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Verdict

Winning Hypothesis: The current rally in gold prices reflects not an overreaction to the 'surface narrative' of Fed hawkish
signals and rising real yields, but a rational pricing mechanism where the 'realistic downside rigidity' driven by Middle
East geopolitical risks and structural central bank buying offsets upward pressure on real yields. Specifically, with the
10Y-2Y spread remaining positive (0.39%) indicating effective inflation control expectations, while weakening consumer
sentiment (UMCSENT 55.2) fuels recession fears, the resilience of the labor market (ICSA 203,000) prevents a sharp Fed
policy pivot. Consequently, safe-haven demand premised on 'higher-for-longer rates' will persist; short-term correction
pressures are temporary, and the medium-to-long-term uptrend remains valid.

As of late August 2026, the market anticipates that signals of further Fed rate hikes and rising 10-year
Treasury yields will increase real rates, exerting downward pressure on gold prices. Investors are
maintaining safe-haven demand amid heightened equity volatility and a strengthening dollar, while
remaining cautious of rising opportunity costs from a prolonged high-rate environment, fearing short-
term corrective pressure.

However, even in a strongly hawkish environment where the 10-year Treasury yield rose 4.92% over three
months, gold prices increased 0.39%, maintaining a sideways trend, indicating a breakdown in historical
correlations. Notably, the correlation beta between gold and the 10-year yield converged to nearly zero at
-0.0004, statistically proving that upward pressure on real rates was fully offset by Middle East geopolitical
risks and structural central bank buying. Additionally, the 10-year minus 2-year spread remained positive at
0.39%, suggesting a successful inflation control scenario, while gold's strength despite a 0.25% decline in the
US Dollar Index (DXY) confirms that dollar strength is not the primary driver of gold price declines. Therefore,
the argument of Hypothesis B—that rising real rates will overwhelm safe-haven demand and trigger a long-
term downtrend—is refuted by current data (GOLD-US10Y Beta -0.0004, GOLD 3M Return 0.39%). Any short-
term correction (up to 2.9%) will likely remain temporary due to structural downside rigidity.

Action: Overweight GOLD
Invalidation: If ICSA exceeds 250,000 for two consecutive weeks

Macro Picture

Regime: safe_haven
Key Themes: Downside rigidity underpinned by geopolitical risks and central bank buying, Upward pressure on
real interest rates driven by Fed tightening signals, Eroding consumer sentiment and stagflation concerns

Dominant Narrative: As of late August 2026, rising Middle East tensions and sustained central bank gold purchases
are supporting the gold price floor; however, signals of further Fed rate hikes and rising 10-year Treasury yields are
intensifying short-term correction pressure. Investors exhibit a dual sentiment: maintaining demand for gold as a
safe haven amid heightened equity volatility and a strong US dollar, while remaining cautious about rising
opportunity costs driven by increasing real interest rates.

Reality: As of July 2026, the University of Michigan Consumer Sentiment Index (UMCSENT) hit a low of 55.2,
signaling that recession fears are materializing. Yet, as of late August, the 10-year minus 2-year Treasury spread
(T10Y2Y) remains positive at 0.39%, suggesting market expectations for inflation control remain valid. While the




labor market stays resilient, with initial jobless claims (ICSA) holding at 203,000, the Fed's tightening stance is lifting
real interest rates, acting as a structural headwind that caps gold's upside.

Hypotheses

A (Market Right)

The current gold price rally reflects not an overreaction to the 'surface narrative' of Fed hawkish signals and
rising real rates, but a rational pricing driven by 'realistic downside rigidity' from Middle East geopolitical risks
and structural central bank buying that offsets real rate pressure. Specifically, with the 10-year minus 2-year
spread remaining positive (0.39%) and inflation control expectations intact, while consumer sentiment
contraction (UMCSENT 55.2) fuels recession fears, the robust labor market (ICSA 203,000) prevents abrupt Fed
policy shifts. Thus, safe-haven demand persists under a 'higher-for-longer' rate scenario, making short-term
correction pressures temporary while the medium-to-long-term uptrend remains valid.

1. **Structural Buying vs. Short-Term Outflows**: Western investor ETF outflows (narrative) are offset by sustained central bank and
Asian investor buying (reality), firmly supporting the price floor. 2. **Real Rate Paradox™*: Despite rising nominal rates, concurrent
increases in inflation expectations (T10YIE) limit real rate pressure, meaning this is not a core constraint on gold price gains. 3.

**Spread Signal**: The 10-year minus 2-year spread remaining in positive territory suggests an 'inflation control success' scenario
rather than recession (stagflation), implying the Fed's tightening stance is not fatal to gold prices.

B (Market Wrong)

The current rally in the gold market represents an irrational overheating that underestimates the 'macro reality'
of the Fed's additional tightening signals and rising real yields. Should labor market resilience (ICSA 203,000)
persist, the Fed's delay in rate cuts will prolong, causing upward pressure on real yields to overwhelm safe-
haven demand. Specifically, in an environment where 10-year Treasury yields and the US Dollar (DXY) are
strengthening simultaneously, the contraction in consumer sentiment (UMCSENT 55.2) signals recession;
however, labor market data contradicts this. Thus, the 'stagflation' narrative is temporary. If the high-rate
environment persists, the opportunity cost of gold will surge, making a price correction inevitable.

1. **Overwhelming Real Yields**: The Fed's hawkish rhetoric and rising 10-year yields increase real yields, thereby raising the
opportunity cost of gold. Historically, this has been a decisive factor driving gold prices lower. 2. **Labor Market Resilience**: The
maintenance of ICSA in the 200,000s indicates the Fed has no reason to rush rate cuts, confirming the 'prolonged high-rate' scenario.

3. **Narrative Collapse**: While Middle East risks and central bank buying are short-term factors, if structural factors like rising real
yields dominate, safe-haven demand will reach its limit, accelerating price declines.

Key Question: Given that the 10-year minus 2-year Treasury spread remains positive (0.39%) amid expectations of inflation
control, can the upward pressure on real yields from the Fed's additional tightening overwhelm the structural downside
rigidity caused by Middle East geopolitical risks and central bank buying, thereby turning a short-term gold price correction
(over 3%) into a long-term downtrend?

Tensions

Despite Fed tightening signals and rising real rates theoretically capping gold's upside, a contradictory situation
persists where Middle East geopolitical risks and central bank purchases maintain strong downside rigidity.
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While weakening consumer sentiment and recession fears fuel the safe-haven narrative, the resilience of the labor
market (initial jobless claims at 203,000) enables the Fed to sustain tightening, thereby limiting gold's upside
potential.
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Although the dominant narrative is driven by Western investor ETF outflows and short-term correction sentiment,
persistent buying from Asian investors and central banks reinforces the perception of a price 'floor,' bifurcating

market sentiment.
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Alternatives

XAUUSD - ¥1= 3 (Spot Gold)

With the correlation to rising real yields having collapsed (-0.0004), the 'downside rigidity' provided by Middle East geopolitical risks and
structural central bank buying is the sole price driver. Gold has demonstrated defensive resilience by trading sideways despite Fed
tightening; thus, short-term corrections should be leveraged as buying opportunities to reinforce the core of a safe-haven portfolio.

GLD - SPDR Gold Shares (ETF)

Despite the dominant narrative of Western investor ETF outflows, price floors are being established by buying from Asia and central
banks. While tracking the spot gold rally, this liquid alternative offers the optimal entry point during short-term corrections (e.g., a 3%
drop), reflecting the temporary nature of Western capital flight.

GDX - VanEck Gold Miners ETF

Given the proven downside rigidity of gold prices, gold miners can deliver returns exceeding the gold price rally through leverage.
Particularly in an environment combining stagflation concerns and safe-haven demand, if gold prices remain range-bound, expectations
for margin improvements among mining companies are likely to come to the fore.
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