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Verdict

Winning Hypothesis: The market narrative is correct because the expectation of 'reignited inflation' driven by Middle
East geopolitical risks and rising oil prices is expected to exceed the limits of real interest rate increases. As of
September 2026, despite consumer sentiment (UMCSENT 55.2) remaining in contraction territory, the concern over a
'hard landing' amid robust industrial production (INDPRO) is temporary. Should the Middle East energy shock persist,
the upward trajectory of real interest rates will inevitably slow. Furthermore, the positive 10-year minus 2-year Treasury
spread (0.4%) should be interpreted not as a weakening recession signal, but as the resurgence of an 'inflation
premium,' where inflation expectations outweigh the Fed's high-rate stance, driving nominal rates higher.
Consequently, gold prices, supported by a temporary floor at $4,215, are poised to rebound and break through $4,400
as inflation hedging demand offsets upward pressure from real interest rates.

Market participants judge that gold's appeal has diminished based on rising real interest rates and
normalization of the treasury spread (0.4%) as of September 2026. Contrary to expectations that
Middle East tensions driving oil prices higher would fuel inflation, rising rates are exerting downward
pressure on gold prices to $4,215. The prevailing narrative is that safe-haven demand is limited, and
rising rates have neutralized the 'safe-haven' label for gold.

However, despite the realization of an energy shock with WTI oil surging 19.81% over the past month, gold
prices rose 5.45%, indicating that inflation hedge demand is offsetting upward pressure on real rates. This
suggests that Hypothesis B's argument that 'rising rates exert decisive downward pressure on gold' is currently
neutralized by rising expected inflation driven by the oil spike (T5YIFR holding at 2.33%). Specifically, robust
labor market data (ICSA at 203,000) and a positive T10Y2Y spread of 0.4% support a 'hard landing' scenario
rather than stagflation, implying a resurgence of the inflation premium rather than a solidification of the Fed's
tightening stance. The fact that the previous downward pressure predicted in Verdict (B) moved in the
opposite direction of actual data (GOLD +5.45%) indicates that the oil surge acted to lower real rates (nominal
rates minus expected inflation), aligning with Hypothesis A's core premise that 'inflation hedge demand is
dominant.

Action: Overweight GOLD

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

View Change: The previous verdict (B) overestimated the downward pressure on gold prices from rising real interest rates.
However, the recent synchronized surge in WTI 1M return (19.81%) and GOLD 1M return (5.45%) demonstrates that the oil shock is
stimulating expected inflation faster than nominal rates, thereby creating downward pressure on real rates. Additionally, the
robust employment data (ICSA 203,000) dispels recession fears, indicating a structural shift away from safe-haven demand
(premise of Hypothesis B) toward inflation hedging demand (premise of Hypothesis A). Thus, the real interest rate narrative has
been superseded by the inflation expectation narrative, making it highly probable that gold prices will break through $4,400,
supported by the $4,215 level.

Macro Picture

Regime: risk_on_drag
Key Themes: Increased opportunity cost driven by rising real rates, Clash between Middle East geopolitical risks
and inflation expectations, Offsetting effects of central bank purchases and ETF outflows

Dominant Narrative: Market participants believe gold's appeal has temporarily waned as interest rates are on an
upward trend and real rates remain positive as of September 2026. With the 10Y-2Y Treasury spread normalizing at




0.4%, demand for safe-haven assets is deemed limited. Contrary to expectations that rising oil prices due to Middle
East tensions would fuel inflation, rising rates are identified as the primary factor exerting downward pressure on
gold prices to $4,215, leading to a prevailing view that the 'safe-haven' label has temporarily lost its potency.

Reality: According to FRED data, the Consumer Sentiment Index (UMCSENT) stood at 55.2 in July 2026, indicating a
contractionary zone, while Industrial Production (INDPRO) remained robust at 102.99, suggesting that concerns
over a hard landing outweigh fears of stagflation. The 10Y-2Y Treasury spread (T10Y2Y) recorded a positive 0.4%,
signaling a weakening recession indicator. This, coupled with rising real rates, exerted downward pressure on gold
prices, explaining the failure to break above $4,400 and the subsequent test of $4,215.

Hypotheses

A (Market Right)

The market narrative is correct because expectations of 'rekindled inflation' stemming from Middle East
geopolitical risks and rising oil prices will exceed the limits of rising real yields. Although consumer sentiment
(UMCSENT 55.2) as of September 2026 remains in contraction territory, concerns over a 'hard landing' despite
resilient industrial production (INDPRO) are temporary; should energy shocks from the Middle East persist, the
upward trajectory of real yields will inevitably slow. Furthermore, the positive 10-year minus 2-year Treasury
spread (0.4%) should be interpreted not as a weakening recession signal, but as a resurgence of the 'inflation
premium,’ where inflation expectations outweigh the Fed's high-rate stance, driving nominal yields higher.
Consequently, gold prices will enter a rebound phase, using $4,215 as a temporary support level, as inflation-
hedging demand offsets upward pressure from real yields to break above $4,400 again.

A sharp rise in WTI crude oil due to escalating Middle East tensions will sustain CPl upward pressure, causing real yields (nominal
yields minus expected inflation) to decline or stabilize, thereby removing significant downward pressure on gold prices.
Additionally, 'hard landing' fears are merely temporary psychological contractions in a resilient labor market (ICSA); unless a

genuine recession materializes, safe-haven demand will remain limited, but structural inflation-hedging demand will prevail. Thus,
the narrative of rising interest rates will be neutralized by the more powerful narrative of rising inflation expectations.

B (Market Wrong)

The market narrative is flawed because macro data showing rising real interest rates and normalization of
Treasury spreads exert downward pressure on gold prices that overwhelms the 'inflation hedge' effect
anticipated by the narrative. FRED data reveals a coexistence of severe contraction in consumer sentiment
(55.2) and robust industrial production, strongly suggesting a 'hard landing' scenario rather than stagflation.
This reinforces the Fed's tightening stance, keeping real rates at elevated levels. The 10Y-2Y spread turning
positive at 0.4% indicates that recession fears have eased, reducing safe-haven demand. Structural central bank
purchases fail to offset ETF outflows by Western investors and rising opportunity costs due to higher rates.
Consequently, gold prices are likely to break below $4,215 and decline further into the $4,000 range.

Rising real interest rates are the most decisive downward pressure on gold prices; the current rally in 10Y Treasury yields indicates
nominal rates are rising faster than inflation expectations. Weak consumer sentiment leads to reduced consumption and economic
slowdown, preventing the Fed from rushing rate cuts and prolonging the rise in real rates. Additionally, Middle East risks may drive
oil prices higher, but this could accelerate economic slowdown, triggering 'recession-driven inflation' that dampens gold demand as

a safe haven. Therefore, gold prices will adjust downward in line with macro realities of rising real rates and declining safe-haven
demand.

Key Question: The key is to determine whether rising oil prices due to Middle East geopolitical risks after September 2026
increase real interest rates (nominal rates minus expected inflation) or raise expected inflation faster, thereby reducing real
rates.

Tensions

While macro data showing rising real rates and normalization of the Treasury spread exert downward pressure on
gold prices, market narratives remain optimistic about a gold rebound based on Middle East geopolitical risks and
inflation expectations, resulting in a clear divergence in directional outlook.
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Narrative: Expectations of rekindled inflation due to Middle East tensions and rising oil p
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Although structural demand from sustained central bank gold purchases persists, outflows from Western investors'
ETFs and rising opportunity costs due to higher interest rates offset this demand, creating a dual structure that
constrains price appreciation.
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Narrative: News of central bank purchases and ETF demand led by entities like Future Asset
Reality: ETF outflows driven by global interest rate hikes have materially impacted the m
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While inflation hedging demand is anticipated due to a potential surge in oil prices stemming from the Middle East,
the temporary erosion of gold's 'safe-haven' function amid rising rates creates a contradictory scenario that
continues to maximize gold price volatility.
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Narrative: Expectations that surging oil prices and geopolitical risks will revive gold as
Reality: Rising interest rates have neutralized gold's safe-haven status, causing prices
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Alternatives

XLE - Energy Select Sector SPDR Fund

With the energy shock of a 19.81% surge in WTI crude oil prices materializing, this is the most direct beneficiary asset to substitute or
complement gold's inflation hedging function. Rather than 'stagflation' concerns driven by oil-induced inflation expectations, the most
certain momentum under the 'hard landing' narrative is the improvement in real profitability within the energy sector.

TIP -iShares TIPS Bond ETF

Although upward pressure on real interest rates exists, this is the most efficient hedge in the contradictory scenario where rising
expected inflation (T5YIFR) due to the oil spike induces a decline in real rates. It protects real returns during periods of rising nominal
rates and the resurgence of the inflation premium, offsetting downward pressure on gold.

GLD - SPDR Gold Shares

This is the direct execution vehicle for the user's proposal to 'overweight GOLD.' Data confirms that structural demand from Middle East
geopolitical risks and central bank purchases is offsetting upward pressure on real interest rates. Therefore, in the current regime where
inflation hedging demand dominates despite increased volatility, maintaining a core position is essential.
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