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Verdict

Winning Hypothesis: The macro reality of rising real interest rates and a strengthening US dollar (DXY rebound) will
overpower the safe-haven narrative, pushing gold prices beyond a short-term correction into a medium-term
downtrend. This is driven by the Federal Reserve maintaining a tightening stance to curb inflation (CPI 332.813) and
leading nominal rate hikes, despite UMCSENT and ICSA figures as of July 2026 signaling growing concerns over
economic slowdown. While central bank purchases may support the price floor, gold's upside momentum will be
constrained by ETF outflows from Western investors and increased opportunity costs in a high-rate environment.
Additionally, inflation-hedging demand triggered by rising oil prices will be offset by the rise in real interest rates.

As of September 2026, the market views Middle East geopolitical risks and sustained central bank
purchases as the primary drivers for gold price increases, anticipating that surging oil prices will
stimulate expected inflation and offset upward pressure on real rates. The prevailing narrative
suggests that diversification demand for foreign exchange reserves by major central banks, including
those in China and Poland, will offset ETF outflows from Western investors, firmly supporting the gold
price floor.

However, despite a sharp surge in oil prices (WTI 1M Return +17.01%), gold prices fell 13.0% over six months
(GOLD 6M Return), indicating that the safe-haven narrative failed to translate into price gains. This suggests
that upward pressure on real rates overwhelmed demand for inflation hedging. Specifically, the US10Y 3M
Return rose 5.1%, accelerating nominal rate increases, while T10Y2Y remained positive at 0.41, increasing the
opportunity cost of holding gold. Furthermore, as reflected by the DXY-GOLD Short Beta (-221.0875), dollar
strength is driving gold price declines. Despite elevated CPI (332.813), the Fed's continued tightening stance
means interest rate sensitivity is exerting a greater influence on price determination than the narrative.
Contrary to claims that central bank purchases provide downside support, actual data confirms that prices
have fallen 15.3% from their peak, indicating that purchases failed to offset the high-rate environment and ETF
outflows.

Action: Underweight GOLD
Invalidation: If CPIAUCSL falls below 330.0 for two consecutive months

Macro Picture

Regime: safe_haven
Key Themes: Safe-haven demand driven by geopolitical risks, Downside support from sustained central bank
purchases, Short-term correction pressure due to rising real rates and dollar strength

Dominant Narrative: As of September 2026, escalating geopolitical tensions in the Middle East, particularly around
the Strait of Hormuz, and concerns over potential US-Iran clashes are fueling investor sentiment, re-establishing
gold as a powerful safe-haven asset. Continued purchases by major central banks, including those of China and
Poland, aimed at diversifying foreign exchange reserves are firmly supporting the gold price floor, serving as a key
factor offsetting near-term concerns over rising interest rates.

Reality: As of July 2026, UMCSENT (55.2) and ICSA (200,000) figures signal weakening consumer sentiment and
labor market rigidity, heightening fears of an economic slowdown. However, the sustained positive range of T10Y2Y
(0.41%) and upward pressure on real interest rates are increasing gold's opportunity cost, triggering short-term
price corrections. July 2026 CPI (332.813) indicates that inflation remains uncontained; meanwhile, the potential for




the Fed to maintain its tightening stance and a rebound in the US Dollar Index (DXY) are acting as key macro
variables constraining gold's upside.

Hypotheses

A (Market Right)

Structural demand from geopolitical risks and central bank purchases will offset upward pressure on real yields.
After a short-term correction, gold will reach new highs as safe-haven demand reignites due to escalating
Middle East tensions. This is because, even if the T10Y2Y remains positive as of September 2026, a surge in
energy prices (rising WTI) driven by Middle East conflict is expected to stimulate expected inflation, neutralizing
the negative impact of rising real yields. In particular, central bank purchases in China and Poland provide such
strong downside support that they offset ETF outflows from Western investors, making geopolitical premiums
the primary price driver rather than interest rate sensitivity.

Scenario where the narrative overrides reality

B (Market Wrong)

The macro reality of rising real interest rates and a strengthening US dollar (DXY rebound) will overwhelm the
safe-haven narrative, pushing gold prices beyond a short-term correction into a medium-term downtrend. This
is because, despite UMCSENT and ICSA figures as of July 2026 signaling growing concerns over economic
slowdown, the Federal Reserve maintains a tightening stance to curb inflation (CP1 332.813), driving nominal
rate hikes. While central bank purchases may support the price floor, gold's upside momentum will be
constrained by ETF outflows from Western investors and increased opportunity costs in a high-rate
environment, with inflation-hedging demand from rising oil prices offset by the rise in real rates.

Scenario where macro reality overwhelms the narrative

Key Question: Will the surge in oil prices due to heightened Middle East tensions in September 2026 stimulate expected
inflation enough to offset upward pressure on real rates, or will the Fed's tightening stance persist, making rising real rates a
decisive downward pressure on gold prices?

Tensions

While the narrative of safe-haven demand fueled by geopolitical risks and central bank buying supports continued
strength, the macro reality of rising real rates and a strong dollar is increasing gold's opportunity cost, exerting
short-term correction pressure.
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Narrative: Gold is in a strong bull market with robust downside support as a safe-haven ass
Reality: Gold's upside is constrained and a short-term correction is underway due to the
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Despite inflation not being fully contained, the possibility of the Fed maintaining its tightening stance creates an
environment where gold struggles to fulfill its role as an effective inflation hedge.
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Narrative: Gold is being revalued as an inflation hedge due to persistently high CPI.

Reality: The Fed's tightening stance and sustained high rates are reducing gold's real yi
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Contrary to the narrative that central bank purchases provide a firm floor for gold prices, price volatility is

expanding due to ETF outflows from Western investors and heightened sensitivity to interest rates.
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Narrative: Central bank purchases in China and Poland are firmly supporting the downside of
Reality: ETF outflows from Western investors and concerns over rising rates are expanding
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DXY vs GOLD — 5Y DXY vs GOLD — 6M (R? drop: -0.017)
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