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2026-09-06 - Conviction

Verdict

Winning Hypothesis: The market is correct: Structural central bank purchases and geopolitical risks are offsetting
upward pressure on real interest rates, leading gold prices, which have established $4,500 as a strong support level, to
be re-evaluated as the sole 'store of real value' in a stagflationary environment. Weak macro data in July-August is
merely temporary noise; the inversion of the 10Y-2Y spread indicates that expectations for rate cuts outweigh recession
fears, serving as a decisive signal driving gold prices higher through nominal rate declines.

As of September 2026, major institutions including Morgan Stanley and UBS forecast that gold is being
re-evaluated as a core portfolio diversification asset amid slowing inflation and geopolitical
uncertainty. In particular, sustained central bank buying led by the People's Bank of China is
establishing $4,500 as a robust support level, while retail investors are driving a rebound post-
breakout above $4,500 driven by 'bottom-fishing' sentiment.

However, the core premise of Hypothesis B raised in the prior assessment (2026-09-05)—that rising real
interest rates would overwhelm safe-haven demand—is now explicitly refuted by current data flows. Despite
severe re-acceleration of inflationary pressure with oil prices surging 17.01% over 1M (WTI 1M Return), gold
prices rose 3.13% over the same period (GOLD 1M Return), clearly exhibiting a stagflation hedge pattern. This
strongly suggests that structural central bank buying (Central Bank Bid) is offsetting upward pressure on real
rates. Furthermore, the 5-year inflation expectations (T5YIFR) remained stable at 2.33% despite the oil price
spike, confirming the validity of long-term disinflation expectations. The decline in the GOLD-DXY correlation
beta to -0.0025, approaching zero correlation, supports the re-evaluation of gold as an independent 'store of
real value' unrelated to dollar strength. Additionally, the limited drawdown of -3.54% from the peak near
$4,500 validates the efficacy of the downside support.

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

View Change: The previous verdict (2026-09-05) judged 'overwhelming real rate pressure' based on the past six months of data
where gold fell despite surging oil prices (GOLD 6M Return -13.0%). However, the most recent month's data (WTI+17.01% vs GOLD
+3.13%) indicates a structural shift, transitioning to a phase where central bank buying and stagflation hedging demand are
offsetting real rate increases. Specifically, the sustained low level of T5YIFR (2.33%) implies inflation expectations remain
contained, meaning the causal chain of Hypothesis B ('resurgence of inflation — rise in real rates — decline in gold') does not hold
at this juncture. Therefore, the previous view (B) is reversed, and the market narrative (A) is deemed valid.

Macro Picture

Regime: central_bank_bid
Key Themes: Downside price protection driven by sustained central bank buying, Coexistence of geopolitical risks
(Middle East) and inflation hedging demand, Divergent investor sentiment driven by real interest rate volatility

Dominant Narrative: As of September 2026, major institutions including Morgan Stanley and UBS anticipate that
gold is being re-evaluated as a core portfolio diversification asset amid slowing inflation and geopolitical
uncertainty (Middle East conflict). In particular, sustained buying by central banks worldwide, led by the People's
Bank of China, is establishing $4,500 as a strong support level, while retail investors are driving a rebound following
the breakout above $4,500 with a 'bottom-fishing' sentiment.

Reality: According to FRED data as of July 2026, concerns of stagflation persist due to weak consumer sentiment
(UMCSENT 55.2) and slowing industrial production (INDPRO 102.99). However, the 10Y-2Y Treasury spread (T10Y2Y




0.41) turned positive in early September, fueling rate cut expectations that are supporting gold prices. Nevertheless,
with July CPI (332.813) and August initial jobless claims (206,000) data being over one month old (STALE), current
gold market volatility is reacting more sensitively to central bank buying and geopolitical risks than to actual macro
indicators.

Hypotheses

A (Market Right)

The market is correct: Structural central bank buying and geopolitical risks are offsetting upward pressure on
real yields, with gold prices above $4,500 acting as a robust support level. In a stagflationary environment, gold
is being re-evaluated as the sole 'store of real value.' Weak macro data in July-August is merely temporary noise;
the inversion-to-positive flip in the 10Y-2Y spread signals that rate-cut expectations outweigh recession fears,
serving as a decisive catalyst for nominal yield declines and gold price appreciation.

Over the past six months, gold declined despite surging oil prices and rising nominal yields because 'rising real yields' were the
dominant factor. However, the recent flip of the 10Y-2Y spread to positive territory (0.41) indicates the market is pricing in a
recession and has confirmed the onset of a rate-cut cycle. Additionally, central bank purchases, such as those by the People's Bank
of China, represent structural demand that ignores price elasticity, making gold more sensitive to long-term currency devaluation
(Central Bank Bid) than short-term real yield volatility. Thus, current gold prices reflect a 'preemptive hedge' against stagflation
concerns, validating the $4,500 downside support.

B (Market Wrong)

The market is wrong: The $4,500 support narrative is an illusion based on optimistic biases of 'central bank
buying' and 'geopolitical risks, while the actual macro reality of stagflation (low growth + high inflation) and
prolonged high interest rates will turn gold's real yield negative. STALE data from July-August suggests inflation
is not slowing but resurging due to a surge in oil prices, and the 10Y-2Y spread steepening should be interpreted
as arise in 'inflation premium' rather than a recession signal. Consequently, upward pressure on real rates will
overwhelm central bank buying, causing gold prices to collapse below $4,500 and undergo a downside
correction.

The previous assessment (2026-09-05) showed that gold fell despite a surge in oil prices, indicating that rising real rates
overwhelmed safe-haven demand. The current situation is even worse; the 10Y-2Y spread steepening is likely driven by rising
Treasury yields due to 'inflation expectations' rather than 'rate cut expectations' (Yield Curve Steepening due to Inflation). CPI and
unemployment claims data are over a month old and fail to reflect current high-inflation/high-unemployment risks, while the oil

price surge (WTI +17%) will accelerate inflation resurging, further raising real rates. Central bank buying may slow the pace of decline
but cannot halt the macro trend of rising real rates, so the $4,500 support level will break.

Key Question: To determine whether the 10Y-2Y Treasury spread steepening is driven by 'rate cut expectations due to
recession’ or 'inflation resurging expectations due to oil price surge,' it is critical to observe whether inflation expectations
(Breakeven Inflation Rate) rise or fall in the upcoming CPI and PCE data releases within the next two weeks.

Tensions

While the dominant narrative of '$4,500 downside protection' based on central bank buying and geopolitical risks
prevails, key macro data such as July-August CPI and jobless claims are over one month old (STALE), leaving actual
uncertainties in inflation and the labor market to drive price volatility.
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Contrary to the bullish narrative supported by institutional expectations of slowing inflation and rate cuts from
firms like Morgan Stanley, mixed macro signals—including the positive turn in the 10Y-2Y Treasury spread and Chair
Waller's support for holding rates—have prevented rate cut expectations from translating into immediate price
gains.
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Despite the narrative that escalating Middle East conflicts will trigger a surge in safe-haven demand and gold prices,
concurrent concerns over resurgent inflation from soaring oil prices and the risks of prolonged high interest rates
are causing extreme volatility, with gold prices experiencing sharp swings or sudden declines.
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Alternatives

XAUUSD - ®1& 3 (Spot Gold)

Structural central bank purchases (Central Bank Bid) are offsetting upward pressure on real interest rates, and gold has demonstrated its
independent store-of-value function as a stagflation hedge despite the surge in oil prices. The $4,500 downside defense narrative
remains valid, with upward momentum persisting regardless of dollar strength.

GLD - SPDR Gold Shares (ETF)

As the most efficient alternative asset to track the spot gold uptrend, it directly benefits from institutional investors' demand for portfolio
diversification amid expectations of slowing inflation and rate cut scenarios. Its ease of volatility management makes it a suitable risk-
hedging tool at critical inflection points.

GDXJ - VanEck Junior Gold Miners ETF

The gold mining sector, which offers leverage to rising gold prices. Should the rise in gold prices driven by central bank purchases and
geopolitical risks be confirmed, junior miners, with their higher price elasticity, are likely to record a larger upside magnitude than spot
gold.
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