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Verdict

Winning Hypothesis: The market currently overestimates 'downward rigidity, as upward pressure on real interest rates
is surpassing the threshold where central bank buying volume can offset it. The Fed's 60% probability of a September
rate hike and strong employment data (initial jobless claims at 206,000) are not merely transient factors; combined with
the normalization of the T10Y2Y spread (0.41%), they signal a structural rise in opportunity costs. The pattern observed
during the 13% gold decline over the past six months is likely to reappear. Western investor ETF outflows are expected
to overwhelm central bank purchases, leading not to a 'rollercoaster' sideways trend but to a clear downside breakout.
In short, the market narrative, driven by geopolitical risks and excessive optimism regarding central bank buying,
underestimates the downside resistance for gold prices.

As of September 2026, the market perceives that pressure from rising real rates, driven by expectations
of a September Fed rate hike (60% probability) and strong employment data (Initial Jobless Claims at
206,000), is forming downside resistance for gold prices. However, the prevailing narrative asserts that
strategic buying by Chinese and European central banks, alongside geopolitical risks such as US-Iran
tensions, is capping downside moves, establishing 'downside rigidity".

However, the market's 'downside rigidity' narrative underestimates the structural pressure from rising real
rates. Evidence indicates that while the US 10-year Treasury yield rose 15.67% over six months (US10Y 6mo
return), gold prices plummeted 14.4% (GOLD 6mo return), clearly demonstrating that the negative impact of
rising real rates is overwhelming central bank buying. Furthermore, low Initial Jobless Claims at 206,000 (ICSA)
indicate a resilient labor market supporting the Fed's hawkish stance. Despite surging oil prices, the
correlation beta between gold and oil is merely 0.0228, confirming that stagflation hedge demand is negligible.
The 2.63% one-month gain (GOLD 1m return) appears to be a short-term rebound only; the six-month decline
of -14.4% suggests that rising real rate pressure remains dominant. Consequently, central bank buying may
delay price declines but is insufficient to prevent a structural breakdown.

Action: Underweight GOLD

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

Macro Picture

Regime: central_bank_bid
Key Themes: Sustained central bank buying, Upward pressure on real yields, Mixed impact of geopolitical risks and
safe-haven demand

Dominant Narrative: As of September 2026, expectations of Fed rate hikes (60% probability in September) and
strong employment data (initial jobless claims at 206,000) are intensifying upward pressure on real yields, creating
downside resistance for gold prices. However, sustained strategic buying by central banks in China and Europe,
alongside geopolitical risks from US-Iran tensions, are capping downside moves and establishing 'downside
rigidity".

Reality: While the T10Y2Y spread has normalized to 0.41%, concerns over rising real yields relative to CPI (332.813)
as of July 2026 remain dominant, acting as a headwind by increasing the opportunity cost of holding gold. INDPRO
(102.99) and UMCSENT (55.2) reflect production activity and consumer sentiment respectively; however, the low
consumer sentiment reading of 55.2 signals economic slowdown fears, supporting safe-haven demand, while




robust employment data sustains the Fed's hawkish stance, creating a 'rollercoaster' dynamic that limits gold's
upside.

Hypotheses

A (Market Right)

The market is currently overestimating 'downside rigidity, as rising real interest rate pressures have surpassed
the threshold where central bank buying can offset them. The Fed's 60% probability of a September rate hike
and strong employment data (initial jobless claims at 206,000) are not merely temporary factors but, combined
with the normalization of the T10Y2Y spread (0.41%), indicate a structural increase in opportunity costs. The
pattern observed during the 13% gold decline over the past six months is likely to reappear, with Western
investors' ETF outflows overwhelming central bank purchases, leading to a clear downside breakout rather than
a 'rollercoaster' sideways pattern. In essence, the market narrative is underestimating downside resistance due
to excessive optimism regarding geopolitical risks and central bank buying.

In a macro environment dominated by rising real interest rates and a hawkish Fed stance, central bank buying can only delay price
declines but cannot serve as a structural upward driver. Specifically, the low consumer sentiment figure of 55.2 reflects concerns
about an economic slowdown; however, this may trigger liquidity contraction (Cash is King) due to recession fears rather than safe-
haven demand, potentially converting into selling pressure on gold. Demand for stagflation hedging amid surging oil prices is only

valid when real rates outpace nominal rate increases, but currently, nominal rates are rising faster. Consequently, gold prices will
lose their downside rigidity and adjust in proportion to rising real interest rates.

B (Market Wrong)

The market is overestimating the impact of rising real interest rates, with the 'Central Bank Bid' emerging as a
core pillar of price formation, maintaining downside rigidity. Expectations of Fed rate hikes and strong
employment data are already priced in, while the low consumer sentiment index of 55.2 suggests imminent
economic slowdown risks, reinforcing safe-haven preferences. Strategic purchases by Chinese and European
central banks are of sufficient scale and sustainability to offset ETF outflows from Western investors, while
geopolitical risks such as US-Iran tensions are driving physical gold demand. Consequently, gold prices are
expected to trade sideways or rise modestly despite rising real rates, rendering the market's downside
resistance narrative incorrect.

As of September 2026, gold prices have risen 3.13% over the past month despite upward pressure from real rates, clearly exhibiting
a stagflation hedge pattern. This indicates that structural central bank buying is absorbing market liquidity and supporting the
downside. Although the T10Y2Y spread has normalized to 0.41%, this reflects stabilized inflation expectations rather than a level of
real rate increases that would critically damage gold prices. Instead, the combination of low consumer sentiment and geopolitical

uncertainty is stimulating safe-haven demand. While the Fed's hawkish stance may strengthen the dollar and limit gold upside, this
effect will be offset by the powerful downside support provided by central bank purchases.

Key Question: Following the Fed's rate hike in September 2026, if the T10Y2Y spread widens beyond 0.5%, will the purchasing
volume from Chinese and European central banks be sufficient to offset ETF outflows from Western investors and support
gold prices, or will the upward pressure from rising real rates overwhelm central bank buying, causing gold prices to break
downward?

Tensions

A contradiction exists between the narrative that Fed rate hike expectations and rising real yields are creating
downside resistance for gold, and the reality that strategic central bank buying and geopolitical risks are capping
downside moves and establishing downside rigidity.
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Narrative: Rising real interest rates and a hawkish Fed stance should exert correction or d

Reality: Sustained central bank buying and geopolitical uncertainty are maintaining stron

GOLD US10Y DXY

While the dominant narrative of 'rate hikes' driven by strong employment and inflation concerns prevails, the low
consumer sentiment reading simultaneously reflects economic slowdown fears, creating conflicting signals that
support safe-haven demand.
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Narrative: Strong employment data and persistent inflation increase the probability of rate
Reality: Low consumer sentiment (55.2) signals economic slowdown risks, triggering safe-h

GOLD SPX  VIX

The prevailing narrative is dominated by concerns over Western investor ETF outflows and rising rate sensitivity,
contrasting with the reality that strategic buying volumes from Chinese and European central banks are absorbing
market liquidity and offsetting price declines.
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Narrative: Accelerated outflows from Western investors' gold ETFs during a rising rate envi
Reality: Continuous strategic central bank buying (Central Bank Bid) is supporting the ma
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Alternatives

US10Y - O0|= 10 A= =4

This asset directly captures the strong negative correlation between falling gold prices and rising Treasury yields in an environment
dominated by upward pressure on real interest rates. With the Fed's hawkish stance and resilient employment data sustaining higher
Treasury yields, investors can hedge or generate returns from falling Treasury prices (rising yields) driven by higher interest rates.

USD - O|= =2&{ Q= A (DXY)
Rising real interest rates and the Fed's hawkish stance are key drivers fueling dollar strength. When gold price declines are led by rising
real rates, the dollar is likely to face upward pressure as the strongest alternative safe-haven asset and substitute for gold.

TIPS - 27t S =% (TIPS)

Unlike nominal Treasuries, this asset directly benefits from rising real interest rates. While inflation concerns persist, if the upward
pressure on real rates is more significant, nominal Treasuries may decline, whereas TIPS maintain a structural advantage by reflecting
rising real yields, offering relative defense or potential appreciation.
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