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Winning Hypothesis: Rising real interest rate pressures and a strong US dollar have overwhelmed central bank buying,
breaking gold's downside rigidity. As long as the Fed maintains its hawkish stance, the weakening correlation between
gold and Treasury yields is a temporary statistical noise rather than a structural breakdown. The convergence of the
10Y-2Y spread and slowing consumer sentiment point toward an economic recession, which will constrict dollar
liquidity. This dynamic is expected to reduce gold's liquidity premium alongside risk-asset selling, rather than stimulate
flight-to-safety demand. Consequently, the current gold price overestimates the $5,400 upside narrative, and further
declines driven by rising real rates are inevitable.

The market believes that structural central bank purchases and geopolitical risks have fully offset
upward pressure on real interest rates, leading to a permanent collapse in the historical correlation
between gold and government bond yields. Further Fed tightening and a stronger dollar are expected
to cause only short-term volatility, not undermining the fundamental drivers of the medium-to-long-
term upward cycle targeting $5,400 per ounce by 2027. The current decline in gold prices is viewed as a
temporary correction.

However, data showing a 7.34% decline in gold prices over the past month (GOLD 1M return) alongside a
4.75% rise in the US 10-year Treasury yield (US10Y 1M return) clearly suggests that upward pressure on real
interest rates has overwhelmed central bank buying, breaking downside rigidity. The 1.85% rise in the US
Dollar Index (DXY) acts as a trend signal reducing the relative appeal of dollar-denominated assets like gold.
Additionally, the short-term correlation (short_r2) between gold and bond yields has risen to 0.1189,
indicating restored interest rate sensitivity. While high CPI (334.131) and spread convergence (0.25) suggest
inflation hedging and recession concerns, rising nominal rates and a stronger dollar are exerting stronger
downward pressure on gold prices, creating a divergence between the market's optimistic narrative and
current macro data.

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, Intersection of Fed Tightening and Rate Cut Expectations, Upward
Pressure on Real Yields

Dominant Narrative: Volatility has widened, with gold prices dipping slightly by 0.2% amid expectations of further
Fed rate hikes and a strengthening dollar. However, sustained central bank buying remains the core driver
supporting a rally to $5,400 per ounce by 2027, as all 16 Wall Street analysts forecast gains. Market participants
believe that despite the current rate-hiking cycle, war risks and inflation hedging demand are fueling safe-haven
flows, offsetting upward pressure from rising real yields.

Reality: As of August 2026, CPI stands at 334.131, remaining elevated. Yet, the 10Y-2Y Treasury spread has narrowed
to 0.25%, signaling growing recession fears and suggesting limited upside for real yields. September initial jobless
claims totaled 196,000, indicating a resilient labor market, while the Consumer Sentiment Index at 55.2 shows signs
of slowing. These dynamics reinforce expectations of an eventual Fed pivot, which may alleviate medium-to-long-
term downward pressure on gold prices.




Hypotheses

A (Market Right)

Structural central bank purchases and geopolitical risks fully offset upward pressure on real yields, causing a
permanent breakdown in the historical correlation between gold and government bond yields. Additional Fed
tightening and a strong dollar will only trigger short-term volatility, without undermining the fundamental
drivers of a medium-to-long-term bull cycle targeting $5,400 per ounce by 2027. Thus, the current decline in
gold prices is merely a temporary correction, with the market's optimistic narrative prevailing over
macroeconomic reality.

1. Central bank purchases act as 'price-insensitive demand' with low price elasticity, creating downside rigidity by absorbing selling
pressure even in high-rate environments. 2. As long as CPI remains elevated at 334.131, gold retains its function as a real inflation
hedge, offsetting nominal rate increases. 3. Recession signals such as the convergence of the 10Y-2Y spread and rising initial jobless
claims will accelerate a shift in the Fed's tightening stance, limiting the rise in real yields and capping downside pressure on gold.

B (Market Wrong)

Rising real interest rate pressures and a strong US dollar have overwhelmed central bank buying, causing the
downside rigidity of gold prices to collapse. As long as the Fed maintains its hawkish stance, the signal that the
correlation between gold and Treasury yields has weakened is merely temporary statistical noise, not a
structural breakdown. The convergence of the 10Y-2Y spread and slowing consumer sentiment point toward an
economic recession, which will constrict dollar liquidity. Rather than triggering safe-haven demand, this will
likely lead to risk-asset selling and a reduction in gold's liquidity premium. Consequently, the current gold price
overestimates the $5,400 upside narrative, and further declines driven by rising real rates are inevitable.

1. Data showing GOLD falling 7.28% and US10Y surging 6.43% over the past month clearly indicates that rising real rates are
overwhelming central bank buying volumes. 2. The rise in DXY diminishes the relative attractiveness of gold, a dollar-denominated
asset, signaling a trend decline rather than short-term volatility. 3. As recession fears intensify, a 'liquidity shock' scenario may occur
where investors sell non-yielding assets like gold to secure cash. 4. The thesis that 'rising real rate pressures overwhelm buying
demand' has been reaffirmed by recent data; the upside narrative remains invalidated until interest rate sensitivity (Beta) recovers.

Key Question: If the 10-year Treasury yield rises further, will central bank purchases maintain the 'downside rigidity' of gold
prices, or will rising real rate pressures overwhelm buying demand, causing the correlation between gold and Treasury yields
to strengthen again?

Tensions

Despite the macro reality of further Fed tightening and rising real yields, all Wall Street analysts project a rise to
$5,400 by 2027, citing central bank purchases and geopolitical risks. This suggests the historical correlation
between interest rates and gold prices has broken down.
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Narrative: Optimistic narrative that gold prices will rise even in a rate-hiking environmen

Reality: Macro data exerting downward pressure on gold prices as expectations of addition
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While CPI remains high at 334.131, narrowing 10Y-2Y Treasury spreads and weakening consumer sentiment are
amplifying recession concerns, implying limited real yield upside. This data is prompting a reevaluation of gold's
role as an inflation hedge.

0.60
Narrative: Expectation that gold will remain resilient as an essential hedge amid high infl

Reality: Concerns over economic recession and signals of labor market slowdown limit the
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Short-term volatility has emerged as gold prices dipped slightly amid concerns over continued Fed tightening.
However, market sentiment holds that structural central bank buying will offset ETF outflows from Western

investors and short-term interest rate volatility over the long term.

¢ )
0.55

Narrative: Medium-to-long-term structural bullish narrative that sustained central bank pur




Reality: Short-term data showing increased volatility and weakness in gold prices, includ
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