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2026-05-02 - Conviction

Verdict

Winning Hypothesis: Rationale for macro reality being correct and market mispricing: The correlation between gold
prices and real interest rates has statistically collapsed (R2=0.0238), suggesting that under the new macro narrative of
'challenging dollar hegemony,' structural buying by central banks is offsetting Western capital outflows and firmly
supporting the price floor. While the T10Y2Y turning positive and rising CPI present superficial downside pressures, the
resilience of the real economy amid the absence of recession (per UMCSENT and ICSA data) is delaying Fed rate cuts.
Simultaneously, structural demand from emerging markets and central banks expanding gold reserves is driving gold
prices more powerfully than upward pressure from rising real rates. Therefore, the current decline in gold prices is
merely a temporary correction, representing only a brief pause in the structural uptrend.

Market participants attribute the primary drivers to expectations of de-escalation in Middle East
conflict risks and rising real interest rates due to the Fed's 'Higher for Longer' stance. They believe that
the combination of reduced safe-haven demand and the sentiment of 'should have sold earlier' has
pushed gold into a structural correction phase, characterized by a breach below $4,500 and a 15%
sharp decline. Specifically, the inversion of T10Y2Y turning positive and rising CPI are fueling dollar
strength, exerting sustained downward pressure on gold prices.

However, this assessment is flawed. The market's proposed mechanism of 'gold price decline driven by rising
real interest rates' is no longer statistically valid based on current data. Crucially, the correlation (R2) between
gold prices and the 10-year Treasury yield has dropped to an extremely low 0.0172, undermining the core
premise of Hypothesis A that rising real rates drive gold down. Furthermore, while gold has surged 43.26%
over the past year in a structural uptrend, the 12.95% decline from the peak is a limited correction insufficient
to break the long-term trend. The fact that gold maintained a strong rally despite the Dollar Index (DXY) falling
1.79% over the year suggests that central bank buying is offsetting Western capital outflows under the new
narrative of challenging dollar hegemony. Even with T10Y2Y remaining positive at 0.51, the collapse in
correlation has weakened the downward pressure on gold, strongly supporting Hypothesis B's 'temporary
pause' logic.

Action: Overweight GOLD

Invalidation: If GOLD prices break below the 10-day Moving Average (MA10) and fail to converge for three
consecutive days.

Macro Picture

Regime: risk_on_drag
Key Themes: Increased opportunity cost due to rising real interest rates, Temporary resolution of geopolitical risks
and safe-haven asset selling, Offsetting effects between central bank buying and ETF outflows

Dominant Narrative: Market participants believe real interest rates are rising due to expectations that Middle East
war uncertainties will be resolved and the Fed's 'Higher for Longer' stance, leading to reduced gold buying
sentiment as a safe-haven asset. This has triggered a correction phase, with gold falling below $4,500 and declining
15%. Paradoxically, short-term bullish narratives such as a potential gold price surge upon war termination have
fueled a 'should have sold earlier' rebound expectation, exacerbating selling pressure.

Reality: As of March 2026, low consumer sentiment (UMCSENT: 53.3) and low initial jobless claims (ICSA: 189,000)
indicate the economy is not in recession. However, the inversion of the 10Y-2Y Treasury spread (T10Y2Y: 0.51%) and
rising CPI (330.293) are intensifying upward pressure on real interest rates, exerting structural downward pressure




on gold prices. While central bank and emerging market demand, exemplified by a 24% surge in China's Q1 gold
consumption, supports the price floor, dominant macro fundamentals such as a strong US dollar and rising real
rates suggest the 'risk_on_drag' mode will persist in the near term.

Hypotheses

A (Market Right)

Rationale for market narrative being correct: Under clear fundamentals of rising real rates and geopolitical risk
mitigation, safe-asset demand is structurally constrained as long as the 'Higher for Longer' stance persists.
Central bank buying, particularly from China, serves only as a short-term support level, lacking sufficient
momentum to reverse the long-term uptrend. Specifically, the T10Y2Y turning positive and rising CPI drive
dollar strength and higher real rates, exerting sustained downward pressure on gold. Investor sentiment of
'should have sold earlier' acts as an accelerant for the downtrend, making a breach below $4,500 and further
correction inevitable.

1. Rising real rates (T10Y2Y positive + CPI increase) signify higher opportunity costs, historically the strongest headwind for gold,
establishing a strong negative correlation. 2. Expectations of Middle East conflict resolution undermine the fundamental driver of
safe-asset demand, triggering a 'Buy the rumor, sell the news' dynamic where short-term positives convert into selling pressure. 3.
While central bank buying from China and others may limit volatility, it is insufficient to reverse the overall supply-demand

imbalance against Western ETF outflows and dollar strength (rising DXY); thus, gold remains in a downtrend under a 'risk_on_drag'
regime.

B (Market Wrong)

Reason why the macro reality is correct and the market has mispriced: The correlation between gold prices and
real interest rates has statistically collapsed (R2=0.0238), suggesting that under the new macro narrative of
'challenging dollar hegemony,' structural central bank buying is offsetting Western capital outflows and firmly
supporting the price floor. While the T10Y2Y turning positive and rising CPI represent superficial downward
pressure, the robustness of the real economy due to the absence of a recession (UMCSENT, ICSA data) delays
Fed rate cuts, while structural demand from emerging markets and central banks expanding gold reserves
drives gold prices more powerfully than upward pressure from real interest rates. Therefore, the current decline
in gold prices is merely a temporary correction, a brief pause in a structural uptrend.

1. The correlation (R2) between gold prices and the 10-year Treasury yield has dropped to an extremely low 0.0238, indicating the
existing mechanism where rising real rates drive gold prices down is no longer valid. 2. Central bank buying, exemplified by a 24%
surge in China's Q1 gold consumption, redefines gold's role as a hedge against dollar hegemony weakening, forming a 'dual
structure' that offsets Western capital outflows beyond simple price floor support. 3. The absence of a recession (UMCSENT 53.3,

ICSA 189,000) supports the Fed's 'Higher for Longer' stance, yet this paradoxically increases the necessity of gold as an inflation
hedge, creating a new narrative that offsets upward pressure from real interest rates.

Key Question: With the T10Y2Y Treasury yield curve remaining in positive territory and upward pressure from real interest
rates persisting, will the structural buying by China and central banks offset Western ETF outflows and dollar strength to push
gold prices below $4,500, or will the price floor be firmly supported and rebound based on the new narrative of the collapsed
gold-real rate correlation (R2=0.0238)?

Tensions

While market narratives attribute gold's 15% decline and correction phase to rising real rates and fading war risks,
macro reality shows that central bank buying, particularly from China, is supporting the price floor, creating a
divergence from a full bearish reversal.
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Narrative: Dominant sentiment favoring safe-asset selling amid rising real rates and geopol

Reality: Price support at the lower end sustained by central bank buying, exemplified by

GOLD US10Y DXY

Investors exhibit paradoxical selling sentiment driven by the 'Higher for Longer' stance and speculation of a gold
price surge upon war termination, yet data indicates that the inversion of the 10Y-2Y spread and rising CPI are
reinforcing structural downward pressure via real interest rates.
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Narrative: Expectations of a gold price surge upon war termination, coupled with 'should ha
Reality: Structural downward pressure on gold prices intensifies as rising real rates per

GOLD US10y  SPX

Market participants anticipate a bearish gold outlook due to ETF outflows and a strong US dollar, but demand from
emerging markets and central banks is offsetting Western capital outflows, limiting price volatility even under the
'risk_on_drag' regime.
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Narrative: Downward pressure on gold prices prevailing due to ETF outflows and a strengthen
Reality: A dual structure forming where central bank and emerging market demand offsets E
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