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2026-05-05 - Conviction

Verdict

Winning Hypothesis: The market is correct: The decline in gold prices is a normal correction driven by structural
liquidity factors—specifically 'limits to central bank buying' and 'institutional profit-taking'—rather than the classical
mechanism of 'rising real interest rates.' While Middle East war risks are a temporary factor, as long as rising real rates
persist under an inflation-control regime where the T10Y2Y spread remains positive, emerging market central bank
buying power alone cannot offset large-scale ETF outflows by institutional investors. Consequently, gold prices are
expected to fall further to the sub-810,000 KRW level to establish a new equilibrium.

While the market expects safe-haven demand from Middle East war risks and emerging market central
bank buying to support the gold price floor, the dominant trend is institutional profit-taking (ETF
outflows) driven by expectations of prolonged Fed high rates and rising real yields, pushing gold into a
20% correction phase. Specifically, the prevailing market narrative is that dollar strength and rising
Treasury yields are suppressing gold prices under an inflation-control regime where the T10Y2Y spread
remains positive.

This assessment is valid because the 'breakdown in interest rate correlation' raised in the previous verdict
(Hypothesis B) failed to defend against price declines. Although the GOLD-US10Y correlation (R2) has
collapsed to 0.0101, suggesting rates do not directly impact prices, actual data shows a **GOLD 1M Return of
-2.23%** despite **US10Y yields remaining at a high level of 4.45%** and **ETF net assets totaling 361 trillion
KRW™*. Notably, gold declined even during a **DXY 1M Return of -1.12% (dollar weakness)**, clearly indicating
that central bank buying power failed to offset institutional profit-taking. The invalidation condition from the
previous verdict, 'US10Y rising above 4.5% for over a week,' is now nearly met at 4.45%. The fact that the
correlation breakdown resulted in 'irrelevant declines' rather than 'floor support' proves that Hypothesis A's
structural liquidity factors—'limits to central bank buying' and 'institutional profit-taking'—are dominating
price formation. Consequently, gold prices are likely to decline further to the 810,000 KRW level to find a new
equilibrium.

Action: Underweight GOLD
Invalidation: If US10Y yields rise above 4.5% and remain there for more than one week

View Change: In the previous assessment (2026-05-04), Hypothesis B (The market is wrong) was selected based on 'correlation
breakdown.' However, new data indicates that this breakdown has not led to price rallies or downside support; instead, it
manifests as irrelevant declines even when the DXY falls, characteristic of a high-rate environment. This implies that interest rates
still influence prices, but central bank buying power has failed to overwhelm institutional selling (ETF outflows totaling 361 trillion
KRW), causing sustained price declines. Therefore, the core premise of the prior judgment—that central bank buying drives price
increases—has been invalidated by the data.

Macro Picture

Regime: central_bank_bid
Key Themes: ETF outflows driven by rising real yields, Clash between Middle East geopolitical risks and the Fed's
hawkish stance, Continued de-dollarization buying by emerging market central banks

Dominant Narrative: Demand for safe-haven assets emerged amid Middle East conflict and Iran-related risks;
however, expectations of the Fed maintaining high interest rates and rising real yields led to profit-taking by
institutional investors, pushing gold prices into a correction phase, down 20% from their all-time highs. Market
participants are caught between the expectation that 'gold will surge once the war ends' and the reality of delayed
rate cuts. In the short term, a strong US dollar and rising Treasury yields continue to suppress gold prices.




Reality: As of May 2026, the T10Y2Y spread remains positive at 0.5%, indicating that inflation control and
normalization of interest rates outweigh recession concerns. With ICSA (initial jobless claims) holding steady at
189,000, the labor market remains robust. While rising real yields diminish the appeal of non-yielding assets like
gold, sustained net buying by central banks in emerging markets, including China (with a 24% quarterly surge in
consumption), continues to support a price floor in the range of 810,000 KRW to 938,000 KRW.

Hypotheses

A (Market Right)

The market is correct: The decline in gold prices is a normal correction driven not by the classical mechanism of
rising real interest rates, but by structural liquidity factors such as 'central bank buying limits' and 'institutional
profit-taking'. The Middle East war risk is a temporary factor; as long as rising real interest rates persist under an
inflation control regime with a positive T10Y2Y spread, the buying power of emerging market central banks
alone cannot offset large-scale ETF outflows by institutional investors. Consequently, gold prices will likely fall
further to the 810,000 KRW support level to establish a new equilibrium.

The breakdown of past correlations is merely temporary statistical noise; the fundamental asset allocation logic remains valid. As of
May 2026, a resilient labor market and an inflation control stance imply prolonged high interest rates by the Fed, increasing the
opportunity cost of non-yielding assets like gold. While buying by emerging market central banks (providing downside support) may
slow the pace of decline, the scale is insufficient to reverse the trend into an upward momentum. Therefore, the 'war risk' narrative
is overwhelmed by the 'high-rate reality' and fails to drive gold prices higher; the current 20% correction phase represents a rational
price discovery process.

B (Market Wrong)

The market is wrong: The decline in gold prices is oversold due to the flawed narrative of 'rising real interest
rates, while the actual macro reality of 'structural central bank de-dollarization (central_bank_bid)" is the sole
dominant variable driving price formation. The collapse of the gold-Treasury yield correlation (R2) signifies that
gold is being re-evaluated not as an interest-rate-sensitive asset but as a 'geopolitical insurance' and 'currency
credibility substitute.' The 24% quarter-over-quarter surge in purchases by emerging market central banks will
overwhelm institutional profit-taking, transforming the 810,000 KRW to 938,000 KRW range into a robust
support level.

The 'correlation collapse' raised in the previous assessment (2026-05-04) is a decisive signal indicating that gold has been liberated
from interest rate mechanisms. The market's error lies in applying the outdated formula of 'rising real rates = falling gold, leading to
oversold conditions. The macro reality of May 2026 involves sustained dollar strength due to inflation control and labor market
resilience; however, this accelerates the 'de-dollarization' necessity for emerging market central banks. Purchases by central banks,
such as China's, represent structural realignment at the national level rather than mere investment activity. Consequently, they
possess sufficient downside support to offset short-term institutional profit-taking and drive gold prices back above 938,000 KRW.

Key Question: In the two weeks following May 2026, even if the US10Y yield rises by more than 4.5%, will the net buying
volume from Chinese and emerging market central banks exceed ETF outflows from institutional investors, allowing gold
prices to maintain the 810,000 KRW support level and rebound? (Yes: Hypothesis B, No: Hypothesis A)?

Tensions

A divergence exists between the narrative that Middle East geopolitical risks will drive safe-haven demand and the
macro reality of rising real yields due to the Fed's high-rate stance, resulting in sustained ETF outflows.
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Narrative: Expectations that gold prices will surge due to war risks and uncertainty surrou
Reality: Rising real interest rates, supported by a positive T10Y2Y spread and a resilien
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While profit-taking by Western institutional investors and ETF outflows dominate market flows, sustained de-
dollarization buying by emerging market central banks supports the price floor, creating a clear split in the primary
buyers among market participants.
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Narrative: Prolonged correction phase driven by profit-taking by institutional investors an
Reality: Sustained net buying, including a 24% quarterly surge in consumption by central
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A temporal mismatch arises between the optimistic scenario of a gold price surge upon war termination and data-
driven forecasts indicating continued short-term dollar strength due to inflation control and interest rate
normalization.
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Narrative: Expectations that gold prices will skyrocket once the war ends
Reality: As of May 2026, the inflation control stance and a strong US dollar are curbing
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Alternatives

XAU - Physical Gold (32 2)

In the current market dominated by ETF outflows and institutional profit-taking, the 'central bank buying' narrative alone is insufficient
to defend the price floor. However, if Middle East geopolitical risks (magnitude=0.75) escalate into actual conflict, physical gold—unlike
digital assets or derivatives, which lack guaranteed physical ownership—is the only alternative capable of receiving immediate benefits
as the 'ultimate safe haven.' With ETF outflows driving price declines, an expansion in the physical gold premium could absorb
institutional selling pressure and lead a price rebound.

US10Y - US 10-Year Treasury Yield (0|= 10 H2 =2x{ S2)

Although gold prices are currently declining due to a 'breakdown in interest rate correlation,' this indicates that the downward pressure
from rising real rates (maintained at 4.45%) remains effective. Unlike the war risk narrative, when the 'macro reality' of the Fed's
sustained high-rate policy dominates, rising interest rates (and falling bond prices) become the most certain benéeficiary. If the gold
decline is a correction driven by rising real rates rather than an 'irrelevant drop,' then sovereign bond yields represent the most direct
alternative beneficiary.

DXY - US Dollar Index (E2{ QIEA)

Contrary to the optimistic scenario of a gold price surge upon war termination, data-driven forecasts remain valid that the dollar will
continue to strengthen in the short term due to the inflation-control and interest rate normalization regime. Specifically, in a scenario
where emerging market central bank buying fails to offset institutional profit-taking, the dollar benefits doubly from 'high rates + safe-
haven status, providing the strongest downside support. While gold declines, the dollar is likely to exhibit relatively stronger
momentum.
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