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2026-05-14 - Conviction

Verdict

Winning Hypothesis: The macro reality of rising real rates and intensified bets on nominal rate hikes will exert
downward pressure on gold prices, causing the $5,000 level to collapse and triggering a deepening correction. While
Middle East war risks will only amplify temporary volatility, the Fed's sustained high-rate regime will continuously
increase the opportunity cost of gold as a non-yielding asset. Furthermore, labor market resilience (200,000 initial
jobless claims) will reduce recession risks, weakening the sustainability of safe-haven demand. Consequently,
stagflation concerns and central bank buying narratives will fail to overcome the powerful macro fundamental of rising
real rates, leading to a decline in gold prices.

Market participants believe that war risks stemming from the collapse of Middle East negotiations and
sustained gold purchases by major central banks will strongly support the $5,000 level. Despite the
Fed's 'Higher for Longer' stance, the prevailing narrative suggests that geopolitical uncertainty will
explosively stimulate safe-haven demand, offsetting the opportunity cost of rising real yields and
maintaining gold's upward momentum.

However, recent data clearly indicates that the market narrative is failing to override macro fundamentals.
Gold prices have fallen -1.77% over the past month and recorded a sharp correction of -11.22% from the all-
time high, suggesting the $5,000 support narrative has collapsed. This is the result of the 10-year Treasury
yield rising 4.65% over one month, intensifying pressure from rising real yields, and the Dollar Index (DXY)
gaining 1.72% over three months. Additionally, the T10Y2Y spread remains positive at 0.48%, and initial
jobless claims hovering around 200,000 indicate a resilient labor market, weakening expectations for Fed rate
cuts and further increasing gold's opportunity cost. Historical cases (Steel Weekly, March) confirm a pattern
where gold prices decline when rising interest rates coexist with geopolitical crises; current data strongly
supports the recurrence of this pattern. Therefore, pressure from rising real yields is likely to overpower the
narrative, making a decline in gold prices below the $5,000 level highly probable.

Action: Underweight GOLD and overweight US10Y

Invalidation: If GOLD prices exceed the $5,000 level for three consecutive days and recover within 5% of the
all-time high

View Change: In the previous verdict (2026-05-13), we supported Hypothesis A (the market narrative is correct) by noting that
rising real rates were the primary driver of falling gold prices; however, this reflected a contradiction in data interpretation. It was a
logical error to conclude 'the market is right (A)' despite GOLD falling -2.07% and the drawdown reaching -11.21%. A gold price
decline exceeding 11% coupled with a 4.65% rise in real rates (US10Y) signifies the failure of the market narrative (that war risks
and central bank buying support gold prices); therefore, the correct conclusion is 'the market is wrong (B)". New evidence (GOLD
1M return -1.77%, Drawdown -11.22%, US10Y return 4.65%) strongly validates the core premise of Hypothesis B that 'rising real
rates overpower narratives, providing sufficient grounds to correct the direction of the previous verdict.

Macro Picture

Regime: inflation_hedge
Key Themes: Increased opportunity costs due to rising real yields, Clash between Middle East geopolitical risks and
safe-haven demand, Price floor support via central bank purchases

Dominant Narrative: Market participants recognize that as of May 2026, the 10-year minus 2-year Treasury yield
spread remains positive at 0.48%, reflecting the Fed's 'Higher for Longer' stance. However, war risk stemming from
the collapse of Middle East negotiations is acting as a core driver supporting the $5,000 level. Notably, there is a




prevailing belief that sustained gold purchases by major central banks, including China's, aligned with strategies to
reduce dollar dependence, are forming a robust downside floor during sharp price declines.

Reality: As of March 2026, the Consumer Sentiment Index (UMCSENT) stands at 53.3, indicating a contractionary
environment. While April CPI rose to 332.407, raising concerns of stagflation, early May initial jobless claims (ICSA)
remained at 200,000, signaling labor market resilience. This strength in the labor market is exerting downward
pressure on gold prices via rising real yields. With the 10-year minus 2-year spread normalizing at 0.48%, inflation
hedging demand persists; however, increased opportunity costs from rising nominal rates are amplifying short-term
price volatility.

Hypotheses

A (Market Right)

The narrative of geopolitical risks and central bank purchases will offset downward pressure from rising real
yields, allowing gold prices to maintain the $5,000 level and continue their upward trend. Even if the Fed's
'Higher for Longer' stance persists, war risks stemming from the collapse of Middle East negotiations will
explosively stimulate safe-haven demand, neutralizing the increased opportunity cost from rising nominal
rates. Furthermore, the strategy of major central banks, including China, to reduce reliance on the US dollar will
firmly defend the price floor, enabling market narratives to override macroeconomic realities.

Market participants are placing greater weight on irreversible geopolitical risks, such as a Middle East war, and structural central
bank buying, rather than the short-term opportunity cost of rising real yields. Even if the 10-year minus 2-year spread remains
positive at 0.48%, war risks can reduce interest rate sensitivity and maximize safe-haven preference, providing sufficient momentum
to drive gold prices above $5,000. Additionally, the resilience of the labor market (200,000 initial jobless claims) dispels recession

fears, indicating that central bank gold purchases are not merely defensive but part of a structural strategy to 'de-dollarize,' thereby
strongly supporting the gold price floor.

B (Market Wrong)

The macro reality of rising real interest rates and intensified bets on nominal rate hikes will exert downward
pressure on gold prices, causing the $5,000 level to collapse and triggering a deep correction. While Middle East
war risks may only amplify temporary volatility, the opportunity cost of holding non-yielding gold will continue
to rise as long as the Fed maintains its high-rate stance. Furthermore, labor market resilience (200,000 initial
jobless claims) will reduce recession risks, weakening the sustainability of safe-haven demand. Consequently,
stagflation concerns and central bank buying narratives will fail to overcome the powerful macro fundamental
of rising real rates, leading to a decline in gold prices.

Historically, gold prices have maintained a strong negative correlation with real interest rates (nominal rates minus inflation
expectations). Currently, the rise in 10-year Treasury yields combined with slowing inflation (or nominal rate hikes despite stagnant
inflation) signals rising real rates. If labor market strength reinforces expectations that the Fed will not rush to cut rates (Higher for
Longer), the opportunity cost of holding gold will increase further. While Middle East war risks may drive up the VIX, historical
precedents show gold prices falling even during VIX spikes, suggesting geopolitical risks failed to offset the burden of rising real

rates. Additionally, central bank buying is more likely to provide a 'floor' rather than drive price appreciation; if nominal rate
pressures overwhelm this support, the $5,000 level will fail to hold and collapse.

Key Question: Can the structural narratives of Middle East war risks and central bank buying offset the macro fundamentals of
rising real rates and intensified bets on nominal rate hikes driven by the Fed's high-rate stance, allowing gold prices to
maintain the $5,000 level? Or will the pressure from rising real rates overwhelm these narratives, causing gold prices to fall
below $5,000?

Tensions

The macro reality of rising real yields and intensified bets on nominal rate hikes increases opportunity costs for
gold, exerting downward pressure. Conversely, the market narrative, citing Middle East war risks and central bank
buying, continues to support a bullish trend above $5,000.
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Narrative: Geopolitical risks and central bank purchases are supporting the price floor, su
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The narrative of stagflation concerns and inflation hedging demand fuels gold buying. However, labor market
resilience and declining initial jobless claims reduce recession risks, casting doubt on the sustainability of safe-
haven demand.
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Narrative: Sustained demand for inflation hedging amid rising CPIl and stagflation concerns
Reality: Reduced recession risk due to a resilient labor market (200,000 initial jobless
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While market participants acknowledge the persistence of the Fed's 'Higher for Longer' stance, they expect war risks
from failed Middle East negotiations to drive gold prices toward the $5,000 level. In reality, data suggests that
intensified bets on rate hikes, rather than disinflation, are expanding short-term volatility.
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Narrative: War risks are driving gold prices above $5,000 despite the 'Higher for Longer' p
Reality: Heightened rate hike bets amid inflation concerns are amplifying short-term pric
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