Gold Angle @iLonG

2026-08-07 - Conviction

Verdict

Winning Hypothesis: The macro reality of rising real rates and sustained positive T10Y2Y spreads structurally caps gold's
upside, limiting the central bank buying narrative to 'downside support' while eroding upward momentum.
Consequently, gold prices are expected to decline below $2,250 or remain range-bound. This outlook stems from the
Fed's necessity to maintain a high-rate stance to curb inflation (CPI 332.568), even as the labor market remains robust
(ICSA at 199,000 as of August 2026) and sentiment is subdued (UMCSENT at 49.5). While central bank purchases may
slow the pace of decline, they cannot sustain buying pressure sufficient to offset the rising opportunity cost driven by
higher real rates, leaving gold vulnerable to further correction from its peak.

The market believes that sustained gold purchases by the Bank of Korea and other major central banks
as part of a 'de-dollarization' strategy are forming a structural floor, offsetting ETF outflows from
Western investors and upward pressure from real interest rates. Specifically, an optimistic narrative
dominates, suggesting that non-elastic central bank demand will bypass traditional headwinds such
as the T10Y2Y remaining in positive territory, allowing gold prices to gradually rise within the $2,400-
$2,500 range.

However, the market narrative is merely an illusion that underestimates the structural pressure of rising real
interest rates and the resilience of the labor market. Crucially, the GOLD 3M Return falling to -7.14%, marking a
correction of approximately 7% from its peak, directly proves that the central bank buying narrative failed to
overcome upward pressure from real rates. The US10Y 3M Return rising by 6.33% maximized the opportunity
cost of holding gold, while the T10Y2Y remaining positive at 0.44% and ICSA recording 199,000 (below the
250,000 threshold) indicate that the Fed's tightening bias persists with no recession signals. This demonstrates
that the macro environment, where the Fed must maintain high rates to curb inflation (CP1 332.568), is
overwhelming central bank buying forces. Furthermore, despite the weakening of the GOLD-US10Y correlation
(Beta -0.0004), the continuation of price declines suggests that central bank buying may slow the pace of
decline but cannot reverse the trend. Therefore, Hypothesis B, which posits that rising real interest rates drive
gold price declines, is correct.

Action: Underweight GOLD and overweight US10Y
Invalidation: If ICSA exceeds 250,000 for two consecutive weeks

Macro Picture

Regime: central_bank_bid
Key Themes: Downside support driven by central bank purchases, Retail investor disinterest amid rising real
interest rates, Offsetting effects of geopolitical risks and inflation

Dominant Narrative: The Bank of Korea's resumption of gold purchases after 13 years, alongside sustained buying
by major central banks including China, strongly supports the downside of gold prices, indicating that 'central bank
demand' has seized market leadership. However, ETF outflows, such as the $19.3 billion net asset reduction in SPDR
Gold Shares, suggest that individual and institutional investors are temporarily shunning gold's appeal as a 'safe-
haven asset' due to concerns over opportunity costs in a high-interest-rate environment.

Reality: As of August 2026, the T10Y2Y (10-year minus 2-year Treasury yield spread) remains positive at 0.44%, and
rising real interest rates impose structural constraints on gold price appreciation. Despite UMCSENT (Consumer
Sentiment) at 49.5 indicating a recessionary state and ICSA (Initial Jobless Claims) at 199,000 reflecting stability,




inflation (CPI 332.568) remains unchecked. In this context, geopolitical risks (Strait of Hormuz) and central bank
buying are limiting gold price volatility, maintaining a 'flat' or 'slightly higher' phase.

Hypotheses

A (Market Right)

Structural central bank buying will offset Western ETF outflows and neutralize pressure from rising real yields,
enabling gold prices to establish a strong support zone between $2,400 and $2,500 by August 2026 and rise
gradually. This is because the 'de-dollarization' strategies of central banks like the Bank of Korea and China are
acting as a dominant physical supply-demand factor rather than mere narrative, structurally bypassing
traditional gold price suppressors such as a positive T10Y2Y spread or rising US10Y yields.

The market narrative holds because central bank purchases function as inelastic demand, eliminating 'price elasticity.' The $19.3
billion outflow from SPDR ETFs reflects Western institutional investors' short-term concerns regarding opportunity costs, which is
fundamentally different from the long-term strategic accumulation by central banks. A positive T10Y2Y spread of 0.44% does not
signal a recession; rather, it suggests central banks are accumulating gold as a hedge against currency depreciation (CPI 332.568)
even during a 'soft landing' phase. Thus, while rising real yields drive Western selling, central bank buying is sufficiently powerful to
offset this, allowing gold prices to maintain downside rigidity and trend higher.

B (Market Wrong)

The macro reality of rising real interest rates and the T10Y2Y remaining in positive territory structurally blocks
gold price appreciation. Consequently, the central bank buying narrative serves only as 'downside support,
having lost upward momentum; gold prices are expected to fall below $2,250 or remain flat. This is because, as
of August 2026, with ICSA at 199,000 indicating a resilient labor market and UMCSENT at 49.5 signaling
contraction, the Fed must maintain a high-rate stance to curb inflation (CPI1 332.568). Central bank purchases
merely slow the pace of decline; however, buying pressure is insufficient to offset the rising opportunity cost
driven by higher real rates, making further correction from peak levels unavoidable.

The market was wrong because 'central bank demand' lacked the scale and sustainability to overcome the macro pressure of rising
real rates. Consistent with historical precedents, gold prices structurally tend to decline when real rates rise. The current T10Y2Y at
0.44% in positive territory reflects not safe-haven demand due to recession, but the persistence of the Fed's tightening stance, which
increases gold's opportunity cost. The $19.3 billion outflow from SPDR ETFs indicates that Western investors' capital flight is not a
transient phenomenon but a rational market judgment that the high-rate environment will persist. Therefore, central bank buying
will only delay the decline without triggering a reversal, and gold prices will adjust in line with rising real rates.

Key Question: If ICSA (Initial Jobless Claims) exceeds 250,000 within three months after August 2026, clearly signaling labor
market tightening, will the central bank buying narrative overcome the pressure of rising real rates to drive gold prices higher,
or will rising real rates remain the dominant driver of gold price declines?

Tensions

Contrary to the narrative that central bank buying supports gold's downside, a structural contradiction exists where
rising real interest rates and ETF outflows weaken buying intent among retail and institutional investors, limiting
upward price momentum.
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Narrative: Central bank demand is dominating the market, strongly supporting the downside o
Reality: Rising real yields and a $19.3 billion net asset outflow from SPDR ETFs have wea
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Despite expectations that geopolitical risks such as tensions in the Strait of Hormuz and surging oil prices will boost
gold's safe-haven appeal, a divergence has emerged where gold prices retreat from gains and remain flat due to
concerns over Fed rate hikes and persistent inflation.
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Narrative: Expectations are forming that geopolitical risks and surging oil prices will dri
Reality: Concerns over Fed rate hikes and lingering inflation (CPI 332.568) mean interest
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Contrary to experts' optimistic narrative projecting continued gold price gains through year-end with high target
prices, realistic constraints persist: weak consumer sentiment and rising real interest rates are keeping gold prices in

a slightly lower or flat phase as of August 2026.
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Narrative: Wall Street experts, including Deutsche Bank, present an optimistic outlook, pro
Reality: The T10Y2Y spread remaining in positive territory and subdued consumer sentiment
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