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Verdict

Winning Hypothesis: The current downtrend in gold prices appropriately reflects structural factors: a temporary decline
in safe-haven demand following a Middle East ceasefire agreement, and rising real yields driven by a positive T10Y2Y
spread and a resilient labor market (ICSA). The market narrative of 'Higher for Longer' and a strengthening US dollar
(rising DXY) align precisely with the macro reality that the Fed must maintain rates to control inflation (CPI 330.293),
thereby increasing gold's opportunity cost and justifying a price correction below $5,000. Thus, the current price level
reasonably incorporates two downward pressures: resolution of geopolitical risks and persistence of the tightening
bias. Further downside is expected to persist as long as real yields continue to rise.

The market is primarily driven by the narrative of geopolitical risk dissipation following the Middle East
ceasefire agreement and the Fed's 'Higher for Longer' stance. Investors interpret a correction in gold
prices below $5,000 as a reasonable market response, citing a sharp contraction in safe-haven

demand and rising real interest rates (T10Y2Y spread turning positive, US10Y yield increase). The
prevailing trend features short-term profit-taking accompanied by dollar strength (DXY rise).

This assessment is correct, as data trends over the past three months strongly support the structural validity of
the market narrative. GOLD's 3M Return of -12.84% represents a 'plunge' beyond a mere correction, aligning
coherently with the upward trends in DXY 3M Return (+2.37%) and US10Y 3M Return (+2.68%). Notably, the
T10Y2Y spread remaining positive at 0.57% indicates low recession fears, justifying the Fed's delayed rate cuts
and serving as a key factor continuously increasing gold's opportunity cost. Hypothesis B's proposed inflation
hedge demand (CPILFESL 334.165) or potential central bank purchases remain unverified by current data
(WGBS null). Even the rising gold-copper correlation (R2 0.6901) merely reflects gold's alignment with macro
interest rate and dollar trends during its decline, failing to serve as a reversal signal to offset downward
pressure. Thus, given the dominant macro reality of rising real rates and dollar strength, the market narrative
is deemed accurate.

Action: Underweight GOLD; Overweight DXY/US10Y

Invalidation: If the T10Y2Y spread reverses to 0.0% or below for two consecutive weeks, entering negative
territory (inversion).

Macro Picture

Regime: risk_on_drag
Key Themes: Increased opportunity cost due to rising real yields, Temporary disappearance of geopolitical risks
and weakening safe-haven demand, Dollar strength and the Fed's 'Higher for Longer' stance

Dominant Narrative: The resolution of Middle East ceasefire negotiations eliminated war risks, sharply reducing
gold-buying sentiment as a safe-haven asset. Anticipation of Fed rate cuts receded, pushing real yields higher and
triggering a price correction below 5,000. Investors cite the 'Higher for Longer' stance and dollar strength (rising
DXY) as primary drivers, with short-term profit-taking dominating the trend.

Reality: As of April 2026, the T10Y2Y spread remains positive at 0.57%, signaling that inflation control and
tightening dominate over recession fears. ICSA (214,000) indicates a resilient labor market, delaying rate cut
expectations. CPI (330.293) and Industrial Production Index (101.79) show persistent inflationary pressure and no
economic slowdown, creating a macro environment where rising real yields exert downward pressure on gold
prices.




Hypotheses

A (Market Right)

The current decline in gold prices reflects a rational market response to the temporary disappearance of safe-
haven demand following a Middle East ceasefire agreement, alongside structural factors such as rising real
yields driven by the T10Y2Y spread inversion and a resilient labor market (ICSA). The market narrative of a
'Higher for Longer' stance and a strengthening US dollar (DXY rise) aligns precisely with the macroeconomic
reality that the Federal Reserve must maintain rates to control inflation (CPI1 330.293), thereby increasing the
opportunity cost of holding gold and justifying a price correction below 5,000 USD. Consequently, the current
price represents a reasonable outcome of two downward pressures: the resolution of geopolitical risks and the
continuation of a tightening stance. Further downside potential will persist as long as the upward trend in real
yields continues.

Both the narrative (elimination of geopolitical risks) and the reality (rising real yields, strong USD) exert selling pressure on gold,

supporting the current price decline. As long as the T10Y2Y spread remains at 0.57%, recession concerns remain low, delaying Fed
rate cuts and sustaining downward pressure on gold prices.

B (Market Wrong)

The market narrative is overreacting to the short-term event of Middle East ceasefire negotiations, overlooking
structural factors such as central bank de-dollarization purchases and sustained long-term demand for safe-
haven assets, even amid inflation control. Even with the T10Y2Y spread positive at 0.57%, as long as CPI remains
at 330.293 indicating persistent inflationary pressure, the rise in real interest rates is likely temporary and may
instead serve as a trigger to re-evaluate gold as an inflation hedge. Furthermore, historical precedents show
central bank purchases continued even during inflation control periods; thus, current prices below $5,000
represent an oversold zone driven by short-term speculative selling, with a high probability of a sharp rebound
if dollar strength and rising real rates prove temporary.

While the narrative (disappearance of geopolitical risks) is a short-term factor, the reality (rising CPI, potential central bank

purchases) supports gold's long-term store-of-value function. The market has exaggerated 'Higher for Longer' conditions, pushing
gold into an oversold state, which could reverse once inflation hedge demand reignites.

Key Question: While the T10Y2Y spread remains at 0.57% and inflation (CPI) persists at 330.293, will the scale of central bank
gold purchases expand sufficiently to offset the increased opportunity cost from rising real interest rates?

Tensions

Contrary to the narrative that Middle East ceasefire negotiations sharply reduced safe-haven demand, the macro

reality of rising real yields and dollar strength continues to exert persistent downward pressure on gold prices.
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Narrative: Dominant sentiment favoring the sale of safe-haven assets due to the elimination

Reality: Rising real yields and sustained 'Higher for Longer' stance driven by the T10Y2Y
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The narrative that investors are aggressively realizing short-term profits due to the disappearance of war risks,
pushing gold below 5,000, is accelerating declines amid expectations that rates will not be cut given persistent
inflationary pressure (CP1330.293).

0.60
Narrative: Speculative selling and price correction following the removal of geopolitical u

Reality: Erosion of expectations for rate cuts due to persistent inflationary pressures a
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The market narrative that gold prices are falling due to fading rate cut expectations diverges from historical
precedents, where central bank purchases and dedollarization trends persisted even during inflation control

periods.
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Narrative: Rising opportunity costs and declining gold prices due to delayed interest rate
Reality: Possibility that the long-term demand base for safe-haven assets has not complet
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Alternatives

US10Y - 0|= 10 H= =&Y LONG
An asset that most directly benefits from the macro rhythm of rising real yields and a strengthening US dollar. Price appreciation (yield
decline) is anticipated due to delayed rate-cut expectations and the maintenance of a positive T10Y2Y spread.

DXY - &g el A LONG
With the dissipation of Middle East risks reducing safe-haven demand, and the resilience of the US economy (persistent inflation)

delaying rate cuts and driving dollar strength, this asset is directly exposed to the primary driver of gold's decline: appreciation in the US
dollar.

TIP - AEZ2| HAS M3 (TIPS) LONG
In an environment where rising nominal rates coexist with inflation expectations, this alternative offers a hedge against the nominal rate
increases driven by rising real yields while simultaneously securing inflation protection.
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