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Verdict

Winning Hypothesis: The current decline in gold prices reflects not a temporary market overreaction to geopolitical
risks, but a rational adjustment to the macro reality of 'high growth-high inflation.' The T10Y2Y spread remains positive
at 0.48%, and initial jobless claims (ICSA) stand at a robust 209,000, indicating an environment conducive to further Fed
rate hikes and prolonged high rates. This has driven a sharp rise in real interest rates, significantly increasing the
opportunity cost of holding gold and overwhelming safe-haven demand. Consequently, while war-related risks may
induce short-term volatility, gold prices face structural downward pressure as long as the high-rate regime persists,
validating the current price level.

Market participants believe that despite persistent geopolitical risks such as the Middle East war, the
Fed's hawkish stance with a 70% probability of rate hikes within the year and the strong dollar are
neutralizing gold's safe-haven function. With the T10Y2Y spread remaining positive at 0.48% and the
labor market showing resilience (ICSA 209,000), rising real interest rates and the resulting increase in
opportunity costs are viewed as the primary drivers of gold price declines, while war risks are
interpreted as merely short-term volatility factors.

However, recent data clearly indicates that the market's hawkish narrative is the core driver behind gold price
declines. The US 10-year Treasury yield (US10Y) rose 2.92% over the past month, intensifying upward pressure
on real interest rates, while gold prices (GOLD) fell 2.84% during the same period, directly reflecting the
opportunity cost burden in a high-rate environment. Additionally, the 10-year minus 2-year Treasury spread
(T10Y2Y) remains positive at 0.48%, signaling that expectations of successful inflation control and prolonged
high rates outweigh recession fears. Initial jobless claims (ICSA) holding steady at 209,000 support the Fed's
capacity for further rate hikes. Conversely, the contraction in consumer sentiment (UMCSENT 49.8), juxtaposed

with labor market rigidity (ICSA), suggests the recession narrative has not yet materialized. The 0.53% decline
in VIX confirms that geopolitical risks have not triggered a surge in safe-haven demand. Since the invalidation
condition from the prior assessment—'ICSA exceeding 240,000 for two consecutive weeks'—is not met at the
current 209,000 level, the logic of downward pressure on gold prices in a high-growth, high-inflation
environment remains valid.

Action: Underweight GOLD
Invalidation: If ICSA exceeds 240,000 for two consecutive weeks

Macro Picture

Regime: risk_on_drag
Key Themes: Hawkish Fed and Rising Real Yields, Limited Efficacy of Geopolitical Risks, Downside Support from
Central Bank Purchases

Dominant Narrative: While geopolitical risks such as the Middle East war persist, the Fed's hawkish stance with a
70% probability of rate hikes by year-end and a strong dollar are undermining gold's safe-haven function. Market
participants interpret the paradox of falling gold prices amid war as evidence that rate hike fears driven by the 'Wish
Fed' dominate, raising concerns about increased opportunity costs due to rising real yields.

Reality: As of May 2026, the T10Y2Y spread remains positive at 0.48%, indicating that expectations for inflation

control and rate hikes outweigh recession fears. Although consumer sentiment (UMCSENT 49.8) is below 50,
signaling contraction, initial jobless claims (ICSA 209,000) remain robust, fostering a 'high growth-high inflation’




environment that could prompt further Fed rate hikes. This dynamic is pushing up real yields, exerting structural
downward pressure on gold prices.

Hypotheses

A (Market Right)

The current decline in gold prices is not a temporary market overreaction to geopolitical risks but a rational
adjustment reflecting the macro reality of 'high growth and high inflation.' The T10Y2Y spread remains positive
(0.48%), and initial jobless claims (ICSA) at 209,000 indicate a resilient labor market, signaling that the Fed is
positioned to implement further rate hikes in a 'higher-for-longer' rate environment. This has sharply increased
real interest rates, raising the opportunity cost of holding gold and overwhelming safe-haven demand. Thus,
while war risks may cause short-term volatility, as long as the high-rate regime persists, gold prices face
structural downward pressure, validating the current price level.

1. The positive T10Y2Y spread (0.48%) suggests that expectations of successful inflation control and potential rate hikes outweigh
recession fears. 2. The resilience of ICSA (209,000) demonstrates labor market rigidity, supporting the Fed's hawkish stance. 3. Rising
real interest rates represent the most potent downward pressure on gold prices, rendering geopolitical risks secondary to this macro
trend.

B (Market Wrong)

The current decline in the gold market represents an irrational oversold condition, underestimating gold's
inherent safe-haven function and the impact of central bank purchases due to excessive fear of a 'wait-and-see'
Fed. Consumer sentiment (49.8) falling below 50 signals an impending economic contraction, while geopolitical
risks such as the Middle East war hold the potential to trigger a surge in safe-haven demand for gold amid rising
uncertainty. Currently, the T10Y2Y spread and ICSA data are overinterpreted as indicating 'high growth'; in
reality, the economy will rapidly slow under the burden of high interest rates. In such a scenario, the Fed will
abandon its hawkish stance and pivot to rate cuts, driving a strong rebound in gold prices.

1. The contraction in consumer sentiment (49.8) underpins the economic contraction narrative, which is traditionally a bullish factor
for gold. 2. Geopolitical risks such as the Middle East war are variables capable of generating stronger safe-haven demand than
rising real interest rates. 3. Sustained central bank purchases act as a structural downside support offsetting Western investor ETF
outflows; the current price decline excessively ignores this structural support.

Key Question: Will initial jobless claims (ICSA) exceeding 240,000 for two consecutive weeks break labor market rigidity and
transition consumer sentiment contraction into an actual economic recession, or will ICSA remain around 210,000, sustaining
a 'high growth-high inflation' environment and making further Fed rate hikes a reality?

Tensions

Despite persistent geopolitical risks such as the Middle East war, gold prices are falling, creating a paradox where

the safe-haven narrative clashes directly with the macro reality of rising real yields increasing opportunity costs.
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Narrative: Geopolitical instability should reinforce gold's safe-haven function, supporting

Reality: The T10Y2Y spread remains positive, and with a 70% expectation of rate hikes thi
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Although weak consumer sentiment (49.8) raises recession concerns, the resilience of initial jobless claims (209,000)
supports the Fed's hawkish stance, undermining the traditional narrative of gold outperformance during
recessions.
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Narrative: Signs of economic slowdown should raise expectations for Fed rate cuts, driving
Reality: A high-growth, high-inflation environment is emerging, creating conditions for t
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Contrary to expectations that sustained central bank gold purchases will provide downside support, dominant
market sentiment driven by Western investor ETF outflows and fears of high interest rates is limiting gold's rebound
potential.
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Narrative: Central bank purchases should act as a strong downside support for gold prices,
Reality: Confusion on Wall Street and concerns over high interest rates are generating in
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Alternatives

US10Y - 0= 10 = %Y

In a 'risk_on_drag' regime characterized by rising real rates and a hawkish stance, this is the most direct asset to offset gold's opportunity
cost burden and benefit from prolonged high rates. It allows for hedging against gold price declines and generating returns by tracking
the upward trend in the 10-year yield.

USD - 0|= =& (DXY)

The high-rate environment and robust U.S. labor market (ICSA at 209,000) support dollar strength. Historically, gold price declines and
dollar strength exhibit a strong correlation. This aligns with current market sentiment, where the dollar is assuming the safe-haven role
despite geopolitical risks.
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Concerns over economic recession (weakening consumer sentiment) are being neutralized by labor market resilience, reinforcing the

'soft landing' narrative. This boosts preference for growth stocks (risk-on) over defensive assets like gold, particularly as the technology
sector, which is highly sensitive to interest rates, focuses on corporate earnings growth despite the prolonged high-rate environment.
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