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Verdict

Winning Hypothesis: The recent sharp decline in gold prices reflects the market's appropriate pricing of strong
fundamentals, including the Fed's hawkish stance and rising real yields. The robust employment data in early June 2026
and the positive T10Y2Y spread clearly signal a soft landing and normalization of interest rates. Even with inflation
remaining in the 3% range, the faster pace of nominal rate increases has shifted real yields into positive territory,
temporarily neutralizing gold's inflation-hedging function. Central bank purchases and geopolitical risks are insufficient
to offset the rising opportunity cost driven by higher real yields. Consequently, gold prices are likely to remainin a
correction phase without a short-term rebound, with further downside probable.

Market participants have revived concerns over potential Fed rate hikes, citing robust employment
data in early June 2026 and rising real interest rates, which are exerting strong downward pressure on
gold prices. The dominant narrative has shifted from war risks or central bank buying to 'strong
employment and rate normalization,' leading to the view that gold's recent sharp decline to a 11-week
low signals the onset of a correction phase rather than a short-term rebound.

However, overwhelming evidence supports Hypothesis A, which aligns with the market view, making further
declines in gold prices plausible. The key invalidation condition, Initial Jobless Claims (ICSA) at 225,000,
remains below the 230,000 threshold, indicating no signs of labor market tightening. Additionally, the T10Y2Y
spread at 0.38% remains positive, confirming a soft landing and continued rate normalization rather than
recession fears. Furthermore, the strong negative correlation between GOLD 3M Return (-17.32%) and US10Y
3M Return (+9.67%) clearly demonstrates that rising real rates are overpowering gold's inflation-hedging
function (CPI 332.407), driving increased opportunity costs. The invalidation condition set in the prior
assessment (ICSA > 230,000) has not been met, and new data further solidifies the rising real rate trend,
validating the current market narrative.

Action: Underweight GOLD and overweight US10Y

Invalidation: If ICSA exceeds 230,000 for two consecutive weeks

Macro Picture

Regime: risk_on_drag
Key Themes: Increased opportunity cost due to rising real yields, Heightened expectations of Fed tightening driven
by strong employment, Temporary weakening of safe-haven demand amid geopolitical risks

Dominant Narrative: In early June 2026, resilient US employment data revived expectations of additional Fed rate
hikes, driving up real yields and exerting strong downward pressure on gold prices. Market participants are
prioritizing macro fundamentals of 'strong employment and rate hikes' over 'war risks' or 'central bank buying,'
concluding that gold's sharp decline to a 11-week low signals a correction phase rather than a short-term rebound.

Reality: The T10Y2Y spread remains positive at 0.38%, indicating a phase of inflation control and rate normalization
rather than recession fears. As of late May 2026, 225,000 initial jobless claims demonstrate continued labor market
strength, limiting gold's safe-haven appeal. While CPI stood at 332.407 in April 2026, reflecting persistent
inflationary pressure, nominal rates are rising faster than inflation, shifting real yields higher and temporarily
weakening gold's inflation-hedging function.




Hypotheses

A (Market Right)

The current sharp decline in gold prices reflects the market's appropriate pricing of strong fundamentals: the
Fed's hawkish stance and rising real rates. Robust employment data in early June 2026 and a positive T10Y2Y
spread clearly signal a soft landing and normalization of interest rates. Even with inflation remaining in the 3%
range, nominal rates are rising faster, shifting real rates into positive territory. Under these conditions, gold's
inflation-hedging function is temporarily neutralized, while central bank buying and geopolitical risks are
insufficient to offset the rising opportunity cost from higher real rates. Consequently, gold prices are likely to
remain in a correction phase without a short-term rebound, with further declines probable.

Rising real rates constitute the most decisive downward pressure on gold prices. The current T10Y2Y spread (0.38%) and resilient

initial jobless claims (225,000) support the view that the Fed's rate-hiking stance will persist. Although inflationary factors such as
rising oil prices exist, the structure remains one where nominal rate increases dominate, diminishing gold's relative attractiveness.

B (Market Wrong)

The sharp decline in gold prices reflects an oversold reaction to the short-term narrative of 'strong employment'
and 'rising real interest rates.' The high inflation rate in the 3% range (CPI 332.407) suggests that inflation
remains uncontained. Although nominal interest rates are rising faster than inflation, if the high-inflation trend
persists long-term, the limits of rising real rates will become apparent, reigniting gold's inflation-hedging
demand. Additionally, despite lags in central bank purchase data and a sharp drop in retail sales, structural
buying pressure has not fully dissipated. Geopolitical uncertainties remain latent, leaving room for a rapid
recovery in safe-haven demand. Therefore, gold prices are expected to rebound from current levels, offsetting
downward pressure.

High inflation in the 3% range is insufficient to completely neutralize gold's inflation-hedging function. Should the limits of rising
nominal rates become evident, the upward momentum in real rates will decelerate. Furthermore, due to lags in central bank

purchase data, a halt in structural buying has not been confirmed. Geopolitical risks can reignite at any time, enabling a rapid
recovery in safe-haven demand.

Key Question: Within the next two weeks, will Initial Jobless Claims (ICSA) exceed 230,000, signaling labor market tightening,
or will the T10Y2Y spread turn negative (below 0%), reigniting recession concerns?

Tensions

While the market narrative emphasizes rising opportunity costs for gold due to higher real yields and strong
employment, predicting strong downward pressure, gold's inflation-hedging function has not completely vanished
given inflation remains in the 3% range, preventing a full bearish reversal.
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Narrative: Gold enters a correction phase amid rising real rates and strong employment, wit

Reality: CPI holding at 3.3% means nominal rate increases have not fully outpaced inflati
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Contrary to the narrative that safe-haven demand has temporarily weakened due to geopolitical risks, the early
June 2026 plunge was driven more by fears of Fed rate hikes than by expectations of de-escalating war risks.

Persistent geopolitical uncertainty continues to limit a full shift to risk-on sentiment.

. )
0.50

Narrative: Easing war risks and robust employment eliminate safe-haven buying, favoring ar

Reality: Geopolitical risks persist, but heightened rate sensitivity has temporarily impa
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Although market participants prioritize 'employment data' over 'central bank buying' or 'war risks, concluding that
gold's 11-week low reflects a correction, buying by central banks in emerging markets such as China has not fully
ceased. Data uncertainty remains regarding whether the sharp drop in retail sales has led to a structural halt in
buying.
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Narrative: Structural weakening in gold demand confirmed by halted central bank purchases a




Reality: Despite a sharp drop in retail sales, the lag in central bank purchase data leav

GOLD COPPER

Alternatives

US10Y - 0|= 10 A =}

In a clear environment of rising real yields and strong employment, which increases the opportunity cost of holding gold, this asset
directly benefits from interest rate normalization under a soft-landing scenario. This aligns with the previously stated 'overweight US10Y'
recommendation and represents the most reliable alternative given the strengthened inverse correlation in the current market
environment.

USD - 0|2 2] QI A (DXY)
Rising real yields and robust employment data are key drivers of dollar strength. If the decline in gold prices stems from higher real

yields, the dollar stands to benefit inversely. Even with weakening safe-haven demand, the dollar remains supported by interest rate
differentials (carry).

TIP - 4 Z2| A 24 (TIPS)
In a 'risk_on_drag' regime characterized by concurrent rises in nominal and real yields, while the inflation-hedging function of gold
weakens, rising real yields themselves exert a positive impact on TIPS prices. This alternative reflects both the persistence of gold's
inflation-hedging role and the prevailing trend of rising real yields.
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