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Verdict

Winning Hypothesis: The market is correct: Strong employment data and rising real rates confirm a structural decline in
gold.

As of June 2026, the market anticipates a reacceleration of Fed rate hikes, citing strong employment
data (ICSA at 225,000) and the normalization of the T10Y2Y spread to 0.4%. Consequently, rising real
yields have increased the opportunity cost of holding gold, weakening safe-haven demand. Fear of
'higher rates' has overshadowed war risks, leading to a decline in gold prices that has erased most of
the year-to-date gains, resulting in a drop of over 9%.

However, the market narrative mechanism of 'increased opportunity cost due to rising real yields' is clearly
reflected in the data, strongly supporting Hypothesis A (the market is correct). GOLD's 3M return of -18.12%
indicates that rising real yield pressure has delivered a decisive blow to prices, far exceeding a simple
correction, and shows a direct causal link to the 10.06% rise in US10Y 3M returns. Although GOLD-SPX Beta
(-0.6552) remains negative, suggesting the safe-haven function has not completely vanished and offering a
counter-argument for Hypothesis B, the sharp -18.12% decline implies that in a 'Risk-On' environment, gold
has lost its defensive utility and is being sold off due to opportunity costs. Furthermore, with ICSA (225,000)
falling below the 230,000 threshold, no signal of labor market tightening is detected. Given the normalized
T10Y2Y (0.4%), expectations of rate hikes are exerting stronger downward pressure than concerns about
entrenched inflation. Therefore, with the invalidation condition set in the previous judgment (a rebound of
over 5% from the prior low) not met, and macro data further solidifying the logic of Hypothesis A, there is
insufficient basis for a directional shift.

Action: Underweight GOLD and overweight US10Y

Invalidation: If GOLD prices rebound by more than 5% from the prior low, recovering to within -13% on a 3M
basis

Macro Picture

Regime: risk_on_drag
Key Themes: Reignition of rate hike expectations amid strong employment, Increased opportunity cost driven by
rising real yields, Weakening safe-haven sentiment and investor outflows

Dominant Narrative: As of June 2026, stronger-than-expected US employment data (ICSA 225,000) has reignited
expectations of Fed rate hikes, driving up real yields and diminishing gold's appeal. Market participants now fear
'higher rates' more than 'war risks,' leading to a temporary erosion of gold's safe-haven status as prices have
surrendered most of their year-to-date gains, declining over 9%.

Reality: Despite the T10Y2Y spread normalizing at 0.4% and consumer sentiment (UMCSENT 49.8) contracting,
robust production (INDPRO 102.5) suggests that concerns over entrenched inflation outweigh stagflation fears.
Intensifying upward pressure on real yields has temporarily dampened central bank buying demand, while
accelerated ETF outflows from institutional investors are exerting significant downside pressure, with gold prices
potentially facing an additional 20% decline in the short term.




Hypotheses

A (Market Right)

The market is correct: Strong employment and rising real rates confirm a structural decline in gold

The current market narrative reflects not mere psychological fear but a rational response grounded in robust macroeconomic data,
including an ICSA reading of 225,000 and normalization of the T10Y2Y spread to 0.4%. Renewed expectations of Fed rate hikes are
intensifying upward pressure on real rates, sharply increasing gold's opportunity cost and accelerating institutional ETF outflows.
Notably, the coexistence of contracting consumer sentiment (49.8) and robust production (102.5) signals the market's preemptive
pricing of 'prolonged high rates' rather than 'entrenched inflation.' This indicates that in a risk-on environment where gold's
sensitivity to interest rates outweighs stagflation concerns, gold is losing its safe-haven function. Consequently, the potential for
further gold price declines (up to 20%) suggests that upward pressure from rising real rates is exerting a stronger influence than the
market's internalization of inflation dynamics.

B (Market Wrong)

The market is wrong: The structural stickiness of inflation defends gold's downside floor, and excessive ETF
outflows serve as a rebound opportunity

The market narrative focuses solely on short-term labor data strength, attributing gold's decline to a single factor of 'rate hikes,’
while overlooking that the macro reality involves coexisting consumer sentiment contraction and resilient production, creating
stagflationary pressures that entrench inflation. Despite the T10Y2Y spread normalizing, robust production indicators imply the
economy is not contracting and inflationary pressure persists, suggesting potential delays in rate cuts or a rekindling of inflation-
hedge demand. The market's projection of a further 20% decline due to ETF outflows stems from excessive panic selling; since the
upward pressure on real rates is temporary while the structural risk of entrenched inflation remains unresolved, gold prices are
expected to rebound post-short-term correction driven by renewed inflation-hedge demand.

Key Question: Before ICSA (Initial Jobless Claims) exceeds 230,000 and signals labor market tightening, can the combination
of the T10Y2Y spread and production indicators (INDPRO) amplify concerns over entrenched inflation to offset upward
pressure on real rates?

Tensions

The market narrative attributes gold's decline to renewed rate hike expectations from strong employment and
rising real yields, driving a shift away from safe-haven assets and triggering investor outflows. However, the macro
reality indicates that entrenched inflation concerns dominate stagflation fears, given the coexistence of robust
production and weakening consumer sentiment. In this context, temporary central bank buying pauses and ETF
outflow pressures are defining the downside limits for gold prices.
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Narrative: Reignited rate hike fears due to strong employment data, increased opportunity c
Reality: Coexistence of robust production indicators and contracting consumer sentiment,
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The market narrative asserts that fear of higher rates, rather than war risks, has eroded gold's safe-haven status,
with prices down over 9% from year-to-date highs. Conversely, the data reality shows that despite the T10Y2Y
spread normalization, a structure of entrenched inflation persists due to robust production. This creates a
divergence between excessive short-term fear of a potential 20% further decline driven by ETF outflows and the
actual macroeconomic reality of embedded inflation.
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Narrative: Temporary erosion of gold's safe-haven status due to rate hike fears outweighing
Reality: Despite normalization of the T10Y2Y spread, concerns over entrenched inflation p

GOLD us1oy  VIX

The market narrative interprets the current June 2026 gold price decline of over 9% as evidence that 'higher rates'
are dominating 'war risks. However, actual data reveals stagflationary factors—specifically the coexistence of
contracting consumer sentiment (49.8) and robust production (102.5)—are fueling entrenched inflation. This
suggests that inflation-hedging demand has not fully evaporated, indicating that interpreting the situation solely

through the lens of rate hike fears is incomplete.
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Narrative: Weakening safe-haven sentiment driven by rate hike fears, gold prices dropping o
Reality: Coexistence of contracting consumer sentiment and robust production, with stagfl
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Alternatives

US10Y-0|= 10 H= =/

In an environment where rising real rates coexist with concerns of entrenched inflation, selling pressure on gold driven by increased
opportunity cost directly translates into higher sovereign bond yields (lower prices). Given that gold has lost its defensive function under
the current 'Risk-On Drag' regime, betting on sovereign bond yields—the direct beneficiaries of rising real rates—is the most logical
approach.

USD - O|= E&{ eI=A (DXY)
Robust employment data and renewed expectations of rate hikes are key drivers fueling USD strength. When gold weakens due to rising
real rates, the USD is likely to absorb capital as both an alternative safe haven and a beneficiary of high interest rates.

TIP - TIPS (27} S21) = 7| 2&H (SHY)

As concerns over entrenched inflation have not fully dissipated, TIPS remain effective for hedging inflation risk in nominal sovereign
bonds. Alternatively, short-term sovereign bonds can capture the benefits of rising real rates while preserving the value of cash-like
assets amid expanding interest rate volatility.
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