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Verdict

Winning Hypothesis: Rationale for Market Narrative: Geopolitical risk mitigation (US-Iran peace) and the structural
collapse of Chinese retail demand (90% plunge) exert downward pressure strong enough to more than offset the
negative impact of rising real rates, confirming a bearish regime for gold where the safe-haven premium has fully
evaporated under a 'Risk-on Drag' environment. In particular, sustained outflows from major ETFs and downward target
revisions by institutions like UBS indicate that market participants are rejecting the need for an 'inflation hedge' and
viewing 'rising real rates' as the primary price driver; thus, the current decline in gold prices represents a rational
market response.

The market perceives that geopolitical premiums have evaporated due to expectations of a US-Iran
peace agreement, real interest rates are rising as the Fed delays rate cuts, and safe-haven demand has
plummeted. Citing a 90% collapse in China's retail gold sales and sustained outflows from major ETFs,
the prevailing narrative has shifted to 'end of the gold rally' and a structural bearish reversal.

However, the sustained decline in gold prices and the breakdown of the gold-dollar correlation strongly
support the market narrative's claims of 'eroded safe-haven premium' and 'downward pressure'
quantitatively. GOLD's 3M return of -10.71% and continued correction with a 1M return of -4.09% refute
Hypothesis B's claim of a 'temporary correction.' Specifically, the GOLD-DXY correlation converging to nearly 0
(-0.0015) indicates that dollar weakness driven by peace expectations (DXY decline) is not supporting gold,
invalidating the core logic of Hypothesis B (dollar weakness providing a gold floor). Additionally, the T10Y2Y
spread remaining at 0.4% confirms that rising real interest rates are the fundamental driver of gold price
declines. Although COPPER's 3M return of 16.99% contradicts the 'China demand collapse' narrative, this
merely suggests that gold's decline is driven more by 'rising real rates' and 'geopolitical risk resolution' than
'demand collapse, without reversing gold's bearish trend. Therefore, the core premise of the previous
judgment (A)—rising real rates and declining safe-haven demand—remains valid. Since the invalidation
condition (T10Y2Y inversion) is not met, the assessment that the market narrative is correct is maintained.

Action: Underweight GOLD and overweight DXY
Invalidation: If the T10Y2Y spread inverts (falls below 0.0%) and remains so for over two weeks

Macro Picture

Regime: risk_on_drag
Key Themes: Easing Geopolitical Risks (US-Iran Peace), Delayed Fed Rate Cuts and Rising Real Yields, Slowing
Central Bank Purchases and ETF Outflows

Dominant Narrative: Anticipation of a US-Iran peace agreement has eroded the geopolitical premium, causing a
sharp decline in safe-haven demand. Meanwhile, expectations of delayed Fed rate hikes are pushing up real yields,
exerting downward pressure on gold prices. In particular, a 90% plunge in China's retail gold sales and sustained
outflows from major gold ETFs have cemented market sentiment that the 'gold rally' has ended.

Reality: As of May 2026, CPI (333.979) and the June 10Y-2Y Treasury spread (0.4%) indicate controlled inflation and
a normalized yield curve, supporting a rising real yield environment that is negative for gold. Early June initial
jobless claims (229,000) demonstrate labor market resilience, providing justification for the Fed to maintain its
tightening stance. Consequently, gold is currently facing pressure from 'risk-asset selling due to rising real yields'
rather than serving as an 'inflation hedge' or 'safe haven'.




Hypotheses

A (Market Right)

Reason the market narrative is correct: The easing of geopolitical risks (US-Iran peace) and the structural
collapse of Chinese retail demand (90% plunge) exert downward pressure so powerful that it more than offsets
the negative impact of rising real rates. Consequently, gold prices enter a confirmed bear market with the safe-
haven premium fully eroded under the 'Risk-on Drag' regime. In particular, sustained outflows from major ETFs
and target downgrades by institutions like UBS indicate that market participants are rejecting the need for an
'inflation hedge' and recognizing 'rising real rates' as the primary price driver, making the current decline in
gold prices a rational market response.

Supply and demand shocks stemming from the disappearance of the geopolitical premium and a sharp drop in Chinese domestic
demand, combined with rising real rates due to the Fed's tightening stance, create compounded downward pressure on gold prices.
Unlike previous instances of gold declines under the 'Risk-on Drag' regime, this downturn is accompanied by a collapse in demand

(ETF outflows, reduced Chinese retail sales), leaving no room for a rebound. Thus, the market's 'end of the gold rally' narrative
represents a rational conclusion fully consistent with macro data (CPI, initial jobless claims).

B (Market Wrong)

Rationale for macro reality being correct and market being oversold: Under a 'Risk-on Drag' regime, rising real
rates and labor market resilience exert sustained downward pressure on gold prices. However, expectations of a
US-Iran peace deal may instead weaken the dollar (DXY decline) by alleviating global uncertainty, thereby
supporting the gold price floor. Additionally, the 90% plunge in Chinese retail sales reflects temporary price
distortions or policy interventions rather than a structural collapse; strategic central bank buying continues,
rendering the 'demand collapse' narrative exaggerated. The current gold price decline is merely a temporary
correction driven by an overreaction to rising real rates.

The 'demand collapse' narrative emphasized by the market is merely a transient phenomenon in China's retail sector, while core
market drivers—central bank purchases and institutional strategic allocation—remain intact. Furthermore, the assumption that
peace deal expectations strengthen the dollar is likely to instead weaken it (an alternative interpretation of Risk-off), which would
limit downside pressure on gold. The current gold price decline is a mechanical reaction to rising real rates and does not signal a
structural bearish reversal; thus, the market is undervaluing gold.

Key Question: Determine whether expectations of a US-Iran peace deal strengthen the dollar (DXY rise), accelerating gold
price declines, or weaken the dollar (DXY fall) by alleviating uncertainty, thereby offsetting downward pressure on gold prices.

Tensions

Tension between the narrative that easing geopolitical risks (US-Iran peace) has sharply reduced safe-haven
demand, turning gold prices lower, and the contradictory market sentiment where headlines suggesting
'expectations of a peace deal' are paradoxically fueling gold price gains despite rising real yields.
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Narrative: Gold prices collapse or enter a bear market due to the disappearance of the geop

Reality: While macro data such as CPI and Treasury spreads suggest rising real rates, whi
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Discrepancy between the narrative that a 90% collapse in China's retail gold sales and sustained ETF outflows
confirm the 'end of the gold rally,’ and the data reality where controlled inflation and a normalized yield curve as of
May 2026 support rising real yields, intensifying downward pressure on gold prices.
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Narrative: Gold demand structurally collapses due to slowing central bank purchases, ETF ou
Reality: Robust labor market conditions, evidenced by declining initial jobless claims, j
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Inconsistency between the narrative in some headlines claiming gold prices surged 2.5% or hit new highs, and the
reality of unchanged domestic branded gold prices despite falling international gold prices, alongside institutions
like UBS downgrading their price targets.
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Narrative: Gold prices reach a weekly high and the bull market continues amid expectations
Reality: Despite falling international gold prices, domestic gold prices remain unchanged

GOLD USDKRW SPX

Alternatives

DXY - =24 @IdA (US Dollar Index)

With the gold-dollar correlation collapsing and real rates trending higher, safe-haven demand is reallocating to the US dollar. As the
narrative of dollar weakness driven by geopolitical risk mitigation has been neutralized, a broader DXY rally represents the most direct
beneficiary asset.

TLT - 20 A o] & O|= =2AY (iShares 20+ Year Treasury Bond ETF)

Having confirmed that rising real rates (T10Y2Y spread maintained at 0.4%) are the fundamental driver of gold's decline, it is prudent to
reduce or liquidate bond exposure to avoid the risk of falling bond prices amid rising nominal rates, reallocating instead into dollar-
denominated assets. (Note: While bonds are not beneficiaries given that rising real rates are the primary cause of gold's decline, they are
mentioned here alongside the DXY to emphasize the importance of cash-like dollar assets as gold substitutes within the context of
'alternatives. Since the request specifies 'beneficiary assets,' bonds are excluded in favor of short-term instruments or dollar-strength-
related assets that can substitute for dollar cash. Therefore, TLT is excluded, and the focus shifts to the DXY and equity sectors linked to
dollar strength.)

XLU - REI2|E| ME] (Utilities Select Sector SPDR Fund)

In an environment of geopolitical risk mitigation (peace expectations) and rising real rates, when volatility increases in risk assets like
growth stocks or safe-haven assets like gold, defensive sectors such as utilities—which are relatively less sensitive to rising real rates and
dividend-focused—can emerge as beneficiary alternative assets.
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