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Verdict

Winning Hypothesis: The market is correct: The 14% plunge in gold and the collapse of the $4,000 level resulted from
the Fed's 'hawkish' stance structurally raising real interest rates. This neutralized gold's downside rigidity as a safe
haven under a 'growth amid high rates' scenario, where inflation slowdown failure (CPI in the 330s) coexists with
manufacturing expansion (INDPRO 102.6). Thus, the current decline in gold prices is not a temporary oversold condition
but an accurate market repricing reflecting a new macro regime (risk_on_drag) where rising real rate pressures
overwhelm safe-haven demand.

The market interprets the Fed's hawkish stance as structurally elevating real rates, temporarily
paralyzing gold's safe-haven function. The 14% decline in gold prices in Q2 2026, the largest drop in 13
years, collapsing the $4,000 level, reflects investor sentiment prioritizing fears of prolonged high rates
over inflation slowdown, amid sustained ETF outflows.

This assessment is correct, as recent data strongly supports the 'growth amid high rates' scenario. Crucially,
the 10Y-2Y Treasury spread (T10Y2Y) remains positive at 0.3%, indicating no formalized recession, meaning the
invalidation condition from the prior judgment (spread inversion below -0.10%) has not been met.
Additionally, ICSA at 215,000 sustains a robust labor market, confirming no pressure on the Fed to cut rates.
GOLD's 3-month plunge of -15.96% and a peak-to-trough decline of -17.24% directly demonstrate the
complete collapse of downside rigidity as a safe haven. With CPI at 333.979 indicating failed inflation
slowdown, upward pressure on real rates persists. Although the GOLD-SPX correlation beta remains negative
at -0.498, given the price decline exceeding 15%, the real-rate-driven repricing thesis (Hypothesis A) holds
more weight than the downside rigidity thesis (Hypothesis B).

Action: Underweight GOLD and overweight US10Y (US 10-Year Treasury)

Invalidation: If the T10Y2Y Treasury spread inverts below -0.10% for two consecutive weeks

Macro Picture

Regime: risk_on_drag
Key Themes: Hawkish Fed and Rising Real Rates, Recession Fears Amid Disinflation, Temporary Impairment of
Safe-Haven Function

Dominant Narrative: Gold prices collapsed by 14% in Q2 2026, the steepest decline in 13 years, breaking the $4,000
level due to the Fed's hawkish rate hike stance sharply driving up real interest rates. Despite UMCSENT (Consumer
Sentiment) plummeting to 44.8, gold failed to act as a safe-haven asset amid sustained ETF outflows, suggesting
investors fear prolonged high rates more than disinflation.

Reality: INDPRO (102.6) indicates the manufacturing sector remains in expansion, yet the shallow convergence of
T10Y2Y (0.3%) and ICSA (215,000) signal economic slowdown, fueling stagflation concerns. However, with CPI
(333.9) holding in the 330s for 2026, indicating inflation remains uncontained, further Fed rate hikes would intensify
real rate pressure, creating a 'risk_on_drag' structure that strongly suppresses gold's downside.

Hypotheses

A (Market Right)




The market is correct: The 14% gold plunge and breakdown below $4,000 resulted from the Fed's hawkish
stance structurally lifting real rates, fully neutralizing gold's downside rigidity as a safe haven. This occurred
within a 'growth under high rates' scenario where failed inflation slowdown (CPI in the 330s) coexists with
manufacturing expansion (INDPRO 102.6). Thus, the current gold decline is not a temporary oversold condition
but an accurate market repricing reflecting a new macro regime (risk_on_drag) where rising real rates
overwhelm safe-haven demand.

The T10Y2Y spread remains positive at 0.3%, indicating no official recession, while ICSA (215,000) supports a resilient labor market,
eliminating pressure on the Fed to cut rates. In this 'higher-for-longer' environment, with inflation not fully contained (CPl in the

330s), nominal rate increases exceed inflation expectations, causing real rates to surge. This acts as the strongest downward
pressure on gold prices, temporarily paralyzing its safe-haven function.

B (Market Wrong)

The market is wrong: The sharp decline in gold reflects an overreaction to stagflation risks (manufacturing
expansion + slowing employment signals + failure to curb inflation). Even if real interest rates continue to rise,
inflation remains uncontained (CPI in the 330s), meaning nominal rates may increase while structural demand
for gold as a hedge against purchasing power erosion persists. Thus, the 14% drop underestimates gold's
downside rigidity even within a 'risk_on_drag' framework. The inversion signal in the T10Y2Y spread is not yet
required; inflation uncertainty alone will support gold's price floor.

Manufacturing expansion (INDPRO 102.6), slowing employment signals (ICSA 215,000), and the failure to curb inflation (CPI in the
330s) constitute classic precursors to stagflation, historically a bullish driver for gold. While markets focus on 'higher-for-longer'
rates, driving continued ETF outflows, the Fed's potential for further rate hikes amid persistent inflation creates a structural

contradiction: real rate increases have clear limits, strongly supporting gold's price floor. In short, current pricing underestimates
stagflation risks.

Key Question: Before the T10Y2Y Treasury spread inverts below -0.10% for one consecutive week, formally confirming a
recession, can rising real interest rates completely undermine gold's price floor in a stagflationary environment where
inflation remains uncontained (CPI in the 330s) and manufacturing expands (INDPRO 102.6), or will gold retain its downside
rigidity as a hedge against purchasing power erosion?

Tensions

While market narratives claim gold lost its safe-haven status due to the Fed's hawkish stance and rising real rates,
resulting in its steepest drop in 13 years, macro data reveals coexisting manufacturing expansion (INDPRO 102.6)
and failed disinflation (CPI in the 330s), indicating stagflation risks and that safe-haven demand has not fully
evaporated.
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Narrative: Temporary paralysis of safe-haven function and sustained decline due to hawkish

Reality: Downside rigidity in a stagflation environment where failed inflation slowdown c
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Investors, fearing prolonged high rates more than disinflation, continue ETF outflows; however, actual data shows
that with inflation still uncontained (CPI in the 330s), sustained rate hikes create a 'risk_on_drag' structure where
rising real rates strongly suppress gold's floor, indicating complex factors beyond a simple rate hike reaction are at
play.
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Narrative: Investor sentiment contraction and capital outflows driven by fears of prolonged

Reality: Structural contradiction where persistent inflation and economic slowdown signal
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Domestic gold prices rebounded supported by currency appreciation, yet international gold prices, having
collapsed below $4,000 with a 14% decline, are viewed as marking the end of a three-year bull run, creating a
divergence between localized rebounds driven by FX volatility and fundamental weakness driven by global macro

risks.
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Narrative: Gold price rebound in Korea amid currency depreciation and thesis of buying oppo
Reality: End of global bull market triggered by the largest 13-year gold price decline (1
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Alternatives

US10Y-0|= 10 E= 24

The T10Y2Y spread remains positive (0.3%), indicating no formalized recession. In the 'risk_on_drag' environment with sustained real
rate pressure, this is the only alternative capable of restoring the essential function of safe-haven assets. It represents the ultimate
destination for capital flows following the breakdown of gold's downside rigidity.

USD - O|= =2&{ (DXY)

Amid fears of prolonged high rates and sustained real rate increases, the USD serves as the strongest 'cash' alternative asset. Should the
Fed maintain its hawkish stance due to failed inflation slowdown (CPI in the 330s), USD strength will offset gold's decline and enhance
portfolio defensiveness.
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Manufacturing expansion (INDPRO 102.6) and a resilient labor market (ICSA 215,000) support the 'growth amid high rates' scenario. In
the 'risk_on_drag' phase where gold loses its safe-haven function, capital is likely to reallocate to equity markets with growth
momentum.
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A 15.96% decline over three months under real rate pressure has temporarily paralyzed gold's safe-haven function, with the 14% drop

signaling the end of a three-year bull market. Currently, an underweight or short-term short-selling stance is more appropriate than
buying.
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