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Verdict

Winning Hypothesis: The market is right: Gold's plunge is not a loss of its safe-haven function but a rational market re-
evaluation against the absolute measure of value, 'real interest rates.' With concerns over the Fed's delayed rate cuts
and sticky inflation, T10YIE (real rate expectations) remains at the upper threshold of 2.50%, maximizing the real rate
burden. This structurally justifies a 'risk-on' dynamic where gold is sold like a risk asset even during geopolitical risks.
Therefore, the current $4,800 price level is a fair value reflecting the opportunity cost of gold under sustained high rates,
and economic slowdown signals will act as further downward pressure by fueling concerns over delayed rate cuts more
than slowing inflation.

Market participants expect real interest rates (T10YIE) to remain above the 2.50% threshold due to the
Fed's delayed rate cuts and concerns over entrenched inflation, judging that this has structurally
increased the opportunity cost of gold and caused it to temporarily lose its safe-haven function. The
phenomenon of gold falling alongside a spike in VIX during geopolitical crises signifies that the real
rate burden has overwhelmed safe-haven demand, forming a 'risk-on' dynamic.

This is a correct judgment. Decisive evidence includes T10YIE (2.34%) approaching the 'above 2.50%'
condition (the core premise of Hypothesis A), sustaining the high-rate burden, and GOLD's 1-month return
plunging -8.17% despite a 64.51% surge in the 3-month VIX return. This proves that even with geopolitical
risks, upward pressure on real rates has completely overwhelmed safe-haven buying, causing gold to be sold
like a risk asset. Furthermore, the 4.03% rise in US10Y yields over one month and the positive 10Y-2Y spread
(0.52%) suggest that inflation concerns prevail, making an immediate Fed pivot difficult. Economic slowdown
indicators (UMCSENT 56.6, INDPRO 102.55) are currently outweighed by the risk of entrenched inflation, which
prevents an immediate drop in real rates.

Action: Underweight GOLD and Overweight US10Y
Invalidation: If T10YIE (real interest rate) falls below 2.50% for two consecutive weeks

Macro Picture

Regime: risk_on_drag
Key Themes: Real interest rate burden due to 'higher for longer' rates, Loss of safe-haven function in geopolitical
risks, Fears of economic slowdown and simultaneous decline in commodities

Dominant Narrative: Market participants judge that gold has lost its function as a safe-haven asset, plunging from
the $4,800 range despite geopolitical crises such as war. The outlook for the Fed's delayed rate cuts and sustained
high interest rates has increased real interest rates, raising the opportunity cost of gold, which acted as a key factor
causing the 10%+ plunge.

Reality: As of February 2026, the Consumer Sentiment Index (56.6) and Industrial Production Index (102.551) are
signaling an economic slowdown, but the positive 10Y-2Y Treasury spread (0.52%) suggests that concerns over
inflation and delayed rate cuts still prevail. This macro environment exerts downward pressure on gold prices by
keeping real interest rates high, and a 'risk-on' dynamic dominates where gold falls alongside other assets even
during risk events like war.




Hypotheses

A (Market Right)

The market is right: Gold's plunge is not a loss of its safe-haven function but a rational market re-evaluation
against the absolute measure of value, 'real interest rates.' With concerns over the Fed's delayed rate cuts and
sticky inflation, T10YIE (real rate expectations) remains at the upper threshold of 2.50%, maximizing the real
rate burden. This structurally justifies a 'risk-on' dynamic where gold is sold like a risk asset even during
geopolitical risks. Therefore, the current $4,800 price level is a fair value reflecting the opportunity cost of gold
under sustained high rates, and economic slowdown signals will act as further downward pressure by fueling
concerns over delayed rate cuts more than slowing inflation.

1. As long as real interest rates (T10YIE) remain above 2.50%, the opportunity cost of gold is structurally high. 2. The positive 10Y-2Y
spread (0.52%) suggests that concerns over inflation and sustained high rates prevail, offsetting rate cut expectations. 3. The

phenomenon of gold falling during geopolitical crises means safe-haven demand has been completely overwhelmed by upward
pressure on real rates, proving that the market's price discovery function is working normally.

B (Market Wrong)

The market is wrong: Gold's plunge is an overreaction to a single variable, 'real interest rates,' and an error
overlooking early signals of 'stagflation' combined with economic slowdown (Consumer Sentiment 56.6,
Industrial Production 102.5) and geopolitical uncertainty. While the market is selling gold by interpreting the
Fed's delayed rate cuts as sustained high rates, weakness in real economic indicators will eventually force a Fed
pivot. At that point, real rates will drop sharply, and gold's safe-haven function will explosively re-emerge. The
current price undervalues gold's intrinsic value by over 10% by underestimating the macro risk of simultaneous
recession and inflation.

1. The sharp slowdown in consumer sentiment and industrial production indicators is likely to lead to a recession, making Fed rate
cuts inevitable. 2. In a stagflation environment (economic slowdown + inflation), there is a historical pattern where gold surges by
absorbing both falling real rates and safe-haven demand. 3. The current decline in gold is merely a pre-reaction to the Fed's 'higher
for longer' scenario; rates will plunge and gold will rebound when the actual recession materializes. 4. TLIOYIE staying above 2.50% is
only temporary; as economic slowdown data accumulates, inflation expectations will plunge, signaling a drop in real rates.

Key Question: Will the continued slowdown in the Consumer Sentiment Index and Industrial Production Index after February
2026 accelerate economic contraction enough to offset the Fed's inflation concerns and force rate cuts (or a sharp drop in real
rates), or will inflation become entrenched, keeping real interest rates (T10YIE) above 2.50% for the long term and sustaining
the opportunity cost burden for gold?

Tensions

A gap exists between the narrative that gold prices should rise as a traditional safe-haven asset during geopolitical
crises and the macro reality where gold falls like a risk asset due to the real interest rate burden from sustained high
rates.
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Narrative: Gold should surge as an essential safe-haven asset when war and geopolitical ris
Reality: Under rising real interest rates and a 'risk-on' dynamic, gold plunged over 10%,
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There is a narrative of rate cut expectations and rising gold prices due to economic slowdown signals (Consumer
Sentiment 56.6, Industrial Production 102.5), but this is offset by the reality of inflation concerns and sustained high
rates due to the positive 10Y-2Y spread.
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Narrative: Fears of economic slowdown and expectations of rate cuts will drive gold prices

Reality: Concerns over delayed rate cuts outweigh slowing inflation, keeping real interes
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A perception gap has emerged between the narrative viewing the short-term plunge (over 10%) as a buy-the-dip
opportunity and the macro reality where structural downward pressure persists due to strengthened Fed rate hike
outlooks and sustained high rates.
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Narrative: The plunge is an early-year correction, and the bullish view (e.g., $6,300 by ye
Reality: Increased opportunity cost due to sustained high rates acts as structural downwa
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Alternatives

US10Y - 0= 10 A= =4

As specified in the proposed action, while the 'higher for longer' scenario remains valid with T10YIE near 2.50%, Treasury bonds have
limited price downside risk from rising nominal rates in a situation where gold falls like a risk asset. Their value as a means of securing
real yields and as a portfolio hedge can be re-evaluated even amidst concerns over entrenched inflation.
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Since upward pressure on real rates is the key driver forcing the sale of gold, a stronger US Dollar (Real Yield Premium) becomes the most
powerful alternative asset narrative in an environment of sustained high rates and inflation concerns. During geopolitical crises, the
Dollar is likely to act as a more immediate liquidity-preference asset than gold.

TIPS - E7tHS =24 (0]=)

In a situation where inflation concerns prevail due to the positive 10Y-2Y spread, this is the only alternative that can profit from rising real
rates (T1OYIE 2.34% — 2.50%+) while avoiding the nominal rate volatility risk of standard Treasuries. TIPS can offset the structural
limitations of gold, which falls due to the real rate burden, through rising real yields.
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