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Verdict

Winning Hypothesis: Rationale for Market Narrative: Rising real yields and a strong dollar act as structural downward
pressures, permanently impairing gold's safe-haven function rather than temporarily. The T10Y2Y spread turning
positive signals that recession fears have subsided, eliminating the Fed's rationale for rate cuts; this is the only scenario
where gold could decline further under a 'risk_on_drag' regime. Despite weakening consumer sentiment, robust
employment data (ICSA) confirms the absence of stagflation risks, meaning inflation-hedge demand will not reignite.
The 28% decline is not an oversold condition but a repricing for a new low-rate/high-growth environment.

The market is expected to structurally sustain rising real interest rates and a strong US dollar. We
assess that gold's safe-haven function has been permanently impaired rather than experiencing a
temporary decline. The Fed's maintenance of a high-rate stance and the positive turn in the T10Y2Y
spread indicate that recession fears have subsided, eliminating the rationale for rate cuts.
Consequently, investors are executing large-scale net outflows from gold ETFs and rebalancing their
portfolios.

This assessment is sound, as the primary drivers of the gold decline—rising real rates and a strong dollar—are
clearly evidenced by the data. The 5.78% rise in the US10Y yield over three months and the 2.2% increase in
the DXY serve as the strongest inverse correlation variables explaining the gold price decline (-13.57% over
three months, -22.61% from the peak). Furthermore, the T10Y2Y spread has remained in positive territory at
0.38%, confirming the Fed's continued hawkish stance and the disappearance of rate cut expectations. This
indicates that the invalidation condition from the previous assessment (two consecutive weeks below 0%) has
not occurred. Although UMCSENT shows extreme contraction at 44.8, ICSA at 215,000 has not yet breached the
labor market collapse threshold (approximately 250,000), suggesting stagflation risk remains low. The
resilience of employment indicators is likely to prolong upward pressure on real rates. Therefore, the further
decline in gold should be interpreted not as a mere correction but as a rational repricing in a high-rate
environment.

Action: Underweight GOLD and expand short positions in US10Y
Invalidation: If the T10Y2Y spread turns negative (0% or below) for two consecutive weeks

Macro Picture

Regime: risk_on_drag
Key Themes: Increased opportunity cost due to rising real interest rates, Weakening safe-haven buying and dollar
dominance, Concerns over halted central bank purchases and ETF outflows

Dominant Narrative: As of July 2026, gold prices have fallen for four consecutive months, recording a sharp 28%
decline, eroding their appeal as a safe-haven asset. With the Federal Reserve maintaining a high-interest-rate stance
and the US dollar strengthening, real interest rates have risen, prompting investors to net outflows of $8.9 billion
from gold ETFs as they restructure portfolios. Market participants anticipate that despite concerns over 'reigniting
inflation, the structural pressure of a high-rate environment on precious metal prices will persist.

Reality: The T10Y2Y spread turning positive at 0.38% signals easing recession fears and reduced expectations for
rate cuts, exerting downward pressure on gold prices. Despite UMCSENT (Consumer Sentiment) being extremely
contracted at 44.8, ICSA (Initial Jobless Claims) remains stable at 215,000, indicating low stagflation risk and




weakening gold's inflation-hedge demand. Following the May 2026 CPI reading of 333.979, the trend of moderating
inflation has coincided with rising real rates, which have become the primary driver of gold's decline.

Hypotheses

A (Market Right)

Why the market narrative is correct: Rising real rates and a strong dollar are exerting structural downward
pressure, meaning gold's safe-haven function is not temporarily but permanently impaired. The T10Y2Y spread
turning positive indicates recession fears have dissipated, removing the Fed's rationale for rate cuts. This is the
only scenario where gold could decline further under a 'risk_on_drag' regime. Despite weakening consumer
sentiment, resilient employment data (ICSA) prove the absence of stagflation risk; thus, inflation-hedging
demand will not reignite. The 28% decline is not an oversold condition but a price revaluation reflecting a new
low-rate/high-growth environment.

The T10Y2Y turning positive and ICSA stability confirm the Fed's continued hawkish stance. Rising real rates act as the strongest
inverse correlate to gold prices, and current data suggest rate-cut expectations have fully evaporated. Therefore, the decline in gold
is not merely a correction but a rational market reflection of a prolonged high-rate environment.

B (Market Wrong)

Reason market is wrong: The 28% plunge in gold prices reflects an overreaction to a single factor—rising real
interest rates—while ignoring a leading indicator that extremely weak consumer sentiment (UMCSENT 44.8)
could trigger a sharp pivot in the Fed's policy stance if it transitions into a recession. Although the T10Y2Y
spread turning positive may signal current economic recovery, the extreme contraction in consumer sentiment
contains the potential to reignite risks of economic slowdown and stagflation within the next six months. Thus,
gold's safe-haven appeal has not vanished; rather, the market is overly focused on short-term high-rate data
and underestimating long-term economic slowdown risks.

The divergence between consumer sentiment (UMCSENT) and employment indicators (ICSA) serves as a warning signal from leading
economic indicators. Historically, when consumer sentiment falls below 45, employment indicators tend to deteriorate sharply with

a 3-6 month lag. Since current gold prices reflect only 'current resilience' and not 'future collapse, gold could secure strong rebound
momentum if the rise in real rates proves temporary.

Key Question: Can the extreme contraction in UMCSENT (consumer sentiment) push ICSA (initial jobless claims) above the
critical threshold within the next three months, reigniting the Fed's rationale for rate cuts, or will sustained labor market
resilience prolong upward pressure on real interest rates?

Tensions

While market narratives claim gold's safe-haven appeal has completely vanished due to rising real rates and dollar
dominance, the reality is that stagflation risk remains low given stable jobless claims despite extremely weak
consumer sentiment, leading to diminished inflation-hedge demand.
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The narrative asserts that gold prices have bottomed after a 28% drop driven by the Fed's high-rate stance and
reduced rate-cut expectations; however, the T10Y2Y spread turning positive signals easing recession fears and
further reduced rate-cut expectations, indicating that structural downward pressure persists.
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Narrative: Gold prices face structural downward pressure due to diminished rate-cut expecta

Reality: The T10Y2Y spread turning positive suggests recession fears have eased, leading
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Market participants judge that gold has lost its safe-haven role after four months of declines driven by concerns
over halted central bank purchases and ETF outflows. Yet, some headlines discuss 'buy-the-dip opportunities' and




'conditions for a rebound,' revealing a divergence between the prevailing narrative and actual price action as efforts

to confirm a bottom emerge.
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Narrative: Central bank purchasing halts and ETF outflows have caused gold to completely lo
Reality: With gold prices down 28%, some analysts and buyers are highlighting opportuniti
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Alternatives

US10Y-0|= 10 & =* MZ (Short)

Under the 'risk_on_drag' regime characterized by rising real yields and a strong dollar, the positive T10Y2Y spread confirms the
disappearance of rate-cut expectations. This asset directly captures the upward trend in nominal yields—the core driver of gold's decline
—and, coupled with the loss of gold's safe-haven status, offers the most certain upside.

DXY - E2{ 2/ A (Long) LORIE
The maintenance of a high-rate regime and robust US economic data (employment) support dollar dominance. Since the primary driver
of gold's decline is dollar strength (rising DXY), going long the dollar index serves not only as a highly correlated hedge against shorting
gold but also as the most powerful alternative asset in a rising real-yield environment.

TLT - iShares 20+ A= 0|= =2*H ETF (Short)

A strategy involving shorting long-term Treasury ETFs, which are most sensitive to rising long-term yields. With the T10Y2Y spread
remaining in positive territory and downward pressure becoming structural, this approach captures the larger price decline of long-term
Treasuries compared to short-term ones, maximizing leverage against gold's downtrend.
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