Gold Angle @SsHorT

2026-07-12 - Conviction

Verdict

Winning Hypothesis: The market is correct: The decline in gold prices represents a rational revaluation driven by
structural macro fundamentals—specifically rising real interest rates and a strengthening USD—rather than a temporary
contraction in safe-haven demand. As long as the 10Y-2Y Treasury yield spread remains positive at 0.35%, reinforcing
confidence in inflation control, and initial jobless claims (215,000) attest to a resilient labor market, the Fed's hawkish
stance is likely to persist. Consequently, powerful supply-side headwinds, including the burden of rising real rates and
net outflows of $89 billion from ETFs, are driving price formation more than transient variables such as geopolitical
risks or weak consumer sentiment (44.8). Unless this trend reverses, further declines in gold remain the market's
correct direction.

The market interprets gold's four consecutive months of 28% correction not as a temporary
contraction in safe-haven demand, but as a rational revaluation driven by structural macro
fundamentals: rising real yields and a strengthening US dollar. The dominant narrative attributes the
price decline to supply-demand headwinds, including $89 billion in net ETF outflows, amid sustained
Fed hawkishness and growing confidence in inflation control, which have delayed rate-cut
expectations.

This assessment is correct, as data clearly substantiates rising real yields and a stronger dollar as the core
drivers of gold's decline. The key invalidation condition, the T10Y2Y spread, remains positive at 0.35%, while
initial jobless claims (ICSA) at 215,000 stay below the 250,000 threshold, indicating labor market resilience has
not broken. Furthermore, with US10Y yields holding an uptrend at 4.57% and the DXY sustaining strength at
100.97, the weak consumer sentiment (UMCSENT 44.8) conflicts with labor market robustness, failing to signal
an actual recession. The near-zero GOLD-VIX correlation (Beta 0.0026) suggests geopolitical risks or market
fear are not currently supporting gold prices, weakening the basis for Hypothesis B's 'oversold rebound' thesis.

Action: Underweight GOLD and overweight DXY

Invalidation: If the T10Y2Y spread inverts below 0% for two consecutive weeks

Macro Picture

Regime: risk_on_drag
Key Themes: Increased opportunity cost driven by rising real interest rates, Weakening supply-demand dynamics
due to ETF capital outflows, Divergence between central bank buying and retail investor exodus

Dominant Narrative: Gold prices have declined for four consecutive months, entering a 28% correction phase. As
of June, net outflows from gold ETFs reached $89 billion, indicating a temporary waning of safe-haven demand
among retail and institutional investors. With expectations of Fed rate cuts delayed, the burden of real interest rates
has intensified. Despite geopolitical risks such as the Middle East crisis, contradictory market dynamics persist,
where fears of rekindled inflation continue to pressure precious metal prices.

Reality: As of May 2026, the University of Michigan Consumer Sentiment Index (UMCSENT) stands at 44.8, reflecting
extreme pessimism and raising recession concerns. However, initial jobless claims (ICSA) remained steady at
215,000 in early July, demonstrating labor market resilience. The 10-year minus 2-year Treasury yield spread
(T10Y2Y) holds at 0.35% in positive territory, signaling market confidence in inflation control and sustaining upward
pressure on real interest rates. This remains a key factor weakening the downside support for gold prices.




Hypotheses

A (Market Right)

The market is correct: The decline in gold prices represents a rational revaluation driven by structural macro
fundamentals—rising real yields and a strong dollar—rather than a temporary contraction in safe-haven
demand. As long as the 10-year minus 2-year Treasury yield spread remains positive at 0.35%, reinforcing
confidence in inflation control, and initial jobless claims (215,000) attest to a robust labor market, the Fed's
hawkish stance will persist. Consequently, powerful supply-demand headwinds, including real yield burdens
and $89 billion in net ETF outflows, are driving price formation more significantly than transient factors like
geopolitical risks or weak consumer sentiment (44.8). Unless this trend reverses, further declines in gold remain
the market's correct trajectory.

Gold prices are most sensitive to real yields. The current positive maintenance of the T10Y2Y spread and rising US10Y yields directly
signal upward pressure on real yields. As long as labor market data (ICSA) mitigates recession signals and weak consumer sentiment
remains a purely emotional factor without translating into actual economic contraction, the Fed will likely hold off on rate cuts. This

will sustain dollar strength (rising DXY), increase the opportunity cost of holding gold, and justify the four-month, 28% correction
alongside massive ETF outflows as a rational outcome.

B (Market Wrong)

The market is wrong: The decline in gold prices reflects excessive selling that fails to account for recession fears
(UMCSENT 44.8) and geopolitical risks, indicating an imminent explosive rebound in safe-haven demand. The
market currently overlooks that if the extremely low consumer sentiment index transitions into an actual
recession, labor market resilience (ICSA 215,000 claims) could collapse rapidly. This would serve as a trigger to
abruptly shift the Federal Reserve's hawkish stance toward hawkish easing. Furthermore, despite the central
bank's sustained buying creating a structural floor that offsets ETF outflows, short-term investor fear has
pushed prices into oversold territory. Once upward pressure on real interest rates dissipates, gold prices will
rebound sharply, indicating current prices are undervalued.

UMCSENT at 44.8 has historically acted as a leading indicator of recession, and the point at which labor market data rigidity breaks
may occur sooner than expected. The market's overconfidence in 'inflation control credibility,’ leading to the erroneous view that
rising real interest rates are permanent, is flawed. Should recession fears materialize, the Fed will accelerate rate cuts, causing real
rates to plummet. At that juncture, the combination of central bank buying and safe-haven demand will offset ETF outflows and
drive gold prices higher. Consequently, current gold prices are oversold, failing to adequately reflect two powerful downside support
factors: recession risk and central bank accumulation.

Key Question: When will the T10Y2Y Treasury yield spread turn negative for two consecutive weeks, or when will initial jobless
claims (ICSA) surge above 250,000, breaking labor market rigidity? (If either condition is met, Hypothesis B is valid; otherwise,
Hypothesis A holds.)

Tensions

Despite the presence of narratives around geopolitical risks and a recovery in safe-haven demand, gold prices have
corrected 28% over four consecutive months due to rising real interest rates and massive ETF outflows, creating a
persistent contradiction.
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Narrative: Expectations that gold prices will rebound as geopolitical risks, such as the Mi
Reality: The 10-year minus 2-year Treasury yield spread remains in positive territory, in
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The divergence between the structural support narrative of sustained central bank buying and the supply-demand
reality of large-scale retail and institutional exodus is intensifying, amplifying price volatility.
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Narrative: The view that sustained gold purchases by global central banks will support the
Reality: Accelerated outflows from Western ETFs, coupled with declining dollar deposits a
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The narrative of safe-haven demand driven by recession fears clashes with the reality of robust labor markets and
confidence in inflation control, which are pushing real interest rates higher, temporarily neutralizing gold's hedging
function.

0.70
Narrative: Expectations that the extremely low Consumer Sentiment Index (44.8) will be inte
Reality: Stable initial jobless claims (215,000) reflect a resilient labor market, while
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Alternatives

DXY - &2 QIEA (US Dollar Index)

In a 'risk_on_drag' regime where rising real rates and labor market resilience (ICSA 215,000) persist, gold's hedging function is
neutralized, and USD strength (DXY 100.97) establishes a clear dominant trend. This aligns with the proposed action (overweight DXY)
and represents a direct beneficiary of rising real rates.
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With the T10Y2Y spread remaining positive (0.35%), signaling a weakening recession outlook, and US10Y yields (4.57%) continuing to
rise, Treasury bond prices face downward pressure. As an asset that directly reflects the core driver of gold's decline—rising real rates—it
offers lower short-term defensive capability compared to gold, presenting a sell/short opportunity as an alternative asset.
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Although the 'safe-haven demand narrative'—a contradictory backdrop to falling gold prices—has been neutralized by rising real rates,
extremely low consumer sentiment (44.8) indicates that recession fears have not fully dissipated. In a scenario where gold has lost its
safe-haven function, reallocating capital to defensive sectors such as consumer staples or utilities, which are less sensitive to rising real
rates, offers a strategic alternative.
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