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Verdict

Winning Hypothesis: The current decline in gold prices is a rational outcome under the 'risk_on_drag' regime, where the
Fed's tightening stance has raised real interest rates, maximizing gold's opportunity cost. Geopolitical risks and
stagflation concerns are offset by a positive T10Y2Y spread and robust labor market data (ICSA at 215,000), rendering
safe-haven demand ineffective. Thus, gold's decline of over 25% reflects the market's accurate pricing of prolonged
high rates rather than a failure of inflation hedging.

As of July 2026, the market recognizes that the Fed's delayed rate cuts and rising real interest rates are
the primary drivers behind the decline in gold prices. Geopolitical risks (US-Iran conflict) and
stagflation concerns are deemed offset by the sustained positive T10Y2Y spread and robust labor
market data, rendering safe-haven demand ineffective. Investors perceive the risk of prolonged high
rates as more significant than reaccelerating inflation, accepting the current gold price, which has
fallen over 25% from its January peak, as a rational pricing adjustment.

This assessment is accurate, as data clearly substantiates that rising real interest rates and the temporary
impairment of gold's safe-haven function are the core drivers of the decline. The T10Y2Y spread remains in
positive territory at 0.42%, and the ICSA at 215,000 falls below the 250,000 threshold, indicating labor market
rigidity remains intact, supporting the Fed's continued tightening stance. Notably, the GOLD-VIX correlation
(R2 0.0151) approaches zero, demonstrating the negligible impact of geopolitical risks on gold prices.
Meanwhile, GOLD's 1M Return (-6.84%) and Drawdown (-24.14%) suggest the market is accurately pricing in
high-rate pressure under a 'risk_on_drag' regime. Conversely, while CPI (332.568) and consumer sentiment
(44.8) raise stagflation concerns, there is insufficient evidence to establish a direct causal link to the current
gold price decline and absence of safe-haven demand.

Action: Underweight GOLD and overweight US10Y
Invalidation: If the T10Y2Y spread turns negative (inverted) for two consecutive weeks

Macro Picture

Regime: risk_on_drag
Key Themes: Delayed rate cuts and upward pressure on real interest rates, Temporary impairment of safe-haven
function (geopolitical risks vs. interest rates), Downward rigidity driven by central bank buying

Dominant Narrative: As of July 2026, despite geopolitical risks such as the US-Iran clash, the Fed's delayed rate
cuts and rising real interest rates have overwhelmed gold prices, temporarily breaking the 'gold=safe haven'
formula. The price decline of over 25% from the January high mentioned in headlines suggests investors perceive
the risk of prolonged high rates more significantly than fears of rekindled inflation.

Reality: With the T10Y2Y spread remaining positive at 0.42% and ICSA holding steady at 215,000, the economy has
not fully contracted, indicating a high likelihood of the Fed maintaining its tightening stance. This elevates real
rates, increasing gold's opportunity cost. Despite extremely low consumer sentiment (UMCSENT 44.8) as of May
2026 sparking stagflation concerns, rates exceeding inflation (CPI 332.568) create a real yield environment that
suppresses gold price gains.




Hypotheses

A (Market Right)

The current decline in gold prices is a rational outcome under the 'risk_on_drag' regime, where the Fed's
tightening stance has elevated real rates, maximizing gold's opportunity cost. Geopolitical risks and stagflation
concerns are offset by the T10Y2Y spread remaining positive and robust labor market data (ICSA at 215,000),
rendering safe-haven demand ineffective. Thus, the over 25% drop in gold reflects not a failure of its inflation-
hedging capability but an accurate market pricing of prolonged high rates.

With the T10Y2Y spread maintaining a positive range at 0.42% and ICSA holding steady at 215,000, indicating no breakdown in labor
market rigidity, delayed Fed rate cuts remain inevitable, driving up real rates. Rising real rates diminish the relative appeal of non-
yielding gold, acting as the primary driver of the price decline. Narratives such as geopolitical risks (US-Iran conflict) or deteriorating
consumer sentiment (UMCSENT at 44.8) are secondary to the macro reality of rising real rates, and current market prices
appropriately reflect these structural pressures.

B (Market Wrong)

The decline in gold prices reflects market overreaction to the Fed's tightening stance fueling stagflation (CPI
332.568, UMCSENT 44.8), leading to a collapse in real purchasing power. Short-term indicators such as the
sustained positive T10Y2Y spread merely signal a delayed recession and do not offset the risk of rekindled
inflation. In essence, the drop in gold prices represents a distortion driven by excessive 'real interest rate
sensitivity, disregarding central bank buying and geopolitical risks. Should inflation-hedging demand reignite,
gold retains the potential for a sharp rebound.

With CPI at 332.568 indicating high inflation and UMCSENT at 44.8 reflecting extremely low consumer sentiment, stagflation fears
are implied, signaling long-term currency depreciation. The sustained positive T10Y2Y spread and ICSA of 215,000 merely indicate
that a recession has not yet fully materialized; however, prolonged high interest rates may fail to curb inflation and could instead
exacerbate stagflation when combined with supply shocks (geopolitical risks). The current decline in gold prices underestimates
these structural stagflation risks and overreacts to short-term rate data. If sustained central bank buying supports the downside, the
market is mispricing gold by exaggerating its sensitivity to interest rates.

Key Question: If the T10Y2Y spread remains in positive territory while ICSA exceeds 250,000, signaling a breakdown in labor
market rigidity, will rising real interest rate pressures shift toward stagflation concerns, thereby reactivating gold's inflation-
hedging function?

Tensions

The narrative of safe-haven demand due to geopolitical risks (US-Iran clash) directly conflicts with the reality of
rising opportunity costs from higher real rates, temporarily paralyzing gold's traditional defensive function.

0.85
Narrative: Gold should surge as a safe-haven asset due to escalating Middle East tensions

Reality: Delayed Fed rate cuts and rising real rates have overwhelmed gold's upside, sust

GOLD US10Y  SPX

While a narrative of inflation-hedging demand exists due to consumer sentiment (UMCSENT 44.8) and stagflation
concerns, the macro reality of a non-contracted economy (evidenced by a positive T10Y2Y spread) sustains the
Fed's tightening stance, offsetting this demand.

0.75
Narrative: Gold buying persists amid fears of rekindled inflation and stagflation

Reality: Fears of prolonged high rates due to the absence of a recession have boosted rea

GOLD US10Y DXY

A contradictory situation exists where expectations of downward rigidity from sustained central bank gold
purchases coexist with downward price pressure from Western investor ETF outflows and heightened interest rate
sensitivity.

0.65

Narrative: Central bank buying secures downside rigidity and establishes a price floor for
Reality: Investor selling and ETF outflows driven by delayed rate cuts have outweighed ce




GOLD SILVER usioy

Alternatives

US10Y-0O/= 10 A 2xH

With rising real rates and sustained Fed tightening, this asset is a core beneficiary of the 'risk_on_drag' regime, where safe-haven
demand shifts to Treasuries rather than gold. As long as the T10Y2Y spread remains positive, recession fears are muted, neutralizing
expectations for Fed rate cuts. In this environment, a strategic position focused on securing high yields is more appropriate than
exposure to price declines driven by rising nominal rates.

USD - O|= E&{ QA (DXY)
When gold's safe-haven function is impaired and real rates rise, the USD acts as the strongest alternative safe haven and a beneficiary of

high rates. Gold's lack of response to geopolitical risks indicates a dominant USD strength trend. As long as the Fed maintains its
tightening stance, a relative appreciation in the USD's value is inevitable.

US500 - S&P 500 X[+~

A positive T10Y2Y spread and a resilient labor market (ICSA) support a 'soft landing' scenario where stagflation fears do not translate into
an actual recession. The 'risk_on_drag' regime, characterized by falling gold prices, implies easing selling pressure on risk assets and
conditions that can sustain an upward trend led by large-cap stocks with robust earnings despite high interest rates.
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MORNING ANGLE 2026-07-16

GOLD vs VIX — 5Y GOLD vs VIX — 6M (R? drop: 0.000)
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