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Verdict

Winning Hypothesis: The market is correct: The current correction in gold prices represents a rational price discovery
process where rising real yields and a strong US dollar outweigh safe-haven demand under a 'Risk-on Drag' regime. The
positive turn in the T10Y2Y spread and the resilience of the labor market, with ICSA remaining below the 250,000
threshold, support the market's interpretation that the Fed will prioritize inflation control and delay rate cuts.
Therefore, geopolitical risks and weak consumer sentiment (UMCSENT) are temporary factors; as long as the high-rate
environment persists, gold's downside rigidity will inevitably weaken. The current 28% decline should be interpreted
not as a 'buy the dip' opportunity but as a 'repricing of high-rate risk.'

The market expects the 'Risk-on Drag' regime, where rising real yields and a strong US dollar
overwhelm safe-haven demand, to persist, citing the Fed's success in controlling inflation and labor
market resilience. Despite geopolitical risks and a surge in oil prices, the inversion-to-positive flip in
the T10Y2Y spread and ICSA data have dispelled recession fears. Consequently, the gold price
correction is interpreted not as a temporary phenomenon but as a structural revaluation driven by the
high-interest-rate environment.

This assessment is correct because the core premise of Hypothesis B, the 'collapse of labor market rigidity,
has been clearly refuted by the latest data. ICSA (Initial Jobless Claims) at 187,000 is significantly below the
250,000 invalidation threshold, confirming labor market resilience. Additionally, the T10Y2Y spread turning
positive at 0.34% has resolved recession signals. Furthermore, the strong co-movement of US10Y yields rising
4.7% and GOLD 3M returns falling -13.92% proves that high-rate risks are overwhelming inflation-hedge
demand. While low consumer sentiment (UMCSENT 44.8) and a sharp surge in oil prices (WTI 1M +24.87%)
raise stagflation concerns, these are judged to be temporary factors offset by macro fundamentals such as the
labor market and treasury spreads.

Action: Underweight GOLD and overweight US10Y
Invalidation: If ICSA (Initial Jobless Claims) exceeds 250,000 for two consecutive weeks

Macro Picture

Regime: risk_on_drag
Key Themes: Increased opportunity cost due to rising real yields, Offsetting effects between geopolitical risks and
rising rates, Downward rigidity supported by central bank purchases

Dominant Narrative: As of July 24, 2026, heightened expectations of Fed rate hikes have driven up real yields and
sustained dollar strength, leading to a ~2% correction in gold prices. Despite geopolitical risks such as war, the high-
rate environment has temporarily diminished gold's appeal as a safe haven, prompting the market to interpret this
as a breakdown of the traditional 'safe-haven formula'.

Reality: The T10Y2Y spread turning positive at 0.34% signals easing recession fears and persistent upward pressure
on rates, exerting downward pressure on gold prices. While low consumer sentiment indicators like UMCSENT (44.8)
raise stagflation concerns, the market currently prioritizes betting on rate hikes over inflation control.
Consequently, gold is viewed as a buying opportunity after falling 28% from its peak, which was 25% higher.




Hypotheses

A (Market Right)

The market is correct: The current correction in gold prices represents a rational price discovery process where
rising real yields and a strong dollar are overwhelming safe-haven demand under a 'Risk-on Drag' regime. The
T10Y2Y spread turning positive and ICSA (Initial Jobless Claims) remaining below the 250,000 threshold,
indicating labor market resilience, support the market's interpretation that the Fed will prioritize inflation
control and delay rate cuts. Therefore, geopolitical risks and weak consumer sentiment (UMCSENT) are
temporary factors; as long as the high-rate environment persists, gold's downside rigidity will inevitably
weaken. The current 28% decline should be interpreted not as a 'buy-the-dip' opportunity but as a 'repricing of
high-rate risks.

Labor market data (ICSA) maintaining rigidity and the treasury spread turning positive suggest that recession fears are exaggerated.
As long as the Fed prioritizes inflation control, rising real yields will persist, exerting structural downward pressure on gold prices.

The market's disregard for the 'safe-haven formula' is not an error but a natural reaction of interest-rate-sensitive assets in a high-
rate environment.

B (Market Wrong)

The market is wrong: The decline in the gold market reflects a 'real rate bias' error that underestimates the
macro reality of early stagflation signals (UMCSENT 44.8, surging oil prices) and sustained central bank physical
buying. The T10Y2Y spread turning positive is less likely a sign of recession fears easing and more likely a
reflection of an 'inflation premium' driven by uncontrolled inflation causing long-term rates to surge. While
labor market data (ICSA) shows rigidity, in a stagflationary environment combining waning consumer sentiment
and rising oil prices, the Fed's rate hike policy will likely accelerate economic contraction, ultimately leading to a
failed soft landing. Therefore, the decline in gold is a temporary correction; once central bank buying and
stagflation hedge demand reignite, gold will rebound sharply.

Low consumer sentiment and rising oil prices are classic precursors to stagflation, creating a structural contradiction that cannot
withstand rising real rates. The Fed's rate hikes are likely to become a 'policy error' that exacerbates recession rather than curbing
inflation; at this juncture, gold will recover its intrinsic value as an inflation hedge. The current decline in gold prices is a distortion
caused by the market's excessive expectations of rate hikes (Risk-on Drag).

Key Question: Will the scenario materialize where ICSA (Initial Jobless Claims) exceeds 250,000 for two consecutive weeks,
causing labor market rigidity to collapse, while the T10Y2Y spread turns negative again? (In this case, stagflation fears would
materialize, validating Hypothesis B.)

Tensions

Despite inflation concerns driven by geopolitical risks and surging oil prices, the market's dominant bet on Fed rate
hikes has caused rising real yields to exert downward pressure on gold prices, creating a contradiction. This
suggests the traditional 'safe-haven formula' has been temporarily invalidated in a high-rate environment.
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Narrative: War risks and oil prices breaking $100 provide a rationale to buy gold (inflatio
Reality: The T10Y2Y spread turning positive and rising real yields have fueled expectatio
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Low consumer sentiment (UMCSENT 44.8) has sparked stagflation fears, yet the market is pricing in the rate hike
cycle more aggressively than inflation control, weakening gold's hedging function. This reflects a divergence
between recession signals in the data and the 'Risk-on Drag' regime currently favored by the market.
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Narrative: Weakening consumer sentiment and rising oil prices increase the likelihood of st

Reality: Pressure from rate hikes is offsetting inflation concerns, and downside rigidity
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Contrary to expectations that sustained central bank gold purchases would establish downward rigidity, short-term

price declines remain dominant due to ETF outflows from Western investors and continued dollar strength.
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Narrative: Central bank purchases will serve as a strong downside support for gold prices,
Reality: A strong dollar and rising real yields are neutralizing the impact of central ba
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Alternatives

US10Y-0|= 10 H= =/
Resilience in the labor market and the positive turn in the T10Y2Y spread have alleviated recession concerns. If the trend of rising real
yields continues, this asset will offset downward pressure on gold and emerge as a key beneficiary.

USD - O|= &2{ QI A (DXY)
Under a 'Risk-on Drag' regime where bets on Fed rate hikes prevail and the US dollar remains strong, the appeal of dollar-denominated
assets is highlighted despite rising oil prices and inflation concerns.

XLE - Of| 4 X| ME{ ETF
Geopolitical risks and a sharp surge in oil prices (WTI 1M +24.87%) serve as clear momentum drivers. This alternative asset is expected to
benefit from improved earnings of energy companies even amid stagflation concerns.
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