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I. WHY THIS MATTERS: A REGIME CHANGE,
NOT A CYCLICAL TICK

SPA RESEARCH DESK

A SEISMIC SHIFT IN GLOBAL FINANCIAL ARCHITECTURE

U.S. 30-YEAR TREASURY YIELD SURGES TO 5.12%
Highest Since June 2007 | Multi-Asset ALERT

The U.S. 30-year Treasury yield at 5.12% is the bond market
delivering a verdict. A sustained breach of 5% historically
tightens financial conditions organically, compresses equity
multiples, raises sovereign debt-servicing costs, and signals
deep scepticism about the fiscal and monetary trajectory of
the world’s reserve currency. The 30Y-EFFR spread has
blown out to 149 basis points — the bond market is pricing a
Fed that is behind the curve.

30Y UST | 5.12% A
[10Y UST | 4.595%|
2Y UST | 4.079%|
IWTI Crude | $104.39 +51%)|
lUS CPI | 3.8% YoY|
|30Y Mortgage || 6.65 %|
30Y Gilt (UK) | 1998 High|

II. THE PERFECT STORM: FOUR SIMULTANEQOUS STRUCTURAL DRIVERS

Driver

Iran War & Oil
Shock

Second Inflation
Wave

Fiscal Profligacy &
Supply

Fed Chair
Transition

What Is Happening

Strait of Hormuz closure removed 6.7—-10mn
bpd. WTI +51% to $104.39; Brent $108.30.
QatarEnergy force majeure on LNG. US pump
prices $4.50/gal. No diplomatic off-ramp after
Trump-Xi summit.

April 2026 CPI: 3.8% YoY — highest since May
2023. Import prices +4.2% YoY (Oct 2022 high).
Export prices +8.8% (Sep 2022 high). Two
consecutive hotter-than-expected prints.

US Treasury sold $691Bn in a single week. 2025
tax cuts + rising defence spend = widening
deficit. Rolling over cheap legacy debt at
dramatically higher rates (10Y: old 1.71% vs
new 4.595%). Bond vigilantes are back.

Kevin Warsh confirmed 54—45 (most divisive in
Fed history) on May 13, assumed chair May 15.
First FOMC: June 16—17. Inflation hawk, QE
critic; wants “a good family fight”. Most divided
FOMC in 30+ years.

Market Significance

Largest supply disruption in modern history.
CEPR: +0.6pp to US headline CPI, +0.2pp core.
Structural, not transient.

Inflation broadening from energy into core cost
structure. The Fed’s credibility is under active
challenge from the bond market.

Term premium expanding structurally. Larger
auction sizes create self-reinforcing upward yield
pressure. Fiscal crowding-out is real.

Markets price 25-30% probability of a December
2026 rate HIKE. Warsh’s implicit mandate from
Trump is to cut; macro data demands the opposite.

III. GLOBAL CONTAGION: A SYNCHRONISED SOVEREIGN BOND SELLOFF
This is not a U.S.-isolated event. The repricing of the global risk-free rate is simultaneous and structural:

United Kingdom: 30-year gilt at highest since 1998 — energy shock + domestic political instability (PM Starmer under
pressure) = sovereign stress beyond pure rates.
Japan: 10-year JGB at highest since 1999. Bank of Japan faces an impossible trilemma: yield curve control, currency
defence, or fiscal stability. Yen intervention risk is elevated and underpriced by markets.

Europe: ECB warns Germany and Italy face technical recession by end-2026. LNG supply disruption from Qatar is a direct
emergency for European energy grids. EUR/USD faces significant downside.

Emerging Markets: Dollar-denominated debt servicing costs rising sharply. Turkey, Indonesia, South Africa, and parts of
South Asia are most exposed to capital outflow acceleration.
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IV. KEVIN WARSH & THE JUNE FOMC: THREE PATHS

Path

1. Hold Steady
(Base Case)

2. Hawkish Tilt

3. Cut Despite
Inflation

Warsh holds rates with a decisively hawkish statement.
Signals inflation-awareness, preserves optionality for
an H2 hike if oil stays >$100 and CPI >3.5%. Buys

time.

Formal hiking bias introduced in statement language.
Strong signal of one or more H2 hikes contingent on
data. Warsh prioritises credibility over political

comfort.

Politically palatable to Trump. Practically: destroys
Fed credibility, accelerates bond selloff, and would
represent the most damaging policy error since the
1970s. Extremely unlikely.

Description Market Reaction
Yields rangebound 4.80-5.20%.
Equities stabilise. Our base case:
45% probability.

30Y UST to 5.5%+. Dollar
strengthens. Equities and EM
sell off sharply. Risk-off
globally.

Bond market rout. Inflation
expectations de-anchored.
Stagflation deepens. 5%
probability.

V. MULTI-ASSET IMPACT : GLOBAL MATRIX

Asset Class

US Treasuries (Long
Duration)

Investment Grade
Credit

High Yield / Junk
Bonds
US Equities (Broad)

Technology / Growth
Stocks

Energy & Defence

Real Estate / REITs

Gold

Crude Oil (WTI/
Brent)

US Dollar (DXY)

Emerging Market
Assets

Bitcoin / Crypto

View

Bearish

Bearish

Deeply
Bearish

Bearish /
Volatile

Bearish

Bullish

Deeply
Bearish

Bullish

Bullish
Near-Term

Neutral /
Mildly
Bullish

Bearish

Mixed /
Uncertain
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‘ Key Drivers & Implications

5.5% on the 30Y is a plausible target if inflation doesn’t break. No
fundamental catalyst for a sustained rally without geopolitical
resolution.

Risk-free rate surge widens spreads. Maturity wall risk acute for
corporates refinancing at dramatically higher rates.

Compounded by rising recession risk from the oil shock. Levered
balance sheets most vulnerable. Default cycle is being priced in.

Discount rate expansion compresses multiples. A 10Y move from 4.5%
to 5%+ compresses P/E by 15-25%. Consistent negative correlation to
yield spikes this week.

Most exposed. Long-duration equities with distant earnings devastated
by rising discount rates. Expect further de-rating.

Structural beneficiaries of the Iran war. Integrated oil majors
generating exceptional free cash flow. Defence contractors: multi-
quarter earnings upgrade.

30Y mortgage at 6.65% kills demand. Cap rate expansion destroys
commercial valuations. CRE distressed debt is a growing systemic risk.
Avoid.

Classic stagflation hedge. Supportive real rate environment +
geopolitical premium + structural central bank buying.

Supply disruption is structural. $110-$120 range plausible if Hormuz
remains contested. Sharp correction only on a credible ceasefire.

Higher yields attract capital but fiscal sustainability concerns cap
upside. Yen and EM FX under significant pressure. Intervention risk
elevated.

Higher USD rates + stronger dollar = lethal combination for EM
external debt. Capital outflows accelerating from Turkey, South Asia,
Sub-Saharan Africa.

Liquidity tightening is structurally bearish. Inflation-hedge narrative
intellectually supportive but contested. Gold wins the institutional
allocation battle in a true stagflation.
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VI. RISK SCENARIOS & PROBABILITY MATRIX

Scenario

Key Drivers SVCLUEAL

Bear: Persistent
Stagflation

Base: Elevated Hold

Bull: Diplomatic
Resolution

‘ Risk Asset View

Target

Iran war drags to Q4+. CPI holds Sharp broad selloff.

30% >3.5%. Warsh forced to hike. 55% —6.0%  Gold, energy
Fiscal spiral widens. outperform.
Warsh holds Jun—Sep. Oil $95— 4.80% Rangebound.
45% 110. Inflation elevated but RSO Energy/defence/gold
. S . 5.20% >
contained. No imminent hike. as core positions.
Iran ceasefire. Hormuz reopens. 4.20% Broad risk-on. EM
25% Oil to $75-80. Inflation recedes. 4 60‘07_ recovery. Growth
o (/)

Warsh cuts H2 2026. stocks rebound.

VII. STRATEGIC PORTFOLIO POSITIONING PRINCIPLES

Principle

Shorten Duration

Energy & Defence
Overweight

Gold Allocation: 5-10%

Avoid Long-Duration
Growth

Real Assets > Financial
Assets

Hedge FX Exposure

Cash Is No Longer
Trash

Implementation Guidance

Reduce long-duration bond exposure materially. Risk/reward of holding 30Y
Treasuries at 5.12% is deeply unfavourable unless the Bear Case resolves. Prefer
short-duration T-Bills (5%+ yield) as a competitive, liquid alternative.

Oil majors, LNG exporters, and defence contractors are structural multi-quarter
winners from the Iran war thesis. Earnings upgrade cycle is intact and likely to
deepen.

In a stagflationary environment, gold serves dual roles: inflation hedge + geopolitical
risk premium. Central bank buying provides structural demand support.

Technology stocks with high P/E multiples and distant earnings face geometric de-
rating as the discount rate rises. The 20202024 multiple expansion environment is
structurally reversed.

In a structurally inflationary regime, commodities, energy infrastructure, and
commodity-linked equities outperform financial assets. Shift portfolio architecture
accordingly.

EM currency exposure requires careful hedging. Japanese Yen volatility is a
systemic tail risk for Asia-exposed portfolios. EUR downside risk is material given
energy import dependence.

With short-term rates at 4%-+, holding cash or short-duration T-Bills offers a genuine
and competitive yield alternative — a structural shift from the 2020-2021 ZIRP
environment.

VIII. INDIA-SPECIFIC TRANSMISSION: 5§ KEY CHANNELS

Channel ‘

India imports ~85% of crude. WTI at
$104 adds ~Rs 2-2.5L Cr to annual
import bill.

QOil Import Bill

Higher U.S. yields attract capital back to
dollar assets. FII equity & debt outflows
likely.

FII Flows & INR

India CPI may rise 30-50bps on oil pass-
through. Stagflation risk constrains rate
cuts.

RBI Policy Space

Mechanism ‘ India Impact

CAD widens; fiscal pressure on subsidies;
INR depreciation.

INR depreciates; Sensex/Nifty headwinds;
RBI forex reserve depletion.

Rate cut cycle paused or reversed. Bond
yields rise. EMI costs stay elevated.

SPA Research Desk | Global Markets Analysis


marketsdecodedinvestorlens@gmail.com
Stamp


SPA

THE FINANCIAL ADVISORS

®

Global risk-free rate rise compresses P/E
multiples globally. FII selling adds

Equity Valuations

pressure.

Corporate Debt
(ECB)

Indian firms with offshore borrowings
face higher refinancing costs as global
credit tightens.

High-PE growth & new-age tech most at risk.
Rotation into value/energy/defence.

Debt-heavy sectors stressed: infra, real estate,
capital-intensive utilities.

IX. INDIAN SCENARIO MATRIX & PROBABILITIES

Scenario

Global Drivers

India Portfolio Implication

Bear: Persistent
Stagflation

Base: Elevated Hold

Bull: Diplomatic
Resolution

Iran war to Q4; CPI > 3.5%;
Warsh hikes; 30Y UST 5.5—

110; yields 4.8-5.2%.

30%

6.0%.
45 %

Iran ¢
25%

4.6%.

Warsh holds Jun—Sep; oil $95—

Warsh cuts H2; 30Y to 4.2—

INR sharp depreciation; Sensex -15—
20%; RBI defensive hike; gold
outperforms.

Muted FII; INR 84-87; RBI on hold;
selective opportunity in energy/defence.

sseiies Gl (5—Cl; Strong FII inflows; INR appreciation;

RBI cuts; broad equity rally.

X. PORTFOLIO POSITIONING FOR INDIAN HNI/ INSTITUTIONAL INVESTORS

Asset / Sector

Indian G-Secs / Long
Bonds

Indian Equities —
Broad

Energy & Defence
(ONGC, HAL, BEL)

Gold (SGBs/ETFs/
Physical)

Real Estate / REITSs

USD Short-Duration T-
Bills (UHNISs)

High-PE Tech / Crypto

View

Cautious

Selective

Bullish

Bullish

Avoid

Consider

Underweight

‘ Rationale

Global yield surge lifts domestic yields. Shorten duration; prefer
floating-rate or 1-3yr instruments.

High-PE growth stocks vulnerable to rate repricing and FII outflows.
Rotate to value, PSU energy, defence, capital goods.

Structural winners from the Iran war shock. Multi-quarter earnings
upgrade cycle intact. Preferred overweight.

Classic stagflation hedge.
INR depreciation adds incremental rupee return. Allocate 8—12% of
portfolio.

Rising rates globally spill over domestically. Office REITs and
residential demand both under stress from higher EMI and cap rate
expansion.

5%+ USD yield on 3—6M T-Bills is genuinely competitive for
global-mandate portfolios. Dollar strength adds INR-denominated
upside.

Liquidity tightening is structurally bearish for long-duration risk
assets. Gold wins institutional allocation in a stagflation scenario.

SINGLE MOST IMPORTANT VARIABLE: Whether the Iran conflict resolves diplomatically and the Strait of Hormuz fully reopens.
A ceasefire is the most powerful deflationary impulse available — enabling Warsh to cut, yields to rally, growth assets to recover, and EM
to stabilise. Everything else is downstream of this. | Monitor: (1) Warsh June 16-17 FOMC tone & forward guidance; (2) Q2 2026 U.S.
CPI print (July) — decisive test of oil pass-through to core services; (3) Iran—U.S. / China diplomatic signals.

The most dangerous words are: ‘this time is different.” But sometimes the environment genuinely is different. 2026 is one of those times. A
war-induced oil shock, a second inflation wave, a new Fed Chair, $36 trillion in national debt, and a synchronised global bond selloff do not resolve quietly. The

2020-2024 playbook — long duration, high multiples, EM carry — is obsolete. The new regime demands cash flow, real assets, inflation sensitivity, and

duration discipline. Those who adapt quickly will find opportunity in the dislocation. Those who do not face significant permanent capital risk.
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