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2026-04-26 - Conviction

Verdict

Winning Hypothesis: The macro reality of geopolitical risk dissipation and rising real rates will drive further declines in
gold prices. Market narratives such as expectations of Fed rate cuts or JPMorgan's bullish outlook are merely temporary
optimism that underestimates data-driven downside pressure. With the T10Y2Y spread remaining positive at 0.53% and
the inverted yield curve resolved, recession fears have eased, structurally limiting the Fed's ability to cut rates
aggressively and sustaining the burden of real rates. Furthermore, the absence of stagflation concerns indicated by the
UMCSENT and ICSA indices fundamentally weakens gold's inflation-hedge demand. Coupled with the erosion of
geopolitical premiums from events such as the reopening of the Strait of Hormuz, gold prices are expected to
experience additional correction phases even after declining more than 15%.

The market recognizes that the over 15% plunge in gold prices represents an oversold condition,
driven by renewed expectations of Fed rate cuts and JPMorgan's bullish outlook, anticipating
contrarian buying pressure. Additionally, the prevailing narrative suggests gold will maintain its safe-
haven status and rebound even during ceasefire phases, alongside expectations of a revival in the non-
traditional correlation where gold and the US dollar rise simultaneously despite dollar strength.

However, the T10Y2Y spread remaining positive at 0.53% and the resolution of the inverted curve indicate that
recession fears have eased, acting as a structural constraint on aggressive Fed rate cuts. This sustains upward
pressure on real rates, exerting downside pressure on gold prices. Coupled with a 31.81% drop in the VIX
signaling a sharp decline in safe-haven demand due to resolved geopolitical risks, the downward trend is
accelerating. Furthermore, the stabilization of T10YIE at 2.42% has reduced stagflation concerns,
fundamentally weakening inflation-hedge demand, while the 1.51% rise in the DXY confirms persistent dollar
strength. The invalidation condition from the previous assessment, 'T10Y2Y spread inversion below 0.2%, has
not occurred; instead, the spread has widened to 0.53%, reinforcing the core premise of Hypothesis A. The
recent 8.35% one-month gain in GOLD is merely a short-term technical rebound, overshadowed by a 6.67%
three-month decline and dominant macroeconomic downside pressures.

Action: Recommend reducing GOLD exposure and shifting to short positions

Invalidation: If the T10Y2Y spread inverts (becomes negative) below 0.2% for two consecutive weeks

Macro Picture

Regime: risk_on_drag
Key Themes: Temporary resolution of geopolitical risks, Upward pressure on real yields, Temporary contraction in
safe-haven demand

Dominant Narrative: Geopolitical premiums have evaporated rapidly amid expectations of a ceasefire and the
reopening of the Strait of Hormuz, temporarily undermining gold's safe-haven status as prices plummeted over
15%. Despite renewed expectations of Fed rate cuts, rising real yields and a strong dollar have driven a prevailing
sell sentiment among investors.

Reality: As of April 2026, the T10Y2Y (0.53%) remains in positive territory, resolving the inverted yield curve. This
exerts upward pressure on real yields, creating downside pressure on gold prices. Weak consumer sentiment
(UMCSENT: 53.3) and stable employment data (ICSA: 214,000) are mitigating stagflation concerns, thereby
weakening gold's inflation-hedge demand.




Hypotheses

A (Market Right)

The macro reality of fading geopolitical risks and rising real yields will drive further declines in gold prices.
Market narratives such as expectations of Fed rate cuts or JPMorgan's bullish outlook are merely temporary
optimism that underestimates data-driven downward pressure. With the T10Y2Y spread remaining positive at
0.53% and the inverted yield curve resolved, recession fears have eased, structurally limiting the Fed's ability to
cut rates aggressively and sustaining real yield burdens. Furthermore, the absence of stagflation concerns
indicated by UMCSENT and ICSA data fundamentally weakens gold's inflation hedge demand. Combined with
the elimination of geopolitical premiums due to the Strait of Hormuz reopening, gold prices are expected to
experience further correction even after declining over 15%.

Gold prices structurally move inversely to real yields and the US dollar. Currently, the T10Y2Y positive turn and stabilization of
employment data sustain upward pressure on real yields while blocking inflation hedge demand. The market narrative of 'rate cut
expectations' has low credibility as it contradicts data showing the resolution of the inverted yield curve. Additionally, the
disappearance of geopolitical risks sharply contracts safe-haven demand, accelerating the decline in gold prices.

B (Market Wrong)

The sharp decline in gold prices is an overreaction to macro factors such as rising real interest rates and the
dissipation of geopolitical risks. Current prices have formed an oversold zone, likely attracting contrarian
buyers. Renewed expectations of Fed rate cuts and sustained bullish outlooks from major institutions like
JPMorgan signal a psychological market bottom. There is a possibility of the re-emergence of the non-
traditional correlation where both the US dollar and gold rise simultaneously. Even if the T10Y2Y spread
remains positive, long-term inflation expectations and central bank gold buying demand may offset upward
pressure on real rates, leading to a gold price rebound.

The more than 15% drop in gold prices reflects short-term panic over the dissipation of geopolitical tailwinds and rising real rates.
Technical oversold conditions and bullish forecasts from major institutions serve as rebound signals. The potential for simultaneous

rises in the US dollar and gold historically occurs during crisis phases or declines in currency credibility. Sustained central bank gold
buying demand is expected to offset upward pressure on real rates, facilitating a gold price rebound.

Key Question: While the T10Y2Y spread remains at or expands from the 0.53% level, can the downward pressure on gold
prices from rising real rates and a strong US dollar overwhelm the rebound pressure from central bank purchases and
contrarian buyers?

Tensions

While the macro reality of fading geopolitical risks and rising real yields exerts downward pressure on gold prices,
market narratives driven by Fed rate-cut expectations and JPMorgan's bullish outlook interpret the selloff as a
buying opportunity, creating conflicting directional signals.
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Narrative: Expectations of Fed rate cuts have reignited, and bullish sentiment regarding go

Reality: The T10Y2Y spread turning positive continues to exert upward pressure on real yi
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A divergence exists between data showing reduced stagflation fears due to weak consumer sentiment and stable
employment—thereby weakening inflation-hedge demand—and the narrative that gold will rebound despite the
ceasefire, signaling a recovery in safe-haven demand.
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Narrative: Expectations are forming that gold will rebound while maintaining its status as
Reality: Low consumer sentiment (UMCSENT at 53.3) and stable employment data (ICSA at 214
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Although traditional bearish factors for gold, such as a strong dollar and rising real yields, are in play, some experts
interpret this as a 'contrarian buy signal,’ positing the possibility of simultaneous strength in both gold and the
dollar.
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Narrative: The sharp decline in gold prices suggests an oversold condition, with the contra
Reality: Rising real yields and a strong US dollar are acting as clear macro drivers crea
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Alternatives
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Rising real rates and an expanding positive T10Y2Y spread signal higher long-term yields, a key factor exerting downward pressure on
gold prices. Investors can directly bet on falling Treasury prices (rising yields) or allocate to assets sensitive to rising real rates.
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The uptrend in the DXY and rising real rates are sustaining dollar strength. When gold underperforms amid a strong dollar, holding the

dollar itself or assets correlated with dollar strength (dollar-denominated bonds, dollar-strength equities, etc.) serves as a suitable
alternative.
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With recession fears easing and stagflation risks diminishing, defensive sectors generating stable cash flows may be preferred over

growth stocks. In an environment where demand for safe-haven assets like gold is waning, these sectors are less sensitive to rising real
rates or stand to benefit from expectations of economic recovery.
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