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2026-06-21 - Conviction

Verdict

Winning Hypothesis: The market is correct: The real yield rise and entrenched risk-on mode have structurally eroded
gold's safe-haven function, making the threat to the $4,000 level not merely a correction but the start of a new
downtrend. The T10Y2Y spread turning positive and robust employment data confirm the Fed's tightening stance is
successfully controlling inflation, continuously raising gold's opportunity cost and reinforcing downward price pressure.
Notably, the 90% collapse in Chinese retail sales and gold-rush-style behavior underscore fundamental weakness in
gold demand, while 'sell gold, buy tech stocks' has evolved from sentiment into a structural capital flow. Thus, gold's
sharp decline represents a rational price reset aligned with macro realities.

The market interprets the Fed's hawkish stance and the sharp surge in real yields as having structurally
undermined gold's safe-haven function. De-escalation of war risks and the 'sell gold, buy tech'
narrative are accelerating a shift to a risk-on mode. Specifically, the 90% collapse in Chinese retail
sales and gold-rush-style selling demonstrate fundamental weakness in gold demand. The threat to
the $4,000 gold price level is interpreted not as a simple correction but as the starting point of a new
downtrend.

This assessment is sound. The 8.08% decline in gold prices over the past month (GOLD 1M return) and the
21.54% drop from the 6-month peak (GOLD drawdown_from_peak) strongly suggest that rising opportunity
costs driven by higher real yields are leading a price reset. Notably, the 10-year and 2-year Treasury yield
spread (T10Y2Y) has turned positive at 0.27%, indicating that inflation control and the sustainability of
tightening outweigh recession fears. The 15.28% rise in the S&P500 over three months (SPX 3M return)
confirms a clear capital shift to risk-on (selling gold, buying tech). While the contraction in consumer
sentiment (UMCSENT 49.8) implies potential recession risks, given the current macro reality of a positive

T10Y2Y spread and strong employment data, the likelihood of an immediate halt to the Fed's tightening stance
is low, suggesting sustained downward pressure on gold prices.

Action: Underweight GOLD and overweight SPX

Invalidation: If the T10Y2Y Treasury yield spread reverses for two consecutive weeks to -0.10% or lower,
entering negative territory.

Macro Picture

Regime: risk_on_drag
Key Themes: Hawkish Fed and Rising Real Yields, Limits of Geopolitical Risks and Declining Safe-Haven Appeal,
Slowing Purchases by China and Global Central Banks

Dominant Narrative: In June 2026, the Fed's signal of additional rate hikes and a hawkish FOMC outlook drove real
yields sharply higher, causing gold to lose its safe-haven status and face a steep decline threatening the $4,000 level.
As war risks resolve or ease, investor sentiment shifts to a risk-on mode characterized by 'sell gold, buy tech stocks,’
while China's gold rush subsidence and a 90% collapse in retail sales confirm fundamental weakness in gold
demand.

Reality: The T10Y2Y spread turning positive at 0.27% suggests that inflation control and the rate hike cycle
outweigh recession fears, exerting strong downward pressure on gold prices. Even with UMCSENT (Consumer
Sentiment) at an extremely contracted 49.8, gold's failure to rebound indicates that opportunity costs from rising
real yields dominate inflation-hedge demand. The May 2026 CPI (333.979) and early June employment data (ICSA




226,000) justify the Fed's tightening stance, creating a macro environment that could trigger a gold decline
exceeding 10%.

Hypotheses

A (Market Right)

The market is correct: The surge in real rates and entrenched risk-on mode have structurally eroded gold's safe-
haven function, making the threat to the $4,000 level not merely a correction but the start of a new downtrend.
The positive T10Y2Y spread reversal and resilient employment data confirm the Fed's tightening stance is
successfully curbing inflation, continuously raising gold's opportunity cost and reinforcing downward price
pressure. Notably, the 90% plunge in China's retail sales and gold rush-style selling underscore a fundamental
weakness in gold demand, while 'sell gold, buy tech' has evolved from sentiment into a structural capital flow.
Thus, gold's sharp decline represents a rational price reset aligned with macro realities.

Rising real rates (positive T10Y2Y spread reversal) and strong employment data support the Fed's hawkish stance, maximizing gold's
opportunity cost. Simultaneously, weakening Chinese consumption and resolution of geopolitical risks confirm a structural decline

in gold demand, signaling a loss of safe-haven appeal. This indicates that the drop in gold prices is not a temporary correction but
the beginning of a new downward cycle.

B (Market Wrong)

The market is wrong: The sharp decline in gold is an overreaction to rising real interest rates, and the extremely
contracted UMCSENT (Consumer Sentiment) figure underestimates the latent risk of economic recession. The
positive turn in the T10Y2Y spread is less likely to signify successful inflation control and more likely an early
signal of 'stagflation,' where inflation remains sticky, delaying rate cuts. In this scenario, the rise in real rates is
temporary; once consumer sentiment contraction intensifies, the Fed will be forced to halt its tightening stance
and pivot to rate cuts. Additionally, the collapse in Chinese retail sales may not merely reflect weak gold
demand but could act as a variable stimulating gold demand as a substitute for the US dollar due to monetary
policy failures. Therefore, the gold price is currently too low, underestimating the 'recession concerns' reflected
in the current macro reality.

The extreme contraction in UMCSENT suggests that recession risks are not yet fully priced in, and the positive turn in the T10Y2Y
spread does not rule out stagflation concerns. If consumer sentiment contraction deepens, the Fed's tightening stance will collapse,

leading to a pivot to a rate-cutting cycle, which will be a strong catalyst for a gold price rebound. Furthermore, weak gold demand in
China could instead stimulate demand for gold as a substitute for the US dollar.

Key Question: Does the positive turn in the T10Y2Y spread signify 'successful inflation control, implying the Fed's tightening
stance will continue, or does it indicate heightened 'stagflation' concerns due to inflation stickiness, which, combined with
UMCSENT contraction, will trigger a Fed policy pivot (halt tightening and cut rates)?

Tensions

While the market narrative claims gold has lost its safe-haven function and faces a steep decline due to rising real
yields and a hawkish Fed, the extremely contracted UMCSENT (Consumer Sentiment) figure still implies potential
uncertainty, suggesting that inflation-hedge demand has not completely vanished and downward pressure may not
be absolute.
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Narrative: Loss of safe-haven status due to sharp rise in real rates and hawkish FOMC, thre

Reality: Positive T10Y2Y spread reversal and strong employment data justify tightening st
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The dominant narrative of resolving geopolitical risks and a shift to a risk-on mode ('sell gold, buy tech stocks')
conflicts with the reality that China's gold rush subsidence and a 90% collapse in retail sales demonstrate
fundamental weakness on the demand side, accelerating the decline in gold prices.
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Although the market narrative anticipates the Fed's signal of additional rate hikes will trigger a gold decline
exceeding 10%, the positive turn in the T10Y2Y spread reflects a greater emphasis on inflation control than
recession fears, suggesting the impact of the sustained rate hike cycle on gold prices may be overstated.
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Narrative: Fed signals additional rate hikes, raising risk of a sharp drop below 3%
Reality: Positive T10Y2Y spread reversal suggests inflation control and dominance of the
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Alternatives

SPY - SPDR S&P 500 ETF Trust

With capital flows clearly shifting into risk-on mode, this is the representative index ETF that directly benefits from the loss of gold's safe-
haven function and the prevailing tech-stock preference narrative. In the macro environment marked by a positive T10Y2Y spread and
strong employment data, it offers the optimal vehicle to capture the S&P 500's upward trend.

QQQ - Invesco QQQ Trust

This is the core beneficiary of the 'sell gold, buy tech stocks' narrative. Should capital accelerate toward growth stocks (particularly big
tech) amid rising opportunity costs driven by falling gold prices and higher real yields, the Nasdaq 100-tracking QQQ is likely to exhibit
greater elasticity than SPY.

TLT - iShares 20+ Year Treasury Bond ETF

The T10Y2Y spread turning positive indicates that inflation control (continued tightening) outweighs recession fears. While this implies
near-term Treasury price declines (rising yields), should the Fed's further rate hike signals prove exaggerated (as noted in the verdict
rationale) or recession concerns resurface due to UMCSENT contraction, long-term Treasuries could serve as an alternative safe haven,
delivering capital gains from falling yields.
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