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2026-07-04 - Conviction

Verdict

Winning Hypothesis: Rationale for Market Narrative: As of July 2026, gold's -28% quarterly loss and death cross signify
not merely a correction but a structural bearish shift driven by rising real yields and a strengthening US dollar (DXY). As
long as the Fed maintains its tightening stance, upward pressure on real yields will persist, increasing the opportunity
cost of gold and temporarily impairing its safe-haven function. Specifically, robust industrial production (INDPRO)
alongside weakening consumer sentiment (UMCSENT) supports a 'growth under high rates' scenario rather than
stagflation. Thus, further gold declines represent a rational price discovery process aligned with renewed expectations
of Fed rate hikes.

Market participants believe gold has lost its safe-haven status after recording its worst quarterly loss in
13 years (-28% or more) as of July 2026. Concerns persist regarding a structural bearish reversal driven
by renewed expectations of Fed rate hikes, rising real rates, and a strengthening USD (DXY). Citing the
death cross and massive ETF outflows, the outlook anticipates further declines rather than a short-
term rebound, interpreting robust industrial production as justification for continued Fed tightening.

However, the invalidation conditions set in the prior assessment (B), such as a formalized recession signal like
a T10Y2Y Treasury spread inversion (below -0.10%) or consumer sentiment below 40/unemployment claims
exceeding 250k, have not yet materialized. Instead, new data strongly supports the market narrative
(Hypothesis A). The T10Y2Y spread remains positive at 0.35%, sustaining the rationale for continued Fed
tightening, while GOLD has confirmed a technical breakdown with a 10.08% drop over the past three months.
Additionally, the 0.88% rise in DXY confirms that USD strength is the primary driver of gold's decline. Although
unemployment claims (215k) and consumer sentiment (44.8) signal an economic slowdown, they have not
reached the threshold required to trigger the 'overreaction rebound' posited by Hypothesis B. Therefore, as
long as upward pressure on real rates persists, further gold declines represent a rational price discovery
process, validating the current market narrative.

Action: Underweight GOLD and overweight DXY
Invalidation: If the T10Y2Y Treasury spread inverts below -0.10% for two consecutive weeks

View Change: The prior rating (B) assumed a rebound scenario in response to economic slowdown signals (UMCSENT, ICSA).
However, current data—showing a sustained positive T10Y2Y spread (0.35%), a sharp -10.08% drop in GOLD, and a 0.88% rise in
DXY—indicates that the structural bearish trend (Hypothesis A), driven by rising real yields and dollar strength, is dominant. Since
invalidation conditions such as spread inversion or unemployment exceeding 250,000 have not materialized, the previous 'B'
rating conflicts with the data flow and is revised to 'A"

Macro Picture

Regime: risk_on_drag

Key Themes: Increased opportunity costs due to rising real yields, Offsetting effects between central bank
purchases and ETF outflows, Temporary impairment of gold's safe-haven function amid economic slowdown
concerns

Dominant Narrative: Market participants believe gold has lost its safe-haven status after recording its worst
quarterly decline in 13 years (over -28%) as of July 2026, with concerns of further downside if expectations of Fed
rate hikes resurface. Particularly, despite geopolitical risks, sustained large-scale outflows from gold ETFs alongside




a 'death cross' formation suggest that near-term gold prices are being driven by dollar strength and rising real
yields.

Reality: FRED data shows consumer sentiment (UMCSENT 44.8) was extremely contracted in May 2026, while
industrial production (INDPRO 102.6) remained resilient, raising stagflation concerns. However, the 10Y-2Y Treasury
spread (0.35) has turned positive, sustaining upward pressure on real yields. This imposes negative opportunity
costs on gold prices. Although 215,000 initial jobless claims (ICSA) signal an economic slowdown, the condition for a
gold rebound—declining real yields—has not yet materialized, assuming the Fed maintains its tightening stance.

Hypotheses

A (Market Right)

Why the market narrative is correct: As of July 2026, gold's -28% quarterly loss and dead cross signify not a mere
correction but a structural bearish shift driven by rising real interest rates and a strong dollar (DXY). As long as
the Fed maintains its tightening stance, upward pressure on real rates will persist, increasing the opportunity
cost of gold and temporarily impairing its safe-haven function. Notably, while consumer sentiment (UMCSENT)
is weakening, industrial production (INDPRO) remains robust, supporting a 'growth under high rates' scenario
rather than stagflation. Thus, further declines in gold align with renewed expectations of Fed rate hikes,
representing a rational price discovery process.

Rising real interest rates (sustained positive 10Y-2Y spread) and a strong dollar (rising DXY) are the primary drivers of gold's decline.
Robust industrial production provides the Fed with justification for further tightening, confirming that the rebound condition of

'falling real rates' has not yet materialized. Therefore, ETF outflows and technical breakdown signals accurately reflect the market's
correct directional bias.

B (Market Wrong)

Rationale for macro reality being correct and gold being oversold: The market overlooked the leading indicator
significance of extreme contraction in 'Consumer Sentiment (44.8)' and rising 'Initial Jobless Claims (215K)’,
signaling an economic slowdown. The 10Y-2Y spread turning positive (0.35) indicates only a delay in formalizing
recession (inversion), suggesting real rate upward pressure is not permanent. Central bank continuous
purchases act as a structural floor offsetting Western capital outflows (ETFs); should stagflation concerns
intensify, gold will overcome real rate pressure and regain its safe-haven function. Current gold prices are
irrationally undervalued due to overreaction to economic slowdown signals.

Economic slowdown signals from contracting consumer sentiment and rising unemployment will ultimately trigger a Fed pivot and

declining real rates, serving as the core catalyst for a gold rebound. Structural central bank buying offsets ETF outflows, meaning the
technical breakdown narrative is a transient phenomenon overlooking fundamental supply-demand imbalances.

Key Question: Will gold rebound (Hypothesis B) if, within two weeks after July 2026, the 10Y-2Y Treasury spread inverts from
0.35% to below -0.10%, or if Consumer Sentiment (UMCSENT) falls further below 40 while Initial Jobless Claims exceed 250K?
Or will sustained real rate upward pressure drive further gold declines (Hypothesis A) unless Industrial Production (INDPRO)
drops below 100?

Tensions

While the market narrative asserts that gold has lost its safe-haven status due to rising real yields and massive ETF
outflows, the reality is that sustained central bank buying and stagflation concerns are supporting the price floor,
creating a divergence from the prevailing narrative.
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Narrative: Loss of safe-haven function and concerns over further declines due to rising rea

Reality: Price support at the lower bound and conditions for rebound not yet met, driven

GOLD US10Y DXY

The narrative claims that the Fed's continued tightening stance and resurgent expectations of rate hikes are driving
gold prices lower. However, data showing contracted consumer sentiment and rising jobless claims—signals of an
economic slowdown—are fueling expectations of declining real yields, creating a conflict with the narrative.
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Narrative: Downward pressure on gold prices driven by the Fed's continued tightening stance




Reality: Expectations of declining real interest rates due to signals of economic slowdow
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Market participants fear a technical collapse in gold, citing the worst quarterly loss in 13 years and a death cross
formation. However, continued accumulation by central banks is offsetting Western outflows, indicating the
existence of structural support factors overlooked by the narrative.
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Narrative: Concerns over technical breakdown following a dead cross and the worst quarterly
Reality: Central bank purchases offsetting ETF outflows, maintaining structural support f
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Alternatives

DXY - &2 I=A (US Dollar Index)
The primary driver of the gold price decline is confirmed as dollar strength (rising DXY). With rising real yields and the Fed's tightening
rationale intact, the dollar remains the most direct beneficiary asset.

TLT - iShares 20+ Year Treasury Bond ETF

Under the 'risk_on_drag' regime characterized by sustained real yield pressure and a positive T10Y2Y spread, long-term government
bonds face downward price pressure (rising yields). While this aligns with gold's diminished safe-haven status, it positions high-yield
bonds as an alternative capital flow destination. However, in this scenario, 'cash equivalents' or 'dollar strength' are clearer alternatives
to gold's decline. TLT serves primarily as a hedge against bond price declines from rising real yields or as an alternative high-yield asset
during gold downturns, though its direct benefit is lower than DXY. Therefore, priority is given to DXY and cash equivalents; bonds may be
unsuitable as alternative assets due to price decline risks from rising real yields. **Revision**: Given the high probability of bond losses in
arising real yield environment, bonds are excluded from alternative assets, with focus shifted to dollar strength and cash equivalents.

USD/JPY - &&{/2ll etg

Should rising real yields and the Fed's tightening stance persist, the interest rate differential with the Bank of Japan's accommodative
policy could widen, accelerating dollar strength and yen weakness. This currency pair is one of the core twin drivers behind DXY gains
and is expected to attract capital inflows during gold declines.
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