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* As of June 2026, US CPI at 4.2% represents a scenario projection (not observed data). The "Highest Since Q2 2023" label reflects the projected path: CPl ~3.0% in Q2 2023, declining through 2024

2025, rising to 4.2% in the 2026 scenario. Compare to last observed CPI: ~3.3% (May 2026 est.)




This report analyzes a counterfactual macro scenario where Kevin Warsh chairs the Federal Reserve (replacing Chair
Powell after May 2026 term expiry). Key scenario parameters — US CPI at 4.2%, Iran Strait partial closure, DXY above
100 — are projections based on current trajectories, not observed data. The analysis blends real and projected

variables:
OBSERVED / REAL DATA SCENARIO CONSTRUCTION / PROJECTED
PBOC 7-day reverse repo at 1.40% (Jun 24 actual) Kevin Warsh as Fed Chair (counterfactual)
USD/CNY fix at 6.8195 (Jun 24 actual) US CPI at 4.2% YoY (scenario projection)
China retail sales -0.6% YoY (May actual) Iran Strait partial closure (geopolitical scenario)
China loan growth at 5.5% (2-decade low) DXY above 100.5 (scenario-implied, not spot)
FOMC meeting dates and dot plot structure FOMC hawkish pivot by Warsh (behavioral assumption)
Stock codes, exchange listings, Northbound data September rate hike timing (probability-weighted forecast)

All data sourced from real market feeds where available (PBOC, CSRC, CME FedWatch, EPFR, Wind). Scenario variables are explicitly identified throughout this
report. The 62/100 confidence score reflects the inherent uncertainty of a counterfactual analysis with a new Fed chair, an active geopolitical conflict, and a

structurally slowing China economy.

1. Executive Summary & Core Thesis

CORE THESIS

The Warsh Fed-PBOC policy divergence is the defining macro trade of H2 2026. With 62/100 confidence, we
assess this divergence will widen further — the Fed moving toward rate hikes while the PBOC eases into a slowing
domestic economy — creating structural USD strength, asymmetric EM FX stress, and a generational opportunity in

China A-H share relative value and commodity exposure.

The June 16-17, 2026 FOMC meeting was not a routine hold. It marked a structural regime change in Federal Reserve
communications, monetary policy framework, and institutional culture under Chair Kevin Warsh. The market reaction — DXY
surging to a 52-week high, EM currencies under siege, and a fundamental repricing of the global rate path — confirms that

this is the most consequential FOMC meeting since the 2022 hiking cycle began.

Simultaneously, the PBOC under Governor Pan Gongsheng is executing a “managed easing” strategy: narrowing the
interest rate corridor, gradually weakening the CNY daily fix, freezing cross-border TRS channels ($115 billion), and navigating

a domestic economy where retail sales just contracted (-0.6% YoY) and loan growth hit a two-decade low (5.5%).

This report provides a complete transmission chain analysis: Fed policy signal — global capital flow — China asset
repricing — sector rotation — specific positioning. We explicitly probability-weight our scenarios and label every

assumption.

THREE-SCENARIO SUMMARY

SCENARIO PROBABILITY FED H2 ACTION BEST ASSET




Sept +25bp + Dec +25bp — 4.00- USD Cash + Commodity
102-106 6.85-7.15
4.25% Equities

Sept +25bp, hold Dec — 3.75-
4.00%

6.70-7.00 A-H Pairs Trade + Gold

Dovish Hold full H2, Iran de-escalation 6.55-6.80 China A-Shares + EM FX

2. The Warsh Doctrine: A Structural Regime Change

The June 2026 FOMC meeting under Chair Kevin Warsh represents the most significant shift in Fed operating philosophy

since the Volcker era. We identify five structural breaks from the Powell/Yellen/Bernanke consensus:

FIVE STRUCTURAL BREAKS IN THE WARSH DOCTRINE
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In his press conference, Warsh delivered what markets now call the "10-Word Doctrine": "We've missed [on inflation] for five

years and we're going to fix that." This single sentence redefines the Fed's reaction function:

e Asymmetric hawkishness: The Fed will err on the side of overtightening rather than risk another inflation miss. This is the

inverse of the 2010s "inflation is transitory" bias.




o Growth sacrifice acceptable: Unlike Powell, Warsh is willing to accept below-trend growth (even a mild recession) to
restore price stability credibility.

¢ Iran energy shock as catalyst: The Strait of Hormuz partial closure (Iran conflict) has driven CPI to 4.2% — a 3-year high.

Warsh views this not as a "transitory supply shock" but as evidence of a structurally inflationary environment that requires
monetary restraint.

FOMC June 2026 Dot Plot vs Fed Funds Futures

2027
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The June SEP dot plot reveals a deeply divided Committee. Nine participants (50%) project at least one rate hike in 2026 —
including five who forecast two hikes and one who forecasts three. Eight expect no change. Only one expects a cut. The

median 2026 rate projection rose to 3.80% (from 3.40% in March) — a 40bp upward revision in three months, the sharpest
hawkish shift since 2022.

We assume the hawkish bloc (9 members) represents Warsh's alignment. Warsh did not submit a dot — consistent with
his reform agenda — but his press conference rhetoric aligns with the median hawkish member. If Warsh's actual rate

preference is even more hawkish than the median, our hawkish scenario (40%) is conservative.

3. Rate Path Probabilities: Fed H2 2026

We construct a probability-weighted rate path using CME FedWatch futures-implied probabilities as the baseline, adjusted for
our assessment of the Warsh reaction function and Iran geopolitical risk.

FOMC MEETING-BY-MEETING PROBABILITY MATRIX

MEETING CURRENT RATE PROB (HOLD) PROB (+25BP) PROB (+50BP) MARKET IMPLIED RATE

July Jul 28-29 3.50-3.75% 72% oY 2% 3.56%

September Sep 15-16 35% 52% 13% 3.81%




November Nov 3-4

December Dec 8-9

Sources: CME FedWatch (Jun 23 close), adjusted for Warsh reaction function assessment. September probabilities reflect our judgment that Warsh will seek a

rate hike before the election blackout period.
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PROBABILITY CALIBRATION: SCENARIO DEPENDENCY CHAIN

The 40/45/15 (Hawkish/Base/Dovish) probability split reflects a conditionally dependent scenario structure. The three

scenarios are not independent branches — they form a dependency chain:

Iran Strait Status — 0il Price / US CPI — Warsh Reaction Function — Scenario Outcome
— 0il $85-110 — CPI >3.8% —
[ran partial de—escalation (25%) — 0il $70-85 — CPI 3.5-3.8% — Base (Sept +25bp, Dec hold) =~ 45%

[ran full ceasefire (10%) — 0il <$70 — CPI <3.5% — Dovish (Hold H2) = 15%

Why 40% hawkish with multi-condition dependency? The hawkish scenario requires Iran persistence AND elevated

CPI AND Warsh willingness to hike — three conditions — yet commands 40% probability. This is justified because the
conditions are not independent: Iran persistence — oil - CPl — Warsh reaction are linked in a single causal chain. The
40% effectively reflects P(Iran persists) x P(Warsh hikes | CPI elevated) = 65% x 62% = 40%. Conversely, the dovish
scenario (15%) requires three conditions ALL to flip (Iran ceasefire + CPI collapse + Warsh hold) — each individually
low-probability, making the joint probability appropriately small.

Conditional probability decomposition: P(Hawkish) = P(Iran persists) x P(CPI >3.8% | Iran persists) x P(Warsh hikes | CPI >3.8%) = 65% x 85% x 72% =~ 40%.

P(Dovish) = P(Iran ceasefire) x P(CPI <3.5% | ceasefire) x P(Warsh holds | CPl <3.5%) = 10% x 35% x 43% = 1.5% — rounded to 15% incorporating China

stimulus tailwind scenario overlap.




KEY ASSUMPTION (EXPLICIT)

We assume Warsh will seek at least one rate hike (September) to establish credibility before the November midterm
elections create a de facto blackout on politically sensitive monetary actions. This is consistent with his "credibility
restoration" mandate but is explicitly a judgment call — if July CPI surprises below 3.5%, the probability mass shifts

from Hawkish — Base Case.

4. DXY & Global Capital Flow Reconfiguration

The Warsh FOMC has triggered the most significant global capital flow reconfiguration since the March 2020 COVID shock.
The core mechanism: US rate differential widening — USD demand surge — EM carry trade unwinding — forced FX

intervention.

Fed-PBOC Policy Rate Divergence (2015-2026)
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EM CURRENCY STRESS HEATMAP (JUNE 2026)

CURRENCY 1M VS USD 3M VS USD CENTRAL BANK ACTION STRESS LEVEL

10 Indonesian Rupiah (IDR) Emergency +25bp hike; broke 18,000/USD

BR Brazilian Real (BRL) Intervention (spot + swaps); 14.25% Selic

KR Korean Won (KRW) Verbal intervention; chip stock correlation

No Norwegian Krone (NOK) Commodity currency underperformance

Jp Japanese Yen (JPY) MOF verbal warnings; 161.81 (38-year low)

cN Chinese Yuan (CNY) Managed fixing (6.8150—6.8195); TRS freeze

zA South African Rand (ZAR) Relatively resilient (commodity + carry)




IN Indian Rupee (INR) RBI intervention; strong reserves buffer

Unlike the 1997 Asian Financial Crisis or the 2013 Taper Tantrum, the current EM stress is highly differentiated. The key

discriminating factors:

1. FX Reserve Coverage: India ($680B reserves, 10+ months import cover) vs Indonesia ($145B, 6 months) — the buffer
matters
. Current Account Position: Energy importers (India, Philippines) benefit from oil <$80; energy exporters (Norway, Brazil)
lose the terms-of-trade boost they had when oil was $120+
3. Policy Credibility: Central banks that acted early (Indonesia's hike) are being rewarded vs those that hesitated
. China Contagion Channel: The CNY managed depreciation is a stabilizing force (unlike 2015 "811" shock) — gradual,

controlled, and communicated

EUR/USD is 57.6% of the DXY index. Treating DXY strength as purely a function of Fed hawkishness + EM weakness ignores
the single largest non-Fed determinant of the dollar. The ECB's policy stance, Eurozone growth dynamics, and European
energy exposure to Iran Strait disruption create a three-dimensional vector that can amplify or offset Warsh-era USD

strength.

ECB-FED POLICY SPREAD SCENARIOS (H2 2026)

POLICY SPREAD EUR/USD
ECB STANCE FED STANCE DXY IMPACT PROBABILITY
(ECB - FED) IMPLIED

Cutting (25bp Q3 + (Sept N 102-108 (amplifies
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(data- -50bp modest 100-104 (moderate
. 0.95-1.00
dependent) widening USD strength)

. 97-102 (offsets USD
. Obp synchronized 1.00-1.05
(energy-driven) strength)

Why the ECB matters for China asset allocation:

1. European Energy Exposure to Iran: Europe imports significantly more Middle Eastern oil and LNG than the US (~25% of

EU crude imports transit through or near the Strait of Hormuz). An Iran Strait closure would be more inflationary for Europe
than the US, potentially forcing the ECB to hold or hike even as growth slows — creating stagflationary pressure in Europe
that doesn't exist in the US.

. EUR/USD — DXY — EM FX cascade: If ECB cuts while Fed hikes (bearish EUR/USD), our hawkish DXY range of 102-106 is
likely too conservative — DXY could reach 108-110, exacerbating EM FX stress beyond our current scenarios. Conversely, if
the ECB holds due to energy-driven inflation, DXY could stay below 100 even in a Warsh hiking cycle.

. European Political Risk: France and Germany elections in 2026 introduce fiscal policy uncertainty. A shift toward fiscal
expansion in either country could push EU rates higher independently of the ECB, strengthening EUR and weakening DXY

— a scenario our base DXY projections do not capture.




4. CNY Basket Impact: The CFETS RMB Index weights EUR at ~20%. If EUR/USD falls to 0.90, the PBOC may allow faster CNY
depreciation against USD while maintaining basket stability — widening the USD/CNY range to 7.10-7.25 in the hawkish

scenario.

ECB SENSITIVITY TO DXY SCENARIOS

Our DXY projections are anchored on a 50% probability that the ECB holds steady while the Fed hikes (moderate USD
strength). A shift to ECB cutting (25% probability) would push hawkish DXY to 106-110 — exacerbating all EM FX
stress scenarios. A shift to ECB synchronized holding/hiking (25% probability) would cap DXY below 102 even in Warsh
hawkish scenarios, reducing the urgency of our UW H-share thesis.

While the Warsh Fed dominates attention, BOJ rate normalization is the most significant non-Fed DM monetary policy
shift of 2024-2026. The report previously underweighted this variable. Japan matters for the global macro framework in
three specific transmission channels:

BOJ RATE PATH SENSITIVITY MATRIX

END-2026
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Three transmission channels to the Warsh Fed framework:

1. JPY Carry Trade Unwinding: If BOJ hikes to 0.75-1.0% while the Fed holds or cuts, the JPY carry trade (~$500B+ in
estimated outstanding positions) begins to unwind. This would be a global risk-off event comparable to August 2024 —
and would benefit gold, USTs, and JPY, while pressuring EM FX and risk assets.

. JGB-US Treasury Spillover: Japan is the largest foreign holder of US Treasuries ($1.1T+). If JGB yields rise to 1.5-2.0% on
BOJ normalization, Japanese institutional investors (GPIF, lifers) may repatriate capital, adding to US yield pressure

alongside Warsh hawkishness. This is a compounding factor, not an offset.

3. Asian FX Correlation: The report's recommended UW H-shares via HKD peg exposure ignores that JPY strength
historically pulls Asian FX (including CNH and HKD) in the same direction. If BOJ hikes aggressively (25% probability),
USD/JPY could fall to 140-145, reducing DXY by 3-5 points and partially offsetting Warsh USD strength. This would

narrow the A-H premium and reduce the UW H-share trade's expected return.

BOJ SENSITIVITY: KEY NUMBERS

If BOJ hikes to 1.0%+ by December 2026, USD/JPY could fall to 140-145, reducing DXY by 3-5 points versus our base

case. This would compress our A-H premium estimate by 2-4 percentage points. The H-share underweight thesis




remains valid but with reduced magnitude in this scenario. Conversely, if BOJ stays dovish (20% probability),
USD/JPY could reach 165+ triggering MOF intervention — a scenario that amplifies Warsh USD strength and

strengthens our UW H-share conviction.

5. The China Divergence: PBOC Managed Easing

While the Fed pivots hawkish, the PBOC is executing what we term “"managed easing” — a calibrated loosening of monetary
conditions within a controlled depreciation framework. This is not a crisis response; it is a deliberate strategy to support the

domestic economy while managing external pressures.

5.1 The Three-Pillar PBOC Strategy

PBOC POLICY SIGNAL MATRIX (JUNE 2026)
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Sources: PBOC Lujiazui Forum (Jun 17-18), SAFE daily fixing data, CSRC Jun 23 directive. Signal strength: 1=weak/routine, 5=strong/structural.

5.2 The Domestic Economy: Divergence From the Fed's Problem Set

EM FX Stress Heatmap: Warsh Fed Transmission

6-Month A
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China's macro configuration is the mirror image of the US: deflation risk instead of inflation, credit contraction instead of

robust lending, consumer retrenchment instead of resilient spending. Key data points:

Retail Sales: -0.6% YoY in May — first contraction since post-COVID reopening. Consumer confidence index at record low.
Loan Growth: 5.5% YoY outstanding loan growth — two-decade low. Credit demand collapsing despite PBOC liquidity
injections (¥662.5B on Jun 24 alone).

Bond Yields: 10Y CGB at 1.73%, 5Y CGB auction at record-low 1.41%. Market pricing in persistent deflation/disinflation.
Property: New home sales -12% YoY, developer cash flow ¥1.8T (vs ¥2.4T peak), Tier-3 inventory at 18.2 months.

1Y LPR: Held at 3.0% for 13th straight month — PBOC reluctant to cut with Fed hiking (would widen rate differential
further).

THE POLICY TRILEMMA

The PBOC faces a classic trilemma: (1) Independent monetary policy (need to ease domestically), (2) Exchange rate
stability (CNY under depreciation pressure from Fed hikes), (3) Capital account openness (outflow pressure). The TRS
freeze is the clearest signal that China is choosing (1) + (2) and sacrificing (3). This is the right call — but it limits the

scope for aggressive domestic easing.

6. Cross-Border Capital Flow: The TRS Freeze & Northbound Dynamics

The June 23 CSRC directive to freeze new cross-border Total Return Swap (TRS) positions is the most significant capital
account tightening since the 2015 "811" reform. It closes a channel that facilitated an estimated ¥8,254 billion ($1,147

billion) in cumulative offshore equity investment:, primarily into US tech stocks.

6.1 The TRS Channel: What Got Closed

Cross-border TRS allowed Chinese institutional investors (primarily brokerages and their HNW clients) to gain synthetic

exposure to offshore equities without moving capital through QDII quotas. The mechanism:

1. Chinese investor posts RMB collateral with onshore broker
2. Broker's offshore subsidiary executes the equity purchase
3. Total return (dividends + capital gains - financing cost) is swapped back to the investor in RMB

4. Capital never "leaves" China in balance-of-payments terms — but economic exposure does

+ Source: CSRC 2026 Q1 cross-border derivatives supervision report; Wind data on broker TRS notional outstanding as of May 2026. ¥8,254B represents cumulative TRS channel size since 2019
inception; USD conversion at CNY 7.20/USD. "At least four state-owned brokers" per CSRC Jun 23 directive notification and CICC Research Jun 24 client note.

At least four state-owned brokers (including CICC) have frozen new TRS positions. The immediate impact:

e Short-term: Reduced outflow pressure on CNY; supportive for the currency defense
e Medium-term: Chinese investors' access to US tech/Al stocks is curtailed; redirects capital toward domestic A-shares and
HK Connect




e Structural: Signals a broader shift toward capital account management as a policy tool; the "open capital account"
assumption of the 2010s is being revised

6.2 Northbound Flow Dynamics

A-H Premium by Sector: CS| 300 vs HSCEl Weights
B . e l . e A-H Premium (36)

50%

Finandials Consumer

Northbound Connect flows in June 2026 reveal a nuanced picture:

Net outflow persists: 3 consecutive weeks of net selling (EPFR data shows >$20B outflow in first week of June,
moderating to <$3B by third week)

Sector rotation within outflow: Selling concentrated in TMT (electronics, computing, media); buying in non-ferrous
metals, telecom, power equipment

Internal flows offsetting: Margin lending (FR#) stable at ¥2.93T; mutual funds raising exposure to communications +
electronics + building materials

Goldman Sachs conviction: Maintains OW China; MSCI China target raised 85—90; notes "gap between rising foreign

interest and still-conservative positioning”

When foreign flows are net sellers but the index holds (CSI 300 at 4-year highs), it signals domestic institutional
accumulation. Historically, this configuration (foreign out + domestic in + index resilient) has preceded 6-12 month

outperformance in 4 of the last 5 episodes (2016, 2018 Q4, 2020 Q1, 2022 Q4; exception: 2015). We are NOT calling a
bottom — but the setup is asymmetric.

7. A-Share / H-Share Structural Divergence

The Warsh Fed hawkish pivot creates a divergent transmission mechanism for A-shares (CSI 300) vs H-shares (HSCEI):

A-shares: Insulated from Fed via capital controls + domestic liquidity support. CNY depreciation is mildly positive for

export-oriented sectors

H-shares: Directly exposed to Fed via HKD peg (HKMA must follow Fed rate path) + global EM fund flows. USD strength =

mechanical H-share underperformance

7.1 A-H Premium by Sector




SECTOR WEIGHT & A-H PREMIUM COMPARISON
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We previously identified A-H divergence as a key theme in QUE-101 (China Financial Reform, Jun 2026). The Warsh FOMC

strengthens this thesis. The updated framework:

A-H PAIRS TRADE FRAMEWORK (WARSH ERA UPDATE)

POSITION INSTRUMENT THESIS

) CSI 300 ETF / PR Domestic liquidity support + policy catalyst (STAR Board
Long A-Shares Overweight . . . . . .
300fE ¥ EE Al, consumption stimulus) + capital control insulation

Short/Underweight H- Und bt HSCEI / B4 E Fed rate exposure via HKD peg + EM fund flow risk +
nderwei
Shares 2 V%=t property overhang

Long Southbound Selective Southbound SOEs with high dividend yield (>6%) + low foreign

Champions ow Connect favorites ownership; southbound flow as stabilizer

KEY ASSUMPTION (EXPLICIT)

We assume the HKD peg holds. Probability of peg break: <2% in our base case, <8% even in hawkish scenario. The
HKMA has $420B+ reserves (4x M0). A peg break would be a political decision, not a market-forced event. But if Warsh

hikes to 4.25%+ and HKD Libor follows, HK property/mortgage stress becomes a second-order risk worth monitoring.

8. Global Asset Allocation: Scenario-Weighted Framework




We construct a scenario-weighted asset allocation framework using the three macro scenarios defined in Section 3, combined

with our China divergence analysis from Sections 5-7.

Global Asset Allocation: Scenario-Weighted Sankey
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MODEL PORTFOLIO: H2 2026 (MODERATE RISK PROFILE)

ASSET CLASS ALLOCATION BENCHMARK ACTIVE RATIONALE
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9. Risk Matrix & Tail Scenarios

RISK ASSESSMENT MATRIX

RISK PROBABILITY IMPACT DIRECTION HEDGE / MITIGATION

Iran Strait Escalation — Full Long OTM oil calls;

All risk assets |; USD
long gold; short EM

11; Gold 11
global recession FX

Hormuz closure; oil >$150/bbl; NEVEE

UST yields | (curve

bull steepening);

Warsh Overtightening — Fed hikes Moderate-

75bp+ in H2; US recession H1 2027

Long duration; UW

Severe cyclicals

equities L1

Japan Intervention — MOF

intervenes at USD/JPY 165; ¥5T+

selling; contagion to Asia FX

China Capital Flight — TRS freeze
fails to contain outflow; CNH-CNY
spread >500bp

China "Bazooka" Stimulus —
Politburo authorizes ¥5T+ fiscal

package; LPR cut 50bp

Warsh Reversal (Dovish Pivot) —
Iran ceasefire + CPl <2.5% — Fed 10% (LOW)

signals cut by Dec

JPY 1 3-5% intraday;

regional FX vol spike

Moderate

CNY !; H-shares |; A-

shares resilient

Moderate

A-shares 11; H-shares
1; CNY | initially then
N

Positive
(China)

Positive USD !!; EM FX 11;

(risk-on) equities rally

JPY call spreads;
long JPY vs KRW

Short CNH vs CNY;
long A-share put

spreads

Long A-share calls;
long industrial

metals

Long EM FX basket;

long H-shares




HKD Peg Stress — HKMA forced to H-shares L1l; HKD OTM HKD put
R7 drain liquidity — HIBOR spikes — 5% (LOW) Severe (tail) forward points blow spreads; short HK
property crash out property

The Iran conflict is the single variable with the largest macro impact asymmetry. The June 14-point ceasefire framework
is fragile. If the Strait of Hormuz fully closes for >2 weeks, our hawkish scenario probability jumps from 40% — 65%,
and Warsh is likely to hike faster, not slower — viewing the supply shock as a reason to front-load credibility

restoration. Gold + oil calls are the cleanest hedges.

10. Positioning Recommendations

We translate the macro framework into five actionable positioning conclusions. All assume a 6-12 month horizon and

moderate risk tolerance. Every recommendation includes an explicit catalyst and invalidation condition.

CONCLUSION 1: OVERWEIGHT CHINA A-SHARES VS H-SHARES
Action: Buy CSI 300 ETF / Sell HSCEI (or underweight H-shares in portfolio construction)

Rationale: The Warsh Fed hawkish hold creates an asymmetric divergence: A-shares benefit from domestic liquidity
support + capital control insulation, while H-shares are directly exposed to HKD peg rate transmission + EM fund
outflows. The structural overweight of Tech/Internet in HSI (32% vs 14% in CSI 300) makes H-shares a de facto Fed-

duration bet.
Catalyst: Sept FOMC rate hike — southbound flow acceleration — A-H premium widens further

Invalidation: If PBOC cuts LPR by >25bp (signals desperation, not confidence) — CNY breaks 7.20 — exit the trade

CONCLUSION 2: GOLD AS PORTFOLIO ANCHOR (15% ALLOCATION)

Action: Physical gold ETF (GLD / E3&ETF) + gold miner equities

Rationale: Gold is the only asset that benefits in ALL three scenarios: hawkish (geopolitical haven), base (diversification
+ central bank buying), dovish (falling real rates). Central bank gold purchases (PBOC, RBI, National Bank of Poland)

provide a structural bid that is insensitive to Fed policy.
Catalyst: Iran escalation OR Warsh inflation framework review (potential 2% target revision) — gold breaks $2,800/0z

Invalidation: Iran full ceasefire + Strait reopens + CPl <2.5% for 2 consecutive months — reduce gold to 8%

benchmark

CONCLUSION 3: UNDERWEIGHT US EQUITIES — ROTATION TO SHORT-DURATION IG

Action: Reduce S&P 500 from 30% to 18%; increase 1-3Y US IG credit from 10% to 15%




Rationale: US equity valuations (S&P 500 forward P/E ~21x) embed a "soft landing" that the Warsh Fed is explicitly
making less likely. The Al capex cycle is priced to perfection. Short-duration IG offers ~4% yield with <2-year duration

— positive real carry with low rate sensitivity.
Catalyst: September rate hike + downward earnings revisions — P/E multiple compression

Invalidation: If Warsh signals "one and done" after September hike AND Iran de-escalates — rotate back to US

equities at benchmark weight

CONCLUSION 4: COMMODITY BASKET — COPPER + LITHIUM OVERWEIGHT; OIL TACTICAL

Action: 10% allocation: 5% industrial metals (copper, lithium, rare earths), 3% gold (counted in Conclusion 2), 2% oil

(tactical)

Rationale: Copper benefits from China grid investment + global electrification regardless of Fed path. Lithium/rare
earths benefit from energy transition policy (China dominates processing). Oil is a tactical hedge against Iran

escalation — we hold 2% as an "Iran insurance premium" rather than a directional bet.

Catalyst: China Politburo stimulus announcement — copper breaks $11,000/ton; Iran escalation — oil breaks $100/bbl

Invalidation: Global recession (ISM Manufacturing <45 for 3+ months) — exit industrial metals; Iran full peace deal —

exit tactical oil

CONCLUSION 5: USD CASH AS OPTIONALITY (8% ABOVE BENCHMARK)
Action: Hold 8% in USD cash / T-bills (vs 5% benchmark)

Rationale: In the Warsh era — where forward guidance is eliminated and every meeting is "live" — volatility is
structurally higher. Cash earning ~4% provides positive real carry AND the optionality to deploy if risk assets correct.
We assume no “Warsh put” in the first 12 months of his tenure — he needs to establish anti-inflation credibility,
and his public statements explicitly reject the "Fed as market backstop" role. However, this is an assumption, not a
certainty: every Fed chair since Volcker has eventually provided some form of market support during severe
dislocations, and Warsh's background as a former Morgan Stanley banker gives him market experience that may
temper his hawkishness if the S&P 500 corrects >20%. We assign a 10% probability (R6 in Risk Matrix) to a Warsh
dovish pivot triggered by equity market stress.

Catalyst: Any 3-5% risk asset drawdown — deploy 50% of cash buffer into the oversold asset class

Invalidation: Warsh dovish pivot (R6, 10% probability) — reduce cash to 5% benchmark, deploy into risk assets

B SECTOR ROTATION MAP: CHINA A-SHARES UNDER WARSH FED DIVERGENCE

CURRENT (Q2 2026) NEXT (H2 2026) TRIGGER CONDITION

Leadi Non-Ferrous Metals, STAR Board Al/¥S1%, CSRC STAR Board Al 8-point framework
eadin
9 Telecom, Power Equipment ET implementation + IPO pipeline activation




Industrial Metals
(Copper, Lithium), &
2

China Politburo fiscal stimulus announcement;

Gold Miners, Coal, B2/3
copper >$10,500/ton

Accelerating

Retail sales contraction (-0.6% YoY) = consumer

Consumer Staples (F78),

Peaking /

Rotating Out Banks headwind; NIM compression for banks
Property, Internet

Platforms (H-share listed)

. Property: 18.2mo inventory in Tier-3; Internet: H-
Laggards / Avoid . .
share Fed duration exposure via HKD peg

Methodology: Northbound flow data (EPFR Jun 2026) + domestic margin lending (& ¥2.93T, Jun 23) + sector P/E relative to 5Y mean. Rotation signal based

on relative strength vs CSI 300 over 1M and 3M lookback. Sources: CICC Research, BHZ=ilEs5, Wind.

@ CHINA A-SHARE STOCK POOL: MACRO-THEMATIC MAPPING (12 PICKS)

601899

600938

688981

603993

002460

600150

601728

600519

300750

600036

688012

601857

SECTOR

Non-Ferrous

Metals

Energy

STAR Board / ¥
S&

Non-Ferrous
Metals

Lithium

e
Shipbuilding

Telecom

Consumer

Staples

Battery / NEV

Banking

STAR Board / ¥
SHIgE

Energy

MACRO THEME

Gold + Copper dual exposure; Fed

hedge + China stimulus beneficiary

Iran Strait risk premium; CNY

depreciation beneficiary (USD revenue)

STAR Board Al 8-point framework;

domestic chip substitution

Copper + Cobalt; electrification + China

grid investment cycle

Energy transition policy; China
dominates lithium processing (60%+
global)

Geopolitical tension (Iran + South China

Sea); PLA Navy expansion

High dividend yield (>6%); southbound

flow beneficiary; SOE reform dividend

Consumer retrenchment headwind
(-0.6% retail sales YoY); defensive hold

Global EV cycle; lithium price pass-

through; export competitiveness

NIM compression from rate corridor
narrowing; premium retail banking

franchise

Chip equipment domestic substitution;

CSRC Al push primary catalyst

Iran geopolitical hedge; SOE reform

dividend yield (5%+); energy security

POLICY
CORRELATION

High (Gold reserve
policy)

Medium (Energy

security)

Very High (CSRC Al
push)

High (Energy

transition)

High (NEV policy)

Medium (Defense

budget)

Medium (SOE

reform)

Low (Consumer

cycle)

High (NEV policy)

Medium (Rate

reform)

Very High (Tech

self-sufficiency)

Medium (Energy
security)

RATING




Selection Methodology: Screened CSI 300 + STAR Board universe for (1) macro theme correlation > medium, (2) avg daily turnover >¥500M (Jun 2026), (3)

northbound Stock Connect eligible. Policy correlation assessed via PBOC/CSRC/NDRC policy document keyword frequency + sector revenue exposure to

policy-driven demand. Ratings: OW = Overweight vs CSI 300 benchmark, UW = Underweight, MKT WT = Market Weight.

Catalyst Check: Each stock mapped to >1 identifiable catalyst within 6-month horizon. Invalidation Check: Each stock has explicit policy or macro condition

that would trigger downgrade. See Section 10 positioning conclusions for trade-level catalyst/invalidation pairs.

& Assumption: Stock codes verified against Shanghai/Shenzhen exchange listings as of June 2026. STAR Board 688xxx codes subject to higher volatility and

lower liquidity than CSI 300 constituents. This is a macro-thematic stock pool, not a model portfolio — position sizing determined by investor risk tolerance

& STOCK-RISK CROSS-REFERENCE: KEY VULNERABILITIES

Each stock in the pool mapped to its most relevant risk from Section 9's Risk Matrix. If the risk materializes, the mapped stock(s) are most

vulnerable.

SECTION 9 REF

High (40%

cond.)

High-Medium

Medium

Medium-Low

R5: Iran Ceasefire Low (tail)

R6: Warsh Dovish
Low (10%)

Pivot

MOST VULNERABLE STOCKS

600938 H[E/&7H, 601857 H
EHRH

All H-share listed, 600036 3
ARTT

600036 BREIERE1T, 601318 &
EFER

300750 T{&ERT{Y, 000858
it

601899 £&&H I, 600938 #1

=y

USD Cash positions, H-share

shorts

TRANSMISSION CHANNEL

Direct oil price beta; energy supply disruption

premium

HKD peg rate transmission; NIM compression on

rate widening

Financial sector FX exposure; capital outflow

pressure

Consumer/NEV demand contraction; revenue miss

risk

Gold/oil risk premium collapse; commodity price

mean reversion

USD weakness — EM FX rally — H-share squeeze;

cash drag

For portfolio construction: position sizing should account for risk overlap. Stocks exposed to both R1 and R3 (e.g., energy + financials dual exposure) represent

concentration risk in tail scenarios.

CONFIDENCE ASSESSMENT: 62/100

High confidence (75+): Fed-PBOC policy divergence widening; DXY structural strength through Q3 2026; A-share >

H-share relative performance.

Moderate confidence (55-75): September rate hike timing (July CPI will decide); CNY trading range (PBOC tolerance

for 7.0+ is the key unknown).

Low confidence (<55): Iran conflict resolution path; magnitude of China domestic stimulus; Warsh's personal rate

preference (he didn't submit a dot).

Why not higher? The Warsh Fed is one meeting old. We have 1 data point, not a track record. Macro forecasting with

a new Fed chair, an active military conflict in the Strait of Hormuz, and a structurally slowing China is inherently

uncertain. 62 reflects conviction on direction with appropriate humility on magnitude and timing.

Appendix A: Macro Variables Not in Scope




The following macro variables were identified as potentially relevant but are excluded from this report’s analytical

framework. We document them here with explicit exclusion rationales to bound the report's analytical scope.

EXCLUDED MACRO VARIABLES WITH RATIONALE

VARIABLE

US Fiscal Policy /
Debt Ceiling

Al Productivity
Shock
(Disinflation
Channel)

Crypto as Macro
Asset

European Gas /

Energy Security

RELEVANCE

Treasury General Account drawdowns
and debt ceiling negotiations affect USD
liquidity, T-bill issuance, and reserve
balances — all relevant to Fed policy

implementation

Al-driven productivity gains could lower
inflation without Fed tightening —
presenting a "soft landing" path that our
hawkish-leaning framework

underweights

Bitcoin ETF AUM ($50B+ in US spot ETFs),
stablecoin market cap ($200B+), and
crypto's correlation to global liquidity

(M2) make it a relevant macro indicator

5th largest economy, major commodity
importer, increasingly relevant to EM
portfolio flows. INR stability could make
India a "risk-on within EM" allocation

destination

Europe's dependency on Middle Eastern
LNG (Qatar, UAE) creates differentiated
vulnerability to Iran Strait disruption
within DM

EXCLUSION RATIONALE

The debt ceiling was suspended to January 2025; by mid-
2026 the reinstatement timeline and political dynamics are
too uncertain to model with any useful precision. We
acknowledge this as a tail-risk variable (government

shutdown — risk-off).

The disinflation impact of Al is a supply-side argument that
operates on a 3-5 year horizon. H2 2026 is too near-term for
measurable Al productivity effects to alter the CPI trajectory
or Fed reaction function. This is a medium-term structural

variable, not a 6-month tactical input.

Crypto's correlation regime to traditional macro variables
remains unstable (2022: risk-on; 2024: decorrelated during
ETF inflows; 2026: evolving). We exclude it to avoid
overfitting an unstable correlation structure, but
acknowledge crypto flows as a secondary indicator of global

risk appetite.

India is treated through the INR lens in Section 4.1 (LOW
stress designation). A full India allocation analysis would
require a dedicated EM strategy report. India's relative
resilience to Iran disruption (diversified energy import
sources, strong services exports) is acknowledged but not

modeled.

Partially addressed through the new ECB section (4.3), which
covers European energy exposure as a transmission channel.
A full European energy security analysis is outside this
report's China-focused mandate.

SCOPE BOUNDARY: WHAT THIS REPORT DOES AND DOESN'T DO

This report focuses on the Fed — DXY — EM — China transmission chain under the Warsh counterfactual. It is a

China-centric macro strategy report, not a comprehensive global macro outlook. Variables that do not have a clear,

measurable, near-term (6-month) impact on China asset allocation are explicitly excluded per the table above. Readers

seeking a full global macro framework should supplement this report with dedicated EM strategy, European macro,

and crypto/digital asset research.
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