Gold gets talked about the way people talk about seatbelts. Everyone agrees it matters, but the real question is
what it does in the moments you actually experience. When inflation rises, does gold reliably protect purchasing

power? Sometimes, but not in a straight line, and not for the reasons many investors assume.

| have watched gold behave like a crisis asset, then swing back to being a “store of value” asset when markets calm
down. That difference matters. If you treat gold as a simple inflation dial, you will be disappointed at the times it
refuses to move. If you treat it as insurance against specific inflation drivers, and you understand its constraints, it

becomes easier to use thoughtfully.

What people mean by “inflation hedge”
Inflation is not one thing. It is a bundle of pressures that show up differently across time:

® Prices can rise because demand is strong.
® Prices can rise because supply chains are disrupted.
® Prices can rise because the currency loses credibility.

® Prices can rise because energy costs spike.

Those drivers interact with interest rates, risk sentiment, and currency moves. Gold can benefit from some of them

and not from others.

When people say gold hedges inflation, they are usually pointing at the idea that gold tends to hold its value
when money itself feels less reliable. In practice, gold's price is tied to many variables at once: real interest rates,
the US dollar, investor risk appetite, central bank behavior, and safe-haven demand. Inflation is one driver among

several, and sometimes it is not the most important one.

The mechanics: why gold can rise when inflation rises

Gold is a non-yielding asset. It does not pay dividends, and it does not generate cash flow. Because of that, gold's

valuation leans heavily on what investors give up by holding it instead of interest-bearing securities.
That leads to a key concept: gold often responds more to real yields than to inflation headlines.

Real yields are roughly the interest rate minus expected inflation. If inflation expectations rise but yields do not rise
in step, real yields can fall. When real yields fall, the opportunity cost of holding gold decreases. In many

environments, that is when gold gains traction.

There is also a currency angle. Gold is priced globally, and in practice it trades a lot in US dollar terms. If inflation
erodes a country’s currency, investors may look for assets that are not tied to local monetary policy. Gold can

benefit when the dollar weakens, even if local inflation is not the only factor.

Then there is the expectations story. Inflation that is viewed as persistent can change how investors price money
itself. Gold tends to do better when the market believes policy credibility is shaky or when investors worry that

future purchasing power will be undermined.

One more layer is risk hedging. Inflation can come with volatility, recession fears, and geopolitical stress. Gold
often plays a role in portfolios as a hedge against fear and tail risk. If inflation arrives alongside uncertainty, gold

can rise because it serves both as an inflation perception hedge and a broader risk hedge.



A practical example: the “headline inflation” trap
A real-world frustration | have seen among investors is the reliance on headline inflation as a timing tool.

Consider a scenario where inflation prints high for a few months. Central banks react, and nominal yields climb.
Even if inflation is painful, the market may price higher real yields too. If real yields rise, gold can struggle. In that

environment, inflation is not enough by itself to push gold higher, because the opportunity cost increases.

On the other hand, there are times when inflation runs hot, but policy rates lag. Real yields drift lower, and gold
can rally even while everyone is complaining about prices at the grocery store. The takeaway is not that inflation is

irrelevant, but that gold responds to the relationship between inflation, yields, and the credibility of policy.

Real interest rates: the part most people oversimplify
If you want one sentence that captures the heart of "how it really works,” it is this:
Gold tends to become more attractive when real interest rates are falling or expected to fall.

That does not mean gold always rises when real yields fall, but it does mean you should check the yield backdrop
before assuming inflation will carry gold on its own. Real yields can fall for multiple reasons. Sometimes it is
because inflation is weakening, and investors anticipate easier policy. Sometimes it is because the market expects a

loss of purchasing power, and nominal rates do not rise enough to compensate.

Inflation hedging is really a bet on the future path of purchasing power and the future path of yields. Those paths

can move together or they can diverge, and gold reflects the divergence.

The dollar’s role: inflation at home versus inflation in global pricing

Gold is not owned by one country. It is priced in a currency system dominated by the US dollar. That creates an
uncomfortable but important point: even if inflation is rising in your own country, gold can behave differently if the

dollar is strengthening.

A stronger dollar can offset some of gold's inflation-hedging appeal. If investors shift toward dollar assets, the
dollar value of gold can be pressured even if global inflation remains elevated. Conversely, if the dollar weakens,

gold can benefit even when inflation is not uniformly accelerating everywhere.

This is why gold is often more reliable as a hedge against monetary debasement fears and real yield changes than

as a pure hedge against your local inflation rate.

What gold cannot do (and what that looks like in a portfolio)

Gold is not a guarantee. It can fall while inflation is rising. It can rally even when inflation is not high. That behavior

is not a bug, it is the result of gold's drivers.
Here are some common scenarios where gold may not behave like a “straight inflation hedge™:

1. Inflation rises, and central banks respond quickly, pushing real yields higher.
2. Inflation is high but the market believes it will fade soon, reducing the urgency of inflation hedging.
3. Risk appetite is stable, so safe-haven demand is weaker, and gold loses support.

4. The dollar strengthens materially, overpowering the inflation narrative.



| have seen investors add gold after watching it perform well during the last inflation scare, only to get stuck when

the next phase is dominated by higher yields and a firmer currency.

That is why gold should be treated as a hedging tool with conditions, not as a substitute for cash flow assets or a

one-asset solution.

How gold behaves across different inflation regimes

Inflation does not arrive in one costume. In practice, gold has tended to perform best when inflation is connected
to monetary uncertainty, declining real yields, or fear that policy credibility is breaking down. It has struggled when

inflation is driven by temporary supply shocks but policy reacts in a way that supports real yields.

There is also a difference between “inflation” and “inflation expectations.” Gold cares a lot about what investors
believe will happen next. If you have persistent inflation but expectations become anchored, the hedge can

become less necessary. If expectations unanchor, gold can become more relevant quickly.

One more regime shift matters: growth shocks. Inflation can occur during late-cycle overheating, but it can also
occur during supply disruptions. When the market starts to worry about recession, gold can get a bid as part of a

defensive basket, even if inflation is not accelerating at the time.

In other words, gold is often responding to a combination of inflation fears, growth fears, and yield dynamics.

Central banks and the steady bid

Another factor that shows up over multiple years is central bank demand. When central banks add reserves in a

diversified way, it provides a structural source of demand that is not directly tied to day-to-day investor sentiment.

| am careful with this point because data timing can be messy, and not every year's buying is identical. Still, it
using gold as inflation hedge is a real part of the market backdrop. Even if investor money rotates in and out of

gold, central purchases can help stabilize flows.

This matters for inflation hedging because investors often focus on what individuals do, but the reserve decisions

of governments can influence the medium-term balance between supply and demand.

What matters for timing: yields, the dollar, and risk appetite

If you are trying to make gold more than a slogan, you need a framework for timing without pretending you can

predict the future.
The most useful way | have found is to watch three conditions:

® Real yields direction, not just inflation prints.
® The US dollar trend in relation to global risk flows.

* \Volatility and safe-haven demand, often visible in how equities and credit behave during stress.

Gold can lag when those conditions are not aligned, even if inflation is still elevated. When they align, gold can
move faster than people expect, because it is a position that investors add aggressively once the opportunity cost
shifts.

Gold in the real world: a personal “how it felt” example


https://www.cbsnews.com/news/why-you-should-buy-gold-during-inflation/

A memory that sticks with me is comparing two periods in a client portfolio review. In the first period, inflation was
clearly rising, and everyone was talking about it. Gold was not doing much. The explanation in retrospect was that
yields were climbing at roughly the same pace, making gold's lack of carry less attractive. Investors kept

demanding interest-bearing alternatives, and gold had a harder time getting paid to hold it.

In the second period, inflation was still uncomfortable, but the market shifted toward a different concern: policy
credibility and the possibility that rates would not keep up with price pressures. Real yields loosened, the dollar
softened, and suddenly gold looked like a “logical” asset again. The move happened quickly, and it was less about
whether inflation was up that week and more about what investors thought would happen to real purchasing

power over the next year or two.

That contrast is why | treat gold as a hedge against a change in the financial regime, not a hedge against a single

data point.

Buying gold: what you actually get matters

Another "how it really works” issue is that investors rarely hold gold in the same form. The vehicle changes the

experience through costs, taxes, tracking error, and liquidity.

Some investors buy physical gold coins or bars. Others use ETFs. Some use futures or miners. Each choice changes

your exposure to price movements and your exposure to operational risks.

Physical gold can carry storage and insurance costs, plus the friction of buying and selling. ETFs can have expense
ratios and, depending on the product structure, can introduce other considerations like tracking differences or
custody arrangements. Miners add equity-like risks. They still can benefit if gold rises, but they can also suffer

when miners face cost pressures, credit tightening, or equity market selloffs.

Because gold is a hedge, costs matter. If you plan to hold through volatility, the drag from spreads and expenses

can quietly erode the hedge you expected to deliver.

Choosing the right exposure: a quick reality check

If you are deciding how to access gold, this is the shortlist | use in conversation:

* Are you seeking price protection only, or do you also accept equity-like volatility (miners)?
* What are your ongoing costs, storage, or fund expense ratios?

* How liquid is the market in your access method when you need to sell?

* Are you investing with a taxable account where taxes change the payoff pattern?

* Do you need physical control, or is an ETF acceptable for your goals?

It is not meant to be exhaustive, but it forces clarity about what kind of “hedge” you are actually buying.

Gold hedging and taxes: the hidden variable

Taxes vary widely by country and even by account type. This is one area where | will not pretend there is a single

correct answer.

But the practical point is simple: a hedge that works in price can still disappoint after taxes and transaction costs. If
your jurisdiction taxes capital gains differently for ETFs versus physical bullion, or if reporting rules differ, your

effective hedging cost changes. The same goes for custody and reporting for physical holdings.



If you are using gold for inflation hedging over multiple years, it is worth understanding how taxes will apply to

both gains and rebalancing. Many people do this after the fact and wish they had run the numbers upfront.

Rebalancing: the part most people forget

A hedge is not a “set it and forget it" position for everyone. Inflation hedging goals often require some form of

portfolio discipline.

Gold can move sharply. If it rises a lot during a period when inflation fears are high, it may become a larger share
of the portfolio than you originally intended. Then, if the market shifts and yields rise, the hedge can lose value

quickly. If you never rebalance, you end up with a portfolio that can drift away from its intended risk profile.

That does not mean frequent trading. It means you should define a method: either periodic rebalancing or
threshold-based rebalancing tied to your target allocation. The best method depends on your time horizon and

how responsive you are to volatility.

Trade-offs: why gold hedge can underperform at the wrong time

One of the hardest truths about gold is its opportunity cost. Because it does not yield, it can underperform during

periods when interest rates are attractive and real yields are stable or rising.

You can see this as a trade-off between two kinds of protection. Gold tends to offer protection when the financial

regime is deteriorating. It offers less help when the regime is stable and carry assets perform well.

A common mistake is to treat gold as both a hedge and an income-producing asset. It is not. It is a hedge that
often behaves like insurance, which means you may pay for it in quiet times. If you expect to be “paid” for holding

insurance every month, you will interpret the wrong signals.

A comparison that helps: gold versus cash, bonds, and inflation-linked
securities

People often ask whether gold is a better inflation hedge than nominal bonds, cash, or inflation-linked bonds. The

answer depends on which inflation driver you fear, and what real yields are doing.
Here is a practical comparison in plain language:

® Cash protects nominal value, but it loses purchasing power when inflation runs high.
* Nominal bonds can get hurt if inflation surprises on the upside and yields rise.

¢ Inflation-linked bonds are designed to adjust with inflation, though they still involve interest rate risk and

market value swings.

® Gold can benefit when monetary credibility is questioned or when real yields fall, but it can also lag when real

yields rise or when the dollar strengthens.

Gold's edge is that it is not a claim on a specific government or company. Its constraint is that it has no carry. That

trade-off is the reason gold can be both a good hedge in the right regime and a weak hedge in the wrong one.

When gold has historically worked better
Without leaning on a single year or a single chart, gold has often done well when multiple conditions coexist:

1. Inflation fears or monetary uncertainty rise.



2. Real yields fall or are expected to fall.
3. The dollar weakens, or safe-haven demand increases.

4. Risk assets face stress that makes investors value non-correlated or defensive holdings.

You do not need all four at once for gold to move. But the strongest periods tend to include more than one. That
is the practical lesson for anyone trying to use gold as an inflation hedge: treat it as a proxy for a financial regime,

not as a response to inflation alone.

Edge cases: why gold can disappoint even when inflation is high
Inflation can be high and gold can still decline. This happens more than people want to admit.

One edge case is “sticky inflation with tightening.” If inflation is elevated and policymakers move fast enough to
restore real yields, gold can lose its appeal. Another edge case is “inflation that the market believes will fade.” If
investors expect a rebound in growth and a cooling of prices, they may rotate away from inflation hedges even if

the recent data is ugly.

A third edge case is the dollar's dominance. If the dollar strengthens sharply due to global risk-off dynamics that
favor US assets, gold can face headwinds despite the inflation narrative. In those moments, gold’s inflation hedge

can be overwhelmed by currency effects.

These are not theoretical. They are the kinds of shifts that show up when markets reprice policy credibility and real

yields faster than inflation prints can change.

So, should you use gold as an inflation hedge?

If your goal is to hedge inflation risk, gold can play a role, but it is better framed as a hedge against specific
monetary outcomes: loss of purchasing power credibility, falling real yields, and risk-off environments where

alternative stores of value get a bid.

It is not a perfect hedge against your local consumer prices index. It is not a guarantee against drawdowns. And it

is not a substitute for instruments explicitly designed to track inflation.

What | recommend most often in professional portfolio conversations is to size gold intentionally and define its
job. Is it there to stabilize the portfolio during monetary stress? Is it there to diversify away from government and

credit risk? Is it part of a broader plan to manage real yield uncertainty?

When you know the job, you are less likely to chase it emotionally after a big run or panic after a pullback.

A simple way to set expectations

Gold often performs best when inflation risk overlaps with financial regime change. That does not mean you will
always time it right. It means you should expect periods of underperformance, even while you are technically

“right” about inflation being unpleasant.

If you are investing with a multi-year horizon, gold can serve as a hedge component, but your process matters:

costs, exposure type, gold as inflation hedge tax treatment, and rebalancing discipline.

When people get burned with gold as an inflation hedge, the story is rarely “gold didn't move.” The story is usually
that the hedge was used as if it worked like a direct inflation index. It does not. It works more like a barometer for

how investors are pricing real purchasing power under changing yield and currency conditions.


http://query.nytimes.com/search/sitesearch/?action=click&contentCollection&region=TopBar&WT.nav=searchWidget&module=SearchSubmit&pgtype=Homepage#/gold%20as%20inflation%20hedge

Gold can protect in the right environment. The work is understanding which environment you are in, and

designing your portfolio so you are not relying on one data point to carry your plan.



