Gold has a particular kind of stubbornness. While stocks and many “real assets” can swing with business cycles and
sentiment, gold often moves to a different rhythm, tied loosely to inflation expectations, currency stress, and real
interest rates. That does not mean it is a magic hedge that always rises when prices rise. It means gold gold as
inflation hedge can be a useful tool in a long-term plan when you understand what it is hedging, what it is not,

and how to avoid the common traps that turn a good idea into a frustrating investment.

| have watched this play out across different markets and different personal circumstances. The most instructive
moments were not the headline-grabbing ones. It was the quieter periods when inflation slowed, but confidence
had not returned, and investors were still searching for stability. Gold sat in portfolios like a ballast, not always

flashy, but there. That is the role many people hope inflation hedges will play.

What “inflation hedge” really means for gold
When people say gold is an inflation hedge, they often compress multiple ideas into one phrase.
Inflation can show up in at least two ways:

1. Headline inflation rises, often driven by supply shocks, energy, or policy.

2. Inflation expectations rise, meaning investors start demanding compensation for higher future prices.

Gold is more closely related to the second channel. If investors believe prices will run hotter over time, they may
reduce exposure to assets whose cash flows are tied to nominal growth assumptions. Gold is an asset with no
income stream, so it does not behave like a dividend stock whose payout can be inflated. Instead, it tends to trade
as a hedge against monetary uncertainty. When confidence in currency purchasing power weakens, gold can

regain attention.

There is another piece that matters just as much: real interest rates. Gold generally faces headwinds when real
yields are high and tailwinds when real yields are low or falling. You can experience this even when inflation is not
rising. For example, if inflation stays moderate but central banks signal lower real rates, gold may still attract bids.
The opposite also happens. Inflation can be temporarily elevated while real yields climb, and gold may not provide

the cushion people expected.

So the first judgment you need to make is whether your goal is to hedge against “today’s price levels” or against
the broader fear that the monetary system will lose purchasing power over time. Gold is usually better aligned

with the second.

Why gold belongs in some inflation scenarios, and not others

A long-term hedge should help when something structural shifts, not only when the calendar flips to a new
inflation print. Gold tends to fit best when inflation risk is paired with monetary risk, or when credibility becomes a

question.

From experience, | have seen investors become disappointed when they bought gold expecting it to move directly
with CPI. In a low-inflation regime, gold can languish. In a high-inflation regime with aggressive interest-rate
tightening, gold can also lag. That is not “gold failing,” it is the hedge working through a different mechanism than

most people imagine.
Gold can work better when you have any of the following conditions in the background:

® Credibility stress around monetary policy
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e Currency weakness
® Persistent demand for alternative stores of value

® Episodes where markets treat inflation as an evolving expectation, not a brief headline spike

But there are also scenarios where gold's hedge role weakens. If the economy is in a stable growth path and
central banks hold real rates firmly positive, gold may struggle because investors can earn a yield in safer
alternatives. Gold does not offer carry. In a world where carry matters, gold has to compete without a built-in

income stream.

The practical question: how gold actually behaves over time

Even if gold's relationship to inflation expectations is reasonable, the path matters. Long-term hedges can still
produce painful interim drawdowns. Gold has had multi-year periods where it went sideways or fell, even when

inflation was not exactly under control.

The right way to think about gold is not as a short-term trade, but as part of a portfolio whose purpose is to
reduce the chance that all your outcomes cluster in the same direction. In plain terms, gold is often about

diversification under stress.

A useful mental model is this: inflation hedging is rarely about finding an asset that rises in a straight line during

inflation. It is about balancing the odds across different economic outcomes.

| remember a client conversation where the frustration sounded oddly similar to many others | have had since.
They wanted protection from “inflation,” so they bought gold after a surge in prices. It felt logical, and at first it
even looked right. Then the price drifted lower for a while, and they started questioning whether they should have
bought something else. The more helpful approach was reframing. Rather than trying to time the top, we focused
on how gold fits the portfolio’s job description: acting as shock absorber and monetary hedge, not as a
guaranteed profit machine.

If you treat gold like a yield substitute, you will likely be disappointed. If you treat it like portfolio insurance that

sometimes costs money and sometimes pays, you get closer to the role it can play.

Physical gold vs. Gold funds and the hidden costs that change the
outcome

People often talk about “buying gold” as if it is one decision. It is not. The details of how you gain exposure can

matter as much as the long-term thesis.

Physical gold
With physical gold, you take on practical frictions:

* Storage and insurance: keeping bullion secure has a cost, whether you use a bank safety deposit box, a

private vault service, or home storage with added security.

¢ Liquidity and spreads: selling physical gold can involve dealer premiums and discounts that vary by location

and market conditions.

* Quality and authenticity risk: reputable refiners and trusted mints reduce this risk, but the burden is on you.

For long-term investors, these frictions are manageable, but they are not negligible. Physical gold can be an

excellent hedge, but you are building a small supply chain around it.



Gold ETFs and funds

Funds typically reduce storage and authenticity burdens. They also introduce other trade-offs:

* Expense ratios: ongoing costs accumulate over years.

* Tracking behavior: most funds try to match the underlying price of gold, but differences can emerge due to

fees, timing, and the way assets are held.

* Counterparty and structure risk: while many products are widely held and regulated, your ultimate

exposure depends on the fund’s legal structure and custody arrangements.

| generally view these as acceptable trade-offs when the fund is credible and the costs are transparent, but it is still

an exposure you should understand, not ignore.

One more practical point: if you are aiming for long-term inflation protection, the “wrapper” can influence your net
result. A thesis that looks sound on price charts can underperform when you add premiums, spreads, and

recurring fees.

What to watch: real rates, the dollar, and risk sentiment

A long-term plan still benefits from understanding the variables that tend to drive gold’s cycles. You do not need

to predict them precisely, but watching them can prevent you from making emotional decisions.
Here are the key signals | pay attention to when managing gold exposure in a portfolio context:

* Real interest rates (especially those tied to government bonds): gold often struggles when investors are

paid well for holding cash-like or bond-like instruments in real terms.

* The strength of the currency: gold is priced globally, and a stronger currency can compress gold's price even

when inflation is an issue somewhere else.

* Market stress and liquidity conditions: in episodes of risk-off behavior, gold sometimes benefits as capital

seeks stability.

* Inflation expectations: even when headline inflation is volatile, expectations can show whether the market is

repricing long-run purchasing power.

If you find that your personal inflation worry is mostly about food and energy prices today, gold may not be the
most direct tool. If your worry is about long-run purchasing power and monetary credibility, gold fits the concept

more naturally.

A judgment-based approach to allocation

Most people who ask about gold are also asking about position sizing: how much is enough, and how much

becomes redundant or too risky.

There is no universally correct allocation. The “right” number depends on your risk tolerance, your other real
assets, and whether your cash flows are sensitive to inflation. If you already hold a lot of inflation-linked assets or
have significant exposure to assets that rise with nominal growth, gold may be a smaller add-on. If your portfolio

is heavily weighted in nominal return assets, gold may deserve a larger role.
What | can offer is a practical framework that has worked for real investors with real constraints:

1. Decide what role gold serves in your plan: shock absorber, monetary hedge, or long-term diversification.

2. Set an allocation that you can tolerate through drawdowns without panic selling.



3. Rebalance on a schedule, not on headlines.

A schedule matters because gold can be counterintuitive over shorter spans. If you rebalance too often based on

recent price action, you end up chasing moves instead of building a hedge.
Here is a short checklist | use when deciding whether to initiate or expand a gold position.

1. Confirm the hedge you need: are you worried about long-run purchasing power or short-term price spikes?

2. Account for costs: estimate storage, insurance, spreads, and fund expense ratios, then compare the net

exposure.

3. Check interaction with your portfolio: if you already hold inflation-sensitive assets, gold may be additive

but not dominant.

4. Plan for drawdowns: choose an allocation you can hold through multi-year volatility without changing your

mind.

5. Use a consistent entry method: consider staggered buys or scheduled rebalancing to reduce timing risk.

| am deliberately not saying “buy now" or “gold will protect you.” Those are outcomes you cannot control. What

you can control is how you structure the decision.

How long-term investors can build a gold position without chasing
headlines

One of the most common mistakes is buying all at once after a dramatic move. That happens with gold as often as
it happens with anything popular. If your goal is inflation hedging, you do not need perfect timing. You need a

durable policy.
Here are a few reasonable ways to build exposure, ordered from more conservative to more direct.

1. Staggered purchases: buy in several tranches over a planned period, so you average in prices.

2. Rebalance-based additions: set a target allocation, then add when gold falls below the target due to price
drift.

3. Core and satellite: maintain a steady base allocation and adjust the satellite around major macro shifts.

4. Cost-aware switching: if physical storage costs rise relative to your target holding size, shift part of the

exposure into a fund or vice versa.

5. Tax-aware structuring: use the most efficient account type available in your jurisdiction, since taxes on gains

or distributions can affect net returns.

The "best” method depends on your behavior. If you know you will second-guess a single lump purchase,

staggering helps your psychology as much as your math.

Risk management: what can go wrong with the inflation hedge thesis

Gold is not risk-free. The main risks fall into a few buckets.

Opportunity cost

Gold does not generate cash flow. In a strong equity or credit environment with stable inflation, a portfolio heavily
weighted in gold may gold to hedge inflation underperform. This is not a reason to avoid gold. It is a reason to

size it so that underperformance does not force you to sell when things get tight.
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Inflation can be good for other assets

If inflation rises but growth remains strong and real yields stay reasonable, certain assets may still do well. For
example, businesses with pricing power can raise nominal revenues and protect margins. In those conditions, a
gold-only hedge can look underpowered. The lesson is to treat gold as one piece of a broader inflation-aware

strategy, not the only instrument.

Currency and real-rate swings

As mentioned earlier, gold can fall when real rates rise, even if you experience headline inflation. The hedge is
imperfect because inflation is not the only driver of gold. Markets can reprice real yields faster than they reprice

inflation risk.

Implementation risks

If you use physical gold, storage and liquidity matter. If you use funds, expense ratios and fund structure matter. If
you use derivatives (which many long-term investors avoid), counterparty risk and roll costs become the issue. In

each case, the strategy’s real-world outcome depends on execution.

How gold fits alongside other inflation-aware choices

Even though the topic here is gold, most long-term investors do better when gold is integrated into a bigger plan.

Inflation changes the price of things that tend to be hard to replace with a single bet.

Gold can complement assets such as:

inflation-linked government bonds (where available and appropriate)
e diversified equities that can adjust pricing over time
® real assets that have pricing power or contractual indexation

® cash management strategies that consider the timing of expenses

The common thread is that not all inflation hedges work through the same channel. Gold hedges monetary
uncertainty and real-value concerns. Equities can hedge nominal growth and corporate pricing power. Inflation-
linked bonds hedge a specific index. When you mix tools, you reduce the chance that one scenario derails your

plan.

| have seen portfolios become too narrow because the investor “picked the headline hedge.” Gold can be the
hedge for monetary credibility. If inflation is driven by economic overheating and rising real rates, you will want

other exposures that can handle that regime too.

Practical rules I've used for long-term discipline

Long-term strategies usually win or lose on behavior more than on theory. Over time, the temptation is to react

to the most recent narrative.
A few rules that tend to keep investors anchored:

* Review the thesis periodically, not continuously: once or twice a year is often enough. If you check every

week, you will overfit to noise.

* Rebalance calmly: if gold drifts away from your target allocation, rebalance according to the schedule or

threshold you set, not based on fear.



* Keep records of costs: premiums, storage, fund expenses, and trading costs add up. When people track

costs accurately, their decisions become more rational.

* Avoid forcing a perfect hedge: inflation is messy. Your strategy should be robust enough to work across a

range of outcomes.

If you do these things, gold can earn its place even during periods when it seems to “do nothing.” That is part of

long-term investing reality.

When you should be cautious or rethink the plan
There are times when gold may not be the right fit as your primary inflation hedge.

If you need liquidity soon, gold can be awkward. Even if markets are liquid most of the time, spreads and selling

decisions can hurt when you are forced to act quickly.

If your portfolio already has significant exposure to assets that you believe will perform well under your specific
inflation scenario, adding more gold can become redundant. In that case, the marginal benefit of gold might not

justify the opportunity cost.

And if you are buying gold because you want to “time inflation,” you may be setting yourself up for

disappointment. Gold is not a calendar. It is a market for perceived monetary value.

None of this means you should avoid gold. It means you should match the instrument to the job and size it so
that you can stick with the plan.

Final thought: gold as insurance, not a promise

Gold's best case as a long-term inflation hedge is not that it guarantees protection in every inflation print. It is
that it can reduce the damage when confidence in currency purchasing power weakens, and it can diversify a

portfolio in ways that are hard to replicate with assets that depend on growth or yields.

The investors who tend to succeed with gold are rarely the ones who talk most loudly about inflation. They are the
ones who build a measured allocation, account for real-world costs, and hold through the periods when gold's

behavior feels unrelated to the latest inflation headlines.

If you approach gold with that mindset, it stops being a reactive bet and becomes a deliberate part of how you

manage long-term purchasing power.



