Gold has always had two jobs in portfolios. One is the obvious one, preserving value when currency purchasing
power is under pressure. The other is less talked about but just as important: acting as a stabilizer when markets
get jumpy, especially during periods when inflation expectations, interest rates, and risk appetite start to wrestle

with each other.

| learned to respect that second job the hard way, in the gap between what a spreadsheet expects and what
happens when liquidity thins out. | watched “safe” assets stop behaving safely in the same week, because
correlations shift when investors panic. Gold did not magically eliminate risk, but it behaved differently enough to

give a portfolio breathing room.

This is not a sales pitch for gold. It's an explanation of why it tends to help during inflation and volatility, where the

benefits show up, and what to watch so you do not confuse a hedge with a guarantee.

Why volatility hits hardest when inflation is in the background

Market volatility is not only about fear. It is also about repricing fundamentals. When inflation runs hotter than
expected, central banks often respond by keeping policy tight or moving toward higher real yields. That changes

discount rates, pressures valuations, and can hurt growth stocks more than defensive ones.

The tricky part is that inflation does not move in a straight line, and neither do interest rates. A week of better
data can push yields down, then a week of stronger data can push them back up. Investors swing between

“inflation is cooling” and “inflation is sticky,” and every swing pulls asset prices around.

Gold lives in that uncertainty. It is not a bond with a maturity date and it does not pay interest. Instead, it
competes for attention with cash and fixed income. When the market starts to doubt the real value of money, gold
often becomes a more appealing alternative store of value. When the market believes real yields will stay high for a
long time, gold can struggle. The relationship is not mechanical, but the logic is consistent: gold tends to do better
when inflation fears and real value concerns are more persuasive than the opportunity cost of holding a non-

yielding asset.

Inflation hedging: what people mean when they say “gold protects
purchasing power”

Inflation hedging sounds simple until you ask what exactly is being hedged. Inflation is a moving target. There is
headline inflation, core inflation, wage growth, rent dynamics, and the inflation people actually feel, like food,
energy, and insurance. Hedging inflation is really about protecting against the erosion of purchasing power across

a range of future outcomes.
Gold helps in a few ways.

First, it is not created by monetary policy. When central banks expand credit, gold does not get “printed” in the
same way that currency supply can increase. That does not automatically mean gold rises in every inflation surge,

but it means the supply of gold does not respond to the same levers that drive currency debasement concerns.

Second, gold is deeply tied to global demand for reserves and hedges. Even if one country is not worried, other
markets may be. That matters because gold is traded internationally. If inflation pressures are concentrated in one
economy, gold's reaction might be muted. When inflation pressures become global or when investors broadly

worry about fiat purchasing power, gold has more room to catch a bid.



Third, gold can act as a hedge against the risk that inflation persists longer than expected. The “best” time to
hedge inflation is not when inflation is already at its worst, but when people start believing it might last. That belief
shift can happen before inflation numbers peak. Gold often responds to the change in expectations, not the press

release.

Volatility hedging: why gold can stabilize when correlations break

Inflation and volatility often travel together, but they are not the same phenomenon. Volatility is about price
uncertainty and liquidity. Correlations between assets can look stable until stress arrives, then they can flip fast.
The most common mistake investors make is assuming that assets that look defensive under normal conditions

will remain defensive in a stress event.

Gold often behaves differently because it is not competing primarily on earnings growth, leverage, or credit
spreads. It competes more on the desire to hold something outside the usual risk-on cycle. During market
drawdowns, that demand can show up even when other assets are being sold.

In practical terms, gold can provide a portfolio with a return stream that is not driven by the same factors as
equities or credit. You may still lose money in a specific window, because hedges are not immune to sentiment

swings. But gold’s role is to reduce the chance that the portfolio is forced to sell assets at the worst time.

If you have ever tried to rebalance during a sharp decline, you know the emotional math changes. Investors delay
contributions, delay rebalancing, or sell the wrong thing because their plan feels expensive. A portfolio with a

stabilizing component can make it easier to gold as inflation hedge stick to rules.

The relationship with interest rates and real yields

A key driver for gold is real yield, or nominal yields adjusted for inflation. When real yields rise, holding gold
becomes more expensive in opportunity cost terms. Investors can earn positive real interest by holding safer,

yield-bearing assets. That can cap gold’s upside.

When real yields fall, gold often benefits. The logic is straightforward: if the returns from cash and bonds shrink

relative to inflation concerns, gold becomes more competitive as a store of value.

But here's the part that gold to hedge inflation trips people up. Real yields can fall for two different reasons: either
inflation expectations are declining or nominal yields are dropping because economic growth is weakening. Gold
can respond differently depending on the underlying story. If yields drop because demand is collapsing, gold may
still find support, but it might move with the broader risk complex as well. If yields drop because inflation fears

cool, gold may not rally as strongly.

So when you see gold move, it helps to ask what the bond market is implying. Gold is often a reflection of how
investors are pricing the future path of policy and inflation. That is why you can get periods where gold and

inflation data disagree for stretches. Markets are looking ahead.

What gold is and is not

Gold is not a hedge that you “set and forget.” It is an asset with its own cyclical behavior. It can protect you when
inflation fears and monetary uncertainty dominate, and it can underperform when markets prioritize real yield and

risk assets over defensive reserve demand.

Gold also is not a replacement for cash flow. If your goal is to fund near-term spending, you still need liquidity and

dependable returns. Gold can be part of a long-horizon risk management plan, but you should not confuse its
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volatility profile with safety in the same way you might view high-quality short-term instruments.

Gold can also behave differently depending on the form you hold. Physical bullion, allocated storage, unallocated
accounts, ETFs, and futures each carry different operational risks. Storage, counterparty risk, spreads, and tax
treatment vary by jurisdiction. If you ignore those details, you can end up "owning gold” but actually taking risks
unrelated to the inflation hedge you expected.

A real-world way to think about timing

You do not need a perfect entry, but you do need to understand how gold behaves relative to the rest of the

portfolio.
In my experience, gold tends to do best when at least one of these conditions is present:
1) inflation expectations look fragile or rising, even if inflation prints are mixed

2) policy credibility is questioned, or the market thinks policy will stay constrained for longer than expected 3) risk

sentiment deteriorates and investors want an asset that is not tied to cash flow assumptions

It tends to lag when investors are comfortable with policy, real yields are rising, and equities are being rewarded
for earnings growth and credit stability. That lag can still be tolerable if gold is a smaller, intentional allocation,

because its job is not to outperform in every cycle. It's to diversify the portfolio’s sources of risk.

A practical allocation mindset

A hedge does not have to be large to matter. What matters more is whether the hedge changes your decision-

making under stress.

If gold's presence helps you rebalance, hold your long-term mix, and avoid forced sales, it's doing real work. If it
makes you panic trade because you experience drawdowns, then you might be using it incorrectly, or the position

size might be too big for your behavior.

That is why | favor an approach that treats gold as an allocation decision, not a bet. You can decide your target
range, then rebalance gradually. When the market whips around, you are not trying to predict day to day. You are
managing the portfolio’s risk budget.

When inflation is high, but gold does not rise like people expect
It would be convenient if gold tracked inflation one for one. It does not.

Gold can fall even when inflation is elevated if real yields climb because of aggressive rate hikes or because the
market believes the inflation problem will be solved quickly. Gold can also fall during growth slowdowns if
investors sell everything for liquidity, including reserve assets. That is not “gold breaking,” it is a reminder that

during stress, liquidity tends to dominate.

Another edge case is when the dollar strengthens broadly. Since gold is priced globally, a stronger dollar can
create headwinds, even if inflation is not improving everywhere. In those periods, gold may be range bound or
down despite the macro narrative that sounds bearish for currencies.

This is the main reason experienced investors talk less about “inflation hedging” as a slogan and more about
conditions. The hedge works best when inflation risk is paired with a reason to doubt fiat purchasing power, and

when real yields are not running away in the opposite direction.



How to use gold without turning it into a distraction

A lot of people lose money with gold by treating it like a short-term trade. The opportunity cost is not just the
price you pay for gold and the spread you lose. It's the mental load. When gold becomes a daily obsession, you

tend to react to headline noise rather than your investment plan.

If you are using gold to hedge volatility and inflation risk, consider a rules-based approach that fits your

temperament.

Here is a short checklist | use as a sanity check before increasing or decreasing exposure. It is not a market timing

tool, it's a behavior tool:

® Confirm you have a cash reserve for near-term needs, so a gold drawdown cannot force a sale

Check whether your inflation risk is about expectations, not just recent CPI prints

® Consider real yield direction, not only nominal rates

Decide on a target allocation range you can stick with through temporary losses

Use rebalancing triggers, not feelings, when prices get extreme

If you do those things, gold becomes calmer. It stops being a scoreboard and becomes a component of risk

management.

Forms of gold: bullion, ETFs, and the stuff people forget

Even though the question is about inflation hedging benefits, the mechanics of ownership matter more than

people expect.

Physical bullion gives you direct exposure to the metal's price, but it introduces logistics and storage
considerations. Physical also means you should think about liquidity when you need to sell. In a pinch, selling the

wrong product, to the wrong buyer, at the wrong time can widen spreads and reduce what you get.

ETFs can be convenient, but they bring fund structure, fees, and how the fund holds or stores the underlying
metal. Futures and leveraged products can amplify returns but also add complexity and roll costs. A futures-based
approach can be useful for certain tactical strategies, but it is not the same thing as a long-term inflation hedge in

the way most investors intend.

If taxes are a factor in your country, the tax treatment of different vehicles can change the outcome materially.
Since tax rules vary widely, | will not pretend there is one answer. The key point is that you should match the

ownership vehicle to your goals, time horizon, and risk tolerance, then verify the operational details.

A few common myths | have heard, and what tends to be true instead
People bring strong narratives to gold. Sometimes they are half right.

First, “gold always rises during inflation.” Not necessarily. If inflation drops quickly or real yields spike, gold can stall

or decline. Gold reacts to the combination of expectations, yields, and risk appetite, not just inflation level.

Second, “gold is the same as cash.” It is not. Gold does not pay interest, and its price can swing sharply. If you

need certainty, cash and short-term instruments do a better job.

Third, “gold is a perfect hedge against volatility.” It can reduce portfolio volatility, but it can also underperform in
specific regimes. The hedge is about diversification. Diversification reduces the odds that the portfolio is driven

entirely by one kind of risk, it does not erase risk.



To make this concrete, here is a compact set of myth-versus-reality anchors:

* Mpyth: gold locks purchasing power automatically Reality: it tends to help when inflation risk and currency

concerns dominate, but it can lag when real yields rise

* Myth: volatility protection means no drawdowns Reality: gold can draw down too, especially during liquidity

stress, though it may offset other losses

* Mpyth: any gold exposure is identical Reality: bullion, storage, ETFs, and derivatives have different costs, risks,

and liquidity profiles

How gold interacts with the rest of a portfolio
Gold is not an isolated bet. It changes how your overall portfolio behaves.

In a portfolio with significant exposure to equities, gold can sometimes cushion the psychological and financial
impact of market downturns. It may not stop your total return from declining, but it can reduce the amplitude.

That matters because large drawdowns often cause investors to abandon their plan.

In a portfolio with significant exposure to bonds, gold's role depends on duration and credit risk. If bonds are
mostly shorter-term and high quality, the portfolio already has some stability. Gold may provide incremental
diversification. If bonds are long duration and sensitive to rate changes, gold can behave more like a hedge against

the narrative risk that drives rates in the first place, though correlation will vary.

A sensible approach is to consider gold as a diversifier that targets a different set of concerns than equity earnings

and credit spreads. It is closer to a macro risk management tool than a yield asset.

The inflation hedge benefit you can actually measure

You cannot “measure” gold hedging in a universal way, because inflation is not a single number and gold does not

track it tightly. But you can still evaluate whether your use of gold is working for you.

A useful exercise is to ask: during periods when your cost of living rose faster, did your portfolio lose more than
you could tolerate? If the answer is “yes” and gold was behaving like a drag, then gold might be too small, too
illiquid, or not aligned with the inflation regime you actually face. If the answer is “no,” and gold or the gold

allocation provided offsetting performance, then it is doing its job.

This is less about a single statistic and more about whether the hedge improved your decision-making and your
realized outcomes. Over multiple cycles, a portfolio that stays invested usually wins against one that tries to time

every regime.

Practical guardrails for investors considering gold now
Gold is most useful when you treat it as part of a broader plan, not the plan itself.

First, keep your horizon in mind. If you need money in the next year or two, gold can introduce unwanted price
risk. You can still hold some exposure if it helps your macro comfort, but it should not threaten your near-term

funding.

Second, distinguish hedging from speculating. Hedging usually implies a position sized to reduce regret under
adverse outcomes. Speculating implies a position sized to benefit from a particular forecast. If you find yourself

forecasting daily headlines, you might have crossed the line into speculation.



Third, avoid overconfidence. There will be times when inflation fears seem justified and gold does not rally. There
will be times when markets swing hard and gold overshoots in either direction. If you are prepared for that

volatility, you can hold steady. If you are not, your hedge can become a source of stress.

What | would watch going forward

If you are trying to understand whether gold's inflation hedge benefits are likely to matter in your lifetime, focus

on the variables that tend to move the narrative.
| would watch:

* real yield direction, because opportunity cost matters for gold

* inflation expectations in surveys and market pricing, because gold responds to beliefs

* policy credibility, because changes in the market's trust in future policy can drive reserve demand
* the dollar's strength, because it can add headwinds or tailwinds

* liquidity conditions during risk events, since forced selling can override fundamentals

None of these guarantee a specific outcome, but they connect gold's behavior to economic drivers you can

observe rather than guess.

Final thought on the “hedge” idea

Gold's benefits as an inflation hedge are real, but they are conditional. It is most helpful when inflation uncertainty
turns into a broader concern about real purchasing power, and when investors want a reserve asset that is not

built on future cash flows or credit quality.

Its benefits during market volatility are also real, though again, conditional. Gold can diversify portfolio risk and
sometimes reduce the pressure to make bad decisions under stress. It can also underperform for long stretches

when real yields rise and risk appetite is strong.

The best way | know to use gold is not to demand certainty. It is to design a portfolio that can tolerate
uncertainty, then allocate gold in a way that supports that design. When you do that, gold becomes less of a

dramatic bet and more of a steady counterweight, even in markets that refuse to stay calm.



