Rising prices have a way of changing the emotional weather inside a portfolio. You start reading headlines the way
you used to read sports scores. Every monthly print feels personal, because it shows up in groceries, rent, and the
“small” fees that quietly compound. In that environment, investors tend to look for assets that either hold value

when currencies wobble or behave differently than stocks and credit.

Gold often shows up in that search. It has a long reputation as a hedge, but it is not magic and it is not always
defensive in the short run. The trick is understanding what gold can realistically do during inflationary periods,
what it usually cannot, and how to size an allocation so you do not end up paying an insurance premium that

never pays out.

What “hedge against rising prices” really means
Inflation has multiple forms, and gold responds to them through different channels.

First, there is the currency channel. When inflation rises, central banks may eventually loosen or tighten policy.
Either way, expectations about real interest rates shift, and gold tends to be sensitive to those expectations. Gold
does not pay a coupon. Its “carry” is effectively zero. That makes it more comparable to assets driven by real yields

and monetary expectations than to bonds with fixed payments.

Second, there is the uncertainty channel. Inflation is rarely just a number. It is an environment where future cash
flows become harder to discount and planning becomes harder. Gold often benefits when investors search for a

store of value that is not someone else’s liability.

Third, there is the liquidity and risk appetite channel. Even if gold is a hedge in the long run, it can still sell off when
markets need cash. | have watched it happen in real time during sharp drawdowns, when investors do not care
about hedging logic, they care about margin calls and portfolio de-risking. That is why you want to think in time

horizons and scenarios, not just in headlines.

So when someone says gold is a hedge against rising prices, the more precise translation is this: gold can help
protect purchasing power and reduce portfolio vulnerability in certain inflation and policy regimes, especially when
real yields fall or when confidence in fiat currencies weakens. It is not guaranteed protection against every inflation

print.

The mechanics: real interest rates, not inflation headlines

Gold's relationship with inflation is often discussed as if it https://www.etftrends.com/gold-silver-investing-
content-hub/3-reasons-why-sprotts-sesg-is-the-gold-fund-for-the-moment/ is a direct reaction to price levels. In

practice, it is more about the opportunity cost of holding a non-yielding asset.

When real interest rates are low or falling, gold tends to look more attractive. If investors expect that nominal rates
will not keep pace with inflation, the real yield on cash and bonds drops. Gold competes for the same investor

dollars, and without a yield, it is advantaged when the "yield floor” disappears.

When real interest rates are high and rising, gold has a tougher time. It may still rise if fear or currency concerns
dominate, but the baseline pressure usually works against it. That is one reason gold can feel inconsistent. Inflation

can be high while real yields rise too, depending on policy moves and the market’s inflation expectations.

This is also why gold sometimes outperforms during disinflationary recoveries. If inflation cools but real yields fall

even more, gold can rally. The price level in the rear-view mirror matters less than what the market believes will
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happen to purchasing power and rates.

What gold did in inflationary eras, and what that taught investors

Over long stretches, gold has behaved like a store of value rather than a growth asset. But short and medium-

term returns have often been choppy.

For a practical example, think about the late 1970s and early 1980s. Inflation was high, policy credibility was
contested, and the dollar’s purchasing power was under pressure. Gold's strong performance then reflected more
than just inflation. It reflected a regime where confidence in monetary stability was in question and real returns on

safe assets were weak or negative for stretches.

Contrast that with more recent episodes where investors faced elevated inflation but also saw aggressive policy
tightening. In those cases, gold did not always act like a smooth inflation hedge. Sometimes it moved up,
sometimes it went sideways, and sometimes it declined even as inflation remained elevated because real yields and

the dollar strengthened.

The lesson | take from those patterns is simple: gold is best thought of as a hedge against certain monetary
outcomes, not a straight-line hedge against the CPI print. If you expect only “prices up, therefore gold up,” you will

be disappointed more often than you expect.

A portfolio perspective: correlation is the real story

Most investors do not hold a single asset. They hold a system. Gold's usefulness comes down to how it behaves

relative to your other holdings during inflation shocks and during market stress.

In many inflationary stress scenarios, equities can suffer because margins tighten and discount rates rise. Credit
can struggle as refinancing costs increase. Meanwhile, gold can either rise or at least hold value, which may reduce

the overall portfolio drawdown.

But correlations change. In a risk-off crash, gold can drop too. | learned this the hard way during a period of
market stress when | had mentally filed gold under “safe.” It did not feel safe intraday. Liquidity needs
overwhelmed the hedge narrative. The difference, in hindsight, was horizon: the down move mattered, but the

longer-term stabilization and the role gold played in rebalancing mattered more.

That leads to a practical framing. Gold is often most valuable as a rebalancing asset. If it rises when other holdings
fall, you can trim strength and add weakness systematically. That reduces the emotional burden of trying to “time”
the hedge.

How to think about allocation size without guessing

Sizing gold is where many portfolios get sloppy. Some people treat gold like a magic talisman and stuff in a large
percentage because it “feels safe.” Others treat it like a gimmick and keep the allocation too small for it to matter

in drawdowns.
A more grounded approach is to decide what problem you want gold to solve.

If your goal is inflation hedging through monetary regimes, gold typically plays a limited but meaningful role.
Many professional approaches keep allocations modest compared with broad stock and bond exposure. The exact
number depends on your risk tolerance, your existing inflation exposure, and whether you hold inflation-linked

bonds already.



If you have very little duration risk and your portfolio is already heavily diversified into assets that may benefit
from inflation, a smaller gold allocation can still make sense. If your portfolio is dominated by nominal bonds and
long-duration equities, gold may warrant a slightly larger role, because you need something that does not depend

on a borrower's creditworthiness or a fixed nominal payment.

One edge case that surprises people: if you already own significant real assets, such as certain infrastructure or
commodity-linked strategies, gold might not be necessary at the same size. Real assets can hedge inflation
through cash flow, while gold hedges through value preservation and monetary expectations. They overlap, but

they are not the same.

A short set of questions | use before adjusting gold

e What's my time horizon for this hedge, one year or five to ten?

Do | already own real return assets, like inflation-linked bonds or inflation-sensitive equities?

* How much of my portfolio drawdown is driven by rate shocks versus credit stress?

If gold underperforms for 12 to 24 months, will | still keep the allocation?

Am | adding gold with a plan for rebalancing, or am | reacting to headlines?

Those questions force you to connect the allocation to behavior, not just theory.

The practical vehicles: physical, ETFs, mining stocks, and futures
Gold itself can be held in different forms, and each form carries different risks.

Physical gold has counterparty independence, but it introduces storage and insurance costs, liquidity constraints,
and sometimes audit or verification hassles depending on where you keep it. Also, taxes and reporting rules vary

widely by country and asset type, so you need to check local treatment rather than rely on generic advice.

Gold exchange-traded funds can provide easier liquidity and clear pricing, but you rely on the fund's structure,
custodianship, and reporting. Some funds hold physical metal, others use derivatives-based strategies, and those

details matter for tax and risk.

Gold mining stocks can be attractive, because you get exposure to gold prices plus equity-style risks. But the
"hedge” is diluted. Mining shares are operational businesses with margins, costs, and equity market volatility. In a
broad drawdown, they can fall even if gold holds up.

Futures and options offer direct exposure, but they demand expertise and discipline. Leverage can turn a hedge

into a source of volatility, especially if you do not manage margin and roll risk carefully.

Common ways investors access gold, with the trade-offs

® Physical bullion: strong “ownership” feel, higher storage and logistics overhead

® Gold ETFs: convenience and liquidity, counterparty structure matters

® Gold mining equities: gold-linked upside, equity drawdowns and company risk

* Gold futures/options: precise exposure, complexity and margin discipline required

* Gold funds with different strategies: performance depends on how they gain exposure

In practice, many investors choose between physical and ETFs for simplicity, then size the position so they can stick

with it through unpredictable periods.



How gold interacts with bonds during inflation

Inflation hedging often comes bundled with a bond question: should you buy longer duration, short duration, or

inflation-linked products?

Gold can help diversify bond risk, but it does not replace the role of inflation-linked securities if your primary
concern is protecting real purchasing power through explicit indexation. Inflation-linked bonds can adjust coupon
and principal based on an inflation measure, giving you a more direct hedge. Gold, by contrast, is indirect. It

responds to monetary conditions and expectations rather than to a guaranteed inflation index.

When inflation rises, nominal bonds often suffer depending on how quickly yields rise. That is why some portfolios
use a mix. Bonds can manage income and volatility. Inflation-linked bonds can target purchasing power. Gold can

serve as an additional hedge against monetary instability and risk aversion.

| have found that this combination tends to behave better than any single asset class when investors try to
translate “inflation risk” into portfolio risk. Still, the correlations will shift. If the inflation story changes, gold might

stop acting like a hedge for a while. That is not a failure, it is the reality of changing macro regimes.

The behavioral side: hedges only work if you can hold them
It is easy to say you want a hedge. It is harder to keep it when the hedge is not doing its job.

Gold can underperform during stretches when inflation rises but real yields rise even faster, or when the dollar
strengthens. During those periods, people who bought gold as an inflation bet sometimes sell at the wrong time,

right when they most needed the portfolio diversification.

The behavioral discipline is part of the hedge itself. If you cannot tolerate meaningful volatility in the hedge, you
need to rethink the allocation size or the vehicle. A hedge that triggers panic selling is not really a hedge, it is just

another traded risk.

This is also why rebalancing plans matter. When gold rallies and other assets lag, you can trim the hedge and
reinvest into risk assets at lower prices. When gold lags, you can use discipline to add into strength if your plan

allows it. Done well, this transforms gold from a prediction into a process.

Pitfalls and edge cases that get overlooked

Gold has risks and limitations. The biggest one is that it is not a guaranteed inflation shield, especially over short

time frames.
Here are common pitfalls | have seen, along with what to do instead.
1) Treating gold like a bond substitute

Gold does not pay interest. If you need income or if you expect gold to behave like high-quality fixed income, you

will likely be frustrated. Gold's value is more about expectations and relative attractiveness than about cash flows.
2) Confusing inflation with debasement

Some inflation episodes reflect temporary supply constraints or demand surges that policy can contain. Others
reflect deeper monetary instability. Gold may perform better when investors fear long-term purchasing power
erosion or credibility issues. If your inflation thesis is mostly about short-term price pressures, gold may not be the

best match.

3) Overconcentration



A portfolio can be "hedged” with too much gold. If gold rises and dominates returns, you might end up with less
diversification than you thought. Also, taxes and transaction costs can become significant if you are constantly

trading around the hedge.
4) Ignoring currency exposure

If your base currency is not the U.S. Dollar, gold’s international price dynamics matter. Currency moves can either
reinforce or offset gold price changes in local terms. For global investors, this matters more than many people

expect.
5) Vehicle risk

As noted earlier, physical, ETFs, mining stocks, and derivatives each bring different risks. Assuming they all behave

the same is a mistake.

Building a hedge plan that survives real markets
A hedge should be something you can implement, not something you can only explain after the fact.
In my own workflow, | aim for a plan with three layers.

First, | define the goal. Is it purchasing power protection, drawdown resilience, or a monetary-regime hedge?

Those are related, but they lead to different sizing and vehicle choices.

Second, | decide the form. If simplicity and liquidity matter, a gold ETF holding physical can be a practical choice. If
independence and control matter, physical can fit. If | want higher volatility with potential upside, miners might fit,

but | treat them as equities, not as pure hedging.

Third, | set behavioral rules. | typically prefer a rebalancing window rather than a trigger. For example, “review
annually, rebalance if allocations drift beyond a threshold” is easier to follow than “sell if gold breaks X level.” It

reduces the temptation to react to headlines.

You can be flexible about timing and still be strict about process.

Practical expectations: what gold is likely to do, and when it might not

Gold's track record can tempt investors into overly confident expectations. A more realistic approach is to set

expectations by scenario.

In a scenario where inflation rises and central bank credibility weakens, gold is often well positioned. In a scenario
where inflation rises but real yields rise sharply due to aggressive tightening and the dollar strengthens, gold may

struggle or move sideways. In a scenario where inflation falls but real yields also fall, gold can still do well.

That scenario thinking matters because it helps you avoid the "wrong story” trap. You are not just betting on

inflation. You are betting on monetary and real yield conditions, and on how investors react to uncertainty.

Bottom line: gold is a hedge, but it is not a single-purpose tool

Gold can play a valuable role as a hedge against rising prices, especially when inflation reflects monetary stress,
real yields decline, or confidence in fiat purchasing power weakens. Its strength is that it is not a claim on a
corporation or a government, and it often behaves differently from stocks and nominal bonds when markets shift

their expectations.



Its limitation is equally important: gold can be volatile, it can underperform for long stretches, and it can sell off
during liquidity-driven crashes. That means the hedge works best when it is sized for your behavior, implemented
in a vehicle that matches your risk tolerance, and treated as part of a rebalancing process rather than a prediction

engine.

If you are serious about hedging rising prices, start by clarifying the monetary regime you fear, then choose a gold
allocation and vehicle that you can hold through the parts that feel uncomfortable. Gold is at its best when you

stop needing it to be perfect and start using it to diversify the way your portfolio expresses risk.



