Inflation hedging sounds clean in theory: if prices rise, the value of your assets should rise too. In practice, the

question “better than what?” matters more than the question “is it good?”

Physical gold sits in an interesting spot. It is neither a bond nor a stock, it does not pay a coupon, and it does not
promise anything. What it offers is a long track record as a store of value in periods when people worry about
currency purchasing power, government credibility, or fiat money overreach. That is different from guaranteeing a
hedge. Gold can also sit flat for long stretches, especially when real interest rates are high or when investors rotate

into cash-like assets.

So is physical gold better for inflation hedging? Sometimes. Often, but not always. The better way to think about it

is what problem gold can solve, what it cannot, and how the mechanics of owning physical metal change the odds.

What “inflation hedging” really means

Inflation is not one uniform experience. Two households can both say they are “feeling inflation,” but what they

mean differs.

If your grocery bill jumped while your rent stayed sticky, your inflation problem is mostly goods and supply chains,
not monetary policy. If your mortgage is fixed but your taxes and utilities keep rising, your inflation pressure is
policy-linked. If your paycheck is adjusting with a lag and your savings are shrinking in purchasing power, you care

about inflation over time and the ability of assets to keep real value.

Gold is most often discussed as a response to the monetary side of inflation, the part tied to currency debasement
fears and the erosion of purchasing power. But inflation can come from many places: supply shocks, labor market

tightness, energy prices, policy choices, global events. Gold's relationship with inflation is not perfectly mechanical.

In my own investing conversations over the years, | have learned that people who are happiest with gold are
usually clear-eyed about their objective. They do not buy it expecting a smooth monthly offset to their grocery
receipts. They buy it expecting that when faith in currency weakens, and when investors begin looking for “non-

sovereign” value, gold tends to attract demand.

That expectation can be rational. It can also be mismatched if your inflation regime is short-lived or if the market

regime shifts away from gold for reasons unrelated to inflation.

Why physical gold attracts “inflation hedge” logic
Gold has a few traits that make it a natural candidate for hedging purchasing power:

1. It is outside most national financial systems. You are not holding a claim on a bank or a government. That

matters when people worry about counterparty risk or policy credibility.

2. It has a long history of being used as money or money-like wealth. This does not mean the future

repeats the past, but the behavior is persistent: in crises, people often reach for assets that feel durable.

3. Itis relatively scarce and slow to expand. Unlike fiat currency, which can be created rapidly, gold supply

changes slowly. This is part of why the “debase the currency” story plays well with gold.

Still, the key point is that gold's inflation hedge reputation often comes from investor psychology and macro

positioning, not from a promise that gold tracks CPI line by line.

If your goal is "hedge inflation,” you should also be asking what investors are actually bidding for when they buy

gold. Sometimes it is inflation. Sometimes it is real rate expectations. Sometimes it is fear of regime change.



Sometimes it is simply risk diversification. Each of those drivers can dominate in different periods.

The big trade-off: gold is not inflation-linked

Unlike Treasury Inflation-Protected Securities, gold does not embed an inflation adjustment formula. It is a
commodity and a monetary asset at the same time, and that blend means it can move for reasons that have

nothing to do with inflation.
Here are a few scenarios that can cause "hedge disappointment”:

¢ Inflation is rising, but real yields are rising too. When real interest rates climb, opportunity cost increases
for non-yielding assets. Gold can struggle even as consumer prices rise.
¢ Inflation is falling but fear is still present. In a disinflation scare with ongoing political risk, gold can stay

supported even though your inflation rate is improving.

* A strong risk-on cycle drives liquidity demand. Gold can fall when investors liquidate anything that can be

sold quickly, especially if volatility rises.

The implication is uncomfortable but important: gold is not a tool you use like an automatic thermostat. It is more
like a hedge against a category of monetary and confidence risks, and that category can overlap with inflation

without perfectly matching it.

Physical vs paper gold: the mechanics change

People often say “gold is gold.” That is not quite right when you compare physical holdings to gold exposure

through funds, futures, or paper proxies.
With physical gold, you deal with:

* Storage and security costs. Even if you store it yourself, there is a cost in time, locks, insurance, and risk

tolerance. If you use a vault or third-party storage, there are fees.

¢ Liquidity and transaction friction. Selling at the right price can take work. Spread and premiums matter,

especially in small quantities.

* Counterparty risk reduction. You reduce the risk that an issuer defaults or halts redemptions. For some

investors, that is worth more than marginal price differences.

* Taxes and jurisdiction rules. Tax treatment of physical gold can differ materially from that of gold ETFs. In
some places, capital gains rules on collectibles can be less favorable. In other places, the treatment is

straightforward. You need to check local rules rather than assuming a generic outcome.

With paper gold, those frictions can flip. You may face management fees and tracking differences, but you gain
ease of trading and sometimes lower friction to enter and exit. The trade-off is counterparty risk and the possibility

of structural issues during stress.

So the question “Is physical gold better?” depends on what kind of risk you are hedging. If you are primarily
hedging currency debasement fears and you distrust institutions, physical can align better with your intent. If you
are mainly hedging inflation in a portfolio management sense and you want low friction adjustments, paper

exposure might be more practical.

In other words: physical gold is not automatically better. It is better for certain fears, and it is worse for certain

operational realities.



What | look at first: your inflation timeline

One of the most useful filters is time horizon. Gold may behave differently depending on whether you are trying

gold for inflation protection to hedge:

¢ Short-term inflation surprises (months to a year),
* Medium-term inflation persistence (roughly one to three years),

* Long-term purchasing power risk (many years).

Short-term: gold can move quickly, but it is driven by macro positioning, interest rates, risk appetite, and currency

dynamics. It may react to inflation data, but it may also react to other forces that swamp inflation in the moment.

Medium-term: this is where gold sometimes earns its "hedge” reputation, because the market starts to price

sustained monetary outcomes, not just a single print of inflation.

Long-term: if your main fear is that the currency’s purchasing power slowly erodes over decades, gold’s role as a
long-term store of value can be more relevant. Still, even long-term paths can be bumpy. Gold can have multi-

year drawdowns, so you need staying power.

If you buy physical gold because you expect inflation to spike this winter, you need to understand that “spike”
does not guarantee “gold rallies.” If your purchase is about living through a prolonged inflation or monetary stress

regime, gold may align better.

Concentration risk is real, even with “diversifiers”

A lot of people treat gold as a free lunch. It is not. If you concentrate too much in any asset, you can damage your

plan even if the asset is conceptually sound.

Physical gold also creates behavioral risk. When you own metal, you can feel safer and, at the same time, you
might postpone rebalancing. Or you might sell at the wrong time because the metal is heavy, visible, and

psychologically “real.”

| have seen this pattern: someone buys a meaningful amount of physical gold after a period of market stress. Then
the stress fades and gold underperforms for a while. At that moment, they often regret the decision, not because

the thesis was wrong about inflation risk, but because the holding period was shorter than their conviction.

The more you plan to rely on gold as your inflation hedge, the more you should treat it like a strategic allocation,

not a short-term trade. A strategic allocation still has volatility, but it can be managed with rebalancing rules.

Costs matter more than people admit

With physical gold, the “entry price” is not just the market spot price. You pay for the product form and the
dealer’s risk. Premiums vary based on refinery, minting, product type, and market conditions. During volatile

periods, premiums can widen, and that makes hedging less efficient.

On the way out, spreads and buyer discounts can matter too. If you ever plan to sell smaller quantities, you will

learn quickly that the metal's headline price is only part of the story.

Then there are holding costs. If you store with a provider, you pay fees. If you store at home, you may need
insurance and physical security. Those costs do not destroy the hedge, but they shift the odds. In some situations,
a cheaper vehicle like a low-fee gold fund might outperform physical after costs, even if the long-term direction

eventually matches.


https://www.etftrends.com/gold-silver-investing-content-hub/3-reasons-why-sprotts-sesg-is-the-gold-fund-for-the-moment/

This is one reason people should be wary of buying physical gold in huge size without thinking about transaction

cadence. If you want flexibility, physical may cost you flexibility.

When physical gold is a strong fit
Physical gold can be a better inflation hedge when your concerns include:

* Sovereign and institutional distrust. You want an asset that does not depend on issuer solvency.

¢ A preference for self-contained ownership. Some investors want to hold the hedge, not just its financial
proxy.

* A long-term allocation approach. You can tolerate multi-year drawdowns without panic selling.

¢ A desire for portfolio symmetry. Gold often behaves differently from equities and nominal bonds, and

having physical can reduce correlation risk during policy uncertainty.

The most persuasive “physical gold hedge” cases are usually not academic. They are practical and emotional, in the
sense that people remember what it felt like to navigate financial stress and want less dependence on

intermediaries.

But even then, physical gold is not a substitute for cash needs. If your plan depends on selling gold during a

liquidity crunch, your real hedge quality can drop quickly.

The edge cases that surprise people

There are a few situations where physical gold can disappoint, even for someone who is right about inflation risk.

1) Inflation is high, but currency moves the other way

If your local currency is weakening, you might see gold priced higher in your currency. That can look like a hedge
working. But the reverse can happen too: if your currency strengthens due to policy or capital inflows, gold might
not keep pace with local inflation. The hedge is then partly “foreign currency gold,” not pure local purchasing

power protection.

2) You bought at a premium peak

If premiums were elevated when you bought, you started with less upside. Even if gold later rises, the spread you
paid may take time to unwind. That means your “inflation hedge” may show muted performance early on.

3) You cannot store it safely

Security failures are not hypothetical. Theft, misplacement, or insurance gaps are real risks. If the metal is not safely
stored, the hedge becomes a gamble.

4) Tax treatment reduces returns

Depending on where you live, physical gold can receive less favorable capital gains treatment compared to other
assets. This can meaningfully affect the net hedge. Before buying, it is worth verifying how gains are taxed, how

losses are treated, and whether there are reporting requirements.

These edge cases are why “physical is better” should be a considered conclusion, not a slogan.

So what is the practical answer?



The practical answer is: physical gold can be a better inflation hedge if you value ownership certainty and you are
investing for a strategic horizon that can withstand volatility. It can be a worse hedge if you overpay in premiums,

ignore storage and exit costs, or need liquidity on a short timeline.
A helpful way to decide is to separate three questions:

1. Do | believe inflation risk is tied to monetary confidence and purchasing power erosion?
2. Do | want to hedge through an asset | personally control, rather than a claim on an institution?

3. Can | hold through drawdowns and rebalance without forcing a bad sale?

If you answer “yes” to all three, physical gold becomes more compelling.

A short way to sanity-check your plan

Here is a practical checklist | use when someone wants to add physical gold as an inflation hedge. It is not a

promise, it is a way to avoid common mistakes.

® Confirm your storage approach and all recurring costs, including insurance or vault fees

® Estimate total transaction friction, especially the premium you pay and how you will sell

Check local tax treatment for physical gold so you know your net outcome

Decide your holding horizon and plan for volatility, not just inflation headlines

Keep liquidity outside gold for near-term expenses so you are not forced to sell during stress

If you cannot answer those items with clarity, the hedge may be mostly symbolic, and symbolism is not the same

thing as risk management.

How gold fits alongside other inflation-aware choices
Gold is one tool, not the whole toolkit. For inflation-aware portfolios, people often combine multiple “buckets”:

* nominal assets that benefit from higher rates or rising nominal incomes,
¢ inflation-sensitive allocations,

e and diversifiers that respond to monetary stress.

Physical gold’s value is that it can behave differently when the market shifts from “inflation is temporary” to
“monetary credibility is the real issue.” But if you only own gold, you may miss hedges against other channels of

inflation, like wage-driven inflation or supply chain shocks.

This is why portfolio construction matters more than the headline asset. Gold can play the role of a monetary

stress hedge, while other holdings can address cash flow, inflation pass-through, and interest rate dynamics.

| am not arguing against gold. | am arguing against treating gold as a universal solution.

What | would watch if inflation accelerates again

If inflation reappears in force, the market will respond to more than the inflation rate itself. Gold tends to respond
to the real drivers behind it. Without turning this into a forecasting exercise, | would pay attention to:

* Real interest rate direction (not just nominal rate),

* Currency stress and funding conditions,

* Credit spreads and liquidity stress,



* Whether investors frame the problem as temporary or structural.

Physical gold can benefit in regimes where monetary policy credibility is questioned and investors rotate toward

non-sovereign stores of value. In regimes where inflation falls quickly and real yields stay elevated, gold can lag.

This is why “inflation hedge” should be treated as an intention that plays out through macro regimes, not a single-

factor bet.

Final take: better for some people, not better by default

Physical gold is not automatically better for inflation hedging than other approaches. It is better when your
personal risk is about purchasing power under monetary stress and you prefer to hold a hedge you control. It is

worse when your costs are high, your liquidity needs are near, or your local tax treatment reduces net returns.

If you want a hedge that works as inflation insurance, you may need something else, or you may need a layered
approach. If you want a store of value hedge tied to confidence in fiat currency, physical gold can make sense, but

you should build it deliberately, with costs and behavior in mind.

The best indicator is not whether gold “should” hedge inflation in a textbook sense. It is whether the way you

would own and sell it matches the scenario you are actually preparing for.



