Inflation hedging is one of those phrases that sounds tidy until you try to build it for real money, real accounts,
and real trade-offs. | have watched clients and friends treat gold like a magic switch. It is not. Gold can help, but
only when it is sized correctly, paired with the right supporting assets, and managed with an eye for how inflation
actually hits purchasing power.

The goal of an inflation hedging basket is not to outperform during every inflation regime. It is to reduce the
chance that your portfolio’s real value erodes when prices rise and confidence falls. A well-constructed basket

typically acknowledges three truths:

First, “inflation” is not one uniform enemy. Food, energy, housing, and services can move differently. Second,
inflation hedges work best when they are not all trying to solve the same problem in the same way. Third, gold

behaves like an asset with its own drivers, not a direct inflation dial you can read in real time.

With that framing, here is a practical way to create an inflation hedging basket with gold, including how to size it,

how to choose vehicles, and how to keep your plan from breaking when your assumptions get tested.

Start with what you are trying to hedge
People often say they want protection against inflation, but they mean one of two different things.

One version is “| want my spending power to hold up.” That is about real returns. It matters whether your lifestyle
expenses are mostly housing and healthcare, or mostly discretionary spending, and how concentrated your

income is.

The other version is “I want resilience if inflation spikes unexpectedly.” That is about portfolio behavior under
stress, including the risk of rising rates, risk premia widening, and the possibility that your normal balancing act

stops working.

Gold tends to be helpful in both stories, but it is not identical. Gold can respond positively to monetary
uncertainty, currency weakness, and risk-off behavior, while other parts of the basket may do better when inflation
shows up quickly in real economy data and central banks respond by tightening financial conditions. That is why

“gold plus other stuff” is usually more robust than “gold only."

A quick self-check | recommend is to write down two spending buckets you actually have. For example, housing
and utilities might be one bucket, groceries and transportation another. Then ask: if inflation rises 3 to 5
percentage points for a couple of years, which bucket would feel it first? Your basket does not need to match your
bills perfectly, but it should be designed around what you cannot easily cut later.

Use gold as the anchor, not the whole engine

Gold is often described as a hedge because it is not a claim on future cash flows. That means it does not get priced
like a corporate bond, and it does not have earnings that can be squeezed by higher costs. In practice, that
independence can be valuable when investors question the durability of monetary policy, the purchasing power of

currencies, or the credibility of risk pricing.

But gold also has limits. It can fall when real rates are rising or when investors prefer cash and short-term
instruments. If you are building a hedging basket and you assume gold will always rise during inflation, you will

eventually be disappointed.



The practical answer is to treat gold like an anchor position and then spread the rest of the basket across different

inflation transmission mechanisms.
Here is the logic | use:

® Gold can hedge monetary uncertainty and certain forms of currency stress.
* Real assets and inflation-linked instruments can better align with the economic effects of rising prices.

® (Cash and short-duration instruments can protect near-term liquidity and reduce forced selling risk during

volatile periods.

When those elements are combined, you are less dependent on any one scenario.

A reasonable starting range for gold allocation

There is no universal allocation that fits every person. Your risk tolerance, time horizon, existing holdings, and tax
situation matter. That said, many investors who build a dedicated inflation sleeve often land somewhere in a mid

single-digit to low double-digit percentage range for gold as a portion of the total portfolio.

If your portfolio already has heavy real assets exposure, like significant real estate or inflation-linked funds, you
might keep gold closer to the low end. If your holdings are mostly nominal bonds and equities that you will not be
able to sell during stress, you might size gold a bit higher to increase your odds of having a stabilizer when

correlation regimes shift.

One caution | have learned the hard way: if you are the type of investor who will panic-sell after a drawdown, the
allocation has to reflect that behavior, not your theory. Gold can be volatile in the short run. A hedging basket

that requires perfect emotional discipline is not a hedge, it is a bet.

Choose what “inflation hedging” means in your portfolio

Inflation shows up in different ways, and the assets you pick should map to those pathways. You can think of your

basket as covering three lanes:

1. Lane for monetary and currency uncertainty (where gold often helps).
2. Lane for economic inflation where pricing power and inflation-linked cash flows matter.

3. Lane for liquidity and rebalancing capacity so you do not sell the wrong thing at the wrong time.
You do not have to build a complicated model. You do need coherence.

If you already hold a lot of stocks, remember that equities can be an inflation hedge only under certain conditions,
mainly when companies can pass through price increases and maintain margins. That is not guaranteed. Stock
prices also discount the real rate environment and the growth outlook. In a fast inflation shock, equity may fall

even if inflation is rising, at least initially.

If you hold mostly nominal bonds, the risk is different. Rising inflation and rising rates can both hurt bond prices.
Even if yields eventually adjust, the interim losses can be brutal. Inflation-linked bonds can help, but even then you

are trading off liquidity, duration, and the way indexation works.

Build the basket: practical components that work together

There are several ways to construct an inflation hedging basket with gold. The best approach depends on your

access to certain instruments, your account types, and your comfort with custody.



One clean structure is to pair a gold position with inflation-linked bonds and real-asset exposure, then add a
liquidity buffer. | am not saying every investor needs all four, but the combination is intuitively aligned with what

inflation does to portfolios.

A simple, defensible basket blueprint
Below is a practical template. Think of it as a starting point you can calibrate.

® Gold (physical or a reputable fund) sized as your anchor allocation

* |nflation-linked government bonds (where available) for direct linkage to inflation indices

* A real-asset sleeve (short-duration real assets exposure or diversified infrastructure or commodities exposure,
depending on your comfort)

® Short-duration cash or T-bills to prevent forced selling during drawdowns

* Optional ballast via diversified equities with a track record of pricing power, sized so it does not dominate your

inflation sleeve

This framework avoids the common mistake of treating “inflation hedge” as a single bet. The goal is to reduce

regret across multiple inflation regimes.

How to decide between physical gold, ETFs, and miners
Gold can be held in different forms, and the differences matter more than many people expect.

Physical gold offers direct exposure to gold itself and avoids certain financial structure risks found in wrappers. But
physical ownership brings real-world friction: storage costs, insurance, liquidity considerations, and the operational

reality that you need a trusted custodian if you do not want to store it yourself.

Gold ETFs and similar funds can be easier to access and rebalance, especially in brokerage accounts. The trade-off
is that you are taking on the fund's structure and operational choices. The fund's transparency, underlying

holdings, and fee schedule become part of your risk picture.

Gold miners are a different exposure. They can provide leverage to the gold price, but they also introduce equity
risks: management decisions, cost inflation, labor issues, permitting, political risk, and broader equity market
drawdowns. If your purpose is inflation hedging, miners can still play a role, but | treat them as a satellite position,

not the anchor.

A rule of thumb | use: if you want the hedge to behave like gold, you generally want gold exposure that tracks
gold more closely. If you want additional upside but accept extra volatility and equity risk, then miners can

supplement.

Sizing the basket: start conservative, then earn your way up

Sizing is where most plans succeed or fail. People either over-allocate to gold early, get a drawdown, and abandon

the strategy, or they under-allocate and never give the hedge enough weight to matter.

A conservative method is to begin with a “pilot” allocation, then increase only after you observe how it behaves in

the kind of environment you care about.

For example, if your target inflation sleeve is 10% of your portfolio and you are new to this, you might start with 3
to 5% in gold and the supporting pieces, then add gradually over months. This approach reduces the risk of

buying too much right before a short-term gold pullback.



If you already have a meaningful allocation to real assets and inflation-linked instruments, your gold share may
not need to be large. If your portfolio is mostly nominal bonds and broad equities, you may want gold to be more

central.

Also consider concentration risk. If all your “inflation hedge” sits in one product or one issuer, you are not hedging
inflation as much as you are hedging that specific structure. Diversifying across vehicles can reduce operational

regret.

Decide your rebalancing rules before the stress arrives
A hedge is not only the assets you pick. It is what you do when the world changes.

Gold can move differently than bonds and equities. When it rallies sharply, it may take a larger share of the basket,

and when it drops, the hedge share shrinks. Rebalancing keeps your exposure aligned with your plan.

You do not need a complicated system, but you do need consistency. | like rules that are easy to execute while you

are busy living your life.

One approach is time-based, like reviewing the basket every quarter and rebalancing when allocations drift
beyond a gold as inflation hedge threshold. Another is threshold-based, like rebalancing when an asset moves

more than a certain percentage away from its target weight.

The key is to avoid “feeling-based rebalancing.” During periods of headline-driven panic, it is easy to chase

performance and abandon diversification. That can turn your hedge into a momentum trade.

Watch for the inflation regime you are actually in

A common trap is treating every inflation phase the same. Gold's relationship to inflation is not stable in the way

people imagine.

In some regimes, inflation and real yields rise together, which can pressure gold. In others, inflation rises but policy
credibility falters, and gold can benefit. Meanwhile inflation-linked bonds behave differently depending on

indexation, the inflation expectations embedded in markets, and real rate levels.

That is why your supporting components matter. If you rely only on gold and inflation-linked bonds, you might
get a basket that is exposed to the same rate dynamics from two angles. If you add liquidity and real-asset

exposure, you can smooth outcomes across regimes.

A lived example | have seen: one investor built a basket around gold and inflation-linked bonds, aiming for an
“inflation up equals hedge up” story. When inflation rose and central banks responded aggressively, the portfolio
did not provide the comfort they expected. Gold was mixed, inflation-linked bonds had drawdowns tied to real
yields, and the investor had to sell other positions to cover expenses. They adjusted later by adding more short-
duration liquidity and by revisiting the balance between real-asset exposure and inflation-linked duration. The

improvement was not magic, it was better alignment with how the stress actually played out.

A short checklist for implementation (and what can go wrong)

Before you buy, take an hour and pressure-test the mechanics. Most inflation hedging failures are operational, not

philosophical.

e Verify liquidity and exit paths for each holding, including trading hours and settlement timing

* Confirm storage, insurance, and custody arrangements if you choose physical gold
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* Check expense ratios, spreads, and tax treatment in your specific account type
e Understand how rebalancing will actually work for you, including whether you can automate or do it manually

* Make sure you are not duplicating the same risk under different labels, like adding multiple products that all

respond mainly to real yields

That last point is subtle. Two different “inflation hedges” can still be driven by the same factor, which means your

hedge is thinner than it appears.

Taxes and account structure: the unglamorous part that decides
outcomes

Tax treatment varies dramatically by country and even by account type. | cannot give universal rules, but | can tell

you what to pay attention to.

Gold held in some forms can be taxed differently than gold held in others. Gains from certain funds may be
treated as income, capital gains, or a blend depending on jurisdiction. Some ETFs have different tax reporting
characteristics than physical holdings.

If you are in a tax-advantaged account, you may prioritize simplicity and cost control because taxes are less
immediate. If you are in a taxable account, you should care more about turnover, distributions, and holding period

rules.

Also think about income sources. If you will use part of the portfolio for living expenses in the next few years, you
may prioritize assets with more predictable cash flow or easier liquidity rather than locking everything into

positions that require longer settlement or that are sensitive to drawdowns.

How to blend the basket with the rest of your portfolio
An inflation hedging basket should not exist in isolation. It interacts with your base allocation.

If your core portfolio is equities-heavy, your inflation basket may need to be more about smoothing drawdowns
and less about matching the inflation rate. If your core portfolio is conservative and already includes short-
duration instruments, your inflation hedge might focus more on monetary uncertainty via gold and less on

liquidity.

A common mistake is to let the inflation basket become so large that it crowds out your long-term risk capacity.
Hedging reduces regret, but it also reduces upside if done excessively. The objective is balance, not maximal
protection.

In my view, the best inflation hedge is the one you can keep owning through a full cycle without changing the

strategy every time inflation prints a surprising number.

Practical examples of basket compositions
To make this concrete, here are three illustrative setups. These are examples of structure, not prescriptions.
Example 1: Conservative investor who needs near-term liquidity

e Gold: modest anchor allocation
¢ |nflation-linked bonds: small-to-moderate allocation

® Real-asset exposure: limited and diversified



® T-bills or cash: the largest sleeve of the inflation basket

This setup aims to reduce the odds of forced selling during a spike, while still giving you some protection if

monetary stress or currency weakness shows up.
Example 2: Moderate investor with a long horizon

® Gold: medium anchor allocation
¢ |nflation-linked bonds: moderate allocation
e Real assets: moderate allocation

e Short-duration cash: smaller liquidity sleeve

This setup relies on time and rebalancing discipline. The liquidity sleeve still matters, but you may accept more

short-term volatility.
Example 3: Investor with real assets already

* Gold: smaller relative allocation
¢ Inflation-linked bonds: meaningful allocation
® Real assets: already present, so keep it diversified rather than adding more concentrated bets

® Liquidity: enough to avoid selling at the wrong time
This investor effectively uses gold as a monetary uncertainty hedge rather than a full inflation solver.

The thread across all three is the same: gold has a job, other assets have jobs that are not redundant.

Keep expectations grounded: hedges do not eliminate drawdowns

A good inflation hedging basket can still lose money during certain periods. The point is that it should lose in a

way that preserves decision-making power, not in a way that forces you into a corner.

If inflation spikes and rates rise quickly, many traditional assets can struggle. Gold may not rise immediately, and
inflation-linked bonds can also be pressured if real yields jump. That is why the basket must be designed for “real

life,” including your spending needs, your timeline, and your ability to rebalance without panic.

When people say “gold is an inflation hedge,” | prefer a more honest phrase: gold is a hedge against certain
monetary and confidence dynamics that often accompany inflationary stress. That is valuable, but it still lives in a

world where interest rates, liquidity, and risk appetite move together.

Review and refine the basket as your life changes

Over time, your inflation exposure changes. A mortgage that reprices in two years is a different risk than rent that
you negotiate annually. A job change that alters your income sensitivity matters. Even your portfolio composition

changes, as your equity holdings grow and your bond holdings roll down.
So treat the inflation basket as a living part of your plan. Review it when:

® Your expected expenses shift

Your time horizon changes

® Your core portfolio composition changes materially

Your holdings have drifted far from their target weights



Refinement does not have to be frequent, but it should be intentional.

A final practical mindset

The best inflation hedging baskets with gold are built from a blend of humility and structure. Humility because
gold will not behave perfectly and inflation will not follow a neat pattern. Structure because you Helpful hints still
choose weights, vehicles, liquidity levels, and rebalancing rules that you can execute when conditions are
uncomfortable.

If you do that, gold becomes what it can realistically be: an anchor that helps you stay solvent and sane when

prices rise and markets start arguing about what the future will cost.

If you want, tell me your country, time horizon, and whether you plan to use taxable or retirement accounts. | can
suggest a more tailored basket structure and how to think about gold allocation range and rebalancing triggers

without relying on guesswork.
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