Gold has a way of sounding simple. Buy metal, hold it, wait for it to rise. The real world is messier. Gold trades like
a financial asset, stores like a physical commodity, and behaves like a currency hedge when markets get nervous.
When people say they are buying “gold as protection,” they often mean they want real purchasing power to hold
up, not just a higher chart.

Evaluating gold investments with real returns in mind means asking a different set of questions than “what did the
price do?” You also have to account for how you buy it, what you pay to own it, and what risk you are actually

taking.

What “real returns” really means for gold

A return can look attractive in nominal terms and still disappoint in real terms. Real return is the growth in
purchasing power after you account for inflation. If gold rises 10% over a year, but the prices you pay for
groceries, rent, and services rise 6% over that same period, your real gain is roughly 4% before taxes and costs. If
inflation is 9%, that 10% gold move is mostly eaten by the cost of living.

That matters because gold is often bought during periods when inflation expectations, currency weakness, or
geopolitical risk are already in play. You can end up with a nominal winner that does not meaningfully improve the

day-to-day outcome you care about.
In practice, “real returns” for gold depend on three layers:

1. Gold’s nominal price performance in your base currency
2. Inflation in your spending reality, not someone else’'s economy

3. Your owning costs, including spreads, premiums, storage, insurance, and taxes

Once you separate those layers, you can judge whether gold is doing the job you think it is doing.

Gold’s price is not one thing

Gold does not move for one reason. It moves for a mix of reasons that can shift quickly. Over the years, | have
seen investors anchored to a single narrative, then frustrated when the market behaves like a basket of narratives

at once.
pure gold jewelry
Gold pricing is commonly influenced by:

* Real interest rates: When yields on safe assets are high after inflation, the opportunity cost of holding non-

yielding gold rises. When real yields fall, gold often finds support.

* The dollar: Gold is priced globally and is often inversely related to the strength of the U.S. Dollar. A stronger

dollar can pressure gold even if other concerns remain.

* Inflation expectations and risk sentiment: Gold tends to attract flows when investors expect uncertainty or

devaluation, but it is not a clean inflation instrument.

¢ Liquidity and positioning: During volatile periods, gold can behave like a crowded trade, not like a slow-

moving store of value.

The reason this matters for “real returns” is that the drivers can produce head fakes. For example, gold can rise

because risk sentiment improves and the dollar weakens, then stall when real yields back up or when the market
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decides the urgency has faded.

That is why your evaluation needs to reflect timing and costs, not just long-term beliefs.

A simple framework you can actually use

You do not need a spreadsheet that looks like a bank’s risk model to evaluate real returns. You need a consistent

method you trust, so you can compare gold against alternatives.
Start by deciding what “real” means for you:

® Are you measuring in your local currency and using the inflation rate that matches your household spending?

® Are you comparing gold returns to a cash or bond alternative you could hold instead?
Then, break your gold experience into components:

* Entry cost: The premium you pay over the spot price for coins or bars, or the expense and tracking

differences for funds.
* Holding cost: Storage and insurance for physical, custody and spreads for funds, and any other friction.
¢ Exit cost: The spread you realize when you sell, and potential tax effects.
* Tax treatment: Taxes can dwarf the “spread” for some investors depending on your jurisdiction and account

type.

Once you estimate net returns in nominal terms, adjust for inflation to estimate real returns. Even if your inflation

estimate is rough, it is better than ignoring inflation entirely.

Physical gold vs funds: the hidden return difference

Many investors focus on the gold price and ignore the ownership mechanics. This is where real return evaluations

often diverge.

Physical gold (coins, bars, bullion)
Physical ownership introduces costs and frictions that are not obvious when you look at the spot chart.

* Premiums at purchase: Premiums can vary widely by availability, mint policies, and urgency. In retail
channels, premiums can be large in stressed periods.

* Liquidity at sale: You may not get the same premium you paid. Dealers quote bid prices that reflect their
inventory and risk.

* Storage and insurance: Even if you self-store, there is an opportunity cost and a risk cost. If you use a vault

or insurance, those are real drags.

¢ Verification and authenticity risk: Reputable sources reduce this, but the risk still exists for improvised

purchases.

| remember helping a friend who bought a small stack of gold coins during a burst of enthusiasm. The coins were
“mostly” at spot when they bought, but the premium was still there. When they sold a year later, the dealer
offered a price closer to spot minus a spread, because coins were less liquid than the exact bar sizes they would
rather buy. On paper, gold had moved in his favor. After bid, taxes, and his storage spend, his net result was far

less convincing.



Physical can work, but only if your purchase and sale channels are efficient enough that you are not donating

return to intermediaries.
Gold ETFs and similar products

Funds avoid some of the frictions of physical possession, but they add other issues:

* Expense ratios: These are explicit and predictable.

* Tracking difference: Funds do not always match spot perfectly, especially during stress.

* Trading spreads: In normal markets, spreads can be low. In thin liquidity, spreads can widen.

* Tax and account considerations: Some products receive favorable treatment, others do not, and the

difference matters.

Funds can deliver a more consistent “market price” experience if you buy and sell at good liquidity and you hold in

an appropriate account. But the investor still pays friction, just in different forms.

If your goal is real return, you should compare the net cost to the expected volatility drag from missing the

market.

Costs and taxes are not side notes, they are part of the thesis

Gold is often marketed as a “set it and forget it” hedge. The problem with “forget it” is that costs compound

against you, and taxes decide how much of your nominal gain you keep.

If you want an honest evaluation, treat costs as part of the return engine. A small annual expense can matter more

than a modest improvement in price if you hold for years.
Here is a practical way to think about it:

¢ |f your gold holding cost effectively reduces your nominal return by 1% to 2% per year, you need gold to
outperform inflation by more than that to justify the allocation.

* |f taxes are applied on gains at a high rate, a nominal winner might still fail your real return test compared to a

tax-advantaged alternative.

Because tax rules vary sharply by country and account type, | will not pretend there is one answer. The practical

step is to model your after-tax outcome using your actual bracket and holding period rules.

Currency matters more than most investors expect

Gold is priced in U.S. Dollars in most global contexts, even if you buy in your local currency. That introduces

currency effects that can overshadow what you think is a pure “gold” trade.

If your currency strengthens against the dollar, gold might underperform your local-price terms even if spot gold

is rising in USD. Conversely, if your currency weakens, gold may look better than spot moves.
When evaluating real returns, align the entire chain to your base currency:

e Start with gold's local performance
® Use local inflation

® Consider what you are actually buying with your returns



This becomes especially important for investors who live outside the U.S. The same gold price path can produce

different real outcomes depending on exchange rates and local inflation.

Duration risk: gold can be a great hedge or a delayed regret

Gold can take long periods to reward investors, and that is where real return thinking helps. Real returns are not

only about averages. They are about the path and your patience.
| have seen two common failure modes:
1. Buying at the top of a narrative

People buy after gold has surged because the story feels confirmed. But if the market cools, gold can chop
sideways for a while while inflation keeps rolling. During the sideways phase, the real return can be negative

after costs.
2. Overfitting to recent history

Investors assume that because gold did well during one kind of regime, it will automatically do well in the next.

But the drivers shift. Real yields, dollar strength, and risk appetite change.

Gold is not a bond. It does not guarantee a steady yield or predictable compounding. If your evaluation uses a
single long-term forecast without stress-testing timing, you can end up with an allocation that fails the real-return

objective during the window that matters to you.

A credible evaluation asks, “What if gold flatlines while inflation runs for a few years?” and, “What if gold rallies but
mostly due to a weakening dollar that does not match my personal spending basket?” Those scenarios do not

need perfection to be useful. You just need a realistic range.

Measuring net performance: a worked example

Let's walk through a simplified scenario. Suppose you buy gold for $1,900 per ounce and you pay a 2% premium,
so your effective entry is $1,938. You hold for one year. At the end of the year, spot gold is $2,050. That is a 7.9%
increase in spot terms. Your effective exit price, however, might be reduced by a spread or a lower resale premium.

Assume you sell close to $2,030 in effective terms, which is a rough proxy for bid spreads and dealer adjustments.
Your net nominal return before tax is then about:

* Entry: 1,938
e Exit: 2,030
e Gain: 92

e Net nominal return: 92 /1,938 = about 4.7%

Now adjust for inflation. If inflation for your spending is 4.0% over the year, your real return is roughly 0.7% before

taxes.

This is the key point. The spot chart might have shown something like an 8% move, but the real experience could

be half that after frictions. That difference is common when premiums and spreads are meaningful.
If inflation is higher, or if the holding costs are bigger, the real return can turn negative even when spot gold rose.

This is why “real returns” evaluation must be net of what you actually pay and actually receive.



Gold as protection versus gold as an investment
People use gold for different purposes, and the evaluation changes with the purpose.

If you buy gold as a liquidity and crisis hedge, you care about whether it tends to hold up during stress and
whether you can sell when you need liquidity. Real return then includes liquidity risk. A “cheap” asset you cannot

sell quickly is not a protection when you are under pressure.

If you buy gold as a wealth compounding asset, you care about expected returns net of costs and taxes, and
how those returns compare to alternatives like high-quality bonds, inflation-linked instruments, or diversified

equities. In that framing, gold is not automatically the winner, even if it performs well in certain regimes.

The most honest way | know to reconcile the two is to decide ahead of time what trade you are making. If gold is
your crisis hedge, you may accept lower expected real returns in exchange for portfolio insurance characteristics. If
gold is meant to be an engine for growth, you should expect to compete with assets that have yield and

dividends, and you must clear the net real-return bar.

What to watch in your own portfolio, not just on CNBC

When you evaluate gold, you want a dashboard that reflects your mechanism, not headlines. You also gold want

to avoid changing your plan every time gold ticks.
Here are a few practical signals that affect real-return odds without requiring you to predict exact price moves:

* Inflation trend in your spending basket, not just reported CPI headlines
* Real yields and the yield curve relevant to the currencies you care about
* The strength of the dollar versus your base currency

* Premia and spreads at the moment you buy or sell

* Whether your chosen instrument adds drag through fees or poor liquidity

If you keep returning to the same questions, you spend less time reacting and more time comparing.

A short “quality of ownership” test

Before you commit to a gold allocation, do a quick ownership check. This is the part many people skip, and it is

often where the return difference is hiding.
You are looking for whether your setup is efficient and resilient.
One way to structure that check is:

1. Can you buy and sell with reasonable spreads in normal conditions, not only during rush periods?
2. Do you know your all-in costs, including premiums, storage, insurance, and product fees?

3. Are you clear on tax treatment in your account type?

4. Is your custody approach robust enough that you would not hesitate in a stress moment?

5. Does the allocation size match your ability to hold through periods when gold disappoints in real terms?

This is not about being perfect. It is about removing avoidable drags so the investment can do what you bought it

to do.

Common misconceptions that derail real-return thinking
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There are a few myths that show up repeatedly, and they are expensive because they change how investors value

evidence.
Myth 1: Gold always protects against inflation.

Gold can rise when inflation expectations grow, but inflation and gold price are not locked together. Real returns

can be negative if gold underperforms inflation or if ownership costs are high.
Myth 2: Spot price is your return.

Spot price is only part of your return. Premiums, spreads, taxes, and fees can cut the realized outcome
substantially.

Myth 3: Buying “the right gold” eliminates risk.

Even with high-quality bullion or reputable funds, you still face currency effects, macro driver shifts, and liquidity

timing risks.
Myth 4: Long-term charts remove the need for entry discipline.

Long-term performance matters, but if you need liquidity within a few years, entry discipline and holding cost

efficiency matter more than 10-year averages.

The practical takeaway: evaluate gold like a net-return asset

Gold can be a useful component of a portfolio, but it should be judged by net real returns and by fit. The best

evaluations are not built on a single forecast. They are built on a method.
If you want to know whether gold deserves a place in your plan, focus on these actions:

¢ Translate gold's nominal performance into your purchasing power reality
® Model all-in costs and taxes, not just the spot price
* Compare gold to alternatives on after-cost, after-tax, inflation-adjusted terms
® Decide whether you are buying protection or compounding, because the bar is different
Gold has a reputation for being timeless. Your evaluation should be the opposite: time-specific, cost-aware, and

grounded in how you actually buy and sell. When you do that, you stop wondering whether gold “worked” and

start knowing whether it improved your real outcomes.



