Gold does not trade like a typical commodity, but it does not live in a separate universe either. It shows up in the
same conversations that revolve around recessions, wars, supply disruptions, currency stress, and the long,
grinding question of whether inflation is done or merely taking a breath. When | think about using gold and
broader commodities as hedges, | start with a simple idea: hedges are not about predicting the next move, they
are about improving the shape of the downside. The hard part is that commodity cycles and gold’s role inside

them change depending on which “problem” the market thinks it is solving.

In practice, hedging with gold and commodity exposure is less about owning something that always goes up, and
more about choosing instruments that tend to respond to specific regimes: real yield shocks, dollar swings, risk-off
liquidity stress, or physical supply tightness. If you get the regime wrong, you can still end up profitable, but the

hedge will feel unreliable, and you will be tempted to oversize it. That is where most hedging plans quietly break.

The cycle engine behind commodities

Commodity prices are shaped by a tension that repeats in different costumes: demand shifts versus supply
constraints. Most of the time, the market lives in the middle, where inventories buffer shocks and production

adjusts slowly. But during certain phases, one side of the equation dominates.
A useful way to think about commodity cycles is through three overlapping layers.

First is the macro layer, driven by global growth expectations, industrial production, and energy demand. When

growth is weakening, you often see broad-based softness, even if some inputs remain tight due to localized issues.

Second is the supply layer, where geography, weather, geopolitical risk, and long lead times matter. Supply shocks
tend to show up unevenly across commodities. Oil can react to shipping routes in a way that agriculture might

not, and metals can show a lag tied to project timelines and scrap flows.

Third is the financial layer. Futures pricing, margin dynamics, and positioning influence short-term moves. In
stressed markets, forced selling and liquidity needs can push prices in ways that do not match underlying physical

fundamentals in the short run.

This is why “commodities” are not one bet. Corn, copper, natural gas, crude oil, and iron ore each have their own
inventory dynamics, seasonality, and demand sensitivity. A hedge that looks diversified on paper can still
concentrate risk, for example through an underlying dependence on the dollar, or through the same macro factor

moving several commodities together.

A quick reality check on diversification

If you have ever built a “basket hedge” only to watch it move like a single asset during a particular drawdown, you
have already learned this lesson the hard way. In a regime where the dollar rises sharply and global risk assets sell
off, many commodities can decline at once. Their local stories still matter, but the common financial driver

dominates.

That does not mean diversification fails, it means it is conditional. The hedge works when the regime that matters

to your position lines up with the hedge's sensitivity.

Gold’s different transmission channels

Gold's cycle is often described in terms of inflation and crisis demand, but | find it more practical to think in

transmission channels.



Gold is strongly influenced by real interest rates and the opportunity cost of holding a non-yielding asset. When
real yields rise, gold often faces headwinds. When real yields fall, gold's tailwind strengthens. That link does not
guarantee direction, but it explains why gold can sometimes rally even when inflation prints look messy, or why it
can struggle when investors rotate into cash-like yields.

The second channel is the currency. Gold is priced globally in dollars. When the dollar is under pressure, gold
typically benefits. When the dollar is bid hard, gold often needs an additional reason to rise, such as a strong risk-

off impulse or a tangible loss in confidence in policy credibility.

The third channel is positioning and liquidity. Gold can move quickly because it is heavily traded, and because it
attracts "macro crowding” behavior. In risk-off periods, flows can swamp fundamentals for a time. In calmer

periods, fundamentals can regain their usual importance.

And then there is the crisis hedging story itself, the demand for safety. That demand is not just about wars or
headlines. It is also about whether investors feel that governments and central banks have control over the real

economy, and whether policy is tightening or easing relative to market expectations.

All of that is why gold can look like a hedge in one drawdown and look like a laggard in another. It is not the lack

of hedging value, it is that gold is responding to a different set of variables than the one stressing your portfolio.

What a hedge should do, not what it should “predict”

A hedge is evaluated by the distribution of outcomes it helps you survive. That sounds abstract until you apply it

to the instruments and time horizon you actually trade.

If your concern is a sudden risk-off shock that hits equities and spreads fast, your hedge should ideally respond
within days to a few weeks. Many commodity futures can do that, but the timing depends on whether the shock
shows up in demand destruction, supply constraints, or financial liquidation. Gold often reacts quickly to liquidity

fear and real yield moves, but the magnitude depends on what is driving yields and the dollar.

If your concern is a slower inflation process that erodes purchasing power over years, you need a hedge that can
withstand carry costs and that is not overly sensitive to one temporary inflation print. Commodity exposure can
help in those longer windows, but you also have to respect roll yield and the forward curve structure, which can

quietly turn a “cheap hedge” into an expensive one.

A personal example: | once watched a portfolio manager add a broad commodity sleeve during a period where
backwardation in the curve looked supportive. The intent was strong, the idea made sense, and the sleeve did well
initially. Then growth fears eased, and the forward curve normalized. The hedge stopped working in the direction
we expected, not because the commodities collapsed, but because the roll dynamics and curve shape shifted. The

sleeve was not wrong; it was out of sync with the regime.

That is the common failure mode: treating a hedge as a stable relationship when it is usually a conditional
relationship.

Regime maps: when gold and commodities tend to help

You can think about hedging regimes as combinations of macro forces. You never get perfect foresight, but you

can anticipate which sensitivities are more likely to matter.

When real yields are falling and the dollar is soft, gold tends to be an easier hedge. Commodities may also benefit
if weakening yields align with improving risk sentiment and demand expectations, but they can also struggle if the

economic slowdown is the reason yields are falling.



When the dollar is strengthening and risk assets are being sold, gold can still hold up if the shock is driven by fear
rather than growth. But commodities often face headwinds because demand expectations typically deteriorate. In

that regime, a commodity sleeve can become more of a volatility generator than a stabilizer.

When a supply disruption dominates, commodities can outperform sharply. The tricky part is separating a genuine
supply constraint from a financial repricing that later unwinds. Gold can still rise in parallel if the disruption triggers

risk aversion and currency stress, but it is not guaranteed.

And when inflation expectations are unstable, gold may help if investors are concerned about policy credibility.
Commodities can help too, but the same problem can also push yields higher, which can counteract commodity

support depending on the commodity.

This is why | prefer to build hedges around the “why” of the drawdown, not just the “what” of the market. Ask
yourself what kind of stress you are insuring against: falling real growth, policy error, physical supply risk, currency
instability, or liquidity stress.

Signals worth watching before you size the hedge

Timing matters less for hedging than for trading, but sizing is the whole game. A small hedge can be cheap

insurance, a large one can become the main risk.

Here are a few signals | watch because they shape how gold and commodities usually behave. None of these are

predictive on their own, but they help you judge which sensitivities are likely to dominate in the next phase.

* Real yield direction, especially changes driven by inflation expectations versus changes driven by policy rates
* Dollar strength or weakness, with an eye on whether moves reflect risk aversion or rate differentials

* The shape of the commodity forward curve, since roll dynamics can help or hurt even when spot fundamentals

look stable

* Evidence of physical stress, such as shipping constraints, storage tightness, or procurement difficulties rather

than only headline volatility

¢ Correlation drift, since the hedge relationship that worked last quarter may weaken when funding conditions
change

The point is not to create a checklist for timing the market. It is to keep you from using the same hedge size and

mix across regimes that behave differently.

Instrument choices: how hedges get implemented

Gold and commodity exposure can be implemented through spot holdings, physically backed products, futures,
options, and structured funds. Each approach brings trade-offs related to roll costs, liquidity, tax treatment, and

your ability to control the tail risk.

A futures-based approach can be responsive and precise, especially for shorter horizons. Options can protect
against adverse moves while reducing the drag you experience when the hedge is not in your favor. Physical or

trust-based exposure may be simpler operationally, but you still face costs in storage, financing, or product fees.
If you are building a hedge sleeve, implementation details can dominate results as much as the underlying thesis.
Common hedge building blocks | see used in professional settings include:

® Gold futures or gold ETFs with liquid pricing



* Commodity index futures or broader commodity ETCs, used carefully because of roll and sector concentration
e Options on gold or key commodities, particularly when you want protection without sustained carry
® A partial allocation to physical commodities where practical, usually for operational exposure rather than

purely financial hedging

| am intentionally not claiming one approach is always superior. The right answer depends on horizon, risk budget,

and whether you are hedging a liability stream, a procurement cost, or a financial portfolio drawdown.

The forward curve and why roll matters more than people expect

A hedge mistake | have seen more than once is assuming that “commodity exposure” means you will benefit from
rising spot prices. In many commodities, futures pricing includes a roll yield component tied to the forward curve

shape.

When a commodity market is in backwardation, holding a long position through time can earn a roll benefit as
contracts roll down to lower prices. When the curve flips into contango, the roll can act as gold price inflation

hedge a headwind, even if spot behaves.

This matters most when you maintain exposure over months. It is less important if your hedge is meant to be
brief, for example days to a few weeks around an anticipated stress event. In those cases, spot and near-term

moves dominate.

In my own workflow, | treat the forward curve as part of the hedge’s return drivers, not as background noise. If
you ignore it, you can build a hedge that looks right in a backtest window but behaves very differently over longer

horizons.

Gold behaves differently because it is not a typical commodity with a convenience yield story in the same way. It
can still have “cost of carry” considerations due to financing assumptions, but the relationship to a forward curve is

generally simpler to interpret than for many industrial commodities.

Trade-offs: what hedges cost, and why cost is not always avoidable

Cost shows up in at least four places.

One is carry. Futures positions and certain funds can have persistent negative carry depending on curve structure.
Second is volatility and option premium. Options can be an excellent hedge tool, but you pay for that convexity.

Third is opportunity cost. A hedge can tie up capital or risk budget that might otherwise earn returns in your core

strategy.

Fourth is governance cost. Complex hedges can create monitoring burden, which leads to stale exposures or

delayed adjustments.

A useful mental model: hedging is usually an exchange of expected return for reduced left-tail risk. If you expect

the hedge to be free, you are likely to oversimplify.

In commodities, | also factor in turnover and liquidity. Some commodity exposures are liquid enough for frequent
rebalancing, others are not. If you are using options, bid-ask spreads and implied volatility changes can matter. If

you are using an index, you need to understand how it rolls and which contracts it holds.

Gold tends to be simpler on the liquidity and execution side, though timing and sizing still matter.


https://www.cbsnews.com/news/groups-who-should-buy-gold-now/
https://www.cbsnews.com/news/groups-who-should-buy-gold-now/

Edge cases that surprise people

There are a few scenarios where gold and commodity hedges behave in unexpected ways. Not because the logic is

wrong, but because one assumption fails.

One edge case is when the stress is primarily about credit and funding liquidity, not about inflation or supply. Gold
can still help, but commodities might not. If the drawdown comes from deleveraging and margin pressure, the

correlation between commodities and other risk assets can spike temporarily.

Another edge case is when the macro driver is currency strength. If your home currency appreciates and the dollar
rises, the value of a commodity hedge can shrink in your reporting currency even if commodities are flat in dollar

terms.

A third edge case is idiosyncratic commodity supply shocks that do not transmit to broad inflation. You may see a
spike in oil or a specific metal without the general macro inflation story catching up. In those moments, the
“commodity hedge” might be correct in direction but narrow in benefit if you diversified across too many

unrelated exposures.

The most uncomfortable edge case is when growth expectations improve but inflation expectations rise. That mix
can push yields around in ways that do not line up neatly with a single regime label. Gold and commodities may

both rally or both sell off, depending on which expectation dominates.

This is why, in professional setups, hedges are not set-and-forget. They are reviewed with the same discipline as

the core portfolio.

Building a hedge sleeve you can actually stick with

A hedging plan should survive more than one decision point. If you create a hedge that you can only justify under

one scenario, it will break the first time the market shifts.

| often start by defining the hedge’s job in one sentence, then | choose an instrument mix that can do that job

under a few adjacent scenarios.

For example, if the primary risk is equity drawdowns from real yield shocks and dollar strength, a gold tilt with
controlled duration exposure makes more sense than a heavy long commodity basket with unknown roll
dynamics. If the risk is procurement cost volatility driven by physical supply constraints, then targeted commodity

exposure plus options or shorter-duration futures can be more aligned with the actual cost driver.

Then comes sizing. | prefer to size conservatively and allow the hedge to earn its keep over multiple regimes.
When people size aggressively, they tend to judge success over a short window, and they end up changing the

hedge at exactly the wrong time.

Finally, | revisit the hedge as new information arrives. This is not about market timing. It is about whether the
sensitivities you relied on are still present. If real yields are behaving differently than expected, if the dollar regime

shifted, or if the forward curve changed structurally, the hedge's behavior will likely change too.

A practical way to think about gold versus commodities as hedges

Gold is often the hedge for confidence and policy credibility, for the moment when investors prefer balance sheet
quality over risky exposures. It is also a hedge for certain interest rate environments, especially when real yields are
falling or volatility is rising.



Commodities are often the hedge for physical reality, supply constraints, and demand surprises in real assets. They
are also a hedge against inflation surprises, but they can be a worse hedge when the inflation narrative is paired

with a demand collapse.

So when | hear “gold and commodities as hedges,” | translate it into a question: are you hedging a shift in financial
conditions, a shift in physical supply, or both?

If you are hedging both, you usually need both types of sensitivity. That can mean a gold component that
responds to currency and real yields, and a commodity component that responds to physical stress. The challenge

is making sure the two pieces do not work against each other in the regime you care about most.

Sometimes the most effective hedge is not maximum exposure to everything. It is a balanced mix with explicit
intent: gold for financial stress transmission, commodities for supply-demand disruptions, and hedging

instruments selected to match your time horizon.

Where this leaves a disciplined hedge perspective

A hedge perspective that survives real markets is not built on a single forecast. It is built on a set of conditional
relationships you can defend: what you expect to move, what might not move, and what would force you to

change your plan.

Gold and commodity cycles both come from repeated mechanisms, but those mechanisms are not constant. Real
yields, the dollar, and risk appetite alter gold's behavior. Inventory dynamics, forward curve structure, and physical

supply constraints alter commodity behavior. The overlap is real, but it is not guaranteed.

If you treat hedging as a regime-aware practice, with attention to sizing, implementation, and the possibility of
correlation spikes, gold and commodities can play a meaningful role in a diversified risk plan. If you treat them as a
universal safety blanket, they can still protect you, but they can also drain resources precisely when you need your

hedge to stay calm.

The best hedges are the ones you can keep through discomfort, because they were designed for more than one

story the market might tell.



