HOW CPI MOVES GOLD (XAUUSD) PRICES

Gold is one of the world's oldest stores of value and is widely regarded as a
safe-haven asset. Unlike bonds or savings accounts, gold does not generate
interest or dividends. Its price is therefore heavily influenced by inflation
expectations, interest rates, the strength of the US Dollar and investor
confidence.

When CPI comes in higher than expected, it tells investors that inflation is
rising faster than economists anticipated. Higher inflation usually increases the
probability that the Federal Reserve will keep interest rates elevated or raise
them further to slow inflation.

Higher interest rates increase the return investors can earn from Treasury bonds
and other interest-bearing investments. Since gold produces no income, many
institutional investors shift part of their capital from gold into assets that now
offer attractive yields. This is known as the opportunity cost of holding gold.
As aresult, gold often falls following a higher-than-expected CPI report.

Higher inflation expectations also strengthen the US Dollar because global
investors purchase Dollar-denominated assets to benefit from higher interest
rates. Since gold 1s priced in US Dollars, a stronger Dollar makes gold more
expensive for foreign buyers, reducing demand and placing additional
downward pressure on prices.

When CPI comes in lower than expected, inflation appears to be cooling.
Investors begin expecting the Federal Reserve to slow or end its tightening
cycle and possibly reduce interest rates sooner than anticipated. Lower interest
rates reduce Treasury yields, making gold relatively more attractive because the
opportunity cost of holding it declines. At the same time, a weaker Dollar makes
gold cheaper for international buyers, increasing demand. These factors often
support higher gold prices.

However, traders should never assume that gold will always rise after weak
inflation or always fall after strong inflation. Markets trade expectations, not
headlines.

If traders expected inflation to be extremely high but the report is only slightly
above forecast, institutions may interpret the report positively and buy gold.
Similarly, if most investors already bought gold before the CPI announcement,
many may take profits immediately after the report regardless of the result. This
1s commonly referred to as "'Buy the Rumour, Sell the News."

Gold can also move against inflation data because other factors temporarily
become more important. Banking crises, geopolitical conflicts, recession fears,
sovereign debt concerns and central bank



buying can all dominate inflation data.

Another factor many traders overlook is central bank demand. Central banks
hold gold as part of their foreign exchange reserves because gold acts as a long-
term store of value and reduces dependence on foreign currencies. The world's
largest official gold holders include the United States, Germany, Italy, France,
Russia, China, and the International Monetary Fund (IMF). When major central
banks continue increasing their gold reserves, long-term demand for gold
remains supported even during periods of temporary weakness.
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