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While most of the U.S. stock market averages ended the third quarter relatively unchanged, other asset 

classes saw more pronounced movement. Increasing fears of a global economic slowdown as well as continued 

global central bank interest rate repression resulted in a meaningful rally in the U.S. bond market. And after 

rising slowly but steadily through the first half of the year, the price of gold jumped sharply, hitting multi-year 

highs. The sharp decline in interest rates and the rising price of gold are signs that investors are becoming 

increasingly concerned that the tariff wars are hurting the economy and increasing the odds of a recession.  

While we remain on the fence as to whether the U.S. is headed for a recession in the near term, we 

certainly see the chances of one increasing. Trade negotiations with China show few signs of improvement and 

the tariff wars continue to slow the pace of international trade. Even if the Federal Reserve continues to lower 

rates in the coming months, we do not view that alone as a tonic to fully offset the emerging global downshift in 

economic activity. While there are growing calls for a major fiscal stimulus package from Washington, we see 

the odds of passage before the next presidential election as rather slim. 

While we acknowledge that a recession would likely put pressure on earnings and stock prices, we do 

not see the risk of a major sell-off. Valuations remain fair and the Federal Reserve will likely accelerate its 

monetary accommodation through lowering interest rates and perhaps a resumption of quantitative easing, i.e. 

purchasing Treasury securities. We would expect these actions to help support stock prices near current levels 

in the near term. But as always, we will be vigilant and look for opportunities to shift our portfolio to equities 

and bonds that we expect to outperform in a potentially down market. 

 

Fool’s Gold (Part 2) 

 

About 6 years ago we wrote a piece about the advisability of building inflation hedges into one’s 

investment portfolio due to the unprecedented monetary stimulus from the U.S. Federal Reserve. We explained 

that adding gold to one’s portfolio can be an effective way to mitigate the negative effects of inflation to 

financial assets. Admittedly, inflation has not been rising in any material way since then. This could be 

explained by a variety of secular deflationary factors such as advances in technology, demographics (aging of 

the baby boomers) and the expansion of international trade.  

But lately there are signs that inflationary impulses may be on the verge of increasing. Wage growth has 

been accelerating due to the tightening U.S. labor market (the unemployment rate recently declined to its lowest 

level in 50 years). International trade is slowing, and in some cases declining. Competitive currency debasement 

through unconventional monetary policy by major central banks is adding to the risk of rising global 

inflationary pressures. Thus, we believe that investment portfolios should have sufficient inflation buffers. 

We continue to have a small allocation to gold equities, which should benefit from rising gold prices.  

According to one study by the World Gold Council, a 10% allocation to gold in a conventional diversified 

investment portfolio has historically resulted in both higher returns and lower portfolio risk. Anecdotally, we 

have witnessed a number of instances where our gold-related investments have helped buffer the negative 

returns from sharp market sell-offs. While we would not characterize ourselves as “gold bugs,” we see the value 

in maintaining small positions in golds equities during these uncertain times. 
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