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DISBELIEF

Gold is having its moment in the sun. It’s up over 50% in the last year and hit $4,000 
U.S./oz for the first time ever this week. Central banks all over the world have been 
strong buyers of gold since 2022. This should be seen as a strategic move away from 
U.S. Treasuries for other countries. These other countries have seen the ramp up 
in government spending during and after the pandemic and they do not want to be 
over-exposed to the U.S.$. The global tariff uncertainty and inflationary policies 
brought in by President Trump have only pushed gold purchases higher this year.  
In the last few months, gold has also benefitted from a switch of the Federal Reserve 
into interest-rate-cutting mode. Gold loves lower interest rates and a lower U.S.$.  
It also loves uncertainty. The recent U.S. Government shutdown has provided that.

In the last year, gold mining companies have made up over 18% of the whopping 
23.1% return of the TSX. Many of these mining companies, much like gold itself,  
do not pay dividends, are extremely volatile and go through long periods of low 
and negative returns. This is why many investors who prefer more moderate risk do 
not have much exposure to gold or gold mining companies. It’s also why the 23.1% 
return of the TSX in the last year is a little distorted and not entirely representative 
of a more diverse and moderate-risk North American portfolio, in which most of you 
are currently invested. However, even without gold stocks, the markets have had a 
very good quarter and year.

The Moderate Risk Equity and Balanced Portfolios, in which many of you are 
invested are up 7.7% and 7.4% respectively in the last three months and are well  
into new high territory. Those are incredible returns for a three-month period.  
Given the U.S. tariffs, the wars in Ukraine and Gaza and all the geopolitical 
uncertainty we have had recently, these returns seem even more unbelievable.  
In fact, many of my clients have been asking what I have been doing to prepare  
for an upcoming crash. They seem to be in disbelief that their portfolios can stay  
at these levels or go higher. I can understand this feeling, especially given that 
returns have been well above average for most of the last five years. 

MODERATE RISK EQUITY PORTFOLIO VS. CANADIAN AND U.S. MARKETS OVER 
THE LAST FIVE YEARS:

THREE MONTH ONE YEAR THREE YEAR FIVE YEAR

TSX +10.8% +23.1% +49.8% (+16.6%/yr) +64.5% 
(+12.9%/yr)

Dow Jones  
(in CDN$)

+7.6% +12.8% +63.2% (+21.1%/yr) +74.5% 
(+14.9%/yr)

Moderate 
Risk Equity 
Portfolio

+7.7% +16.1% +46.8% (+15.6%/yr) +82.5% 
(+16.5%/yr)

“Gold is money. 
Everything else  
is credit.” 
J. P. Morgan
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BALANCED PORTFOLIO RETURNS VS. BENCHMARK OVER LAST THREE YEARS:

THREE MONTH ONE YEAR THREE YEAR FIVE YEAR
Benchmark* +6.1% +13.0% +31.8% (+10.6%/yr) +31.6% (+6.3%/yr)
Balanced Portfolio +7.4% +15.5% +41.4% (+13.8%/yr) +53.0% (+10.6%/yr)

*50% S&P TSX 60 Index/50% Canadian Bond Universe Index ETF (XBB)

FACING OUR FEARS

Below are the 11 years out of the last 100 that markets were down more than 10%. For people that ask me when a crash is 
coming, this list represents their fears. There were some challenging periods here that investors endured, but those who stayed 
the course recouped those losses as long as they stayed invested. 

THE WORST YEARS FOR THE S&P 500
Year S&P 500 Reason Next Year 3 Years 5 Years
1931 -43.8% Great Depression -8.6% 35.4% 162.1%

2008 -36.6% Great Financial Crisis 25.9% 47.6% 126.1%

1937 -35.3% 1937 Crash 29.3% 14.2% 18.7%

1974 -25.9% 1973-1974 Bear Market 37.0% 57.8% 99.2%

1930 -25.1% Great Depression -43.8% -23.0% 11.6%

2002 -22.0% Dot-com Crash 28.4% 49.0% 81.7%

1973 -14.3% 1973-1974 Bear Market -25.9% 25.7% 24.5%

1941 -12.8% WW2 19.2% 77.4% 120.6%

2001 -11.9% Dot-com Crash -22.0% 10.9% 34.4%

1940 -10.7% WW2 -12.8% 30.0% 110.2%

1957 -10.5% 1957-1958 Recession 43.7% 61.6% 86.6%

Source: Ben Carlson, “A Wealth of Common Sense”

If this list is still too much to bear, keep in mind that this only represents the U.S. stock market. If you have a properly constructed 
portfolio, you will have some exposure to other areas, such as Canada or Europe, and likely some bonds and cash funds that would 
have likely lessened the volatility of the bad years shown above. Our goal, with your portfolio, is to make sure you are on solid 
financial footing, regardless of market conditions. Your portfolio is constructed based on your individual risk tolerance. Many of you 
went through the 2008 crash on this list, plus the 2020 pandemic and the interest-rate-driven crash of 2022. We even had a near 20% 
drop in markets this year. Yet, here we are again, at new highs. Given the above-average prices for stocks and stellar returns in the 
last five years, I do expect another correction. I do not know when the next one will occur, but I intend to try and soften the blow of it 
by employing the following strategies:

1.	Avoid investments that are likely to fall the most: These are usually the ones that rise the quickest in the years before the market 
drops, that are trading at levels not justified by their fundamentals. You have probably heard the names of these because your 
neighbour has likely bragged about them. 

2.	Own some cash and bonds: These will usually hold their value in a market drop and allow you to buy into any new bargains. Our 
equity portfolios have around 10% high-quality bonds and 10% cash funds. For those with lower risk tolerance, the amount of 
bonds and cash is much higher than this. 

3.	Trim some of the winners: Generally, if one stock represents too much of your investments, it creates risk. The stock may be well-
managed and still reasonably priced. However, market conditions have been particularly good for it to have outperformed the 
other investments in the portfolio and, at a certain point, it adds risk to the portfolio when market conditions change. More often 
than not, selling a portion of this type of holding and redeploying the proceeds into something that looks more attractive or into 
bonds and cash is a winning move and helps soften the blow of a future market drop.



4.	Rotate into different sectors: A couple years ago, we had some strong market signals that were forecasting a recession. At the 
time, I trimmed some overweighted positions and put some of that cash into utilities. Utilities weren’t doing well then, mainly 
because interest rates had gone up so quickly. Valuations were quite attractive, and utilities had the added benefit of doing well 
in a recession, if we were to experience one. There was no recession, but the utilities ended up being a great investment and 
would have softened the blow if markets dropped. Some other sectors, such as healthcare or consumer staples, offer defensive 
characteristics as well and often trade at discounts, when markets are rising quickly. I recently made an investment in the 
healthcare sector. 

5.	Margin of safety: For any company I buy, I like to see a long track record of predictable earnings, low or no debt and good free 
cash flow and margins. In addition, I try and find them at a very low price. Companies like this tend to hold their value and make it 
through any tough economic times.  

BE POSITIVE

There are great minds, all over the world, trying to make money in the markets. What would make them collectively push 
markets up to new highs this quarter? It’s easy to get bogged down in the negativity of the news coverage but here are a few valid 
reasons markets are up so much in the last few months:

•	 Falling interest rates: The labour market in the U.S., in the last six months, has been much weaker than expected. New jobs are 
being created but the number is barely above zero. This has given the Federal Reserve the green light to lower short-term interest 
rates. The Fed’s two mandates are keeping employment full and keeping inflation moderate. Inflation has continued to moderate 
this year, despite the tariffs, so the Fed lowered rates by 0.25% in September. They are now expected to cut rates three more 
times in the next six months. This is a big change from April this year, when it was thought that the Fed wasn’t going to cut rates at 
all this year and might even have to raise them.

Lower rates generally push asset prices higher. There are similar conditions in Canada with the labour market, so the Bank of 
Canada has also lowered rates once and is expected to make more cuts over the next six months as well. This major change in 
interest rate forecasts has been one reason the markets rallied this quarter.

•	 Canada is waking up: After a long period of under-performance, relative to the U.S., and a lack of foreign investment in Canada, 
things seem to be turning around. Canada is a resource-based economy, and for many years, there has been a lack of investment 
in mining and energy, which has kept our stock market from reaching its potential. 

I mentioned gold has been rising and that has been drawing in capital to the country. It’s not just gold either. Teck Resources, 
a Canadian copper producer, has been approached by Anglo American, a much larger UK company, to merge and move their 
headquarters to Vancouver. There is also a bidding war for Canadian oil sands producer Meg Energy. In addition, the U.S. 
government has bought shares in Lithium America (a Canadian lithium producer) and Trilogy Metals (a Canadian copper, zinc, 
lead, gold producer).

The world seems to be waking up to the fact that there may be a shortage in some of the key metals and minerals that will be 
required by our modern society in the future. On top of this good news is the fact that Canada, due to the North American Free 
trade agreement, only pays tariffs on about 8% of goods it sends to the U.S. The result of this is that Canada currently has one of 
the lowest overall tariff rates with respect to the U.S. Canada now has a strong relative advantage in global trade and does not 
have to be in a hurry to make a new deal with the U.S.

•	 Earnings growth: Expected earnings and revenue growth at the start of 2025 were 6.5% and 4% respectively. The actual reported 
results for the S&P 500, in the quarter, for earnings and revenue were 10.4% and 5.1% respectively. This is very strong growth and 
well above expectations.

AI infrastructure. Oracle reported their earnings in September and updated their guidance. The guidance for their expected new 
cloud infrastructure business blew the expected numbers out of the water. The stock jumped 30% the next day. This is just more 
evidence that spending on AI infrastructure is continuing to ramp up. AI spending is expected to be $490 billion in 2026 and $2.8 
trillion through 2029. There does seem to be consensus that AI will improve productivity for most companies. This should be 
considered good news, as costs of products and services will come down and living standards should rise, if AI lives up to only a 
fraction of its current hype. 
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Shawn Dunbar, BSc., CIM®

FINAL THOUGHT

Seasoned investors often feel anxious when their investments outperform expectations, especially if this occurs over several 
years. They remember times when markets dropped after long periods of growth. It is natural to want to sell everything and 
buy back in at lower prices, after the inevitable crash. However, in practice, this strategy usually does not work. You would have 
to get the timing right for both the selling and the buying back in. If you are a little off on the timing, it could have substantial 
consequences. The markets offer tremendous compounding of wealth but the cost of this is having to endure the large market 
swings from time to time. The good news is there are strategies that I employ to make sure your investments survive the tough 
times and continue to grow, without taking on too much risk for your individual situation.

Thank you for your trust, it means everything to me.
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