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The Buzz Lightyear Market: To Infinity, and Beyond! 
 by David A. Jaffe, M.D. 

 

While it is widely recognized that financial market gyrations are often driven by the human 

emotions of fear and greed, it is with some irony that I report a recent spate of anxious 

telephone calls: “How much higher can the market go?” This trend probably bodes well for 

the future, at least near-term. Among the countless pearls of investment wisdom is a 

favorite: “the market climbs a wall of worry.” Worry on friends, you’ll find no comfort 

from this corner! 

 

Still, it’s no wonder the stock advance has garnered attention. After the dramatic recovery 

from the March 2020 swoon, the S&P 500 posted an 18.40% return last year. What better 

way to start the New Year than tacking on an additional 6.17% advance for the first 

quarter? Besting the S&P 500, the PASI composite stock portfolio closed the period up 

7.39% (all quoted returns include reinvested dividends). 

 

The reasons for investor celebration are more transparent than ever. As vaccination 

delivery accelerates and COVID-related restrictions melt away, businesses are reopening. 

Forecasters envisage economic recovery at a historical rate, albeit following a deep policy-

induced recession, with GDP growth predictions as high as 8%. “Free money” abounds, 

from the Federal Reserve’s commitment to near-zero interest rates for the “foreseeable 

future,” to the latest round of stimulus checks out of Washington, $1,400 to 90 million 

adults on top of $600 last December and $1,200 earlier in 2020. This estimated $800 

billion support is being deployed by Americans to build savings, pay down debt and … 

purchase GameStop shares and “NFTs” (non-fungible tokens) ??? 

 



While ready credit, record levels of money market savings, and the promise of trillions in 

badly needed infrastructure investment represent a fundamental foundation for a healthy 

bull market, examples of worrisome high-risk investor behavior and speculative excesses 

cannot be discounted. Suspect valuations are widespread, from last year’s Hertz stock 

trades and Nathan’s baseball cards, to the first-quarter doubling of Bitcoin’s price and 

January’s wild social media driven (and short-lived) 1,744% ascent of GameStop stock. 

And of course there’s venerable auction house Christie’s sale of a non-fungible token 

securing digital ownership of a digital masterpiece by renowned artist Beeple for a mere 

$69 million … if risk and complacency are cause for worry, yes there is adequate cause for 

worry. 

 

If all of the good economic news is baked into the market, and widespread speculation and 

complacency portend heightened risk of a stock market correction, what do we do? 

Regular readers already know the answer: continue to do what is already being done. 

Recognizing that periodic stock market corrections are part and parcel of long-term stock 

ownership, we have always favored these elements of risk management for our clients: 

 

• Implement and maintain an asset allocation (stock-bond mix) that it is appropriate 

for your personal financial circumstances 

• Target at least a five-year time horizon for funds committed to stocks 

• Provide a reserve of very stable assets to weather a downturn in the stock market 

(our short to intermediate term bond ladder satisfies this requirement very well) 

 

Remember fear and greed? A little of each plays a role when considering the obvious 

postscript to the issues of stock market volatility and risk management. “Shouldn’t I move 

a bit of my account to cash, wait for the inevitable stock market correction, then jump back 

in after stock prices drop?” The temptation to “time the market” is as misguided as Buzz 

Lightyear’s illusion of “flying.” To avoid a hard landing, see Jeremy Goldberg’s review of 

market realities which follows later in this newsletter, and stick with your (our) discipline! 

 

 

What Really Causes Inflation? 
 by Nathan Polackwich, CFA 

 

On April 2nd, 1863, several hundred women in Richmond, Virginia marched to the 

governor’s mansion to protest skyrocketing food prices that had put them on the verge of 

famine. With the governor unable or unwilling to offer much support, the group ballooned 

into a mob of over a thousand and started ransacking shops and warehouses shouting 

“Bread! Bread! Our children are starving while the rich roll in wealth!” To end the riot 

took the mobilization of a militia and Confederate President Jefferson Davis himself 

arriving and warning the women they’d be fired upon if they didn’t disperse. 

 

 

 



When the Civil War began in 1861 the price of a barrel of flour, though it varied by region, 

was in the range of $5 - $7. By 1863, Richmond shopkeepers were reportedly asking $70 a 

barrel for what limited supplies they had left. Why? Well, let’s look at the most basic 

concept in economics, the supply and demand model. 

 
The chart shows there are only two reasons prices can rise – an increase in demand 

(demand curve shifts to the right) or a decrease in supply (supply curve shifts to left). Why 

might prices have soared in the Confederacy? Were people suddenly demanding 

significantly more food? Of course not. Prices surged because the war lowered supply as 

the Union Army conquered prime agricultural regions, farm manpower was diverted to 

soldiering (plus slaves fled to Union lines), and railway infrastructure to ship food was 

destroyed or prioritized for military transport.  

 

A shortage of salt, the only means of food preservation at that time, also caused a surge in 

meat prices. Prior to the war, the South imported all its salt from the North. Not 

surprisingly, the price for a bag rose from $2 in 1860 to $60 two years later. Southerners’ 

misery was further compounded by a severe drought in 1862, which tightened the food 

supply even more. 

 

So inflation got out of control in the Confederacy not because of an increase in demand but 

rather a catastrophic drop in supply. How did their government respond? The only way 

they could – by printing more currency. They needed food for their soldiers. But that level 

of supply simply didn’t exist no matter how much money they threw at the problem. In 

effect, the Confederacy had just one tool – money creation – that ran into an immovable 

object – lack of supply – with a predictable outcome – high inflation.  



 

The infamous hyperinflation in Weimar Germany in the early 1920s happened along 

similar lines. The immovable object the German government faced after losing WWI was 

the Allies’ demand for reparations to the tune of 132 billion gold marks (50 billion due 

unconditionally with the rest dependent on Germany’s ability to pay). Germany had 

already abandoned the gold standard in 1914 to help finance the war so they had to make 

these payments “in kind” with agricultural and industrial machinery; commodities like 

coal, timber, and livestock; or foreign currency.  

 

The problem for Germany was that they simply didn’t have this level of wealth following 

WWI. So the German government did the only thing they could – they printed currency 

(“paper marks”) to buy these goods as well as foreign currency (their primary focus) in a 

futile attempt to pay. Of course the more paper marks they printed, the more worthless 

their currency became.  

 

When Germany failed to keep up with the reparation schedule, French and Belgian troops 

occupied its main industrial region, the Ruhr Valley, in 1922 to ensure the payments would 

at least be made in goods. Instead Germany encouraged its workers to strike (further 

reducing supply), then printed even more currency to pay those idle workers! Thus, just 

like the Confederacy, Weimar hyperinflation occurred not because of an increase in 

demand, but rather a lack of supply – in this case to make reparations payments – that 

money printing simply couldn’t solve.  

 

What about the relatively high (though not hyper) inflation the U.S. experienced during the 

1970s? From 1971 to 1981 the U.S. inflation rate averaged an uncomfortable 7.6% a year, 

more than doubling prices over that ten-year period. 1970s inflation largely reflected two 

factors – 1) government economic policy, and 2) oil shortages stemming from the 1973 

OPEC oil embargo and 1979 oil crisis from the Iranian Revolution.  

 

Starting with economic policy, prior to 1971, the U.S. was on a modified gold standard 

(referred to as the Bretton Woods system) where there was a fixed exchange rate between 

major world currencies and the U.S. dollar that was linked to the price of gold. In fact, 

before 1971 foreign central banks could still convert their U.S. dollar reserves into gold 

from the U.S. Treasury. The problem was that by then, thanks to large trade surpluses with 

the U.S., countries in Western Europe had far more dollar reserves than the U.S. Treasury 

had gold thus making the Bretton Woods system untenable. 

 

After WWII, America injected billions of dollars of aid into Western Europe through the 

Marshall Plan to help quickly rebuild their infrastructure and economies. We also, through 

the Bretton Woods agreement, deliberately allowed the U.S. dollar to remain unnaturally 

strong relative to Western European currencies to encourage their export industries (a weak 

currency makes the prices of a country’s products more competitive in global trade). 

America didn’t do this out of the goodness of its heart but rather to ensure a strong enough 

economic recovery in Western Europe that they would stay free and democratic rather than 



sliding back into authoritarianism or turning to communism. By 1971, however, the 

political need for these policies had lessened and the economic imbalances that resulted 

had become too great for the arrangement to continue. So Nixon left Bretton Woods, 

which ended U.S. dollar convertibility into gold and allowed the dollar to float (move 

freely in foreign exchange markets) relative to other major currencies.  

 

Since the U.S. dollar had been overvalued for decades to help Western European export 

industries, the abandonment of Bretton Woods caused the dollar to collapse, losing about 

28% of its value over the next two years. Nixon compounded the problem by imposing a 

10% tariff on foreign goods to try to lower the trade deficit as well as instituting wage and 

price controls to keep inflation at bay. Import prices including commodities rose sharply. 

But when companies couldn’t raise their prices in response to higher costs, profit margins 

fell, and they were forced to lay off employees. Then in 1973 the OPEC oil embargo 

caused oil prices to quadruple (by 1975) adding further fuel to the inflationary fire. The 

1979 oil crisis then caused another three-fold increase such that by 1981 the price of oil 

was ten times higher than just a decade before.  

 

Does 1970s era inflation have any lessons for us today? I would argue not many. The 

significant dollar depreciation was a necessary (though one-time) adjustment to the end of 

Bretton Woods. And the oil crises were just another example of a lack of supply (rather 

than too strong demand) causing inflationary pressures. Note, too, that the link between oil 

prices and inflation is no longer as strong today as it was in the 1970s. In fact, due to 

greater energy efficiency and a shift toward a more service vs. manufacturing based 

economy, the U.S. now uses just 1/3rd the energy to generate a dollar of economic output 

as it did 50 years ago. The result is that oil price surges, such as the five-fold increase we 

experienced from 2004 to 2008 no longer have much impact on overall U.S. inflation. 

 

So how likely is high inflation in 2021 and beyond? Not very. As long as we don’t fight 

and lose a major war or have out-of-control civil unrest leading to a ruinous drop in our 

ability to produce goods and services, hyperinflation isn’t going to happen. And even 

getting to moderate levels of inflation will be difficult given our aging demographics, free 

floating currency, less energy/commodity dependent economy (not as impacted by 

commodity shortages), and the accelerating pace of technological change heightening 

competition and making businesses increasingly efficient. Japan, for instance, has been 

unsuccessful in attempts to spur even modest inflation despite running huge budget deficits 

for decades and having more than twice as much government debt, relative to the size of 

its economy, as the U.S.  

 

Some contend America is already experiencing high inflation. But this argument is easily 

countered by looking at nominal (not inflation adjusted) economic growth over the past 

decade. Since 2010, the U.S. economy has grown just 3.6% a year without adjusting for 

inflation. That means if you believe inflation was greater than 3.6% a year over that time, 

the U.S. economy, in real terms, must have shrunk. To take a more extreme example, if 



you think inflation has really been running 10% a year for the last decade that would imply 

that today’s economy, in real terms, has collapsed to just half its size in 2010, which is  

ridiculous on its face. In actuality, inflation has averaged about 1.7% a year, suggesting 

(far more believable) real economic growth of around 1.9% annually. 

 

While we’ve positioned the PASI portfolio to benefit from a modest rise in inflation and 

interest rates as the economy recovers, I expect that even with the trillions of dollars in 

stimulus over the last year, those increases will be minor and fleeting. Much of the rise in 

government spending has merely offset the sharp drop in economic activity due to the 

pandemic. And continued high growth will be more difficult in 2022 without the benefit of 

further stimulus, which is now politically unlikely.  

 

One factor that could result in some modest, though short-term inflation are pandemic-

induced supply disruptions in industries where employees have been unable or unwilling to 

work full shifts (manufacturing and food service, particularly). But as the vaccines get us 

closer to herd immunity, I think those supply pressures will quickly fade, and capitalism 

will work its magic to keep inflation at bay.  

 

 

The Most Important Market Realities Since 1957  
by Jeremy Goldberg, CFA 

 

The old school investor, often dubbed a fundamental investor, has an intuitive qualifier 

when analyzing a public stock for investment consideration: Does the company make 

money? A newer old school investor may ignore profits today and ask, “If they don’t make 

money now, will they next year or the year after?” For an investable company in both 

cases, it’s assumed the company is profitable or has a defined path towards profitability 

that’s tangible, not just accounting savvy. 

 

Investing in these types of companies has worked out pretty well historically. Companies 

that are ready to scale their businesses beyond what can be provided by current cash flows 

or incurred debt can raise cash from the largest and deepest pool of capital available – the 

public investor base. Stock issuance funds research and development or expansion 

projects, acts as an acquisition currency, and provides a form of risk distribution. 

Depending on the measurement periods and index used, these types of quality U.S. stocks 

have generally earned 10%+ annually since the early 1900s.  

 

Unsurprisingly, companies that make money tend to have better stock returns than 

companies that don’t make money. The chart below on the left illustrates the median return 

of profitable companies vs. unprofitable companies over the past five years. The chart on 

the right shows the spread. Over the past five years, profitable companies were 



acceleratingly outperforming unprofitable companies. That is, until 2020, when profitable 

and unprofitable companies posted nearly identical performance. 1 

 

 
  

Theories abound as to why this irregularity has occurred, such as (1) investor appetite for 

growth (and risk) has grown considerably, or (2) the persistent low interest rate 

environment increases the present value of future cash flows thus increasing valuations of 

unprofitable companies. This recent divergence doesn’t mean that the “old school” way 

suddenly no longer works – evidenced by outperformance of the PASI composite stock 

portfolio in 2020 and through the 1st quarter of 2021 – but the anecdotes that come across 

CNBC and TikTok sure make it seem that way! 

 

Every now and then, wild things happen in the stock market. Like the rise and fall of the 

dot-com stocks of the late 1990s, the recent wave of strong performance by unprofitable 

companies isn’t sustainable. It’s simply another brief chapter in the stock market’s never-

ending history book.  

 

Plus, I’d argue that the past 15 months is no more than a curious aberration. Using the S&P 

500 index (SPX) since it started tracking 500 stocks in 1957, here are some fun facts about 

the stock market that really put into perspective the wisdom underpinning the old school 

way:2

 
1 Data provided by Morningstar, Inc. based on 7,990 individual public companies traded 

on U.S. stock exchanges. For screening methodology, please contact jeremy@pa-

services.com.  
2 SPX calculations inspired by Michael Batnick, CFA (author of The Irrelevant Investor), 

who calculated similar statistics in a March 2019 blog post using Dow Jones Industrial 

Average data. 
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1) The SPX reached new all-time highs only 7% of the time between 12/31/1957 and 

12/31/2020, but returned a massive 61,744% over this 62 year period (10.7% 

annually). So 93% of the time, the market is underwater from its trailing highs. 

This means day-to-day market noise is expected.  

 

On any given day, a stock’s price may not reflect the underlying (intrinsic) 

value of the business, but that doesn’t necessarily mean the business is less 

valuable.  

 

2) Over the same time period, the SPX posted a positive daily return on 53% of all 

trading days (15,867 days). The average daily return was +0.67% when the market 

closed positive and -0.69% when it closed negative. Even though investors lost 

more money on losing days than earned on winning days, more total winning days 

drove the 61,744% cumulative return.  

 

Compounding is far more powerful than trying to time the market. It is 

important to keep dollars invested for the more frequent winning days than it 

is to try avoiding the less frequent losing days (the opportunity cost is missing 

a winning day).  

 

3) From 1960 to 1980, the SPX returned 6.8% annually. From 1980 to 2000, the SPX 

returned 17.8% annually. An investor that outperformed the market by 5% per year 

from 1960 to 1980 would have made less money than the investor who 

underperformed the market by 5% from 1980 to 2000.  

 

Some things are simply out of our control. The best way to increase the 

probability of investment success = stay invested! 

 

The stock market has a long and often forgotten history of craziness, but discipline is 

volatility’s kryptonite. During these times, it is most important to remain committed to 

long term goals and steadfastly stay the course. 

 

 

Disclosure 
 

Professional Advisory Services, Inc. may, from time to time, have a position in securities 

mentioned in this newsletter and may execute transactions that may no longer be consistent 

with this presentation's conclusions. Reference to investment performance of the PASI 

composite stock portfolio is made gross of expenses. For formal performance disclosure 

with net returns please contact our office. 


