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“Inflation likely to be another scorcher in July, 
economists say” – CNBC, AUGUST 10, 2021

“U.S. Inflation to Stay Hot in July as Sellers 
Flex Pricing Power” – BLOOMBERG, AUGUST 10, 2021

“A key inflation measure rose at fastest pace 
in 30 years in July” – CNN, AUGUST 27, 2021

The simplest definition of inflation is that prices go 
up – it takes more money to buy the same goods or 
services. Inflation is typically caused by external events 
and monetary policies.

External events can be catalysts for inflation when they 
create scarcities. Natural disasters, economic changes, 
and wars are just a few examples of inflation-triggering 
events, where prices can quickly skyrocket. Prior to 
the 1849 California gold rush, a typical laborer in New 
York City earned about a dollar a day. Imagine the 
surprise when an NYC gold-seeker disembarked in San 
Francisco and found that slice of bread cost a dollar 
(two if it was buttered) and a shovel sold for the $36. 
That’s inflation.

Even today, $36 sounds like a lot to pay for a shovel. 
But we really don’t understand how expensive it was 
until someone says that “in today’s dollars, that’s 
equivalent to $1500.” Ah, “today’s dollars.” That’s a 
variation of the phrase “adjusted for inflation.” Which is 
a convenient segue to monetary policies.

Most governments permit fractional banking, a 
monetary system that allows banks to lend more 
money than they hold as reserves. The conditions 
of fractional banking are regulated by a governing 
agency (like the Federal Reserve in the United States) 
with authority to “manage” the economy by changing 
monetary conditions. 

Through a variety of measures, policy makers may 
increase the amount of money in circulation. This 
is typically done with the intention of stimulating 
economic activity; more money in circulation means 
more money to spend. Ideally, this strategy “primes the 
pump” of the economy, creating a spillover effect of 
more employment, more production, and more people 
with more money to buy more stuff.

But more money in circulation often increases the 
demand for goods and services, which leads to 
scarcities and higher prices.

 

INFLATION: IT’S BACK!
You know how some celebrities seem to disappear 
from the public eye, then seemingly out of nowhere, 
make a big comeback? Suddenly, they’re everywhere, 
on TMZ, in the tabloids, becoming a meme generator. 
Yeah, that’s sort of what’s happened with inflation. 
After being almost invisible for more than a decade, 
inflation is all over the news. Check it out:

The Two Kinds of Inflation 
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Is Inflation Temporary 
or Permanent?
Most event-driven inflation is temporary. Demand 
increases and prices go up – until competitors enter 
the market or demand subsides. Think of the computer 
industry; early versions of personal computers 
were expensive, yet today’s tablets have far greater 
capabilities at significantly lower prices.

Inflation driven by monetary policy is a different animal. 
Governments have a strong incentive to perpetuate 
inflation. Besides being used to stimulate the economy, 
inflationary policies make borrowing attractive – for 
both governments and consumers – because they can 
purchase today, then repay in the future with devalued 
dollars. But central bankers have to be careful.

Too much inflation, at too fast a rate (known as 
hyperinflation), can collapse an economy. This 
happened to several national economies in the past 
100 years, including Germany in the 1920s, Chile in the 
mid-1970s, and Zimbabwe in 2008-09. Thus, financial 
policy makers seek to keep inflation in a “manageable” 
range, typically around 2-3% annually.

Today, We Have Both 
Inflation Catalysts
As an external inflationary event, Covid-19 certainly 
qualifies. The travel and service industries have been 
devastated by lockdowns, remote work is the new 
normal, there is a migration away from cities sending 
home prices through the roof (pun intended), and 

there was a brief but dramatic spike in unemployment. 
As the pandemic wanes (or becomes a regular part 
of life), unemployment numbers have declined, but 
many Americans have permanently left the workforce. 
Consequently, there are there are scarcities; of workers, 
cars, computer chips, building materials – even toilet 
paper and Lunchables. And the prices for these items 
are rising. 

At the same time, economic policy makers have 
engaged in an aggressive injection of new money in the 
economy, in the form of stimulus checks, moratoriums 
on rents and student loan debts, and advance 
distributions of income credits for families with 
children. These measures have alleviated some of the 
economic distress caused by government-mandated 
lockdowns, but also increased the discretionary income 
for many households. More money to spend + fewer 
items available to buy = inflation.    

Is Inflation Here to Stay?
That’s the million-dollar question. If inflation is primarily 
due to Covid-19, and the pandemic recedes, many 
economists see a gradual return to “normal,” (with 
inflation rates of 2-3% annually) by next year. But if this 
period of inflation is driven by monetary policy, prices 
may continue to rise, and it may take much longer for 
inflation to moderate.

Economists note that some inflationary factors are 
“stickier” than others; once increased, the inflated prices 
tend to stick. This is particularly true of labor costs. 
Once wages go up, no one is willing to accept a pay cut 
if/when inflation goes away. 

Some Financial Responses to Inflation
Inflation isn’t a new thing; we’ve seen it before. Here’s some historical responses to inflation. 

Ask for a Raise! In many fields, employers are competing for workers, and wages are rising. 
Whether it’s because of external forces or monetary policy, your earning power needs to keep 
pace with inflation. 

Evaluate the real assets in your portfolio. Real assets, as opposed to paper assets, often 
retain their value relative to inflation. Because of the high demand for houses in suburban 
areas, many homeowners have seen their property values increase by 20 or 30 percent since 
last year. Their buildings aren’t 20 or 30 percent larger, but their values have kept pace with, 
or exceeded, inflation.  

Take on more debt to acquire real assets. Used wisely, debt can be a catalyst for wealth. 
Borrowers like inflation, because they can borrow to purchase something today and pay for 
it later with devalued dollars. Ten years from now, a $1,500 fixed mortgage monthly payment 
will still be $1,500, but inflation will make $1,500 relatively less expensive, while the property’s 
value may increase – all because of inflation.
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Because compared to previous generations at the 
same age, most American millennials were financial 
underachievers. They had more debt, less net worth, 
were less likely to own a home or be married. 

But you know what? As they hit 40, millennials are 
starting to catch up.  

“Those degrees are finally paying off, 
they’re paying down that debt and entering 
homeownership and milestones older generations 
were able to reach earlier on,” 
- RESEARCHER ANA HERNÁNDEZ KENT TOLD THE WALL 
STREET JOURNAL IN A MARCH 2021 ARTICLE

In fact, if they wanted to, older millennials could say 
“you know, when I was your age…” to those born in 
the 1990s because now they are the financial under-
achievers. Which has prompted some economists to 
conclude that the patterns of establishing wealth may 
have permanently shifted.

The big difference: the shrinking period for earning 
and saving. A decade or more of debt service not only 
pushes early financial milestones like owning a home 
to a later date, but also decreases the time millennials 
have for saving. So how can millennials adjust to 
this “lost decade” of saving? There are really only 
two variables.

A GENERATIONAL SHIFT 
IN BUILDING WEALTH
“You know, when I was your age, I…” is often the start of an aggravating 
generational conversation. For at least two decades Americans born 
the 1980s have been told they weren’t measuring up to previous 
generations in terms of financial achievement. Like…

“You know, when I was your age, I…”  
…bought my first house 
…got married 
…already had kids 
…had $250,000 in my 401(k), etc.

And for a good chunk of their 30s, all 
this millennial cohort could say was…
not much.

• 20-25 years to learn
• 40-45 years to earn 
and save

• 10-20 years of 
retirement

• 20-25 years to learn
• 10-15 years to earn and 
pay off debt

• 20-30 years to earn 
and save

• 10-20 years of 
retirement

Instead of a 
financial timeline 
that looks like this:

The new 
pattern is:
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Time and Money
This chart illustrates a simple story of annual deposits 
and time required to accumulate $1 million, at varying 
rates of return. The more you save, the less time it 
takes to reach $1 million. A higher the rate of return 
also shortens the time. Basic stuff, right?

So…if you save $10,000/yr. and earn 3%, it takes 47 
years to reach $1 million. The same amount at 5% 
shortens it to 36 years, and at 8% takes 28 years. 

Go back to the idea that the new pattern for wealth 
has permanently shifted, the part that says millennials 
may have just 20-30 years to earn and save. Even at 
an 8% annual rate of return, $10,000/yr. barely makes 
the cut for accumulating $1 million. And at 3%, our 
hypothetical 40-year-old millennial saver is going to be 
87 before reaching that milestone.  

And while not impossible, an 8% annual rate of return 
historically has required higher investment risk. 
Prudence would say it is better to plan to save more 
and anticipate lesser returns. At $20,000/yr., even a 3% 
return produces $1 million in 31 years.

If you want to maximize your chances of accumulating 
$1 million within a 20-year period, the obvious solution 
is to save even more. Saving $30,000/yr. at 3% takes 
23 years, and drops to 20 and 17 years at 5% and 
8% respectively.   

Making Adjustments
Nobody’s experience with saving is as linear as this 
illustration, so your mileage will vary. But the math is 
the math. For millennials (and anyone who’s getting a  
late start on saving), there are two strategic options for 
retirement planning:

Move the retirement finish line further down the road 
by planning to work longer. Instead of trying to retire 
at 65, plan to work until 70 or longer, possibly part-
time. This strategy increases your time to save while 
reducing the size of the accumulation needed. (And 
some recent studies suggest that people who continue 
working report higher levels of satisfaction than those 
who full-stop retire.)

Supercharge saving. 40 years ago, when the Baby 
Boom generation was hitting adulthood, conventional 
financial wisdom encouraged households to save 10 
percent of annual income. Over time, a combination 
of factors has prompted experts to recommend ever-
higher percentages. Today, the recommendations 
range from 18-20 percent to “until it hurts,” typically 
translated as 30-50 percent of annual income.

These parameters are simultaneously realistic 
and drastic. Realistic because the best chance to 
accumulate a sizable retirement fund is to save a lot. 
Drastic because even saving 20 percent of income is 
going to significantly impact your current standard 
of living. And shooting for 30-50 percent requires a 
life change – not only financially, but emotionally and 
socially. (If you think this is an exaggeration, check out 
the FIRE movement – Financial Independence, Retire 
Early – where people are attempting to compress a 
lifetime of saving into a decade or less. It’s a unique 
financial sub-culture.)

But what about investment returns?
You might think that earning a higher return could 
ease the constraints of time and money. But look 
at the chart. If you have just 20-30 years to save, 
achieving a sizable balance from investment returns 
almost certainly requires risk. While additional risk 
may increase your chances for success, it also 
increases the possibility of failure. And at shorter 
timespans, like 20 years, most of the accumulation 
is the result of deposits; there hasn’t been enough 
time for compounding at higher returns to make a big 
difference. You simply can’t rely on higher returns to 
override the variables of time and money. 

Solve for the Variables that matter
If you understand where you are with time and money, 
it should influence both your career path and your 
saving strategies – even if you’re not a millennial. So 
what needs to shift in your financial plans to give you 
the best chance to maximize your time and money? 

How Long To Save $1 Million?

$30K

$25K
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Investment professionals were also surveyed, and 
they were nowhere near as optimistic. Their long-term 
expectations called for returns averaging 6.7%. This 
means individual investors are 161% more optimistic 
than professional money managers. What could 
explain this very large difference? The Natixis 
summary concluded…

Behavioral finance experts would likely say that 
this is a prime example of recency bias, in which 
investors have seen positive returns under difficult 
circumstances and assume better returns under 
better conditions.

Jason Zweig, a personal finance writer at the Wall 
Street Journal, asked Wharton Research Data Services 
for a list of publicly-traded stocks or ETFs that achieved 
returns averaging at least 17.5%/yr for the 10-year 
period from May 31, 2011-May 31, 2021.

The study found that 14%, or roughly one in seven, 
of the 3,790 qualifying stocks and funds met the 
performance benchmark. 

On the other hand…the study also found that 22% of 
the stocks and funds earned negative returns for the 
10-year period. It is more likely that an investor would 
lose money over a 10-year period than realize gains 
averaging 17% a year.

17.5% a year isn’t a 
straight-line experience
Averaging 17%/yr. isn’t an incremental experience 
where values grow steadily for a decade or longer. 
There are ups and downs, and no guarantee of what 
might come next. To illustrate the challenges, Zweig 
looked at the histories of the two stocks that achieved 
the highest average returns for the 10-year period. The 
first was Tesla, the electric car company.

NERVES & RESERVES
Survey results can grab your attention, but it’s legitimate to 
wonder if they tell us anything meaningful. For example:

A recent survey by Nataxis Investment Managers of more 
than 8,500 individual investors in 24 countries asked 
them about their performance expectations for their 
investments. Overall, US investors were some of the most 
optimistic, expecting, on average, returns of 17.3% for 
2021. Since the S & P 500 index registered an 18.4% 
increase in 2020, and is up 22% through August of this 
year, it could be argued that 17% seems reasonable 
– at least for this year. But when asked about their 
long-term expectations, American investors were 
equally bullish, believing that 17.5% per year was 
sustainable for the long-term.

Averaging 17.5% a year, 
long-term? Really?
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TSLA
In May, 2011, Tesla stock was $5.50/share. Ten 
years later, it was $619/share – an average return 
of 59 percent per year. But almost all of Tesla’s 
increase occurred the last 18 months. As late as 
August 2019, the share price was in the mid 40s. 
How many investors, buying in 2011, would have 
kept an “underachiever” in their portfolio for more 
than eight years?

PATK
Patrick Industries, a manufacturer of RV and 
manufactured housing parts, finished second to Tesla 
in the study, averaging returns of 56.7% annually. Unlike 
Tesla, this stock charted a steady upward path over the 
10-year period.

Even though the 10-year chart shows a decidedly 
upward historical trend, how many investors would 
have stayed on board in 2018, when the stock lost 
58% of its value in three months? Or in 2020, when it 
dropped 69% in 25 days? Many investors might have 
sold and missed the last big run-up.

The Necessity of 
“Nerves and Reserves”
Evaluating the data, Zweig provides a terse summary: 

“To earn gigantic returns such as stocks can 
provide, you need enormous skill, phenomenal 
luck and the nerves and reserves to withstand 
bloodcurdling losses.” 

Their optimism about future returns notwithstanding, 
it appears investors agree with this assessment. The 
Nataxis survey asked the respondents what they had 
learned in the past year as a result of the pandemic. 

A lot of investment commentary focuses on stock 
selection, portfolio management, trends, etc.  But an 
unexpected financial repercussion of the pandemic is 
a much broader recognition of the essential value of 
cash reserves. Not only are mainstream media sources 
emphasizing emergency funds and cash reserves as a 
prerequisite for successful investing, it sounds like they 
actually mean it.

Zweig talks about the “nerves and reserves to withstand 
bloodcurdling losses.” It’s more accurate to say that 
reserves give you the nerves to better withstand losses, 
to ride out fluctuations and hang on to investments 
that might eventually deliver outsized returns. 

There are no guarantees when you invest in assets 
whose values are determined by market forces, but 
there is one almost sure thing: The more savings you 
have, the easier it is to act like an intelligent investor.     

Said they needed to keep 
their spending in check.

Emphasized the 
importance of having 
emergency funds.

Recognized the necessity 
of an estate plan 
(i.e, a will, life insurance).

The Top Responses

43%

30%

23%
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BENJAMIN FRANKLIN’S 
200-YR “INCUBATOR” 
EXPERIMENT
A startup incubator is a collaborative program 
established to help entrepreneurs fund and 
grow their business. Startup incubators are 
usually non-profit organizations, operated by 
both public and private entities.

As one of the founding fathers of the 
United States, Benjamin Franklin was a 
polymath known for his wit, statesmanship, 
inventions, and experiments with electricity. 
But many people may not know that 
during his lifetime Franklin was also one 
of the wealthiest people in the world – and 
founder of a 200-year old incubator fund.

In Early America, Franklin 
was a 1-percenter
A 2007 Forbes article calculated that Ben Franklin, with 
an inflation-adjust net worth of $10.3 billion, was one of 
the 200 richest individuals in recorded history (Franklin 
placed 181st; John D. Rockefeller was No. 1). And this 
wealth allowed him to indulge in an ambitious long-
term financial project.

Franklin was fascinated by the concept of compound 
interest, how a small investment could become 
an enormous sum, given enough time. In 1785, he 
established two trusts, funding each with £1,000 
of silver. (The conversion is not exact, but these 
endowments were equivalent to approximately 
$4,400 each.) Franklin named two cities, Boston and 
Philadelphia, as the trust beneficiaries. At Franklin’s 
death in 1790, each trust was instructed to manage 
their respective funds for 200 years before making 
final distributions. 

 
The Plan
Franklin wanted the trusts to engage in small business 
loans to entrepreneurs (he called them “artisans”) at an 
interest rate of 5%. Ideally, the loan payments would 
result in an ever-larger balance. At 100 years, Franklin 
wanted about 70% of the accumulated principal to be 
used by the respective cities for public works projects, 
with the remaining balance to grow for another 100 
years, at which point the cities could withdraw the 
money and terminate the trusts.

Despite inflation, a high rate of defaults by borrowers, 
accusations of mismanagement, lawsuits by heirs 
and government officials, and changes in society (the 
artisan class disappeared with the Industrial Revolution), 
the trusts remained intact for the entire 200-year 
period. And the results were interesting, to say 
the least.
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The trustees of the two cities took different investment 
approaches, especially after determining that small 
business loans were no longer appropriate. The Boston 
trust invested heavily in the stock market, while the 
Philadelphia trust selected a mix of assets. By 1890, at 
the time of the first distribution, the Boston fund was 
valued at $391,000 while the Philadelphia account held 
less than $130,000.

At the 100-year distribution point, both funds 
encountered lawsuits and political wrangling that 
kept the initial distribution from being made for more 
than a decade. The Philadelphia trust finally dispersed 
$133,000 in 1907, while the Boston trust contributed 
$400,000 toward the establishment of the Franklin 
Institute of Technology. 

The remaining balances in each trust were invested 
until their final disbursement in 1990. The Philadelphia 
trust grew to $2 million, and Boston’s was close to $5 
million. Once again, there was controversy and legal 
challenges, but eventually both trusts were liquidated.

Lending at 5%, Franklin calculated that each fund would 
be worth approximately $130,000 at the 100-year mark, 
and after the first distribution, the  
 
 

remaining balances would grow to $9 million at the 
200-year milestone. Neither fund performed as Franklin 
projected, although the Boston fund came close.

And while Franklin was willing to commit a portion 
of his fortune to this longshot project, he was wise 
enough to know that while the math of compound 
interest is exact, the financial decisions of human 
beings are far from predictable. In his will, he 
wrote that.. 

“Considering the accidents to which all human 
affairs and projects are subject in such a length 
of time, I have perhaps too much flattered myself 
with a vain fancy that these dispositions will be 
continued without interruption and have the 
effects proposed.” 

Despite investment underperformance and changes 
in the fund’s operation, Franklin’s experiment in long-
term accumulation demonstrated the possibilities of 
generational wealth planning. Given time, a modest 
endowment today can sustain multiple future 
generations. What could happen if you left a small 
amount in a 200-year trust?

Benjamin Franklin Trust Fund Comparison
200 YEAR SPAN

Philadelphia Boston

$5KM

$2.5M

$1M

$500K

$250K

$100K
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$2M

$5M

$130K

$391K
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The Results


