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Dave Fulkerson October 28, 2009 — Dow Adjusted for Inflation

Money Management
for Your Retirement

Inflation is a rise in the general level of prices of goods and services in an economy over a period of
time. When prices rise, each dollar we all work so hard for buys fewer goods and services;
consequently, inflation is an erosion in the purchasing power of money.

Let’s take a look at a case study. My father, Bob Fulkerson, retired from GM in 1992. His pension was
frozen and is the same amount today as it was in 1992. Inflation has eroded roughly 50% of his
purchasing power over the last 17 years. Meaning, goods and services he buys and uses on a daily
basis: gasoline, food, housing, electricity, etc. cost about 50% more today than they did in 1992.
Therefore, he and many others need to make up for this shortfall from other sources of income to fund
daily living in the golden years.

Looking at the chart of the DOW adjusted for inflation since 1925, there are a few points of
interest that jump off the chart.
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The 1¢ is the bear market that ended in 1982 was almost as severe to the DOW as the Great Depression
was in the early 1930’s. Next, the inflation adjusted DOW in 2009 at 9800 is about double where it was
at the 1929 peak and just 50% above the 1966 peak — not very spectacular performance considering the
80 year & 43 year time frames. Finally, the DOW is up 53% from its March 9%, 2009 low which is just
about exactly what the DOW is up from its 1966 peak to today. In other words, inflation adjusted, the
DOW on March 9t, 2009 was at the roughly same level (6600) as it was in 1966.

So much for what gets beat into us that “buy and hold” investing is the only way to long-term
investment success. It is my assessment, unless one is very lucky and their saving years for retirement
were a timeframe similar to the early 40’s to mid 60’s or 1982 to 2000, buy and hold just doesn’t in the
real world. “So you have to ask yourself a question: Do you feel lucky...punk?” — Dirty Harry. This is
why Fulkerson Capital Management utilizes active investment strategies.
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