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Everyone is aware of Elon Musk.  He’s the second richest man in the world.  He is the founder of Tesla.  Tesla is a fascinating company 
that  created state of the art batteries to power their electric vehicles. Some equate driving one to being in a rocket due to their incredible 
starting power; some of their models can go from 0-60 miles per hour in two seconds!   
They are the only company in the world that  spends  zero on advertising.  Plus, according to Forbes magazine, Tesla has a 90% customer 
satisfaction rating. 
 
Elon Musk is also the founder of Space X.  It’s not a publicly traded company but it’s a unique company as well.  A year ago, I attended 
an investment conference where Space X executives (not Elon Musk) attended and presented their story.  Musk has said repeatedly that 
humans need to be an interplanetary species to “combat the threat of asteroids and potential human catastrophes, such as nuclear war and 
engineered viruses.”  He determined that the only things holding us back were the unbelievable cost of the rockets that power space craft 
into orbit and only being able to use each rocket once.  He believed we needed to “reduce the cost of human spaceflight by a factor of 
100.”  He believed the best first step would be to figure out how to reuse rocket boosters.  The executives at the investment conference 
related how Elon Musk presented his idea to Space X engineers during an early morning meeting.  As the engineers were assembled,  
Elon Musk walked in and said “I want you to develop reusable rocket boosters.”  And with that, he  turned around and walked out of the 
meeting.  A few years later, that dream materialized.  The Space X executives told of several failures and explosions that occurred on the 
way to success.  They said the big difference in having a private company create space flight is that when an explosion or mishap occurs, 
a private company can figure out the solutions in 1-3 months, where if it was a government backed project, it would take 1-3 years to 
figure things out due to the endless “investigations”.  These reusable rockets either land back at the launch site (if they have enough fuel 
to return) or they land on a modified barge aptly named “Of Course I Still Love You.” 
 
So what does this have to do with investing?  Look at this interesting chart of the money supply from First Trust using Federal Reserve 
Data. 
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If you removed the M2 Money Supply heading, it looks similar 
to a Space X rocket launch.  According to Investopedia, “M2 is 

a measure of the money supply that includes, cash, checking 
deposits, and easily convertible means of money.  M2 is a 

broader measure of the money supply.”  Investopedia continues 
by stating “M2 as a measurement of the money supply is a criti-

cal factor in the forecasting of issues like inflation.  Inflation and 
interest rates have major ramifications for the general economy, 
as these heavily influence employment, consumer spending, 

business investment, currency strength, and trade balances.”  
According to First Trust, 20% of all the money printed in the 

last 60 years has all occurred in the last 12-15 months.   Alt-
hough the Federal Reserve is currently dismissing this as a short

- term issue, it is creating tough investment cross currents.  The 
million-dollar question is “What if it’s not a short- term issue?” 

If this M2 money supply measurement is even somewhat close 
to being accurate, then the investment implications are going to 
create a different environment for the next few years-at least.  

Let’s discuss some of those implications. 

The true definition of inflation is too much money chasing too 
few goods.  The Federal Reserve argues that inflation in the 
short run is being caused by the movement out of the pandemic 
and the economy reopening.  Let’s look at what everyone al-
ready knows-lumber.  During the March-April 2020, saw mills 
closed down and completely quit ordering lumber from various 
timber sources.  What they didn’t envision is everyone and their 
brother starting home improvement projects since they had 
nothing else to do.  Lumber prices have essentially more than 
tripled since last year.  According to the National Association of 
Home Builders, this has now added $36000 to the price of a new 
single- family home.   
 
The price of corn-doubled over the last year.  Iron Ore-doubled.  
A barrel of oil-doubled. Cotton-up 50%. Aluminum-up 75%. 
Copper-doubled. Coffee-up 50%.  Soybeans-up 90%. Coal 
(which everyone assumes is going away with clean energy)-up 
105%. And cattle (used in my favorite steak or burger) are only 
up 28% over last year. 
 
Does this look like the 2% inflation numbers that the Federal 
Reserve is publishing?  According to First Trust economist Bri-

an Wesbury, this is due to the Federal Reserve counting rental 
income paid by renters as a major component of some of the 

inflation figures.  The government put a moratorium on evic-
tions or rental price increases through most of the pandemic so 

it’s causing an understatement of inflation. Plus, the government 
always says “taking out the volatile food and energy compo-
nents,” inflation is muted.  I’m sure it isn’t just me, but food and 

energy are a pretty big part of survival. 

Investing in a higher inflation environment will be different than 
what we have seen over the last several years.  For the last sev-
eral years, growth stocks, have outperformed significantly over 
value stocks.  Companies like Apple, Microsoft, Amazon, and 
Netflix have dominated the returns in the stock market along 
with being on the news almost daily.  Valuations on growth 
stocks grew exponentially while value stocks were left in the 
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dust.  In a higher inflationary environment, value stocks should 
do much better.  In fact, in an inflationary environment with 
higher interest rates, technology and growth stocks face head-
winds.  Lumber companies can raise prices, oil companies can 
raise prices, coffee companies can raise prices at the expense 
of coffee companies that sell coffee.  Companies that make 
equipment for miners or farmers could do very well.  The 
stocks that do well in this environment won’t be the ones that 
are popular at cocktail parties.  I mean….who gets excited 
about owning a company that owns farm land over a company 
with the latest cell phone (which is obsolete in 12 months)? 
 
Over the last 3-4 months, I have been trying to access whether 

this new investment thesis is a long- term trend or a short- term 
blip.  At this point in time, on my asset allocation models, 
commodities have moved up to almost an equal weighting with 

US equities.  This is telling me that this move in commodities 
is here for at least the next 6-12 months. 

In a higher inflationary environment, interest rates will almost 
always go up.  Bond investors want to earn an interest rate that 
is somewhat near the inflation rate so they can at least keep 
their purchasing power intact.  For example, if a ten-year bond 
yields 1.5 percent and inflation is running at 2.5%, then the 
bond investor loses purchasing power to inflation every year.  
Bond investors will sell bonds if they think inflation is going 
higher.  What if inflation is going to 3.5% or higher as some 
economists are predicting?  Bonds will get hurt, and in some 
cases, hurt badly.   With interest rates this low, most bonds are 
yielding 1-2%.  Since interest rates have risen almost 1% in the 
last six months, bond prices have declined anywhere from 3-
10% depending on what type of bond you own.  In other 
words, the interest you earn on the bonds are not high enough 
to give you a margin of safety if rates go up.  I would love to 
have a return to the “old days” of bonds yielding 4-5%.  It 
might, but it won’t happen soon. 
 
Some of you have asked why I don’t move some money from 
cash or money markets into some fixed income to earn 1-2%.  
At this point in the interest rate move, I feel it’s better to not 
lose money on my fixed income positions and wait for oppor-
tunities.  If this is an inflationary environment, we need to wait 
for most fixed income opportunities.  If anything, investing in 
variable rate or floating rate securities would make sense. 
 
Historically, advisors over the years have advocated a 60/40% 
split between stocks and bonds for a balanced portfolio.   With 
rates where they are and the probability of higher rates, this 

historical benchmark may not be the useful goal post that a lot 
of investors have come to know. 

 Historically, when the US dollar weakens, it creates a tail wind 

for international equities.  With the number of US dollars being 
printed over the next 2-4 years, I don’t envision a firmer dollar.  
Some economists, such as Brian Wesbury at First Trust, thinks 

the value of the dollar could decline by 10-15% over the next 2
-3 years.  Besides taking your European vacation now, it is also 

time to increase exposure to international equities. When     I 

first got into the investment business, we were taught to have  
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roughly 30% of your portfolio in international stocks.  At the 
time, it was shown to increase your returns while lowering your 
overall risk as the various markets were not correlated.   That 
strategy has proven incorrect over the last 5-10 years.  The US 
markets have significantly outperformed most international 
markets.   
 
This underperformance of international stocks has been high-
lighted in some of my asset allocation models.  In most models, 

international stocks were dead last in allocations over the last 5 
years.  In the last six months, this has changed.  Money has 

been moving rapidly into the international markets to the point 
where my models are suggesting anywhere from 20-30% of a 
portfolio should be international.  Most of my portfolios are not 

quite to those levels yet but I am upping my allocations as soon 
as I find ideas that I feel comfortable with. 

In an inflationary environment, I tell clients we want to own 
stocks, commodities, international equities, and real estate.  

Avoid bonds.  Getting back to the definition of inflation-too 
much money chasing too few goods.  No where can this be 

better illustrated in certain real estate areas.  Especially single- 
family homes in certain markets.  Clients ask me whether the 

current single family home market is in a “bubble”.  After the 
2008-2009 real estate crash, most home builders started to 
maintain closer controls of their inventories.  They built homes 

as they saw the demand.  This happened nationwide.  However, 
they still were not building enough homes to meet demand.  

Especially in Florida.  With mortgage rates still relatively low, 
affordability of homes is still reasonable.  What would cause 

prices to level off or come down would be higher rates and/or 
an increase in supply.  Right now, in the Orlando market, there 
are more licensed real estate agents than available homes  on 

the MLS system.  There is less than a ONE-month supply of 
homes available in Orlando and the average home goes from 

listing to a contract in less than 12 hours!  As real estate people 
always tell you, it’s location, location, location…..and right 

now…depending on the location, it’s definitely a sellers’ mar-
ket. 

Commercial real estate is a different ballgame however.  Covid 

produced the work at home environment.  People are buying 
houses in the suburbs again because they can work at home 
either part time or full time.  The high-rise office buildings in 

major metro areas could have long term issues with this new 
environment and I’m avoiding those situations.  

Politics:  In the investing world, you have to play the cards you 

are dealt.  I have been in the business through 8 Presidential 
administrations.  Unfortunately, we live in a polarized country 

right now that looks at everything through the lens of politics.  
Usually, a presidential administration has minor impact on the 
markets in general.  However, certain policies of an administra-

tion can create various investment themes.  For instance, Presi-
dent Biden immediately cancelled the Keystone Pipeline pro-

ject when entering office, thus making existing pipelines more 
valuable.  He is advocating for infrastructure (that could be 

bipartisan) which would be favorable for the value stocks I 
previously discussed. The odds of some sort of infrastructure  
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 bill happening are pretty high (although scaled down). 
 
The biggest risks for stocks at this point is the increase of 
money being printed, the potential increase in raising corpo-
rate tax rates, and the potential for a capital gains tax in-
crease.  The money supply was already discussed.  If tax 
rates on corporations go higher from here, that would create 
lower corporate earnings and make our companies less com-
petitive against foreign companies.  President Trump lowered 
the corporate tax rates from 39% to roughly 21%.  At that 
time, we had the highest corporate tax rates in the world and 
caused several companies to have their facilities or headquar-
ters overseas.  As a comparison, Ireland’s corporate tax rate 
is 8%!  The average worldwide corporate income tax is about 
25%.  If they raise the corporate tax rate to about 25%, then 
there could be an earnings decline in some US companies. 
 
There is a higher probability in the raising of the capital gains 

tax rate.  Right now, if you sell something, you pay about ½ 
of your ordinary income tax rate on capital gains.  For most 

people, the MAXIMUM capital gains tax rate is 20%.  Presi-
dent Biden wants to raise it as high as 43%.  I find this rate 

highly unlikely as it could cause a sell off in stocks as people 
readjust portfolios.  It has also been shown historically that 
raising capital gains taxes has actually LOWERED tax reve-

nues as people get reluctant to sell so they don’t pay the tax-
es.  It may be politically popular to raise the tax, but just talk-

ing about it creates uncertainty and the markets tend to not 
like uncertainty. 

Cryptocurrencies: There is not one day that goes by that 
someone doesn’t ask me about cryptocurrencies.  At the pre-
sent time, I can not invest in anything involving cryptocur-
rencies.  There is no product approved that I can buy through 
the Raymond James investing platform.  This is mainly due 
to regulators not being able to determine how the products 
can be priced or taxed or what bank or financial institution 
could custodian the assets easily. 
 
The technology that caused cryptocurrencies to evolve is 
called blockchain.  This technology is revolutionary and has 
implications in everything we do.  At the present time, I be-

lieve most cryptocurrencies are commodities.  Currencies do 
not fluctuate 10-30 percent in a few days.  Can you imagine 

telling someone you want to buy your home in 30 days and 
you will pay for it in cryptocurrencies and the crypto drops 

15% between the time you sign the contract and closing?  

The argument everyone tells me is there is a limited supply of 
certain cryptocurrencies and therefore, prices will skyrocket.  

Yet, not one person really can explain how something that is 
created by computers (and sometimes created as a joke) has a 
store of value.  I have seen many signs of excessive enthusi-

asm to almost a “cult” status.  Yet, according to researcher 
Flipside Crypto, 2 percent of the ownership of the most popu-

lar cryptocurrency, bitcoin, owns 95% of the digital asset.  If 
those 2 percent want to start selling, then the little guy will 

get hurt.  I recently had an 86-year-old walk into my office 
and want to know how he can buy some cryptocurrencies.  

When you see things like that, it has a tendency to throw up 
some red flags. 

Some commentators say prices will go to a million while 
others say prices are going to zero. In any event, with things 

that go up 5-10 percent a day, this is speculation, not invest- 



ing. People compelled to “get into the game,” should only put a 
small portion of their assets into something like this.   I have 
heard tons of stories about young people putting almost all of 
their savings into cryptocurrencies and making tons of money.  
That has a tendency to get others to put money into it causing 
prices to go even higher.  I may be wrong, but usually when I 
see people put money into things they don’t understand, it 
doesn’t end well.  

Many of you know my son Ryan who worked for me for over 3 
years before moving to Phoenix to work as a computer 
programmer.  On May 5th, his wife Annie gave birth to their 

first child and my first grandchild!  Charlotte Rae Talbot was 
welcomed into the family at 7 pounds, 7 ounces.  Both mother 

and child are doing outstanding.  She will affectionately be 
called, Charlie!  Before Charlie arrived, the family 

conversation revolved around what my grandfather name 
would be.  My son was lobbying for Grandpa Poo Poo while 
others were suggesting Grand Poobah (after my stint as 

International President of Tau Kappa Epsilon Fraternity).  We 
immediately rejected my son’s suggestion as delirious.  I 

embarked on a google search of the top 100 Grandpa names 
and zeroed in on number 57.  I’m lobbying for G-Dawg as my 

grandpa name!  My college alma mater mascot was a Saluki 
which is an Egyptian dog so G-Dawg had a nice tone to it.  I 

test marketed it with Charlie’s two-year old cousin, Lincoln, 
and he loved it.  So, we’ll see if it sticks.  When I’m not at the 
office these days, you’ll probably find me in Phoenix snuggling 

with this sweet baby girl! 

• More Monopoly money is printed in a year than actual 
money throughout the world.  

 

• Somali pirates have such a hatred for Western culture, that 
the British Navy uses music from Britney Spears to scare 
them off.  

 

• New Jersey grows two-thirds of the world’s eggplants.  
 

• The average American spends about 2.5 days a year 
looking for lost items.  

 

• The largest bill to go into circulation in the United States 
was a $10,000 note.  

 

•  Salt used to be a currency.  
 

• Rubber bands last longer when refrigerated.  
 

• Venus is the only planet that rotates clockwise.  
 

• There are 293 ways to make change for a dollar.  
 

• Heinz Catsup leaving the bottle travels at 25 miles per 
year . 

 
*  The information contained in this report does not purport to be a complete description of 
the securities, markets or developments referred to in this material.  The information has 
been obtained from sources considered to be reliable, but we do not guarantee that the 
foregoing material is accurate or complete.  Any information is not a complete summary or 
statement of all available data necessary for making an investment decision.  Any opinions 
are those of Rodney Talbot, Investment Manager, and not necessarily those of RJFS or 
Raymond James.  Investments mentioned may not be suitable for all investors.  Past 
performance may not be indicative of future results. Investing involves risk and you can 
lose your principal. 
 
*  Bond prices and yields are subject to change based upon market conditions and 
availability.  If bonds are sold prior to maturity, you may receive more or less than your 
initial investment. There is an inverse relationship between interest rate movements and 
fixed income prices. Generally, when interest rates rise, fixed income prices fall and when 
interest rates fall, fixed income prices rise.  

 
*  Sector investments are companies engaged in business related to a specific sector. They 
are subject to fierce competition and their products and services may be subject to rapid 
obsolescence. There are additional risks associated with investing in an individual sector, 
including limited diversification.  
 
*  Inclusion of these indexes is for illustrative purposes only. Keep in mind that individuals 
cannot invest directly in any index and index performance does not include transaction 
costs or other fees, which will affect actual investment performance. Individual investor’s 
results will vary. Past performance does not guarantee future results.  

 
*  The S&P 500 is an unmanaged index of 500 widely held stocks that is generally 
considered representative of the U.S. stock market. The Dow Jones Industrial Average 
(DJIA), commonly known as the “The Dow”, is an index representing 30 stocks of 
companies maintained and reviewed by the editors of the Wall Street Journal. Dividends 
are not guaranteed and must be authorized by the company’s board of directors. Investing 
involves risk and you can lose your principal.  

 
*  International investing involves special risks, including currency fluctuations, differing 
financial accounting standards, and possible political and economic volatility. Investing in 
emerging markets can be riskier than investing in well-established foreign markets. 
Investing in the energy sector involves special risks, including the potential adverse effects 
of state and federal regulation and may not be suitable for all investors.  
 
Prior to making an investment decision, please consult with your financial advisor about 
your individual situation. The prominent underlying risk of using bitcoin as a 
medium of exchange is that it is not authorized or regulated by any central bank. Bitcoin 
issuers are not registered with the SEC, and the bitcoin marketplace is currently 
unregulated.  Bitcoin and other cryptocurrencies are a very speculative investment and 
involves a high degree of risk. Investors must have the financial ability, sophistication/
experience and willingness to bear the risks of an investment, and a potential total loss of 
their investment. 

Useless Information… 

Charlotte Rae has arrived! 


