
Dollar Gas, Kiss My…. 
 
Weren’t the late 70’s quaint? The 1979 oil 

crisis brought us dollar gas. That was a killer. 
The second oil crisis in six years. Our depend-
ence on foreign oil was going to end civiliza-
tion as we knew it. 

The Iranian Revolution had deposed Shah 
Mohammad Reza Pahlavi. We were then intro-
duced to the Ayatollah Khomeini. The revolu-
tion had severely damaged the Iranian oil sec-
tor. After the revolution, Iran resumed produc-
ing oil but at a much lower rate.  

The shortage created another panic (this 
was not far removed from 1973) driving the 
price of oil higher than it should have been. 
The Carter administration instituted price con-
trols.  

Then, in 1980, Iraq invaded Iran, further 
disrupting oil supplies. Crude oil rose to $39.50 
per barrel, a price just surpassed—in adjusted 
dollars—in May of this year. Many folks felt 
that the oil companies artificially created the 
shortages. Politicians called for rationing.  

President Carter installed a wood stove and 
solar panels at the White House (the solar pan-
els were removed in 1986 and never replaced). 
In 1980, the US government established the 
Synthetic Fuels Corporation to develop an al-
ternative to imported oil (it was abolished in 
1985).  

The price of silver went from $5 an ounce in 
1979 to a peak of $54 an ounce in early 1980. 
(Remember the Hunt brothers?) The CPI 

(Consumer Price Index) increased 13% in 1979. 
Prime interest rates reached 22% in early 1980. 

President Carter’s approval ratings plum-
meted, and he was defeated in the 1980 elec-
tion. 

Those were tough times. We were worried 
about America’s position in the world. Infla-
tion was rampant. Lions and tigers and bears, 
oh my! 

Well, we know now what happened. Civili-
zation  did not collapse; oil prices did. Interest 
rates dropped, and the stock market began one 
of the longest bull markets of all time.  

So here we are again. Gold has gone 
through the roof. The price of oil has the politi-
cians fighting over suspension of the gas tax. 
Food prices are rising rapidly. Commodity 
prices are rising. The dadgum Chinese and In-
dians want what we have had and are driving 
up prices across the board. 

The Iranians are building a nukear (well, 
that was how Carter pronounced it, and Bush 
pronounces it) bomb. The Israelis are going to 
bomb the Iranians first. The price of oil is going 
to $250 per barrel. Yada, yada, yada. 

Look, no one knows what the future will 
bring. Is it possible oil will rise to $250? Why 
not? Is it possible it will drop to $60? Sure. 
Which is more likely? I don’t know. And, I 
don’t care. 

Am I so wealthy that I am impervious to 
price increases? Hardly. But I do understand 
how much control I have over the price of eggs 
in China, much less oil.  Wishing for lower oil 
prices is like wishing for an annual 20% return 
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in the broader equity market. 
It might happen, but it won’t 
be because of my actions. 

I find it unhelpful to worry 
about those things over which 
I have no control. I can ob-
serve them. I can try to under-
stand the causes. I can specu-
late as to the effects. But that 
is the full extent. 

Now, what I can do is see 
how I can adjust my life to 
minimize the effects. I can 
drive less. I can fly less. When 
the lease expires on my car, I 
will buy something smaller 
with much better fuel econ-
omy. I can raise the thermo-
stat in the summer and lower 
it in the winter (I already do 
this with programmable ther-
mostats). I can plan shopping 
trips so that there is less need 
for driving.  

Financially, I can spend 
less, save more. I can pay 
down debt in anticipation of 
inflation bringing higher rates 
(actually, I carry very little 
debt).  

We did all these things in 
the 70’s and 80’s. We lived 
though those tough times. The 
difficulties today are no 
worse, just different.  

So how does this affect the 
way we manage your money? 
Truthfully, very little.  

Do we fear inflation? No. 
Respect, yes. Fear, never. As 
soon as the economy begins to 
recover, the Fed will act 
swiftly in raising rates to keep 
inflation at bay. When will 
this happen? How the heck do 

you expect me to know that? 
Give me the answer to that 
question, and I won’t need to 
work anymore.  

So what can we do about 
it? If you watch what we do 
with the fixed income portion 
of your portfolio, it will give 
you a clue. Essentially, we are 
lowering duration. It is not 
necessary for you to under-
stand what that means. What 
it does is reduce the negative 
effect of rising rates on bond 
holdings. 

We are not adding to our 
foreign bond positions. They 
have had a very good run, 
largely due to the currency ef-
fect of a devalued dollar. As 
the Fed raises rates, the dollar 
will strengthen. This should 
cause funds to flow back into 
dollar denominated fixed in-
come securities, further in-
creasing the value of the dollar 
vis-à-vis foreign currencies. 
The dollar is still the currency 
of preference worldwide. 

We are not changing equity 
allocations. As the dollar 
strengthens against foreign 
currencies, foreign stocks lose 
value by the currency transla-
tion, just as they were running 
with a tailwind from a devalu-
ing dollar. 

Stocks do well in a mildly 
inflationary environment. 
Stocks are a hedge against in-
flation.  

Commodities have had 
such a run that they are due 
for a correction. That does not 
mean that commodities are a 

bad long-term investment.  
Simply—put where we have 
commodities in accounts, we 
have taken some profit as part 
of our usual rebalancing proc-
ess. As people and economies 
get squeezed, the purchase of 
products and the commodities 
from which they are made sub-
sides. As that happens, prices 
will fall. 

So, should you be worried? 
Not unless you are living be-
yond your means. If you are, 
we can’t help you. If you are 
living within your means, take 
every opportunity to increase 
contributions to your retire-
ment plans and other savings. 
As long as you have time, there 
is never a bad time to invest.         

 
 
 

 

 

  

 

 


