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Hawk100 presents Your Wealth Alignment Report for the 2021 first quarter.  Please see your 
custodian statements for official account records.   
 
Economies and markets continued emerging from the Covid pandemic as vaccinations 
accelerated progress toward immunity and enabled further easing of restrictions—at least 
domestically.  Yet, Covid remains a threat as lockdowns across Europe and exploding 
caseloads in India – even with vaccinations – attest.  
 
Early 2021 brought many interesting story lines that we could discuss at length.  Some 
examples include the GameStop euphoria, Special Purpose Acquisition Companies (SPACs), 
big tech colluding to cancel upstart social media competitor Parler, the Suez Canal blockage 
that followed a remarkably stuck ship, and the winter storm blackout that smacked energy-
rich Texas.   
 
We believe the most significant stories occurred within the international monetary system that 
has held for nearly fifty years since President Nixon broke from the gold exchange standard in 
1971.  Coupling monetary policies with government spending programs that embrace modern 
monetary theory is straining the fiat currency system.  In a computerized world with rising 
cryptocurrencies, central bank commissioners openly consider digital currencies.  That 
transformation introduces new threats and opportunities. 
 
Society is rapidly transforming.  As you encounter your own changes, we welcome your 
questions, and as ever appreciate your membership and trust in Hawk100. 
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Modern monetary illusionists. 
Eventually, all magic shows end.  On 
January 13, Siegried Fischbacher 
passed away at age 81.  He was 
predeceased by long-time show 
partner Roy Horn who died May 8, 
2020 at age 75 from Covid-19 
complications.  Their eponymous 
stage act, Siegfried and Roy, 
mesmerized audiences with magic, 
illusions, and acrobatics most 
famously featuring big cats.  The 
show ran nearly five full decades on 
the Vegas strip and worldwide tours.    
 
Another magic show reaches a 
golden age this year.  Fiat money 
marks its semicentennial.  Historically, gold backed national currencies.  After WWII, under the 
Bretton Woods international gold exchange system, nations settled debts by exchanging 
currency and gold.  Facing insurmountable debts, the Nixon administration broke the US 
commitment to Bretton Woods in 1971.  Nixon refused foreign banks from exchanging US 
dollars for gold.  This ended the tether to real money and converted the dollar to fiat money—
backed by no real assets and having no intrinsic value beyond faith placed in US credit.  
Despite fiscal strains at the time, the US was the preeminent economy (35% of the 1971 global 
production1).  Economic might let the US frame the international exchange system around the 
US dollar as global reserve currency.  The US now makes only 15% of global production—
second to China2—yet the international monetary system still relies on the faith and credit of 
the US Treasury for a functioning global economy.   
 
As the global reserve currency, nations use the US dollar to settle international trade, and the 
dollar is the common currency to denominate reserves that back other currencies and debts.  
This status magnifies US power in geopolitics (simplifying sanctions enforcement) and 
economics (setting interest rates determining supply of the world’s currency).   
 
Fiat money allowed developed economies to import goods and services while magically 
exporting inflation to emerging economies.  Export-based emerging economies start with 
lower costs that affords room for inflation as their economies develop.  Demand for US 
currency and treasury issues has expanded as global trade accelerated.  That demand creates 
a nearly boundless lending capacity to fund US Congressional aspirations. 
 
Believing that boundless funding conditions remain in perpetuity, Modern Monetary Theory 
has gained attention.  Modern Monetary Theory (“MMT”) suggests that governments simply 
“print” money (i.e., increase the monetary base) to pay for profligate fiscal expenditures.  MMT 
theorizes that governments need not worry about debt because they can print money rather 
than borrow through financing markets.   
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MMT advocates now hold sway of 
US policies.  Steven Mnuchin 
(former Treasury Secretary), Janet 
Yellen (former Chair of the Federal 
Reserve, now Treasury Secretary) 
and Jay Powell (current Fed Chair) 
have embraced MMT like reunited 
lovers.  Enormous fiscal and 
monetary policy responses to the 
Covid-19 pandemic contradict their 
occasional comments against 
MMT.  Their colleagues around the 
world have embarked on similar 
excess. 
 
From the monetary front, recall 
that last August the Fed changed 
strategy to seek inflation of at least 
2%.  Also recall that last March the 
Fed stopped requiring member 

banks to hold capital reserves for deposits.  No central bank has ever attempted this radical 
step in the history of money.  Hinting that the reserve requirement is unlikely to return, the Fed 
has stopped publishing reserves data.  Another sleight of hand, the Fed also stopped weekly 
publication of monetary measures.  Money supply exploded last March and has continued 
rapidly expanding since then.   
 
Matching the money supply pyrotechnics, the Fed has diligently inflated its balance sheet.  The 
Fed’s audited financial statements show holdings of treasury and federal agency securities 
grew from $3.8 trillion to $7.1 trillion during 2020.3  On net, the Fed lent the US government 
$3.3 trillion of newly printed money.   
 
Coincidentally, the US treasury borrowed $3.3 trillion during 2020.4  Effectively, the Federal 
Reserve printed new money to fund all US Treasury net borrowings during 2020.  Trump was 
hardly spendthrift, but the Biden Administration has accelerated fiscal spending in the early 
months of 2021.  Monthly expenditures are already up 47% and are set to rise faster.  During 
Biden’s first 100 days, he has already proposed $6 trillion in new federal programs.  The 
proposed new programs would double the $6.7 trillion blowout spending during 2020 while 
fighting the Covid pandemic.  Government spending averaged $4 trillion during the years 
before the pandemic.  Even then, US debts increased about $600 billion per year.   
 
Like 1971, the present fiscal situation is insurmountable.  The present path leads to some 
combination of four possible resolutions: austerity, higher taxes, inflation, or default and 
devaluation.  Like a street performer shell game, the eventual outcome is difficult to see as the 
pieces move quickly. 
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Austerity.  The latest 
Congressional Budget Office 
(CBO) long-term budget 
projection forecasts through 2051.  
CBO foresees net interest 
spending to grow to more than a 
quarter of the entire budget and 
publicly held debt to be more than 
twice GDP.  Debt service would 
increase more with normal interest 
rates.  CBO expects entitlement 
spending to continue growing, 
absorbing ever larger shares of 

federal expenditures.  The budget will squeeze “other” spending (which includes infrastructure, 
defense, immigration, parks, regulatory enforcement, etc. aka, what government is supposed 
to do) from 53% of the current budget to less than a quarter.  Even without Biden’s magical 
plans, expect future government services to meet less than half of modern standards. 
 
The taxman cometh.  Higher tax revenues are needed to fund the current budget, even 
before President Biden’s proposed programs.  Biden has already suggested more than a 
dozen significant tax changes.5  He wants to reverse much of Trump’s tax reforms, seeking to 
raise tax rates on capital gains (including eliminating the step-up in basis for assets inherited 
through estates), corporate income, and individual income.  Three hard truths follow: (1) higher 
rates incentivize changed behaviors, so revenues rarely follow static forecasts; (2) taxing 
capital and labor reduces investment and productivity and shrinks the long run tax base; and 
(3) targeted increases affect people beyond the originally planned targets who avoid taxes 
through techniques to move outside the target, and eventually governments widen the target 
to capture the broader public.  Hoping to discourage tax avoidance techniques, Biden has 
requested the IRS budget increase 67%.6  

Inflation is here.  The classic definition of inflation 
is the general increase in overall price of goods and 
services in the economy.  Colloquially, inflation is too 
much money chasing too few goods.  Regardless, 
inflation is a clear and present danger.   
 
Massive money creation has achieved the inflation 
desired by central banks.  The Federal Reserve 
Inflation Forecast puts the probability for steep 
inflation at 61%, the highest since before 2007.  The 
International Monetary Fund (IMF) forecasts average 
inflation across the G20 nations will nearly double 
this year.  Among commodities comprising the 
Producer Price Index, fuels, lumber, and metals prices 
are surging.  Overall, PPI is on pace to rise 35% 
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annually and likely to bring consumer price inflation. 
 
Inflation acts like a hidden tax on every saver and 
consumer.  Rising prices erode the purchase power of 
savings and increase required risk taking to preserve 
real purchase power.  Inflation insidiously erases 
living standards while taking increased effort to 
maintain customary expectations.   
 
Debtor nations love inflation. They borrow and spend 
now while repaying debts with cheaper money later.  
World governments borrowed net $14.5 trillion in 
2020 and are on track to borrow $13.3 trillion this 
year.  Sovereign debt exceeds $70 trillion.  Only three 
tiny countries (Qatar, Congo, and Nauru) have a 
consistent forecast budgetary surplus.7  Governments 
everywhere are encouraging inflation.  

 
Default and devaluation (aka Digital Dollar Project).  January 2020, Accenture 
and the Digital Dollar Foundation forged a project to encourage research and discussion of a 
digital dollar.  This is commensurate with a global movement to convert money to so called 
central bank digital currency (CBDC).  Pilot programs8 are already underway to test how a 
CBDC would function in the US economy.  In April, China implemented a digital yuan.  
 
A CBDC is a digital representation (“token”) of a monetary unit.  In some ways, a CBDC 
resembles financial deposits at a bank or broker to the extent that ownership is recorded and 
transactions settle electronically.  However, you can convert those assets into physical 
currency or certificates.  In some ways, a CBDC resembles cryptocurrency to the extent that 
money is tokenized.  However, a CBDC is issued and controlled by the same central banks and 
governments that are presently destroying existing currencies through inflationary policies.  
Furthermore, cryptocurrencies are decentralized and have algorithmic scarcity.  Those 
features democratically preserve the cryptocurrency as a store of value.   
 
Why is the CBDC relevant?  A CBDC increases the dystopian risk of living under surveillance.  
Central authorities could easily track the most mundane CBDC transactions which would 
eliminate any potential anonymity or privacy.  The value of CBDC “tokens” would be subject to 
central authority discretion, enabling privilege to favored groups and punishment of less 
popular people.  Lastly, implementing CBDC tempts the Treasury to default (like Nixon did in 
1971 when refusing to settle debts through gold) or devalue by converting at some rate other 
than one-for-one.  Taking the temptation would irreparably damage the US economy by 
removing any credible claim as the world’s reserve currency. 
 
Before dismissing these ideas, watch how China uses the digital yuan, study the World 
Economic Forum’s “Great Reset” platform to replace capitalism, explore living standards in 
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serially defaulting countries like 
Argentina and Venezuela, and read 
how FDR confiscated gold then 
tinkered with its price in the 1930s.9   
 
Hawk100 is prepared for inflation to 
help maintain your purchase power.  
We actively limited fixed income 
investments that presently have negative real yields (nominal yield less inflation) and typically 
fail to keep pace with rising prices.  Where we hold fixed income, we focus on variable rate 
notes and export markets that should improve your real returns.   

 
Commodities, infrastructure, and property play key 
roles in your portfolio as diversifiers that effectively 
hedge inflation.  Stocks are critical in a rising price 
environment.  Nominal profits, dividends, share 
values, and thus returns tend to follow inflation.   
 
Hawk100 encourages you to stay on course and 
focus on your life purpose.  That is where the true 
magic can be found.  Meanwhile, we will diligently 
analyze conditions, seek opportunities, and avoid 
pitfalls.  We genuinely appreciate your trust in our 
advice to help your wealth align with your life.   
 
 

HAWK|100 
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“We all know life can knock us down. But in  
America, we never, ever, ever stay down. Americans 
always get up.” 
-President Biden, April 29, 2021     
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