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Hawk100 is pleased to present Your Wealth Alignment Report, for the 2020 first quarter.  
Please refer to your custodian statements for official account records.  Meanwhile, we 
welcome your questions and engaged discussion.  
 
The Covid-19 pandemic has brought us into unprecedented times with governments having 
locked down significant economic functions globally.  We offer the enclosed commentary to 
bring perspective and frame future expectations. 
 
As Covid-19 fallout, people seem emotionally frazzled.  They understandably struggle to adjust 
to the fear from this aggressive disease while trying to hold some sense of liberty under 
lockdowns in force.  Isolation and stress have stretched already strained societal divisions 
which are likely to amplify during the coming elections.  Whatever positions you support, we 
respectfully welcome your perspective and opinions.  Please engage others with respect and 
treat them as you expect them to treat you.  
 
Hawk100 remains diligently engaged on your behalf throughout the lockdown.  Our service to 
you is essential.  We operate within an individual office where we practice in a socially 
distanced and sanitized work environment.   
 
We look forward to future in person meetings with you, and we are happy to meet virtually if 
you prefer.  
 
As always, we sincerely appreciate your membership and your trust in Hawk100. 
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Coronavirus is everywhere. 
We seem bombarded with news and 
opinion coverage of the novel 
Coronavirus.  To us, much existing 
coverage appears to promote panic 
not perspective, and we hope to 
bring a bit of the latter to the 
spreading Coronavirus.    
 
The world has experienced pandemics throughout history.  Interconnected globalism has 
given rise to ten pandemics since 2003.  On average, financial markets fell roughly 8% over 90 
days following the last dozen pandemics.  Markets made up for the losses afterward, rising an 
average 26% for the year thereafter.  At the germinal moments, we understood that the Covid
-19 pandemic could disrupt the decade-long bull market.  Framed in economic and market 
data, we expected a quick return to bullish performance.   
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The Covid-19 pandemic was neither unprecedented 
nor a black swan.  However, the government 
interventions that locked down most of the world’s 
economies was an unprecedented black swan.   
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January observations and actions. We first saw reports of the Coronavirus during 
January.  Reports from Chinese authorities and the World Health Organization (“no clear 
evidence of human-to-human transmission,” January 12) gave the appearance of containment.  
Then China locked down 60MM people in Hubei province and the city of Wuhan—the initial 
outbreak epicenter.  Yet, Chinese economic statistics indicated resilience.  Reported cases 
within China appeared to resemble recent pandemics like SARS (2003) which proved to have 
little economic disruption.  By the end of January, only 12,000 cases were identified in China, 
and few cases escaped containment.  Only isolated cases were found in the US, and they were 
under quarantine after recent travel from China.  Yet on January 31, the Trump administration 
pre-emptively and controversially restricted travel from China and imposed mandatory 

quarantines on travelers arriving 
from Hubei province.  
 
During January, the S&P 500 Index 
did not change while the China 
Large Cap ETF fell 8.9%. Such 
monthly moves are common for 
China, particularly during months 
that US stocks do not deliver 
expected gains.  We maintained 
positions having interpreted these 
as investor resilience responding 
to broadly favorable economic and 
corporate indicators.  
 

February observation and actions. Economic reports continued positively.  The chart 
on the next page depicts that the Leading Economic Indicators Index remained near record 
levels.  The Coincident Indicator Index reached its highest level on record on solid production 
and consumption indicators.  Interest rates dropped with the 10-year Treasury bellwether yield 

at 1.26%.  Housing starts—a 
significant leading indicator—rose 
42% from the prior year with more 
growth following December’s 
impressive rise.  Labor markets 
were supportive as wages 
accelerated and with more job 
openings (6.9MM) than the 
unemployed (5.8MM)1.  To 
complete the optimism, industrial 
production remained high and 
corporate profits were growing at 
9.8% annualized2.  February 25, the 
US Center for Disease Control and 
Infection (CDC) warned to 
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“prepare for community spread,” 
and stocks sold sharply lower.  At 
the time, Hawk100 added 
opportunistic positions on evidence 
America’s economy—as it has 
through most of history’s 
challenges—would persevere. 
 
Remember, Bernie Sanders, a self-
proclaimed socialist, swept 
presidential contests in Iowa, New Hampshire, and Nevada to lead the race for the Democratic 
party nomination.  It was broadly considered across media outlets that Sanders’ socialist 
policies could have serious economic consequences3.  While alarmed by the popularity of 
Sanders’ platform, we discounted the probability that Sanders could win the presidency and 
believed a portion of the stock sell-off was unwarranted. 
 
During February, the World Health Organization (WHO) named the novel Coronavirus Covid-
19 to avoid attaching any geographic stigma .  Covid-19 infections spread globally as more 
countries discovered cases.  The world watched the Diamond Princess cruise ship moored off 
the coast of Japan with quarantined passengers and crew.  Meanwhile, China revised officially 
counted cases to reveal a disease growing more rapidly than previously understood.  Yet, 
China reported essentially no new infections since locking down Hubei province.  South Korea 
encountered an outbreak but quickly instituted widespread lockdowns, testing, and contact 
tracing to arrest the outbreak—what came to be viewed as the gold standard response.  Cases 
rose across Europe, particularly in Italy which February 21 locked down the economically vital 
Lombardy region.  By February 29, authorities announced what was believed to be the first US 
death near Seattle.  
 

March observation and actions. March came 
like a ferocious lion.  While the world embraced China
-like lockdowns, Hawk100 sought reduced investment 
risk.  March 9, Italy extended its lockdown nationally.  
74 other countries soon imposed nationwide 
lockdowns while large swaths of the US and at least 
20 other countries invoked significant closures to 
affect 63% of worldwide production4 by month end.  
Energy markets got caught in the crossfire of 
shrinking demand and surging supply.  Energy 
demand shrunk under the government lockdowns.  
For example, compare daily US airline passenger 
throughput for March and April compared with the 
same dates in 2019.  Starting from nearly identical 
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“’Whenever you have the threat of transmissible 
infection, there are varying degrees from 
understandable to outlandish exploitations of fear,’ 
Fauci said. … Fauci doesn’t want people to worry 
about coronavirus, the danger of which is ‘just 
miniscule.’”   –USA Today, Feb 17, 2020    
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levels of 2.3 million passengers on 
March 1, airline traffic fell 96% and 
has remained at levels hardly seen 
since the Wright brothers lived. 
 
The energy supply side brought 
more disruption.  When global oil 
demand dropped, OPEC 
(Organization of Petroleum 
Exporting Countries) wanted to coordinate slower production to maintain price stability.  
Russia refused to cooperate, and the OPEC arrangement fell apart.  Saudi Arabia responded 
with price discounts and increased production causing oil prices to cascade.  Elevated 
production synchronized with extremely low demand surged energy inventories to strain 
midstream capacity.  Oil moved to any containers that could be converted into makeshift 
tankers resembling Covid-19 hospitals from repurposed military ships and convention facilities.  
 
The ill-timed price war devastated energy markets and prices dropped inconceivably.  The 
intensifying situation became most notable on April 20 when futures contract prices for May 
delivery of West Texas Intermediate fell to minus $37.  Producers faced the unenviable 
decision to pay someone to take their oil.  Essentially, Cushing, Oklahoma (the delivery site 
defined in futures contracts) storage facilities had exceeded capacity.  
 

The Saudi/Russia price war hit US 
shale producers hard.  Producers 
face physical and institutional 
barriers to quickly modify 
production.  US production is 
extracted from very deep wells 
into hydraulically fractured shale 
deposits.  Bringing deep wells 
online is capital intensive with 
breakeven prices at $27/barrel and 
higher5.  Shutting-in wells changes 
well pressure and could bleed long 
run production.  Standard 
“habendum” provisions to oil and 
gas landowner leases trigger lease 

expiration if wells do not produce paying quantities.  Usually, wells keep flowing despite 
temporary supply disruptions. 
 
Hawk100 increased positions in the energy sector as share prices fell to extreme lows.  It 
appeared likely that US shale producers will face financial distress if conditions do not 
improve.  We expect these highly unusual circumstances and synchronous events will prove 
temporary.  Demand should return as economies resume.  Production should correct as Russia 
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“DOE is moving quickly to support US oil producers 
facing protentially catastrophic losses from the 
impacts of COVID-19 and the intentional disruption 
to world oil markets by foreign actors.”  
US Energy Secretary Brouillette, March 19, 2020.   
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and OPEC reconcile their erratic and 
unsustainable geopolitical fight.  
Midstream storage and distribution 
constraints should resolve as 
downstream markets reopen.  
 
The world’s central banks 
recognized troubles of government 
lockdowns and took extreme monetary positions to support economies.  During March, the US 
Federal Reserve (“Fed”) issued 35 pronouncements turning to rare and/or unprecedented 
tools most of which could take years to digest the implication.  Two rare inter-meeting cuts 
lowered the federal funds target rate from 1.50—1.75% to 0—0.25% (the previously 
unprecedented level from 2008-2015).  The Fed revived the quantitative easing (QE) model of 

the last decade, albeit amplified to unlimited treasury 
purchases that put modern monetary theory to the 
test.  This theory suggests that deficits are irrelevant 
because the government can borrow from itself by 
printing more money.  So long as the $US remains 
the world’s reserve currency, this is theoretically 
possible.  But the concept has consequences 
including wavering status as the world’s reserve 
currency.  The Fed shoved aside moral hazard to 
create unprecedented lending programs to 
municipalities, households, and businesses.  To boost 
money flows, the Fed eliminated the requirement that 
depository institutions hold capital reserves so that 
banks boost money flows.  This move bucked the 
entire history of banking.  Coordinated action among 
the Fed, Bank of Canada, Bank of England, Bank of 
Japan, European Central Bank and Swiss National 
Bank enhanced the provision of liquidity needed to 
prop the $US as the world’s reserve currency.  As 
learned while unwinding past monetary stimuli, 
unwinding these much larger actions when necessary 
will be unimaginably difficult.  
 
Accelerating lockdowns left only the Federal 
government with the fiscal means to respond.  
Congress enacted the $2.2 trillion CARES Act and 
immediately promised more legislation to follow thus 
revealing how compassionately government spends 
taxpayers’ money.  The CARES Act created the 
popular paycheck protection program (“PPP”) to 
support small business payrolls.  In a misguided nod 
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Reserve requirements have played a part in our na-
tion’s financial system from the earliest days—long 
before the creation of a national currency or a cen-
tral bank. (Feinman, June 1993).   
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to capitalist competition, Congress appropriated too little to PPP and awarded loans on a first-
come basis. The race was on as companies clam clamored for forgivable PPP loans.  It added 
$600/week (neatly $15/hour) to unemployment regardless of prior wages to create an inane 
disincentive to work.  Some positives: it delayed 2019 tax filing and payment deadline; it 
cancelled 2020 IRA Required Minimum Distributions; and it expanded penalty-free 401(k) 
hardship withdrawals.  As learned while unwinding past fiscal stimuli, unwinding this much 
larger legislation when necessary will be unimaginably difficult. 
 
Conclusions and outlook. In our opinion, the Covid-19 pandemic was neither 
“unprecedented” nor a “black swan” (an extreme event that rarely occurs though with greater 
consequence than implied by a normal distribution).  However, the government interventions 
that locked down most of the world’s economies was an unprecedented black swan.  Few 
could have foreseen how citizens—especially those who cherish freedom—would rapidly 
submit to isolation at the behest of epidemiological models.  These people will likely rise to 
reclaim liberty and to renew economic spirits, both in America and abroad. 
 
By now, we are too familiar with the “flatten the curve” original lockdown justification.  We 
were told that without early social distancing measures (A), daily infections would reach scary 
levels (B) that would exceed healthcare capacity (C).  Hawk100 supports lifesaving efforts.  
 
Importantly, absent an effective cure or vaccine, the virus would eventually work through the 
population until it infected the same proportion of people.  An underappreciated conundrum 
with the flat curve approach is it makes the disease take longer.  At all points of time beyond 
(1) new infections would be higher after social distancing.  The virus would have exhausted 
faster without social distancing (2) than with these protective measures (3).  
 
Popularly, lives “saved” is a benefit attributed to lockdowns which has emotional appeal.  
Frankly, the lockdown benefit may be lives “lengthened.”  Framed this way, only if lockdowns 

extend lives long enough to deploy a cure or vaccine, 
would there be a difference between the long run 
impact of either curve.  In other words, the 
lockdowns may not significantly alter the eventual 
course of Covid-19. 
 
Complicating quality of health, government directives 
stopped “elective” health procedures.  Ironically, 
health facilities cut staff, and patient conditions likely 
went undiagnosed and untreated.  Furthermore, 
lockdowns inflicted social disruption, fear, isolation, 
and distress immeasurably harming mental health.  
Tragically, people suffered and even died while 
isolated from loved ones albeit from maladies other 
than Covid-19. 
 

Dear Hawk100 Member 
Page 7 



HawkLetter First Quarter 2020 

A broad view of health could conclude that lockdowns have caused dear societal health costs.  
Therefore, we are left to contemplate the unconscionable—that government lockdowns were 
destructive to the economy and health. 
 
Like Dante’s travels through the circles of hell before climbing purgatory then ascending to 
paradise, we expect many steps through this crisis.  Much remains to learn about Covid-19 
behavior and care.  Hawk100 has seen promising developments, but not enough for a clear 
forecast.  Thousands of idled businesses and over 30 million recently unemployed are eager to 
restart, but companies and customers alike will need to adapt to new norms and expectations.  
Financial markets recovered from March lows, but expectations are difficult to formulate as 
companies have largely withdrawn earnings guidance.  Central banks have aggressively 
supported economic systems, but the meaning of money may be permanently redefined. 
 
With humility, we acknowledge that the foregoing comments could be wrong, even drastically.  
We have no formal medical education—no training in epidemiology, virology, immunology, or 
psychology.  We have curiosity as investment professionals.  Our curiosity led to information 
so as to understand these challenges.  We formed our own conclusions from our own 
observations and reading studies of financial, economic, and health matters. 
 
In our search, we found troubling instances of censorship of nonconformist views—by 
purported promoters of democratic speech—some of which appear to be essential discussions 
of data.  Trust that people may have different information and thereby reasonably differing 
conclusions.  Silencing dissent only intensifies division.  Open communication and respectful 
debate better serve knowledge and understanding. 
 
Only God knows where these unusual times lead.  Meanwhile, everyone seems to be frazzled—
especially in the social media era of shaming others.  Approaching elections are likely to 
stretch emotions even further.  Whether you support lockdowns or liberty, safety or economy, 
collectivism or individualism, … treat with respect as you want them to treat you. 
 
We sincerely hope that you remain healthy.  Please give due diligence, not irrational fear, to 
the real risks of the novel coronavirus while holding true to your life purpose. 
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