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One of the great frustrations for
any long-term plan is when
someone comes along and
changes the rules of the game
halfway through. All those
brilliant moves made years ago
could be subverted in one fell
swoop. When we’re doing
financial planning, the reality is
that this can happen at any
time. Specifically, given the
promises made by the new administration, it’s certainly
wise to analyze what’s been said and what a prudent
response would be if these changes come to pass. 

Easily the most impactful changes proposed by the Biden
administration to average Americans will be to estate plans
through the elimination of the step-up in basis for inherited
assets and substantially reducing the Estate Tax exemption.
Currently, if your parents owned an asset (for example, a
house) that they purchased for $100,000 which
appreciated to $500,000 in their lifetime, when you
inherit it, you don’t pay tax on the $400,000 gain. Instead,
a new “stepped-up basis” is established at the time of death,
and you as an heir would only pay income tax on any value
accrued above $500,000 in the future. Additionally, if you
were considered a high-income taxpayer in the year you
sold the home, capital gains tax rates would nearly double
under the proposals, resulting in a combined federal and
state tax liability of nearly $200,000 vs. $0 today. Further,
since much of this gain would be attributable to inflation,
taxes would be owed in a situation where there is very little
true economic profit for the family. Coupled with this could
be a significant change in the Estate Tax rate. President
Biden has put forward the idea of increasing the tax rate

from 40% to 45%; more
significantly, the exemption
would be slashed by 70%, from
$11.7 million down to $3.5
million.

So, what do you do in response?
Talk to an Advisor to hammer
out the details for your specific
situation. Generally, you’re
taxed on what you own, not what
you control. So, the best way to

pass on what you have is to relinquish ownership of assets
while retaining control. One way to do this is to create an
irrevocable trust, which allows you to transfer property into
the name(s) of your heir(s) immediately while retaining
rights to an income stream. There are a number of varieties
of irrevocable trusts that are designed to benefit people in
unique situations, such as Grantor Retained Annuity Trust,
Spousal Lifetime Access Trust, and Intentionally Defective
Grantor Trust, to name a few examples.

A charitable trust can also provide estate or gift tax savings
to your heirs upon their inheritance while providing funds
to a worthy cause, and in some circumstances the trust can
pay you or your loved ones benefits while living. Properties
or assets could be owned by a Limited Liability Company
that pays you income while you retain control.

It is unclear at this time to what extent these changes will
actually come to pass and when they might be effective. If
they do manage to get through Congress via reconciliation,
there will be very little time to deal with planning issues.
Therefore, if these matters concern you, now is the time to
begin planning your defense.
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Throughout the past year, as each additional round of
economic stimulus was enacted, the question of its
inflationary impact came up. Inflation is commonly defined
as “too much money chasing too few goods,” so this seemed
like a legitimate concern. How has it played out so far, and
what can we expect in the future? 

Inflation comes in three varieties: demand-pull inflation,
cost-push inflation, and built-in inflation. Demand-pull
inflation refers to a scenario when there aren’t enough
products or services available to keep up with demand,
which causes prices to increase. Cost-push inflation occurs
when the costs of production have increased, requiring
businesses to raise prices to stay profitable. Finally, built-in
inflation occurs when workers demand higher wages to keep
up with rising costs of living, causing businesses to raise
prices. Built-in inflation can cause a feedback loop where
wages increase, leading to prices increasing, leading to
wages increasing, and so on.  

The big fear often invoked is one of hyperinflation, like what
was experienced in the Weimar Republic post World War 1,
or Hungary after World War 2, or in Zimbabwe in the late
2000s. The first two were the result of war reparations
being imposed on war-torn countries, while the final
example was brought on by a mixture of food shortage and
capital flight caused by aggressive land reforms. Absent
similar circumstance and considering the fact that the U.S.
dollar is still the world’s reserve currency and demand for
US bonds is more than adequate, it’s extremely unlikely
such a situation could happen here. 

As far as historical data on government spending impacting
inflation, one report published by the St. Louis Fed found
that, after government spending increased by 10%, inflation
actually decreased by 8 basis points (0.08%). The decrease
in spending was not statistically significant, meaning that
the impact of government spending on the magnitude and
direction of inflation is murky at best.  

In Fiscal Year 2020, the Federal Government spent nearly

$4 trillion on income
support and health
expenditures, while the
Federal Reserve
increased its balance sheet by $3.7 trillion, so it certainly
sounds like this could be a recipe for demand-pull inflation.
However, it’s important to remember that these actions
were taken in response to an extremely deflationary pair of
events:  the onset of a global pandemic and a corresponding
economic shutdown to help manage its risks. There are
presently some murmurs of concern with the 12-month
inflation for April is at 4.2%, but some of this appears to be
due to the “base effect,” where the percentage change is
large relative to a lower basis of comparison from a year
ago. Future inflation is forecast by economists to recede to
3.2% year-over-year for Q2 before coming down to 2.6% by
the end of the year.

Although the overall inflation rate isn’t extraordinarily high,
that doesn’t mean folks haven’t experienced significant price
shocks in recent months. The energy sector saw 12-month
inflation in April 2021 of 25%, with energy commodities
and motor fuel reaching nearly 50% increases in the past 12
months. Also, used cars and trucks are up 21%, while car
and truck rentals are at a staggering 82% inflation. 

But what about government debt? There’s little reason to
believe that increased public debt as a percentage of GDP
will lead to runaway inflation. According to data gathered by
Bloomberg, since 2010, public debt as a percent of GDP
has varied between 90% and 140%, while core inflation
year-over-year has barely risen above 2%.

So, it would seem that government spending on its own is
unlikely to cause inflation. That doesn’t mean it won’t
happen, though. Rapid shifts in economic activity have
caused demand for a number of goods and services as well
as the costs to provide those goods to rise significantly over
a very short time period. We’ll continue to monitor the
situation carefully, adjusting asset allocations and other
investment decisions as circumstances require. 

Will Government Spending
Cause Inflation?

HCM Sees Dividends from Solar Energy Investment
It’s been two years since HCM installed solar panels on the roof of our Western Hills office.  Since then,
those panels have been busy: they’ve generated over 73,000 kilowatt-hours of electricity, avoiding 52
metric tons of CO2 emissions. That’s prevented 57,000 pounds of coal being burned.

The avoided greenhouse emissions are equivalent to that provided by 64 acres of forest. 
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Would you like to be a centenarian? It’s no easy feat to make
it to a triple-digit age, with the UN estimating that there will
be 573,000 people over 100 worldwide at the end of
2021. However, if you are aiming to make it to triple digits,
the US is a good place to do it. We’re currently home to
97,000 centenarians. 

The good news for people hoping to make this journey is
that most of it is in your control. Scientists pin the amount
that genes and other heritable traits impact longevity
between 20% and 35%, meaning up to 80% is in your
control! The researchers in this field have some advice that’s
not too surprising – you should exercise regularly, eat well,
don’t smoke, etc. – but they focus a surprising amount on
the social determinants of health, such as where you live,
educational attainment, etc. 

One such determinant is a person’s neighborhood’s
walkability, defined as the presence of important
infrastructure like public transit, healthy food, healthcare

clinics, and other community hot spots.
Areas with higher walkability allow people
to get out for regular exercise more often.
This can also lead to increased social
connections and strengthened community.
It makes sense that, and a Belgian study found, older adults
who walk more shared more social interaction with their
neighbors. This is an excellent way to combat social
isolation, which is known to shorten lifespans.  

Additionally, centenarians are more likely to live in
communities where higher percentages of residents are of
working age. Areas with large working-age populations
have more work opportunities, easier access to programs
and services, and in general espouse to more active
lifestyle.

If you’re planning on moving soon, give a thought to how
your new location could impact your health in both the
short and (very) long term.

Living to 100

We were very grateful for Dave Hatter, Cybersecurity
Consultant with IntrustIT, to lead an HCM webinar
with us recently about possible threats to your data
security and steps you can take to protect yourself
from them.

His main message focused on risk and maintaining a
very healthy dose of skepticism/paranoia. There are a
lot of threats out there, and they’re increasing every
day. While perfect security is impossible, there are a
number of steps you can take to minimize your threat
exposure.

One of the first things you can do is make sure you
have a different strong password for each login you
utilize. This may sound unwieldy, as most people have
dozens of different programs with usernames and
passwords, and many have over a hundred. But, this is
very important. If a password in one program were to
be hacked or your information leaked, you will have
minimized your vulnerability to catastrophic damage. 

You want to avoid anything that someone could easily
look up about you – middle name, pet’s name,

anniversary, etc. – as
well as anything that
could be easily looked
up in a dictionary.
What most experts
advocate is to use a passphrase rather than an
individual password. Dave’s example was “1 l0ve
pizz@ with 0ni0ns.” Assuming you do love pizza with
onions (but don’t talk/post about it much), it’s
something easy for you to remember but hard for a
hacker to guess. 

To deal with the problem of needing dozens of unique
passphrases, Dave recommends using a password
manager with multi-factor authentication. This allows
you to store and easily retrieve any of your many
passwords for quick use.

This is just one of the many tips and tricks Dave
outlined in the webinar. To watch the rest of them, as
well as four shorter bonus “deep dive” videos on other
topics, you can go to our website at
hcmwealthadvisors.com/webinars. 

Keeping Yourself Safe Online
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This newsletter provides financial and tax information to clients and friends of HCM Wealth Advisors and HG CPAs, LLC. This information should
not be acted upon without first determining its application to your specific situation. For further details on any article, please contact us.

Congratulations to Lauren and Spencer on their
New Baby!
We were thrilled for Lauren and Spencer to welcome the newest member of their family, Reagan
Oliver Hollenkamp, into the world. Born May 3 at 12:52 pm, Reagan weighed in at 8 lb. 5 oz
and was 20.5 inches long. Lauren reports that Reagan has a great demeanor and is pretty chill,
except when he gets hangry, just like his mama. 

They are both healthy and doing well. We are so happy for Lauren’s growing family! 

HCM/HG Broke Ground on New Patio
The pandemic has led to many changes for all of us.  One change that HCM/HG made
recently was building an outdoor patio where our team can gather to enjoy sunshine and
fresh air (while maintaining a safe distance). 

The idea surfaced last September, inspired by our COVID-safe employee parking lot parties.  We realized we would all
enjoy a more permanent gathering place for times when the weather’s nice enough to eat outdoors, allow clients and
advisors to meet and share a meal, as well as the occasional happy hour after a hard day’s work. The plan started to come
together as the year drew to a close, and we finally pulled the trigger in February. 

As of this writing, it’s a work in progress. So far, we’ve been able to clear the space and pour concrete. Soon we’ll construct a
permanent, attached awning, and then make it comfortable with some planters, tables, and chairs. 

We’re excited for the new addition, and we’d love to have you stop by and enjoy it with us once it’s completed. 

Congratulations to HCM Family Graduates!
We can’t start summer without first celebrating some school graduations. HCM team members have two children
moving on to new and exciting schools in the fall.

Jim Eutsler, one of our advisors, was proud to see his daughter Nicole graduate from St. James
White Oak and move on to high school. She received the Sons of the American Revolution Civic
Award and President’s Award for Academic Excellence. This summer she’ll be taking a family
vacation to California, white water rafting with her dad in West Virginia, and relaxing whenever
possible. She’s headed to Mount Notre Dame where she was awarded the Billiart Scholarship
for Academic Excellence. 

Our Business Manager, Maureen Everhart, was proud to see her daughter Jade graduate from
high school summa cum laude after an interesting pandemic-charged senior year. After
vacationing in California for a much-needed break with a friend, she’ll be heading to Purdue
University in the fall to work on her Financial Advisory and Counseling degree. We wish her
much success in her new adventure!
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