
April 20, 2015 
 
 
Dear Client: 
 
The song, as they say, remains the same: We continue to enjoy an economic environment featuring slow to moderate 
growth and very low inflation and interest rates. Such an environment is positive for equities. Stocks are no longer as 
cheap as they were several years ago, but neither are they expensive in light of the historically low inflation and interest 
rate environment, which we think justifies a P/E ratio higher than the current 17x forward 2015 earnings. We remain 
bullish.  
 
Let’s recap our view of the domestic economic landscape: 
 
We continue to believe there is much more slack in the labor market than traditional measures of unemployment indicate. 
The current unemployment rate of roughly 5.5% is typically consistent with more or less full employment. There remain, 
however, great numbers of discouraged workers, those who are considered to have dropped out of the labor force and are 
therefore not included in the unemployment rate. One measure that does take account of discouraged workers is the labor 
force participation rate, which currently sits at 62.7% – down more than three percentage points since mid-2009. There are 
also great numbers of part-time and temporary workers. In addition, many people, especially young people, are currently 
working jobs well below their level of education and/or training. Traditional unemployment measures simply count part-
time, temporary, and underemployed workers as employed and therefore do not reflect that the number of people in each 
category has increased substantially since the onset of the Great Recession. 
 
An important debate currently raging among economists concerns what proportion of all these people are cyclically vs. 
structurally unemployed/underemployed. That is, are they unemployed or underemployed due to the vicissitudes of the 
business cycle, meaning they’ll be reintegrated into the work force when the economy at long last heats up (cyclical)? Or 
is the economy undergoing a fundamental restructuring that has eliminated their jobs for good – as well as their ability to 
obtain similar jobs in their given lines of work (structural)? Clearly a greater proportion of cyclical relative to structural 
unemployment is preferable for the sake of individuals’ and society’s near-term wellbeing. It would also be better for the 
economy and the stock market because more of the substantial labor market slack could actually be taken up to fuel a 
fuller and longer recovery, a recovery that so far has been anemic. 
 
Yet – and this is an idea we have not encountered elsewhere but that we feel is common sense – even slack that remains 
due to structural unemployment is by and large positive for the stock market. Knowledge of lingering unemployment and 
underemployment, whether cyclical or structural, will tend to keep workers from demanding raises (and employers from 
giving them) because they know there are many others out there who would gladly take their jobs. And in fact the real 
(i.e., inflation-adjusted) median wage is the same today as it was at the end of 2007, before the recession. In such an 
absence of wage pressure, inflation will tend to remain low, and it will be harder for the Fed to justify raising interest 
rates. Indeed, even with the unemployment rate falling to a level historically associated with full employment, inflation 
has yet to approach the Fed’s 2% target. 
 
We offer no prediction as to when precisely the Fed will begin tightening, but we have a hard time envisioning a scenario 
in the near future, given the unemployment picture outlined above, in which growth and inflation truly take off and the 
Fed is compelled to raise rates sharply. We think inflation and interest rates are likely to remain very low for a good while 
longer. And as we noted in our introductory paragraph (not to mention a long string of previous letters), such an economic 
landscape is good for stocks. 
 
As for the point one often hears nowadays that the Fed has artificially suppressed interest rates and continues to do so, and 
that it has therefore created the conditions for dangerous asset bubbles and inflation, consider the following questions: 
What kind of recovery have we had, and what kind of recovery would we have had in the absence of the zero interest rate 
regime over which the Fed has presided? The answer to the first question is that the current “recovery” has been and 
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continues to be the slowest and weakest recovery emerging out of any recession since the Great Depression. The answer 
to the second question, we think, is obvious. 
 
A brief comment on an emerging phenomenon that both reinforces our view of the labor market outlook and could 
provide part of the answer to the question of whether, how, and when the structurally unemployed/underemployed are 
going to get back to work: the “sharing economy.” Notwithstanding concerns raised about them and the industries they 
threaten, companies like Uber and Airbnb are increasingly allowing people who might otherwise be less than fully 
employed to work flexible hours, using resources they already possess (automobiles in the case of Uber and lodging 
quarters in the case of Airbnb), to provide valuable services at lower prices that increase efficiency at various crucial 
nodes of the economy. In addition to aiding productivity and being deflationary in and of themselves (an Uber, for 
instance, can already be much cheaper than a traditional taxi in a city with a well-developed Uber network – and prices 
continue to fall as the company’s driver and customer networks expand), such companies also soak up labor market slack. 
Yet the supply of “contract” workers these companies employ is greater than demand for them, keeping wages and 
inflation down. 
 
Before turning to a handful of important international issues that have our attention, two additional notes on the overall 
economic picture: 

• Low oil prices are acutely bad for the energy industry and its suppliers (steel, aluminum, etc.) but good for 
consumers and businesses that use energy. Overall we view low energy prices as a net positive for the economy 
and also the stock market. 

• The dollar has enjoyed quite a run of late due to two factors. First, the U.S. economy has been growing faster than 
its European and Japanese counterparts, and China and emerging markets have slowed. Second, the EU and Japan 
have undertaken quantitative easing as the Fed has begun tapering, which has caused their interest rates to be 
lower than ours and thus has increased demand for the USD with its higher rate of return. The stronger dollar has 
clearly been a drag on the U.S. economy, hurting our exports and causing growth to be slower than anticipated. 
Short of snuffing out growth entirely, however – and as long as the Fed doesn’t begin raising rates in the event of 
a weakening economy – a strong dollar does not alarm us. All other things being equal, it should keep growth 
under wraps and thereby hold inflation and interest rates lower for longer – which, as we’ve said countless times, 
is bullish for the stock market. 

Turning now to the international scene, we are at the present time focused primarily on Greece and Iran, and to a 
somewhat lesser degree Russia: 

• Greece. We have written at some length about the Greek situation in prior client letters and will spare the reader 
its details and history here. We would like to note, however, that important deadlines are approaching in the 
coming weeks and that both sides (Germany and the European Central Bank on one side and Greece on the other) 
have of late hinted, somewhat disturbingly, at an increased willingness to walk away from each other. The 
Germans don’t want a Greek default and subsequent exit from the Eurozone, with the risk of contagion these 
events would entail, but neither do they want to keep throwing money at a country that refuses to implement 
necessary reforms and may end up defaulting in the long run anyway. For its part, the left-wing Greek 
government, elected on an anti-austerity platform, has got to understand what an economic catastrophe default 
and exit from the Eurozone would be, but it risks serious social and political upheaval if it opts to pay its creditors 
instead of its pensioners. It’s hard to see how this impasse gets resolved; perhaps the best we can hope for is for 
the two sides to agree to kick the can yet further down the road. Even in the worst-case scenario of “Grexit,” 
however, we have to imagine the ECB and individual central banks most vulnerable to potential contagion (Spain, 
Italy, and Portugal – which, significantly, have cooperated with the ECB and IMF in implementing important 
reforms and have actually begun to recover from the European sovereign debt crisis) would undertake whatever 
means necessary to ensure the crisis remains confined to Greece. Still, we are watching closely. 
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• Iran. Political predilections aside, we are for a variety of reasons concerned about the trajectory of the ongoing 
negotiations with Iran. Iran’s obtaining nuclear weapons, or even becoming a nuclear threshold state, would 
greatly amplify the menace the country already poses to the security and stability of the Middle East. It would 
also allow Iran to hold hostage the world’s oil supply and very likely trigger a nuclear arms race in the world’s 
most volatile region, a region already rife with political instability and vicious sectarian conflict. With that in 
mind, we do not believe that any U.S. President, when push comes to shove, could allow Iran to cross the nuclear 
threshold. That said, the situation bears close watching. 

• Russia. President Putin has lately been exhibiting increased bellicosity regarding not just Ukraine but also 
Russia’s periphery more broadly – even to the point of waving around the Russian nuclear saber. While unsettling 
rhetoric and erratic behavior are not the same as military action, and while it’s hard to fathom how such action 
could truly be in Russia’s interest from here on out, Putin may think he has reason to question the West’s resolve 
to stand in his way. We don’t think further Russian aggression is imminent, but the erosion of NATO’s deterrence 
vis-à-vis Russia has given rise to an additional situation that bears watching. 

The reader should note that, while our breakdown of the domestic economic picture remains essentially unchanged from 
recent client letters, our analysis of the international political and economic landscape has taken on a bit more of an edge. 
It is critical to note, however, that, despite ever-increasing globalization, the U.S. economy remains quite self-contained. 
Historically, only the most serious international crises have had a material impact on U.S. equities. Thus far, the three 
areas of concern outlined above do not qualify. The most salient fact remains the ongoing domestic economic 
environment featuring slow to moderate growth with low inflation and interest rates – an environment that, at the risk of 
our sounding like a broken record, is bullish for the stock market. 
 
If there have been any changes in your investment objectives or in your personal or financial circumstances, or if you have 
any comments or suggestions, please give us a call. 
 
Sincerely, 
 
 
 
Michael G. Hofkin 
 
 
 
Benjamin J. Hofkin 
 
 
(A copy of our disclosure brochure is available upon request.) 
 
Disclosure: Hofkin Capital Management, Inc. is a registered investment adviser. The material contained herein has no 
regard to the specific investment objectives, financial situation, or particular needs of any person. It is published solely 
for informational purposes and is not to be construed as a solicitation nor does it constitute advice, investment or 
otherwise. References made to third parties are based on information obtained from sources believed to be reliable but 
are not guaranteed as being accurate. You should not regard it as a substitute for the exercise of your own judgment. Our 
comments are an expression of opinion. While we believe our statements to be true, they always depend on the reliability 
of our own credible sources. Past performance is no guarantee of future returns. 


