
July 19, 2016 
 
 
Dear Client: 
 
The past quarter has witnessed an apparent paradox in global financial markets. To the shock of financial and betting 
markets, the British voted to leave the European Union, introducing or exacerbating a wide range of potential risks to 
global political and economic stability. After the initial five-percent downward jolt immediately following the Brexit 
referendum, however, U.S. equities promptly bounced back and, in the face of a new wave of ghastly terrorist attacks 
around the world and even a failed coup in Turkey, have in the last few weeks broken through to new all-time highs for 
the first time in more than a year. Between the quickening pace of geopolitical shocks and the queasiness surrounding the 
American presidential campaign (not to mention escalating social tensions related to police killings of black men and 
reprisals against police officers), one would not be blamed for thinking that the world is coming unhinged – and that 
person would certainly not expect these phenomena to be the backdrop for what, at the moment, looks very much like the 
long-awaited next leg up for the seven-year-old bull market following an eighteen-month pause. The stock market has 
seemingly had everything but the kitchen sink thrown at it in the last month and has behaved as buoyantly as it has in 
months, if not years.  
 
To complicate matters further, bonds have responded to Brexit and other recent events more as one might have expected. 
With Treasury yields plumbing all-time lows in recent weeks, the bond market would appear to be signaling an impending 
economic meltdown. Yet the stock market is pricing in no such thing. What’s going on? 
 
The answer to this conundrum, we believe, is that the bond market is not actually anticipating an economic disaster any 
more than the stock market is. Rather, bond prices likely reflect the market’s belief that, although Brexit may wind up 
having only a minimal impact on the U.S. economy and the latter should continue to outperform Europe and the rest of the 
world, the global political and economic risks that Brexit poses are more than sufficient to keep the Fed from raising 
interest rates again any time soon. While we suspect, as we discussed in our most recent letter, that, notwithstanding a few 
dissenting voices, Yellen and company were in fact in no great rush to tighten further to begin with, Brexit has brought 
even greater clarity to the interest rate picture. Lower rates for longer, of course, mean lower bond yields, compelling 
investors to seek out yield elsewhere, namely, in stocks. And that is why stock prices have surged in the aftermath of 
Brexit even as bond yields have flagged: Equities, as much as ever, remain the only game in town. 
 
Moreover, the assurance of lower-for-longer created by Brexit means that good economic news can now be received as 
good for the stock market as well. That is, with less of a need to worry that positive economic data will push the Fed to 
raise rates sooner, the market is free to enjoy any salutary effects that improving economic readings will have for 
corporate earnings down the road. And indeed recent data have skewed more positive – in particular the June jobs report, 
which counterbalanced the dismal May report and again featured a headline unemployment figure that ticked up for the 
bullish reason that a meaningful number of previously discouraged workers began looking for jobs and thus were again 
counted in the labor force (see our previous letter for a more thorough discussion on this critical point). 
 
Careful readers will note that it has been our manner in recent letters first to tick off the risks facing the market; then to 
explain why those risks, while worth taking seriously, are not sufficient to compel us to reduce our level of investment; 
and finally to reiterate the reasons for our underlying, ongoing bullishness. In this letter we are proceeding in the opposite 
direction, and for a reason: We have recently seen fit to take some money off the table for our portfolios and are now 
roughly 70% invested rather than more or less fully invested, as we had been since March 2009. 
 
We talked a bit in our last letter about the meaningful risks we felt Brexit would pose for financial markets should it come 
to pass; now that it has, it behooves us to give those risks their due. One thing that has become evident, however, is that it 
is going to take time for the effects of Brexit to become clear and to play out across both the political and the economic 
realms. That little has happened so far or is likely to happen for some time as a direct result of Brexit is likely a major 
reason why stocks recovered so quickly after the initial shock, not to mention why they did not react terribly strongly in 
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the first place. Another probable reason is that the market may well suspect there’s a chance the UK will end up following 
through with Brexit in name only, if at all, leaving the substance of Britain’s ties to the EU intact. We think there is 
something to that suspicion. 
 
Nevertheless, the absence of a true collapse in the market following Brexit gave us the opportunity to reduce our level of 
investment with the S&P 500 at around the 2050 level – an opportunity we were glad to take. We will almost certainly 
have more to say about the implications of Brexit as they unfold in the coming months and years – but for now suffice it 
to say that we believe the market’s response to Brexit, or lack thereof, has been too sanguine. We share most economists’, 
not to mention the market’s, view that the direct impact of Brexit on the U.S. economy will likely be minimal, but the 
political and economic effects on Europe may well turn out to be more substantial, and those effects could in turn spill 
over to the U.S. Two additional potential avenues of contagion are confidence and currencies. Regarding the former, the 
dismal level of business investment is already a major Achilles’ heel of the ongoing expansion, and a further slowdown in 
corporate spending or a reduced level of hiring due to the impact of Brexit on confidence would hurt the U.S. economy. 
As for the latter, the promise of accommodative monetary policy on the part of the Fed for the foreseeable future will help 
keep the dollar in check. But to whatever extent the European economy or other economies are hurt worse by Brexit than 
our own, the dollar will face upward pressure, a problem made worse by any additional easing the European Central Bank 
or other central banks may choose to undertake – and a rising dollar would further squeeze the earnings of U.S. 
multinationals already under strain from previous rounds of dollar strengthening as well as other factors. 
 
Brexit, if it comes to fruition in substance and not just in name, may turn out to be the most consequential geopolitical 
event in a generation. But even Brexit could pale in historical importance compared with the election, were it to occur, of 
Donald Trump as President of the United States. The Brexit and Trump phenomena are not unrelated, of course, drawing 
as they do on similar impulses and frustrations among their respective constituencies. The degree to which betting and 
financial markets underestimated the chances of a Leave campaign victory in the UK naturally leads us to wonder whether 
they are underestimating Trump’s chances as well, and for similar reasons. Indeed, polls have tightened considerably in 
recent weeks: Nate Silver’s models on FiveThirtyEight currently have Trump’s chances of winning, if the election were 
held today, up to 35% or even a bit better. 
 
We take pains, as we’ve made clear before, to keep our personal political views out of our letters and out of our 
investment process broadly. But when politics has the potential to impact the stock market, it is our job to evaluate that 
impact. Simply put, we believe a Trump victory could have serious consequences for the market. So to the extent that 
such an outcome is a realistic possibility – and 35% is more than realistic – we are happy to have taken a step toward 
hedging our exposure. Depending on how Trump’s candidacy develops, we may well add to our hedge. 
 
It would be fair to ask why, given our concerns over the effects of Brexit and a possible Trump presidency, we are still 
comfortably net long the stock market. For one, we believe that a Clinton victory remains the most likely outcome, and it 
looks like the effects of Brexit, such as they are, will be somewhat delayed, giving us a chance to absorb and react to them 
as they become more clear. For another, the underlying domestic economic fundamentals remain bullish, as we have 
explained at length in recent letters. In addition, it is worth noting that the market’s recovery from its lows early in the 
year has been lead by higher-yielding, defensively oriented companies – utilities, consumer non-durables, and other stocks 
perceived as “safer.” This risk-off climate has left many sectors in which we are more heavily invested with more room to 
run on a relative basis, and indeed those sectors have begun to perform better over the last several weeks. 
 
On balance, we very much like our current positioning. The risks for stocks have increased of late, and we are glad to 
have reduced our exposure to those risks somewhat. At the same time, we like the stocks we own, and we maintain 
enough exposure to the market to benefit substantially from further advances – which we believe to be likely over the near 
term. 
 
Regarding a brief housekeeping matter, we have moved offices, and our new address is: 
 
Hofkin Capital Management, Inc. 
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11824 Wayzata Boulevard 
Minnetonka, MN 55305 
 
If there have been any changes in your investment objectives or in your personal or financial circumstances, or if you have 
any questions or comments, 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. 


