
January 13, 2017 
 
 
Dear Client: 
 
In the run-up to the election, financial markets clearly appeared to favor Hillary Clinton and fear Donald Trump. Now that 
Trump has actually been elected, however, the stock market has steadily reached new highs. What’s going on? 
 
In a nutshell, as we discussed briefly in our interim note shortly after Election Day, Trump and his appointees – beginning 
right away with Trump’s election night victory speech – have by and large stressed those elements of his agenda that 
investors favor and deemphasized those they find troubling. Compared to the campaign, Trump has softened to a greater 
or lesser degree on subjects such as the repatriation of eleven million Mexican immigrants, the uselessness of NATO and 
other alliances, withdrawing from NAFTA, sky-high tariffs on Chinese imports, and “locking her up,” and his appointees 
have mainly taken centrist positions on these matters and others in their confirmation hearings. It is worth noting here that 
Trump has largely chosen to appoint people of stature to important posts, many of whom disagree with him on the more 
problematic aspects of his campaign platform, including those listed above, which diminishes the odds of his taking a hard 
line on such matters. 
 
Meanwhile, after seventeen years of subpar economic growth and faltering confidence here in the United States, a country 
historically known for its can-do spirit, Trump has proposed a Reaganesque program of tax cuts, repatriation of overseas 
profits, deregulation, and large-scale infrastructure spending to promote job creation and reinvigorate the economy. And 
since Trump has a Republican-controlled Congress to work with, the odds appear good that he will be able to put through 
a reasonable portion of his program. The stock market has clearly embraced this narrative. 
 
Moreover, even some widely shared concerns regarding Trump have been spun in a positive manner. Trump is quite 
unlike any other president-elect we have ever seen. He is a brash, blunt, impolitic, hard-driving businessman who as a rule 
goes straight to the public with his agenda, over the heads of the Republican Party and other traditional intermediaries; his 
favorite modes of communication are large rallies, television, and most of all Twitter. While Trump’s program and 
persona have been off-putting, to say the least, to elites across much of the political spectrum, wide swathes of the 
population are and have been onboard with his message and admire his style. These people see Trump as a “doer,” a “man 
of action” – the opposite of typical Washington elites; his appointees – largely self-made, multi-millionaire and billionaire 
businesspeople and decorated generals – are similar to him in this regard. And it turns out that, subsequent to the election, 
the business community and consumers appear not to be nearly as bothered by Trump as are the elites. In fact, the data 
during the brief period since the election show a notable increase in confidence among CEOs and consumers and a huge 
spike among small business owners, the latter of whom are the primary engine of job creation in the American economy. 
 
As for the underlying economic fundamentals, the basic environment remains bullish for stocks. The market is currently 
selling at about 17.5x projected 2017 earnings on the S&P 500. Given very low inflation and extremely low interest rates 
(even following the Fed’s December rate hike, short-term interest rates are all of 50–75 basis points; long-term rates 
remain suppressed as well), that is not an excessive multiple. Bonds, the primary competition for equities, are patently 
unattractive; they have likely entered a bear market as interest rates have gradually begun to rise following thirty-five 
years of decline. Meanwhile, all signs point to somewhat more robust economic growth under Trump than we saw under 
Obama. A pickup in growth might otherwise raise the specter of inflation, but, as we have discussed extensively in 
previous letters, we believe that there continues to be a great deal more slack in the labor market – i.e., millions of 
discouraged, temporary, and part-time workers who don’t count toward the headline unemployment rate – than is implied 
by the current unemployment figure of just 4.7%. Without a truly tight labor market in which employers are forced to 
raise wages to attract workers, it’s difficult to have much inflation. A strong dollar, weak commodity prices, and a 
generally shaky global economy are also acting as dampers on inflation. And without a substantial increase in the inflation 
rate, the Fed will not feel compelled to raise interest rates quickly or sharply. As a result of these fundamental factors, we 
believe the current economic expansion and bull market in equities have more room to run. 
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The economic environment, however, is always vulnerable to storms from the political realm, and – notwithstanding the 
first part of this letter – Trump remains a question mark. While, as we mentioned above, he has toned it down regarding 
policy items that could unsettle the stock market, he does still talk about many of them. We suspect that much of his 
rhetoric is a matter of his staking out maximalist positions as an opening negotiating tactic – a central aspect of his self-
expressed approach to negotiations – but we won’t know for sure until he gets in office and we see what he actually does. 
Questions regarding Trump’s temperament and its potential impact on his presidency, particularly in the spheres of trade 
and foreign policy, persist as well. Thus, just as we were concerned about Trump leading up to the election, we remain 
vigilant following his victory. 
 
All of that said, on balance we are encouraged both by Trump’s choice of appointments, which have generally been 
positive from a market standpoint, and his moderating his stances on a range of key issues that have the potential to 
negatively impact the stock market. Moreover, we like Trump’s economic program, and there is no question that both his 
proposed policies and his persona appear to have ignited animal spirits throughout the economy in a way not seen in many 
years. And given a set of underlying economic conditions that continue to be favorable for equities, we remain broadly 
bullish on the stock market. 
 
We’d like to conclude with a word on last year’s results and the reason for them. Our underperformance relative to the 
market in 2016 was due largely to our hedging maneuvers leading up to the election. We were correct in taking seriously 
Trump’s chances of winning, but we were incorrect regarding the short-term implications of his victory for the stock 
market and as a result were caught wrong-footed during the sharp initial phase of the post-election rally. (We’ve since 
pivoted and are enjoying good results so far this calendar year.) If confronted with the same scenario again, however, we 
would make the same decisions. On that note, we want to repeat the point we made in our November email regarding our 
general philosophy: When we put on a truly significant hedge – as we typically do only about once or twice a decade, and 
as we did the week leading up to Election Day for the first time since August 2007 – we view the gain that we risk 
foregoing should the outcome we fear fail to materialize much like the premium on an insurance policy. That is, we are 
willing to lose our premium in exchange for protection against a potentially much larger loss. Our principal objective as 
professional investors and fiduciaries is, while still looking to participate fully in bull markets, to avoid major losses in 
bear markets. Thus, we will always tolerate some degree of underperformance when truly serious downside risk comes to 
the forefront – especially when the market has done well for many years, as is the case today – for the sake of preserving 
our clients’ capital. That, above all, is how we have nearly tripled the performance of the S&P 500 since 2000, and that is 
how we will continue to operate going forward. 
 
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 
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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. 


