
April 25, 2017 
 
 
Dear Client: 
 
The stock market has cooled off a bit over the past several weeks as it has become more and more clear that President 
Trump is subject to the same laws of political gravity and inertia as are all politicians. This reality may represent a bit of 
an anchor for the market in the short term, as we’ll explain, but over the long term we don’t see it as such a bad thing at 
all.  
 
Up until the end of March, investors had taken a very selective view of Trump’s platform. The market early on discounted 
the possibility that Trump would follow through on his more radical and market-unfriendly campaign promises, which we 
enumerated in our most recent letter. Over the last quarter, evidence has continued to pile up in favor of the market’s 
view, and as of this writing we feel quite confident that Trump is not, for instance, about to initiate a trade war with the 
Chinese. The market’s sanguineness with respect to the more alarming aspects of Trump’s purported agenda has been a 
major source of the market’s strength ever since the election, but confidence that Trump will not do stupid stuff, to 
paraphrase the prior president, can only take stock prices so far. 
 
The next leg up, investors believed, would come from the pro-growth, market-friendly planks of Trump’s platform – and 
here the market chose not only to believe Trump’s campaign promises but also to place its faith in what Trump’s 
supporters saw as their candidate’s ability to “get things done in Washington.” But a funny thing happened on the way to 
deregulation, tax cuts, and repatriation of overseas profits: Trump and the Republicans got bogged down in the same 
healthcare morass that has befuddled American politicians for generations. The defeat of the American Health Care Act 
not only potentially lops off as much as $1 trillion from whatever tax cut package the Republicans ultimately propose, but 
also throws into doubt Trump’s ability to push through such a tax cut in the first place, as well as other pro-growth pieces 
of his agenda (at the very least, it now appears that any tax cut will be delayed, perhaps substantially). This new 
skepticism has done much to take the steam out of the market over the last month. 
 
Added to this doubt has been a growing divergence between “hard” and “soft” economic data. Soft data include sentiment 
indicators like consumer confidence and manufacturer surveys and have been sharply higher since the election, whereas 
hard data consist of figures such as consumption and industrial production and have largely remained pegged to their 
long-term trend lines going back before the election. Soft data are often leading indicators and so it would be reasonable 
to expect the hard data to catch up over time, but if it turns out that sentiment has been inflated by overblown hopes of 
Trump-driven fiscal stimulus, then the hard data may not catch up – or sentiment itself may eventually turn over. 
 
This somewhat dour picture explains the market’s sideways action this last month. As we mentioned at the outset, 
however, we don’t see the market’s expectations’ of Trump coming back to earth as such a bad thing. First of all, not 
everything is as fraught as healthcare. Cutting taxes isn’t simple either, but there is far greater consensus among 
Congressional Republicans regarding at least the broad contours of tax reform and tax cuts than there has ever been with 
healthcare. The same goes for growth-friendly deregulation. In other words, while they may not be able to pass quite as 
big a tax cut as they and the market might have hoped for prior to the healthcare episode, we think it remains likely that 
Trump and his party will figure out a way to cut taxes and push through other pro-growth legislation and executive 
actions. In addition, we approve of Trump’s recent foreign policy about-face on a variety of strategic, economic, and 
moral grounds, and we note that financial markets have held up just fine as the U.S. has reasserted itself in global affairs 
in recent weeks. Questions remain regarding the knowledge and judgment of the President himself, but Trump could 
hardly have surrounded himself with a better national security team (H. R. McMaster in particular is a man of deep insight 
and a true national treasure) – and, importantly, he appears to be taking their counsel. (As a bit of an aside, we don’t view 
the French elections as a Brexit-type risk. A victory for Marine Le Pen would most certainly pose a concern for the future 
of the European Union and eurozone, and by extension for the global economy, but her chances against Emmanuel 
Macron in the upcoming one-on-one runoff appear very slim indeed.) 
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Above all, however, the reason we are not overly concerned about the reset in the market’s expectations of Trump is that, 
even should the economy ultimately fail to break out of the years-long pre-election regime of slow-to-moderate growth 
attended by stagnant inflation, that would be far from a disaster for the stock market. In such an environment, the Fed – 
which has lately shown a willingness to raise interest rates gradually in response to the heretofore brightening economic 
picture – would likely feel compelled to raise rates even more gradually if at all, keeping stocks attractive relative to 
bonds with their minuscule coupon payments. So whether the economy does in fact pick up a bit, gradually generating 
very modestly higher inflation and interest rates – which would nonetheless remain very low by historical standards – or 
stays stuck in its previous mode of slow-to-moderate growth accompanied by anemic inflation and extremely low interest 
rates, either underlying regime would be fundamentally and broadly bullish for equities. 
 
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. 


