
January 29, 2018 
 
 
Dear Client: 
 
Attentive readers of our quarterly letters over the last several years may have picked up on our struggle to find new and 
different ways of articulating the same basic thesis about the underlying economic fundamentals and their impact on the 
stock market – that the economy has remained, quarter after quarter, in a mode of slow to moderate growth with 
historically low inflation and interest rates, and that such an environment has been very bullish for equities. Recent 
months, however, have seen two potentially critical and related developments that together threaten to overthrow this 
longstanding regime: 1) For the first time since the Great Recession, the economy appears to be growing at a legitimately 
healthy pace, and 2) for the first time since before the Financial Crisis, there are signs of genuine enthusiasm for the stock 
market among the general public. The first of these trends is important because it has the potential to cause higher 
inflation and interest rates, which would be bad for valuations (we might note here that the recently passed, highly 
stimulative tax cuts would tend to reinforce this trend); the second is significant because it could signal the beginning of a 
period of irrational exuberance culminating in a speculative blowoff. Thus, in a way we haven’t seen for nearly a decade, 
we can start to make out a set of endogenous risks to the bull market. 
 
A pair of caveats are in order, however. First, while the current uptick in growth appears, for a host of reasons – in 
particular a surge in business investment – to be more broad-based and sustainable than previous false starts over the past 
number of years, the economy still could easily slip back down to its baseline growth rate throughout the past decade of 
two percent. It would behoove economists and investors to reserve judgment a bit longer before declaring the long-
awaited return of three-percent growth. 
 
Second – and more important – stocks can do just fine, thank you, in an atmosphere of more robust economic growth and 
investor enthusiasm. First of all, and this might seem too obvious to merit saying, faster growth is not an evil in and of 
itself; it is only problematic insofar as it leads to higher inflation, which in turn would mean higher interest rates. We have 
written extensively in recent letters about the factors that have kept inflation under wraps the last few years, and it is not at 
all clear to us that those forces would all of a sudden cease to operate in a somewhat hotter economy. In fact, due to what 
we perceive to be a labor market that still has plenty of slack in the form of discouraged, temporary, and underemployed 
workers, we believe that the economy has the capacity to grow somewhat faster without sparking inflation – an 
eventuality that would be even better for stocks than what we’ve enjoyed lately. In addition, the recent increase in 
corporate investment enhances our bullishness in three overlapping ways: 1) It contributes directly to growth, 2) it 
suppresses wage pressure by substituting capital for labor, and 3) it can increase productivity and, by extension, the 
potential output of the economy. Against such a backdrop, new Fed Chairman Jerome Powell will not face pressure to 
raise interest rates much faster than the current, priced-in trajectory already calls for, and both short- and long-term rates 
should for the foreseeable future remain very low by historical standards. 
 
As for the recent surge in enthusiasm for the stock market among retail investors, we would, ceteris paribus, prefer a 
continuation of the mood of skepticism and disgust that had prevailed until recently; simply as a matter of supply and 
demand, more people in the market means fewer potential buyers and more potential sellers. That said, so long as the 
underlying economic fundamentals remain solid – and, for the reasons we noted in the previous paragraph, we believe 
they are – a bull market can continue for years in an environment of public excitement for equities, as happened in the 
1950s–1960s and again the 1980s–1990s. Nearly nine years into the current secular bull market, we believe we’re as 
likely to be in its fifth inning as its ninth. 
 
Nevertheless, our firm’s principal stated mandate is to protect our investors’ capital by identifying and avoiding bear 
markets before they happen, so when we perceive a possible shift in the underlying regime away from a set of 
fundamentals that has been very favorable to equities toward a somewhat more complicated picture, it is our job to sit up 
and pay attention. To be clear, we believe the bull market has room to run yet, and we remain comfortable being more or 
less fully invested. At some point, however, whether this year, next year, or five or ten years from now, the time will 
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come for us to fulfill our mandate and get out of the market. With that in mind, we believe the moment is opportune to do 
something we’ve been meaning to do for some time – to include a full articulation of our overarching investment 
philosophy in the text of one of our quarterly commentaries – and so we will now conclude our comparatively brief 
discussion of current economic and market dynamics in order to make space for it here (we will no doubt have much more 
to say in the coming months on the brave new economic world in which we now potentially find ourselves). 
 
This statement of our investment philosophy doubles as a matter of housekeeping – it can be found in full on our brand-
new website, hofkincapital.com, which we encourage you to explore at your leisure. In addition, we will be introducing 
new stationary and branding in an upcoming letter later this year, so please keep an eye out for communications from our 
firm with a new look. And, as usual, 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. 
 
— 
 
Our investment philosophy: 
 
Our paramount objective at Hofkin Capital is to maximize gains in bull markets within the framework of safeguarding 
investor capital during bear markets. 
 
Bottom-Up and Top-Down 
 
Our investment strategy is built upon a dual bottom-up and top-down process. As an equity-oriented firm, we pick 
individual stocks based on bottom-up analysis of company fundamentals. We focus primarily on domestic names but have 
no bias with respect to large vs. small cap or growth vs. value stocks. We are investors rather than traders, so we look to 
hold positions for the long term; we’ve owned some stocks in our current portfolios for more than ten years. 
 
At the same time, we overlay our selection of individual stocks with top-down evaluation of the global and domestic 
economy and financial markets. The decisions we make based on this analysis are the most important part of our 
investment process and what most differentiate us from other managers. 
 
A Flexible Approach 
 
Unlike the vast majority of equity shops and nearly all equity mutual funds, we will periodically make major moves into 
and out of both particular sectors and industries and the stock market as a whole. Our willingness to stand out from the 
herd of other portfolio managers in this respect is the hallmark of our investment philosophy. 
 
Whereas many investment managers are in reality “closet indexers” who purport to manage their portfolios actively but 
in fact maintain weightings very close to those of their preferred benchmarks, our mix of stocks almost always departs 
dramatically from the composition of the S&P 500. We prefer to concentrate in areas of the market we find attractive at a 
given point in time and to avoid entirely those we find unattractive. We view our portfolios as a completely flexible pool of 
capital and have no formulas or target weightings whatsoever. Thus, our clients are not investing in the stock market per 
se, but rather in our ability to utilize the market as a tool to meet their objectives. 
 
What Makes Us Different: Protecting Capital in Bear Markets 
 
What most distinguishes us from the great bulk of equity-oriented firms, though, is our readiness to take a stand against 
the entire stock market when we feel circumstances warrant. We may do so as seldom as once or twice per decade – but 
when we suspect conditions are ripe for a bona fide bear market, we will reduce our exposure to the market to near zero. 
(To be clear, we undertake this kind of wholesale repositioning only at what we believe to be major market turning points 
– the transitions from bull to bear markets and vice versa – and not to sidestep corrections or other more quotidian 
market movements, which are far more difficult and far less rewarding to try to time.) 
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Avoiding bear markets while also looking to participate fully in bull markets is no easy objective, which is partly why the 
great majority of equity managers don’t even attempt it. That is not the whole reason, however. It required no great 
investing mind to diagnose the dot-com bubble, for instance, yet only a small fraction of managers took any real measures 
to evade the 2000 tech crash and ensuing bear market – likely for fear of sticking their necks out, being wrong and 
underperforming, and thereby losing accounts. Indeed, far too many portfolio managers eschew such large-scale 
repositioning in large part, we suspect, because they are risk-averse on behalf of their own businesses rather than their 
clients’ money. 
 
But determining when and to what degree to be in the market in the first place is the single most critical decision an 
equity investor has to make, and we believe that it is part of our fiduciary duty to our clients to make it. Moreover, it is 
not by dramatically outperforming the indexes in good markets, in our view, but rather by averting significant losses of 
capital during severe downturns, that the best managers earn market-beating returns for their investors over the long run 
– and that is how we have compiled our own performance record.  
 
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. 


