
January 21, 2019 
 
 
Dear Client: 
 
Knowing full well that we can be right today and wrong tomorrow – sometimes about the very same thing – we encourage 
you to reread our most recent letter, which we think laid out fairly accurately how events would unfold over the three 
months just gone by. In this letter we will update our picture of the broad economic and stock market environment but 
have little new to add to our analysis. 
 
Our dominant concern in our October commentary was that the Fed was in the process of making the policy mistake, quite 
common in its history, of over-tightening late in an economic cycle and thereby stifling the economy just as it is already 
beginning to flag of its own accord. More to the point, the market thought the Fed was about to make such a mistake. In 
our view, that fear accounted for a majority of the correction in equities during the fourth quarter that was the most severe 
since the Financial Crisis and in fact bottomed on December 24 a measly 0.2% short of the official definition of a bear 
market. We suspect that threshold may not have been entirely arbitrary, as investors may have chosen the precise 20% 
down level to reenter the market in the belief that the current constellation of economic conditions did not merit the 
distinction. (Disclaimer: Our use of the past tense in the foregoing simply reflects the market’s level at the time of writing 
and is not meant to imply that we are certain the downturn has run its course – although for reasons we will explain 
presently we do suspect that to be the case.) 
 
While Christmas Eve marked the bottom, the true turning point came on January 4 when the two most recent Fed Chairs, 
Janet Yellen and Ben Bernanke, joined Chairman Powell on a panel at the annual meeting of the American Economic 
Association. Two weeks prior at the FOMC’s December meeting, Powell had held a press conference accompanying the 
Fed’s official statement that seemed to downplay the gathering risks to the global and domestic expansion while 
reiterating the Fed’s intention to raise interest rates a further 50 basis points in 2019 so long as growth measured up to its 
internal forecasts. The market understandably placed greater emphasis on the plan than on the condition attached to it, and 
the S&P 500, already off 13% from its late September high, promptly plummeted another seven percentage points in just a 
few sessions. But now on January 4, with the market having already bounced a bit, Powell issued a full-throated 
proclamation of data dependence, flexibility, and patience with respect to both raising short-term interest rates and 
reducing the size of the Fed’s balance sheet further from here – exactly as we said he should and likely would do at some 
point (albeit a bit later than we would’ve liked). That is everything investors had wanted to hear, and the market has since 
recovered over half its losses and is, in fact, slightly higher as of this writing than when we wrote our last letter back at the 
end of October. 
 
The upshot is that, while the Fed might no longer be the market’s best friend, as it had been for the bulk of the period 
since the economic recovery and bull market began in early 2009, neither must the market fear it as an enemy. Thus, our 
primary concern from our last letter has been substantially resolved. 
 
Turning to our secondary concern, the trade dispute with China, little of substance has changed in the past quarter – and 
what has changed has likely done so for the better from the standpoint of resolving that dispute. The downturn in equities 
itself has to have added to the urgency to strike a deal felt by President Trump, who openly measures his own 
performance by that of the stock market. We imagine Trump also wants badly to win reelection and is not interested in 
having his trade policy cause a recession and bear market. The Chinese, for their part, have to be feeling pressure due to 
the sharp slowdown in their own economy, which appears now to be more dramatic than has hitherto been appreciated 
and has certainly been exacerbated by the trade-related tensions. And despite many global leaders’ personal distaste for 
Trump, the rest of the developed world continues to line up behind the U.S. against China’s manifestly unfair trading 
practices. Hence, while it can be notoriously difficult in international relations for adversaries to extricate themselves from 
these sorts of confrontations due to the need to save face, we maintain that the balance of incentives for both sides 
militates heavily in favor of moving toward a deal. As always, however, we continue to monitor the goings on and will 
not hesitate to change our view – and by extension our investment posture – as events evolve. 
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President Trump himself remains a source of unpredictability for markets. With a more typical administration, for 
instance, something like the ongoing partial government shutdown, now the longest in U.S. history, would not much move 
the needle for stocks – and even under Trump, to be sure, the shutdown is almost certainly far more noise than signal. But 
Trump’s continuing to press the border wall issue despite having virtually no discernible leverage over the Democrats, 
and indeed seemingly having a great deal more to lose politically, is slightly unnerving. And if it continues indefinitely, at 
some point the standoff could begin to do actual damage to the economy at the margin. Again, we suspect the current 
shutdown will, like all others before it, ultimately turn out to be so much sound and fury, signifying nothing. But the mere 
fact of our feeling compelled to address it here illustrates how the uncertainty posed by Trump continues to weigh on 
investors. 
 
As for the underlying economic fundamentals, with the waning of the impact from the Trump stimulus we appear to be 
returning to the sort of regime that prevailed for most of the expansion up until the stronger growth of the past year – that 
is, slow to moderate growth accompanied by anemic inflation and interest rates (why precisely both remain listless is a 
subject we’ve discussed extensively in previous letters). As we’ve said countless times in recent years, this is a positive 
setup for equities. And now that the Fed appears to have recognized the downshift in growth and adapted its stance on 
monetary policy accordingly going forward, the threat of a policy mistake has dissipated. Furthermore, the market 
correction itself has likely blown off any speculative froth that might have built up since late 2016 and may ultimately 
have the ironic effect of prolonging the life of the now almost ten-year-old secular bull market. 
 
This letter has clearly struck a more bullish note than did our last letter – but in concluding we’d like to temper our 
enthusiasm a bit. To begin with, political risks continue to spring up all over the map, and although such risks rarely end 
up materially impacting corporate earnings or interest rates and hence stock prices, one cannot help but sense a 
generalized threat to global stability greater than at any time over the past several decades. With respect to the 
fundamentals, the world economy in general and Europe and China in particular decelerated sharply in the second half of 
2018, and it remains to be seen just how much the global slowdown will affect the U.S. And while stock market 
corrections like the two we witnessed in 2018 are largely healthy, the severity of the most recent downdraft illustrates how 
sensitive the market is at this stage of the economic cycle. We maintain our view that there is more slack in the labor 
market than many commentators have appreciated and than the headline unemployment rate would otherwise suggest, but 
with that rate now under 4% we cannot deny that there is almost certainly more runway behind the ten-year-old expansion 
than still ahead of it. So while for the time being we remain comfortable being largely invested in the stock market, our 
degree of circumspection must increase as we move later in the cycle. 
 
We would like to add the following acknowledgment and appeal to our standard closing language: We thank you for 
continuing to entrust us with your investment capital and greatly appreciate any referrals you are able and willing to make 
on our behalf. There is no recommendation better than a referral from a satisfied client. And as always, 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.) 
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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. 


