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2007 Equity Market Review by Chad Sturgill 
Although the first half of 2007 was exceptionally 
strong for equities, the markets were blasted with 
strong headwinds in May when evidence first sur-
faced that some mortgage bonds would be unable 
to pay their expected interest payments.  These 
initial signs of trouble led both bondholders and 
bond issuers to reexamine their holdings for im-
pending problems.  Upon initial review when this 
Òcredit crunchÓ was thought to be contained to 
only speculative-grade mortgage bonds, equities 
rallied from late summer to mid-October.  As it 
became more and more evident that these credit 
problems extended to investment-grade mort-
gages, credit card debt and automobile loans, the 
equity markets limped their way to the end of the 
year. 

Despite performing poorly in the fourth quarter of 
2007, most stock market indices ended the year 
with mid-to-high single digit gains.  International 
stocks were the top performing equity asset class 
for 2007 and domestic small cap stocks trailed the 
other major indices, garnering the dubious distinc-
tion of being the only major index with a negative 
return for 2007.  Domestically, large cap growth 
stocks outperformed all other equities as investors 
crowded into names with stronger balance sheets 
and higher than average earnings growth rates.  
Among the S&P 500 index components, energy 
and materials stocks were the top performers while 
financials and consumer discretionary stocks were 
the laggards. 

January 2008 began where 2007 ended as equities 
seemed intent on setting the record for most con-
secutive down days ever.  While the economic 

releases were tepid, they certainly were not bad.  
However, investor confidence weakened considera-
bly during January and the equity market decline 
continued for most of the month. 

It took a surprise Federal Reserve intervention to 
stop the market decline.  Ben Bernanke and the rest 
of the Fed governors cut both the Fed Funds and 
Discount target rates by 75 basis points (0.75%) be-
fore the market opened on January 22nd and the 
market responded by putting in the January low that 
morning and rallying all the way to the end of the 
month.  Both an additional 50 basis point (0.50%) 
cut of both rates by the Federal Reserve board at 
their regularly scheduled January 30th meeting and 
talk of a tax rebate from the Federal government 
helped secure the late January rally. 

 


