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2007 Equity Market Review by Chad Sturgill

Although the first half of 2007 was exceptionally
strongfor equities,the marketswere blastedwith
strongheadwindsn May whenevidencefirst sur-
facedthat somemortgagebondswould be unable
to pay their expectedinterest payments. These
initial signsof trouble led both bondholdersand
bond issuersto reexaminetheir holdingsfor im-
pendingproblems. Upon initial review whenthis
OcreditcrunchOwas thought to be containedto

only speculative-gradenortgagebonds, equities i
rallied from late summerto mid-October. As it
becamemore and more evidentthat thesecredit  (jifffis
problems extended to investment-grademort- = |

gages,credit card debt and automobileloans, the

equity marketslimped their way to theendof the 4

year.
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Despiteperformingpoorly in the fourth quarterof

2007, most stock marketindices endedthe year
with mid-to-high single digit gains. International
stockswere the top performingequity assetclass
for 2007 anddomesticsmall cap stockstrailed the

othermajorindices,garneringthe dubiousdistinc-

tion of beingthe only majorindexwith a negative
return for 2007. Domestically,large cap growth

stocksoutperformedall otherequitiesasinvestors
crowdedinto nameswith strongerbalancesheets
and higher than averageearningsgrowth rates.
Among the S&P 500 index componentsgnergy
andmaterialsstockswerethetop performerswhile

financialsand consumediscretionarystockswere
thelaggards.

January2008beganwhere2007 endedasequities
seemedntent on settingthe recordfor mostcon-
secutivedowndaysever. While theeconomic

releasesveretepid,theycertainlywerenot bad.
However investorconfidenceveakenedonsidera-
bly duringJJanuaryandthe equity marketdecline
continuedfor mostof the month.

It took a surpriseFederaReservanterventionto
stopthemarketdecline. BenBernankeandtherest
of the Fedgovernorsut boththe FedFundsand
Discounttargetratesby 75 basispoints(0.75%)be-
fore the marketopenedon January22ndandthe
marketrespondedby puttingin the Januarylow that
morningandrallying all theway to theendof the
month. Both anadditional 50 basispoint (0.50%)
cutof bothratesby the FederaReserveboardat
their regularlyscheduledianuary30thmeetingand
talk of ataxrebatefrom the Federalgovernment
helpedsecurehelate Januaryrally.
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