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The Dow Jones Industrial Average (DJIA) peaked at an all-
time high of 14,165 on October 9. But, investors’ euphoria 
faded by year’s end as fears of deteriorating credit markets 
ballooned. Numerous financial entities, including such highly 
visible companies such as Citigroup, Countrywide, Merrill 
Lynch and Bear Stearns reported significant write-offs due 
to anticipated or realized losses stemming from residential 
mortgage markets. Weakness through the remainder of 
the fourth quarter dragged on all major equity indexes. For 
2007, the DJIA finished up 8.96%, but down –3.89% for the 
fourth quarter. This reaction extended into early 2008 as the 
equity markets continued to decline sharply anticipating more 
reports of significant losses. Economists and strategists 
are now predicting a higher probability of a recession and a 
virtual certainty of a slowing US economy throughout the 
new year.

We enter 2008 with a variety of concerns and challenges, 
including oil trading at nearly $100 per barrel, unemployment 
reaching 5.0%, consumer sentiment sinking to multi-year 
lows and profit growth slowing to single digits. During the 
third quarter of 2007, earnings fell -4.5% year-over-year 
for the S&P 500, the first decline since the middle of 2002. 
Fourth quarter earnings are projected to decline -9.5%, 
led downward by homebuilders and financial services 
companies. However, several areas of the US economy are 
showing strength, particularly companies benefiting from 
a weak dollar. In fact, non-financial companies in the S&P 
500 are expected to increase earnings 12% during the 
fourth quarter. Driving this growth are technology, industrial 
and materials companies that export products and services 
worldwide. 

Most economists expect that US GDP slowed from 4.9% 
in the third quarter to an estimated 1.5% during the fourth 
quarter. With this rapid slowdown, the question of whether 
the US economy is moving into a recession may not matter. 
In either case - a significant slowdown or an outright 
recession – the uncertainty will lead to volatility in equity prices.
The question of greater importance is whether the emerging 
economies will follow a US-led slowdown or continue their 
rapid growth. Unlike other slowdowns and recessions 
over the past thirty years, the US economy represents 
a smaller portion of worldwide GDP. In 1970, US GDP 
represented 41% of worldwide economic activity ($1 trillion 
US of $2.5 trillion WW). In 2006, US GDP represented just 
27% of worldwide GDP ($13 trillion US of $48 trillion WW). 
A decoupling of the rest of the world from the US economy 

should offset domestic consumer weakness. While the 
US remains a major influence, the effects of a US 
slowdown should be relatively smaller on the global economy.

In the short term, though, we expect volatility to continue 
as the market grapples with slower earnings growth. Despite 
liquidity injections and methodical reductions in the federal 
funds rate over the past several months, the Federal Reserve 
Bank remains behind the curve. As noted by Richard Bove 
of Punk Ziegel & Company, over the past twenty years, the 
Fed has never moved rates in a direction that conflicts with 
the 90-day T-Bill. While many debate when and how much 
the Fed will move, the chart below illustrates that in fact, the 
market determines interest rates first, not the Federal Reserve. 

MARKET COMMENTARY 

On January 22, the Federal Reserve Bank slashed the 
federal funds rate from 4.25% to 3.50%. Despite the Fed’s 
emergency inter-meeting cut, 90 day T-Bills continued to 
move upward, with yields sinking to 2.10%. We expect at 
least another 50 basis point cut in the first quarter of 2008 to 
close the spread.

MARKET PERFORMANCE
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Lehman Agg

4Q2007
-3.89%
-3.36%
-1.82%
-4.89% 
-1.71%
3.00%

2007
8.96%
5.48%
9.81%

-2.75%
11.73%

6.97%



  

TAX FILING PREPARATION

• IRA contribution limits

• 2007 contributions must be deposited by April 15 

• 1099s available online through your custodian

• Realized capital gains and losses are included in 
   fourth quarter reports

• 2007 Roth IRA income limitations:  
  
     *Single filer under $114,000 modified adjusted 
      gross income

     *Married filing jointly under $166,000 modified 
      adjusted gross income

SOCIAL SECURITY UPDATE

The maximum amount of earnings subject to the Social 
Security payroll tax is increasing from $97,500 in 2007 
to $102,000 in 2008. Social Security recipients will see 
their benefits increase 2.3% in 2008 due to an annual 
cost-of-living adjustment. Of the estimated 164 million 
workers who will pay Social Security taxes in 2008, 
nearly 12 million will pay higher taxes as a result of the 
increase in the taxable maximum. 

PRIVATE WEALTH SERVICES

We now work with private trust companies and donor 
advised funds to ensure our clients’ legacy objectives 
are met.  
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and prospective clients to whom Winfield Associates, Inc. (“Winfield”) delivers this
report and further distribution of this material is prohibited. No person or entity other
than a Winfield client shall rely on the information, opinions, estimates and projections,
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if any, contained in this report were prepared by Winfield Associates, Inc. and
constitute the current judgment of Winfield as of the date of this report. The
information contained herein is believed to be reliable and has been obtained from
sources believed to be reliable, but Winfield makes no representation or warranty,
either express or implied, as to the accuracy, completeness or reliability of such
information. Winfield does not undertake, and has no duty, to advise you as to any
information that comes to its attention after the date of this report or any changes in
its opinion, estimates or projections. Prices and availability of securities are also
subject to change without notice. Winfield, our affiliates, and any officer, director or
stockholder, or any member of their families may have a position in and may from time
to time purchase or sell any of the securities mentioned or any related securities.
Winfield is not a registered broker-dealer. This is not a solicitation of any offer to buy
or sell securities.

WHEN TO WORK WITH WINFIELD

PRIVATE INDIVIDUAL INVESTORS
• Manage accumulated wealth, inheritances and settlements
   to meet investment objectives

ENDOWMENTS AND FOUNDATIONS
• Manage assets with a long-term growth strategy while
   meeting investment policy requirements

BUSINESS OWNERS
• Customize investment portfolios to meet investment
   objectives and lessen risk of concentrated assets
• Defer taxable earnings in profit sharing plans
• Manage and advise 401(k) plans

BUSINESS PROFESSIONALS
• Customize investment portfolios, manage stock options
   and consolidate 401(k)/IRA plans to meet investment
   objectives and lessen risk of concentrated assets

RETIREES
• Customize investment portfolios to meet investment
   objectives with the option of drawing income
• Management of IRAs, trusts and taxable accounts

MACROECONOMIC OUTLOOK

US GDP
Inflation
Employment
Productivity
Corporate Profits
Consumer Debt
International Growth

October 2007
Positive
Neutral

Positive
Positive
Neutral

Negative
Positive

 January 2008
Neutral
Neutral

Neutral
Positive
Neutral

Negative
Positive

Photos from our 10th Anniversary party are available on 
our website www.winfieldinc.com

Year

2007

2008

Amount

 $4,000

 $5,000

Catch up amount 
(if = or > then 50 years old)

                 $1,000

                 $1,000


