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   MEMO 
 
Date: 4/17/07 
 

From: Jonathan D. Weir, JD* 
 

To: WFR Clients and Friends 
 

Subject: First Quarter 2007 Economic Trends 
 
 
 “During the first half of the year the equity and fixed-
income markets were buffeted by worries of rising 
inflation and surging oil prices.” This quote is from 
our last quarterly letter.  Subsequently, the broad 
equity markets (U.S. and non-U.S. equities) returned 
between 15.8% and 26.9% for 2006.  So what’s 
happening? 
 
Every quarter of every year there will be disturbing 
news and events that threaten to cause stock prices 
to drop dramatically.  And sometimes that happens, 
but many times it does not because the U.S. and 
global economies are far more complex than most 
market pundits claim.  Successful investing for the 
long haul requires planning, perspective, discipline 
and patience.  This is as true today as it has ever 
been. 
 
Here’s what’s been happening the past few months.  
Prior to February 27th the U.S. stock market enjoyed 
its longest uninterrupted streak of monthly gains in 
over 10 years.  The Fed had raised rates from 1% to 
5.25% to combat inflation – and now has paused for 
the time being. But in late February the Chinese 
stock market was jolted by fears the Chinese government would take harsh measures to curb excessive 
speculation in their domestic (“A share”) stock market.  “A shares” closed down 9% while the “H shares” 
(available only to non-Chinese investors) were down only 3%.  The reaction rippled around the world with 
the Dow down 3.3% and the S&P 500 down 3.5% in a single day.  But the Chinese market began to 
recover quickly and the U.S. markets showed strength and resiliance in a rebound that surprised many 
investors. 
 
What remains today is perhaps a more realistic level of concern about certain areas in the U.S. economy 
(energy costs, budget deficits, the impact of problems in the sub-prime lending market, and other 
economic and political issues); at the same time, many experienced investment managers feel our 
markets are not overvalued and some feel they may even be slightly undervalued.  They cite factors such 
as the earnings yield advantage the S&P 500 has of 1.88% over Treasuries, which is the highest it’s been 
in 21 years.  This ambiguous situation of conflicting data and opinions is normal in all investment markets 
because when outcomes are certain, there is no opportunity for profit. 
 
 

% Return as of 3/31/2007 

Equity Indexes Q1 YTD 3 Yrs 
S&P 500 0.6 0.6 9.3 
Russell 2500 3.6 3.6 12.4 
MSCI EAFE 4.1 4.1 19.5 
Emerging Market 2.3 2.3 30.2 
NAREIT (equity) 3.5 3.5 22.6 

Bond Indexes    
TIPS 2.5 2.5 2.6 
Aggregate 1.5 1.5 3.7 
    Governments 1.4 1.4 3.4 
    Mortgages 1.6 1.6 4.2 
    Intermediate Credits 1.7 1.7 3.4 
    Long-Term Credits 0.9 0.9 3.6 
High Yield 2.6 2.6 7.6 
Municipals 0.8 0.8 4.1 

Cash Equivalents    
3-Month T-Bill 0.8 0.8 3.0 
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Domestic Equities:  This quarter’s performance was positive, but relatively flat. The S&P 500, an index of 
the largest 500 stocks in the U.S., increased only 0.6% for the quarter and smaller stocks represented by 
the Russell 2500 Index were up more with an increase of 3.6% for the quarter.  The S&P result means the 
index has advanced in seven of the past 8 quarters – a very satisfying result given the disruptions 
occurring in other markets.   
 
International Equities:  International equities continued to outperform U.S. equities with the MSCI EAFE 
index, which measures developed markets in Europe, Asia and the Far East, rising 4.1% for the quarter.  
Diversification into non-U.S. equities continues to demonstrate the benefits of holding some international 
funds in your portfolio.  However, the sensitivity of global markets to the general condition of the U.S. 
economy continues, as demonstrated by their tumble on February 27th in response to former Federal 
Reserve Chairman Greenspan’s comments on the possibility of a U.S. recession. 
 
Emerging markets, stocks issued by companies located in smaller, less developed countries, proved 
again to be quite volatile. Although they ended up slightly for the quarter at 2.3%, during the quarter, drops 
of 6% and 12% in just a few days also occurred.  Although returns can be spectacular and some exposure 
benefits the diversification of a portfolio, their use requires both patience and perspective. 
 
Real Estate:  Concerns continued about real estate investments. Although the NAREIT Index of real 
estate investment trusts rose 3.5% for the quarter, it finished well below the high it achieved in early 
February.  While real estate values depend a great deal on type and location, slackening demand for 
housing and serious concerns about the sub-prime lending crisis (with rapidly rising payments on 
adjustable rate loans issued to poor credit quality buyers) had a definite impact on investor thinking.  Our 
recommended allocations to real estate remain lower than normal, although we don’t believe it’s prudent 
to exit the market completely. 
 
Fixed Income:  Chairman of the Federal Reserve Ben Bernanke still has to find his voice.  His testimony 
before Congress on March 28th was ambivalent – voicing faith in the U.S. economy this year while also 
voicing concerns about inflation and that the housing correction could be deeper and have more impact 
than expected.  Markets reacted with uncertainty, dropping initially and then recovering. 
 
The Lehman Aggregate, an index consisting of a broad spectrum of bond investments, produced a gain of 
1.5% for the quarter versus 1.2% for last quarter.  High yield bonds posted gains of 2.6% for the quarter.  
Government bonds delivered a modest return of 1.4% for the quarter. 
 
Conclusions 
Periodically we need to revisit the lessons past markets try to teach us.  There are many, but two stand 
out.  First, in a complex economy predicting the impact of any event is extremely difficult.  Second, well 
structured, globally diversified portfolios will deliver good results to the long-term investor who plans, 
maintains perspective, is disciplined and has patience. 
 
Please contact us with any questions you may have – 716.854.3343 or jweir@weirresources.com 
________________________________________________________ 
Source of data – – Wall Street Journal, Econometrics.com, Conference Board, U.S. Department of Labor, Bureau of Economic Analysis, 
Lehman, NAREIT, Bloomberg, The Economist, MPI Stylus, Oppenheimer Funds, Strategic Times. The performance of an unmanaged index is 
not indicative of the performance of any particular investment.  It is not possible to invest directly in any index.  Past performance is no 
guarantee of future results.  This material represents an assessment of the market environment at a specific point in time and is not intended to be 
a forecast of future events, or a guarantee of future results.  Treasury Inflation Protected Securities (TIPS) have principal values that grow with 
inflation if held to maturity.  Traditional bonds have fixed principal value and yield if held to maturity.  TIPS and traditional bond prices can 
fluctuate before maturity.  Stocks can have fluctuating principal and returns based on changing market conditions.  The prices of small company 
stocks generally are more volatile than those of large company stocks.  International investing involves special risks not found in domestic 
investing; including political and social differences and currency fluctuations due to economic decisions.  Investing in emerging markets can be 
riskier than investing in well-established foreign markets. 
 
Circular 230 Disclosure: To ensure compliance with requirements imposed by the IRS, we inform you that: (i) any 
U.S. tax advice contained in this communication is not intended or written to be used, and cannot be used, for the 
purpose of avoiding penalties under the Internal Revenue Code; and (ii) any such tax advice is written in connection 
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with the promotion or marketing of the matters addressed. You should seek advice based on your particular 
circumstances from an independent tax advisor. 
 
Securities and advisory services offered through Lincoln Financial Advisors Corp., a broker/dealer and Registered Investment Advisor.  
Insurance offered through Lincoln affiliates and other fine companies. Lincoln Financial Advisors Corp. does not offer legal or tax advice.  
*Licensed, not practicing. 


