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Unlikely as it may seem after this 
rough start to 2008, we believe that 
the major stock indices, including 
dividends, will conform to longer 
term historical returns of between 
nine and twelve percent with the 
Dow Jones Industrial Average rising 
from its 2007 closing value of 13,265 
to 14,657 for a gain of 10.50%; the 
Standard & Poor’s 500 rising to 
1,622 from its 2007 closing value of 
1,468, and the NASDAQ Composite 
rising to 2,930 from its 2007 closing 
level of 2,652.  
 
 In response to the recession affect-
ing the housing market and the re-
sulting weakness in the consumer 
sector, the Fed began cutting interest 
rates and has promised “substantive” 
measures in the future.  Given these 
facts, we expect that the year will be 
back-end loaded with the best two 
quarters for equities being the third 
and fourth as the economy picks up 
steam in response to lower interest Continued on page 2 

rates and perhaps some fiscal stimu-
lus coming from Congress.  Even if 
the market does not perform as well 
as we anticipate, we think stocks and 
stock-based mutual funds will out-
perform their fixed income brethren, 
given the fact that the 10-year U.S. 
Treasury Note is currently yielding 
only 4.00%. 

 
Two sectors drove the stock market 
during 2007; Oil & Gas and Basic 
Materials.  Oil & Gas benefited over 
the past several years from a rapidly 

expanding global economy causing 
more demand for petroleum based 
products than  supply.  Basic Materi-
als also benefited from the above 
referenced global economic growth 
and from the fact that much of this 
growth emanated from the “BRIC” 
countries, Brazil, Russia, India and 
China.  Other than these two sectors, 
2007 proved an uninspiring year for 
stock investors.  Furthermore, the 
problems with housing referenced 
several times above resulted in a 
twenty-percent decline in financial 
service companies.  This will most 
likely linger into the first half of 
2008. 
 
We believe that 2008 will result in 
solid over-performance in Health 
Care including large biotechnology 
companies, medical instrumentation 
and equipment as well as health 
maintenance organizations.  We like 

2008 Outlook 

Despite the fact that volatility will 

once again remain high during 

2008 as during 2007, stocks are 

our preferred asset class for 2008.  



2 

 

Fagan Associates, Inc  The Independent Financial Voice of the Capital Region 

Fagan Financial Report Continued from page 1 

  
Read the Fagan Financial Report every week in The Sunday Record.   

those health care companies that help 
to contain cost.  As the Presidential 
Election draws near and  the “rebuild 
America” theme grows louder, your 
large cap industrial stocks should 
benefit.   However, because general 
economic weakness will trump this 
theme early in 2008, we urge you to 
be patient.  Another theme that we 
like going into 2008 is “feed the 
world.”  Once again, we are going to 
exhibit patience in this sector given 
the run-up during 2007, it is due for a 
breather.   
 
Other industries that we 
think will benefit from 
a re-accelerating do-
mestic and global 
economies during the 
second half, are tech-
nology, basic materials 
and, dare we say, finan-
cial service companies.  
Digging a little deeper, 
we believe that the dol-
lar remains relatively 
weak which should 
benefit those companies 
that export a relatively 
large percent of their 
overall revenue.  We also 
continue to believe in 
investing in companies 
domiciled in other coun-
tries, specifically in Latin 
and South America, the 
Far East and Central 
Europe. 
 
On the interest rate front, 
we believe that the Fed 
will continue to lower 
interest rates, therefore 
choosing an emphasis on economic 
growth rather than one of inflation-
fighting, at least for the foreseeable 
future.  Should the Fed assume this 
posture, and we have no reason to 
believe that they won’t, short-term 
rates will continue lower as will 
longer-term rates.  Then, once the 
cuts take hold and economic growth 
accelerates, we would expect to see a 

normalized yield curve (one in which 
long-term rates are higher than short-
term rates) as well as higher interest 
rates along the entire curve.  We pro-
ject that the yield spread (difference 
between the two and ten year treas-
ury notes) to be between .75% and 
1.50% by the end of 2008.  It is for 
these reasons  that we believe short-
term bonds best suit our clients.  The 
time will come when we can extend 
those maturities, just not now. 
 

We are NOT concerned about ram-
pant inflation, noting that productiv-
ity growth in high-end industries 
such as technology and biotechnol-
ogy in the United States remains 
strong and global competition for the 
commoditized industries is keen.  
This global competition quite often 
results in production overseas for 
many basic industries therefore keep-

ing “wage pull” inflation in check. 
 
The risks to the assumptions noted 
above are many, not the least of 
which include the ever-present threat 
of terrorism.  Other risks include 
unanticipated actions by Iran, an un-
anticipated spike in energy prices, 
and the potential that the Fed will not 
be aggressive enough in cutting inter-
est rates.  Also, if the consumer shuts 
down their habits of consumption, it 
could further lengthen the recovery 

process.   
 
The question remains as to 
what Chairman Bernanke was 
referring to when he stated 
that the Fed was ready to take 
“substantive” action when 
fighting this economic slow-
down.  Time will tell.  How-
ever, should Chairman Ber-
nanke prove either unwilling 
or ineffective in fighting this 
economic slowdown, it may 
be a long year for the econ-
omy and the stock market. 
 
In conclusion, we have much 
greater confidence in the stock 
market providing solid returns 
through the end of calendar 
year 2008 relative to the just 
concluded 2007.  We also 
firmly believe that Chairman 
Bernanke will make the right 
decisions pertaining to interest 
rates.  We also have a high 
degree of confidence in our 
enthusiasm regarding overseas 
markets and our estimate for 
interest rates.  That said, we 
continue to be wary of geo-

political events as well as the impact 
on the economy of the malaise in the 
housing market. 
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PURE NO-LOAD MUTUAL FUNDS  
   NO SALES LOADS IN   
     NO DEFERRED SALES LOADS OUT 
           MANY WITH LOW INTERNAL EXPENSE RATIOS 

Fagan Associates, Inc. Largest Mutual Fund Holdings as of December 31st, 2007. 
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•  A Recap of the financial markets, including company 
specific and economic news. 

• “The Record Review” – an outline of our column that 
appears in the Troy Record every Sunday. 
• “Widely Helds” – a look at the price action and news 
releases from the most widely held stocks. 
• A spotlight on one or some of our mutual fund hold-
ings or ETF holdings. 
• A look at the upcoming week, including economic 
data and earnings reports. 
• Monthly notable changes to our investment portfolios 
after the close of the prior month. 
• Periodic interviews with other industry professionals, 
including mutual fund managers, insurance professionals, 
accountants and attorneys. 
• Periodic interviews with local men and women mak-
ing news that affects our lives. 

 

The radio shows ... 
 
 

Look for 810WGY's  
Fagan Financial Report at a new time,  

Sundays, 10:00 a.m. - 11:00 a.m.  
following the Joe Gallagher Weekend Morning Show 
And, don't miss Dennis and Chris’ weekly visits with  

Joe, Sundays, 8:30 a.m. - 9:00 a.m. 
and with 

Don Weeks, Fridays at 8:30 a.m. 
We take your calls at 1-800-TALK-WGY or *WGY.  

Fagan Associates, Inc., Sector Weighting 
Master Portfolio Group, Combined Account Statement 

December 31, 2007 

    Market Percent S&P 1500 Weighting Relative 

Common Stock Total Cost Value of Assets Composition to S&P 1500 
      

Energy  $       3,918,303   $       6,368,856  12.27% 12.78% 96.00% 
Basic Materials  $       2,588,749   $       3,821,667  7.36% 3.70% 198.98% 

Industrials  $       6,871,467   $       7,810,059  15.05% 12.01% 125.28% 
Consumer Discretionary  $       1,624,398   $       2,162,680  4.17% 8.74% 47.67% 

Consumer Staples  $       1,017,646   $       1,499,827  2.89% 9.60% 30.10% 
Health Care  $       5,442,629   $       6,970,183  13.43% 12.40% 108.29% 
Financials  $     10,871,052   $     12,500,473  24.08% 16.97% 141.91% 

Technology  $       6,696,825   $       8,497,376  16.37% 16.21% 100.98% 
Telecommunications  $       3,415,742   $       3,900,783  7.51% 3.31% 227.03% 

Utilities  $           731,791   $           815,019  1.57% 4.09% 38.39% 
Index Investments  $       1,402,638   $       1,523,474  2.93%   

      
Common Stock  $     44,584,322   $     55,873,091  100.00%   

 
Fagan Financial Report 
Monday through Friday 
5:40 p.m.—6:00 p.m. 

 

We believe that 2008 will result in solid over-performance in Health Care including large biotechnology companies, medical 
instrumentation and equipment as well as health maintenance organizations.  We like those health care companies that help to 
contain cost.  As the Presidential Election draws near and the “rebuild America” theme grows louder, your large cap industrial 
stocks should benefit.  By mid-year, we think technology, basic materials and, dare we say, financial service companies will 
benefit from re-accelerating domestic and global economies.      
 
However, as general economic weakness continues into the first quarter of 2008, we urge you to be patient.  Also, the risks to the 
assumptions noted above are many, not the least of which include the ever-present threat of terrorism.  Other risks include unan-
ticipated actions by Iran, an unanticipated spike in energy prices, and the potential that the Fed will not be aggressive enough in 
cutting interest rates. 
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Post-retirement financial planning:  new priorities, new goals, new opportunities to build wealth 

Retirees are living longer and you 
could easily spend 30 years or 
more in retirement.  In fact, many 
seniors will spend more years in 
retirement than they did working, 
presenting opportunities and chal-
lenges in building a post-
retirement financial plan.   
 
Certainly, preserving wealth is a 
priority during retirement but 
don’t rule out strategic opportuni-
ties to continue building wealth.  
With longer lifespans, this is be-
coming a necessity and most retir-
ees need to change their invest-
ment strategies to address these 
issues.   We work very closely 
with our retired clients to grow 
their assets in order to keep pace 
with distribution needs and infla-
tion.    
 
We start with the basics by re-
viewing your net worth, income 
and expenses.  We use this infor-
mation to determine the amount of 
growth you will need in order to 
cover expenses, establish emer-
gency accounts, and maintain your 

lifestyle. We then put together a diver-
sified and properly allocated invest-
ment plan.   
 
It is also very important to monitor 
your spending.  A recent study by the 
Society of Actuaries, Spending and 
Investing in Retirement: Is there a 
Strategy?, reports that retirees often 
spend more money in retirement than 
they did while working and most base 
much of their financial behavior on 
instinct rather than establishing long-
term goals.  This lack of direction will 
lead many retirees to overspend in the 
early years of their retirement.   
 
Next, we plan distributions to meet 
minimum requirements and to mini-
mize tax liabilities.  This can be tricky 
and advance planning can address the 
most profitable way (what and when) 
to liquidate assets.  Also, once assets 
are no longer tax-deferred, investment 
decisions must be aligned with the 
taxable events that the activity gener-
ates.   
 
Another interesting aspect of the new 
retirees is their desire to continue 

working.  Many Americans view 
their later years as a time for oppor-
tunity, new careers, and spiritual 
fulfillment.   According to AARP, 
half of boomers plan to launch into 
an entirely new job or career in re-
tirement.  Those earnings can in-
crease your portfolio significantly.  
Taking a job after retirement has 
other advantages.  If you don't have 
to draw as much from your invest-
ments for living expenses, assets 
continue to grow.  However, working 
may complicate the issue of when to 
take Social Security.   Currently, 
Social Security recipients under age 
65 in 2007 can earn $12,960.   Those 
at full retirement age do not face this 
restriction. 
 
Most advisors, including Fagan As-
sociates, Inc., offer a free, no-
obligation consultation.  Take advan-
tage of this service for a post-
retirement financial check-up.  Invite 
family members, beneficiaries, ex-
ecutors, and trustees when appropri-
ate.  This is a good opportunity for 
them to establish a relationship with 
your financial advisor and be in-
volved in the planning process.    

The Presidential Election will have a last-
ing impact on two sectors of the stock 
market, namely health care and en-
ergy.  If Democrats gain the White 
House,  we will most likely see pressure 
on the shares of pharmaceutical compa-
nies and continued growth in the cost 
containment side of health care.  How-
ever, should the Republicans triumph in 
November, big-cap pharma should con-
tinue to outperform.   
 
Regarding energy, once again, Democrats 
and Republicans are on opposite sides of 
the fence.  If the Democrats win, tradi-
tional energy stocks could suffer and al-
ternative (wind, solar, biofuel, ethanol) 
soar.  If the Republicans win, then your 
fossil fuel companies (XOM, CVX, HES, 
COP) will continue to outperform.  We 
believe the wild card is nuclear which 
could benefit no matter who is occupying 
the White House come this time next year  

 



7 

 

Fagan Associates, Inc.  The Independent Financial Voice of the Capital Region 

ETFs 

.Exchange-Traded Funds (ETF) 
have become the rage over the last 
year or so. They have challenged 
mutual funds for investment dol-
lars.  ETFs provide investors with 
the diversification of a mutual 
fund while allowing an investor to 
sell the position during the trading 
hours of the stock market.  On the 
other hand, mutual funds tabulate 
positions at the end of the trading 
day, giving investors the opportu-
nity to buy and sell at that time 
only.  
 
As with mutual funds, you can 
invest in an ETF for a myriad of 
objectives.  Certain Exchange-
traded funds are conservative and 
buy only US government bonds 
while others find aggressive in-
vestments in emerging markets 
that gyrate wildly.  Investors need 
to know the type of assets that are 
in an ETF before blindly putting 
money into them.   
 
One ETF that seems to make sense 
to us right now is the iShares Dow 
Jones  Select Dividend Index 
(DVY).  This ETF is comprised of 
100 of the highest yielding stocks 
in the Dow Jones Total Market 

Index – excluding real estate invest-
ment trusts.  Dividends can be a cush-
ioning factor in a difficult market en-
vironment.  Consider that through 
January 16th, the S&P 500 was lower 
by 6.31% and the NASDAQ Compos-
ite was down more than 10%.  The 
DVY was off only 3.81%, had a divi-
dend yield of 3.66%, and a low ex-
pense ratio of 0.40%.  This makes it 
attractive for investors who want some 
income, a chance for growth, and low 
expenses.  A low turnover ratio of six 
percent also gives investors comfort in 
that “what you invest in is what you 
get.”   Some of the top 10 holdings (as 
of December 31, 2007) were Merck, 
AT&T, Altria Group and PNC Finan-
cial.  There is a solid mix of dividend 
paying stocks – some having strong 

performance while others have suf-
fered with the sub-prime crisis. 
 
The DVY is trading at nearly twenty 
percent off its 52-week high of 
$75.82 at approximately $61.00 per 
share.  Given the current stock mar-
ket environment, one in which we 
would expect to continue well into 
2008, the iShares Dow Jones Select 
Dividend Index is a good place to 
gain market exposure yet have the 
comfort of dividend income.  It is an 
appropriate investment for those 
seeking current income, diversifica-
tion, and willing to accept the risk of 
a stock investment. 
 
One word of caution when consider-
ing the purchase of an Exchange-
Traded Fund . Many of these funds 
are not broad stock market index 
funds as they were once intended to 
be.  The majority of ETF’s are either 
sector, industry, region or country 
specific and therefore carry addi-
tional risk other than stock-market 
risk. 
 
  

Fagan Associates, Inc.  
Underwrites 

Locally Produced WMHT Business Series 
Monday evenings at 7:30 p.m.    

Rebroadcast Sunday at 1:30 p.m. 

Fagan Associates, Inc. offers a wide variety of assets to meet all or your investment needs.  We are an independent,  fee 

only  firm.  We don’t sell you a product to generate a commission.  Dennis and Chris structure your portfolio to help 

you achieve your financial goals, without using any proprietary products.   

When you call Fagan Associates, Inc., you will speak with your investment manager, not a salesperson.  

If you have questions about ETFs or any other investment asset or strategy, please give Dennis or Chris a call at  

518-279-1044 or 800-273-6026 

 

Stocks, Mutual Funds, ETFs, Bonds and Fixed Income 
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Please note that the opinions of the authors are not a recommendation to buy or sell the stock, bond market or any security contained therein.  Securities contain 
risks and fluctuations in principal will occur.  Please research any investment thoroughly prior to committing money or consult with your financial advisor. Fagan 
Associates, Inc. services are offered only to United States citizens and residents.  The information on this site is intended solely for such persons. Copyright 2008, 
Fagan Financial Report. All rights reserved. Broadcast, publication, or storage is strictly prohibited. Information in this document is provided "as is," without 
warranty of any kind, either expressed or implied, including but not limited to the implied warranties of merchantability, fitness for a particular purpose and free-
dom from infringement. The user assumes the entire risk as to the accuracy and the use of this document. We will not be liable for any damages of any kind arising 
from the use of this information, including, but not limited to direct, indirect, incidental, punitive, and consequential damages. 

Thank you for your referrals!   During the last several months, we have seen an increase in the number of referrals from 
our existing clients.  This is extremely gratifying because when this happens, we know that you value our services and hold our 
relationship in high regard.   Thank you for allowing us to assist you in achieving your financial goals.   
 
Recent upgrades in our office technology and trading disciplines have made it possible for us to accept a limited number of new 
clients.  If you know of anyone who might benefit from our services, please tell them to give us a call.  We are pleased to offer a 
free consultation with no obligation.  In fact, we encourage prospective clients to interview several advisory professionals before 
making the decision as to who will manage their hard-earned money.   

Once again, we are pleased to offer a tax preparation service to our clients with combined household portfolio values of more than 
$100,000.  As in the past, Fagan Associates will underwrite the preparation fee up to $200 when you have your return prepared by 
Mary Grogan, CPA.  Please call our office for details and a referral.  Furthermore, any accounting fee above $200 will be 
billed directly to you.  It would therefore be in your best interest to contact Mary Grogan prior to your taxes being completed for 
an estimate.  If you have any questions, please give us a call.  

www.schwabinstitutional.com 


