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The Year Ahead  
Views from respected market experts 

Forecasting the future with certainty is impossible. Still, 
gazing into a crystal ball is a New Year's tradition. Will 
housing recover? Will the Federal Reserve continue cutting 
rates? Will the price of oil spark recession? Fidelity 
Investor's Weekly posed these and other questions to four 
respected market observers in late December 2007. Some 
of their answers are bearish and some are bullish. They 
aren't predictions, but are meant to provide insight into the 
markets in 2008. 

This year's roundtable forecasters are Allen Sinai, 
economist at Decision Economics; Sam Stovall, chief 

market strategist at Standard & Poor's;® Jeremy Siegel, 
finance professor at the University of Pennsylvania's 
Wharton School; and Robert Shiller, economics professor at 
Yale University's Department of Economics and 
International Center for Finance. 

IW: Real estate took it on the chin in 2007. Do 
you think housing will recover in 2008? 

Sinai: The major challenge for home sellers in 2008 is to 
shed excess supply. Home building cannot recover until the 
existing inventory of unsold homes moves in-line with 
demand. 

Siegel: I expect the housing industry to experience pain 
for some time. I do not expect the market to recover until 
at least the second half of the year. 

Shiller: Nationally, home prices are only down about 6% 

from one year ago, according to the S&P/Case-Shiller® 
Home Price Index.1 True, the rate of decline is showing 
signs of acceleration, but I don't expect housing to stay in 
the doldrums indefinitely. Housing is cyclical. Though we 
are in the down cycle, it probably won't be a disaster in the 
long run. Home prices may remain relatively high and 
construction opportunities will continue. 

IW: How do you think an unstable housing 
market will affect the spending habits of 
consumers, who make up two-thirds of all 
economic activity? 

Stovall: As a result of housing, S&P® has already factored 
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in a 1.1% reduction in real GDP [gross domestic product] in 
2008. But if workers still have their jobs, we think they will 
continue to spend. 

Shiller: American consumers have kept our economy 
strong. But the latest consumer confidence figures from the 
Conference Board are down substantially. Although retail 
spending has been surprisingly strong, I think it will 
eventually suffer, creating a drag on future economic 
growth. 

Sinai: In inflation-adjusted terms, I expect a lot of real-
estate wealth to fall, which could affect consumer spending. 

IW: On December 11, the Federal Reserve cut the 
federal funds rate a quarter point to 4.25%. 
Where do you think the central bank may go from 
here? 

Stovall: I believe the Fed will cut rates by a similar 
amount in January and continue to trim to 3.5% by 
midyear, which may be good for stocks. There's an old 

adage, you don't fight the Fed. Since 1945, the S&P 500® 
has risen 10 of 11 times with an average 19% gain in the 
12 months following the central bank's initial rate cut. [On 
September 18, 2007, the Fed slashed rates for the first 
time since June 2003.] The Fed may loosen its monetary 
policy because core CPI [consumer price index] is expected 
to average 2.1% next year. 

Sinai: I see the Fed being caught between a recession-like 
economy and rising inflation. But I think the central bank 
may still cut rates, probably three or four times in 2008 to 
3.5%. 

Siegel: I expect [Federal Reserve chairman] Ben Bernanke 
will continue to make the right decisions under difficult, 
unprecedented circumstances. The federal funds rate may 
go down to 3.5% 

Shiller: I think the Fed may be more concerned with 
preventing recession than the potential damage of rising 
prices. My wild guess is that Bernanke will cut the federal 
funds rate in 2008 to below 3%. 

IW: The U.S. dollar continued to slide in 2007. 
What is your outlook on the greenback? 

Siegel: I think the U.S. dollar is within 5%-10% of its 
bottom. In fact, I see the greenback as undervalued around 
the world on a purchasing-power basis. There are good 
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dollar-based buys to be found. 

Sinai: The dollar's downward trend is likely to continue in 
2008. On the upside, a cheap dollar makes exports of U.S. 
goods and services more affordable to foreign buyers. On 
the downside, traveling overseas will be more expensive for 
Americans. We may see an erosion of the dollar rather than 
a collapse. 

Shiller: I agree with both views. Let me add that a soft 
dollar may offer a reprieve to the slumping auto industry if 
Detroit can figure a way to take advantage of currency 
spreads. 

Stovall: 2008 could be a tale of two halves. The U.S. buck 
may continue to weaken in the first half and strengthen a 
bit in the second if the ECB [European Central Bank] starts 
to lower interest rates and weaken the euro. 

IW: Do you think there is a price-high threshold 
for oil that would cripple our economy? 

Stovall: S&P has a rule of thumb that for every $10 bump 
in the price of oil, take away one-quarter of one percent of 
real GDP. S&P economists are saying oil would have to 
shoot above $125 before triggering a recession. We don't 
think that will happen because S&P predicts the price of oil 
will dip to $73.50 in 2008 as supplies increase. 

Sinai: I agree. If I had to identify a recessionary threshold, 
I'd put crude at $125 a barrel and gas at $4.50 a gallon at 
the pump. I think both scenarios are unlikely, however. 
While I predict oil may reach $115 next year, keep in mind 
that gasoline is still cheap here compared to other 
countries. 

Siegel: I'm more bearish. If gas moves above $4 a gallon, 
that could be a big hit on consumer wallets. And that shock 
could create more of a hindrance to economic growth than 
the housing downturn. 

Shiller: Along those lines, when you correct for CPI, crude 
prices exceed levels last seen during the 1970s' [OPEC 
embargo]. While some analysts contend oil affects a 
smaller fraction of the U.S. economy today than back then, 
it seems like energy prices have already reached a critical 
stage. 

IW: What are the odds of a recession -- at least 
two consecutive quarters of negative growth? 
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Sinai: My outlook is bleak. I anticipate a recession-like 
year for the U.S. economy. Though it won't technically be a 
recession, it will feel like one because of rising 
unemployment and cooling profits. I put the odds of a 
technical recession at 15%-20%. 

Siegel: I'll place the odds at 3-to-1 against. 

Shiller: Construction activity has a strong correlation to 
overall economic growth. Given the [poor] housing 
situation, I put the odds for recession at 60%. 

Stovall: It's true that every recession since 1960 has been 
accompanied by a year-over-year decline in residential 
construction. And we are estimating that construction will 
decline by more than 20% in the first quarter of 2008. 
However, we expect an economic slowdown and not a full 
recession. 

IW: How will politics influence the economy over 
the next 12 months? 

Siegel: Obviously, the election is important. Among other 
things, the bulk of the Bush tax cuts are set to expire in 
2011 without further action. The next president and 
Congress will decide the fate of those cuts. 

Stovall: Since 1945, the S&P 500 has yielded an 8.6% 
average gain during the fourth year of a president's term. 
[Past performance is no guarantee of future results.] But it 
will be a choppy quarter-by-quarter performance because 
of the uncertainties of the election process. Based on 
historical returns, the fourth quarter of 2008 may generate 
a pretty good 3.5% appreciation on stocks because, 
theoretically, the market will be breathing a collective sigh 
of relief knowing, at least, who the president will be on 
January 20, 2009. 

Shiller: I was impressed with the plan that Secretary 
Paulson put forth last December -- a compromise from 
mortgage originators that would postpone certain ARM 
[adjustable rate mortgage] resets for a number of 
homeowners. Although it won't come close to solving the 
entire credit problem -- we're going to see many 
foreclosures over the next year -- hopefully Congress will 
finish some bills like the FHA Modernization Act and 
revisions to the bankruptcy code. Still, I don't know if any 
single measure will prevent this from being the worst 
financial debacle since the S&L [savings and loan] collapse 
a generation earlier. 
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IW: Among the 10 S&P sectors, where do you see 
strength and weakness? 

Sinai: We continue to be overweight in energy, consumer 
staples, and most areas of health care. We are strongly 
underweight in financials and consumer discretionary. 

Stovall: Our analysts predict the top three sectors of 2008 
as telecom, consumer staples, and health care. Last year's 
top performer -- energy -- is projected among the bottom 
three, along with utilities and materials. I guess that's 
saying, when the going gets tough, the tough go eating, 
smoking, and drinking and tell their friends about it on the 
phone. 

IW: What is your biggest stock-market fear and 
greatest hope for 2008? 

Siegel: I'd like to see our government continue trade 
negotiations with key emerging markets. An increase in 
protectionism or restricting capital flows between the U.S. 
and countries like China and India would have a 
devastating impact on our economy. Meanwhile, the first 
Baby Boomers are now turning 62, making them eligible for 
Social Security. I hope their retirements get off to a sound 
financial start. 

Sinai: My greatest hope is that we bypass a bear market. 
Stock valuations could drop significantly because of so 
many uncertainties and investment risks out there. 

Shiller: I don't think today's housing crisis had to happen. 
In 2008, I'd like to see mortgage institutions think more 
creatively. For example, in the 1930s the financial 
community introduced fixed-rate mortgages to help remedy 
that era's housing decline. I'd like to see borrowers treated 
more symmetrically without placing some into subprime 
categories because of poor credit scores. I also think 
bankruptcy laws should be more flexible to let borrowers 
make better use of Chapter 13. For years, I've proposed 
including certain risk-protection measures for mortgages 
that are automatically triggered under specific conditions. 

Stovall: My biggest fear is that we're only in the first 
couple of innings of the credit crunch. But I'm an optimist, 
so my greatest hope is that the European Central Bank will 
cut interest rates by midyear. 

How Fidelity can help  
If you don't have time to follow the markets and their 
impact on your investments, consider an all-in-one solution 
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like Fidelity Freedom Funds® 

If you want to manage your own investments, 
consider starting with Fidelity Portfolio Review. In as little 
as 30 minutes you'll get a detailed analysis of your current 
investments, along with suggested funds that may best 
meet your needs and goals. 

If you want Fidelity to manage your investments for you, 

Portfolio Advisory ServicesSM offers a team of financial 
professionals who will actively select your funds and make 
ongoing asset allocation decisions to help grow and protect 
your investments. 

Before investing, consider the funds' investment objectives, 
risks, charges and expenses. Contact Fidelity for a 
prospectus containing this information. Read it carefully. 

Fidelity Freedom Funds are managed by Strategic Advisers, Inc., 
a subsidiary of FMR Corp.  
 
Performance of the Freedom Funds depends on that of their 
underlying Fidelity funds. These funds are subject to the 
volatility of the financial markets in the US and abroad and may 
be subject to the additional risks associated with investing in 
high-yield, small-cap, and foreign securities.  
 
Because of their narrow focus, sector securities tend to be more 
volatile than securities that diversify across many sectors and 
companies.  
 
Fidelity Portfolio Advisory Service® is a service of Strategic 
Advisers, Inc., a registered investment adviser and a Fidelity 
Investments company. Fidelity Private Portfolio Service® may be 
offered through the following Fidelity Investments companies: 
Strategic Advisers, Inc., Fidelity Personal Trust Company, FSB 
(FPT), a federal savings bank, or Fidelity Management Trust 
Company (FMTC). Non-deposit investment products and trust 
services offered through FPT and FMTC and their affiliates are 
not insured or guaranteed by the Federal Deposit Insurance 
Corporation or any other government agency, are not obligations 
of any bank, and are subject to risk, including possible loss of 
principal. These services provide discretionary money 
management for a fee. 

Past performance is no guarantee of future results.  
 
The opinions of the experts presented are their own and are not 
the opinions or recommendations of Fidelity Investments. These 
materials are provided for informational purposes only and 
should not be used or construed as a recommendation of any 
security. Fidelity Investments does not guarantee that the 
information supplied is accurate, complete, or timely, and does 
not make any warranties with regard to the results obtained 
from its use. Fidelity Investments does not guarantee the 
suitability or potential value of any particular investment or 
information source.  
 
S&P is a registered service mark of The McGraw-Hill Companies, 
Inc.  
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1. As of as of October 2007. The S&P/Case-Shiller® Home Price 
Indices measures the residential housing market, tracking 
changes in the value of the residential real estate market in 20 
metropolitan regions across the United States. 
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