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Economic Update
At the Group of 20 summit held in Seoul, President Obama criticized
China’s intervention in the market that results in a continually weak yuan.
China and other G-20 nations attacked the Federal Reserve’s
quantitative easing, fearful that this move will weaken the dollar.
According to one of George W. Bush’s former economic advisors,
Matthew Slaughter, many leaders have questioned whether or not the
United States is “committed to global engagement.” During the summit,
the U.S. and South Korea discussed the possible free-trade agreement
that would create an increase in U.S. exports. However, the two parties
failed to reach an agreement in what would have been the U.S.’s largest
bilateral trade agreement in a decade.
The U.S. international trade deficit narrowed to $44 billion in September,
according to the Commerce Department. Exports increased by $0.5
billion and imports declined by $2.0 billion. Foods, feeds, and beverages
were the primary driver of higher exports, followed closely by an increase
in capital goods. The decline in imports was largely attributed to lower
U.S. demand for capital goods and auto-related goods.
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The U.S. Department of Labor reported that import prices increased 0.9%
in October, led higher by a 3.0% increase in fuel prices. The price of nonfuel imports increased just 0.3%. Export prices climbed 0.8% for the
month amid a 2.5% increase in agricultural export prices.
Consumer sentiment climbed early this month, as shown by the
Thomson Reuter/University of Michigan Survey of Consumers. The
greater-than-expected increase resulted in a five-month high of 69.3, but
sentiment still remains significantly below June levels. Strengthening
consumer sentiment bodes well for the upcoming holiday shopping
season. In response to the start of the Fed’s quantitative easing, the
survey indicated that consumers expect the inflation rate for the next year
to be 3.0%, up 0.3% from last month.

Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, the Wall Street Journal, Thomson Reuters

*Core CPI excludes energy and food prices from the calculation of the Consumer Price Index
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Bond Market Update
U.S. Treasuries finished the week considerably lower on speculation
European leaders will bolster the euro area’s most-indebted nations,
reducing the demand for safe-haven securities. Demand also dropped
after the Federal Reserve initiated its program to purchase $600 billion in
Treasuries within the next eight months. The Treasury market rallied in
previous months in anticipation of the Fed’s program, which is designed
to stimulate the economy. Some strategists feel market participants
“bought the rumor” and are now “selling the news.” In this investment
approach, investors buy in anticipation of an event thought to be
beneficial to the markets and then sell when this event occurs because
the good news is already reflected in the price.
Municipal credit spreads for bonds rated “A” and “AA” remain wide by
historical standards, implying that pricing in this area remains attractive.
Low yields and a steep curve have shifted the value equation decidedly
toward the intermediate end of the market, with maturities in the 2014
and 2018 range offering the best risk-adjusted returns. Investors may
avoid selling municipal bonds to lock-in capital gains at this time, as
historical evidence indicates heavy year-end selling by the retail sector.
This year-end selling frequently leads to illiquidity and very weak bids
particularly on smaller block sizes.
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Stocks dropped four out of five days this week, snapping a five-week
winning streak. The Dow Jones Industrial Average shed 251.50 points,
or 2.2%, to end Friday at 11,192.58. The broader S&P 500 lost 2.17% to
close the week at 1,199.21 while the technology-heavy NASDAQ
Composite lost 2.36%.

Weekly Change
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The General Motors Co. initial public offering (IPO), set to price on
Monday, is rumored to be oversubscribed and may price above the high
end of the $26 to $29 offering range. The demand is so strong the
company may exercise its option to sell an additional 54.8 million shares
bringing the total number of shares offered to 419.8 million, according to
Bloomberg.
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Technology stocks dropped on Thursday when hardware company Cisco
Systems (CSCO) announced that new orders fell short during the most
recent quarter. The company also lowered its fiscal fourth quarter
revenue growth projection to between 3% and 5%, roughly half of what
analysts expected. Cisco shares fell 16.21% Thursday on the news.
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In opposition to the dour news from Cisco, chip maker Intel (INTC)
announced on Friday that it would increase its dividend by 15% to 18
cents from 15.75 cents per share beginning the first quarter of 2011.
Intel gained 1.51% in a weak overall market and, using Friday’s closing
price, will carry a dividend yield of 3.34% over the next 12 months.
Just days after China’s central bank announced it will increase bank
reserve requirements by half a percentage point, consumer prices were
announced to jump 4.4%. The surge in inflation fueled speculation that
the People’s Bank of China will soon boost interest rates to curb the
rising inflation; investors sent the Shanghai Composite Index 4.60%
lower for the week.
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Prices reflect most recent data available at the time of publication
Source: Bloomberg, Russell Investment Company, Standard & Poor’s, Morgan Stanley Capital
International, The Wall Street Journal, MarketWatch.
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Crude oil futures experienced volatile price swings this week. Oil prices
hit a two-year high on Tuesday before retreating due to a strengthening
dollar. On Wednesday, crude oil settled at $87.81 per barrel, another
two-year high, in large part due to a surprising inventory report. The
Energy Information Administration (EIA) reported oil inventories fell 3.4
million barrels—the largest week-to-week decline in since early July. A
Dow Jones Newswire survey predicted inventories would rise. To
conclude the week, oil declined on concerns that China may raise
interest rates to curb growth. If China does raise rates and attempts to
reduce growth, their demand for commodities is likely to decline as well.

Weekly Change
1.0%

0.0%

-1.0%

-2.0%

Broad commodities, as measured by the Dow Jones-UBS Commodity
Index, experienced its largest single day decline since February 2009. If
China tightens monetary policy, it would swiftly counteract the effect of
QE2 on commodities markets. Softs, precious metals, energy and
agricultural commodities all declined Friday. Even though China is a
large importer of U.S. agricultural products, significant supply concerns
also compounded declines.
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In contrast from comments released from OPEC last week, the
International Energy Agency (IEA) warned higher energy prices may
threaten the economic recovery. According to Eduardo Lopez, senior oil
demand analysts at the IEA, higher oil prices may derail the recovery and
that as global growth slows, “prices should either stabilize or go down.”
European sovereign debt concerns pushed investors towards gold early
in the week. Gold managed to ignore the inverse relationship to the
dollar and rise despite the dollar also rising. Debt concerns in addition to
G-20 currency discussions pushed the precious metal above $1,400 per
ounce for the first time. However, on Friday, gold futures sank on
China’s potential interest rate move—the most actively traded contract
dipped $37.70, or 2.7%.
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1 Prices reflect most recent data available at the time of publication
Source: Dow Jones, National Association of Real Estate Investment Trusts, Hedge Fund Research,
Bloomberg, The Wall Street Journal, The International Monetary Fund.
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MainStreet Advisors performance results reflect time-weighted rates of returns based upon MainStreet Advisors proprietary trading
strategies. Performance results reflect the reinvestment of dividends and other earnings as well as the deduction of management and
transaction fees. Performance does not reflect additional fees charged by institutions MainStreet Advisors provides investment services.
In some cases, performance reflects the quarterly rebalancing of assets based upon MainStreet Advisors Tactical Asset Allocation
Models.
Past performance may not be indicative of future results, and the performance of a specific individual account may vary substantially from
performance presented herein. Therefore, no current or prospective client should assume that future performance will be profitable or
equal the performance results reflected herein. In calculating account performance, MainStreet Advisors has relied upon information
provided by various sources believed to be accurate and reliable but cannot be guaranteed. All past recommendations are available upon
request. Investments in equities, fixed income, mutual funds, and exchange traded funds involve risk and may lose value.
Different types of investments involve varying degrees of risk, and there can be no assurance that any specific investment will be
profitable. MainStreet Advisors investment strategies may involve portfolio turnover, which could negatively impact the next after-tax gain
experienced by an individual client.
MainStreet Advisors displays its performance results in addition to the market index that it believes represents a similar strategy in terms of
asset allocation (stocks, bonds), generally accepted investment objectives (growth, income, or balanced), style benchmarks (growth,
value, or core), geographic allocations (US, Foreign, or Global), sector allocation potential, and cap size objective (small cap, mid cap, or
large cap). The index is shown in order for clients to make a comparison of performance for the designated time period. However, the
indices shown above may not completely reflect the risk or volatility of the overall market or of the risk taken by the MainStreet Advisors
program. The indices shown are not intended to be an absolute benchmark for the MainStreet Advisors program due to the fact that
clients may not be able to duplicate exact holdings in the indices shown. MainStreet Advisors programs may reallocate some or all assets
in the program to cash in response to market conditions, and MainStreet Advisors programs utilize a flexible management strategy with
regard to equity selection, cap size, style, and asset allocation. It should be noted that market indices are always fully invested and
holdings are limited to the index charter. The market index used for comparison is an unmanaged index and is a common measure of
performance of the relevant stock markets. They are not available for direct investment.
Any investments purchased or sold are not deposit accounts and are not endorsed by or insured by the Federal Deposit Insurance
Corporation (FDIC), are not obligations of the Bank, are not guaranteed by the Bank or any other entity, and involve investment risk,
including possible loss of principal. MainStreet Advisors and Bank are independently owned and operated. MainStreet Advisors is an
SEC registered investment advisor. Form ADV Part II is available upon request.
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