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Economic Update
In a widely anticipated move, the Federal Open Market Committee
(FOMC) announced its plans for further quantitative easing on
Wednesday. The FOMC acknowledged the subdued pace of the
economic recovery and that while household spending has increased,
employment, income, housing wealth, and tight credit all continue to
hamper growth. In an effort to promote stronger economic growth and
preferred levels of inflation, the Fed will purchase another $600 billion of
short- and intermediate-term U.S. Treasuries over the next seven
months, giving them considerable flexibility. According to Former Fed
Governor Randy Kroszner, the plan to gradually inject $75 billion per
month effectively implies that the Fed intends to hold key interest rates
steady through the end of the second quarter.
Non-farm payroll employment increased more than expected in October.
The U.S. Department of Labor announced Friday that payrolls added
151,000 jobs for the month; the unemployment rate, however, remained
unchanged at 9.6%. According to the report, the increase in jobs largely
reflected hiring in mining and service-providing industries. Earlier in the
week, data released by the Bureau of Economic Analysis, showed that
personal spending increased 0.2% in September from the previous
month while personal income decreased 0.1%. Adjusted for inflation,
personal spending increased 0.1% for the month. The personal savings
rate, as a percentage of disposable personal income, declined for the
second consecutive month, falling from 5.6% to a 5.3% rate.
The manufacturing sector continued to expand in October. The Institute
for Supply Management (ISM) Purchasing Managers Index (PMI)
increased to a reading of 56.9, reflecting accelerating growth. Composite
indexes for new orders, production, and employment also increased at a
faster rate. ISM also reported that the Non-Manufacturing Index (NMI)
increased, reflecting accelerating growth in the sector. Business
activity/production, new orders, and employment composite indexes also
showed increasing rates of expansion. Regarding survey respondents,
ISM concluded that the “trend of the overall comments indicates that
there are signs of economic stabilization.”
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, the Institute for Supply Management.

Economic Indicators, Quarterly Change
12.0%
10.0%
8.0%
6.0%
4.0%
2.0%
0.0%
-2.0%
Q4 09
Real GDP

Q1 10
Core CPI*

Q2 10

Q3 10

Unemployment Rate

Source: Bureau of Economic Analysis, Bureau of Labor Statistics
*Core CPI excludes energy and food prices from the calculation of the Consumer Price Index

Nov. 1st
Nov. 1st
Nov. 1st
Nov. 1st
Nov. 2nd
Nov. 2nd
Nov. 3rd
Nov. 3rd
Nov. 3rd
Nov. 4th
Nov. 4th
Nov. 5th
Nov. 5th
Nov. 5th

Construction Spending, Sept. Monthly Chg.
Personal Income, Sept. Monthly Chg.
Consumer Spending, Sept. Monthly Chg.
Core PCE Price Index, Sept. Monthly Chg.
ICSC-Goldman Same Store Sales, Wkly. Chg.
MBA Purchase Applications Index, Wkly. Chg.
Factory Orders, Sept.. Monthly Chg.
ISM Non-Mfg. Index, October
EIA Petroleum Status Report, Wkly. Chg.
EIA Natural Gas Report, Wkly. Chg.
Initial Jobless Claims ( Week ending 10/29)
Unemployment Rate, October
Non-farm Payrolls, Oct. Monthly Chg.
Pending Home Sales, Sept. Monthly Chg.

0.5%
-0.1%
0.2%
0.0%
0.1%
1.4%
2.1%
54.3
2.0M Barrels
67 bcf
457,000
9.6%
151,000
-1.8%

November 5, 2010
[page 2]

MainStreet Advisors
Financial Market Update
Bond Market Update
U.S. Treasuries finished the week mixed, with the long-end falling and
short to intermediate term notes rallying. The long-bond sold off
considerably after the Federal Reserve announced that only 4% of the
$600 billion quantitative easing program would be devoted to maturities
of 17 to 30 years. At the same time, investors have been selling the 30year bond amid concerns that the Fed’s stimulus plans may eventually
lead to long-term inflation, which erodes real returns -particularly on
longer dated securities. Due to the asymmetrical demand in the
Treasury market, the spread, or difference in yields, between 10-year
notes and 30-year bonds widened to the highest level on record. Many
analysts feel the yield curve may widen even further in what’s known as
a “bear steepener” wherein long-term yields increase at a faster rate than
short-term government debt. A steepening yield curve often indicates
that market participants expect positive economic growth and
accelerating inflation expectations.
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In a widely publicized report, PIMCO’s Chief Executive Officer Mohamed
El-Erian said Greece is likely to default over the next three years
because budget cutting will not sufficiently reduce the country’s debt
burden. El-Erian feels the EU-IMF austerity package that rescued the
nation from immediate insolvency will ultimately prevent it from growing
its way out of the crisis and will test the political consensus.
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Markets rose to their highest levels since 2008, posting strong gains in
reaction to a Federal Reserve announcement that the monetary policy
committee would begin purchasing $600 billion in U.S. Treasury
securities. The Dow Jones Industrial Average (DJIA) gained 325.59, or
2.93%, this week to close at 11,444.08. The broader S&P 500 gained
3.60% to close at 1,225.85, while the technology-heavy NASDAQ
Composite Index ended at 2,578.98, up 2.85%.
Investors were surprised by the size of the latest round of monetary
stimulus, known as quantitative easing, and pushed the S&P 500 almost
2% higher on Thursday, the day after the announcement. The chief U.S.
equity strategist at JPMorgan Chase sees a “9 to 10 percent upside until
year end” for the stock market as the Fed continues its attempt to
stimulate the economy.
Financial stocks gained 6.39% this week after the Wall Street Journal
reported the Fed will allow big banks to increase their cash payouts.
JPMorgan Chase (JPM) gained 8.80%, while Bank of America (BAC) and
Goldman Sachs (GS) gained 7.96% and 6.17%, respectively. The S&P
500 energy sector gained 4.46% this week as oil continued to move
higher.
The U.S. announced further details in its plans to cut its share of failed
automaker General Motors from 61% to 35%, according to the Wall
Street Journal. A filing with the Securities and Exchange Commission
(SEC) reported that the government expects to issue GM shares on
November 18 at $26 to $29 a share, which puts the automaker’s value at
approximately $50 billion - just shy of Ford Motor Company’s (F) market
capitalization of $55.76 billion.
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Ali Naimi, Saudi Oil Minister, suggested early in the week that the oil
market could absorb prices as high as $90 per barrel sending oil futures
to trade near a five month high. Mr. Naimi’s updated forecast is sharply
higher than the previous estimate of $80. During the height of the
financial crisis, OPEC agreed to cut production by 4.2 million barrels a
day—nearly half of that is kept off the market today. According to the
Wall Street Journal, the threat of additional supply coming to market is
one of the reasons oil has been kept range bound for so long. Later in
the week, OPEC increased their global oil consumption forecast by
800,000 barrels a day for 2014, reasoning that the speed of the
economic recovery has been faster than anticipated. For the week, oil is
up $6.00, or 7.37% to settle at $87.40 per barrel.
Investment demand for gold continues to remain strong despite
production supply and demand factors weakening for the precious metal.
A recent WSJ article noted that jewelry sales are down, mining
companies have unwound their price hedges, and global supplies are
increasing. Despite these contrarian indicators, demand from hedge
funds, ETFs, and institutions has been robust. Following the
announcement of QE2 from the FOMC, investors sent gold, as well as
other dollar-based commodities, to another record high with the
expectation that the dollar will be sent lower. On Friday, gold nearly
breached the $1400 per ounce level before settling at $1393.90, a gain of
2.58% for the week.
According to Glocap Search and Hedge Fund Research (HFR), year-end
bonuses at hedge funds are expected to rise nearly 5% in 2010.
Kenneth Heinz, president of HFR, noted that the increase in
compensation is not as much about management and incentive fees as it
is about liquidity, transparency, and retention. He went on to note that
the compensation model of hedge funds will change as the industry
continues to evolve.
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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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