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Economic Update
Consumer sentiment fell unexpectedly in the first half of September to
66.6 points, more than two points below last month. This follows a
recovery in August, as shown by the Thomson Reuters/University of
Michigan Surveys of Consumers. According to Bloomberg, the
assessment of future conditions, including decreased inflation
expectations, caused this unexpected move. Consumer confidence is
still lagging even after improvements in the stock market and
encouraging economic data, including jobless claims. Initial claims for
unemployment benefits fell to 450,000, down 3,000 from the previous
week, the lowest point since July. Additionally, the four-week average
fell 13,400 to 464,750. However, due to administrative delays over Labor
Day, the large drop may be slightly overstated.
The U.S. Department of Labor announced Friday that the Consumer
Price Index (CPI) rose 0.3% in August, due to increased energy costs,
and is up 1.2% from this time last year. CPI, excluding food and energy,
prices made little to no change, 1.2% below August 2009. On Thursday,
the U.S. Department of Labor announced that the Producer Price Index
(PPI) advanced 0.4% last month, while the core slowed to a gain of
0.1%. Separately, the Department of Labor announced Wednesday that
U.S. import prices advanced 0.6% in August with 58% of the increase
resulting from higher fuel prices. Export prices increased 0.8% last
month after decreasing the previous month.
Industrial production increased modestly in August, climbing 0.2% after a
0.6% advance in July. The index for manufacturing output also
increased at a decelerating pace, fueling concerns about the ability of the
manufacturing sector to support economic growth. In July, business
inventories rose 1.0%, enough to surpass sales. Due to weak
automotive sales, car dealers will likely face challenges as a result of
growing inventories. However, according to Bloomberg, as long as there
is economic growth, large inventories should not be problematic for the
economy at this time.

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.
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Bond Market Update
After yet another volatile week, U.S. Treasuries finished mixed with the
long end dropping and the balance of the curve gaining. The 30-year
Treasury bond fell considerably on Wednesday, as Japan’s first
intervention into the foreign exchange market in six years spurred many
investors to shift money into short-dated notes, which are believed to be
the country’s new favored place to park its dollar holdings, according to
the Wall Street Journal. A rising yen, which hit a 15-year high on
Wednesday before a steep drop following the country’s intervention, had
made longer Treasuries cheaper to buy for Japan. Now, with a
significantly weaker yen, the 30-year bond, which is more sensitive to
changes in currency rates than shorter-term notes, becomes far less
attractive to Japan’s central bank.
U.S. Treasury notes climbed on Friday as investors remained concerned
about a possible worsening of the Irish sovereign debt crisis.
Disappointing consumer sentiment data also boosted demand for the
safety of Treasuries. Yields on the 10-year Treasury note declined each
day this week, marking the longest decline in nearly a month, according
to Bloomberg. Following a benign CPI report, the spread between the
yield on the 10-year note and Treasury Inflation-Protected Securities
(TIPS) narrowed to 1.8%.
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Stock Market Update
Stocks rallied this week ending Friday amid high volume and volatility
caused by what is known as “quadruple witching,” when stock index
futures and options expire at the same time as single stock futures and
options. The Dow Jones Industrial Average (DJIA) gained 145.08 points,
or 1.39%, to end the week at 10,607.85. The broader S&P 500 ended
the week at 1,125.59, 16.04 points, or 1.45%, higher. The technologyheavy NASDAQ Composite added 3.26% this week to close at 2,315.61.
FedEx (FDX) profit jumped over 100% in the quarter ended August 31
relative to the year ago period but the company lowered its full year
forecast. In a conference call with analysts, FedEx announced “signs of
a solid holiday shopping season;” however, CEO Frederick Smith
predicted “a phase of somewhat slower growth,” but not a double-dip
recession, according to the Wall Street Journal.
The technology sector led the ten S&P 500 sectors with a gain of 3.73%
this week aided Friday by better-than-expected earnings from software
company Oracle (ORCL) and blackberry maker Research in Motion
(RIMM).
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Rental car giant Hertz (HTZ) agreed to pay $50 per share for competitor
Dollar Thrifty (DTG), beating out rival bidder Avis Budget (CAR). The
cash and stock deal, worth $1.43 as of Monday’s close, is subject to
shareholder approval as well as regulatory approval.
Stocks fell in Europe and in China as the Euro Stoxx 50 Index and the
Shanghai Composite Index lost 0.83% and 2.42%, respectively. Stocks
in Tokyo surged Wednesday on news that the Bank of Japan intervened
in the currency markets to stem the rising Yen. The Nikkei 225 ended
the week 4.19% higher as a weaker Yen would benefit Japanese
exporters.
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Alternative Investments Market Update
Gold futures hit a new record high Thursday, settling at $1,271.90 an
ounce, as investors worry about depreciating currencies as some
countries discuss further monetary easing. Many investors are turning
to “hard assets” to avoid depreciating value. The Wall Street Journal
reported that AngloGold Ashanti (AU), a gold mining giant, cancelled all
hedges against falling gold prices—a risky bet predicting gold prices
continue to rise. Similarly, silver hit a near 30-year high on Thursday in
response to the currency worries. Crude oil pushed past a one-month
high on Monday as the ruptured pipeline near Chicago continued to leak.
Another pipeline near Buffalo, NY, carrying Canadian crude to the U.S.,
shut down due to a potential leak. The Energy Information
Administration reported U.S. crude stocks fell by 2.489 million barrels,
close to consensus estimates. Crude oil futures pulled back for three
consecutive sessions to end the week as supply disruptions eased.
Currency valuation concerns were again brought to the forefront as
tensions mount between the U.S. and China. Treasury secretary
Timothy Geithner criticized China for allowing the renminbi to appreciate
relative to the U.S. dollar too slowly. China responded by allowing the
renminbi to soar relative to the dollar this week, which underscores
additional fears that China has too much control over their currency.
Research released by Hedge Fund Research (HFR) indicated hedge
fund liquidations returned to their pre-crisis levels. In the second quarter
of 2010, 177 funds, or 2% of the industry, shut down; 201 funds launched
in the same period—down 20% from the prior quarter. HFR attributes
the decline of new funds to investors withdrawing assets from the
industry altogether, as well as more money flowing to already established
funds. Credit Suisse Group (CS) announced plans early this week to
acquire a stake in hedge fund York Capital Management. The move is
contrary to Credit Suisse’s peers, which are divesting similar risky
operations. By pledging not to invest any of their own capital but rather
opening the fund to their client base, Credit Suisse avoided any potential
conflict with the SEC and the Volcker Rule.
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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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