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Economic Update
The Wells Fargo/National Association of Home Builders (NAHB) Housing
Market Index, a gauge of builder confidence, remained soft for the third
straight month in January. According to NAHB, home construction
continues to be held back by an extreme lack of construction financing
and difficulties with appraisals. The report indicated that consumers and
home builders continue to wait for stronger signals of recovery in the jobs
market. NAHB believes that financing and problems maintaining credit
lines “threaten to significantly slow the onset of a housing recovery.” On
Thursday, the National Association of Realtors (NAR) announced that
December sales of existing homes increased 12.3% to a seasonally
adjusted annual rate of 5.28 million. At this sales rate, current inventory
represents an 8.1-month supply.
The Conference Board U.S. Leading Economic Index (LEI) increased
1.0% in December. The fourth straight monthly gain serves as an
encouraging sign for the strength of the economy. According to Ken
Goldstein, an economist at The Conference Board, “economic activity is
likely to continue to gain momentum in 2011.”
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The U.S. Department of Labor announced that claims for initial
unemployment benefits declined by 37,000 to a seasonally adjusted
404,000. This marks the third consecutive week of lower claims. The
four-week moving average decreased as well, falling 4,000 to 411,750.
Within world economic news, the European Central Bank (ECB) warned
of rising inflationary pressures in its January Monthly Bulletin, released
Thursday. Despite improving business confidence, the ECB believes
risks to the economic outlook are “still slightly tilted to the downside, with
uncertainty remaining elevated.” Headline inflation was 2.2% in
December, following a 1.9% level the previous month, which the ECB will
closely monitor. Despite inflation concerns, the ECB stated that its key
interest rates remain appropriate.

*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 modestly lower after healthy economic
releases, bolstering speculation the economic recovery is strengthening.
Prices rose on Friday as Asian central banks bought heavily in overseas
trading, according to Reuters. Although the U.S. economy has been on a
rising trajectory in the near-term, many strategists feel yields will not
increase dramatically amid continued Treasury note purchases by the
Federal Reserve along with benign inflation expectations. Traders
reduced bets on inflation as the spread between 10-year Treasuries and
similar maturity Treasury Inflation-Protected (TIPS) fell for the second
straight week.
Meanwhile, the yield curve, as measured by the spread between twoand thirty-year bonds, a record high of 4.00%. An upward sloping yield
curve is typical as the economy expands and is steepest during the
earliest stages of the recovery. Eventually, investors anticipate the Fed
will begin raising interest rates to stave off inflation, which tends to lift
short-term rates and flattens the curve. However, the slope of the curve
has not started to flatten, as might be expected at this point in the
recovery, which officially began in July of 2009, according the National
Bureau of Economic Research. This suggests, perhaps, that investors
may not expect the Fed to be as aggressive as in the past in raising
rates, even if they see inflation expectations begin to rise.
Issue

1.14.11

1.21.11

Change

3 month T-Bill

0.15%

0.16%

0.01%

2-Year Treasury

0.59%

0.65%

0.06%

5-Year Treasury

1.95%

2.06%

0.11%

10-Year Treasury

3.35%

3.47%

0.12%

30-Year Treasury

4.53%

4.60%

0.07%

Yield Curves
6.0%
5.0%
4.0%
3.0%
2.0%
1.0%
0.0%
2 yr

3 yr

5 yr

U.S. Treasury

10 yr

Muni (Tax Equiv.)*

Source: U.S. Department of Treasury, Standard & Poor's, FTN Financial
*Taxable Equivalent rate is calculated by using a 35% tax margin

Source: Bloomberg, FTN Financial, The Wall Street Journal, U.S. Department of Treasury.

4.0%

50

3.0%

Source: Merrill Lynch

Source: Merrill Lynch

1/18/2011

150

9/20/2010

5.0%

5/21/2010

250

1/21/2010

6.0%

1/22/2009

350

1/18/2011

7.0%

9/20/2010

450

5/21/2010

8.0%

1/21/2010

550

9/21/2009

9.0%

5/22/2009

650

1/22/2009

10.0%

9/21/2009

U.S. Investment Grade Corporate Bond Yields (BBB-A)

750

5/22/2009

U.S. Investment Grade Corporate Bond Spreads (BBB-A), in bps

January 21, 2011
[page 3]

MainStreet Advisors
Financial Market Update
Stock Market Update
Stocks were mixed this week, with the S&P 500 slipping for the first time
in eight weeks and the Dow Jones Industrial Average extending its
impressive rally over the same time period. Markets started the holidayshortened week with slight gains on Tuesday resulting from positive
manufacturing data overshadowing disappointing earnings reports from
some big-name companies. Lackluster corporate announcements
continued on Wednesday, weighing down the S&P 500 and NASDAQ
Composite indices 1.01% and 1.46%, respectively, while the Dow was
held afloat by positive earnings from International Business Machines
Corp. (IBM), dipping merely 0.11% by the end of the day. Optimistic
reports on Friday lead by impressive earnings at General Electric
Company (GE) helped investors regain confidence, sending markets
back on an upward path. The gains on Friday were not enough to erase
the week of declines for the S&P 500, which finished down 0.76%,
however the Dow Jones Industrial Average was able to post a 0.72%
increase. The NASDAQ Composite index, which slid from Wednesday
on, ended the week down 2.39%.
General Electric Company (GE) dominated headlines on Friday after the
company released fourth quarter financials that far exceeded analyst
forecasts, pushing shares up 7.11% by the end of trading. The report
reflected a profit of $4.54 billion, a 51% jump from a year ago, and the
highest level of orders since 2007. A broad restructuring of the
company’s industrial and financial portfolio drove the strong results.
Apple Inc. (AAPL) dropped 6.24% this week after word circulated that
Steve Jobs would take another medical leave from the company. The
news overshadowed an impressive report on Tuesday that showed sales
at Apple rose 71% to a record $26.74 billion in the first-quarter on strong
iPhone and iPad sales. Goldman Sachs Group, Inc. (GS) reported a
53% drop in earnings for the fourth quarter, attributing the decreases to
declines in its investment banking and trading segments. Shares of
Goldman Sachs fell 5.03% on the week. Internet search giant Google
Inc. (GOOG) released earnings this week that beat estimates, with profits
jumping 29%. The company also announced that co-founder Larry Page
would take over the role of chief executive. Shares ended the week
down 1.98%.
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Broad commodities ended the week relatively flat as the Dow Jones UBS
Commodity Index finished 0.15% higher. Positive contributors were
those with supply concerns, such as sugar and cotton. According to
Bloomberg, cotton for March delivery rose the maximum allowable
amount in three of four trading days this week. Chinese imports jumped
86% in 2010, according to a report released by China’s General
Administration of Customs, even as global inventories are at the tightest
level since the mid-90’s.
Nearby gold contracts slipped 1.44%, the third consecutive weekly loss,
and is headed for the first monthly loss since July. Speculation that
interest rates will rise given continued strength in the economy reduced
the appeal of the precious metal, eroding the argument based on low
opportunity costs. Crude oil (-2.72%) traded lower each day this week on
continued concerns that China may take further steps to cool their
economy, as well as a surprise increase in U.S. inventories.
The International Energy Agency (IEA) released a report mid-week
calling for increased crude oil production from OPEC. Demand estimates
for 2011 were boosted by 320,000 barrels a day. In the report, the IEA
notes that faster-than-expected demand growth may cause oil prices to
surge, threatening the health of the global economic recovery unless
production elevates. OPEC fired back by saying that “any assumption
that there is tightness in the market…is incorrect,” according to the Wall
Street Journal. Global stockpiles remain elevated relative to historical
standards, despite OPEC keeping their production ceiling unchanged
and global stockpiles falling considerably in recent months.
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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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