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Economic Update

“Operation Twist” is a go, but nobody seems too excited about it. The
FOMC met this week and in a much anticipated move announced it will
start selling short-term Treasuries and buy $400 billion in longer maturity
Treasuries by the end of June 2012 in an effort to lower long-term credit
costs. They will also reinvest certain bond maturities into agency
mortgage-backed securities to support the conditions in the mortgage
market. The level of interest rates are not what is hindering growth,
though, and it is becoming clear there is little more the Fed can do at this
point to help the economy. The statement issued by the FOMC also took
a slightly more negative stance on the economy saying “there are
significant downside risks to the economic outlook, including strains in
global financial markets.”
Things are not looking much better on the global front. The International
Monetary Fund warned that "the global economy is in a dangerous new
phase," and lowered its expectations for world economic output growth to
4% for 2011 and 2012. In Europe, Standard & Poor’s downgraded Italy’s
debt to A citing weakening economic growth prospects, and fears of a
Greek default were yet again in the headlines. Greece announced further
budget cuts this week that included reducing the public employee
headcount by 30,000 and cuts to pension benefits for workers. These
measures are aimed at meeting fiscal targets that are necessary for the
country to secure the next €8 billion in emergency funding. Without those
funds, Greece would default on its obligations sometime in mid-October.
There were mixed reports out for the troubled housing market this week.
Housing starts dropped 0.5% in August while permits rebounded 3.2%,
according to the Commerce Department. The data suggests while new
home construction is still very weak, it does not appear to be getting
worse. Existing home sales showed surprising strength in August,
surging 7.7% higher according to the National Association of Realtors.
The higher sales helped bring the home supply down to 8.5 months from
9.5 months in July.

Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, The Conference Board, the National Association of Realtors, the National
Association of Home Builders, the European Central Bank.
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Bond Market Update
U.S. Treasuries posted strong gains yet again, with the 10-year Treasury
yield closing at its lowest level in at least 60 years. Treasuries along the
entire yield curve have returned an average of 9.8% this year, according
to Merrill Lynch, with the 10-year note gaining 18% and the 30-year bond
rallying 36%. Demand for government securities surged as stocks traded
lower and investors looked for a safe haven on renewed worries a
European debt crisis could eventually have a significant global impact on
the markets. The Federal Reserve’s latest stimulus announcement failed
to reassure investors. The central bank said it would initiate a program to
buy longer-term U.S. government debt and lower borrowing costs in an
effort to shore up a still weak economy. They also announced another
program to support the mortgage market by reinvesting maturing housingrelated debt into mortgage-backed securities.
On Friday, the markets got a brief lift from talk the European Central Bank
is considering stimulus measures to cope with the region’s debt crisis.
These measures include reintroducing a lending facility via which banks
can borrow low-rate loans for 12 months or longer, cutting interest rates
as soon as October and possibly purchasing eurozone bank debt. In an
attempt to relieve investor anxieties, the ECB has already been buying
government bonds and recently joined the Fed and other central banks to
ease U.S. dollar funding stresses among European banks.
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Stock Market Update

Stock markets plummeted this week as fears about a global recession
escalated once again. Equity investors took profits on Monday after last
week’s 5% rally. While the move from the Fed on Wednesday was as
expected, the official statement noted “significant downside risk to the
economic outlook.” This caused markets to decline between 2-3% on
Wednesday and over 3% on Thursday. For the week the Dow fell 6.4%
to close at 10,771.48. The broader S&P 500 Index closed at 1,136.43,
down 6.5% from the prior week. The NASDAQ Composite Index declined
5.3% to close at 2,483.23. Defensive sectors such as utilities (-0.8%) and
consumer staples (-3.3%) declined less than the S&P benchmark.
Materials stocks suffered the worst beating, down over 10% for the week.
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Purchasing manager surveys out of China and the eurozone also
weighed on the markets this week. China’s Manufacturing PMI dropped
to a two-month low, indicating a slowdown in the Chinese economy. The
preliminary eurozone composite PMI dropped to 49.2 this month, pointing
to the first decline in private sector activity since 2009.
Packaged-food maker General Mills Inc. (GIS) reported first quarter
results that beat estimates and the company confirmed its full-year
outlook. Nike (NKE) reported Friday, with revenues, earnings and futures
orders ahead of expectations. Discover's third-quarter profits more than
doubled as card volumes grew and the delinquency rate for loans over 30
days past due declined to a 25-year low. The company also put less
aside for loan loss reserves.
It was also a good week for tech stocks as Oracle (ORCL) and Adobe
(ADBE) reported strong earnings. Hewlett Packard (HPQ) jumped 7% on
Wednesday on news of the ouster of CEO Leo Apotheker who has been
replaced with Meg Whitman, former CEO of eBay (EBAY). Apotheker
was disliked from the start of his short tenure with the shares down 45%
since the announcement of his hiring as chief executive last September.
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Gold fell more than $160 this week as investors sold the metal to cover
losses in other assets. There is the belief that investors are selling the
metal to meet margin calls because 2008 is still very fresh in their minds.
In October 2008, gold tumbled 18% but then rebounded and gained 23%
in the next two months. Many view this correction in gold as temporary
and similar to that of 2008 in the sense that it could very well bounce
back. The precious metal ended the week down 8.90%, settling at
$1,653.20 an ounce, less than three weeks after the metal hit a record
$1,923.70 on September 6.
Gold wasn’t the only commodity hard hit this week. Crude oil finished the
week down 8.81%, settling at $80.16 a barrel, its lowest level in more
than six weeks, over the ongoing concern that the global economy is on
the brink of another recession. Copper was also a casualty of the decline
amongst commodities, reaching a one-year low earlier in the week. The
S&P GSCI Index of 24 commodities, including oil, gold, and silver among
others, fell to its lowest level since December, erasing this year’s gains.
For the past two years, some of the world’s biggest hedge funds have
been investing in gold, betting the precious metal would provide an
effective hedge against inflation and a safe haven as the equity markets
around the world stumbled. However, many experts are attributing the fall
of gold this week towards these same hedge funds, which have been
reducing their exposure in gold futures after peaking in early August. The
popular belief is that these funds did so in order to raise cash to meet
increased capital demands for their borrowings from banks, as the assets
they put up as collateral have been declining sharply in value. Another
theory is that hedge funds may be selling to meet redemption requests
from investors who have been startled by the recent market volatility and
fear a repeat of 2008. Not all are declaring an end to the gold rush as the
metal remains one of the most profitable investments this year, with a
gain of 22%, even with the pull back.
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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.
120 North LaSalle Street, 37th Floor
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