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Economic Update
Political theater in the eurozone continued this week, with the Prime
Ministers of both Greece and Italy agreeing to step down. George
Papandreou submitted his resignation on Thursday after forming a
coalition government with the support of the majority of the opposing
party. Former European Central Bank vice president Lucas Papademos
has been named the interim prime minister of Greece. Italian Prime
Minister Silvio Berlusconi also announced he would step down once
austerity measures demanded by the EU were adopted by both houses of
parliament. The Italian Senate passed the measures on Friday, 156
votes in favor to 12 against, with opposition lawmakers not in attendance.
The lower house is expected to vote on Saturday. Italy, with €1.9 trillion
in debt – roughly 120% of their GDP – is a much larger problem than
Greece.
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The U.S. trade gap unexpectedly narrowed in September, according to
the Commerce Department. The trade deficit shrank $1.8 billion to $43.1
billion as exports increased by 1.4% while imports only increased 0.3%.
One of the key drivers to the improvement came from a $1.55 billion
increase in nonmonetary gold exports that may have been a reflection of
the flight-to-quality seen in the markets that month. Still, even excluding
this, exports were fairly strong which is encouraging.
Inflation pressure is easing in both imports and exports, according to a
report from the Commerce Department. Import prices fell 0.6% in
October as the cost of petroleum dropped 1.0%. Meanwhile, export
prices dropped a sharp 2.1% as agricultural prices fell 6.5%. Year-overyear, import prices are still up 11.0% and exports are up 6.3%, but the
report shows the threat of higher inflation may be waning.
The steady, downward trend in initial jobless claims continued last week,
according to the Labor Department. The number of U.S. workers filing for
first-time unemployment benefits fell to 390,000 for the week ended
November 5 from a revised 400,000 the previous week. The four-week
average fell 5,250 to 400,000 and now looks poised to break through that
key psychological level.
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
After a volatile week, U.S. Treasuries finished mostly unchanged with
Italy moving to the center of the crisis on increased fears the country will
need emergency aid. Other events that drove volatility included an
erroneous report that Standard & Poor’s downgraded France along with
weaker than anticipated bidding on the week’s Treasuries auctions.
Investors drove Italy’s 10-year bond yield to a new high after LCH
Clearnet, a clearing house, increased the deposit it demands for trading in
these securities. The country also sold one-year bills at a yield of 6.09%,
the highest level in 14 years.
Meanwhile, Standard & Poor’s rating agency said a message was
erroneously sent to some subscribers suggesting France’s AAA rating
had been lowered. The error sparked a cutting response from the
European Union. “This is a very serious incident. This shows that we are
in an extremely volatile situation, that markets are extremely tense, and
therefore that players on these markets must be extremely rigorous and
exercise a duty of responsibility,” EU Internal Market Commissioner
Michel Barnier said in a statement. In a sign of heightened market
anxiety, this incident sparked the worst day for Frances’ government
bonds since before the euro was launched in 1999. Market strategists feel
that although S&P marked the alert as accidental, it suggests the ratings
agency is likely deep in review of the country, feeding concerns that
Europe’s debt problems may engulf the region’s second largest economy.
Issue
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Source: Bloomberg, FTN Financial, The Wall Street Journal, U.S. Department of Treasury.
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Stock Market Update

The stock market rose four out of five days and finished the week in
positive territory as plans are beginning to take motion with the bailout
efforts of Greece and Italy. The Dow Jones Industrial Average closed at
12,153.68, up 170 points for the week, or up 1.42%. The broader S&P
500 Index ended the week up 0.85% to close at 1,263.85, while the
NASDAQ Composite finished down 0.28%, closing the week at 2,678.75.

Weekly Change
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Shares of European companies rallied on the news that efforts are in
place and a plan is being implemented for the bailout of European
sovereign debt. Part of the plan was for the Greece Prime Minister,
George Papandreou, to step down, which he did on Thursday. Friday
morning Greece swore in a new PM, Lucas Papademos, a former banker
and European Central Bank Vice President, who will now form a new
national, unified government. Italy followed suit and passed several
measures that will allow for the resignation of Prime Minister Silvio
Berlusconi over the weekend.
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Shares of Cisco Systems (CSCO), the world’s largest maker of
networking equipment, rose over 5% after the company hosted its
quarterly conference call this week. John Chambers, CEO, has
discussed a turnaround plan in prior calls with an emphasis on boosting
profits. The plan that has taken shape involves scaling back operational
expenses, revamping the management structure and refocusing on the
core products of the business.
Shares of Green Mountain Coffee Roasters (GMCR), one of the best
growth stories over the past couple of years, dropped over 30% after
announcing fourth quarter earnings this week. A stock that was once a
high flyer and trading around $110 in September is trading under $50 to
end the week. The results were lackluster, and many feel the growth
story has been overhyped.
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Gold ended the week up 1.91%, or $33.60, to settle at $1,789.90 an
ounce. The precious metal suffered declines early in the week, which
subsequently enticed buyers back, enabling the metal to end the week
up. Signs of the dollar weakening provided additional support for the
metal’s weekly gain. Crude oil also posted gains this week, up 4.89%,
closing at $98.97 a barrel.
Real estate investment trusts (REITs) are currently in a better position to
withstand another recession than they were in 2008. In a report from
Moody’s Analytics, REITs are now in a more favorable position to cover
their debt maturities over the next 18 months compared to where they
were prior to the recession three years ago. Analysts also claim REITs
having large asset pools provides investors an avenue to raise cash
during a potential crisis. Furthermore, many believe the majority of
property sectors have either reached or are approaching troughs in their
rental rates, which essentially allows REITs to have more cushion should
the country slip into another recession. Last month, Moody’s Analytics
projected the probability of a recession within the next six months to be
45%, up from its June 2011 estimate of 26%, and do not expect an
improvement anytime soon.
According to a report from FinAlternatives, hedge fund managers should
expect “a large influx of capital” from institutional sources over the next
12 months. Industry data provider Preqin noted assets could reach the
pre-financial crisis mark of $2.6 trillion this time next year. Their
predictions were based on a poll of 64 hedge fund investors, which
revealed 80% are considering investing with new managers over the next
12 months and the remaining 20% stating they would focus on their
relationships with existing managers. Also, 38% of investors plan to
increase their allocations to hedge funds over the next year, while only
9% intend to cut back. The poll found that 20% of investors had more
confidence in hedge funds now than they did in 2010, while 66% said
they felt the same level of confidence. In terms of strategy-specific funds,
the most popular was long/short equity, which 38% of investors said they
were seeking.
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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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