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Economic Update
Consumer confidence ended the year on a high note, according to the
Conference Board’s index. The index rose 9.3 points to 64.5 in
December, following a 15.1 point jump the previous month. Lynn Franco,
Director of The Conference Board Consumer Research Center said "After
two months of considerable gains, the Consumer Confidence Index is
now back to levels seen last spring (April 2011, 66.0). Consumers’
assessment of current business and labor market conditions improved
again. Looking ahead, consumers are more optimistic that business
conditions, employment prospects, and their financial situations will
continue to get better.” It is too soon to tell whether this upbeat mood will
lead to a sustainable improvement in confidence in 2012.
Home prices continued to slide in October, with the Case-Shiller 20 city
index edging down 1.2% for the month on an unadjusted basis. On a
year-over-year basis, home prices have now fallen 3.4%. “Some of the
other housing statistics posted relatively healthy figures for November,
but it seems that most of the good news was confined to the multi-family
sector,” says David M. Blitzer, Chairman of the Index Committee at S&P
Indices. This marks the third straight month of declines, and reinforces
the notion that recent gains in the number of homes sold are coming at
the expense of lower prices. A report released later in the week by the
National Association of Realtors showed the pending home sales index
was up a strong 7.3% in November, following a 10.4% increase the
previous month.
Initial jobless claims rose by 15,000 to 381,000 in the week ended
December 24, according to the Labor Department. Despite the rise, the
number is still comfortably below the key 400,000 level and the four-week
average continued its downward trend falling 5,750 to 375,000. This is
the best level yet during the recovery and indicates the improving labor
market is starting to find its footing. It should be noted that the figures
lack some clarity as estimates were needed for seven states, which is not
unusual for a holiday week.

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
Trading on light volume, U.S. Treasuries advanced for the week, as
Spain’s new government moved to increase taxes and reduce spending
to curb its large budget deficit. In a year marked by a global flight from
the eurozone’s sovereign debt crisis into safe-haven securities, U.S.
government debt returned almost 10%, as measured by Barclay’s U.S.
Treasury index, the largest yearly return since 2008. The biggest gainer
was the 30-year bond, with a return of 35%, far outpacing gold, another
favorite safe-haven asset class. Treasury Inflation-Protected Securities
(TIPS) gained almost 14%, the most since 2002. Spreads, or the
difference in yields, between 10-year Treasury notes and similar maturity
TIPS, a gauge of trader expectations for consumer prices over the life of
the securities, closed the year at 1.95%, indicating below average
expectations for inflation. Looking ahead, analysts are split on how the
market will perform next year, reflecting continued uncertainty regarding
global economic growth. With fears of a U.S. recession waning, the bond
bears argue bond yields will rise as demand for safety
moderates. Conversely, the bond bulls suggest global economic risks
and political concerns will provide the catalyst for continued gains in the
bond markets. Meanwhile, the yield on new 10-year Italian bonds issued
this week came in at slightly below the market sensitive level of 7%, lower
than November’s auction of 7.56%, but not at a rate that would calm
market anxieties over the country’s ability to raise funds next year.
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Stocks were little changed over the last week of the trading year for 2011
on little volume. Thursday, stocks ended higher putting the S&P 500
back into positive territory for the year in what has otherwise been a
volatile year for investors. The Dow Jones Industrial Average closed at
12,228.42, or down 0.53%. The broader S&P 500 Index ended the week
down 0.50% to close at 1,258.99, while the NASDAQ Composite finished
lower to close the week out at 2,607.69, or down 0.42% .

Weekly Change
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Shares of AMR Corp., the parent company of American Airlines, fell 35%
on Friday. Late in November the company filed for bankruptcy protection,
and, after 70 years of being listed on the NYSE, the company will be
delisted based on the exchanges minimum requirements. AMR Corp.
avoided bankruptcy earlier in the decade when US Airways, United and
Delta all filed for protection during the years of 2002 and 2005. Through
the restructuring, AMR is looking to alleviate some of the burdensome
labor costs and pension obligations.

-0.5%

Sears Holdings (SHLD) was another company ending the year on a
negative note. The company announced poor holiday sales and
subsequently announced that it will be closing 120 Sears and Kmart
stores. The company announced that holiday sales had a 5.2% decline
over the prior year and that earnings over the fourth quarter could be half
of what they were in 2010. The company has lost 30% of its value this
week and over 60% of its value since it traded in the low $80s in late
October and early November.
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Along with the rest of the market, real estate stocks fluctuated in Q4, but
are expected to end the year at approximately fair value, similar to levels
three months prior. Within the real estate sector, a flight to safety toward
cyclically defensive property sectors has been evident as investors
remain fearful of a slowdown in the macro-economy. However, according
to a recent report from Morningstar detailing the outlook for real estate
stocks, some sectors, especially those that renew leases on a near-term
basis, such as lodging and apartments, could see a reversal in operating
performance where the fundamental improvements seen through most of
2011 should hold in the near-term; this bodes well for investors. The
report went on to note how, relative to private investors and the public
non-traded real estate investment trust (REIT) space, publicly traded
REITs remain well-positioned. REITs are currently yielding around 4%,
and dividend payout as a percentage of funds from operation, in
aggregate, is approximately 70%, according to the National Association
of Real Estate Investment Trusts. Experts believe the commercial real
estate cycle is in the early stages of improvement, and though there may
be payout concerns on a granular company-by-company basis, the
industry as a whole likely will not suffer rolling dividend cuts across the
board in the near future.
Crude oil futures closed lower this week with the market wary of the
unclear outlook for global oil demand. However, prices finished the year
with more than an 8% increase, reflecting the incredible Q4 performance
for oil as prices gained approximately 25% quarter-to-date. Volatility in
this space is expected to ensue as developments in Europe continue to
muddle along. Similarly, gold closed higher this week, rebounding from
recent losses, to close the year with a 10% gain. Analysts expect the
debt issues facing many economies coupled with record low interest
rates will advance the surge behind the bullish run on gold in 2012.
However, experts recommend investors closely watch interest rates and
volatility that may stem from the potential deregulation of gold in China.
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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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