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Economic Update
The U.S. trade deficit widened a sharp $4.5 billion in November to $47.8
billion, according to the Commerce Department. Imports were up 1.3%
while exports declined 0.9%. The first widening of the trade gap in five
months was led by a $3.4 billion expansion of the petroleum gap. There
were several factors behind the widening of the nonpetroleum gap,
including a drop in exports of nonmonetary gold and an increase in
automotive imports. The numbers come on the heels of a report released
on Tuesday showing China’s export growth slowed in December to its
lowest level in two years on weakness in demand from Europe.
The European Central Bank (ECB) decided to hold interest rates steady
at 1% during its first policy meeting of the year, following consecutive cuts
at its last two meetings. ECB president Mario Draghi said, “There are
tentative signs of stabilization of economic activity at low levels.” He also
indicated monetary policy will remain accommodative, and the ECB
stands ready to act if additional monetary easing is necessary.
Retail sales in December were lower than expected, but this was partially
offset by upward revisions to the previous two months of data. Retail
sales edged up 0.1% in December, according to the Commerce
Department, while the November figure was revised up to 0.4% from
0.2% and October was revised to 0.7% from 0.6%. The December
number was boosted by a 1.5% increase in motor vehicle and parts sales,
but was dragged down by a 1.6% drop in gasoline sales. On a year-overyear basis retail sales were up 6.5%, down from 7.0% in November.
The steady trend of improving initial jobless claims hit a bit of a snag for
the week ended January 7. According to the Labor Department, the
number of Americans filing for first-time unemployment benefits jumped
24,000 to 399,000. The reading pushed the four-week average up 7,750
to 381,750. It is a disappointing start to the 2012 employment picture, but
one week of data is not nearly enough to suggest the job market is
reversing course.

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 sell-off on Thursday due to a weak 30-year auction, U.S.
Treasuries rallied sharply on Friday to finish the week higher. According
to the Wall Street Journal, a senior French government official said Friday
that Standard & Poor’s had notified them of its decision to downgrade the
country’s rating from AAA to AA+, sparking the flight-to-quality trade.
Spain, Italy and Austria were also downgraded by S&P, leaving Germany
as the only stable AAA rated country in the region. While Finland, the
Netherlands and Luxembourg kept their AAA ratings, they were put on
negative watch. Separately, an Italian government bond auction drew soft
demand, triggering additional uncertainty as market participants continue
to view these auctions as market risk events.
France has become a focus in the fixed income arena because a
downgrade will increase borrowing costs for the European Financial
Stability Facility (EFSF), whose own rating depends largely on the credit
quality of the countries that back it. Reflecting this change, the EFSF,
which has been placed on negative watch by S&P, would then have to
pass on these higher borrowing costs to countries such as Ireland and
Greece, making it more difficult to reduce budget deficits. Despite these
concerns, many market participants are not convinced the downgrades
will have a significant impact on the markets. “It’s not a catastrophe,”
French Finance Minister Francois Baroin told France 2 television, noting
his country now has the same rating as the U.S.
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Stocks finished the week higher, but were down Friday as worries
continued over the European debt situation. The Dow Jones Industrial
Average closed at 12,422.06, down 62 points for the week, or down
0.50%. The broader S&P 500 Index ended the week down 0.88% to
close at 1,289.09, while the NASDAQ Composite finished lower by 36
points, or down 1.36% to close the week out at 2,710.67.
JPMorgan Chase (JPM) was the first major bank to report this earnings
season. CEO, Jamie Dimon, called the results “disappointing” but said
JPMorgan “sees signs of an improving economy.” The earnings fell 23%
from the prior year with the lone bright spot coming from the retail
banking sector, which has a profit growth of 16% to $533 Million. The
company earned $0.90 per share in the fourth quarter, down from $1.12 a
year earlier. The company traded down 3% intraday and finished the
Friday session down 2.5% to close at $35.92. The focus next week will
be the earnings of Wells Fargo (WFC), Citigroup (C), Goldman Sachs
(GS), Morgan Stanley (MS) and Bank of America (BAC).
European shares were hit hardest on Friday as ratings agency Standard
& Poor’s cut France’s triple-A credit rating by one notch. France is the
eurozone’s second largest economy making this particularly costly to the
European Financial Stability Facility (EFSF), the eurozone’s temporary
rescue fund. With the downgrade to France, the rescue fund may lose its
triple-A rating as well. Additionally, the EFSF has fallen flat recently in its
efforts to raise overseas capital. Standard & Poor’s is also on record
warning of further downgrades to a possible 15 countries, including
Germany, Austria and the Netherlands. Shares of European companies
were down over 1% on Friday, but did finish the week in positive territory.
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The Dow Jones UBS Commodity Index fell almost 2% this week as corn,
wheat, and natural gas prices all fell significantly. The notable
contributors were the metals; gold, silver, zinc, platinum, and tin all
gained over 5% so far this month. Crude oil fell back to under $100 per
barrel after macroeconomic factors suppressed prices, and the Middle
East and Europe are once again in the spotlight. Fresh concerns about
the European debt crisis brought prices down but potential supply issues
limited the drop to a minimal level. Separately, Saudi Arabia announced it
would offset any loss of supply from the Iran sanction situation while the
U.S. proclaimed any blockade by Iran of the Strait of Hormuz would “not
be tolerated.” These announcements diffuse the potential for a resulting
run-up in oil prices, at least in the short-term, but also spark further
curiosity about how this international issue will play out. Gold hit a onemonth high on Thursday before slipping significantly on Friday to end the
week at around $1,630 per ounce. This can be attributed mostly to the
appreciation of the U.S. dollar and the increased downgrade concerns in
Europe.
Last year was great for real estate investment trusts (REITs), as many
were able to acquire assets in desirable market conditions. In a recent
report from the National Association of Real Estate Investment Trusts
(NAREIT), REITs were able to take advantage of their “cost and access
to capital to really be able to pursue and acquire well located assets at,
more often than not, very reasonable prices,” since banks were putting
more assets on the market as over-leveraged borrowers were faced with
increased pressure. The report went on to note how cap rates today are
in the high fours and low fives for a high quality asset in one of the core
coastal markets and there is a good chance REITs will be able create
value with those acquisitions, especially with decent growth over the next
couple of years. Despite limited job growth in 2011, the apartment sector
showed strong fundamentals as landlords were able to increase rent.
Along with the continuing decline in home ownership rates, the sector
benefited from a reduced supply, thanks to the construction freeze from
the downturn.
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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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