MainStreet Advisors

MainStreet Advisors
Financial Market Update

September 7, 2012
[page 1]

Economic Update
The big news this week came out of Europe as ECB president Mario
Draghi outlined a plan to buy euro area government bonds. The ECB will
engage in outright monetary transactions to “address severe distortions in
government bond markets," which he said stem from "unfounded fears on
the part of investors of the reversibility of the euro." There will be no limits
on the size of the purchases, but governments who want the ECB to buy
its bonds will be subject to a program of reforms and oversight. The
move is one of the most significant we have seen yet in dealing with the
sovereign debt crisis.
Initial jobless claims fell a sizeable 12,000 to 365,000 for the final week of
August, but the monthly employment situation report was not as strong.
The monthly jobs number came in less than expected for the month of
August, increasing the likelihood of additional easing from the Fed. The
market was projecting an increase of 125,000 but only 96,000 jobs were
added during the month, according to the Labor Department. The private
sector continues to be the only source of job growth adding 103,000 while
the government shed a further 7,000 from the payrolls. The
unemployment rate dropped from 8.3% down to 8.1%, but the
improvement was in large part due to a sharp 368,000 person drop in the
labor force.
The outlook for the manufacturing sector of the economy continued to
deteriorate in August according to the Institute for Supply Management
(ISM). The ISM’s purchasing manager’s index came in at 49.6 indicating
slight contraction. Of more concern was the new orders component
which contracted for the third straight month coming in at 47.1. The lack
of new orders is having an obvious impact on production which fell 4.1
points to 47.2. In contrast to weakening manufacturing the much larger
services side of the economy continued to show wide strength. The
ISM’s non-manufacturing composite was up 1.1 points to 53.7 – the best
monthly gain since May. The positive side of both reports was the
strongest component of each was employment, which should indicate a
stronger job market.

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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Positive U.S. economic data coupled with an ECB outline for unlimited
sovereign debt purchases roiled bond markets globally. In the U.S.,
investors generally moved out of bonds and into riskier asset classes.
Treasuries slumped across the yield with longer duration bonds selling off
the most. Investment grade paper followed suit while below investment
grade joined the rally in low quality assets and moved higher. Even a
disappointing August jobs number on Friday failed to bring investors back
to high quality paper, although losses were trimmed for the week.
European fixed income investors followed their American counterparts in
selling safety and buying risk. Although ECB President Mario Draghi did
not formally announce details of the proposed ECB sovereign debt
purchases until Thursday, investors traded on information that was leaked
to the press all week. The plan calls for the unlimited purchase of
sovereign debt of up to a three year maturity for nations willing to abide by
austerity terms. Yields on Spanish and Italian bonds dropped to multimonth lows on the news, and investors were further heartened by reports
that the ECB purchases will not have preferred creditor status over other
investors.
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Domestic equity markets were positive across the board in this holidayshortened week as the Dow Jones Industrial Average, the S&P 500 Index
and the NASDAQ Composite Index all closed at multi-year highs on
Thursday. While a weaker than expected jobs report on Friday initially led
to market declines, all three indices were up for the day. In an attempt to
restore stability into the Spanish and Italian debt markets, the European
Central Bank announced on Thursday a plan to purchase short-term
bonds of troubled eurozone countries, sending stock markets rallying
across the globe. For the week, the Dow Jones Industrial Average
increased 1.7%, closing out at 13306.64. The S&P 500 Index finished at
1437.92, up 2.2%. The NASDAQ Composite Index was the strongest
domestic index, ending the week at 3136.42, 2.3% higher than last
Friday.

Weekly Change
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In Europe, stocks increased 2.3% over the five-day trading period, the
strongest weekly rise since early June. In China, news that the China
manufacturing PMI slowed to 47.6 was followed later in the week by
reports of major new infrastructure projects in China. The Chinese
National Development and Reform Commission approved plans to build
at least thirteen highway projects and other municipal and port
developments as well as twenty-five new railroad projects over the next
three to eight years. Economists believe the value of these plans
approach 1 trillion yuan, or about 2.1% of the size of the Chinese
economy. The Shanghai Composite Index increased 3.9% for the week.
Apple hit another all-time high despite announcements this week from
rivals of new smart phones and tablets. FedEx reduced its earnings per
share guidance, blaming a soft global economy. Intel fell over 3% on
Friday when the company lowered its third quarter revenue outlook due to
weaker-than-expected processor demand, as computer manufacturers
manage chip inventories in response to challenging economic conditions.
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Extending a month-long rally, gold ended the week up 2.59%, settling at
$1,738.70 an ounce, after the ECB announced its plans for a potentially
unlimited bond-buying program on top the U.S. adding fewer jobs last
month than forecasted, bolstering the notion the Fed might announce
new stimulus measures. Gold prices hit record highs on the Fed's past
methods for easing, triggering concerns about inflation and leading
investors to stock up on hard assets like precious metals.
Oil prices also rose after a disappointing jobs report weakened the dollar
and reinforced expectations for stimulus from the Fed. For the week,
crude was up 1.99%, closing at $96.32 a barrel. Oil prices received a lift
from expectations that the jobs report increases the likelihood the Fed’s
two-day policy meeting next week will result in a third round of
quantitative easing, or QE3. Crude prices typically rise on signs of central
bank action as investors look to physical assets such as oil, copper or
gold for protection against a weakening dollar. Prices rallied sharply
following the Fed's initiation of QE2 in late 2010.
Hedge funds gained last month as global stocks rallied on speculation
the Fed may take additional steps to boost the economy in addition to
Europe moving closer to containing its debt crisis. According to data
compiled by Bloomberg, hedge funds climbed 0.7% in August, as longshort equity, multi-strategy and global macro funds all posted gains.
However, after significantly underperforming the broader-stock market for
yet another month, investors are showing signs that their patience is
wearing thin as redemptions have become a noticeable trend over the
past three months, which have seen a net of $15.56 billion in outflows
from the $2.5 trillion industry. The funds saw redemptions of $11.81
billion for July, the most recent month for which data is available, with
fixed income the only strategy to see inflows, according to eVestment.
Fund flows for the year, though, remain positive at $9.93 billion. Many
analysts believe the recent flight is reflective of difficulties the industry
has seen in a highly correlated market driven far more by the latest news
out of Europe and not by individual company performance.
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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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