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Economic Update
Temporary distortions caused by Superstorm Sandy seem to be working
their way out of employment data. Weekly initial jobless claims had
surged to as high as 451,000 in the wake of the devastating storm, but
have settled back down to 370,000 for the week ended December 1 – a
number on par with data seen in the weeks leading up to the storm. The
effects of Sandy will linger a while longer in the four-week average which
rose to 408,000 and is now 36,000 above the month-ago figure. Despite
the surge in unemployment claims during the month the November
employment numbers came in much better than expected thanks to the
strongest month of retail hiring on record since 1939. Economists had
expected only 80,000 jobs to be added during the month, but the reported
number from the establishment survey was a much higher 146,000.
Much of that came from the 52,600 retail jobs added as stores hired more
people to help with the holiday shopping season. The household survey
showed the unemployment rate fell two-tenths of a percentage point to
7.7%, but it was a result of more people leaving the workforce than jobs
lost – not exactly the way we would like to see this number improve.
Overall we believe the report was good, just not as good as the headline
numbers would indicate.
The ISM manufacturing data showed a slight contraction in November
following two months of expansion. The purchasing managers index fell
to 49.5 from 51.7 the previous month. The new orders component
continued to grow, but weakness was seen in employment and
inventories indicating businesses are more cautious about future
demand. Comments from respondents were leaning more to the
negative side with regards to economic conditions and many noted
concerns over a lack of clarity with government tax and budgetary
policies holding them back from any expansion plans. The much larger
service side of the economy continued to show healthy growth at an
accelerated pace, with the non-manufacturing index rising to 54.7 for the
month. New orders were very strong at 58.1, but employers do not
appear to be adding much staff to meet the increased demand. The gain
in activity and orders is good news, but until the fiscal cliff issues are
addressed it appears businesses will be treading carefully.

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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Prolonged fiscal cliff uncertainty and the expectation of further
accommodation from the Federal Reserve kept U.S. Treasuries in a
narrow trading range for most of the week. In a sign market participants
remain on the sidelines until a clear deal emerges regarding tax and
spending cuts, bond market volatility as measured by Merrill Lynch’s
MOVE index dropped to its lowest level in five years. Separately, from a
valuation perspective, Treasuries remain very expensive relative to
historical levels. The Federal Reserve’s “term premium” model indicates
yields on government debt are roughly 0.94% lower than what is
considered fair value. The average over the past decade has been a
0.50% premium. Alongside this, yields on Treasuries with maturities out
to approximately 2022 remain below the rate of inflation, which suggests
U.S. Government debt offers investors an extremely low expected
return/high risk opportunity at this time. Meanwhile, concerns in the high
yield market are starting to mount as investors, desperate for yield,
continue to pour into junk-bond mutual funds and ETFs, with sales easily
surpassing record levels. At the same time, borrowing rates have never
been lower as companies can now borrow at rates somewhere in the
area of 6.6%, many times lower than average level over the past 20 years
of 9.2%. The combination of low rates and a boundless appetite for high
yield bonds has eroded lending standards as companies with very poor
credit ratings now borrowing on easier terms for questionable purposes.
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Volatility continued in most major markets with investors selling stocks
early in the week on weak U.S ISM data and fiscal cliff concerns.
Friday’s unexpectedly strong payroll number pushed markets higher early
in the day but negative consumer sentiment data led to mixed
performance for stock indices for the first week of December. The Dow
Jones Industrial Average closed Friday at 13155.13, up 0.1% for the
week. The S&P 500 Index finished at 1418.07, essentially flat over the
five-day trading period. The NASDAQ Composite Index fell 0.1 % to close
at 2978.04. Apple weighed heavily on the NASDAQ this week, down
nearly 8% on concerns about competitive inroads in the tablet market.
European markets were slightly more positive this week. Germany’s DAX
30 Index reached its highest level in almost five years after the
government reported factory orders grew 3.9% in October, reversing a
2.4% decline in September, well ahead of the 1% growth forecast.
European stocks as measured by the Stoxx Europe 600 Index increased
1.1% for the five-day trading period. Asian stocks were also positive with
the Nikkei continuing to rally, reaching a 7-month high. In China, the
Shanghai Composite Index rallied back from a four year low, up 4.1%
over last Friday’s close.
Mergers and acquisitions of note this week included Baxter’s $2.8
purchase of Swedish medical manufacturer Gambro, its largest
acquisition to date. Freeport McMoran announced its intention to acquire
both Plains Exploration and McMoran Exploration for nearly $20 billion.
Freeport’s shares sank 16% on the day of the announcement, and
another 4.2% the following day, hitting 15-month lows. Six analysts
downgraded the stock, questioning the company’s strategy of diversifying
into the oil and gas business, the acquisition price and the fact that
shareholders will not get a chance to vote on the deal.
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Gold rose on Friday, rebounding from early lows, as upbeat U.S.
nonfarm payrolls data did not alter the expectation that the Federal
Reserve would continue to use bullion-friendly economic stimulus to
boost growth. For the week though, the precious metal was down 0.68%
for a second consecutive weekly loss, settling at $1,703.45 an ounce.
Gold fell to a one-month low earlier in the session as safe-haven buying
declined after data showed U.S. employers hired more workers than
expected in November and job growth remained on a steady but slow
path. However, gold buying emerged as the market later focused on
downward revisions to the job figures in September and October.
According to Reuters, a sharp decline in consumer confidence in early
December and short-covering by funds also lifted gold prices. Analysts
did note the encouraging jobs report was not enough to dash hopes of
more Fed quantitative easing to ease worries about the fiscal cliff,
referring to tax hikes and spending cuts set to kick in early next year.
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Crude oil extended losses for a fourth straight day to end below $86 a
barrel Friday on continued demand concerns over some mixed
macroeconomic data. Oil prices fluctuated on positive jobs data and
weak consumer sentiments out of the U.S., even as the dollar
strengthened against some major currencies and the euro dropped.
Investors continued to chew over an official oil report earlier in the week
though, which showed a more-than-expected increase in gasoline
inventories, fueling concerns of demand growth. For the week, oil lost
3.19%, or $2.83, to settle at $86.02 a barrel.
Hedge funds posted gains last month as equities traded in a wide intramonth range following the U.S. Presidential election and continued focus
on the U.S. fiscal cliff. The HFRI Fund Weighted Composite Index
gained 0.35% in November posting its fifth gain in the last six months,
according to data released this week by Hedge Fund Research. Relative
Value Arbitrage and Event Driven strategies were the top contributors
last month, with both the HFRI Relative Value Arbitrage Index and HFRI
Event Driven Index gaining 0.7%.
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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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