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Economic Update
China’s economic growth is officially starting to accelerate. Fourth
quarter GDP surprised to the upside coming in at 7.9%, marking the end
of a two-year growth slowdown for the world’s second largest economy.
Gross domestic product for the full year was up 7.8%, beating the
government’s 7.5% target. This has alleviated some concerns the
country may face a hard landing amidst a recession in Europe and efforts
by their own government to cool the Chinese real estate market. There is
still the risk that inflation may heat up as they transition from an
investment economy to a consumer driven economy.
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There is still no indication of inflation posing a threat to the current equity
market rally. The consumer price index came in flat for the month of
December thanks to lower energy prices. Inflation is now running at an
annual pace of 1.7%, down slightly from 1.8% in November. Prices at the
producer level fell 0.2% with decreases seen in energy, food and capital
goods. The core rate excluding food and energy was up a mild 0.1%. Oil
prices have been rising over the past four weeks, though, so we may see
an uptick in January inflation numbers.
The housing market recovery showed its first signs of slowing down in a
number of months as the NAHB housing market index was flat at 47 for
the month of January. This was the first time in seven months the report
did not improve and the first time in nine months it came in below
expectations. The index, which tracks the sentiment of homebuilders,
proved to be a good leading indicator for the equity markets last year so
this report gives us a little pause. Housing starts on the other hand were
up a sharp 12.1% last month to an annual pace of 954,000 -- the highest
level we have seen since the summer of 2008. The steadily improving job
market has been supportive of the housing market of late. Initial
unemployment claims hit a recovery low for the week ended January 12,
falling 37,000 to 335,000. If we continue to see these kinds of numbers
we should expect a good employment report for the month of January.

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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Reflecting continued concerns over the final outcome of the lingering
fiscal negotiations, U.S. Treasuries finished the week higher as investors
sought out the safety of intermediate and long-term government debt. At
the same time, reports Congress may vote in favor of a three-month
extension of the nation’s borrowing limit provided a boost to short-term
Treasury Bills. Prior to this report, T-Bills had faced considerable selling
pressures given their prices are the most vulnerable to a default by the
U.S. government. Yields on four-month paper were traded higher than
securities due in three months, indicating investors were willing to pay a
premium to avoid maturities with a high default risk. Separately, Fitch
Ratings warned the government’s failure to raise the debt limit would
“very likely” prompt a downgrade of U.S. Treasuries, dismissing the
assurance of some Republicans that the Treasury Department would be
able to use incoming tax receipts to prioritize the payment of government
debt and interest. Meanwhile, after considerable outflows out of municipal
bond mutual funds during December in response to a proposed 28% cap
on tax-exempt interest, inflows into the sector have increased
considerably during 2013. While munis may not be included in any
immediate tax reform proposals this year, spending cut discussions will
likely keep the idea of new taxes in the spotlight, sparking demand for
tax-exempt securities.
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The markets were mostly flat to start the day Friday and rallied in the last
hour of trading to finish positive for the third week in a row. The Dow
Jones Industrial Average closed at 13,649.70 or up 1.2% to finish at its
highest level in five years. The broader S&P 500 Index ended the week
up 1.0%% to close at 1,485.98, while the NASDAQ Composite finished
higher 0.30% to close the week out at 3,134.71.
Shares of Apple (AAPL) have been making news this week as the stock
dipped below $500 a share from a high of over $700 back in September.
Much of the decline has been the rumored slowdown in iPhone sales.
Analyst’s estimates for the first quarter will be a shipment of 40 million
iPhones which would be a 16% decline from the previous quarter.
Additionally, AAPL has continuously traded on news of future products
which at the time seem to be lackluster at best. News is not all bad if you
bought the stock 5 year ago, currently your gain on the stock would be in
excess of 300%.
Other companies making news on the earnings front are Intel (INTC) in
the technology sector and Capital One Financial (COF) in the financial
sector. Both companies turned in lackluster results as INTC lowered its
forecast below the street estimates citing a slowdown in PC demand.
COF turned in disappointing earnings, also lowering its guidance for the
year. On Friday INTC fell 6.31% to finish the week at 21.25/share while
COF finished down 7.47% to close the week at 56.99/share.
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Crude oil flirted with the break-even point this week, as traders weighed
optimistic Chinese economic data and a bullish monthly oil report against
weak U.S. oil demand. Supporting oil prices Friday were expectations
that an expanding Chinese economy would translate into higher crude
demand. China, the world's second largest crude consumer, reported a
Q4 growth rate of 7.9%, up from 7.4% in the previous quarter, and
topping economists' expectations of 7.8% growth. Crude was also
bolstered by the International Energy Agency (IEA) raising its global oil
demand forecast for 2013, citing stronger demand from China. The IEA
expects global demand to increase by 900,000 barrels per day to 90.8
million. Oil was also helped by supply disruption fears courtesy of the
Islamic militant attack and hostage-taking on a gas plant in Algeria, an
OPEC member. Despite all this, demand remains weak domestically as
the U.S., the world’s biggest consumer of crude, saw demand for
petroleum products refined from crude, like gasoline, fall 2% to a 16-year
low in 2012 while domestic crude oil production jumped to a 15-year
high, the American Petroleum Institute announced this week. Gold also
posted gains this week, adding 1.33%, settling at $1,684.84 an ounce,
mainly from physical demand in China ahead of their New Year in
February along with the aforementioned better-than-forecasted Chinese
GDP data.
Hedge fund assets reached a record $2.25 trillion in 2012, gaining $60
billion in Q4. According to Hedge Fund Research (HFR), the industry
posted both performance gains and inflows in Q4, with the HFRI Fund
Weighted Composite Index gaining 1.3% on the month, bringing its fullyear gains to 6.2%. The industry saw net asset inflows of $3.4 billion, for
full-year gains of $34.4 billion. For the year, the biggest winners were
relative value arbitrage funds, which added 10.5% on the year and
attracted $41.4 billion in new capital, including $6.5 billion during Q4.
Relative value arbitrage funds now manage $609 billion, overtaking
equity hedge strategies for the first time since 1991. Equity hedge
strategies gained 1.86% last quarter, despite investors withdrawing $1.2
billion during the period. Total assets in equity hedge strategies finished
2012 at $598 billion.
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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
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Past performance may not be indicative of future results, and the performance of a specific individual account may vary substantially from
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by an individual client.
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cap). The index is shown in order for clients to make a comparison of performance for the designated time period. However, the indices
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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,
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