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Economic Update
On Wednesday President Obama nominated Janet Yellen to be the first
female chairman of the Federal Reserve. The nomination removes an
uncertainty that has existed since around July and should reassure
markets and restore some clarity in Fed communications. Yellen is
dovish when it comes to monetary policy, therefore, with her nomination
and the current government shutdown the market should expect a further
delayed phasing out of QE. Yellen still has to clear Senate confirmation,
but it should not be too difficult for her to get unanimous Democratic
support and enough Republicans to clear the 60-vote hurdle.
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The weekly initial jobless claims number was up drastically for the week
ended October 5. Claims surged 66,000 to 374,000 for the week, but
about half of that gain can be attributed to a backlog of applications in
California from a computer changeover last month. (Furloughed federal
employees are not counted in this data.) Still, about 15,000 claims were
attributed to non-federal employees affected by the government
shutdown. With the ongoing issues in California we can’t give any
significant weight to these nebulous readings.
The partial shutdown of the Federal Government continues to deprive
economists of some of their favorite data. The international trade
balance data from the Commerce Department, retail sales numbers from
the Census Bureau, and the Producer Price Index (PPI) from the Bureau
of Labor Statistics all went unreleased this week. This gives us a chance
to report some lesser-observed things in the economy, like weekly U.S.
lumber orders which have picked up again recently. The correlation
between lumber orders and housing starts has been 97% since 1996, so
this is a good sign for the new home market. There was also further
evidence of the Energy Renaissance as the seasonally-adjusted weekly
U.S. crude oil production surged to a 24-year high, helping the U.S. beat
out Russia for the title of world’s #1 energy producer; this has huge
implications for the future of U.S. manufacturing strength as well as our
national security.

SEE IMPORTANT DISCLOSURES ON BACK PAGE.
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
Similar to last week, U.S. Treasuries finished mostly unchanged as
investors continue to await a resolution to the government shutdown.
Officials from China and Japan increased their holdings in U.S
government debt over the past two weeks, suggesting the ongoing fiscal
gridlock has not reduced demand from foreign central banks. Strategists
feel this is a positive sign, as these countries represent key funding
sources for the U.S. to finance its budget deficit. Foreign investors own
nearly half of all outstanding Treasury debt, with China and Japan each
holding more than $1 trillion.
Looking ahead, although the short-term outlook for the fixed-income
market has grown clouded, most market participants expect interest rates
to eventually rise, as the U.S. economy is likely to normalize within the
context of a slow recovery and subdued inflation. Although, the Fed’s
decision to maintain their existing quantitative easing program at $85
billion in bond purchases per month may have temporarily stalled the
move to higher rates, we feel it has done so at the risk of increasing
market volatility. As Treasuries remain expensive, in our opinion it is
prudent to maintain an underweight exposure to this sector across all
durations. We believe the best way to diversify against interest rate
exposure is through underappreciated credit opportunities. Compelling
prospects exist in certain investment-grade corporate and municipal
credits, as the rating agencies’ struggle with their methodologies has
increased market uncertainty around spread products.
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SEE IMPORTANT DISCLOSURES ON BACK PAGE. Source: Bloomberg, FTN Financial, The Wall Street Journal, U.S. Department of Treasury.
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Most major equity markets were surprisingly positive this week
considering the volatility experienced due to political infighting in
Washington; the government shutdown and the debt-ceiling deadline, the
announcement of the nomination of Janet Yellen to lead the Federal
Reserve Bank, and the rumors on Thursday of a deal being reached in
Congress. The Dow Jones Industrial Average posted its largest singleday gain since January, up 323 points, on Thursday. For the week, the
Dow was up 1.1%, closing at 15237.11. The broader S&P 500 Index
ended 0.8% higher at 1703.20. The NASDAQ Composite Index declined
slightly, -0.4% for the week to finish at 3791.87. It was the NASDAQ’s
first weekly decline after five straight increases.
International stocks were also positive this week despite increased
volatility and the downward revision in the International Monetary Fund
global growth forecast from 3.2% to 2.9%. A weakening outlook for
emerging markets like India and China drove the revision. European
stocks as measured by the STOXX 600 Index closed out the week up
0.6% after similar volatility, despite mixed economic data from England
and France. The Bank of England announced it will keep interest rates
low, indicating they might stay low until 2016, at which point it is predicted
unemployment will finally fall below 7%. In Asia, the Nikkei Index
increased 2.7% for the five-day trading session. After a week long holiday
in China, the Shanghai Composite Index finished 2.5% above its preholiday close.
Earnings season began this week with Alcoa reporting profits ahead of
expectations and affirming its 7% increase in global aluminum demand
this year. The company has been cutting production costs by closing
high-cost smelters, as well as focusing on making lightweight aluminum
products for cars and planes as a way to offset the aluminum industry
glut. Wells Fargo reported a slowdown in its mortgage business as rising
interest rates crimped customer demand for mortgages throughout the
quarter. In early September, home loan refinance applications fell to their
lowest level since November 2008. Higher revenues from other
businesses helped to offset some of the decline in mortgage banking.
Trust and investment fees increased to $3.28 billion from $2.95 billion in
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SEE IMPORTANT DISCLOSURES ON BACK PAGE.

Prices reflect most recent data available at the time of publication
Source: Bloomberg, Russell Investment Company, Standard & Poor’s, Morgan Stanley Capital
International, The Wall Street Journal, MarketWatch, Wolfe Trahan.
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Gold broke a three-day losing streak on Friday but still ended the week in
the red as its safe-haven appeal lessened, and the dollar rebounded on
signs that the U.S. Government was taking steps towards resolving its
budget standoff. On top of this, soft physical demand, lack of economic
data, along with outflows from gold-backed exchange-traded funds
(ETFs) have also weighed on the precious metal. Analysts believe gold
could stay below the $1,300 an ounce threshold for the near future due
to lack of strong fundamentals.
Crude oil hit a 14-week low earlier this week after government data
showed inventories climbed much more than expected, as refiners
sharply reduced operations due to operational snags and seasonal
maintenance. Crude oil stocks rose 6.8 million barrels last week, the
biggest weekly rise since mid-September 2012, says the Energy
Information Administration (EIA). At 370.5 million barrels, inventories are
at their highest level since mid-July and 6.7% above the five-year
average for the week. The EIA went on to warn of significant risks posed
by any economic fallout from the political standoff in the U.S. and the
sharp currency depreciation in many emerging markets that could
undercut its projections. The agency boosted its forecast for global oil
demand growth by 100,000 barrels a day, to 1 million barrels a day for
this year and left 2014 growth forecasts unchanged at 1.1 million barrels
a day. The EIA also boosted its forecast for oil output outside the
Organization of the Petroleum Exporting Countries (OPEC) by 360,000
barrels a day. This rise would surpass expected oil demand growth, thus
putting pressure on OPEC to reduce supplies or lower prices.
Even though hedge funds are having a difficult time outperforming the
broader market this year, the industry is still on pace to beat 2012
returns. According to research released this week from eVestment,
hedge funds rose an average of 1.7% last month, ending Q3 up 2.4%,
and have returned an average of 5.7% through the first nine months of
the year. On an annualized basis, the industry is on pace to return 7.7%
this year, slightly ahead of 2012’s 7.2% increase.
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SEE IMPORTANT DISCLOSURES ON BACK PAGE.
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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Opinions herein are as of the publication date; they are not statements of facts and may include “forward-looking statements” which may or
may not be accurate over the long term. Report includes candid statements and observations regarding investment strategies, asset
allocation, individual securities, and economic and market conditions. Statements, opinions or forecasts not guaranteed; actual results could
differ materially. Do not place undue reliance on forward-looking statements. We disclaim any obligation to update or alter any forwardlooking statements.
MainStreet Advisors performance results reflect time-weighted rates of returns based upon MainStreet Advisors hypothetical model
strategies. Hypothetical 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 which utilize MainStreet Advisors
investment advisory 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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