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Economic Update
The headline this week was the Fed’s decision to begin tapering back the
QE3 stimulus in January of 2014. The Fed will cut back its bond
purchases by $10 billlion reducing the purchases from $85 billion to $75
billion each month. This long-awaited move finally puts to bed the
continuous conversation of when the inevitable tapering will begin.
Investors and economists can now focus on the effects that this tapering
will have on the American economy and investable markets. This
tapering process will be gradual and rates will be kept low for quite some
time, so policy remains very supportive of equity markets and will
continue to be supportive well into 2014 and beyond. The important thing
to remember is that this is not a tightening of policy but rather a reduction
in the magnitude of easing, and the Fed has a very long way to go before
any conversations about tightening will begin. Overall this announcement
is positive for U.S. equity markets and for the economy, but the continued
strength of employment in the U.S. and the rate of inflation will be
important factors in Fed actions going forward.
In other news, U.S. housing starts showed strong gains in November
after slow numbers in the previous two releases, which were delayed by
the government shutdown. The November report marked a jump of
22.7% to an annualized figure of 1.091 million units, topping analyst
estimates significantly. Furthermore, lumber sales, a housing indicator,
have increased sharply over the past month during an already steady
climb since 2011. This trend could translate into continued strength in the
homebuilding market and more positive housing start reports in 2014 as
housing starts and lumber orders are strongly correlated over the past 20
years.
Across the Atlantic, unemployment in the U.K. fell to 7.4%, the lowest
level in 4 ½ years. Prime Minister David Cameron announced that while
the plan seems to be effective, there is still much work to do, and Labour
Leader Ed Miliband noted that many people are settling for part-time work
because hours are difficult to find. Wages in the U.K. picked up as well,
albeit at a rate of just 0.8%, which is significantly less than the 2.1% level
of inflation.

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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The U.S. Treasury market sold off for the week after the Federal Reserve
voted to trim its bond-buying program, driving the yield on the 10-year
note to its highest levels in three months. On Wednesday, the central
bank announced a plan to wind down its quantitative easing policy, taking
a step labeled “tapering” while ending months of discussions within the
Fed and the financial markets. Starting in January, they will trim
purchases of Treasuries and mortgage-backed securities by $10 billion
from its current $85 billion monthly pace, a slightly slower level than
previously expected. Looking forward, although some investors fear this
move might spark market turmoil similar to the correction seen during
May and June, most strategists agree that only an unexpected short-term
interest rate hike would have a violent impact on the markets.
Meanwhile, after widening earlier in the year, investment-grade corporate
bond spreads have tightened to levels not seen since before the financial
crisis of 2008, with strategists expecting some further tightening in the
short-term. Against this backdrop, relative valuations in this sector of the
bond market appear unattractive. However, most of the credit spread
tightening phase has likely run its course, as credit analysts have a
balanced view that corporate credit risk will remain stable or improve
slightly. At the same time, portfolio managers will continue to focus on
selling longer-term maturities to reduce duration risk in a rising rate
environment. For this reason, we continue to recommend a focus on
shorter duration securities in this asset class.
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Stock Market Update

Most major stock market indices were strong this past week as positive
economic data and the announcement of Fed tapering buoyed markets
which had been down through mid-month. On Wednesday markets
surged on the Fed news. Markets rallied again on Friday on reports the
U.S. economy expanded at an annual rate of 4.1% in the third quarter.
The Dow Jones Industrial Average closed at another record high,
16,221.14 increasing 3.0% for the week. The broader S&P 500 Index
finished up 2.4%, to 1,818.32, also a record high close. The NASDAQ
Index rose 2.6%, to finish at 4,104.74.
International markets were mostly positive for the week. The European
STOXX 600 Index increased 3.7% from last Friday’s close. In addition to
the Fed news, markets reacted positively to preliminary data showing
manufacturing in the euro zone in December grew at its fastest rate since
May 2011. In Asia, the Nikkei Index increased 3.0% for the week helped
by news Japanese exports in November rose 18.4% from a year earlier,
ahead of expectations. This marked the ninth consecutive month of
increases, as manufacturers benefited from a weaker yen resulting from
Prime Minister Shinzo Abe’s pro-growth strategies. The Shanghai
Composite index fell 5.1% this week to its lowest level in four months as
local money market rates hit a six-month high despite efforts by the
People’s Bank of China to engage in short- term liquidity operations.
A better-than-expected earnings report from Oracle (ORCL) helped boost
the stock 10% this week. The company’s hardware system sales
increased 2% in constant currency terms compared to a 6% year-overyear decline last quarter. Software revenue rose 5%, demonstrating high
customer switching costs and the resiliency of Oracle's software business
in the face of cloud-based competition. Paychex (PAYX) also reported
an earnings surprise as year-over-year payroll revenue growth at
Paychex accelerated to 5%, up from 2% last quarter, and the operating
margin expanded 40 basis points.
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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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A strengthening U.S. currency and an improving U.S. economy provided
conflicting pressures on commodity prices this week. Changes in
Federal Reserve bond purchasing policy supported a stronger U.S. dollar
which typically leads to softening in commodity prices. Investors,
however, tended to look beyond dollar movements and focused on the
growing U.S. economy and sent many commodities higher for the week.
WTI crude ended the week higher by over $2 as U.S. per day oil
consumption rose to the highest levels since 2008. Gasoline followed
crude higher as gasoline futures rose every day this week and finished
up over 5%. The rally marked the longest since June and traders began
speculating that the four month long slump in prices may be over.
Natural gas prices remained at dizzying highs after U.S. inventories
showed a record drop after last week’s unseasonably cold temperatures.
Soybeans rose this week as bad weather threatens South American
crops. A recent dry spell saw little rain fall across a wide swath of the
soybean and corn producing areas and meteorologists are predicting
things may get worse before they get better. Temperatures may exceed
100 degrees in some areas next week with little rain anticipated. The
bout of bad weather comes as crops are developing and the loss of soil
moisture risks damaging crop yields in January.
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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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