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Economic Update
Retail sales for January managed to edge up 0.1% after rising 0.5% the
previous month, matching consensus estimates. The report is the first
major indicator of how consumers’ spending habits have been impacted
by the expiration of the payroll tax cut. It is clear the pace of growth
slowed, but that is typical after a strong month. So far it seems the higher
taxes have not hurt spending much, but it will take additional reports to
paint a more accurate picture.
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Strength appears to be building in the job market as both initial claims
and continuing claims are trending near their lowest levels of the
recovery. The number of Americans filing for first-time unemployment
benefits fell 27,000 to 341,000 for the week ended February 9. The fourweek average is at 352,500 – about 10,000 below the month-ago figure.
Continuing claims for the February 2 week fell 130,000 to 3.187 million,
pushing the unemployment rate for insured workers to a recovery low of
2.4%. Businesses that were reluctant to hire at the end of the year seem
to be making up for it now.
Industrial production slipped 0.1% in January following gains of 0.4% in
December and 1.4% in November. Motor vehicle production fell 3.2%
while other industries were mixed. In the context of the gains seen the
previous two months, the number is not too disconcerting. Meanwhile a
strong Empire State survey pointed to improving conditions in
manufacturing as that index surged 18 points in February.
Things are looking grim over in Europe as the region posted its worst
economic performance in almost four years. Gross domestic product fell
at a 2.3% annual pace in the fourth quarter, which was worse than
expected and pushed the euro-area deeper into recession. Portugal’s
economy shrank for the ninth consecutive quarter, but contraction was
also seen in the larger countries like Germany, France and Italy. The
recent appreciation of the euro has put a strain on exports in the
eurozone as their goods become more expensive on the global market.

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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Better than expected manufacturing and consumer confidence reports
added to optimism the economy is gaining momentum, which led to lower
demand for safe-haven U.S. Treasuries. Yields on the 10-year note, a
key measure of funding costs for the U.S. government, rose by
approximately 0.06% for the week, reversing the decline from last week.
At the same time, according to a recent report from the Treasury, foreign
demand for U.S. government debt remains robust. Foreign investors
bought a net $29.9 billion of Treasuries in December, up from $26.4
billion the month before, with China and Japan adding to their record-high
holdings of $1.2 trillion and $1.12 trillion, respectively. Meanwhile,
suggesting the Federal Reserve may be running out of ammunition to
boost the economy, Fed Bank of Cleveland President Sandra Pianalto
said, “Given how low interest rates currently are, it is possible that future
asset purchases will not ease financial conditions by as much as they
have in the past. It is also possible that easier financial conditions, to the
extent they do occur, may not provide the same boost to the economy as
they have in the past.” However, should the economy continue to
strengthen, some analysts feel monetary stimulus will become
unnecessary, implying the Fed will stop their $85 billion monthly Treasury
purchase program and ultimately leading to a true selloff in the fixed
income markets.
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Source: Merrill Lynch

Source: Merrill Lynch

11/20/2012

7/20/2012

2.0%
3/22/2012

50

11/21/2011

3.0%

11/22/2010

150

11/20/2012

4.0%

7/20/2012

250

3/22/2012

5.0%

11/21/2011

350

7/22/2011

6.0%

3/23/2011

450

11/22/2010

7.0%

7/22/2011

U.S. Investment Grade Corporate Bond Yields (BBB-A)

550

3/23/2011

U.S. Investment Grade Corporate Bond Spreads (BBB-A), in bps

February 15, 2013
[page 3]

MainStreet Advisors
Financial Market Update
Stock Market Update

All three of the major domestic stock markets were flat this week as
investors continued to be cautious in February after a record month in
January. The Dow Jones Industrial Average closed at 13981.76, while
the broader S&P 500 Index finished the week at 1519.79. The NASDAQ
Composite Index closed Friday at 3192.03, basically in line with last
week’s closing prices, after posting positive returns for six weeks in a
row.
Currency tensions, weaker than expected European GDP data along with
a meeting of G-20 central bankers and finance ministers kept overseas
investors on edge this week. European equities as measured by the
STOXX Europe 600 were flat for the five-day trading period. The
Japanese Nikkei Index sold off slightly after reaching its highest level in
four years last week, but remains up 7.5% year-to-date.
Fourth quarter earnings were reported this week by Cisco and Pepsi.
Cisco’s revenue and profits exceeded expectations on strength in its data
center and wireless businesses. 2012 was a reinvestment year for Pepsi,
as the company saw its earnings fall from $4.40/share in 2011 to
$4.10/share. Increased advertising, reduced head count and disciplined
strategic focus are expected to help the company return to positive
earnings growth in 2013, according to Morningstar.
It was another big week for corporate mergers – Comcast announced it
will acquire the remaining stake in NBC Universal; Berkshire Hathaway
and a Brazilian private equity firm agreed to acquire H. J. Heinz; and
American Airlines and US Airways unveiled a merger plan. According to
Thomson Reuters, mergers and acquisitions in the U.S. have totaled
nearly $160 billion to-date this year, more than double the amount in the
same period last year. Analysts are attributing the upswing in merger
activity to exceptionally low interest rates, high levels of cash on
corporate balance sheets, easier availability of credit, optimism after the
fiscal cliff negotiations and relative stability in Europe.
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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 prices hovered above $1,600 an ounce on Friday, dipping below
that level for the first time in six months after regulatory filings showed
several high-profile fund managers cut back their bullion holdings. Most
notable, billionaire investor George Soros pulled around $100 million out
of his gold holdings, slashing them in half, selling 720,000 shares of
SPDR Gold Trust (GLD), a physical gold-backed exchange-traded fund,
during Q3 2012 according to filings with the SEC. Many analysts believe
such a move is big enough to cause panic in the market. The precious
metal has been under pressure in recent months as resurgence in the
equity markets has pushed investors toward riskier assets such as
stocks. For the week, the metal fell 3.60%, closing at $1,607.95 an
ounce. Crude oil was able to post gains, albeit modest, for the week,
settling at $95.92 a barrel as investors continue to reassess the demand
growth for oil.
Hedge funds suffered their worst outflows in nearly four years last
December, as investors pulled more than $20 billion from the industry as
2012 drew to a close. According to BarclayHedge and TrimTabs
Investment Research, the huge withdrawals, the highest in 44 months,
swamped the modest inflows the industry had seen during the first 11
months of the year. The $20.7 billion net outflow in December left hedge
funds down $14.2 billion on the year. Many analysts point to the
underperformance in comparison to the S&P 500 as the primary culprit
for the outflows.
Warren Buffett has not spoken kindly regarding private equity firms in the
past, but that did not stop the mogul from joining forces with one to
purchase H.J. Heinz this week. Buffett's Berkshire Hathaway is buying
the iconic condiment-maker for $23.2 billion in a leveraged buyout with
New York-based 3G Capital. Both sides will own half of the company, but
Berkshire will put up more cash, $12 billion to 3G's $4 billion, even
though 3G will actually manage the company. Berkshire will get preferred
shares that will pay a 9% dividend.
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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 forward-looking statements.
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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