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Economic Update
We are beginning to see early indications that the housing market
recovery is slowing down. The NAHB housing market index fell for the
first time in ten months to 46, with home builders citing uncertainty in the
job market, a shortage of available lots and stringent credit standards as
limiting factors. The report’s traffic component fell four points to 32,
pointing to weaker sales in the coming months. Housing starts fell 8.5%
in January following a sharp 15.7% increase the previous month, but
permits continued to trend upwards climbing 1.8% for the month. Finally,
sales of existing homes rebounded slightly up 0.4% for January to a 4.92
million annual pace. The National Association of Realtors continues to
point to low supply as a limiting factor to sales activity, which at 4.2
months is the lowest level of housing inventory since 2005. The housing
recovery was a key driver of the stock market in 2012 and one of the sets
of economic data we are watching closest right now. The weakening in
housing data reinforces our decision at the beginning of the month to
reduce equity exposure.
Another data point we are monitoring closely is inflation, which has
remained tame – a good thing for the stock market. Headline inflation
came in flat for January and eased to 1.6% on a year-over-year basis,
while core CPI excluding food and energy rose 0.3% for the month and
held steady at 1.9% for the year. The report likely understates inflation,
though, as the BLS made special adjustments during the month to 31
series of underlying data. Inflation at the producer level rose 0.2%,
driven higher by a 0.7% increase in food prices that included a 39%
surge in the prices for fresh and dry vegetables. For now inflation
appears in check, but it is likely to heat up in February’s reports with gas
prices having now risen for 35 consecutive days – up almost 15% so far
in 2013.
The FOMC minutes released this week revealed heightened debate over
continued quantitative easing, stating “Several participants discussed the
possible complications that additional purchases could cause for the
eventual withdrawal of policy accommodation, a few mentioned the
prospect of inflationary risks, and some noted that further asset
purchases could foster market behavior that could undermine financial
stability.”

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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Despite losses earlier in the week, U.S. Treasuries finished mostly
unchanged, a sign the clash between bond bears and bulls is far from
over. Driving demand higher for safe-haven U.S. government debt later
in the week were several developments in the eurozone suggesting that
although the sovereign debt crisis has eased it is still a legitimate
concern. In particular, European Union economists reported they expect
a second year of contraction in 2013 for the region. At the same time,
European banks said they will repay far less than expected of the funds
they borrowed from the European Central Bank, indicating the banking
system in this area has not yet fully recovered. Meanwhile, a key factor
that will determine the direction of interest rates remains with the actions
of the Federal Reserve. Bond bears feel stronger U.S. economic data will
compel the Fed to slow its $85 billion per month bond buying program
sometime during the second half of the year. Released earlier this week,
minutes from the FOMC’s January policy meeting revealed a heated
debate among central bankers concerning the end of this program even
before unemployment reaches the previously established bogey of 6.5%.
Because the Fed’s recurring bond purchases have driven interest rates
artificially low, an end to this program could lead to a true sell-off in
government debt. We continue to recommend the sale of U.S.
Treasuries and TIPS, given the poor risk/return characteristics associated
with these securities.
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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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The phrase TGIF has not only become common place within English
vernacular, it has also been the market sentiment so far this year.
Wednesday and Thursday were the worst two consecutive days for 2013;
however, the markets rebounded Friday to continue its streak of positive
performance every Friday for the year 2013. The Dow Jones Industrial
Average closed at 14,000.57, slightly down for the week. The broader
S&P 500 Index ended the week slightly lower to close at 1,515.60, while
the NASDAQ Composite finished lower by 1.15% to close the week out at
3,161.82.
In the face of a changing industry and a more competitive environment,
both OfficeMax (OMX) and Office Depot (ODP) formally announced a
merger. Currently, the two companies are the second and third largest
retailer in office supplies. The combination of the two companies will
generate combined revenue of $18 Billion in annual sales, still behind the
leader in the industry, Staples, which generates $25 Billion in annual
sales. Both companies rallied on the news and finished the week higher.
International stocks have risen with domestic stocks this year; however,
European stocks have been on pause over the past four weeks. After a
surprising upbeat reading on Germany’s industrial production growth the
European index rallied to post a positive gain for the week. The
European markets continue to remain volatile and much attention will
now be given to the Italian elections that will take place over the
weekend.
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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 futures dipped to a seventh month low after minutes from the
Federal Reserve meeting in January sent traders and speculators to the
exits. The meeting notes highlighted a growing chorus of Federal
Reserve board members who are growing uncomfortable with its
massive asset-buying program. The program, which many view as
inflationary, sent the dollar higher and weakened gold’s allure as an
inflation hedge. Some market watchers, however, are looking toward the
Italian elections as a possible positive catalyst. A vote for the Italian
incumbent would be seen as a vote to continue austerity and could
strengthen the Euro versus the U.S. dollar. As gold has tended to follow
the direction of the Euro, speculators may move back in.
The Italian elections are also giving pause to many hedge funds as a
change in power in that country may give rise to market volatility in the
near-term. Some credit based hedge funds are selling long positions,
increasing short positions, or buying puts to protect themselves in case
the European credit rally is disrupted. While many still believe the eight
month rally is not over, we believe the sentiment in the market appears
vulnerable to a shock from Italy.
Oil suffered the biggest weekly decline since December as the Federal
Reserve minutes sent other commodities lower in addition to gold. Oil
was hurt by additional head winds as the EU indicated it expected overall
economic growth to decline again in 2013. Additionally, the U.S.
announced a surprise rise in inventories of 4.14 million barrels.
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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.
120 North LaSalle Street, 37th Floor
Chicago, Illinois 60602
312.223.0270 direct
312.223.0276 fax
www.mainstreetadv.com

