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Economic Update
Cyprus dominated the headlines this week as the small Mediterranean
nation sought a €10 billion bailout from the European Union to avoid
financial collapse. Cyprus has been crippled by a deep recession and
losses that its oversized banking sector sustained on investments in
Greece. The original deal proposed by European regulators requires
Cyprus to raise €5.8 billion on its own and called for an unprecedented
6.75% tax on deposits of less than €100,000 and 9.9% on anything
above €100,000. The announcement had Cypriots protesting in the
streets and rushing to ATMs around the country trying to pull their money
out of the banks. It also had Russia up in arms. Cyprus is a massive offshore banking center, and Russian elite looking to avoid taxes and
political risk at home make up about one-third of all deposits in Cyprus
banks. The proposal was ultimately rejected by lawmakers earlier this
week, but lawmakers are scrambling to put together and vote on a new
plan today. Without a deal to raise the required €5.8 billion the
emergency funding from the ECB that is keeping the banking system
afloat will cease on Tuesday, threatening the nation’s membership in the
eurozone. The island is such an important money-laundering center for
Russia that Gazprombank even offered up a plan for the private company
to bail out the nation’s economy. For now the Russian government is
waiting to see what decision comes out of the troika, but will likely try to
be involved in some way if a deal is not made. The outcome will have
permanent ramifications for the futures of Cyprus and the eurozone.
Here in the U.S. there is more evidence the housing market is slowing
down a little. The NAHB housing market index fell two points in March to
44 – the second straight decline. The decline was largely attributed to a
lack of available lots and credit for potential homebuyers, but the outlook
going forward still looks to be improving. Housing permits and starts
were both up moderately in February. Sales of existing homes also
improved marginally during the month, up 0.8% to an annualized pace of
4.98 million units. A nice surprise in the report was an increase in supply
which has been very constrained lately.

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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Continuing a recent trend, U.S. Treasuries closed lower for the week with
10-year bond yields closing below 2%. In a post-meeting press
conference, the Fed gave a clear view the current quantitative easing
program will last through year-end. As a result, the markets likely will
now focus on how far the central bank is willing to go in terms of reducing
its support for the markets as it draws down the size of its asset-buying
program at the end of the fourth quarter. Just as the fiscal cliff provided
all the angst heading into year-end 2012, nervousness over reduced Fed
support will likely emerge as a fresh source of concern by early fall.
More bond-buying stimulus also raises the possibility of inflation.
Although inflation is not currently a concern from a labor cost perspective,
the perception the central bank will do whatever it takes to reflate the
economy has some market participants concerned. The yield gap, or
difference in yields, between Treasuries and similar maturity TIPS
(Treasury Inflation Protected Securities), an indication of traders’ outlook
for consumer prices, widened to its highest level in 13 months.
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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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Major domestic stock markets were volatile throughout the week, down
overall from last Friday on concerns about the latest European debt crisis
in Cyprus. By Friday, it appeared authorities in Cyprus were close to a
deal to qualify for a eurozone bailout, leading investors back into stocks.
For the week the Dow declined 2 points to close at 14512.03. Both the
broader S&P 500 Index (-0.2%) and the NASDAQ Composite Index (0.1%) were also slightly negative, ending the week at 1556.89 and
3245.00, respectively.
European equities as measured by the STOXX Europe 600 Index ended
down 1.1% for the week after reaching their highest level since June
2008 last week. In addition to fears of the impact from the crisis in
Cyprus, European purchasing managers’ activity in both services and
manufacturing declined unexpectedly in February after several months of
improving data. Stocks in Japan were especially volatile this week, falling
over 2% on two of the five trading sessions. Japanese currency markets
have been fluctuating recently in light of the appointment of a new Bank
of Japan governor who is expected to implement a more aggressive
monetary policy. The Shanghai Composite Index rebounded from last
week’s decline, increasing 2.2%.
Earnings reports from Oracle, FedEx and Nike came out this week.
Oracle reported a shortfall in revenue and EPS for its third fiscal quarter,
blaming poor sales execution rather than a downturn in economic activity.
Management is confident the 25% increase in the sales force over the
last eighteen months will pay off, citing deals that closed in the fourth
quarter rather than the third. FedEx missed earnings expectations and
lowered its full-year profit forecast. Excess capacity in the air freight
industry due to weak international demand is weighing on margins.
Nike’s business in China continues to lag, but North American revenue
rose 18%. Earnings increased 20% on 9% overall company revenue
growth as higher pricing and lower material costs offset labor cost
pressures.
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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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Gold fell on Friday as investors took profits a day after the precious metal
hit a one-month high, and safe-haven buying ceased as a potential deal
between Greece and Cyprus reduced fears of an escalating eurozone
debt crisis. The metal hit $1,616.36 an ounce earlier in the week as the
crisis lifted the metal out of a downtrend thanks to an improving
economic outlook that sent prices to a seven-month low in February. For
the week, bullion gained 1.05%, its biggest weekly gain in two months,
as investors sought refuge amid worries over Cyprus and the potential to
secure a bailout from the European Union. Crude oil settled higher
Friday, tracking strength in U.S. equities even as investors kept a close
eye on efforts to secure a bailout in Cyprus ahead of the Monday
deadline. Crude gained 0.37% for the week, settling at $93.87 a barrel,
as it erased earlier losses from concerns the economic collapse in
Cyprus could spread throughout Europe.
Hedge fund investor flows were positive again in February, creating a
pattern very similar to the first two months of 2012. Investors added an
estimated $20.3 billion in net new capital last month, even as
performance accounted for a decline of $12.1 billion, according to recent
asset flow data from eVestment. Credit strategies were the run-away
favorite last month bringing in nearly $8 billion in new flows and over $15
billion so far this year. Equity-focused funds also saw inflows last month,
taking in a net $1.4 billion; however, the strategy remains negative yearto-date. Total estimated hedge fund assets climbed 0.31% to $2.653
trillion in February. Despite these positive inflow trends, expectedly
investors have filed more redemption notices so far this month than the
previous as we approach the end of a quarter. But worries over Cyprus
could push withdrawals even higher next month. The SS&C GlobeOp
Forward Redemption Indicator, which measures forward redemption
notices received by hedge funds, ticked up to 4.33% this month. It was at
3.96% last month.
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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 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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