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Economic Update
Manufacturing expanded at a faster rate in August, defying expectations
for deceleration. The ISM’s index rose three-tenths of a point to 55.7,
with the new orders component surging almost five points to 63.2. It’s
interesting to note the inventories component is at a 4-year low and the
spread between inventories and new orders is at a 4-year high. This
suggests manufacturing activity should remain elevated, however rising
oil and material costs are a risk to growth. On the larger service side of
the economy ISM reported the greatest level of strength since the peak of
the last recovery. The non-manufacturing index rose 2.6 points to 58.6
for the month, beating all expectations. The new orders component and
employment components both showed strength, indicating economic
activity and the labor market are likely to pick up steam.
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Rising tensions in the Middle East and the looming debt-ceiling debate
are likely to weigh on consumer confidence, but so far it has not had a
negative impact on automobile sales. Motor vehicle sales were up a solid
1.9% in August to an annual pace of 16.1 million, the highest rate in six
years. Very low interest rates for auto loans are helping overall vehicle
sales, and the Manufacturing and Energy Renaissances are specifically
supporting truck sales.
Initial jobless claims broke out to the downside during the month of
August, with the four-week average hitting a new recovery low of 328,500
for the week ended August 31. Despite this the August employment
report was somewhat disappointing. Payrolls increased only 169,000
coming up a little short of expectations. Gains in the private sector were
soft at only 152,000 and July’s number was revised down 34,000, but the
strong employment components in the PMIs suggest this should
accelerate. Federal payrolls were flat while state & local governments
added 17,000 jobs. The unemployment rate ticked down to 7.3%, but it
was attributed to a large reduction in the labor force. This will probably
be the most influential piece of data the Fed will look to in deciding
whether or not to taper on September 18, meaning the odds of it
happening this month have gone down. Other data has been strong so it
is not completely off the table, but any tapering announced would likely
be small.

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 a rally on Friday led by a weaker-than-expected jobs report,
investor demand for safe-haven U.S. Treasuries waned for the week,
driving the bond market lower. Yields on the 10-year note breached
3.00% for the first time in two years before the report, but closed near
2.90%. Year to date, U.S. government debt has lost 4.3%, which would
be the largest annual decline since 1978, according to Merrill Lynch index
data. Meanwhile, the European Central Bank and the Bank of England
have maintained low interest rates even amid budding signs of economic
recovery. ECB president Mario Draghi played down recent signs of a
strengthening eurozone economy, suggesting the central bank’s easy
money policies will remain in place. "These shoots (of recovery) are still
very, very green," Draghi said. The ECB will keep its key short-term
interest rates unchanged at the record low level of 0.5%. Separately, the
Bank of England held its benchmark rate at 0.5%, while also leaving its
bond-buying program unchanged at £375 billion ($585 billion). BOE
governor Mark Carney pledged not to raise short-term interest rates until
unemployment in the U.K. drops to 7%, a threshold bank officials feel will
not be reached until 2016. The eurozone exited a lengthy recession
earlier this year with annualized growth of 1.1%. At the same time,
business surveys suggest similar expansion this quarter, with economies
like Italy and Spain showing signs of stabilizing from downturns led by
high unemployment. Looking ahead, strategists feel government debt
yields should remain relatively stable given stronger economic growth
along with the ECB’s pledge to continue its program to purchase
government debt of “at-risk” countries.
.
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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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Markets were stronger across the globe to start off the month of
September on a positive note. Strong economic data offset uncertainty
regarding the U.S. response to the chemical weapons attack in Syria.
The lower than expected payrolls report on Friday fueled a stock rally
with investors anticipating that the Fed may possibly delay the end of its
bond buying program beyond September, but volatility set in when
Russian President Putin stated he would aid Syria if the U.S. strikes. For
the holiday-shortened week, the Dow Jones Industrial Average increased
1.2% after four straight weeks of declines, closing at 14992.50. The
broader S&P 500 Index ended 1.4% higher at 1655.16, while the
NASDAQ Composite Index was up 2.0% for the week to finish at
3660.01.
Stocks were strong in Asia this week helped by positive economic news
from China. Chinese data released last weekend showed the Purchasing
Managers’ Index for August rose to 51.0 from 50.3 in July. For the week,
the Shanghai Composite index was up 2.0%. The Nikkei index increased
3.5%, its strongest weekly gain in two months. Japanese automaker
stocks were strong, boosted by double digit increases in U.S. sales.
Economic news from Europe was generally positive this week as well.
PMI measures showed improvement for Germany to its highest level
since July 2011. Even Italy and Spain reported strength in manufacturing
to levels not seen since April 2011. For the five-day trading session,
European equities as measured by the Stoxx Index were up 1.5%.
In company news, Verizon confirmed its plans to purchase the remaining
share of its joint venture with Vodafone. Microsoft announced on Tuesday
it had agreed to buy most of Nokia’s devices and services business in an
all cash deal valued at $7.2 billion. The company hopes to shore up its
presence in the smartphone market where it currently has less than 4%
market share. Apple scheduled a media event in Cupertino for
September 10th, where the company will most likely reveal its latest
version of the iPhone. Analysts predict a less expensive version will also
be introduced for lower-end markets. Apple stock has rebounded 25%
from its late-June low.
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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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Crude oil prices gained this week amid the rising tension in the Middle
East and signs of declining U.S. oil inventories. Traders noted that the
market shook off a softer-than-expected U.S. jobs report and bought up
contracts to protect against a price spike over potential developments in
White House efforts to gain support for a strike on Syria. Crude prices
have climbed this week on the uncertainty regarding how the U.S. would
respond to claims of the use of chemical weapons by the Syrian
government in their ongoing civil war. Also helping the rise in crude were
inventories falling more than expected last month, according to the
Energy Information Administration (EIA). In a report released this week,
U.S. crude oil inventories fell to a seasonally adjusted annual rate of 1.8
million barrels to 360.2 million barrels for the week ending August 30,
down from 2.9 million barrels in the preceding month. Analysts had
expected U.S. crude inventories to fall only 1.2 million barrels last month.
The stockpile decline was the eighth in the past 10 weeks and comes as
U.S. refiners have boosted their crude consumption amid strikes that
have halted production in Libya. While Libya's oil production has fallen by
more than 80%, U.S. refiners last week processed 15.9 million barrels a
day, the highest such figure for the last week of August in seven years.
Gold rebounded from a two-week low as weak U.S. payrolls revived
prospects for an extension of economic stimulus by the Federal Reserve,
stoking demand for the precious metal as a store of value. The metal
was unable to escape the red though, posting its second consecutive
week of losses. The metal has been pressured for much of this year as
traders bet an improving U.S. economy would lead the Fed to curb its
bond purchases. The Fed's easing programs had drawn buyers to the
precious metal in recent years as investors sought shelter from the
inflation that could follow increased liquidity. As of this week though, gold
is down roughly 18% so far this year.
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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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