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Economic Update
The number of Americans filing for first-time unemployment benefits fell a
staggering 31,000 to 292,000 for the week ended September 7. It was
the first reading below 300,000 since May 2007 and the lowest reading
since April 2006. It’s not quite time to pop the champagne, though; the
Department of Labor reported an administrative issue surrounding the
upgrade of computer systems in two states caused fewer claims to be
reported and said “the decrease in filings probably didn’t signal a change
in labor-market conditions.” Still, initial claims have been improving and a
number of other employment indicators including PMI employment
indices and the NFIB’s small business employment index are also
pointing to improvement in the labor market.
Retails sales on the whole for August were somewhat disappointing,
climbing only 0.2% for the month and falling short of expectations.
Automobile sales did very well jumping 0.9% during the month, but
stripping this out retail sales were basically flat. Spending on home
furnishings and electronics & appliances was good, but garden
equipment, apparel, and sporting goods were all weak. This divergence
paints a picture of a “picky” consumer that is being selective about what
they spend their money on. However, recent improvements in consumer
confidence and a decline in gasoline futures over the past couple weeks
might help boost sales in September.
The foreclosure crisis in the U.S. appears to be drawing to a close. The
number of new foreclosure filings fell to an eight-year low in August,
according to RealtyTrac. Daren Blomquist, vice president at RealtyTrac
said "the foreclosure floodwaters have receded in most parts of the
country, although lenders and communities continue to clean up the
damage left behind." In another positive sign for the housing market
Corelogic reported that 2.5 million fewer people were underwater on their
mortgages at the end of June relative to the previous quarter. 14.5% of
mortgage borrowers still owe more than their house is worth, but this is
down from a high of 26% at the height of the crisis.

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 weaker than expected economic reports, U.S. Treasuries finished
the week mostly unchanged. The bond market has showed some signs
of stabilization as some investors believe the rise in yields over the last
two months is overdone, arguing a further rise could hamper economic
growth. Meanwhile, municipal bonds continue to sell-off more severely
than the rest of the market on credit concerns raised by a bankruptcy in
Detroit. This, along with significant withdrawals from mutual funds and
ETFs, has led to the highest yield levels since 2011. Because individual
investors own approximately 70% of the muni market and tend to
overreact to market news, they can inflate the market’s gains and losses.
As such, these individual investors have sold $20 billion from muni funds
this year, including $9.5 billion since the Detroit bankruptcy. Separately,
borrowing costs for Puerto Rico have risen to the highest levels in more
than four years, as concerns over the financial health of this U.S. territory
escalate. Puerto Rico’s finances are considered weaker than those of
any state because of its budget deficit, high per capita debt load and
unfunded pension obligations of more than $30 billion. This backdrop
has made investors less willing to hold the commonwealth’s debt despite
the attractive tax advantage of also being state tax-exempt. Looking
ahead, strategists expect higher volatility in the muni market as investors
focus on attractive valuations along with considerable mutual fund and
ETF outflows.
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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 continued their third quarter rally on positive economic data here
and abroad, as well as encouraging diplomatic talks that will likely
eliminate the need for a U.S. military attack on Syria. For the week, the
Dow Jones Industrial Average increased 3.0%, closing at 15376.06, its
best weekly gain since January. The broader S&P 500 Index finished the
week at 1687.99, higher by 2.0%. The technology-heavy NASDAQ
Composite Index rose only 1.7% for the week to finish at 3722.18, as
Apple’s performance weighed on IT stocks.
The rebound in international, especially emerging markets stocks,
continued this week. Positive economic news from China included a
report indicating value-added industrial output rose 10.4% in August from
a year earlier, accelerating from a 9.7% on-year increase in July. August
retail sales accelerated by 13.4% compared to last year, up from 13.2%
growth in July. China also reported exports rose 7.2%, well ahead of
expectations for a 6% increase. In addition, Chinese inflation remained
subdued, up only 2.6%. In Japan, the Nikkei index surged 3.9%,
following a 3.5% increase last week, helped by Tokyo’s successful bid to
host the 2020 Olympic Games as well as news GDP growth reached
3.8% in the second quarter. This was significantly higher than initial
reports of 2.6% growth. European stocks were not as strong, with the
Stoxx Index up only 1.8%, but still rising to a five-year high.
Apple released their new iPhone this week to mixed reviews, with some
analysts disappointed the “cheaper” version of the iPhone will not be
“cheap enough” to expand the market. The stock fell back below the
$500 mark to close the week down 6%. In other stock news, S&P Dow
Jones announced the first "three for three" change to the index since
April 8, 2004. Alcoa, Bank of America and Hewlett Packard will be
replaced by Nike, Goldman Sachs and Visa. The changes will be
effective later this month and were prompted by the low stock price of the
three companies to be removed as well as the index committee's wish to
diversify the sector and industry group representation of the index.
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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 and silver fell, heading for their biggest weekly drop since June, on
speculation that the Federal Reserve would cut fiscal stimulus next week,
while talks started on a plan for Syria to surrender its chemical weapons.
The Fed will decide to cut monthly purchases of Treasuries to $35 billion
from $45 billion and keep mortgage-bond buying at $40 billion at its
meeting starting September 17, according to Bloomberg. Also, the
perceived decreasing odds of U.S. military action against the Syrian
regime continue to pressure gold as a safe-haven investment. The
precious metal reached a three-month high on August 28th on concern
that the U.S. would initially attack Syria. As of this week, gold has fallen
21% year-to-date as investors lost faith in the metal as a store of value
amid a U.S. equity rally and low inflation. Gold rose 70% from December
2008 to June 2011 as the Fed pumped more than $2 trillion into the
financial system by purchasing debt.
Crude oil also declined this week as disappointing U.S. retail sales and
consumer sentiment data dampened the outlook for energy demand.
Crude prices were already under pressure by the expected easing of any
kind of attack on Syria in the near term. Investors also digested
projections that global oil demand would rise by 1.2% next year. Reports
released this week from both the EIA and OPEC showed a sizeable
production climb from non-OPEC oil producers, including the U.S.
Hedge fund launches and liquidations both declined modestly in Q2, as
U.S. regulators eased restrictions on the marketing of hedge funds.
According to the latest report from Hedge Fund Research (HFR) a total
of 288 new hedge funds launched in Q2 this year, a slight decline from
the 297 launched in Q1, but represented a year-over-year increase from
the 245 funds launched in Q2 of last year. Hedge fund liquidations in Q2
were also in line with the prior quarter as 190 funds closed, a slight
decline from Q1, which saw 196 liquidations. The current number of
active hedge funds, including fund of hedge funds, rose to a 5-year high
of 10,009, approaching the record number of 10,233 established in 2Q
2008. The report also noted the industry-wide average decline of hedge
fund management and incentive fees.
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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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