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Economic Update
Consumer confidence declined 2.1 points to 79.7 in September as a
decrease in the expectations component pulled the number down. In
contrast, the present situation component was up 2.3 to 73.2, revealing
some strength underneath the headline. The growing contentiousness
of the debt ceiling debate is a headwind, but gas price declines are
supportive of consumer confidence. Meanwhile Europe is seeing
stronger confidence surveys in Germany and France, and Italian
confidence hit a two-year high.
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Initial unemployment claims data has stabilized and there are no special
factors clouding the report for the week ended September 21. Claims fell
5,000 to 305,000 sending a clear message that layoffs are definitely
down and the rate of that decline has accelerated. The four-week
average continued to breakout to the downside hitting a new recovery low
of 308,000 – more than 20,000 less than a month ago. This should
provide additional support to consumer confidence in the near term.
New home sales jumped 7.9% in August to 421,000 but still came up a
little short of expectations. The rise was largely attributable to a decline
in mortgage rates, which have fallen 38 basis points from their recent
highs. New homes have been coming to market with inventory up 6,000,
but supply still fell to 5 months from 5.2 due to the increase in the rate of
sales. Home price appreciation is slowing according to the Case-Shiller
20-city index which rose 0.6% in July, compared with 0.9% in June and
1.7 and 1.9% the two months before that. Pending sales for existing
homes fell 1.6% in August pointing to slower demand, but lower
mortgage rates should help to extend the housing recovery.
The new governor of the Reserve Bank of India, Raghuram Rajan,
provided an encore to last week’s rate hike by announcing this week that
the Bank’s primary inflation gauge will change from the Wholesale Price
Index (WPI) to the Consumer Price Index (CPI). This is an important
change because policy rates are currently 7.5% which indicates real
interest rates are positive relative to WPI (currently 6.1%) but negative
relative to CPI (10.8%). This suggests further rate increases are likely
out of India.

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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For the third straight week, U.S. Treasuries finished higher as demand for
safe haven assets increased amid speculation a political standoff over the
U.S. budget will lead to a government shutdown. In a sign investors
remain cautious about the current market environment, the yield on the
10-year Treasury note has dropped close to 0.40% from the 3.01% level
reached on September 6. Looking ahead, many strategists feel demand
for Treasuries will likely remain robust until Congress resolves to raise the
debt ceiling, ending concerns of any risk of a government default.
Meanwhile, municipal bond market volatility remains high as rating
agencies have started to revise their evaluation methodologies again.
Three years ago Moody’s and Fitch Ratings “recalibrated” tens of
thousands of municipal bond ratings, arguing a uniform rating scale
based on the probability of default would more directly map to other asset
classes, specifically corporate bonds. Standard & Poor’s, while not
formally recalibrating its ratings scale, also implemented several rating
criteria methodology changes. Recently, it appears the ratings agencies
are once again refining their rating methodologies, now with increasing
occurrences of downgrades. In general, there have been no fundamental
changes in the risk profile of the affected bonds, but rather a revision in
the rating agencies approach to assessing credit strength. Unfortunately,
investors may perceive these downgrades as a new trend of overall
weakness in municipal bond fundamentals. Although this has the
potential to continue to contribute to lower valuations and reduced
liquidity in the short-term, we are optimistic municipal bonds can recover
from currently oversold conditions.
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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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Equity markets closed out the last week of the month and the third
quarter on a down note after three strong weeks as investors digested
mixed economic data and worried about a possible government
shutdown next week. For the week, the Dow Jones Industrial Average
declined 1.1%, closing at 15258.24. The broader S&P 500 Index ended
1.1% lower at 1691.75. The NASDAQ Composite Index rose slightly,
0.2%, for the week to finish at 3781.59. For the month of September, the
indices were up 3.0%, 3.6% and 5.3% respectively. There was a fairly
large dispersion between index price performance in the third quarter as
the NASDAQ finished 11.1% higher, the S&P 500 closed up 5% and the
Dow increased only 2.4% since June 30.
European stocks were down to start the week after weekend elections in
Germany showed Chancellor Angela Merkel will likely struggle to form a
coalition government. On a positive note, the euro-zone “flash” composite
PMI reached a 27-month high of 52.1, slightly ahead of expectations. The
European Stoxx Index declined 0.7% for the week, but was up 4.7% in
September and over 9% for the third quarter of 2013. Investors took
profits in Chinese stocks after a strong rally. The Shanghai Composite
Index decline 1.5% this week, despite a report on Monday showing
China’s manufacturing activity jumped to a six-month high in September,
beating expectations. New export orders were positive while output and
overall orders grew at a faster rate than the prior month. The index closed
up 4.8% in September. Since the end of the second quarter, Chinese
stocks increased 10.7%. In Japan, the Nikkei index was flat for the week,
up 10% in September, and 7.8% for the third quarter.
JC Penney stock fell near a 13-year low due to concerns about the
company’s liquidity position heading into the holiday season. New Dow
Jones Index member Nike reported its first fiscal quarter of 2014 results
and the stock jumped over 5% on the news. Despite a 1% decline in
sales in China, the company announced an 8% increase in worldwide
revenues along with higher gross margins.
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SEE IMPORTANT DISCLOSURES ON BACK PAGE.

Prices reflect most recent data available at the time of publication
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Gold reached a one-week high on Friday, moving the precious metal out
of negative territory for the week as uncertainty over the U.S. budget and
jitters on the outlook for Federal Reserve policy fueled buying interest.
The metal managed to post modest gains this week as many weighed
the possibility of politicians continuing to “kick the can down the road”
and not address the fundamental fiscal challenges facing the U.S. Gold
surged to record highs, over $1,900 an ounce, after the last debt-ceiling
fiasco in 2011.
Soybeans rose this week, heading for a quarterly gain, after surging U.S.
export sales signaled steady demand from China, the world’s biggest
importer and consumer. Net export sales of soybeans more than tripled
to 2.82 million metric tons in the week through September 19 from a
week earlier, the U.S. Department of Agriculture reported this week.
Wheat also managed to post gains this week, while corn was little
changed.
Crude oil slightly declined this week as traders weighed the looming U.S.
budget deadline and its potential to weaken the dollar, which could lead
to higher prices for dollar-denominated crude. Also contributing to oil’s
price were reports that the United Nations is investigating more chemical
attacks in Syria. Oil prices had been falling in recent days as tensions
over Syria eased and the U.S. and Russia agreed on a U.N. chemical
arms draft resolution. The oil market followed developments in the Middle
East and North Africa closely for possible disruptions to oil supply and
transport in the region. Also announced this week, the Organization of
Petroleum Exporting Countries (OPEC) would increase crude shipments
by 1% next month as they seek to maximize flows before refineries are
shut down for maintenance. OPEC, which supplies nearly 40% of the
world’s oil, will raise exports by 230,000 barrels a day to 23.9 million a
day.
Natural gas futures rebounded from a five-week low earlier this week as
traders closed out positions in expiring October contracts. Natural gas for
electric power generation in the U.S. has slipped 14% during the first
seven months of this year, compared with the same period last year,
according to the Energy Information Administration (EIA).
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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 hypothetical model
strategies. Hypothetical 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 which utilize MainStreet Advisors
investment advisory 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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