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Economic Update
French unemployment bumped up 0.1% to reach a level of 10.9%, the
highest in over 16 years. President Francois Hollande continues to see
low approval ratings while his “top political priority,” the unemployment
rate, continues to climb. The rate of increase is slowing, which could
indicate a turnaround in 2014, but the young unemployed segment is still
a very high 24.5%.
The employment data in the United States was also disappointing as
Friday’s report showed total payroll jobs increasing by 74,000, far under
consensus of 200,000, which could induce a reconsideration of the Fed’s
decision to continue tapering back the quantitative easing program. This
came as a surprise after a positive ADP private employment report earlier
in the week. The cold weather likely had an effect as construction jobs fell
in December but holiday retail employment more than offset this drop,
meaning more employment subcategories had lower hiring numbers
during the month. This report comes after a very positive November
revised figure of 241,000 and 200,000 in October, so this could likely be a
weather-related anomaly followed by a January bounce back. The
unemployment rate fell significantly to 6.7% from 7.0% which on the
surface appears to be positive, but in fact is almost entirely a result of the
U.S. labor force dropping by 347,000.
A more favorable release was the November trade balance report.
Exports rose 0.9% and imports dropped 1.4% to bring the trade balance
to $-34.3 billion, down from $-39.3 billion in the previous release and far
surpassing the consensus estimate of $-39.9 billion. This is the most
upbeat trade report since October of 2009, and the improvement can
mostly be attributed to exports increasing and imports falling in
petroleum, industrial supplies, and commercial aircraft.

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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After muted moves earlier, U.S. Treasuries finished the week sharply
higher after a jobs report released on Friday showed slower-thanexpected payroll growth. Because the jobs report is one of the primary
indicators the Federal Reserve uses to determine fiscal and monetary
policy, any weakness fuels concerns the central bank will keep short-term
rates lower for longer than previously believed. Despite this surprise,
most strategists continue to suggest the yield on the 10-year note should
remain anchored between 2.8% and 3.0% in the short term, barring any
unforeseen market events. Meanwhile, the European Central Bank
announced it would keep its benchmark interest rate at a record low of
0.25%. Borrowing testimony from Ben Bernanke, ECB president Mario
Draghi said rates would “remain at present or lower levels for an
extended period of time.” With European economic growth and inflation
at below target levels, he said risks for the Eurozone “remain on the
downside” and the ECB is ready to “take further decisive action” to spur
the weak recovery. Draghi refused to say the fight against Europe’s debt
crisis is over, even as countries like Ireland and Portugal return to the
debt market. Against this backdrop, some strategists expect further rate
cuts as Draghi stressed the importance of maintaining a high degree of
monetary accommodation along with ECB’s willingness to deliver further
decisive action.

Issue

1.3.14

1.10.14

Change

3 month T-Bill

0.07%

0.05%

-0.02%

2-Year Treasury

0.40%

0.39%

-0.01%

5-Year Treasury

1.74%

1.64%

-0.10%

10-Year Treasury

3.02%

2.88%

-0.14%

30-Year Treasury

3.94%

3.80%

-0.14%

Yield Curves
5.0%

4.0%

3.0%

2.0%

1.0%

0.0%
2 yr

3 yr

5 yr

U.S. Treasury

10 yr

Muni (Tax Equiv.)*

Source: U.S. Department of Treasury, Standard & Poor's, FTN Financial
*Taxable Equivalent rate is calculated by using a 35% tax margin

SEE IMPORTANT DISCLOSURES ON BACK PAGE. Source: Bloomberg, FTN Financial, The Wall Street Journal, U.S. Department of Treasury.
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Stock Market Update

Domestic equity markets were mixed in the first full week of trading in the
new year. A strong ADP employment report on Wednesday that showed
an increase of 238,000 jobs for the month of December was contradicted
on Friday by the government’s report showing only 74,000 jobs created in
December. The markets were choppy on Friday as they tried to make
sense of the conflicting jobs reports. The Dow Jones Industrial Average
closed the week at 16,437.05 down 0.20% for the week. The broader
S&P 500 ended the week up 0.60% at 1842.37. The NASDAQ Index was
better for the week, rising 1.03%, to finish at 4174.66.
European stocks ended higher on Friday and rose for the week. Data
released on Friday showed that French industrial production rose a
stronger-than-expected 1.3% in November. The European STOXX 600
Index increased 0.7% from last Friday’s close. In Asia, the Nikkei Index
declined slightly for the week to move just below the psychologically
important 16,000 mark on Friday. The Shanghai Composite declined on
the week as Chinese exports and China’s trade surplus both came in
lower than expected hinting at continued economic weakness in the
world’s second largest economy.
Fourth quarter earnings season kicked off on Thursday after the close
with Alcoa (AA) reporting disappointing results. Despite higher demand
than the year ago period, Alcoa reported adjusted net income of 4 cents a
share that missed consensus estimates of 6 cents a share mainly due to
lower average aluminum prices. Alcoa sees demand rising around 7% in
2014, driven by aerospace, automotive, and construction industries
worldwide. The shares reacted negatively, selling off over 5% on Friday,
retreating from a recent two-year high. Retailers have been reporting
mixed holiday results so far this season. Sears Holdings (SHLD) dropped
over 13% on Friday after reporting a 7.4% decline in holiday season
comparable sales. On the other hand Abercrombie & Fitch (ANF) moved
almost 12% higher after raising its full year earnings forecast.
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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 rose on Friday as the dollar came off seven-week highs, while
investors awaited U.S. nonfarm payrolls data for clues over the state of
the world’s largest economy. In wider markets, the dollar eased up
against a basket of currencies, making dollar-denominated gold less
expensive for holders of other currencies. Analysts expect the U.S.
currency could easily rebound if data continues to support an improving
U.S. economic outlook. The precious metal lost 28% of its value last
year, ending a 12-year bull run, as worries over a stimulus cut prompted
investors to shift money elsewhere, mainly to equities. Analysts'
forecasts remain subdued and expectations are mostly for another drop
in gold prices this year. Bank of America Merrill Lynch cut its 2014
average price forecast to $1,150 an ounce, citing an uncertain macroeconomic environment along with lack of investment demand. Barclay’s
stated that they expect the metal’s price to average around $1,205 an
ounce in the coming year, mostly due to a macro backdrop of modest
growth, fewer tail risks, and a stronger dollar increasing the scope for
further disinvestment.
Crude oil pulled away from six-month lows during early trading on Friday,
supported by upbeat Chinese import data, although expectations for
further tapering to the Federal Reserve’s stimulus program weighed on
the markets. The Fed’s economic stimulus measures have helped
support the outlook for energy demand and provided support for oil
prices. Crude found support after data showed that China’s crude
imports rose by 13% from a year earlier to a record 6.31 million barrels
per day in December. China is the world’s second biggest oil consumer.
The ongoing unrest at Libyan ports seized by protesters also helped
support crude prices, although exports from those ports could resume by
the weekend. Libya is now reportedly producing about 650,000 barrels of
oil a day, about half of normal capacity, though up from 100,000 barrels a
day produced in 2013 when protesters disrupted operations in key oil
fields.
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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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