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Economic Update
Retails sales were positive in December, suggesting a stronger presence
of a healthier consumer than the previous jobs report would suggest.
Retail sales bumped up 0.2% versus a consensus of no change after a
0.4% upward move in November. The number would have been
significantly higher if not for motor vehicles, including parts, dropping
1.8%, erasing all gains in this sector from November. December retail
sales actually climbed 0.7% when taking autos out of the equation.
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Inflation remained low in December with the exception of energy prices.
Headline CPI in December climbed 0.3% while the core figure was up
just 0.1%. The energy sector jumped 2.1%, but most other components
gained modestly or fell slightly. Inflation remains low in general, with the
December year-over-year number coming in at 1.5%, still significantly
below the Fed’s target of 2%.
Housing starts fell in December by 9.8% after a major jump of 23.1% in
November, but still gained 1.6% on a year-over-year basis. Overall
housing permits dropped by 3.0%, suggesting a small rut in the growth of
the housing sector, but much of this drop can be attributed to intensely
cold temperatures and precipitation across the northern U.S. in
December that halted some business activities. Construction activity is
still positive in the housing sector but the slowdown in permits could
indicate deceleration.
Manufacturing in the U.S. is still strong as the December industrial
production number came in up 0.3% during the month after a 1.1% rise in
November, with the manufacturing component increasing 0.4%. This
marks the fifth consecutive monthly manufacturing increase; industrial
production in total marked a 3.7% increase from a year ago. This figure
should contribute to a healthy fourth quarter GDP, all other factors aside,
and while employment numbers have seen recent weakness it seems the
manufacturing sector is continuing to improve.

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 gains earlier in the week, U.S. Treasuries finished the week
modestly lower after a series of better-than-expected economic reports
suggested strength in the ongoing economic recovery. In the short run,
the Fed’s stimulus tapering plan remains the main driver in the bond
markets. Many strategists expect the central bank to announce $10
billion in reductions at each of its policy meetings, with the program
ending toward the end of this year. Meanwhile, the long-term sell off in
the muni market had a reprieve, as investors put a net $103 million into
mutual funds in this sector for the week, breaking an almost eight-month
redemption streak. Redemptions surged in 2013 as market participants
first reacted to rising interest rates, and later to credit worries caused by a
combination of the Detroit bankruptcy, concerns over Chicago’s unfunded
pension liabilities, and a weakening financial picture in Puerto Rico.
However, expectations for the muni market have improved, as new
issuance is forecast to remain subdued and higher tax rates are likely to
attract investors back into this asset class. A tax increase of 3.8% to fund
Medicare for high-income earners along with a cutback in deductions are
likely to influence investor’s decisions when considering after-tax returns.
We continue to recommend munis with an emphasis on a defensive
structure in the form of above-market coupons. Our focus maturity range
for yield curve positioning remains five to seven years, preferring “A”
rated GO and essential service revenue bonds.
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Mixed economic data and corporate earnings reports led to stock market
volatility this week. The Dow Jones Industrial Average Index fell 179
points on Monday only to rebound back 111 points on Tuesday. For the
week, the Dow was up 21 points, or 0.1%, closing Friday at
16,458.56.The broader S&P 500 Index declined 4 points, or 0.2% to end
the week at 1,838.70, after reaching a record close level of 1848.38 on
Wednesday. The NASDAQ Composite Index had the strongest
performance rising 0.5% for the week, to finish at 4,197.58.
International stocks were mixed with strength in Europe and weakness in
Asia. European stocks as measured by the STOXX 600 Index closed
higher for the fifth straight day on Friday, reaching its highest closing level
since January 2008. Retail sales in the UK jumped 2.6% in December,
the biggest month-to- month rise since February 2010. Stocks in Asia
were volatile this week. The Nikkei Index in Japan fell 3% on Tuesday
after a three-day weekend as investors reacted negatively to the US jobs
report and the yen’s strength weighed on export-oriented stocks. The
index rebounded later in the week, but was still off 0.9% from last Friday’s
close. China’s Shanghai Composite Index fell 0.4%.
Corporate earnings were in full swing this week with reports out from
Wells Fargo, GE, Schwab, Blackrock and Intel. Wells Fargo reported
record earnings, despite a steep decline in mortgage origination fees. GE
reported results in line with expectations, but the stock fell as industrial
orders grew less than last quarter and overall margins were below the
company’s target. Stock market strength allowed Schwab and Blackrock
to report revenues ahead of expectations. Stabilization in the PC market
helped Intel’s quarter, but management still guided for flat revenue and
expenses in 2014.
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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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West Texas Intermediate crude reached its highest point in two weeks
amid speculation that U.S. unemployment and manufacturing data
signaled the world’s biggest oil consumer will sustain its economic
growth. Also this week, the Organization of the Petroleum Exporting
Countries (OPEC) forecasted that global oil demand would increase by
1.05 million barrels per day to 90.91 million barrels per day in 2014 over
last year. However, OPEC still expects demand for crude to decline from
growing supplies outside of its member countries, mainly from the U.S.
Listed real estate investment trusts (REITs) raised a total of $76.96
billion of equity and debt last year, an amount that surpassed 2012’s
prior record of $73.33 billion, according to the NAREIT. The 2013
number included $46.22 billion of equity and $30.74 billion of debt.
NAREIT reports that a total of $5.71 billion was raised in 19 initial public
offerings (IPOs) during the year, the most since 2004, when $8.27 billion
was raised in 29 IPOs. The overall size of the listed REIT industry also
grew in 2013. The industry’s market capitalization increased to $670
billion at the end of the year, up from $603 billion in 2012, and the
number of companies in the FTSE NAREIT All REITs Index grew to 203,
up from 172 companies at the end of 2012. The industry also continued
to maintain a moderate level of leverage, with the debt ratio of the FTSE
NAREIT All REITs Index at the end of the 2013 at 49.2%, approximately
flat relative to its 48.8% level at the end of 2012.
Hedge funds suffered their biggest net outflows last month since the
height of the financial crisis, as the SS&C GlobeOp Capital Movement
Index fell 3.56% in December. The index, which measures net hedge
fund subscriptions and redemptions, had its worst reading since
September 2009. December’s withdrawals all but wiped away last year’s
net inflows into hedge funds, as the SS&C index rose just 0.16% for
2013. The last month of the year usually sees large outflows within the
industry, as investors move to rebalance their portfolios, but this past
December’s redemptions were much higher than in December 2012,
when the index dropped 2.61%. Analysts point to hedge funds’
substantial underperformance compared to the broader markets as a
reason for increased withdrawals 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 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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