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Economic Update
It was a slow holiday week for U.S. economic releases. Existing home
sales came back slightly from a weak November report, gaining 1.0%
after a 4.3% November dip, settling at a level of 4.87 million homes.
Available supply fell sharply to 4.6 months from a reading of 5.1 last
month, indicating a significant tightening of supply which could lead to
weak sales in the coming quarter.
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Winter weather has certainly been a factor for the U.S. housing market in
recent months. This can be seen in the Architecture Billings Index, which
fell across the northern states in December by over 4.5%. The colder
weather so far in January could lead to further weakness in the index,
which is still rolling off negative effects from the government shutdown.
The Architecture Billings Index is a leading indicator of overall U.S.
construction spending, so hopefully this factor will strengthen with warmer
weather.
Chinese manufacturing PMI fell in January to a nominal 49.6% and
seasonally-adjusted 48.5%. This suggests a coming slowdown in real
GDP growth, an idea supported by Premier Li Keqiang. He stated that
China could keep unemployment low and maintain order throughout the
country with GDP growth levels of 7.2%. Some analysts’ forecasts of
Chinese GDP have fallen below 7% for 2014. Furthermore, there is a
historical correlation between Chinese bank stocks and the
manufacturing PMI index, and as bank stock prices run lower this could
indicate further downward movement for manufacturing PMI in China.

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, pushing the
yield on the 10-year note to an eight-week low. The trigger of the recent
rally comes from a confluence of negative factors including declines in
emerging market securities, growing concerns about the health of China’s
economy and the country’s non-bank financial institutions, and a plunging
peso in Argentina. Because many strategists suggested earlier in the
year that yields would trend higher, this rally caught many market
participants off guard, with concerns now escalating the Fed might delay
tapering its quantitative easing program. Meanwhile, some bond
investors are losing their aversion to illiquid parts of the corporate junk
bond sector, as the extra yield buyers demand to own smaller
denominations that trade infrequently dropped to 0.25% from 1.00%. The
lower premium for illiquid assets suggests managers are still willing to
reach for yield to enhance returns, likely increasing expected volatility in
the markets. Because stricter banking regulations accelerated a decision
by many bond dealers to reduce or eliminate using their own assets to
facilitate trading, illiquid securities become more vulnerable to price
swings when market sentiment deteriorates. Against this backdrop,
mutual fund managers forced to sell assets to meet withdrawal requests
often accept weak bids since many large market-makers, driven out by
the Volcker Rule, no longer participate in this arena.
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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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Stocks were weak across the board due to concerns about slowing
growth in China and financial volatility in Latin America after the
Argentinian central bank struggled to stem a decline in its international
reserves. The Dow Jones Industrial Average Index experienced two
days in a row of triple digit losses, including a 318 point drop on Friday to
close at 15,879.11, a five-week low and down 3.5% since last week. The
broader S&P 500 Index finished the week 2.6% lower at 1,790.29. The
NASDAQ Composite Index declined only 1.6% for the week to 4,128.17.
All three indices are now lower year-to-date. The CBOE volatility index
increased 18% on Friday.
International stocks were also weak as China economic data
disappointed and volatile currencies in Turkey and Argentina spooked
investors. After reaching its highest closing level since January 2008 last
Thursday, European stocks, as measured by the STOXX 600 index,
declined 3% this week, marking its worst weekly performance since June.
An index of Chinese manufacturing growth released on Thursday showed
that the sector was contracting for the first time in six months. The Nikkei
Index in Japan fell 2.2% for the week, while China’s Shanghai Composite
Index was up 2.5% despite the weak economic data.
According to Zacks Investment Research, total earnings for the S&P 500
are on track to reach a new all-time quarterly record, with easy
comparisons allowing for the strongest year-over-year growth of 2013.
Through yesterday 102 companies have reported earnings. We
believe excluding earnings outliers from Bank of America, Verizon and
Travelers Corp, earnings growth reported so far has been near 8.3%.
Nearly 66% of companies that have reported have beat earnings
expectations. Revenues for these companies are up 3.6% as 55% have
surpassed sales. Total earnings growth for the quarter is now expected
to come in around 7.6%.
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-1.65%

S&P MidCap 400

1347.81

1,314.07

-2.50%

Russell 2000

1168.43

1,144.13

-2.08%

MSCI EAFE

1,916.40

1,916.36

0.00%

974.65

963.98

-1.09%

Dow Jones

MSCI EM

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 to a two-month high on Friday and posted its fifth consecutive
weekly gain as a global flight from emerging-market assets and declines
in equities increased bullion’s safe-haven appeal. The precious metal
rallied more than 2% earlier this week as a drop in the dollar and a call
from India’s ruling party chief to review import restrictions on gold
prompted a flood of short-covering. Despite precious metals funds seeing
their first inflows in 19 weeks this week, investors remain cautious of a
market that in 2013 took its biggest tumble in more than 30 years. Crude
oil traded near three-week highs on Friday as well, with snow storms
across the U.S. boosting demand for heating oil, along with upbeat U.S.
data adding to signs that the country's economic growth is accelerating.
It was also announced this week that after several major crashes
involving North American trains transporting crude oil, the National
Transportation Safety Board (NTSB) issued recommendations for
alternative routing intended to protect the public in the event of future
derailments, fires and spills. The NTSB noted that crude oil shipments by
rail have increased by more than 400% since 2005. Freight railroads in
the U.S. transported nearly 234,000 carloads of crude oil in 2012, up
from just 9,500 in 2008 and according to the Association of American
Railroads, preliminary data suggests that rail carloads of crude
surpassed 400,000 last year.
Capital invested in the global hedge fund industry surged to a record in
the final quarter of 2013, finishing a strong year of capital growth as
hedge funds posted their best performance in three years. According to
Hedge Fund Research (HFR), total capital increased in Q4 2013 by $120
billion on $10.5 billion of net inflows to $2.63 trillion, the sixth consecutive
quarterly record, led by a surge in investor interest in Event Driven
strategies. For the full year, total hedge fund capital increased by $376
billion on $63.7 billion of net inflows, as the HFRI Fund Weighted
Composite Index posted gains of 9.2%, the best calendar year
performance since 2010. Event Driven funds led capital inflows across all
strategies for the first time since 2007, with investors allocating $29.5
billion in 2013. Event Driven strategies grew by $140 billion to more than
$698 billion for 2013, surpassing Relative Value Arbitrage as the second
largest strategy area of hedge fund capital.
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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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Chicago, Illinois 60602
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