MainStreet Advisors

MainStreet Advisors
Financial Market Update

March 28, 2014
[page 1]

Economic Update
Consumer spending in the U.S. increased 0.3% in February, the largest
gain in three months, after a 0.2% climb in January. This is a positive shift
to the upside as a tough winter had taken some steam out of the
consumer spending trend, which makes up 70% of consumption in the
economy. An improving job market and higher incomes contributed to the
consumption gains, which came from increased spending on durable
goods, cars, and the service sector. Part of the gain in incomes (also up
0.3% in February) is due to a spike in government transfer payments from
Medicaid distributions related to the Affordable Care Act, and private
sector wages were also up 3.6% over the past year.
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Real GDP for the fourth quarter of 2013 was reported at 2.6% annualized,
an upward revision from the 2.4% stated last month. Consumer spending,
the largest contributor to the GDP figure, increased by 3.3% in Q4 to
mark the strongest quarterly gain since 2010. Many retailers are waiting
for the spring to evaluate the state of the economy and the U.S.
consumer because of skewed data from the winter, and expectations are
high for a rebound in Q2 of this year.
While consumer spending has been strong, the story is different in the
corporate world. Factories reported fewer orders for machinery and
technical equipment in February as weak sales during the winter
dampened order demand. Capital goods orders fell 1.3% in February
after a 0.8% increase in January, but demand for durable goods still
climbed 2.2% year over year, led by auto sales.
The consumer confidence fell in March to the lowest reading in four
months, which could indicate slower upcoming spending. The Thomson
Reuters/University of Michigan survey of consumer sentiment dropped to
80 from a February reading of 81.6. Higher heating costs and gasoline
prices contributed to the fall in sentiment, but stronger wage gains and an
improving employment outlook kept the number from falling further.
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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Bond Market Update
Despite a modest sell-off on Friday, U.S. Treasuries finished the week
higher as mixed economic reports deflated concerns from last week’s
comments from the Federal Reserve. Looking forward, many strategists
expect the yield on the 10-year note to trade between 2.5% and 3.0% in
the short-term given continued uncertainty over the domestic economic
outlook. This outlook will play a key factor shaping the central bank’s
pace of tapering of quantitative stimulus. If the Fed continues its current
pace, their bond-buying program should come to end in the fourth quarter
of this year, paving the way for an increase in short-term interest rates.
Meanwhile, Standard & Poor’s cut Brazil’s sovereign debt rating to BBB-,
noting a multiyear economic slump has eroded the country’s finances.
President Rousseff tried to revive the economy with a combination of tax
cuts and social spending. At the same time, the president has been
widely criticized for resorting to sometimes opaque accounting moves to
meet budget targets. S&P said fiscal credibility had been “systematically
weakened” following cuts in the government’s main target, with loans by
state run banks undermining “policy credibility and transparency.” The
short-term effect of the downgrade on the financial markets remains
unclear. Analysts feel some market participants might be forced to
liquidate positions due to policies prohibiting holding lower quality assets,
while others may focus on the low likelihood of further downgrades.
Issue
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SEE IMPORTANT DISCLOSURES ON BACK PAGE. Source: Bloomberg, FTN Financial, The Wall Street Journal, U.S. Department of Treasury.

U.S. Investment Grade Corporate Bond Spreads (BBB-A), in bps
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Domestic stocks fluctuated this week, ending close to where they began.
As we approach the end of the quarter on Monday, equity markets are
trying to decipher a number of variables, including the Fed tapering,
concerns over Ukraine, a slowing Chinese economy, healthy U.S.
corporate profit growth, a still-suffering consumer, and the impact of a
cold and snowy winter. With that many uncertainties, it’s no wonder that
the week, like the first quarter as a whole, meandered rather than moving
consistently in either direction. The S&P 500 index closed the week at
1857.62 or down 0.5% on the week, while the Dow Jones Industrial
Average finished at 16,323.06, down 0.1% over the five days. With one
more trading day remaining in the first quarter, the S&P 500 has eked out
a 0.5% gain year to date.
Foreign stocks generally fared better than American stocks this week.
The Stoxx Europe 600 index closed Friday at 333.76, higher for the week
by almost 2%. European and Asian equities were supported by China’s
commentary about continued infrastructural investment. Japan’s Nikkei
225 index rounded out the week up just over 3%, at 14,696.03, on the
back of a weaker yen and favorable inflation data. Emerging markets also
outpaced domestic stocks this week, with the iShares MSCI Emerging
Markets ETF rising 4.5% to close at 40.74.
Though the broader U.S. stock market indexes have been nearly flat,
there has been movement lately within equity styles and industry sectors.
In particular, the market has lost some of its desire for the highest-flying
stocks. These “momentum” stories have had a hard ride in March, and we
attribute this to valuation concerns and money flows more than changes
in fundamentals. The biotech sector, as measured by the IBB ETF, has
fallen more than 10% in the month, as have Priceline, Twitter, and Tesla.
March losses in NetFlix and 3D-printing company 3D Systems have been
approximately 20%.
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SEE IMPORTANT DISCLOSURES ON BACK PAGE.
1 Prices reflect most recent data available at the time of publication
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, Cornerstone, Morngingstar
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Crude oil futures rose to three-week highs this week on continued supply
drawdowns at a key storage hub and signs of improving U.S. demand.
Supplies in Cushing, Oklahoma, a main U.S. storage hub where the
Nymex contract is priced, fell for the eighth straight week last week, as
announced by the U.S. Energy Information Administration (EIA). Cushing
stockpiles are at their lowest level since January 2012. A storage surplus
has built up in Cushing as domestic oil production rapidly increased
without sufficient transportation channels to connect the crude to existing
refineries.
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Gold prices sank to six-week lows this week on signs of improving U.S.
economic growth and easing concerns regarding Ukraine drained
investor interest in the safe-haven asset. This marks the second
consecutive weekly drop for the precious metal, after it had rallied over
the first two months of the year as investors sought to protect their wealth
from risks such as a slowing economy, turbulence in emerging markets
and the political crisis in Ukraine. After Russia annexed Ukraine’s Crimea
region in mid-March, some of the uncertainty surrounding the geopolitical
tensions in Eastern Europe appeared to subside and bullion prices have
turned lower, on pace for a 2% loss this month. This week, the metal’s
retreat came amid signs that the U.S. economic recovery is gaining
traction after a stretch of weak economic readings at the beginning of the
year.
Brazil’s worst drought in decades comes with a silver lining for coffee
growers responsible for one in every three cups of fresh java consumed
in the world. The dry spell has triggered a price surge allowing farmers to
sell stockpiled coffee at a profit for the first time in a year which should
help pay debt and fertilizer bills. Brazilian coffee trees suffered the driest
and hottest start to a year in at least six decades, fueling a rally that sent
New York futures to a two-year high earlier this month. Coffee roasters,
who until December were buying the bare minimum on the prospect of
ample supplies and lower prices, have been speeding up purchases due
to uncertainty over the crop as growers will start harvesting in April or
May.
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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. MPFMU_022114
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