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Economic Update
On Friday, the U.S. Department of Labor announced that non-farm
payrolls shed 85,000 jobs in December. Revisions to November 2009
data showed that payrolls added 4,000 jobs opposed to the originally
estimated loss of 11,000. The highly anticipated report indicated that,
despite further payroll declines, the unemployment rate held steady at
10% in December. Minutes from the Federal Open Market Committee
(FOMC) December meeting, released Wednesday, noted that the
Committee’s belief that further signs of improvement are needed to
“provide convincing evidence of recovery in the labor market.”
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The Institute for Supply Management (ISM) reported that the Purchasing
Managers Index (PMI) increased to 55.9%, signaling expansion in the
manufacturing sector for the fifth consecutive month in December as new
orders, production, and employment within the sector all grew at an
accelerated rate. ISM also reported that the Non-Manufacturing Index
(NMI) increased above the 50% level, indicating that the nonmanufacturing sector began to expand again in December. ISM
concluded that survey responses were generally “neutral or slightly more
optimistic about business conditions.” Separately, the JPMorgan Global
All-Industry Output Index increased again in December, marking the fifth
consecutive month that global manufacturing and service sectors have
been in expansionary territory.
The Pending Homes Sales Index slipped in November after increasing
for several months, according to the National Association of Realtors
(NAR). This forward-looking indicator of housing activity has contributed
to the NAR’s belief that significant increases in sales activity are unlikely
before the traditional spring market. However, NAR chief economist,
Lawrence Yun, acknowledged that pending home sales are well-above
levels one year ago.
According to the International Council of Shopping Centers, U.S. retail
sales rebounded in December with the strongest monthly gain since April
2008. A survey of 33 retail-chain stores showed that sales at stores
open more than one year advanced 2.8% compared with December
2008.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, Institute for Supply Management, Markit Economics, National Association of Realtors, International Institute
of Shopping Centers.
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U.S. Treasuries ended mixed for the week, with the yield curve
steepening to record levels. Shorter-dated securities closed higher after
a weaker than expected key jobs report fueled doubt of a strong nearterm economic recovery. Longer-dated bonds fell for the week before
next week’s Treasury auction of notes and bonds. A bout of profit taking
often occurs before auctions, as market makers tend to push up longterm bond yields as a way to underwrite these auctions at more attractive
levels. The spread, or difference in yield, between two- and 30-year
government securities widened to an all-time high of 3.75% as a weak
labor market continues to compel the Federal Reserve to keep rates at
an ultra-low level near zero. Surprisingly, the difference in yields on 10year notes and Treasury Inflation Protected Securities (TIPS), a gauge of
trader expectations for consumer price inflation, widened to 2.47%, the
most since July of 2008. Meanwhile, emerging market bond funds
recorded net inflows for the week, extending 2009’s record increase.
With an increase in investor demand for higher yielding securities, the
spread between emerging market yields and U.S. Treasuries narrowed to
2.68%, close to the lowest premium since June of 2008, according to JP
Morgan.
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Stocks started the New Year with the biggest rally in almost two months
and continued to climb for the rest first week of 2010. The Dow Jones
Industrial Average (DJIA) gained 190.14 points, or 1.82%, to end Friday
at 10,618.19, while the broader S&P 500 added 29.88 points, or 2.68%,
to close at 1,144.98. The technology-heavy NASDAQ Composite rose
0.74%.
Four S&P sectors split the leadership this week, with energy, financials,
industrials and materials all gaining over 5%. Utilities lost 0.97% for the
week, the only loss of the ten S&P sectors.
Novartis (NVS) launched a $28.1 billion bid to acquire the remaining
shares of eye-care company Alcon Inc. (ACL) it does not own. According
to the Wall Street Journal, the deal follows Novartis’ 2008 25%
acquisition of Alcon from Nestle; the total acquisition is expected to cost
approximately $46.8 billion.
Warren Buffet’s Berkshire Hathaway (BRK) made headlines on Tuesday
when it announced that it would not support Kraft’s (KFT) proposal to
issue new shares so that it could increase its bid for British candy
company Cadbury PLC. Berkshire is the largest shareholder of Kraft,
with a 9.4% stake. Kraft shares jumped 4.9% on the news as investor
fears eased that Kraft would overpay for Cadbury.
In its latest encroachment on the territory of Apple (AAPL), Google Inc
(GOOG), announced its much anticipated Google-branded cell phone.
The handset will use Google’s Android operating system and will be sold
online and through T-Mobile. In other wireless news, AT&T (T)
announced that it would soon sell mobile phones that run on Google’s
Android operating system, a move that the Wall Street Journal called a
hedge against AT&T’s soon to expire exclusivity contract to sell Apple’s
iPhone.
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The lingering effects of an early winter season cold snap are being felt in
the commodity markets. Just this week, oil managed to hit a 15-month
high of $81.51 per barrel. By week's end, front month oil futures contract
had made 10 sequential higher closes, only to have Friday break the
streak with a modest loss. This rally was only the second in recent
history, the other being a 10-day rally in February 1996 when oil rose
20% from $17.54 to $21.05 before declining 6% on the 11th day. A
dearth of news on the economic front and a disappointing December jobs
report, a surprising loss of 85,000, drove gold and other commodities
higher this week. Meanwhile, record setting heavy rainfall in Argentina
has allowed for some grain analysts to predict a bumper crop of corn
there later this year, with harvests totaling 40% more than in 2009.
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Greenwich, Connecticut-based hedge fund firm AQR has recently
launched two retail based mutual funds, a global equity fund and a
managed futures fund. According to a recent report by FactSet
Research, institutional investors held more than 80% of all outstanding
real estate investment trusts (REITs) shares as of year end 2009,
compared to ten years ago when they held only 40%. This change in the
ownership of REITs may have been in response to industry trends in
2009 to reduce cash payouts, or make those distributions with additional
shares of stock, something that the perceived cash flow hungry individual
investor did not appreciate. Separately in the ongoing insider trading
investigation of Galleon hedge fund founder Raj Rajatanam, the indicted
ex-McKinzie partner, Amil Kumar plead guilty to securities fraud and
admitted he had been paid $1.75 million by Rajaratnam for tips.
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Economic Update
Consumer sentiment remained essentially unchanged in early January,
as shown by the Reuters/University of Michigan Surveys of Consumers.
Reuters concluded that ongoing concerns about the jobs market and
personal financial situations have overshadowed a more positive
economic outlook. The RBC CASH Index, which measures consumers’
attitudes about economic conditions, personal financial situations,
savings and confidence to make large investments, climbed to the
strongest level since September 2008. RBC Capital announced that the
survey showed an improved appraisal of the outlook for the labor market,
more favorable expectations for the economy, and “a striking increase in
consumer optimism.”
The U.S. Census Bureau reported that business inventories increased
slightly for the second straight month in November, a possible sign that
the correction in business inventories has finished. Manufacturing and
trade sales increased as well, causing the ratio of inventories to sales to
decline. This produces a more favorable mix for economic growth.
Industrial production increased 0.6% in December, according to the
Federal Reserve. Capacity utilization edged higher to 72% in December
and while this is a great improvement from lows seen earlier this year, it
is still less than the levels witnessed in either the 1990-1991 or 20012002 recessions.
The U.S. international trade deficit widened to $36.4 billion in November
amid a $1.2 billion increase (0.9%) in exports and a $4.4 billion (2.6%)
rise in imports. The goods and services deficit declined $6.8 billion in the
November 2008 as exports declined 2.3% and imports fell 5.5%.
Meanwhile, the U.S. Import Price Index, prepared by the Department of
Labor, showed that import prices remained flat in December as a result
of lower crude oil prices. Conversely, the U.S. Export Index posted an
increase of 0.6%.
The Department of Labor announced on Friday that the Consumer Price
Index advanced 0.1% in December, in-line with consensus estimates. In
2009, total consumer prices climbed 2.7%, largely driven by an 18.2%
increase in prices for all energy-related goods.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, Thompsons Reuters, RBC Capital.
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U.S. Treasuries rallied for the week, particularly on the long-end. A
weaker than expected inflation report and increased concerns about
sovereign risk in Greece and other parts of Europe drove prices higher.
Long maturities led the rally as investors bid for 2.68 times the amount of
30-year bonds offered at auction, prompting dealers to cover their short
positions. Many strategists feel that low inflation expectations may
persist given the weak CPI report and comments from New York Fed
President William Dudley suggesting that short-term interest rates may
remain low for at least six months and possibly for as long as two years.
Futures on the CME exchange now show a 27% chance the Federal
Reserve will raise interest rates by at least 0.25% at its June meeting,
down from almost 55% a month ago, according to Bloomberg. Equally
important, the spread, or difference in yields, on 10-year notes and
Treasury Inflation Protected Securities (TIPS), a gauge of trader
expectations for consumer price inflation, tightened to 2.34% from 2.47%.
All else equal, dormant inflation expectations benefits long-dated bonds
by keeping rates low. Meanwhile, corporate credit quality is improving by
the fastest pace in almost three years, according to Moody’s. In a sign
that company balance sheets have improved, Moody’s ratio of upgrades
to downgrades reached 1.2, the first positive reading since June 2007.
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Domestic markets ended lower this week after stocks suffered their worst
one-day decline in a month on Friday. The most notable fall was in the
financial sector, where the S&P 500 Financial Index slipped 2% after
JPMorgan Chase & Co. (JPM) released a disappointing quarterly
earnings report. The company reported a loss in its retail bank, sending
shares down 2.26% on the day. The effects of the unfavorable news
rippled through other banks as well, with Bank of America Co. (BAC) and
Wells Fargo & Co. (WFC) losing 3.33% and 3.14% respectively by the
end of trading.
The S&P 500, NASDAQ Composite, and Dow Jones Industrial Average
ended the week down 0.78%, 1.26%, and 0.08% respectively.
The U.S. filed a complaint against Johnson & Johnson (JNJ) this week
alleging that the company made kickbacks on drug sales. Prosecutors
claimed that J&J illegally paid Omnicare Inc., one of the nation’s largest
pharmacies serving nursing homes, to get the company to purchase and
recommend the use of J&J products to nursing homes. It was stated that
Omnicare’s annual J&J purchases nearly tripled to $280 million during
the alleged payment period. Johnson & Johnson is reviewing the
complaint and will respond to the lawsuit in court. J&J’s stock was down
0.83% on Friday.
Intel Corp. (INTC) was down 3.17% at market close on Friday. The
company reported earnings on Thursday, displaying an impressive surge
in profit as revenue jumped 28% in the fourth quarter. The decline can
be attributed to analysts and investors questioning whether the stock can
continue to climb after the most profitable quarter in company history.
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Predictions of a warm up from the new year's cold snap placed
downward pressure on oil and energy markets as well as agricultural
commodities. With last week's news about growing energy demand and
record cold in the U.S. pushing oil to a 15-month high, just under $84 per
barrel, news of a thaw in the U.S. started what turned out to be a week
long slide for oil. On Monday, crude oil traded down nearly $2 per barrel
and by week's end had broken through $80 to settle below $79 by week's
end. Also helping to drive down oil prices were a mid-week report that
gasoline stockpiles are at a two year high of 3.8 million barrels. Distillate
stockpiles, primarily heating oil and diesel, rose 1.4 million barrels when
the consensus estimate was expecting a decline of 1.8 million barrels
due to the cold snap. Orange juice prices, after rising 7% on Friday,
collapsed 13% on Monday as crop losses may not be as bad as initially
feared and forecasts for warmer weather later in the week. Volume in
orange juice futures for Monday was near 12,750 contracts, nearly five
times higher than average daily volume in 2009 of about 2,700.
Private equity firm Carlyle Group has announced plans to launch a
private equity fund priced in local Chinese currency. Hyatt Hotels, now a
publicly traded REIT following its IPO in October of 2009, has announced
an aggressive hotel expansion plan, either by acquiring hotels currently
on the market or entering into contracts to manage existing ones.
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Economic Update
President Barack Obama proposed on Thursday that the nation’s biggest
banks undergo strict new restrictions on size and trading activities. The
reasoning behind the proposition was that the financial system, while
stronger today, is still operating under the same regulations that almost
led to its collapse. The proposal had many components, including
restrictions that prevent banks from becoming so large that they distort
the normal competitive environment and put the broader economy at risk.
The Conference Board Leading Economic Index for the United States
increased sharply in December, proving strong even outside of the yield
spread component which has recently dominated the index. Eight of the
ten indicators that make up the index were up as it rose 1.1% in the
month, adding to the 1.0% increase in November. The report from The
Conference Board suggested that these positive movements are a signal
that the economy is in a stage of early recovery.
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The housing market index experienced a setback in January, decreasing
one point to 15 for the month. Home builders have done as much as
they can to set the stage a housing recovery by reducing inventories and
new construction while lobbying for new buying incentives. According to
the National Association of Home Builders, buying conditions have rarely
been as good as they are currently, but consumers are still waiting for
evidence of improvement in employment and confidence before returning
to the market.
The Producer Price Index posted modest gains for the month of
December, rising 0.2%. The index slowed after spiking 1.8% in
November. The increase can be attributed to a 1.4% increase in food
prices and a 0.4% drop in energy prices.
The World Bank had a more positive outlook as it released its first global
economic forecasts since mid-2009. The organization revised its
estimate of 2010 global growth up to 2.7% from its previously prediction
of 2.0%, but warned of the risk of a double-dip slowdown. The Bank
expects a strong rebound in developing economies while offering a
bleaker outlook in higher-income countries.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, Thompsons Reuters, RBC Capital.
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U.S. Treasuries rallied for the third straight week amid speculation that
the government’s bank- regulation plans will slow economic growth. A
strong equity market correction, which triggered a flight-to-safety trade,
along with preparations for next week’s $118 billion in Treasury note
auctions were the primary influences on the government debt market.
Treasuries also benefited from comments from Chinese officials
suggesting they will need to slow the pace of credit growth after a record
9.59 trillion Yuan ($1.4 trillion) of new loans in 2009, sparking concerns of
real estate and stock price bubbles, according to Bloomberg. The
spread, or difference in yields, between corporate bonds and similar
maturity Treasuries widened to 2.72%, emphasizing the trade away from
riskier asset classes. Meanwhile, the U.S. Treasury Department
surveyed bond dealers about the potential market impact of the
conclusions of Federal Reserve’s mortgage-backed securities purchase
program, which is scheduled to close by the end of the first quarter of
2010. Many strategists feel the end of this program will likely have a
modest negative impact on the fixed income markets, and financial
markets more broadly given the expectation of higher rates for long-term
mortgages.
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In the worst week since February of 2009, stocks sank on disappointing
earnings news and investor worry over new regulations that propose to
limit the size of big banks and to curtail excessive proprietary trading.
The Dow Jones Industrial Average dropped 436.67 points, or 4.12%, to
close Friday at 10,172.98. The broader S&P 500 ended the week at
1,091.76, down 3.9%, or 44.27 points, while the technology-heavy
NASDAQ Composite lost 3.61%.
On Tuesday Kraft (KFT) announced that it had entered into an
agreement to purhcase British confectioner Cadpury Plc for $19.6 billion.
The agreement was reached after months of hostile negotiations just
before a midnight deadline when Kraft upped its offer by 10% and
increased the cash portion of the offer to 60%. Also on Tuesday, Japan
Airlines filed for bankruptcy in Japan's largest non-financial bankruptcy.
According to the Wall Street Journal, the restructuring is estimated to
take three years.
The selling began on Wednesday when China announced, according to
the Wall Street Journal, that it had ordered credit officials to stop making
new loans. The announcement was made just days after the move by
the People's Bank of China to increase capital requirements in an
attempt to cool the Chinese economy. European and Asian stocks
dropped on the news.
On Thursday, Google (GOOG) reported fourth quarter results that
exceed analyst's official expectations but fell short of the higher "whisper"
number on Wall Street. In addition, the markets were spooked when
President Obama announced his proposal for new bank rules, created
under the guidance of former Fed Chairman Paul Volcker, that would
limit bank size and trading activities.
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The losses were extended into Friday, despite strong earnings results
from McDonald's (MCD) and General Electric (GE) and Intuitive Surgical
(ISRG), all of which topped analyst consensus estimates.
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Domestic and global political developments had a heavy impact on
commodities this week. The dollar rallied in the face of continued
concerns about the fiscal health of Greece. European Union finance
ministers urged Greece to comply with budget rules and to fix its debt
situation without help from the European Central Bank; Greece’s debt
stands at 13% of GDP, well above the 3% limited imposed by the EU.
News that China was taking steps to curb its fast growing real estate
market tipped off a round of selling in oil and industrial commodities.
Gold, which traditionally serves as a safe have in times of crisis, has
lately been tracking movements in stocks also fell as the markets
tumbled on heightened concerns over the Obama administration's
potential curbs on the US banking industry. In real estate, Moody's
released their latest reading for their Real Commercial Property Price
Index and it showed that November's 1% rise marked the first increase in
commercial property values in 13 months. In a rare glimpse into merger
arbitrage deal making, a story in the Wall St. Journal reported that
Cadbury's management was fearful of the estimated 30% of outstanding
shares now held by hedge funds who might sell in a hurry if the deal
wasn't completed. Hedge fund research firm Henessee published the ten
year record of their Hedge Fund Index. According to the report, over the
past 10 years hedge funds rose 88% while the DJIA declined 9.3% and
the S&P 500 fell 23%.
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Economic Update
The economy expanded at a 5.7% annual rate in the fourth quarter,
marking the strongest growth in six years. Economists surveyed by
Bloomberg had expected an increase of 4.5%. The U.S. Department of
Commerce announced the increase in gross domestic product (GDP)
was led by private inventory investments, exports, and personal
consumption expenditures. Two consecutive quarters of positive growth
suggest that the technical end of the recession may soon be called by
the National Bureau of Economic Research.
Consumer confidence increased slightly in January, following a modest
increase in December, according to The Conference Board Consumer
Confidence Index. The third straight month of gains in the index
suggests consumers’ rosier perception of present economic conditions
and the short-term outlook may continue. Despite this, Director of The
Conference Board Research Center Lynn Franco concluded that the
slightly more positive outlook “does not suggest any significant pickup in
activity in the coming months.” Separately, the Reuters/University of
Michigan Surveys of Consumers indicated that consumer confidence is
at the highest level in two years. Survey respondents were more positive
about the overall economic outlook yet remain concerned about their
personal financial situations and expect flat income and job prospects for
the coming year.
The National Association of Realtors (NAR) reported that December
sales of existing homes declined 16.7% to a seasonally adjusted rate of
5.45 million homes. The NAR attributed the slump in activity to the fact
that many buyers completed sales in November—before the original firsttime home buyer tax credit expired. However, NAR Chief Economist
Lawrence Yun noted the significance of levels remaining above sales in
December 2008. The Commerce Department reported that new home
sales declined 7.6% in December to a seasonally adjusted level of
342,000 from November. Home prices have continued to stabilize, as
shown by S&P/Case-Shiller Home Price Indices. Data through
November 2009 indicated that annual declines for the largest
metropolitan cities have continued to decelerate for nearly 10
consecutive months.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, Thompsons Reuters, The Conference Board, National Association of Realtors, Standard & Poor's.
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U.S. Treasuries finished the week mostly unchanged after being lower
earlier, amid mixed economic data. Yields fell Thursday and Friday as
losses in major stock markets and an increase in Greek sovereign debt
risk fostered the appeal of U.S. bonds. The emergence of buying on the
long-end to meet month-end portfolio needs also helped to fuel the
rebound in bonds later in the week, according to Reuters. Another
modest decrease in yield on the 10-year note pushed the security’s price
toward its largest monthly increase since March 2009. The Federal
Reserve’s Open Market Committee upgraded its economic outlook
earlier in the week, but noted they will leave interest rates at a record low
level for an extended period. Meanwhile, Greece is losing the
confidence of bondholders that it can successfully reduce a large deficit,
increasing speculation that the country will not have the means to meet
its debt obligations, according to Bloomberg. Greece’s sovereign bonds
have dropped 11% over the last three months amid concerns the
government has yet to spell out a credible program to tackle the country’s
budget deficit of 13% of GDP, which is more than four times the
European Union’s limit.
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The equity market concluded an up-and-down week, ultimately falling
from the previous week as investors are shedding riskier assets due to
raised concerns about the sustainability of a recovery. A large fourth
quarter growth rate has many wondering if stocks can continue to keep
pace. The broad S&P 500 Index and the Dow Jones Industrial fell 1.64%
and 1.04% respectively. The tech-heavy NASDAQ dropped 2.63%
largely on poor earnings reports.
January ended down, which to some is a troublesome sign as of the
adage, “as January goes, so goes the year.” According to historical data,
January performance predicts the outcome for the rest of the
year—implying a possibly challenging year for equities.
Apple (AAPL) introduced its much anticipated and long-awaited tablet,
the iPad, on Wednesday to mixed reviews. The iPad runs an operating
system similar to the iPhone, which disappoints many as it lacks
capability of a traditional laptop computer. However, Apple is hoping to
take market share from the Amazon Kindle as the iPad will include a
bookstore similar to iTunes. Prior to the iPad release, on Monday Apple
reported a 50% jump in fiscal first quarter profit.
Online retail giant Amazon (AMZN) reported fourth quarter net income of
85 cents per share, greatly exceeding expectations. Also surprising was
its announcement of a $2 billion share buyback despite trading near
record highs. Many analysts are still concerned with Amazon’s high
valuation—shares are trading at nearly 50 times estimated earnings for
the next year.
Embattled firm AIG (AIG) remains under intense scrutiny as new details
emerge on the $181 billion bailout. Taxpayer funds were used to make
AIG business partners whole and high-ranking officials at the New York
Fed, including Treasury Secretary Timothy Geithner, instructed AIG not
to release information about the transaction.
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With continued near-term uncertainty over Fed Chair Ben Bernanke’s
reappointment, interest rates, Congressional hearings on bailouts,
sovereign credit risk in Greece, and curtailed lending activity in China,
commodity prices trade down reflecting slower growth than expected.
Gold’s near 5% slide last week was followed by a muted decline of about
2%. Pushing gold lower was continued weakness in the Euro, which fell
to the lowest prices in six months at $1.39. On news of declining oil
forecasts, oil fell and is down almost 10% to start 2010.
In real estate, ownership of New York's largest sprawling apartment
development, the combined Stuyvesant Town and Peter Cooper Village,
was given up by current owners Tishman Speyer and BlackRock Inc to
its creditors in a move that avoided bankruptcy. Tishman and BlackRock
acquired the historic property, first developed by Metropolitan Life as
apartments for GI's returning from World War II, for $5.4 billion in 2006,
the height of real estate prices. Financed by $4.4 billion in mortgages,
the new owners were unable to convert rent-controlled units to market
priced rentals.
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Amid another round congressional hearings over the bailout of Wall
Street, in particular AIG, many private equity firms were reported to be
jockeying over who may potentially acquire pieces of the conglomerate,
should it be broken up in the future.
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Economic Update
Another volatile week on Wall Street and fresh economic data suggest an
uneven economic recovery. Consumer sentiment, as assessed by the
Reuters/University of Michigan Consumer Sentiment Index, fell from a
two-year high to 73.7. The survey combines barometers of current
economic conditions and consumer expectations. While the assessment
of current conditions improved, consumer expectations sank largely due
to employment data. “Few consumers anticipated any significant decline
in the jobless rate any time soon,” said Richard Curtin, director of the
surveys.
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First-time jobless claims dropped to 440,000, a sharp decline of 43,000.
The Labor Department said the drop largely reflects the end of
administrative backlogs in states that had elevated claims in the
preceding weeks. The four-week average fell by 1,000 indicating the job
market improved only modestly. Most analysts still expect
unemployment to hover near 10% through year-end.
The U.S. trade deficit expanded to -40.2B in December, which was
largely due to higher oil prices and replenishing depleted inventories.
Exports edged 3.3% higher while imports rose 4.8%. International trade,
without the petroleum deficit, improved indicating trade is recovering.
January retail sales improved 0.5%, matching consensus estimates,
which possibly suggest economic growth in coming months. Strength
came from general merchandise retailers as consumers spent holiday
cash and gift cards.
Federal Reserve Chairman Ben Bernanke released a prepared statement
on Wednesday outlining the relaxation of federal emergency liquidity
programs. Bernanke concluded that the U.S. economy still needs
support of accommodative policy, but “at some point the Federal Reserve
will need to tighten financial conditions,” most likely by raising short-term
rates and reducing outstanding bank reserves. He indicated that the fed
funds rate could temporarily be replaced by the interest rate the Fed pays
on excess reserves, which currently is 0.25%. No indication was made
as to when the central bank might begin to scale back their
unprecedented intervention.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, the Institute for Supply Management, National Association of Realtors.
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U.S. Treasuries finished the week lower across the entire yield curve as
remarks earlier in the week from Federal Reserve Chairman Ben
Bernanke hinted that the central bank might be preparing to unwind
some of its monetary stimulus policies. However, Treasuries rose on
Friday on speculation that the European Union’s efforts to support
Greece’s monetary crisis will not be strong enough to prevent the country
from defaulting on its debt. Meanwhile, the spread, or the difference in
yield, between two- and 10-year U.S. government notes widened to
2.85%, approaching the record level of 2.90% set in January. Historically,
the slope of the yield curve has been a good leading indicator of where
investors think interest rates are headed in the future. All else equal, a
steep yield curve has typically preceded an increase in interest rates,
particularly in the one- to five-year range. Despite expectations for
higher rates, investors with moderate positions in money market funds or
other cash instruments may benefit from taking advantage of yield
differences by extending to one- or two-year maturities. Market
strategists feel the yield pick-up would likely outweigh the potential risk of
rising rates and lower prices.
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U.S. Investment Grade Corporate Bond Spreads (BBB-A), in bps
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Stocks ended a volatile week higher, ending a four week slide. The Dow
Jones Industrial Average gained 86.91 points, or 0.87% to end the week
at 10,099.14. The broader S&P 500 rose 9.33 points, or 0.88%, this
week to close at 1,075.51, while the technology-heavy NASDAQ
Composite posted a 1.98% gain.
Energy stocks led the gain this week, up 2.49% on higher oil prices while
utilities stocks posted a loss of 0.38%, the only loss of the ten S&P 500
sectors.
Berkshire Hathaway (BRK) was added to the S&P 500 at the close of
trading on Friday, replacing its acquisition target, railroad Burlington
Northern Santa Fe (BNI). As part of the acquisition agreement, Berkshire
split its "B" shares 50 to 1, thus increasing the number of shares traded
per day allowing the company to meet the criteria for inclusion in the S&P
500 index.
Utility company FirstEnergy Corp (FE) agreed to acquire Alleghany
Energy Inc (AYE) for $4.7 billion, a 32% premium over Wednesday's
closing price. The all stock deal is likely to face intense scrutiny from
state regulators, according to the Wall Street Journal, who hesitate to
approve any deal that might lead to job cuts. The merger would expand
FirstEnergy's reach across seven states and six million customers,
primarily in Ohio, Pennsylvania and West Virginia, according to the Wall
Street Journal.
Just a month after announcing that it would sell a Google-branded cell
phone, Google Inc (GOOG) announced that it would build a fiber-optic
network in select U.S. cities to sell high-speed Internet services to
consumers. Google's intent is to speed-up the adoption of faster
networks and to ultimately expand the usage of its Internet services.
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The debt and deficit problems facing Portugal, Ireland, Greece and
Spain, was felt beyond stocks and bonds but also in commodity prices.
Gold had begun the week with a weak technical bounce off of last week’s
steep drop, but rallied strongly on the news of the ECB efforts to help
Greece. Oil jumped $2 around speculation of the perceived bailout, but
gave it back on news that oil stockpiles for the week rose by 2.3 million
barrels compared to a consensus forecast of a 1.2 million build. The
CBOE Volatility Index, or VIX, rose nearly 50% from 21 to 30 early in the
week, but fell back to 23 by week’s end on news that the ECB would put
a plan in place to back stop Greece’s debt payments. Trading and
arbitrage based hedge funds can thrive in environments of higher VIX
levels.
A recent article in the Wall St. Journal reported that publicly traded REITs
are having trouble spending their excess cash. In 2009, REITs raised
about $24 billion through secondary offerings of stock, but only spent $5
billion on acquisitions. With commercial prices being so low, industry
participants are now complaining that the only parcels for sale are those
with little appeal to public REITs.
The year’s first billion dollar private equity deal was unveiled this week.
SkillSoft PLC, an Ireland based software company, was acquired by a
consortium of four private equity firms for $1.1 billion. The price tag was
only 10% higher than Thursday’s market cap, a far cry from the 30% or
higher premiums of just a few years ago.
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Economic Update
Minutes from the Federal Open Market Committee (FOMC), released
Wednesday, noted continued economic improvements ranging from
expanding consumer and business spending to slowing inventory
liquidations. Despite ongoing weakness in the labor market and tapering
momentum in the housing market, the FOMC noted expectations for
continued economic recovery, albeit at a modest pace before picking up
again in 2011 and 2012. Interestingly, the FOMC noted that participants
believe “the upside and downside risks to the outlook for economic
growth as roughly balanced.”
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The Conference Board Leading Economic Index for the U.S. advanced
for the tenth consecutive month in January, climbing 0.3%. The
Conference Board attributed continued improvements throughout the last
year to strengthening financial markets and expansion in the
manufacturing sector. Consumers have become more optimistic about
the housing market, which has also supported increases in the index.
On Wednesday, the Commerce Department reported that January
housing starts increased 2.8% from the previous month to an annual rate
of 591,000. This is a 21.1% increase from January 2009. Although
building permits declined slightly from December, they were 16.9%
higher than levels one year ago.
The U.S. Import Price Index climbed 1.4% in January from the previous
month, up 11.5% from January 2009. Rising petroleum prices were
largely attributable for the increase. Export prices have also increased,
but at a slower pace. Export prices advanced for the third consecutive
month in January, up 0.8% from December and 3.4% from January 2009.
The report reflected increasing price pressure for producers, although
consumer prices have remained relatively stable. The Department of
Labor announced Friday that the Consumer Price Index increased 0.2%
in January, up 2.6% since January 2009. Food prices rose 0.2% for the
month, while energy prices rose 2.8%. Excluding food and energy,
prices declined 0.1% in January. Separately, the Labor Department
reported that the Producer Price Index increased 1.4% in January.
Prices for intermediate and crude goods advanced as well, up 1.7% and
9.6%, respectively.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, The Conference Board.
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U.S. Treasuries finished the week lower as the Federal Reserve raised
the discount rate, which is the rate charged to banks for direct loans from
the Fed, to 0.75% from 0.50%. Remarks last week from Federal Reserve
Chairman Ben Bernanke hinted that the central bank might be preparing
to unwind some of its monetary stimulus policies. On Thursday of this
week, they followed through and said the move will encourage banks to
rely more on the money market sector rather than the Fed for short-term
liquidity needs. They also noted “the modifications are not expected to
lead to tighter financial conditions for households and businesses and do
not signal any change in the outlook for the economy or monetary policy.”
Despite these inspirational comments, short-term rate increases are
never taken positively by the fixed income markets as evidenced by the
spike in yields on the 10-year note, which reached a five-week high.
Concerns that supply will overwhelm demand as China seeks to diversify
its reserves away from U.S. Treasuries also weighed on the markets.
China’s Treasury holdings dropped in November and December, the first
consecutive months of reductions since 2007, according to Bloomberg.
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Investors were able to look beyond last week’s sour news regarding the
debt crisis enveloping Greece and China forcing banks to increase
reserves to take advantage of downtrodden prices. According to the Wall
Street Journal, seven of the eleven trading days in February have
experienced price swings of 100 points or more. The DJIA and S&P 500
closed the week up 2.96% at 10,402.35 and 3.13% at 1,109.17
respectively. The tech-heavy NASDAQ ended 2.76% higher at 2,243.87.
On Tuesday, the Dow rallied 169.67 points marking the best trading day
since November 9. On Wednesday and Thursday, both the Dow and
S&P 500 increased conservatively, largely due to growing optimism
fueled by ever-improving economic reports. To end the week, indexes
across the board edged higher, albeit modestly, overcoming a surprise
25 basis point hike in the discount rate.
JP Morgan Chase (JPM) announced a $1.7 billion deal to purchase
pieces of an energy trading unit owned by Royal Bank of Scotland and
Sempra Energy. RBS was initially ordered to sell their stake as a
condition of the European Union providing more bailout money late last
year. The deal excludes North American units over fears the recent
proprietary trading restrictions proposed by President Obama and former
Fed chief Paul Volcker could become law.
Walgreen Co. (WAG) announced plans on Wednesday to buy Duane
Reade for $620 million, plus $480 million in debt. The purchase is
intended to increase presence in New York City by adding 257 stores in
the area. Walgreen CEO Greg Wasson said the acquisition was the only
way to achieve growth in the city and it allows the company to take
advantage of Duane Reade’s product and marketing initiatives to keep
pace with rival CVS.
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Improvements in Greece, a surprise hike in the largely symbolic discount
rate, and continued tame inflation readings had a significant impact on
commodities. Early in the week, relief over Greece's debt situation being
contained by European Central Bank efforts caused a near $3 per barrel
rise in the price of oil, the largest one day gain since September 2009. A
continued slow and steady rise followed the rest of the week. By Friday,
the benign inflation report was not enough to slow down oil's climb amid
further news of a strike by French refinery workers. Oil closed at $79.95
per barrel, up 7.88% on the week. Gold followed nearly the same pattern
as oil, rising on the improved perception over Greece. However, the
price fell nearly $20 per ounce in the 10 minutes following news of the
Federal Reserve’s decision to raise the discount rate, only to recoup
most of that the following day. Many commodity traders viewed the
move as an overreaction to the Fed’s announcement.
In real estate investment trusts (REITs) news, investors are now focusing
on a potential takeover of near-bankrupt mall operator General Growth
Properties (GGWPQ) by Simon Property Group (SPG). Simon offered
$10 per share in cash and stock for General Growth, which has not
responded favorably, claiming the offer is too low. General Growth's
stock rallied from $9 to $12 on the news, making for an unusual
opportunity for merger arbitrage hedge funds since the normal pattern
would be for the target's stock price to move to just below the offer. The
fact that the market price is higher than the offer may indicate a belief by
traders that Simon will have to raise its offer price.
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1,111.45

1,115.77

0.39%

HFRX Equity Hedge Index

1,122.46

1,135.91

1.20%

983.52

988.37

0.49%

HFRX Event Driven

1,352.87

1,356.08

0.24%

HFRX Merger Arbitrage

HFRX Equity Market Neutral

1,446.99

1,450.62

0.25%

Dow Jones UBS Commodity Index

131.00

134.84

2.93%

FTSE/NAREIT All REIT

102.73

108.66

5.77%

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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Economic Update
Data released this week signaled continued economic challenges despite
recent improvements. The U.S. Department of Commerce revised
estimates for fourth quarter gross domestic product (GDP) higher.
Although the 5.7% seasonally adjusted annual rate indicated strong
growth, the revisions were largely a reflection of positive contributions
made from private inventory investment. Businesses have had to
restock inventory levels that declined during the recession, suggesting
that the strong growth rate is not sustainable. Personal consumption
expenditures also contributed positively to GDP; however, recent
declines in consumer confidence suggest that consumer spending may
remain weak in the coming months.
According to The Conference Board Consumer Confidence Index,
consumer confidence declined significantly in February amid concerns
about current business conditions and the labor market. Director of The
Conference Board Consumer Research Center Lynn Franco concluded
that consumers have become increasingly pessimistic about the shortterm economic outlook and more negative, still, about their personal
income prospects. The Reuters/University of Michigan Surveys of
Consumers showed a modest decline in consumer sentiment.
Interestingly, Bloomberg noted that manufacturing has become the
source of economic strength as opposed to the jobs or housing market,
which are areas closer to the consumer.
Sales of existing single-family homes declined for the second month in
January, down 7.2% to a seasonally adjusted annual rate of 5.05 million
units, according to the National Association of Realtors (NAR). Despite
the slight setback, sales remain 11.5% higher than January 2009 levels.
NAR Chief Economist Lawrence Yun acknowledged that it will take a few
months for sales made after the extension of the first time home buyer
tax credit to close; however, he noted that the disappointing report “raises
concerns about the strength of the recovery.” Separately, the S&P/CaseShiller Home Price Indices, which serve as the leading gauge of U.S.
home prices, declined in the fourth quarter. Although momentum from
late summer has faded, the rate of decline has decelerated.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, The Conference Board, Reuters, National Association of Realtors.
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U.S. Treasuries finished the week higher across the entire yield curve,
with the long-end leading the advance, as several weak economic
reports and the threat of ratings cuts for Greece drove investors to the
relative safety of government debt. A weaker-than-expected existing
homes sales report, a soft consumer spending announcement, and
concerns that fiscal problems in several European nations could spread
were the primary influences on the fixed income markets. Although
supply has increased due to China’s campaign to decrease U.S.
Treasury holdings and diversify, many strategists feel government debt
may head lower given the uncertainties in the global economy and
expectation the Fed will keep rates low for an extended period of time.
Traders cut bets the Fed will raise the cost of borrowing as interest rate
futures on the Chicago Board of Trade showed a 47% chance central
bankers would raise the target lending rate by November, down from
61% a week ago, according to Bloomberg. Meanwhile, Standard &
Poor’s and Moody’s warned that Greece’s long-term sovereign debt
rating could be downgraded from BBB+, citing downside risks to growth
that could hinder the country’s deficit-cutting plan.
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U.S. Investment Grade Corporate Bond Spreads (BBB-A), in bps
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Choppy trade was again the theme on Wall Street this week. Investors
still are not trading on fundamentals as market headlines and fresh data
dominate trading activity. The market dipped Monday and Tuesday as
worries over rising rates and a poor consumer confidence report caused
investors to run from risk. On Wednesday, investors were reaffirmed by
Ben Bernanke that the Fed would continue to leave rates near zero.
New job data and fresh concerns about Greece’s debt issues were the
cause of concern on Thursday. On Friday trading was flat causing many
analysts to wonder if the correction that was thought to have arrived is
over. For the week, the Dow Jones Industrial Average and S&P 500 fell
77.09 and 4.68 points, drops of 0.74% and 0.42% respectively. The
NASDAQ, little changed, dropped 0.25%.
Tuesday’s market dip, the Dow fell 100.97, or 1%, was largely attributed
to the financial sector. The Federal Deposit Insurance Corporation
announced that bank failures are still continuing at record pace.
According to the FDIC announcement as published in the Wall Street
Journal, one of every 11 banks were deemed “at risk of failure” in the
fourth quarter of 2009.
On Wednesday the SEC voted to curb short selling, a trading strategy
where profit is generated by selling borrowed shares, which some believe
was the root of the 2008 panic. For stocks that dip more than 10% in a
single trading day, short selling is only allowed if the sale is above the
highest bid price. The restriction remains in place for the day following
the drop as well. This new policy is a variation to the uptick rule
abandoned in 2007.
In corporate news, Coca-Cola Co. (KO) fell 5.38% this week on news that
it will take over the North American operations of its top bottler, CCE.
The deal was intended to cut costs and increase distribution flexibility.
Investors reacted negatively after the announcement as KO dropped
3.70% in Thursday’s trading as it was seen as a deviation from Coke’s
business model which committed to keeping bottling operations
separate.
Issue

1.22.10

1.29.10

Change

10,402.35

10,325.26

-0.74%

S&P 500

1,109.17

1,104.49
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NASDAQ

2,243.87
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-0.25%

496.57
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-0.60%
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740.16

738.36

-0.24%

Russell 2000

631.58

628.56

-0.48%
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1,505.76
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-2.12%

MSCI EM

943.11

922.93

-2.14%

MSCI Small Cap

139.64

137.19

-1.75%

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.
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As the concerns of Greece's conditions improved, gold and other metals
had recently declined, but when news that an upcoming Greek bond
offering was postponed and S&P moved closer to downgrading Greece's
debt rating, the Euro fell again, pushing gold which is priced in dollars
(that are now more valuable) downward. However, by week end, the
positive revision to fourth quarter U.S. GDP cast a more encouraging
light on global growth prospects, and gold rallied strongly to close out the
week basically flat. Oil saw its five day winning streak end on Tuesday
with an $80 close only to decline $1.50 bbl on a disappointing reading for
consumer confidence. Oil slowly climbed back towards $80 and also
ended the week mostly flat.
A story in the Wall Street Journal provided a glimpse into the often
secretive world of hedge fund strategy. According to the article,
prominent hedge fund managers recently met for dinner at a private
home in Manhattan and discussed the plight of the Euro. Many at the
event stated they were concerned the Euro could be headed to "parity
with the dollar" - meaning $1 buys €1.
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In real estate, investors are now focused on the growing battle to take
over bankrupt REIT General Growth Properties. Simon is offering to take
the company over for $10 billion, including $7 billion to pay off General's
creditors. Two other suitors have entered the mix. Australia's Westfield
Group and Canada's Brookfield Asset Management have both expressed
interest.
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1,117.40
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79.95

79.73

-0.28%
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25.96

23.60
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HFRX Equal Wtd. Strat. Index

1,115.77

1,118.43

0.24%

HFRX Equity Hedge Index

1,135.91

1,126.75

-0.81%

988.37

993.88

0.56%

HFRX Event Driven

1,356.08

1,358.57

0.18%
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HFRX Equity Market Neutral
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0.50%

Dow Jones UBS Commodity Index

134.84

133.83

-0.75%

FTSE/NAREIT All REIT

108.66

109.90

1.14%

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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Economic Update
The U.S. Department of Commerce reported that despite massive
blizzards and declining demand for autos, retail sales climbed 0.3% in
February. This is an encouraging because retail sales serve as an
indicator of consumer spending. Retailers, which have kept inventories
low in recent months, may be preparing for a rebound in shopping this
spring. Data released from the Federal Reserve this week indicated that
business inventories remained unchanged in January. According to
Bloomberg, the trend suggests that the correction in business inventories
has finished and will likely enter the restocking cycle soon.

Economic Indicators, Quarterly Change
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The Thompson Reuters/University of Michigan Surveys of Consumer
showed that consumer sentiment retreated early this month but remained
relatively anchored to its six-month average. Reuters reported that this is
likely because consumers no longer believe the unemployment rate will
continue to climb, although they do not expect much improvement this
year.
The U.S. international trade deficit narrowed to $37.3 billion in January,
as shown by data released by the Commerce Department on Thursday.
Exports declined $0.5 billion from December, while imports fell $3.1
billion. Economists attributed the lower export activity to the severe
winter weather, volatile aircraft sales, and higher than normal December
activity, according to the Wall Street Journal.
Data released this week by the Fed indicated that U.S. household debt
declined at an annual rate of 1.25% in the fourth quarter—the seventh
consecutive decline. Household debt contracted 1.75% in 2009, marking
the first annual decline reported. In addition, household net worth
increased $0.7 trillion in the fourth quarter to an estimated $54.2, a
positive sign that people are deleveraging their personal balance sheets.

Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, Thompsons Reuters.
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Bond Market Update
U.S. Treasuries finished the week modestly lower amid mixed economic
data, which increased uncertainties about the pace of the economic
recovery. An increase in supply as the Treasury Department sold $74
billion of three-, 10- and 30-year debt this week also weighed on the
markets. Meanwhile, traders added to bets that inflation will accelerate as
the spread between the 10-year Treasury note and similar maturity TIPS,
a gauge of trader expectations for consumer prices, rose to 2.27% from
2.16% two weeks ago.
According to a recent report from EPFR Global, high-yield mutual funds
took in more than $1 billion during the most recent week, the most since
the research firm began publishing weekly data on this sector a decade
ago. The spread, or difference in yield, between high-yield bonds and
similar maturity Treasuries narrowed to 6.15%, down from this year’s
high of 7.03% on February 12. In a sign fundamentals in the high yield
sector are beginning to strengthen, credit rating upgrades by Moody’s are
poised to outpace downgrades for the second straight quarter, the first
time this has happened since 2006. This, along with lower default rates
and still relatively wide spreads, makes this sector attractive once again.
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Stocks ended a quiet week modestly higher with the Dow Jones
Industrial Average (DJIA) gaining 58.49 points, or 0.55%, to close Friday
at 10,624.69. The broader S&P 500 closed at 1,149.99, up 0.99% or
11.3 points. The technology-heavy Nasdaq Composite gained 1.78% for
the week.

Weekly Change
2.5%
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Tuesday marked the one-year anniversary of the market bottom, during
which the S&P 500 has risen nearly 70% from off its closing low of
676.53 made on March 9, 2009. Similarly, the DJIA has gained over
62% from its low of 6,547.05.

1.5%
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Stocks received a boost when Bank of America Merrill Lynch analysts
raised their earnings forecast for the S&P 500 Index from $73 to $75 a
share. Chief U.S. equity strategist David Bianco sees better-thanexpected earnings from technology, consumer discretionary and
healthcare stocks, according to MarketWatch. Additional good news
came on Thursday when Citigroup CEO Vikram Pandit announced that
the bank's performance would improve this year, spurring speculation
that the government would sell the stake in the company acquired during
the financial crisis.
Financial stocks and technology stocks led the way this week with 2.1%
and 1.97% gains, respectively. Consumer staples, healthcare, and
utilities trailed this week losing 0.40%, 0.56%, and 0.40%, respectively,
as investors rotated out of traditionally defensive stocks.
Stocks in China rose early in the week only to fall on concern that China
would tighten its monetary policy further after a larger than expected
increase in consumer prices. The Shanghai Stock Exchange A Shares
Index lost 0.58% for the week.

0.5%

0.0%
Large Cap

Mid Cap

Small Cap

Int'l

Small Cap

Int'l

Source: Standard & Poor's, Russell Investment Company, MSCI

Year to Date Change
10.0%
8.0%
6.0%
4.0%

Issue

3.5.10

3.12.10

Change

10,566.20

10,624.69

0.55%

S&P 500

1,138.69

1,149.99

0.99%

NASDAQ

2,326.35

2,367.66

1.78%

Russell 1000 Growth

508.92

513.59

0.92%

S&P MidCap 400

770.47

783.88

1.74%

Russell 2000

666.02

676.59

1.59%

Dow Jones

MSCI EAFE

1,527.84

1,563.33

2.32%

MSCI EM

961.34

989.83

2.96%

MSCI Small Cap

141.92

145.11

2.25%

Prices reflect most recent data available at the time of publication
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International, The Wall Street Journal, MarketWatch.

2.0%
0.0%
-2.0%
Large Cap

Mid Cap

Source: Standard & Poor's, Russell Investment Company, MSCI

March 12, 2010
[page 4]

MainStreet Advisors
Financial Market Update
Alternative Investments Market Update
Private Equity giant Kohlberg Kravis Roberts & Co. LLP made an initial
filing with the SEC to have the company listed and traded on the New
York Stock Exchange. Although is an expected event, it is happening
nearly two and a half years after rival Blackstone Group completed their
IPO near the top of the market in June of 2007.
Goldman Sachs recently published a report that details the top 50
holdings of hedge funds as of late February. The top five spots were
held by Apple (AAPL), Pfizer (PFE), Bank America (BAC), Google
(GOOG) and JPMorgan (JPM). The report also indicated that media
company Liberty Media (LSTZA) was the most commonly held security at
45%.
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In commodities news this week, positive surprises in consumer related
economic data caused sharp declines of 1-2% in the price of gold at the
time of the announcement. Gold declined nearly 2.6% for the week, but
remained above the psychologically important level of $1100 per ounce.
Crude oil, however, continued to creep higher and trade above $80 all
week, closing at $81.20 per barrel. Meanhwile, sugar has declined
nearly 28% since reaching an all time high of 30 cents a pound on fears
that Brazilian and Indian crops were expected to be well below
consensus forecasts. However, great weather and growing conditions
have more than assuaged those fears as sugar closed the week at 19.8
cents per pound.

-1.0%
-2.0%
DJ UBS Index

NAREIT

HFRX Equal Wtd Index

Source: Dow Jones, National Association of Real Estate Investment Trusts, Hedge Fund Research

Year to Date Change
6.0%
4.0%
2.0%

Issue
Gold
Crude Oil Futures
Copper
Sugar

Previous Week

Current1
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1,102.70
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1.14%
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1,137.28
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-0.57%
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1,364.12

1,370.99
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1,459.01

1,468.95
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Dow Jones UBS Commodity Index

134.68

132.44

-1.66%

FTSE/NAREIT All REIT

111.20

116.69

4.94%

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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Economic Update
The Federal Open Market Committee (FOMC) announced its decision to
hold the target rate for the federal funds rate at 0 to 0.25% on Tuesday
and expectations to keep the benchmark rate “exceptionally low for an
extended period.” In its statement, the FOMC noted that economic
activity has continued to strengthen, inflation remains subdued, and
although labor markets are stabilizing, employers are reluctant to hire.
The discount rate was unchanged at 0.75%.
The Conference Board Leading Economic Indicators for the U.S.
advanced 0.1 % in February, the smallest gain in almost a year. The
Conference Board concluded that the data indicates modest
improvements in near-term economic conditions. However, the
decelerating increases in the index suggest the economy may expand at
a slower pace in the second half of 2010 than previously expected.

Economic Indicators, Quarterly Change
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Data released from the U.S. Department of Labor indicated that export
prices retreated in February for the first time in since September 2009,
falling 0.5 %. Lower agricultural prices contributed to approximately 65%
of the overall decline. Import prices declined 0.3% last month, marking
the first decline since July 2009 as import fuel prices largely offset the
otherwise upward trend.
The Labor Department announced Thursday that the seasonally adjusted
Consumer Price Index was unchanged in February after a 0.2% rise in
January. Food prices rose 0.1% for the month, while energy prices fell
0.5%. All items less food and energy increased 0.1% over the past
month. Separately, the Labor Department announced the Producer Price
Index declined 0.6 % in February, following a 1.4% advance in January
and a 0.4% increase in December. The decrease primarily reflected
lower prices for energy goods, which declined 2.9%.
The U.S. Department of Commerce reported that housing starts fell 5.9%
in February from January to a seasonally adjusted annual rate of 575,000
but remains 0.2% above levels in February 2009. Many economists
agree that the housing data indicates that the construction market has
bottomed, but remains under stress from foreclosures and tight credit.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, the Wall Street Journal, and Bloomberg.
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After a somewhat volatile week, U.S. Treasuries finished modestly higher
on the long end of the yield curve and modestly lower on the short end.
Longer-term debt snapped two weeks of losses as investors transitioned
back to the flight-to-safety trade amid increased speculation that Greece
will fail to secure aid from the European Union. At the same time, shorterterm Treasuries traded lower as market makers prepared for next week’s
$118 billion auction of two-year, five-year, and seven-year notes. All else
equal, market makers tend to push up bond yields as a way to underwrite
bond auctions at more attractive levels. Analysts anticipate solid bidding
for the new debt as demand for Treasuries has remained strong despite
worries over the U.S. budget deficit and rumblings of a possible
downgrade to its AAA debt rating, according to Reuters. The yield curve,
or difference in yield between two- and 10-year Treasury notes, flattened
to its lowest level since December 9 of last year. The combination of
unchanged consumer prices, lower producer prices and mixed reports on
the economy has market participants surmising that inflation will remain
subdued in the near-term. Because slower or no inflation helps preserve
the purchasing power of a bond’s fixed payments, investors tend to turn
more constructive on intermediate- to longer-term paper.
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Source: Bloomberg, FTN Financial, The Wall Street Journal, U.S. Department of Treasury.
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Stock Market Update
Stocks pulled-back on Friday on lower energy prices, but remained
higher for the week with the Dow Jones Industrial Average (DJIA) gaining
117.29 points, or 1.10% to close the week at 10,741.98. The broader
S&P 500 rose mid-week to its highest level since 2008 before retreating
to close the week at 1,159.90, up 9.91 points or 0.86%.
The energy sector weighed on the broader indexes both on Friday and
during the week. Energy stocks lost 1.20% on Friday, pulled down by
falling energy prices. For the week, energy and utility stocks posted
losses of 2.26% and 0.10%, respectively, while the remaining sectors
gained for the week. The leaders where health care stocks and industrial
stocks, which posted gains of 1.26% and 1.28%, respectively.

Weekly Change
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Boeing Co. (BA) announced Friday that it sees "overall economic
recovery" in the airplane industry in 2010 and that it would increase
production of its 777 and 747 aircrafts. The announcement is on the
heals of a similar increase in production from Boeing's France-based
rival Airbus earlier this month, according to the Wall Street Journal.
Boeing stock rose over 2.5% in morning trading only to decline to close
for a slight loss on Friday.
Health insurance stocks gained this week, as the senate prepares for a
key vote on healthcare reform that could happen as early as this
weekend. Shares of UnitedHealth (UNH), Humana (HUM), and Aetna
(AET) were up 4.53%, 4.82% and 7.58%, respectively, this week as
investors speculated that the companies would benefit from expanded
healthcare coverage.
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In a survey conducted by Deutsche Bank AG, hedge funds are expected
to experience more inflows than outflows this year for the first time since
2007. More money is expected to flow to managers with riskier
strategies such as long-short, emerging markets, and event-driven;
similarly, money is flowing to managers who have not recouped 2008
losses, allowing the fee structure to be considerably lower than the
typical 20% of investment returns.
OPEC increased their oil and gas rigs by 8.4% during January and
February, despite exceeding quotas by the equivalent of a supertanker a
day and many analysts predicting declines of 20-25% in the price of oil
by year end. Later in the week, OPEC ministers pledged not to alter
output targets hoping demand will pick up later in the year. Royal Dutch
Shell (RDS.A) announced a significant oil discovery in the eastern Gulf of
Mexico, marking the third discovery in the region since 2003. The
announcement comes on the heels of Shell telling investors earlier in the
week they predict strong output and cash-flow growth after several
difficult years.
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Natural gas futures sank over 5% Thursday, the lowest price in six
months, on larger than expected inventories. Warm weather in gas
consuming regions is placing downward pressure on prices. Crude oil
traded up and down all week with a near 2.5% surge after the FOMC
announced rates would stay near zero. Gold also rose 1.5% Tuesday.
Gold traded mostly sideways for the week as the dollar strengthened on
worsening Greek debt perceptions, which crippled the Euro, and a
surprise interest-rate hike in India. Dollar-denominated commodities are
sensitive to a strong dollar as it makes them more expensive to other
currencies. On Wednesday, the CBOE Volatility Index (VIX), an
expectation of market volatility, dipped below 17 for the first time since
May 2008.
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Bloomberg, The Wall Street Journal, The International Monetary Fund.
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Economic Update
The U.S. economy expanded at a 5.6% annual rate in the fourth quarter,
as shown by final gross domestic product (GDP) estimates released by
the U.S. Department of Commerce. Data indicated that the increase in
GDP largely resulted from private inventory investment, exports, and
personal consumption expenditures. The acceleration in economic
growth from the third quarter was attributed to the rate that businesses
are restocking their inventories which had depleted during the recession.
Separately, the report revealed that corporate profits continued to trend
higher in the final months of 2009 with pretax profits climbing 8.0% for
the quarter. Compared to the fourth quarter 2008, profits surged 30.6%,
marking the greatest annual increase in 25 years according to the Wall
Street Journal. For the year, corporate profits declined 3.8% from 2008.
The Thompson Reuters/University of Michigan Surveys of Consumers
reflected that consumer sentiment remained unchanged in March amid
ongoing uncertainties in the labor market and tight credit standards.
Despite these challenges, the index of current economic conditions
reached the strongest level since March 2008.
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The National Association of Realtors (NAR) announced that sales of
existing single-family homes edged lower in February, down 0.6% from
the previous month to a seasonally adjusted annual rate of 5.02 million
units. NAR chief economist Lawrence Yun believes that severe winter
weather throughout the month may have played a role in lower demand.
Furthermore, Yun noted that while sales have continued to improve since
July, “the housing recovery is fragile at the moment.” Sales of new single
family homes dipped 2.2% in February, a 13.0% decrease from February
2009, according to data released by the Commerce Department.
On Thursday, Federal Reserve Chairman Ben Bernanke addressed the
Committee on Financial Services about the Fed’s exit strategy.
Bernanke discussed the special lending facilities that were initiated to
help stabilize the financial system and restore private credit. With
continued improvements in the economy, the Fed has concluded many
of these programs and reiterated its intent to phase out others.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, the Wall Street Journal, Thompsons Reuters, the National Association of
Realtors.

*Core CPI excludes energy and food prices from the calculation of the Consumer Price Index
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Bond Market Update
After a volatile week, U.S. Treasuries finished lower along the entire yield
curve after a series of poorly-bid government debt auctions led to
massive selling. A weak Treasury auction rekindled fears over a growing
budget deficit, especially after the benchmark 10-year note began trading
at a discount to similar maturity interest rate swaps for the first time since
1988. Interest rate swaps have historically held yield premiums over
Treasuries, reflecting the risk of the potential default involved in financial
contracts between private counterparties. Narrowing swap spreads are
consistent with a greater appetitive for risk since the ample liquidity
supplied to the financial markets by the Federal Reserve has had
investors searching for higher yields, according to Reuters. Stronger
than expected economic data, with the exception of housing, also added
pressure to the bond market, and lent further support to higher-risk
securities at the expense of safe-haven Treasuries. The three-decade
rally in Treasuries may have run its course according to Bill Gross at
PIMCO. “Bonds have seen their best days,” he said in an interview
yesterday, and will focus on spread products going forward.
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Stocks posted gains for the fourth straight week, the longest such streak
since last August. The Dow Jones Industrial Average (DJIA) gained
108.38 points, or 1.01%, to end the week at 10,850.36. The broader
S&P 500 closed Friday at 1,166.59, little changed for the day but up 13.7
points, or 1.19%, for the week. The technology-heavy NASDAQ
Composite gained 1.57% this week to close at 2,395.13.
Shares of Best Buy Co. (BBY) surged 3.5% on Thursday when the
electronics retailer upped its fiscal 2011 earnings per share guidance to
between $3.45 and $3.60 a share. The increase exceeds analysts' prior
expectations of $3.36 a share, according to MarketWatch.com.
Technology stocks slipped on Friday dragged down by disappointing
quarterly results from Oracle Corp (ORCL). The software maker said its
net income for its fiscal third quarter was 23 cents a share, shy of the 38
cents expected by analysts, according to MarketWatch.com. Orcle
shares fell 1.34% on Friday on the news.
Energy stocks posted a 2.09% decline for the week, the worst
performance of the S&P 500 sectors, on falling natural gas prices.
Consumer discretionary stocks posted a gain of 2.04% on a slight
improvement in consumer sentiment numbers reported by the
Reuters/University of Michigan.
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International stocks breathed a sigh of relief on news that stocks rallied
when European leaders announced that they would stand ready to aid
Greece should the troubled country need help to meet its financial
obligations. The FTSE 100 gained 0.94% for the week.
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Along with weaker U.S. Treasury debt auctions and gradually up trending
equity markets, alternatives reflected a growing unease about
government deficits and global growth opportunities. Gold whipsawed
back and forth between $1,100 and $1,000 on alternating news that
Greece’s debt concerns were affecting Europe, forcing a flight from
Euros to U.S. dollars, in turn pushing gold down. The reverse ensued
later in the week following news that Germany reconsidered providing aid
to Greece, causing gold to rise. The Fed announcements also caused
gold to climb as a potential defense against inflation as investors believe
rates will stay near zero in the near future. As the dollar continued to
trend higher, which tends to push commodity prices like gold and oil
lower, a mid week announcement that crude inventory stockpiles rose by
an unexpected 7.25 million barrels, well above the 1.4 million
expectation, sent oil tumbling by 1.6%. Oil keeps trying to trade above
$80, but negative news releases continue to thwart its efforts.

Weekly Change
1.0%

0.0%

-1.0%

-2.0%

-3.0%

The Institutional Limited Partners Association, a group of large
institutional private equity investors, outlined a series of reforms to fees
and operational transparency they expect operators of private equity
partnerships to undertake. A potential stand off between limited and
general partners may be an important development as the year
progresses.
In real estate, World Trade Center developer Larry Silverstein has finally
reached an agreement with the governments of New York and New
Jersey to settle terms for the financing and redevelopment and hopes to
begin work soon.
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Economic Update
During the month of February, the Pending Home Sales Index rose to
97.6, up 8.2% and 17.3% from the previous month and one year ago,
respectively. All regions rose with the exception of the West, which fell
4.8% but is still 14.6% higher than the previous year. The PHSI Midwest
surged 21.8%. NAR chief economist Lawrence Yun is hopeful the rise in
activity will trigger a second surge in home sales this spring, which is
needed to “meaningfully draw down inventory and definitively stabilize
home value.”
The ISM Non-Manufacturing Index experienced the third month of growth
in a row as the index rose to 55.4, up 2.4% from the prior month and well
above consensus expectations. A reading above 50 generally indicates
expansion. The Non-Manufacturing Business Activity Index rose 5.2%
with utilities, information, mining, and retail trade industries leading the
growth. Employment activity contracted in the non-manufacturing sector
for the 27th consecutive month with a reading 49.8%. Export orders
continue to be a boon—a 10% surge is evidence that Asian demand is
carrying the global recovery. On Friday, wholesale trade data, which
rose by 0.6%, caused the major indexes to reverse and end the week on
a gain. The major contributor to the positive data was an increase in
durable goods orders, meaning inventories are beginning to be
reestablished. According to Bloomberg, wholesale inventories are at the
highest level since September 2008.
While many analysts had expected initial jobless claims to continue the
downward trend, the Department of Labor released their weekly report
indicating the opposite. Initial jobless claims unexpectedly rose to
460,000. The report attributed the volatility to Easter and other regional
holidays and issued a warning that seasonal factors may continue to play
an important factor for the next several weeks.
Fed chief Ben Bernanke had two speaking engagements this week. He
continues to emphasize the crisis is mostly behind us but aid is still
necessary; unemployment, rising mortgage delinquencies, and troubled
commercial real estate remain of chief concern whereas inflation appears
to be stable.
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, Standard & Poor's, Institute for Supply Management.
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Bond Market Update
After rallying early in the week, U.S. Treasuries finished the week mostly
unchanged after traders sold government debt on Friday, as speculation
that Greece will avoid default reduced demand for flight-to-safety trade.
Late last week, Greece agreed to a rescue plan comprised of a
combination of IMF aid and EU bilateral loans, which would be triggered
if Greece ran out of fund-raising options. The Greek Finance Minister
welcomed the plan indicating the government would soon announce
details of a program to sell assets to narrow the country’s deficit. Soon
thereafter, news agency Market News International said Greece wanted
to bypass IMF involvement in the agreement should it require aid
because the terms would be too stringent. This confusion and lack of
clarity coupled with a still large budget deficit prompted Fitch Ratings to
downgrade the sovereign debt to BBB- with a negative outlook from
BBB+ on Thursday. On Friday, Greece’s bonds rose the most since
February amid comments from the EU indicating that they are prepared
to rescue the country if necessary. Although the country represents a
very small portion of the Eurozone, this bedlam has had and will have a
considerable impact on the markets, particularly the Euro, given the
implications for the investment landscape of other nations with large
budget deficits.
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Stocks rose for the sixth consecutive weekly gain with the Dow Jones
Industrial Average (DJIA) closing just shy of the 11,000 mark. For the
week, the DJIA added 70.28 points, or 0.64% to close Friday at
10,967.95, while the broader S&P 500 closed at 1,194.37, 1.38% higher.
The technology-heavy NASDAQ Composite Index closed at 2,454.05, up
2.14% this week.
Airlines stocks jumped 3.33% on Thursday when United Airlines (UAL)
announced that it had resumed merger talks with US Airways (LCC).
The two companies have discussed a merger a number of times over the
past decade. Talks were derailed in 2001 by union protests and antitrust
objections and failed again in 2008 when United chose instead to enter
into a marketing agreement with Continental Airlines, according to the
Wall Street Journal.
International Speedway Corp. (ISCA) reported first quarter earnings on
Thursday missing analyst estimates. A gain on tax settlements
contributed to a small increase in profit; however, on an adjusted basis,
low revenues hurt earnings in comparison to the prior year. The decline
was attributed to a NASCAR Camping World Truck Series event that was
held in Q1 2009 but discontinued in 2010.
Financial and consumer discretionary stocks provided sector leadership
this week, up 2.87% and 2.72%, respectively. The traditionally defensive
sectors of consumer staples and health care lost 0.25% and 0.71%,
respectively.
On Friday, stocks rallied in Europe to end the week with a slight gain
after concerns over the Greek debt crisis and disappointing U.S. jobs
data dragged shares down early in the week. The Stoxx Euro 600 Index
gained 1.30% on Friday to leave the index 0.13% higher than last week.
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According to the Wall St. Journal, private equity firms KKR & Co. and
Bain Capital Partners are planning for initial public offerings of several
companies acquired through leveraged buyouts during the boom days of
private equity, 2005-2007. Toy’s R Us, HCA Inc., and NXP
Semiconductors were reported to be the companies involved in
preparation for IPO later this year. Such a move by these private equity
firms would give market observers a rare opportunity to validate the value
proposition of a full transaction in private equity, from LBO to
restructuring and eventual sale.
On continued concern over Greece, gold buying in Euros outweighed
worldwide trading of gold in US dollars. Though the price of the most
actively traded nearby gold futures contract, June, rose to a four month
high of $1,166, the price of gold in Euros made an all time high of
€863.38 on Thursday—gold had risen 12.8% year to date priced in
Euros, but only 5.2% in US dollars. For the week, June gold futures rose
$35 to close at $1,160.5.
Natural gas remained near the $4 million Btu level, thought to be the
breakeven point for many producers; the commodity did trade below $4,
hitting a low of $3.857 on news that weekly inventories rose by 31 billion
cubic feet—nearly triple the weekly average for the past five years. Oil
spiked to over $87 per barrel at the onset of the week, but the rally fizzled
and it closed just below $85.
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1 Prices reflect most recent data available at the time of publication
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Bloomberg, The Wall Street Journal, The International Monetary Fund.
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Economic Update
Consumer sentiment deteriorated unexpectedly early this month to the
lowest level in five months, as shown by the Thomson Reuters/University
of Michigan Surveys of Consumers. According to the survey, speculation
that the economic recovery is too gradual and mixed information on
government programs may have caused the sudden drop in morale.
Furthermore, consumers remain concerned about their personal financial
situations. Despite these concerns, consumer prices remain relatively
anchored. The U.S. Department of Labor reported this week that the
Consumer Price Index (CPI) advanced a modest 0.1% in March, up 2.3%
over the last year before accounting for seasonal adjustment. Food
prices increased 4.6% last month and drove approximately 60% of the
increase in CPI. The index for energy, however, reflected no change in
March. Excluding food and energy, CPI stayed flat for the month and
rose 1.1% since March 2009.
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Housing starts increased for the third consecutive month in March to a
seasonally adjusted annual rate of 626,000 units, according to the
National Association of Home Builders (NAHB). NAHB Chief Economist
David Crowe noted that the encouraging report reflects increased builder
confidence ahead of the expiration of the home buyer tax credits and the
spring buying season. Building permits increased 7.5% in March to a
seasonally adjusted annual rate of 685,000 units.
Business inventories increased 0.5% in February from the previous
month, according to data released by the U.S. Census Bureau. Sales
increased 0.3% for the month, resulting in an inventories-to-sales ratio of
1.27, well below the recession peak of 1.46, according to Bloomberg.
The U.S. Department of Commerce announced that the U.S. internationa
trade deficit of goods and services widened in February as imports
climbed $3.0 billion while exports increased $0.3 billion. Data indicated
that import growth was led by higher U.S. demand for consumer goods,
followed by industrial supplies and materials. Higher capital goods led
the growth in exports.

Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, Thomson Reuters, the National Association of Home Builders.
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After a last week’s sideways market in Treasuries, they traded continued
that move while awaiting the important CPI release on Wednesday.
Despite the favorable inflation reading, bonds may have focused more on
Federal Reserve Chairman Ben Bernanke’s Congressional testimony
and the specter of increased financial regulation to gradually decline
throughout the day. However the action on Thursday and Friday
demonstrated that U.S. Treasury bonds are still the popular asset during
a flight to quality. Both days showed strong gains and were likely
predicated by a worsening situation for Greece and the surprise
announcement of a fraud indictment for Goldman Sachs. Greece’s woes
continued this week, beginning with a two notch downgrade by Fitch’s
from BBB+ to BBB- with a negative outlook, making Fitch’s rating the last
notch above investment grade and the lowest among the major bond
ratings firms. Rising spreads on existing Greek debt to German bunds
were a strong sign that investor’s appetites for more Greek bonds was
waning, and Greece inched closer towards an official bailout from the
International Monetary Fund and the European Central Bank. By Friday,
Treasuries rallied very strongly on the surprise announcement that the
SEC has charged Goldman Sachs with securities fraud related to the
issuance of Collateralized Debt Obligations (CDOs).
Issue

4.9.10

4.16.10

3 month T-Bill

0.16%

0.16%

0.00%

2-Year Treasury

1.08%

0.98%

-0.10%

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

Change

5-Year Treasury

2.65%

2.49%

-0.16%

10-Year Treasury

3.90%

3.79%

-0.11%

30-Year Treasury

4.74%

4.67%

-0.07%

Source: Bloomberg, FTN Financial, The Wall Street Journal, U.S. Department of Treasury.

U.S. Investment Grade Corporate Bond Spreads (BBB-A), in bps

U.S. Investment Grade Corporate Bond Yields (BBB-A)

750

10.0%

650

9.0%

550

8.0%

450
7.0%
350
6.0%

250

5.0%

150

Source: Merrill Lynch

4/12/2010

12/9/2009

8/11/2009

4/13/2009

12/10/2008

8/13/2008

4/12/2010

12/9/2009

8/11/2009

4/13/2009

12/10/2008

8/13/2008

4/15/2008
Source: Merrill Lynch

4/15/2008

4.0%

50

April 16, 2010
[page 3]

MainStreet Advisors
Financial Market Update
Stock Market Update
News that the SEC filed fraud charges against investment bank Goldman
Sachs sent stocks sharply lower on Friday, all but erasing the gains
made earlier in the week. The Dow Jones Industrial Average (DJIA)
closed Friday at 11,018.66, down 125.91 points or 1.13%. The Friday
loss brought the weekly gain for the DJIA to 21.31 points, or 0.19%. The
broader S&P 500 Index, with a heavier weight in financial stocks than the
DJIA, lost 1.61% or 19.54 points on Friday to close at 1,192.13, 0.19%
lower for the week.
The SEC complaint against Goldman Sachs alleges that a vice president
at the company misled investors regarding disclosures for a synthetic
collateralized debt obligation (CDO) offered to Goldman clients. The
CDO derived its value from subprime mortgages, also known as a
"reference portfolio." The marketing materials for the CDO allegedly
failed to disclose the role taken by a major hedge fund in selecting the
reference portfolio and the bets the hedge fund placed against the
reference portfolio. Goldman Sachs stock lost 12.79% on Friday and
dragged the S&P 500 financial sector 3.65% lower for the day.
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The first quarter earnings season got under full swing this week with
many companies reporting better-than-expected results. Profits at JP
Morgan (JPM) and Bank of America (BAC) were boosted by strong
results from investment banking operations. Earnings at General Electric
(GE) fell 31% relative to last year but exceeded analysts' consensus
view. Google (GOOG) saw its revenue increase by 23% in the first
quarter on a pick-up in advertising activity, according to the Wall Street
Journal. Finally, revenue at chip maker AMD (AMD) rose 34% as PC
shipments increased in the quarter.
Concerned with the Goldman Sachs news and on speculation that
Greece may soon need to utilize rescue funds, international investors
sent stocks down in Europe, with the FTSE 100 losing 1.39% on Friday
and 0.46% for the week.
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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.
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Commodity markets started the week focusing on Greece, but ended the
week with a big surprise from Goldman Sachs. June gold futures hit a
high for 2010 at $1,170.70 per ounce, but profit taking prevented further
price advances. Continued concern over Greece allowed the Euro to
trade lower versus the dollar, which helped support gold prices. The
benign CPI report, which reported a lack of inflation in both the headline
and core measures, normally would have been bearish for gold, but it is
likely Greece’s plight stymied any decline. However, by the end of the
week, the surprise SEC indictment of Goldman Sachs for securities fraud
created a huge flight to quality. Normally, gold is a recipient of flight to
quality dollars, but the metal lost nearly $24, about 2%, on Friday. Crude
oil, which had flirted with $87 per barrel earlier in the week, also declined
on the Goldman news and closed at $83.24, down 4% from the week’s
highs.
Citigroup has finalized plans to sell its hedge fund management
business, reported to have $4.2 billion in assets under management, to
SkyBridge Capital LLC for an undisclosed amount. Also, Goldman
Sachs board member Rajat Gupta has resigned. Gupta, a former
executive with consulting firm McKinsey & Co., has recently learned that
conversations between him and Raj Rajaratnam of the indicted Galleon
Group were being reviewed by the SEC.
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1 Prices reflect most recent data available at the time of publication
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Bloomberg, The Wall Street Journal, The International Monetary Fund.
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Economic Update
Early this week, The Conference Board announced that its Leading
Economic Index for the U.S. continued to increase in March. The index
has climbed consistently throughout the last year as a result of
improvements in both financial and labor market indicators. According to
Ken Goldstein, an economist at The Conference Board, the March
increase suggests “a slow recovery that should continue over the next
few months.”
New orders for durable goods declined in March, as shown by the U.S.
Department of Commerce. The $2.2 billion, or 1.3%, decline was largely
attributed to a steep pullback in aircraft demand. When excluding
transportation orders, durable good orders actually advanced 2.8% in a
positive sign for the manufacturing industry. In addition, the report
indicated that inventories of manufactured goods rose for the third
consecutive month, up $0.5 billion, or 0.2%.
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The Labor Department reported that the Producer Price Index (PPI) for
finished goods increased 0.7% in March. More than 70% of the increase
resulted from a 2.4% surge in food prices. Excluding food and energy,
PPI rose 0.1% from the previous month. Crude goods posted the most
significant monthly increase as prices climbed 3.2%.
The housing market showed renewed activity in March, according to the
National Association of Realtors (NAR). The traditional spring buying
season began with a strong start as sales of existing single-family homes
increased 6.8% to a seasonally adjusted annual rate of 5.35 million. This
represents a 16.1% rebound from March 2009. NAR Chief Economist
Lawrence Yun noted encouragement from continued improvements in
sales levels for the last nine months, reduced inventory levels, and the
home buyer tax credit. Housing inventory is now at an 8.0-month suppy,
down from an 8.5-month supply in February. Separately, the Commerce
Department reported that March sales of new residential home sales
rose 26.9% from February to a seasonally adjusted annual rate of
411,000. This level represents a 6.7 month inventory supply.

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, National Association of Realtors.
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Greece’s debt situation continues to control the headlines. Earlier in the
week spreads between Greek and German bonds grew to a 12-year high
as Greece’s borrowing costs surged higher on renewed negotiations with
the International Monetary Fund (IMF) and other EU countries. On
Thursday, Moody’s downgraded Greek government bonds to A3, which
is still investment-grade but warned more downgrades are possible in the
near-term. The ratings cut pushed two-year Greek note yields to above
11%, which is more than 10-year bonds—a signal that investors believe
default is likely. Faced with little option and the need to act swiftly,
Greece Prime Minister George Papandreou enacted the $53 billion aid
package from the EU and IMF that was agreed upon earlier this month.
Fears eased slightly but investors remain fearful of default or
restructuring forcing investors to accept less than face value. Treasury
prices slid early this week on a surprise announcement from the Bank of
Canada that they no longer pledge to keep rates near zero, leaving
investors less interested in the safety of U.S. debt. On Thursday, the
Treasury Department announced auction plans for $129 billion in notes
and TIPS, which was more than anticipated, placing further downward
pressure on Treasuries. In part to strong first quarter profits, the spreads
between yields of non-financial companies to similar maturity Treasuries
is the largest since the start of the credit crisis.
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Source: Bloomberg, FTN Financial, The Wall Street Journal, U.S. Department of Treasury.
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Stocks looked to strong earning results and positive economic news to
shake-off concerns that more banks would follow Goldman Sach (GS)
and come under SEC scrutiny for dealings during the run-up to the 2008
financial crisis. The Dow Jones Industrial Average (DJIA) gained 185.62
points, or 1.68%, to close at a new 52-week high of 11,204.28. The
broader S&P 500 climbed 2.11% this week to close Friday at 1,217.28.
Apple Inc. (APPL) surprised investors when the company announced
strong first quarter results this week. Revenue was up 49% compared to
last year on a surge in iPhone shipments - the company sold 8.75 million
phones in the quarter, higher than analysts' expectations of 7 to 7.5
million, according to the Wall Street Journal. Sales from the iPhone
represent approximately 40% of the company's revenue; Apple shares
were up 9.47% this week.
Air travel resumed this week as the ash cloud that crippled European air
travel subsided. The Amex Airline stock index rallied on the news,
gaining 4.57% of the low made early Thursday.
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CenturyTel (CTL) announced an all-stock deal to acquire Qwest
Communications (Q) for approximately $10.6 billion, including the
assumption of Qwest debt, a 15% premium to Wednesday's closing
price. The deal combines two of the largest U.S. landline phone
operators giving the combined entity a footprint across 40 states,
according to the Wall Street Journal.

Year to Date Change

Asian and European stocks sold off Friday on news that Greece
requested formal assistance from European countries and the
International Monetary Fund; the FTSE 100 and the NIKKEI 225 both
ended little changed for the week.
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Hedge fund investors were surprised this week as allegations surfaced
that current Goldman Sachs director Rajat Gupta tipped off Raj
Rajatanaram, head of the indicted hedge fund Galleon Group, of Warren
Buffet’s $5 billion investment in Goldman stock during the tumultuous
summer of 2008. The news that a director of Goldman would divulge
inside information to a hedge fund may have been embarrassing for the
company, but provided an insight into the potential strength of the SEC’s
case against Galleon Group.
Commodity markets continue to demonstrate that they often trade
independent of the overall economic outlook, as evidenced by crude oil
and gold this week. What started off as a calm week for both, with oil
hovering around $85 per barrel and gold near $1140 per ounce, ended
with sharp intraday moves. For oil, news of a fire and then sinking of a
deep water oil rig in the Gulf of Mexico was the likely cause of a 4% two
day move, nearly $3.50 per barrel, in oil from Thursday’s open to Friday’s
close. After losing nearly $30 per ounce in the futures market over
Thursday and Friday of last week, gold was slowly retrenching those
losses early in the week. However, on news that Greece was officially
planning to ask the European Union and International Monetary Fund for
a $60 billion bailout, the price of gold jumped $20 per ounce in the hour
following the announcement.
Land prices have been significantly depressed as of late, causing
homebuilders to come back to the market to acquire property for future
development. The Wall Street Journal reported that land prices in some
of the hardest hit areas like Arizona and California have recently begun
to rebound, a potentially welcome sign for residential real estate and the
homebuilding industry.
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Economic Update
The Federal Open Market Committee reiterated their intention to keep
interest rates near zero for the foreseeable future. The FOMC, in
general, offered an upbeat assessment on the strength of the U.S.
economy citing improving labor markets. Fed officials signaled they will
need to see more evidence of sustainable gains in the job market before
starting to raise rates. Subdued inflation readings also allowed the
federal funds rate to stay at near zero levels.
The Department of Labor announced Thursday that initial jobless claims
fell by 11,000 to 448,000, the lowest level in four weeks. The number of
Americans filing claims for unemployment benefits dropped for the
second consecutive week, further evidence that the job market is
improving.
The Commerce Department reported Friday that real GDP grew by 3.2%
in the first quarter. This marks a drop from the 5.6% increase in GDP at
the end of 2009, but this was expected as the federal government's
stimulus policies peaked during that period and firms started restoring
depleted inventory levels. The most encouraging news in the report was
an increase in business investment and the strong growth in consumer
spending, which was up 3.6% as opposed to 1.6% in the fourth quarter of
2009. The surge in consumer spending accounted for the majority of the
increase in GDP, and was the largest increase since the 3.7% rise in the
first quarter of 2007.
U.S. consumer sentiment improved marginally in late April after sinking
earlier in the month according to the Reuters/University of Michigan
report. The index rose to 72.2 from 69.5 in mid-April, but still trailed the
73.6 reading in March. This figure stands in contrast to the Conference
Board’s Consumer Confidence Index, which rose from 52.3 in March to
57.9 in April. Consumer confidence reached its highest level since
September 2008 as respondents anticipated better business conditions
and greater job availability.

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, National Association of Realtors.
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U.S. Treasuries finished the week sharply higher across the entire yield
curve as stock market losses and continued concerns over Greece’s
fiscal position fueled a flight-to-safety trade. Other “bond-friendly” news
included a slower than expected U.S. GDP report for the first quarter of
the year, which buoyed the view that the Federal Reserve will not need to
raise short-term rates until 2011. With the rally this week, Treasuries
posted their first monthly gain since January. Meanwhile, bonds from
Europe’s most indebted nations fell significantly as Standard & Poor’s
downgraded government debt from Greece (now below investment
grade), Portugal and Spain. Adding to investor anxiety was Greece’s
appeal for a $40 billion bailout package from the European Union and the
International Monetary Fund, along with concerns of a contagion affect
on other governments’ debt. Despite the prospect of a euro zone rescue
plan, many analysts remain skeptical that European governments will
sustain their commitment over time and that Greece can meet austerity
targets. At the same time, The Economist estimates that the total euro
zone exposure of foreign banks’ exposure to Greek sovereign debt
stands at approximately $126 billion, with over 71% held by Germany
and France. Estimates for Portugal, which may also be vulnerable to
default, are $42.5 billion. Against this backdrop, apprehension about
continued weakness from Europe remains a legitimate concern.
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Stocks dropped this week as investors grew concerned about a criminal
investigation at Goldman Sachs (GS), continued uncertainty over the
debt crisis in Greece, and the oil spill in the Gulf of Mexico. The Dow
Jones Industrial Average (DJIA) dropped 195.67 points, or 1.75%, this
week to close at 11,008.61. The broader S&P 500 closed at 1,186.68,
down 1.67% for the week.
Financial stocks dropped 3.4% this week, with the bulk of the decline
made Friday when federal prosecutors announced that they had begun a
criminal investigation to determine whether securities fraud was
committed in connection with the Goldman Sachs' mortgage trading.
The announcement came just days after Fabrice Tourre, the Goldman
Sachs vice president named in the SEC's civil suit filed early this month,
and Goldman CEO Lloyd Blankfein testified in front of a Senate
subcommittee. Goldman Sachs stock dropped 9.39% on Friday, the day
the criminal investigation was announced.
Energy stocks lost 2.77% this week as oil spilled into the Gulf of Mexico
after a deep-water oil rig owned by BP Plc (BP) sank last week off the
coast of Louisiana. Workers have been unable to stop the flow of oil
from the rig, which is dumping 5,000 barrels a day into the Gulf, five
times the rate initially estimated, according the U.S. Coast Guard. BP
dropped 12.91% this week as the estimated clean-up costs continue to
rise.
International stocks dropped this week on concern about Greece's debt
problems as well as speculation that Chinese monetary authorities would
take additional steps to cool the country's property prices. In Europe the
FTSE 100 dropped 2.98% and in China the Shangai Stock Exchange AShares dropped 3.76%.
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Year to Date Change
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Change

11,204.28

11,008.61

-1.75%

S&P 500

1,217.28

1,186.69

-2.51%

NASDAQ

2,530.15

2,461.19

-2.73%

Russell 1000 Growth

540.02

526.83

-2.44%

S&P MidCap 400

849.82

823.06

-3.15%

Russell 2000

741.92

716.6

-3.41%

MSCI EAFE

1,575.10

1,548.39

-1.70%

MSCI EM

1,020.67
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-0.65%
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-1.28%
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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.
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A continued theme of intraday commodity volatility being strongly
influenced by external events was seen again this week. On Tuesday,
the combined impact of the Goldman Sachs hearing, Greek debt ratings
downgraded to junk status, and downgrades to Spain and Portugal were
accompanied by a $2 per barrel decline in oil and a $12 surge in gold.
On fears of the debt contagion spreading across Europe, the Euro fell
and the dollar rallied. The fact that gold managed to rise given the flight
to quality in currencies shows the strength in the demand for gold. Gold
continued its upward move for the rest of the week, with the metal trading
over $1,180 on Friday and appreciating nearly 5% for the week. Oil
ended the week higher on continued positive economic news. However,
natural gas slipped below $4 Mbtu.
A recent story in the Wall St. Journal highlighted the impact of the
recovery of General Growth Properties, the second largest mall operator,
has had on the overall REIT market. When GGP filed for bankruptcy in
2009, its stock fell to as low as $0.33. As it has emerged from
bankruptcy and a mini bidding war among rival suitors has taken place,
the stock has rallied to $15. Many REIT investors view the recovery in
GGP as a sign that the worst is in the past for REITs. In fact the FTSE
Nareit All REIT index has appreciated 20.6% year to date, with most of
the gains being driven by REITs whose balance sheets deteriorated the
most in 2009.
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1,388.37
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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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Economic Update
U.S. payrolls added 290,000 jobs in April, according to the Department of
Labor, marking the greatest monthly gain since March 2006. The
unemployment rate increased modestly to 9.9%, indicating that more
people are seeking work. Although this rate exceeded the consensus
estimate reported by Bloomberg, many economists have expected the
jobless rate to tick higher as the labor participation rate increases. Job
growth occurred across several industries, most notably in the
manufacturing sector, which suffered significant job losses throughout
the recession.

Economic Indicators, Quarterly Change
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Personal spending picked up again in March, as shown by data released
early this week by the U.S. Department of Commerce. Personal
consumption expenditures advanced 0.6% as personal income increased
by 0.3%. Personal saving, as a percentage of disposable personal
income, decreased slightly to 2.7%. This marked the third consecutive
month of a decreasing personal savings rate.
The Institute for Supply Management (ISM) announced that the
manufacturing sector continued to expand at an accelerated rate in April.
The non-manufacturing sector grew as well. ISM noted that survey
respondents’ comments are “mostly positive about current business
conditions; however, they vary by industry and company.” The
JPMorgan Global Manufacturing and Services PMI, produced in
association with Markit Economics, indicated that world economic growth
reached the highest level since June 2007. While the manufacturing
sector continued to lead the global economic recovery, service sector
gains have has also started to reinforce the recovery.
Early this week, Greece came to an agreement with the International
Monetary Fund (IMF), the European Commission, and the European
Central Bank for a specific program to help stabilize the economy. The
IMF also noted that the agreement will seek to improve Germany’s
competitive positioning and restore market confidence. Later in the
week, however, the rapid pullback in the market was partially attributed to
ongoing concerns about Greece, signaling investors’ worry that the
Greek solvency crisis may become a broader liquidity crisis.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, the Institute for Supply Management, Markit Economics, the Internaitonal
Monetary Fund.
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U.S. Treasuries rallied soundly for the second straight week as large
stock market losses and continued concerns over Greece’s fiscal
position fueled another flight-to-safety trade. Marking the strongest twoweek rally since December 2008 when the Fed cut interest rates to zero
and said it would buy long-term debt, the yield on the 10-year note
dropped 0.38%. Against this backdrop, futures on the CME exchange
now suggest a 56% chance policy makers will raise the Fed funds rate
by at least 25 basis points by December, compared with 75% odds a
month ago, according to Bloomberg. Meanwhile, bonds from Europe’s
most indebted nations fell significantly again amid the region’s growing
debt crisis. “The market was already under pressure because of the
growing recognition that the crisis in Greece has gone from being a
Greek problem to a regional problem and now it’s morphing into a global
problem,” said Mohamed El-Erian, Pimco’s CEO. Adding to investor
anxieties is the growing possibility that Greece may default on some of
its outstanding debt, as the riots in the streets illustrate that raising taxes
and cutting spending have not been well received among the populists.
To help allay mounting concerns, the Group of Seven (G7) nations
announced a conference call late Friday to “discuss” the country’s fiscal
situation.
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Stocks plunged this week as the Dow Jones Industrial Average (DJIA)
lost 628.18 points, or 5.71%, to close at 10,380.43, but it was the wild
intraday swings on Thursday that left investors nervous heading into the
weekend. The broader S&P 500 lost 75.8 points, or 6.39%, to close at
1,110.88.

Weekly Change
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On Thursday, with the DJIA already down over 200 points on concerns
over riots in Greece, the selling accelerated at about 2:30 pm eastern.
About 15 minutes later, with the Dow off over 400 points, the index
plummeted another 500 points. The market recovered those 500 points
just 15 minutes later, leaving investors to wonder what had happened.
While official investigations are underway, the Wall Street Journal reports
that key computer-based traders disabled their trading algorithms as the
market declined, removing a key source of liquidity. Additional reports of
a large trading error, in which a trader mistakenly made a multi-million
dollar trade into a multi-billion dollar trade may have exacerbated the pullout of algorithmic traders as stocks plummeted below key technical
levels.
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On Monday, United Airlines (UAL) announced plans to merge with
Continental Airlines (CAL) in a $3 billion stock-for-stock deal. The
merger, subject to regulatory approval, would create the world's largest
airline by traffic volume, according to the Wall Street Journal, and is
expected to create $1 billion in annual cost savings by 2013.
Freddie Mac, after posting a $6.7 billion quarterly loss, announced that it
would need an additional $10.6 billion from the U.S. Treasury. Real
estate losses continue to erode the balance sheet of company, which
was taken over under conservatorship by the federal government in
2008.
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The week began with gold at high levels on continued worries over
European sovereign debt. Crude oil remained relatively neutral in
Monday’s trading. Volatility began brewing Tuesday as footage of violent
protests in Greece hit U.S. airwaves. On worries that Greece’s debt
crisis would move beyond its borders, the Euro fell and the dollar rallied.
Dollar strength helped pressure prices of oil and copper lower by nearly
5% each on Tuesday. Wednesday brought news of a slowdown in
Chinese industrial production, which saw copper make a 5% intraday
swing, nearly breaking below $3 per ounce. However, the biggest moves
in commodities this week coincided with the unusual stock market
volatility on Thursday. Oil dropped another 5%, beginning with a gap
opening below $80 per barrel and closing just above $76. At the height
of Thursday’s volatility, when equities were off nearly 10%, gold had
increased $48 or 4%. Though equities closed down 3% for the day, gold
held on to a $17 gain. Friday’s action was nearly as volatile as
Thursday’s. Oil fell another $2, but gold was flat and silver gained $0.94
to close at $18.45 an ounce.
A recent study completed by the National Association of Real Estate
Investment Trusts attempted to demonstrate higher real estate
investment trusts (REIT) returns compared to real estate investments in
private equity partnerships. According to the report, over a19 year period
ending in 2007, public REITs had an average return of 13.4% compared
to 12.1% for private equity.
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Economic Update
Economic data released this weak signaled further strengthening of the
consumer and the manufacturing sector. The U.S. Department of
Commerce reported Friday that retail sales advanced 0.4% in April to
$366.4 billion, an 8.8% increase from one year ago. Industrial production
increased as well in April, climbing 0.8%, according to data released by
the Federal Reserve on Friday. Manufacturing output increased 1.0% for
the month and exceeded April 2009 by 6.0%.
The Commerce Department announced that business inventories
increased 0.4% in March to their highest level in eight months, according
to Reuters. Business sales surged 2.3%, causing the inventories to
sales ratio, or the rate it would take to sell current inventories, to decline
to 1.24 from 1.46 in March 2009.
Consumer sentiment increased modestly in May, as shown by the
Thomson Reuters/University of Michigan Surveys of Consumers. The
survey conveyed consumers’ expectations for inflation to increase over
the next year. The sentiment reading remained essentially unchanged
from the previous month, maintaining the approximate level since last
September. Director of the surveys, Richard Curtin, noted that while
consumers have not responded well to less discounting, buying attitudes
are significantly above May 2009.
Recovery in the world economy contributed to the widening of the U.S.
trade deficit in March, according to the U.S. Department of Commerce.
Exports increased $4.6 billion from February, while imports rose $5.6
billion, creating a goods and services deficit of $40.4 billion—the greatest
deficit since December 2008. Increased trade activity is a positive
indication of economic improvements. U.S. Import and Export Price
Indexes, released by the Labor Department, reflected a continued
uptrend. Import prices increased 0.9% in April amid a 55% rise in fuel
prices and advanced 11.1% over the last year. Higher non-agricultural
prices resulted in a 1.2% increase in export prices following a 0.7%
increase in March, marking the most significant increase since July 2008.

Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, Reuters.
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After falling sharply earlier, U.S. Treasuries finished the week mostly
unchanged following a dramatic rally on Friday. Once again, the
backdrop driving the market on Friday was centered on persistent
worries over the euro zone’s debt crisis, resulting in another flight-toquality trade. Bond investors overlooked improving fundamentals in the
U.S. economy, instead focusing on a slumping euro, which dropped to an
18-month low against the dollar as German Chancellor Angela Merkel
said Europe is in a “very, very serious situation.” German bunds, another
safe haven sector of the market, also rose considerably on Friday. A
strategist from Deutsche Bank said Greece may struggle to repay its debt
and a Spanish newspaper reported that France threatened to leave the
euro during talks that led to Europe’s $1 trillion bailout of troubled
sovereign countries. Adding to concerns about the euro were comments
from former Fed Chairman Paul Volcker. “You have the great problem of
a potential disintegration of the euro,” Volcker said in a speech in London
on Thursday. “The essential element of discipline in economic and fiscal
policy that was hoped for has so far not been rewarded in some
countries.” Against this backdrop, apprehension about continued
weakness from Europe remains a legitimate concern.
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Investors cheered news of a Greek bailout, sending the Dow Jones
Industrial Average (DJIA) higher by 404.71 points on Monday, but a
Friday sell off left the index at 10,620.16, a gain of 239.73 points or
2.31% for the week. The broader S&P rose 2.23%, or 24.8 points, this
week to close at 1,135.68. The technology-heavy Nasdaq Composite
gained 3.58% this week to close at 2,346.85.
Verizon Wireless, a joint venture of Verizon Communications (VZ) and
Vodaphone Plc, and Google (GOOG) announced a collaborative effort to
develop a rival to Apple's (AAPL) newly released iPad tablet, according
to the Wall Street Journal. No details or timeframe for a new device were
given, but the move is further evidence of Google's efforts to promote the
adoption of its mobile software.
Starbucks (SBUX) announced new distribution channels for Seattle's
Best coffee, a competitor the coffee giant purchased in 2003. Starting in
the fall of 2010, the Seattles Best coffee will be sold in fast-food outlets,
supermarkets and coffee houses and would eventually be available in
convenience stores, drive-drive through kiosks, vending machines,
coffee carts and movie theaters, according to the Wall Street Journal.
The coffee will compete with lower-priced rivals such as McDonald's
(MCD) and Dunkin' Donuts, which have taken share from Starbucks
during the recession.
Stocks in China dipped early in the week, but rallied to end the week
slightly higher after four straight weekly declines. The benchmark
Shanghai Composite Index gained 0.30% and is now down 17.71% in
2010. Stocks in Europe gained this week on news of the Greek bailout,
with the FTSE 100 gaining 2.73%.
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An upward spike in the Euro on Monday reversed into a slow decline,
which may have sparked the latest rally in gold. At the beginning of the
week, June gold futures held the $1,200 per ounce mark, but on Tuesday
and Wednesday the metal made jumps of more than 1% at the onset of
trading and added to that as the sessions continued. Gold reached a
record high of $1,232.50 during after hours on Tuesday. On Thursday,
gold remained flat for the day. While gold rose nearly 1% at the opening
of markets on Friday, reaching another record high of $1,249.70, profit
taking and worry over the European debt bailout caused the precious
metal to close at $1,227. For the week, gold rose 1.5%. Crude oil
retreated sharply this week on news that a U.S. storage facility was near
capacity, concerns over European debt, and a recent poll of Americans
which indicated comfort with offshore drilling despite the leaking rig. Oil
has declined 19% from an 18-month high reached in early May. In
addition, the commodity has declined in eight of the last nine trading
sessions.
In private equity news this week, HCA Inc. filed for its third initial public
offering for approximately 20% of the company, raising $4.6 billion. In
2006, the health care operator was taken private in a leveraged buyout
but has since become profitable. If completed this year, the IPO will
enable HCA to return all of the cash to its owners, Kohlberg Kravis
Roberts and Bain Capital, while leaving them with 80% ownership.
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Economic Update
Senate lawmakers passed a sweeping bank-reform bill on Thursday that
represents the most significant U.S. bank regulation increase since the
Great Depression. The new legislation places new restrictions on “toobig-to-fail” banks, forcing them to liquidate their derivatives units and
implement new capital limitations. The bill also outlines a one-time
government audit of the Federal Reserve's emergency response
procedures and initiates a government board tasked with assigning credit
raters for banks’ structured finance securities.
Employment data released on Friday showed that payrolls increased in
38 states for the month of April. Ohio, Pennsylvania, and New York led
the increase, signaling that the labor market recovery is becoming more
broad-based. The unemployment rate decreased in 34 states and the
District of Columbia in April and increased in six, indicating that the
unexpected rise in U.S. unemployment last month was geographically
concentrated. Michigan leads the nation in unemployment with a rate of
14%. National unemployment ticked up to 9.9% in April, a result from the
influx of jobseekers reentering the market on hopes that the economy is
improving. Initial jobless claims jumped 25,000 for the week of May 15th,
though there are no particular indicators as to why the increase occurred.
Inflation, as measured by the Consumer Price Index (CPI), remained
relatively flat in April. Data released on Wednesday indicated that overall
CPI index fell 0.1% after experiencing a 0.1% rise the month prior, falling
in line with analyst projections.
The Housing Market Index rose 3 points to 22 in May, indicating that
home builders are becoming more optimistic. Housing starts reflected
this sentiment, rising nearly 7% to 0.672 million. Not all housing market
news was positive however, as the Mortgage Bankers Association’s
Purchase Index plummeted 27.1% for the week of May 14th.
The United Kingdom posted its largest budget deficit in history in April,
coming in at -10.9 billion pounds. Many economists predict that the
report will lead to record cuts in public spending.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, Mortgage Bankers Association.
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Worry has again rippled through the markets as investors remain
concerned that a $1 trillion European bailout package will not be
sufficient to keep the contagion from spreading throughout Europe. As a
result, the flight-to-safety trade continued as investors sold risk-bearing
assets, including corporate bonds. According to Bloomberg, sales of
U.S. corporate bonds sunk 67%, and investors withdrew almost $1 billion
from high-yield bond funds. Investors sought U.S. Treasuries as Greece
drew on an emergency loan package to repay $10.6 billion of 10-year
bonds to avoid the euro region’s first sovereign default and Germany
prohibited naked short-selling on sovereign debt. For most of the week,
U.S. Treasury yields faced downward pressure due to immense demand,
and at one point, 10-year notes reached a one-year low. Dan
Mulholland, a Treasury trader at RBC, said in an article published by
Bloomberg that investors are moving out of the yield curve and buying
longer duration treasuries as inflation prospects remain low. Reports
emerged Friday that the European Central Bank may take
unprecedented measures to prevent the collapse of the euro, which
caused the euro to bounce off 4-year lows and higher yielding assets to
stabilize. In a report published by Reuters, foreigners bought a record
$140.5 billion of long-term U.S. securities in the month of March,
indicating the U.S. is still viewed as a safe haven in periods of turmoil.
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Stocks world-wide traded sharply lower this week as Euro-zone fears and
an unexpectedly weak employment report conspired to rattle investors'
nerves. The Dow Jones Industrial Average (DJIA) lost 426.77 points, or
4.02%, to end the week at 10,193.39. The broader S&P 500 closed at
1,087.69, 4.23% lower than last week.
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On Thursday, the DJIA lost over 376 points when a weak initial
unemeployment claims report compounded investor concern over the
potential impact of the euro zone debt crisis on global growth, according
to the Wall Street Journal. Markets opened lower on Friday with the
DJIA trading below 10,000 before investors scooped up shares, sending
the benchmark index over 120 points higher for the day.
Financial stocks led the S&P 500 sectors on Friday, up 2.91%, one day
after the financial regulation reform bill was passed in the Senate, which
will now be reconciled with a bill passed in the House of Representatives
in December. The bill marks the largest increase in financial regulation
since the 1930s and will, among other reforms, place new restrictions on
large banks and create a new consumer-protection division.
Home Depot (HD) reported that its profit jumped 41% in the first quarter
from a year earlier, better than analysts expected, confirming the view
that Americans are resuming their discretionary expenditures. The
company raised its full year sales and earnings outlook. In more
evidence that consumers are increasing their spending, computer maker
DELL Inc. (DELL) reported a 52% increase in profits from a year earlier,
according to the Wall Street Journal.
Euro-zone debt fears also had investors outside the U.S. worried,
sending global equities lower for the week. In London, the FTSE 100
Index was down 3.80%; Japan's NIKKEI 225 lost 6.48%; and in China,
the benchmark Shanghai dropped 4.19%.
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News that Germany banned certain types of short selling likely
contributed to the volatility in equity markets this week which spilled over
into alternative asset classes, though declines were not as steep. It was
feared that these trading restrictions may spread throughout Europe and
dampen the trading opportunities for hedge funds.
As the equity markets declined, a rally in the greenback offset the
traditional safe haven of gold. Often precious metals rally in the face of
uncertainty, but the impact of a rallying dollar was stronger than gold
buying, causing it to retreat for the week. The deflationary Producer
Price Index and Consumer Price Index reports for April further depressed
metals prices. Crude oil continued last week’s slide and ended the week
at $69.67 per barrel, just below the psychologically important $70 level.
Pro-cyclical copper, traded lower earlier in the week, but experienced a
significant rally on Friday as the equity markets bounced off their intraday
lows.
Luxury real estate developer, Robert Toll, thought to be the inventor of
the “mcmansion,” has announced the he will resign his post as CEO of
homebuilder Toll Brothers at the end of June, but will keep the Chairman
title. The reigns are being passed on to an executive president with 20
years of tenure at the firm. Separately, European hedge fund giant GLG
has agreed to be acquired by Man Group, created a hedge fund giant
managing about $63 billion in various strategies.
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Economic Update
Data released by the U.S. Department of Commerce indicated that
consumer spending remained flat in April, following six months of
increases. Instead, consumers focused on saving. Personal income
increased by 0.4% from the previous month, while the savings rate, as a
percentage of disposable personal income, increase to 3.6% from 3.1%
in March.
On Thursday, the Commerce Department downwardly revised previous
estimates for first quarter economic growth. Real gross domestic product
(GDP) increased at an annual rate of 3.0% for the quarter compared with
advance estimates of 3.2%. As previously reported, increases in
personal spending, private inventory investment, exports and
nonresidential fixed investment led the growth.
Consumer confidence climbed the third consecutive month in May, as
shown by The Conference Board Consumer Confidence Index. The
survey of 5,000 U.S. households indicated that consumers’ concerns
about current business conditions and the labor market have continued
to gradually ease. Although expectations for income prospects remain
low, consumers have become increasingly encouraged about the outlook
for business and labor markets. Separately, the Thomson
Reuters/University of Michigan Surveys of Consumers showed a slight
increase in consumer confidence in May. Interestingly, the survey
indicated that consumer expectations for inflation reached the highest
level since September 2008. Director of the surveys, Richard Curtin,
stated that the survey “represents troublesome increases in inflation
expectations, especially given the recent declines in gas prices.”
The National Association of Realtors (NAR) announced that sales of
existing single family homes increased again last month. The gain was
attributed to the first time buyers tax credit, consumers’ improved
assessment of economic conditions, and attractive affordability. Sales
increased 7.6% to a seasonally adjusted annual rate of 5.77 million—a
22.8% increase from April 2009. New family home sales soared 14.8%
to a seasonally adjusted annual rate of 504,000 in April, according to
data released by the U.S. Department of Commerce this week.
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, Thomson Reuters, the National Association of
Realtors.
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On Friday, Fitch Ratings downgraded Spain’s credit rating one step to
AA+ from AAA, but assigned a stable outlook going forward. Although
the Spanish government proposed significant austerity measures, the
fallout from Greece and the euro region’s $1 trillion bailout package was
enough to provoke Fitch Ratings to follow the downgrade issued by
Standard and Poor’s on Friday. According to Bloomberg, Spain currently
has the third largest budget deficit in the euro region, in large part due to
the construction boom that was fueled largely by debt. On news that
consumer spending unexpectedly slowed during the month of April,
treasury prices continued to rise and are heading for the largest monthly
gain since January. Ten year yields finished May down 36 basis points,
the largest monthly loss since December 2008, which was when the Fed
reduced the benchmark interest rate to near zero. The relative safety of
U.S. government debt has again become in high demand as investors
flee risky assets due to the uncertainty surrounding Europe. The concern
around Europe has driven borrowing costs to the highest level since the
collapse of Lehman Brothers. As firms struggle to secure financing,
companies sold the least amount of corporate debt in a decade this
month. The extra yield investors demand for riskier corporate offerings
soared as spreads widened by 44 basis points.
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Heavy volatility continued this week in domestic equity markets as
investor sentiment proceeds to fluctuate between international concerns
and increasingly positive U.S. economic and corporate fundamentals.
The week began on a downward slide, with major domestic indexes
down 1.48% or more through Wednesday’s close. Thursday brought a
rally that was sparked by China’s promise to not unload European debt
and austerity moves in Spain, pushing stocks to their second-best day of
the year. The increase was short lived however, as a downgrade of
Spain’s debt rating on Friday intensified investors’ fears about European
credit and sent markets tumbling. This led to mixed results at market
close, with S&P 500 and NASDAQ indexes up 0.16% and 1.26%,
respectively, and the Dow Jones Industrial Average down 0.56% for the
week.
Technology stocks erased most of the week’s gains on Friday, adding to
an already difficult May for the sector. The NASDAQ is down nearly 9%
for the month, its biggest monthly decline since giving up almost 11% in
November 2008. The selloff can be attributed to investors’ concerns
regarding demand for high-tech goods and services in the wake of
economic instability in Europe. Apple (AAPL) is one exception to the
trend, rising 1.50% Friday on healthy domestic and international demand
for its iPhone and iPad products.
Fresh concerns regarding the euro-zone exasperated worries that global
demand for industrials could slip. This led to poor performance in the
sector on Friday, with Boeing (BOE), General Electric (GE), and
Caterpillar (CAT) dropping 1.46%, 1.86%, and 2.09%, respectively.
BP was down 2.07% this week as the company worked to address the
devastating oil spill that is quickly becoming the largest oil spill in U.S.
history. Earlier this week, BP began what is known as a “top kill” effort to
plug the oil well. The process involves shooting heavy drilling mud into
the well; BP officials believe the attempt will work but the weekend is
needed to fully evaluate the success or failure.
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Dow Jones

5.21.10

5.28.10

Change

10,193.39

10,136.63

-0.56%

S&P 500

1,087.69

1,089.41

0.16%

NASDAQ

2,229.04

2,257.04

1.26%

Russell 1000 Growth

481.18

485.65

0.93%

S&P MidCap 400

750.01

762.76

1.70%

649.37

661.61

1.88%

1,351.69

1,359.55

0.58%

Russell 2000
MSCI EAFE
MSCI EM

882.42

904.18

2.47%

MSCI Small Cap

130.49

130.24

-0.19%

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.
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Alternatives put in a good week in the face of higher than normal equity
volatility. During Tuesday’s near 300-point swing for the Dow Jones
Industrial Average, oil followed the overall rebound, while gold put in a
modest gain, and the DJ-UBS Commodity Index modestly lagged gold.
However, from Wednesday through the end of the week, oil continued to
rally while other markets remained flat. Crude oil began the week at $70
per barrel, reached an intraday low of about $68 on Tuesday and traded
as high as $75 on Friday before closing at $74.08. For the week, gold
managed to rally back above $1,200 per ounce. Natural gas, which has
been threatening to close below $4 btu, considered to be the marginal
cost of production, rallied nearly 10% for the week. This resulted amid
investors’ growing concerns regarding deepwater offshore drilling
restrictions that could limit future production.
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Real estate investment trusts also performed well this week despite news
that private equity funds investing in commercial real estate have begun
to return capital back to investors. Investors in private equity have noted
that it is extremely rare for fund sponsors to return cash, and there could
be increased concerns that limited opportunities may persist. Merger
arbitrage and leveraged buyout (LBO) spreads have widened as market
volatility increased since the end of April. For example, the LBO of
Fidelity National Information Services has a 2.6% difference between the
price offered by Apollo Management and a recent price for FNIS. That
may sound low; however, with the deal expected to close by the end of
June, it is closer to 20% on an annualized basis.
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Source: Dow Jones, National Association of Real Estate Investment Trusts, Hedge Fund Research
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Issue
Gold
Crude Oil Futures

HFRX Equal Wtd. Strat. Index

1,160.45

1,117.77

-3.68%

HFRX Equity Hedge Index

1,114.51

1,100.35

-1.27%

HFRX Equity Market Neutral

1,007.19

1,007.14

0.00%

HFRX Event Driven

1,357.65

1,341.60

-1.18%

HFRX Merger Arbitrage

1,455.94

1,441.92

-0.96%

Dow Jones UBS Commodity Index

123.35

125.36

1.64%

FTSE/NAREIT All REIT

113.28

121.53

7.28%

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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Economic Update
Mostly positive economic data was largely offset by a mixed employment
report Friday. May payrolls show a 431,000 increase; however, nearly
411,000 of that total are related to temporary workers hired by the
government for the census, a position lasting two-to-six weeks. Private
sector employment rose 41,000, a trivial number based on the current
situation and last month’s surge of 218,000. The unemployment rate
deceased to 9.7% from 9.9% as the size of the labor force declined, but
June and July are likely to be flooded with recent college grads entering
the labor force. On a positive note, there was a surge in temps and an
increased workweek in May which may signal future hiring.

Economic Indicators, Quarterly Change
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The ISM Manufacturing Index read 59.7 in May, indicating growth in the
manufacturing sector for the 10th consecutive month. Sixteen of 18
industries reported growth, and many are reporting an inventory
shortage. New orders, which registered 65.7%, continue to drive
performance in the manufacturing sector. The non-manufacturing sector
also continued to grow in May, registering 55.4%. Backlogs also rose in
the non-manufacturing sector, signaling an advance in hiring may be
necessary to match demand.
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Source: Bureau of Economic Analysis, Bureau of Labor Statistics
*Core CPI excludes energy and food prices from the calculation of the Consumer Price Index

Construction spending surged 2.7% in April, marking the largest monthly
advance in 10 years. As the consensus estimate was 0%, the increase
was largely unexpected. Home construction has been elevated for the
past several months as the government tax credit for new homes expired
on April 30. Spending on private construction increased for the first time
since October.
The Pending Home Sales Index rose 6% in the month of April, up 22.4%
from a year ago. The index is at comparable levels to when the initial
homebuyer tax credit expired at the end of October. The tax credit was
extended to the end of April and many analysts were afraid not enough
demand was left to take advantage of the extension. Lawrence Yun,
NAR chief economist, attributed the resurgence in home demand to
improved consumer confidence and historically low mortgage rates. The
NAR has asked Congress to extend the closing deadline of June 30 to
accommodate the large number of buyers that signed contracts in April.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, the Institute of Supply Management, the National Association of Realtors.
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Bond markets had a fairly quiet week, but the jobs report on Friday
sparked volatility in nearly every category. After a flat start, U.S.
Treasuries finished the week higher following a dramatic rally on Friday.
The market increase was centered on new worries over Hungary’s fiscal
problems and a disappointing U.S. jobs report, which resulted in yet
another flight-to-quality trade. Heightened concerns over Europe’s
economy drove the euro to its lowest level against the dollar in over four
years. This, along with confirmation that the unemployed are struggling
to find jobs, pushed Treasuries to their largest single-day gain in over 14
months. Futures on the CME show a 41% chance U.S. policy makers
will raise short-term interest rates by at least 25 basis points this year,
down from 62% a month ago. Separately, Fitch and Moody’s cut their
ratings on BP’s debt by one notch and placed the firm on negative watch
for further possible downgrades, citing concerns over the cost of the Gulf
of Mexico oil spill. “The downgrade of BP’s ratings reflects Fitch’s
opinion that risks to both BP’s business and financial profile continue to
increase following the Deepwater Horizon accident,” Fitch said on
Thursday. Estimates for the total cost of the clean-up now range from
$5.3 billion to as high as $37 billion, which may impede the company’s
free cash flow generating capabilities and constrain its ability to focus on
other key areas of its business, according to analysts.
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Domestic markets gave up their mid-week gains on Friday as
disappointing U.S. job growth data and continued eurozone worries sent
stocks tumbling. The biggest impact was felt in the industrial sector,
sending the Dow Jones Industrial Average (DJIA) into sub-1,000 levels
as all 30 blue-chip stocks traded lower. General Electric (GE), Caterpillar
(CAT), and American Express (AXP) fell the most, dropping more than
4.5% each. The Standard & Poor’s 500 Index fell 2.25% and the
NASDAQ Composite dropped 1.68%. Some investors feel that the below
average volume of trading this week is an indicator that the markets are
still in a corrective pullback, and are not entering a new downtrend. All
three indexes are down more than 10% from the rally highs experienced
in late April.
The decline on Friday is largely attributed to the poor payroll figures
released by the Labor Department, which fell far short of expectations.
The negative report injects uncertainty into the ability to achieve the
growth needed to fuel a robust recovery. These concerns were
exasperated by an increasingly worrisome situation in Europe. The Euro
plunged to a new four-year low this week after Hungary warned the
European Union of its fast growing debt, claiming that the threat of
default was not an exaggeration. The negative news from a nation
outside of the countries with well known issues (Portugal, Italy, Ireland,
Greece, and Spain) increased investor concerns that a broad-based
European debt crisis is developing.
Commodities producers were struck hard by plunging futures prices this
week. Chevron Corp. (CVX) and Alcoa Inc. (AA) were down over 3.5%
as oil prices dropped below $72 a barrel. BP shares continued to plunge,
dropping 13.48% on the week after Fitch, Moody’s, and Standard &
Poor’s announced that they were downgrading the company’s credit
rating.
AT&T announced that it will stop selling unlimited mobile data plans to
new customers buying internet-capable smartphones and iPads, opting
instead to implement two data plans with monthly usage limits. The
change could mean lower rates for light users and hefty charges for
heavy users, possibly causing more headaches within the strained
network’s consumer base.
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Change
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S&P 500
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-1.68%

485.65

477.43

-1.69%
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762.76

736.27

-3.47%
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661.61

633.97

-4.18%
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1,359.55

1,374.52

1.10%

MSCI EM

904.18

924.67

2.27%

MSCI Small Cap

130.24

132.41

1.67%

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.
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Oil and gold responded to economic news that shifted the perception
from rising global growth, higher prices, to slowing global growth, lower
prices, in typical fashion. Markets interpreted Friday’s jobs report, which
indicated the bulk of employment gains were in temporary census works,
as a threat to the global recovery. As growth expectations have slowed
since the European debt crisis, this news added to deflationary concerns.
Safe haven buying in the dollar led to declines in nearly every commodity
except for gold. Even real estate investment trusts (REITs), which
moved sideways all week, were not immune to Friday’s selloff; the
majority of the decline in REITs occurred on Friday. The flight to quality
affected currencies as well. The Euro broke below the $1.20 level, a new
four year low. Worries that Hungary, which is not a member of the
European Monetary Union, might be the next Greece caused the
Hungarian currency, the Florint, to decline 4% for the day. However,
natural gas rose steadily as the week moved on. Investor concerns in
the Gulf of Mexico initially spurred natural gas higher, but, later in the
week, the Obama administration announced a 6 month moratorium on
new drilling projects causing natural gas to trade sharply higher. For the
week, natural gas rose nearly 50¢ per Mbtu, with approximately half of
that advance occurring on Friday.
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Economic Update
On Wednesday, Federal Reserve Chairman Ben Bernanke addressed to
the Committee on the Budget of the U.S. House of Representatives
regarding economic and financial conditions and the federal budget. He
noted the Fed’s expectations for the economic recovery to continue
throughout 2010 and next year as well. As of the end of April, the Fed
anticipated gross domestic product (GDP) of 3.5% for the year, with “only
a slow reduction in the unemployment rate over time.” The Fed expects
consumer and business spending to continue to support the economic
recovery. Remaining challenges include the housing market, state and
local budgets, and a weak albeit improving jobs market. When
discussing fiscal sustainability, Bernanke acknowledged how the U.S.
fiscal position has deteriorated significantly since the beginning of the
financial crisis. He ventured that even once economic and financial
conditions improve to a normal state “the federal budget appears to be on
an unsustainable path” if more continued policy actions are not taken.

Economic Indicators, Quarterly Change
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Consumer sentiment has risen this month, as shown by the Thomson
Reuters/University of Michigan Surveys of Consumers. The survey
indicated that although the stock market has pulled back over the last
month, sentiment is at the highest level since January 2008. However,
Reuters noted continued concerns regarding consumers’ personal
financial situations. Director of surveys, Richard Curtin, said that “the
data is strong enough to support the continued growth in consumption,
although the pace of growth will slow during the balance of the year and
into the start of 2011.” Despite the consumers’ improved mood, retail
sales unexpectedly dropped in May. The U.S. Commerce Department
reported that retail sales declined 1.2% for the month, but sales are 6.9%
higher than one year ago.
The U.S. international trade deficit expanded in April, although less than
the consensus estimate reported by the Wall Street Journal. The
Commerce Department reported that the $40.3 billion deficit resulted
from a $1.0 billion decline in exports and a $0.8 billion decline in imports
from March.

Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, Thomson Reuters.
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After several days of volatile trading, Treasuries finished the week mostly
unchanged. Sharp losses earlier in the week were reversed Friday as a
weaker than expected retail sales report revived the flight-to-safety trade.
In a sign of strength, the government’s $70 billion in bond auctions
attracted strong demand even though the market had rallied to expensive
levels in recent weeks. Meanwhile, ongoing sovereign challenges
coupled with a volatile bond market have left investors exceedingly
uncertain about the direction of the markets. Looking ahead, the bond
bears point out that the Treasury has been issuing record amounts of
debt to finance growing budget deficits, and that yields may need to rise
to continue to attract buyers. China, the largest foreign owner of
Treasuries, will likely pare its purchases over the year in order to allow its
currency to appreciate against the dollar. The bond bulls forecast an
extended period of below-average economic growth and weak
discretionary spending. Although prices for Treasury securities could
rise even more if the situation in Europe worsens, we continue to believe
that current yields provide insufficient income to investors with long-term
goals. While Treasuries may be appropriate for very conservative
investors, investors may consider other alternatives including munis,
investment grade corporates, high yield and foreign bonds.
Issue

6.4.10

6.11.10

Change

3 month T-Bill

0.14%

0.10%

-0.04%

2-Year Treasury

0.72%

0.79%

0.07%

5-Year Treasury

1.98%

2.12%

0.14%

10-Year Treasury

3.20%

3.33%

0.13%

30-Year Treasury

4.13%

4.25%

0.12%
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Source: U.S. Department of Treasury, Standard & Poor's, FTN Financial
*Taxable Equivalent rate is calculated by using a 35% tax margin

Source: Bloomberg, FTN Financial, The Wall Street Journal, U.S. Department of Treasury.
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Stocks traded higher this week with low volume as investors’ fears
regarding global growth started to ease. Thursday saw gains of over
2.75% across the major indices on news of the European Central Bank
maintaining its monetary policy and China’s positive report detailing a
nearly 50% surge in exports. Activity was choppy on Friday after a poor
consumer spending report showed that retail sales fell 1.2% in May, with
the Dow Jones Industrial Average (DJIA) down as much as 90 points in
early trading. A late surge put all major indices into positive territory for
the week, with the DJIA, Standard & Poor’s 500, and NASDAQ
Composite Indices finishing the week up 2.81%, 2.51%, and 1.10%,
respectively.
Reports emerged Friday that Morgan Stanley (MS) and J.P. Morgan
(JPM) will be the lead underwriters on a $10-20 billion initial public
offering (IPO) of General Motors stock. This IPO could be one of the
largest underwriting deals in the past five years and was hotly contested
among Wall Street banks. The IPO is expected to generate less than 1%
in underwriting fees, in comparison to the typical fee of 7%. Proceeds
from the IPO will be used to pay off government loans after General
Motors received nearly $50 billion in bailout financing—the U.S.
government currently holds a 61% stake in GM.
For-profit education companies climbed on Friday after the government
announced that it would delay pending legislation that would penalize
schools for graduating students with high debt-to-income ratios, a
measure that would hurt institutions with high tuition and default rates.
The U.S. Department of Education proposed the regulations earlier this
year, recommending that students' debt load be capped at 8% of their
average incomes. Apollo Group (APOL), DeVry Inc. (DV), and American
Public Education Inc. (APEI) were up 1.67%, 2.94%, and 2.86% at the
end of trading Friday, respectively.
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BP (BP) had a bad start to the week, dropping 22.54% through
Wednesday, but trimmed off some of the losses on Thursday and Friday
as investors regained some confidence in the company’s ability to
remedy the political and financial consequences of its oil spill disaster.
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Issue

6.4.10

6.11.10

Change

Dow Jones

9,931.97

10,211.07

2.81%

S&P 500

1,064.88

1,091.60

2.51%

NASDAQ

2,219.17

2,243.60

1.10%

477.43

486.73

1.95%

S&P MidCap 400

736.27

758.57

3.03%

Russell 2000

633.97

649

2.37%

Russell 1000 Growth

MSCI EAFE

1,374.52

1,354.77

-1.44%

MSCI EM

924.67

906.98

-1.91%

MSCI Small Cap

132.41

130.52

-1.43%

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.

-15.0%
Large Cap

Mid Cap

Source: Standard & Poor's, Russell Investment Company, MSCI

June 11, 2010
[page 4]

MainStreet Advisors
Financial Market Update
Alternative Investments Market Update
Early in the week, gold futures rose to another intraday high price of
$1,254.50 per share and closed at a record price of $1,245.60. On
Monday, it was reported that European based hedge funds have recently
been large buyers of gold; however, this burst of investment failed carry
through the week as gold closed at $1,230. Crude oil opened the week
trading in the low $70 per barrel range, but the Energy Information
Administration’s petroleum status report revealed an unexpectedly large
drop in U.S. oil inventories—1.8 million barrels consumed compared to
an expectation of only 900,000. This news sparked a near $3 rally in
prices at the open of trade on Wednesday—oil traded as high as $76 mid
week. The rally lost a little steam as the week wore on, closing at $74.
General Electric (GE) announced that it plan to reduce the commercial
real estate division of GE Capital by 50%, causing GE Capital to shrink
from $650 billion to approximately $450 billion. GE holds approximately
$80 billion in properties and real estate backed loans.
British bank HSBC Holdings PLC announced that it will sell its private
equity management business to existing management. This move
follows similar announcements from other banks to pare back or
eliminate their private equity arms, possibly over concerns of heightened
European taxes and regulation.
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Change

1,221.50

1,228.20

0.55%

71.09

74.26

4.46%

280.45

293.00

4.47%

14.52

15.84

9.09%

HFRX Equal Wtd. Strat. Index

1,119.69

1,114.79

-0.44%

HFRX Equity Hedge Index

1,109.94

1,096.76

-1.19%

HFRX Equity Market Neutral

1,005.35

1,003.52

-0.18%

HFRX Event Driven

1,341.99

1,334.44

-0.56%

HFRX Merger Arbitrage

1,450.40

1,443.12

-0.50%

Dow Jones UBS Commodity Index

122.02

125.06

2.49%

FTSE/NAREIT All REIT

119.74

121.37

1.36%

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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Economic Update
The Conference Board reported that its Leading Economic Index
increased in May, suggesting continued, albeit slower, growth this year.
While advances in the index have decelerated in recent months, Ataman
Ozyildirim of The Conference Board noted that it is considerably above
its most recent peak in December 2006.

Economic Indicators, Quarterly Change
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Data released this week continued to indicate easing inflationary
pressures. The Producer Price Index (PPI) declined at a seasonally
adjusted rate of 0.3% in May. The Labor Department announced that
prices for crude, or input, goods fell 2.8% in May, while prices for
intermediate goods increased 0.4%. Increases in annual prices for
finished goods have decelerated each of the last three months. The
Consumer Price Index decreased as well in May, falling 0.2%. Excluding
food and energy, consumer prices remained flat for the second
consecutive month. Meanwhile, U.S. import prices decreased 0.6% in
May, as shown by the U.S. Import Price Index. The Bureau of Labor
Statistics reported that the decline resulted as lower fuel prices
outweighed an increase in the price of non-fuel import prices. Prices for
U.S. exports increased 0.7% in May after climbing 1.2% in April and
0.7% in March. Increases in both non-agricultural prices and agricultural
prices contributed to the rising prices.
The National Association of Home Builders (NAHB)/Wells Fargo Housing
Market Index (HMI) indicated that builder confidence has slipped this
month, following two consecutive monthly gains. NAHB Chairman Bob
Jones noted while the retreat was expected, “the reduction in consumer
activity may have been more dramatic than some builders had
anticipated, which resulted in their lower confidence levels.” Housing
starts in May declined 10% from April to a seasonally adjusted annual
rate of 593,000, according to the Commerce Department. This rate is
7.8% above starts in May 2009.
On Wednesday, the Federal Reserve announced that industrial
production increased 1.2% in May, following a 0.7% advance in April.
Manufacturing output rose for the third consecutive month, up 0.9% from
April and 7.9% from May 2009.
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 Home Builders.
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U.S. Treasuries finished the week higher amid speculation that subdued
inflation reports will influence the Federal Reserve to keep interest rates
low, supporting demand for government securities. All else equal, low
inflation levels increase the appeal of Treasuries as real return
expectations rise. The spread, or difference in yield, between 10-year
TIPS and similar maturity government bonds fell to 2.01%, down from
2.41% at the beginning of the year. Other factors driving the market
higher include weaker-than-forecast industry and employment reports,
which have strategists now focusing on the likelihood of a double-dip
recession in the second half of the year. Meanwhile, Moody’s and Fitch
downgraded their ratings on the state of Illinois municipal bonds, citing
the lack of political will to deal with budget deficit issues. Moody’s
Investor Service rates Illinois at “A1”, the lowest rating for states
evaluated by the company. According to Bloomberg, legislators in Illinois
passed a provisional $25.9 billion fiscal 2011 spending plan that would
result in a $13 billion deficit and are resisting Governor Pat Quinn’s
proposed $3.7 billion debt sale to make a pension payment and help
close the shortfall gap. Lawmakers recessed last month without providing
the means to cover pension obligations and pay $4.5 billion in other bills.
While the likelihood of a bond default remains extremely low, we
recommend that investors avoid obligations of the state given still
attractive opportunities in other areas of the municipal market.
Issue

6.11.10

6.18.10

Change

3 month T-Bill

0.10%

0.09%

-0.01%

2-Year Treasury

0.79%

0.72%

-0.07%

5-Year Treasury

2.12%

2.01%

-0.11%

10-Year Treasury

3.33%

3.21%

-0.12%

30-Year Treasury

4.25%

4.13%

-0.12%
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Source: U.S. Department of Treasury, Standard & Poor's, FTN Financial
*Taxable Equivalent rate is calculated by using a 35% tax margin

Source: Bloomberg, FTN Financial, The Wall Street Journal, U.S. Department of Treasury.
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Domestic markets weathered choppy trading on Friday to conclude their
second week of gains in a row, continuing to bounce off the six-week
slide that took the S&P 500 index down nearly 14%. Increased volatility
on Friday can be attributed to investors contending with the quarterly
quadruple options expiration, an event where individual stock futures and
options and stock index futures and options are all simultaneously
expiring. The effects of the event were dampened by a lack of corporate
or economic news to drive market movements. The S&P 500, NASDAQ
Composite Index, and Dow Jones Industrial Average finished the week
up 2.37%, 2.95%, and 2.35%, respectively.

Weekly Change
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Walgreen Company (WAG) and CVS Caremark Corporation (CVS)
announced on Friday that they had settled a dispute that threatened a
relationship worth billions of dollars. Early last week, Walgreen
announced that it would end its agreement to fill prescriptions for
members of the CVS Caremark drug plan, claiming that CVS was
attempting to divert customers to its own stores and was providing
inadequate reimbursement rates. CVS responded by threatening to drop
Walgreen from its network as early as July 9th. The market responded
favorably to the settlement, with Walgreens and CVS jumping 2.07% and
1.09% in trading Friday, respectively.
Cisco Stystems, Inc. (CSCO) increased 2.53% this week after signing an
agreement with Tencent Holdings, the largest internet service provider in
China. Cisco, the world’s largest manufacturer of networking equipment,
will collaborate with Tencent to advance unified communications in the
China Market by developing communication services for corporate
clients.
Caterpillar Inc. (CAT) enjoyed an impressive 9.33% gain this week after
reporting strong machine sales in Asia, boasting a 38% year-over-year
increase for May. The report also showed strong sales in the North
American region, up 15%, and some weakness in the company’s Europe,
Africa, and Middle East regions, down 8%.
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Issue

6.11.10

6.18.10

Change

10,211.07

10,450.64

2.35%

S&P 500

1,091.60

1,117.51

2.37%

NASDAQ

Dow Jones

2,243.60

2,309.80

2.95%

Russell 1000 Growth

486.73

498.26

2.37%

S&P MidCap 400

758.57

774.27

2.07%

649

666.92

2.76%

Russell 2000
MSCI EAFE

1,354.77

1,414.82

4.43%

MSCI EM

906.98

947.20

4.44%

MSCI Small Cap

130.52

135.93

4.15%

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.
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This week, the Producer Price Index and Consumer Price Index readings
were negative, indicating disinflation in the prior month. Despite the
news of disinflation, gold and copper continued to move higher. Copper
has nearly recovered all of the loss it experienced since the “Flash
Crash” in early May. The most actively traded gold contract, August,
reached new contract highs late in the week, rising to $1,248 per ounce
on Thursday and then reaching another new high of $1,260 at the onset
of trade Friday before closing the week at $1,259. Commodity traders
feel that the recent gold buying stems from concerns over the European
debt contagion—gold buying by Europeans has also pushed gold to
record high prices in Euros as well.
Returns for private equity funds are often categorized by the year of
funding, termed the vintage year. A story in Bloomberg Businessweek
noted that Fortress Investment’s vintage year 2005 fund has $5 billion
unrealized losses, a 36% decline. Also noted were results of
Blackstone’s and KKR’s vintage 2005 funds which posted smaller
declines, $861 million and $708 million respectively.
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The performance of tomatoes in recent months demonstrates that
agricultural commodities can be extremely responsive to the weather. A
freeze in January decimated Florida tomato crops, which were
subsequently replanted. The harvest of those late arriving Florida
tomatoes is now coinciding with a regular harvest of California tomatoes.
The U.S. Agricultural Department has estimated that wholesale tomato
prices have declined 78% since March. Though farmers may struggle
with low prices, food banks are expected to receive larger donations.

Year to Date Change
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Change

1,228.20

1,256.90

2.34%

74.26

77.43

4.27%

293.00

290.70

-0.78%

15.84

15.38

-2.90%

HFRX Equal Wtd. Strat. Index

1,114.79

1,118.52

0.33%

HFRX Equity Hedge Index

1,096.76

1,113.94

1.57%

HFRX Equity Market Neutral

1,003.52

1,010.97

0.74%

HFRX Event Driven

1,334.44

1,341.89

0.56%

HFRX Merger Arbitrage

1,443.12

1,458.90

1.09%

Dow Jones UBS Commodity Index

125.06

128.45

2.71%

FTSE/NAREIT All REIT

121.37

124.40

2.50%

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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Economic Update
The third estimate for first quarter gross domestic product (GDP),
released Friday by the U.S. Department of Commerce, reflected that the
economy expanded at an annual rate of 2.7%. This resulted from an
upward revision in imports and a downward revision in personal
consumption expenditures. Earlier this week, the Federal Open Market
Committee (FOMC) announced that it would maintain the target federal
funds rate at 0%-0.25%. Although data continues to indicate a moderate
economic recovery, the FOMC noted that low resource utilization and
inflationary pressures are likely to “warrant exceptionally low levels of the
federal funds rate for an extended period.”
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The Commerce Department reported that sales of new home declined
32.7% from April to a seasonally adjusted annual rate of 300,000. This is
the lowest rate recorded since the series began in 1963, according to
Bloomberg. Meanwhile, the National Association of Realtors (NAR)
reported that sales of existing family homes fell 2.2% to a seasonally
adjusted annual rate of 5.66 million units.
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New orders for durable goods declined 1.1%, or $2.2 billion, in May after
five consecutive months of increases, according to the Commerce
Department. When excluding transportation, new orders climbed 0.9%
amid a 0.5% increase in capital goods orders.
Consumer sentiment rallied this month, as shown by the Thomson
Reuters/University of Michigan Surveys of Consumers. The final June
reading of 76.0 represented the strongest level of consumer morale since
January 2008. News of improved net jobs changes were largely
attributed to the better-than-expected report.
Early in the week, China pledged to gradually allow the yuan to
appreciate relative the U.S. dollar by removing the fixed currency peg, a
move long awaited by the international community. This revaluation is
an important step to rebalancing the global economy. In China, the move
is intended to capitalize on local consumer spending shifts and decrease
reliance on exports. U.S. exports are expected to get a lift as Chinese
consumers now will have more international purchasing power.
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, Thomson Reuters, the National Association of
Realtors, The Wall Street Journal.

Q3 09
Core CPI*

Q4 09

Q1 10

Unemployment Rate

Source: Bureau of Economic Analysis, Bureau of Labor Statistics
*Core CPI excludes energy and food prices from the calculation of the Consumer Price Index

June 22nd
June 22nd
June 23rd
June 23rd
June 23rd
June 24th
June 24th
June 24th
June 25th
June 25th
June 25th
June 25th

-0.5%
ICSC-Goldman Same Store Sales, Wkly. Chg.
5.66M
Existing Home Sales, May SAAR*
-1.2%
MBA Purchase Applications Index, Wkly. Chg.
300,000
New Home Sales, May
2.0M Barrels
EIA Petroleum Status Report, Wkly. Chg.
-1.1%
Durable Goods New Orders, May Monthly Chg.
457,000
Initial Jobless Claims ( Week ending 6/19)
81 bcf
EIA Natural Gas Report, Wkly. Chg.
2.7%
Real GDP, Q1 Quarterly Change SAAR*
1.1%
GDP Price Index, Q1 Quarterly Change SAAR*
45.9%
After-tax Corporate Profits, Q1 Annual Change
76
Consumer Sentiment Index, May

June 25, 2010
[page 2]

MainStreet Advisors
Financial Market Update
Bond Market Update
U.S. Treasuries finished the week higher for the second straight week, as
continued uncertainty about the global economic recovery, dovish
Federal Reserve comments and nonexistent inflation supported demand
for the safety of government securities. The historically steep yield curve
observed several months ago is now normalizing. Although most
strategists suggested a flatter yield curve would be driven by higher shortterm rates, strong demand for longer-term paper has pushed yields in
this segment of the market sharply lower. All else equal, a narrower yield
curve indicates market participants expect weaker economic growth and
decelerating inflation prospects. The spread, or difference in yields,
between five-year TIPS and similar maturity Treasury notes fell to 1.59%
from 1.95% at the beginning of the year, indicating traders anticipate
nominal price increases going forward. Also suggesting lower inflation
expectations, traders cut bets the Fed will raise rates this year, with
futures on the Chicago Mercantile Exchange showing a 21% chance of
an increase by December, down from 30% a month earlier. Although
prices for Treasury securities could rise even more in the near-term, we
continue to believe that current yields provide insufficient income to
investors with long-term goals. While Treasuries may be appropriate for
very conservative investors, we feel investors should consider other
alternatives including munis, investment grade corporates, high yield,
and foreign bonds.
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Domestic stocks traded lower throughout the week after a slew of
contrasting economic data was released, including disappointing housing
and retail data and a downgraded economic outlook from the Federal
Reserve due to the impact of the European debt crisis. Markets were
also dragged down by energy stocks amid increasing uncertainty
regarding the future of deepwater drilling. Financial stocks rallied on
Friday after a less-restrictive Wall Street reform bill made it through the
U.S. House and Senate; however, the gains were not enough to pare the
losses in the broader market. The S&P 500, NASDAQ Composite, and
Dow Jones Industrial Average finished the week down 3.65%, 3.74%,
and 2.94%, respectively.
A downturn in consumer spending sent consumer components down this
week, leading the decline in the Dow Jones Industrial Average. CocaCola Company (KO) and Wal-Mart Stores (WMT) dropped 3% and 2.5%,
respectively. The decrease in spending was cited in the government’s
downward revision of its first-quarter economic growth estimate.
The diluted financial reform bill that passed through congress on Friday
gave bank stocks a health surge after it was announced that the
legislation does not ban hedge-fund and buyout-fund investing. As a
result, JPMorgan Chase & Co. (JPM), Citigroup (C), Goldman Sachs
Group Inc. (GS), and Morgan Stanley (MS) each gained over 3% by the
end of trading Friday. Lawmakers also modified legislation that would
have made it easier to sue credit-rating companies, sending Moody’s
Corp. (MCO) up 6.85% to lead the S&P 500.
For-profit education companies fell sharply on Friday after William Blair &
Co. made a statement suggesting that the companies will continue to
face scrutiny in the months to come, citing Thursday’s Senate oversight
hearing on the industry as a source of concern. Apollo Group Inc.
(APOL) dropped more than any stock in the S&P 500, falling 4.8% on the
news.
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At the height of the private equity craze in 2006 and 2007, raising cash
was incredibly easy. Typically, most private equity funds have a
mandate to invest all cash within the first three to five years of the funds’
life. Now, private equity firms have nearly $500 billion in cash and have
limited time, not to mention opportunities, to deploy capital. Not
surprisingly, in a report released by Reuters, buyout funds and private
equity-backed merger and acquisition (M&A) volumes during the second
quarter rose significantly. Private equity-backed M&A activity is up 125%
from a year ago, and nearly 33% from the prior quarter. Early this week,
Bain Capital Partners, Kohlberg Kravis Roberts (KKR), and Vornado
Realty Trust announced the completion of the acquisition of Toys R Us,
with each partner owning an equal share.
On Friday, new financial regulatory measures, which stand to be the
toughest regulations since the Great Depression, were approved by key
lawmakers. While the overhaul still must pass through the House and
Senate lawmakers, hedge funds may benefit from the proposed “Volcker
Rule.” The central tenet of the Volcker Rule limits proprietary and risky
derivatives trading by large financial firms to 3% of their Tier 1 capital,
which will drastically scale back investment in hedge funds. Also, hedge
funds under $100 million would be required to register with the SEC,
which has been fiercely resisted as it adds to overhead costs. However,
some analysts predict this may have a positive impact on the hedge fund
industry as a whole as star traders at large financial firms may leave and
start their own funds.
Crude futures, which traded down all week on surprisingly high
inventories and disappointing housing data, reached a seven-week high
Friday on fears that a storm system moving through the Gulf may disrupt
oil production. Meanwhile, gold traded up and down but managed to end
the week flat. On Friday, August gold contracts rose nearly 1% due to
U.S. first quarter GDP being revised lower and to compensate for any
market-moving announcements from the G-20 summit this weekend.
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Economic Update
Non-farm payrolls fell by 125,000 in June, marking the first decrease in
jobs this year. This can be largely attributed to the 225,000 government
workers whose temporary 2010 census jobs recently ended. The
unemployment rate remains high, but the 9.5% rate is a slight
improvement over last month. The overall employment report was
disappointing, suggesting that the softening labor market could continue
to experience weakness in the near future.
Consumers’ appraisal of the jobs market has guided consumer sentiment
in recent months. The Conference Board Consumer Confidence Index
unexpectedly pulled back in June. The significant decline in confidence
was attributed to increased concern about the economic outlook and
labor market, according to Director of The Conference Board Consumer
Research Center Lynn Franco.
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The Bureau of Economic Analysis announced Monday that personal
income increased 0.4% in May. Personal consumption expenditures
increased 0.2% for the month, up 0.3% when adjusting for inflation.
Personal spending, as a percentage of disposable personal income,
edged higher in May to 4.0%, the highest rate since September 2009.
The increase marked the second consecutive month of a rising savings
rate, an indication that consumers are still focused on deleveraging their
personal balance sheets.
The S&P/Case-Shiller Home Price Indices, released on Tuesday with
data through April, reflected further improvements in annual growth rates
for both the 20-City and 10-City Composites. Separately, the National
Association of Realtors (NAR) reported that the Pending Homes Sales
Index, which serves as an indicator of housing activity, declined
significantly in May and is currently 15.9% below the level in May 2009.
On Thursday, the Institute for Supply Management (ISM) announced that
business activity within the manufacturing sector decelerated in June.
The Purchasing Managers Index (PMI) declined 3.5 points to a reading of
56.2%, marking the slowest rate of expansion in the sector this year.
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, Thomson Reuters, the National Association of
Realtors, The Wall Street Journal.
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Mostly negative economic data released this week continued to push
Treasury prices higher and yields lower. For the majority of the week,
the yield curve flattened as the spreads between long-dated Treasurys
and short-dated notes narrowed. With investors leaving the stock market
and short-dated yields near zero, investors have increasingly bought long
dated securities driving yields lower. On Friday, investors demanded
extra yield to hold 10-year notes for the first time this week on the heels
of a slightly positive employment report. Several key lows were
established this week. Yields on 2-year notes fell to 0.59% early in the
week, the lowest level on record declining for the third week in a row.
Mid-week, 10-year yields dropped to the lowest level in 14 months and
30-year yields broke below 4% for the first time since October. The debt
issues surrounding the U.S. are perceived to be of bigger importance
further down the road resulting in domestic Treasurys still acting as the
primary flight to quality trade. The Treasury Department announced
another $72 billion in sales for next week, including 3- and 6-month Tbills and 10-year TIPS. The SEC announced an investigation into
several firms’ marketing of “principal-protected” notes after investors lost
nearly $1 billion when Lehman Brothers collapsed. Government-backed
mortgage bonds, at the epicenter of the financials crisis, continue to be in
high demand. The 30-year fixed-rate mortgage tumbled to 4.58%, which
is typically good news in that it allows investors to refinance.
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Stocks dropped this week on economic data that indicated that the global
economic recovery may be losing momentum pushing the S&P 500 to
new lows for the year.
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On Tuesday, the S&P 500 dropped 3.10% when U.S. and European
stocks reacted to a slump in Chinese markets after a Chinese economic
growth indicator was revised downward, according to the Wall Street
Journal. The slide in global stocks continued Wednesday and Thursday
as investors were disappointed by weak pending-home sales and and a
rise in new unemployment claims. Heading into the holiday weekend,
the S&P 500 is down 8.3% in 2010.
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Google (GOOG) announced plans to puts its mark on the travel business
with a $700 million purchase of travel company ITA Software. Google
plans to improve the way users find flight and fare information and will
compete with the travel search capabilities offered by Microsoft's (MSFT)
Bing search engine.

-6.0%

Shares of BP Plc (ADR: BP) gained nearly 8% this week as Hurricane
Alex missed the spill site to the south. Had the hurricane turned
northward and hit the spill site, containment efforts would have been
halted, allowing oil to spill into the gulf at a higher rate.
Apple Inc. (AAPL) announced it sold over 1.7 million of its new iPhone 4
in just three days, making it "the most successful product launch in
Apple's history," according to Apple CEO, Steve Jobs. However, reports
that holding the phone in certain ways can diminish signal strength have
caused the stock to lose over 8% this week, greater than loss of the
overall market.
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Crude oil fell for the fifth day in a row on Friday as investors reacted to
the U.S. government’s announcement regarding the first drop in
employment this year. The negative sentiment was also fueled by a poor
manufacturing report that showed factory orders dropping 1.4% in May, a
decline more than double the consensus estimate. Futures prices
bottomed out at $71.62, the lowest level in nearly a month, as oil fell over
8.5% on the week. Some analysts predict that crude oil prices could
eventually be pushed higher by the aftereffects of the BP oil spill
disaster, citing increased costs, new regulations, and delayed production
as some of the factors that are likely to inflate the price of the commodity.
Gold futures lost nearly $40 on Thursday after poor economic data sent
investors seeking U.S. Treasurys for their perceived safety. Prices
stabilized on Friday after poor employment reports increased the number
of investors using the commodity as a defensive strategy, although the
relatively flat performance did little to erase the 3.5% loss for the week.
Raw sugar had a strong rally at the end of the week on speculation that
Russian demand will spike following the nation’s lowering of its import
tax. The duty on sugar was cut by 15%, sending prices up 1.9% for the
week. Bullish investors have predicted that sugar prices could rise as
high as 30% this year on higher demand, lower yields, and transportation
delays.
Fortress Investment Group LLP, a New York private-equity firm, made
acquisitions this week to take advantage of an undervalued commercial
real-estate market. The firm announced on Thursday that it closed deals
with CW Financial Services, a large servicer of commercial mortgagebacked securities, and daVinci Holdings K.K., a Japanese real-estate
firm that is prominent yet struggling. The acquisitions were relatively
small, but point to investors seeking opportunities in the depressed
commercial-property markets worldwide.
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Economic Update
The Institute for Supply Management (ISM) announced that momentum
within the non-manufacturing sector decelerated last month. The sector
expanded for the sixth straight month, but the business
activity/production, new orders, and inventories component indexes all
grew at a slower rate. ISM noted that survey responses were generally
“positive about business conditions; however, there is concern about the
effect of the employment on the economic recovery.” Separately, data
released this week indicated that the global manufacturing and service
sectors also experienced slowing growth in June. The JPMorgan Global
All-Industry Output Index signaled that “growth may have already passed
its peak,” according to the report produced by Markit Economics. Markit
Economics released the results of the HSBC Emerging Markets Index for
the second quarter on Thursday. The index reflected softening within the
emerging economies, which HSBC partially attributed to a significant
pullback in export demand.

Economic Indicators, Quarterly Change
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Outstanding consumer credit continued to trend lower in May, as shown
by data released by the Federal Reserve on Thursday. Consumer credit
declined at an annual rate of 4.5%, following a revised decrease of 7.3%
in April. This cautious consumer behavior echoes the advance in the
personal savings rate in May that the U.S. Department of Labor reported
last week. In addition, gauges of retail activity have reflected lower sales
in June than many retailers anticipated. The Wall Street Journal noted
that an index that Thomson Reuters follows of 28 retailers indicated that
same store sales increased by a lower than expected 3.1% in June and
retailers have had to maintain deep discounts to attract buyers.
On Friday, the U.S. Census Bureau announced that wholesale
inventories increased by 0.5% in May from the previous month. This
largely resulted from a 0.7% increase within the durables component.
Total wholesale sales slipped 0.3% for the month, causing the
inventories to sales ratio to increase to 1.14. Despite the modest
increase, this ratio remains well below its recession peak of 1.42 in
January 2009.

Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, Markit Economics, The Wall Street Journal, the U.S. Census Bureau.
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For the first time in several weeks, U.S. Treasuries finished the week
lower, as a strong stock market eased concerns that the economy is
slipping back into a recession and the government prepared to sell $69
billion in notes and bonds. All else equal, as Treasury supply increases
prices tend to fall, as market makers push up long-term bond yields as a
way to underwrite bond auctions at more attractive levels. Although
stocks rallied by over 5% for the week, Treasuries have outperformed
stocks by a wide margin year-to-date, with the S&P 500 down by over
3% and government bonds gaining more than 5.5%. Bonds, while not
cheap, continue to guarantee a modicum of return in an uncertain
climate. However, from a conceptual perspective, some analysts feel
yields may continue to rise after failing to break through key technical
levels, as the 10-year yield closed well above “resistance” at 2.93%.
“This type of price action is indicative of a beginning technical bottom in
yields,” noted Jim Vogel, head of agency-debt research at FTN Financial.
The term “resistance” refers to areas on charts where orders may be
clustered, with a breach of that level often implying an extension of the
move to the next technical area.
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Stocks rose four out of four days this holiday-shortened week as
investors looked ahead to second quarter earnings. The S&P 500
bounced off the low made last Friday to end this week at 1,077.95 an
increase of 55.37 points or 5.41%. The Dow Jones Industrial Average
(DJIA) posted its best weekly rally in nearly 12 months, according to the
Wall Street Journal. The index ended the week at 10,198.03, 511.55
points or 5.28% higher than the close last Friday.

Weekly Change
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On Friday, Google (GOOG) announced that China had renewed the
company’s license to operate in the country. The license renewal was in
doubt after the long-running dispute over China’s censorship of Google’s
search results. Google shares gained 2.39% Friday on the news.

4.0%

Money management firm, State Street Corporation (STT) announced on
Wednesday hat it expects second quarter earnings to exceed Wall Street
expectations, according to Reuters. State Street shares gained 9.87%
Wednesday on the news.

1.0%

BP (BP) announced that it may be able to contain the flow of oil from its
Gulf of Mexico well within four days. The company plans to remove inplace devices that are collecting about 16,000 of the estimated 60,000
barrels flowing into the gulf. The operation would temporarily increase
the flow of oil while crews attach a tightly sealed cap with connections to
the surface. The timeline for the three to four day operation has been
accelerated due to fears that the next storm to come through the gulf
would hamper containment efforts. BP stock rose 16.01% this week to
close at $34.05 on Friday.
International equity markets also rose this week with the FTSE 100
gaining 6.09% in London, the Shanghai Composite gaining 3.69% in
China, and the NIKKEI 225 gaining 4.15% in Japan.
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Last week’s worries about slowing global economic growth carried over
as crude oil fell for the sixth straight day on Tuesday. On Wednesday,
crude oil began a stretch of three straight increases after positive
economic forecasts from Australia, news that China is planning a $100
billion energy-intensive capital spending project, and a surprising drop in
initial unemployment claims that might spur demand for gasoline and
other crude byproducts. The American Petroleum Institute reported
inventories plunged 5 million barrels on Wednesday, more than double
the predicted 1.8 million barrel drop forecast. Since last Friday, crude oil
rose 5.50%, the best week since May. Despite trading flat for the week,
gold futures settled below $1,200 per ounce for the first time since May
24th on Tuesday. For much of the week, investors backed out of gold
and put money into other assets, causing gold to fall to its lowest point in
over a month. However, gold rose 1.1% Friday, back above the $1,200
level, due to bargain hunting. A recent Wall Street Journal article notes
that coffee futures are at their highest level in 12 years and supplies
remain tight enough to keep prices elevated for the near term. The
article indicates the higher prices level will be felt more by retailers than
consumers; retailers are reluctant to increases price and instead absorb
additional cost.
According to Private Equity News, AlpInvest Partners, Europe’s largest
private equity firm, is rumored to be for sale. If the deal takes place, it
could greatly alter the industry landscape. AlpInvest has €48 billion in
private equity commitments, €9 billion in available capital yet to deploy,
and has twice been named Europe’s most influential investor. Citigroup
has agreed to unload $900 million of direct private equity exposure to
Lexington Partners. The unit was put up for sale last year in response to
pressure from the government after providing billions in bailout money.
Hedge fund Paulson & Co. paid $2 billion in redemptions during June as
the firm struggles with poor performance and the ongoing lawsuit
surrounding their involvement with Goldman Sachs.
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Economic Update
Consumer sentiment retreated to the lowest level in nearly a year in early
July, as shown by the Thomson Reuters/University of Michigan Surveys
of Consumers. According to Reuters, renewed concerns about economic
conditions caused the sharp pullback, which may continue to soften retail
sales. On Wednesday, the U.S. Department of Commerce announced
that sales for retail and food services fell by 0.5 % last month but are
4.8% above June 2009 sales. Meanwhile, the combined value of
distributive trade sales and manufacturers’ shipments for May dropped
0.9 % from sales in April, according to the U.S. Census Bureau. May
2010 manufacturers’ and trade inventories were up 0.1 % from April. The
total business inventories/sales ratio for May 2010 was 1.24.
Minutes from the Federal Open Market Committee (FOMC) June
meeting, released Wednesday, indicated expectation for slower than
previously expected economic growth for the remainder of this year and
in 2011. Although the Committee noted strengthening consumer and
business confidence, it also acknowledged that domestic demand may
slow amid growing investor concerns about the debt situation in Europe,
a rising dollar, and falling equity prices. The minutes also reflected lower
expectations for headline and core inflation. On Thursday, the Federal
Reserve announced industrial production increased by 0.1% in June after
a 1.3% rise in May. Manufacturing output dropped 0.4% in June
following three months of gains.
According to the Department of Labor, the Producer Price Index for
Finished Goods dropped 0.5 % in June, with over 80% of the decrease
traced to a decline 2.2% decrease in consumer foods. The Consumer
Price Index (CPI) declined 0.1% last month; however, excluding food and
energy, prices advanced 0.2%.
The U.S. Department of Commerce announced that the May 2010 trade
deficit was its widest level since November 2008, reaching $42.3 billion,
a 4.8 % increase from April 2010. Although the deficit gap widened
between April and May, both exports and imports advanced. Increased
demand for capital goods drove exports higher and higher demand for
consumer goods let imports higher.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, The Wall Street Journal, the U.S. Census Bureau.
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U.S. Treasuries finished the week higher, as continued uncertainty about
the global economic recovery, weak consumer sentiment, and
nonexistent inflation supported demand for the safety of government
securities. Yields on the two-year note fell to a record low, dropping for
the seventh straight week amid speculation the Federal Reserve will
keep borrowing costs near zero as unemployment persists and
consumers remain reluctant to spend. The historically steep yield curve
observed several months ago is now normalizing. Although most
strategists suggested a flatter yield curve would be driven by higher shortterm rates, strong demand for longer-term paper has pushed yields in
this segment of the market sharply lower. All else equal, a narrower yield
curve indicates market participants expect weaker economic growth and
decelerating inflation prospects. Global demand for long-term U.S.
Treasuries slowed during last month, according to Bloomberg. Total net
foreign purchases of government debt fell to $15 billion, the weakest
level since May 2009 and down from $76.4 billion the month before, as
overseas investors focused on other securities to diversify their
portfolios.
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A round of disappointing earnings late in the week overshadowed earlier
strong results as a 2.88% Friday sell off wiped out early week gains to
leave the S&P 500 down 1.21% since last Friday. The Dow Jones
Industrial Average (DJIA) lost 100.13 points or 0.98%, to end the week at
10,097.90.
Second quarter earnings season got under way this week with a mixed
bag of news. Stocks were driven higher early in the week on strong
news from Alcoa (AA), JPMorgan Chase (JPM), and chipmaker Intel
(INTC). However, earnings news from Bank of America (BAC) put a
damper on the positive news from earlier in the week, when the company
announced that is profit fell 3.1%. Additionally, Bank of America CEO
Brian Moynihan said in the earnings call that the new financial reform bill
would cost the bank approximately $5 billion in annual revenue,
according to the Wall Street Journal. Bank of America shares were off
9.16% Friday on the news. Also posting lackluster earnings were
Citigroup (C) and General Electric (GE).
BP (BP) announced Thursday that it had temporarily halted the flow of oil
into the Gulf of Mexico under a test of its newly installed sealing cap.
The test, commenced on Thursday, is expected to last between six and
48 hours and will assess the the cap’s efficiency and ability to contain the
oil and gas spewing from the well. BP stock jumped on the news, closing
7.57% higher on Thursday. Also on Thursday, Goldman Sachs (GS)
gained 4.50% after the company announced that it came to an
agreement with the SEC to pay $550 million to settle civil charges that
the firm’s mortgage security marketing defrauded clients.
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Apple (APPL) CEO Steve Jobs responded to the latest round of criticism
of the iPhone 4 with an offer to give free cases to owners to help remedy
problems with reception related to its antenna.
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On the heels of the largest one week gain since May, crude oil futures
slipped early in the week as investors cautiously awaited earnings
results. The International Energy Agency raised its outlook for 2010 oil
demand by 2.1% on Tuesday, which temporarily pushed oil past $77 per
barrel. Weak regional manufacturing data in New York and Philadelphia,
along with the sharp downturn in equities provoked crude futures to trade
lower Thursday and Friday, ending down 0.46%, or $0.35 for the week.
Worries of deflation and a stronger dollar placed downward pressured on
gold early in the week before a strong earnings report from Alcoa Inc
(AA) spread momentum to metals in general. On Friday, investors
removed money from commodities, including gold, and instead turned to
government debt after weak earnings data, dampened consumer
sentiment, and mixed economic data. Questions over the pace of the
domestic recovery have caused the dollar to sink and the euro to rise
above $1.30, a two-month high after successful debt sales in Spain,
Portugal, and Greece. Cocoa futures reached a 33-year high this week
after a group of unidentified investors bought enough contracts that could
potentially procure all inventory stored in European warehouses. The
value of cocoa involved in the transaction, should the investors require
the counterparty to deliver, is more than $1 billion.
Forest-products company Weyerhaeuser Co (WY) announced it will
distribute $5.6 billion in the form of a special dividend after announcing
last December it will convert its corporate structure to a Real Estate
Investment Trust (REIT). Since REITs pass along all profits to
shareholders, Weyerhaeuser will slash it corporate income taxes to zero
in a strategic play to return to profitability.
Kohlberg Kravis & Roberts (KKR), one of the largest private equity firms,
began trading on the New York Stock Exchange this week. Previously,
shares were trading in Amsterdam on the Euronext exchange. KKR has
wanted to list in the U.S. since 2007, but the credit crunch hurt the firm
significantly as they were one of the largest players in the leveraged
buyout boom in the mid-2000s. Shares started at $10.50 but fell 7.7% to
$9.69 by Friday’s close.
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109.17
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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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Economic Update
On Wednesday, Federal Reserve Chairman Ben Bernanke presented the
Semiannual Monetary Policy Report to the Congress. Bernanke
reiterated that the economic recovery continues at a moderate pace and
that increasing demand from consumers and businesses should help
support growth in addition to the simulative monetary and fiscal policies.
However, he noted that ongoing uncertainty about the labor market will
likely contain consumer spending. Despite the Fed’s expectation for the
economy to expand by 3% to 3.5% this year, Bernanke commented that
“economic conditions—including low rates of resource utilization,
subdued inflation trends, and stable inflation expectations—are likely to
warrant exceptionally low levels of the federal funds rate for an extended
period.”
The Conference Board Leading Economic Index declined 0.2% in June,
after increasing 0.5% in May and 0.1% in April. The decrease signals
slower economic growth through the fall which The Conference Board
attributes to a slowing in the rebuilding of inventories and a lack of a
foreseeable catalyst for a rebound in the service sector.

Economic Indicators, Quarterly Change
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National Association of Home Builders (NAHB) Chief Economist David
Crowe says that builders face an additional number of market
challenges, including “hesitant home buyers, tight consumer credit and
continuing competition from foreclosed and distressed properties.”
Despite the current weak housing market conditions, builders remain
positive about sales for the next six months according to a survey done
by the NAHB/Wells Fargo Housing Market Index. According to the U.S.
Department of Housing and Urban Development of the Department of
Commerce, approved building permits increased 2.1% in June. Housing
starts declined 5.0% from the previous month to a seasonally adjusted
annual rate of 549,000—a 5.8% decline from one year ago.
The National Association of Realtors (NAR) announced that sales of
existing homes fell 5.1% to a seasonally adjusted annual rate of 5.37
million in June. This represents a 9.8% increase from June 2009. NAR
Chief Economist Lawrence Yun noted that June sales continue to reflect
the tax credit and expects a significant decline after its expiration.
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, National Association of Realtors, National
Association of Home Builders.

*Core CPI excludes energy and food prices from the calculation of the Consumer Price Index
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Early in the week, two- and ten-year Treasury yields fell as investors
awaited the tepid assessment of the economy in the Federal Reserve’s
semiannual report. Negative housing start data also caused investors to
ignore positive earnings reports and demand safety. Spreads between
two- and ten-year yields have narrowed since then end of 2009. The
flattening of the yield curve is largely the result of declining inflation
expectations. Reports indicating an unexpected rebound in German
confidence and that the U.K. grew more than forecast caused yields on
the benchmark German bund to decline. Year-to-date, German bonds
have returned 6.5%, outperforming U.S. Treasuries, which have returned
6.3%. According to Bloomberg, with speculation that inflation will remain
low and the Federal Reserve will not raise interest rates, investors are
purchasing long-dated corporate bonds at highest rate in nearly three
months. Investment-grade corporate issues with maturities greater than
10 years have been the best performers as of late, signaling that
investors are more upbeat over a longer time horizon.
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Domestic equity markets enjoyed a week of strong performance after a
flurry of solid coroporate earnings reports overshadowed investor
concerns about European bank stress tests and Chinese loan losses.
The better-than-estimated earnings released this week for Ford Motor
Co. (F), Verizon Communications Inc. (VZ), and several other large
companies helped assuage investors that are fearing a double-dip
recession, injecting some confidence into the markets. The S&P 500,
NASDAQ Composite, and Dow Jones Industrial Average indexes
finished the week up 3.55%, 4.15%, and 3.24%, respectively.
United Parcel Service (UPS) jumped 6.69% and Caterpillar (CAT) rose
8.40% this week after both companies released favorable earnings from
the second quarter on Thursday. UPS, the world’s largest package
delivery service, says that its earnings have nearly doubled from a year
ago, leading the company to revise its future eanings forcast upward.
Caterpillar announced that its profits have increased 91% year-over-year.
Some investors monitor these companies to guage the economy’s
health, as both have a wide global reach and a steady flow of demand.
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McDonald’s Corp. (MCD) announced on Friday that its profit was up 12%
in the second quarter, raising net income to $1.23 billion. The company
attributes its 5.3% increase in sales to its new array of frozen beverages
drawing in customers during an exceedingly hot summer season.
Shares of Verizon Communications Inc. (VZ) rose the most in a year on
Friday, climbing 3.78% after the company reported strong earnings that
beat estimates and increased its forecasted profit for the second half of
the year. The company has been bolstered by its bevy of Android
devices that have attracted nearly 665,000 new contract customers.
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It was released on Tuesday that Armajaro Holdings Ltd, a commodities
trading house, was the purchaser of 240,000 metric tons of cocoa beans
last week. The move is an attempt to gain leverage over cocoa
processors in order to keep prices elevated for extended periods. Storm
systems moving through the Caribbean prompted investors to expect
inventories to tighten, sending crude futures up $3.24, or 4.27% for the
week. Oil companies have started removing personnel from production
facilities along the gulf coast, but prices are still remained in the $70-$80
per barrel trading range. Early in the week, gold futures fell to $1,181.90
per troy ounce, the lowest levels in nearly two months. Stability in the
equity markets reduced demand for alternative safe-haven investments,
including gold. Gold quickly bounced off the lows as investors tried to
take advantage of discounted prices. Precious metal futures continued
to rise later in the week as positive economic data from the U.S. and euro
area, along with positive earnings reports, spurred a rally in riskier
assets. Gold ended the week relatively flat, down $5.20, or 0.44%.
According to Private Equity Online, private equity-backed initial public
offering (IPO) activity is far outpacing the same period from a year ago,
and that trend is expected to continue through the remainder of the year.
Through the first six months there were 62 IPOs, compared with five
through the first half of 2009. The value raised from the deals was $15.4
billion.
Despite settling for $550 million with the Securities and Exchange
Commission (SEC) last week, Goldman Sachs (GS) is not out of the
woods yet. The Royal Bank of Scotland (RBS) lost more than $800
million on the collateralized debt obligation (CDO) constructed by
Goldman and hedge fund Paulson & Co. RBS is considering a lawsuit
against Goldman to recover losses. Australian hedge fund Basis Capital
Management also has sued Goldman over a different CDO it structured.
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Economic Update
Advance estimates for second quarter gross domestic product (GDP),
released Friday by the U.S. Department of Commerce, narrowly missed
consensus estimates but reflected growth for the fourth consecutive
quarter. Data indicated that the economy expanded at a 2.4% annual
rate, following a revised expansion of 2.7% in the first quarter. The
primary sources of growth included increased nonresidential fixed
investment, exports, and personal consumption expenditures. A surge in
imports and a deceleration in private inventory investment partially offset
growth.

Economic Indicators, Quarterly Change
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The Conference Board announced that its Consumer Confidence Index
declined again in July, following a significant pullback in June. The
survey of 5,000 U.S. households indicated that consumers have become
more concerned about the near-term economic outlook. According to
Director of The Conference Board Consumer Research Center Lynn
Franco, increasing apprehension about the jobs market and business
conditions is “casting a dark cloud over consumers that is not likely to lift
until the job market improves.” The Thomson Reuters/University of
Michigan Surveys of Consumers also reflected a sharp deterioration in
consumer sentiment as job prospects remain disappointing a year into
the recovery.
New home sales rebounded 23.6% in June to a seasonally adjusted
annual rate of 330,000. While this is a significant improvement from
record lows in May, sales are 16.7% below activity in June 2009. Many
economists had anticipated the recent volatility in housing activity
following the expiration of the home buyer tax credits. Meanwhile,
national home prices continued to improve in May, as shown by the
S&P/Case-Shiller Home Price Indices.
New orders for manufactured durable goods declined 1.0% or $2.0 billion
in June, according to the U.S. Department of Commerce. The decline
was largely attributed to the transportation component. Transportation
equipment experienced a 2.4% pullback for the month due to a large
decrease in non-defense aircraft and parts.
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, Thomson Reuters, Standard & Poor's.
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After yet another volatile week, U.S. Treasuries finished mostly
unchanged with modest gains in the short-end after a Friday rally pushed
two-year note yields to the lowest levels ever. Prospects for slow
economic growth along with low inflation have strategists focusing on a
scenario in which the Federal Reserve could become more
accommodative. Futures on the CME show traders cut the odds that
policy makers will raise the benchmark interest rate by April to 31% from
54% a month ago. The absence of inflationary pressures has begun to
trouble some members of the central bank. St. Louis Fed president
James Bullard said that, “the U.S. is closer to a Japanese-style outcome
(deflation) today than at any time in recent history” and that the economy
may require “a permanent, low nominal interest rate outcome.” Bullard, a
voting member of the Federal Open Market Committee, said the Fed’s
quantitative easing program offered “the best tool to avoid such an
outcome.” Under quantitative easing, central banks purchase
Treasuries, mortgages and commercial loans to flood the banking
system with masses of money to promote lending and increase liquidity
in the markets. With the likelihood of quantitative easing increasing and
because low inflation levels increase the appeal of Treasuries as real
return expectations rise, some market participants expect even lower
yields in the short-term.
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Domestic stocks finished the week in dramatic fashion, with a late rally
on Friday that pulled the markets out of a sell-off that resulted from a
lower-than-expected second quarter economic growth announcement.
Major indices ended relatively flat for the week, with the NASDAQ
Composite down 0.65%, the S&P 500 down 0.10%, and the Dow Jones
Industrial Average up 0.40%. July marked the best month for stocks in a
year, with each significant index gaining nearly 7%. The strong
performance hails from a slew of favorable second quarter earnings
reports released in July, giving investors a source of confidence that was
lacking in May and June when sentiment was dragged down by concerns
over the impact of euro zone debt troubles and China’s effots to halt
growth.
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Merck & Co (MRK) dropped 1.71% in trading Friday after announcing
that its revenue was below the average analyst forecast. The company
attributes its sharp second quarter earnings decline to costs resulting
from its continuing restructuring efforts and its recent takeover of SheringPlough Corp.
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Chevron Corporation (CVX) released earnings on Friday that reflected
tripled net income for the second quarter, sending shares up a modest
0.25%. Higher crude oil prices and a 3% rise in worldwide net oilequivalent production have significantly benefitted the company, causing
it to revise its 2010 growth forecast upward.
Walt Disney (DIS) announced that it would sell Miramax Films, causing
the stock to fall 1.29% on the week. Filmyard Holdings, an investors
group, will purchase the studio for nearly $660 million.
European stocks fell this week, reacting to the deceleration in U.S. gross
domestic product. David Semmens, an economist with Standard
Chartered Bank in New York, said that European sentiment hinges upon
a dire contribution from the U.S. consumer, commenting that “without a
pick-up in hiring in the U.S. we expect GDP growth to continue to fade
through 2010.”
Issue
Dow Jones

7.23.10

7.30.10

Change

10,424.62

10,465.94

0.40%

S&P 500

1,102.66

1,101.60

-0.10%

NASDAQ

2,269.47

2,254.70

-0.65%

493.52

490.63

-0.59%

Russell 1000 Growth
S&P MidCap 400
Russell 2000
MSCI EAFE

763.5

760.27

-0.42%

650.64

650.89

0.04%

1,445.68

1,485.63

2.76%

MSCI EM

973.39

993.84

2.10%

MSCI Small Cap

138.55

142.86

3.11%

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.
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Last week’s oil supply worries dissipated after Tropical Storm Bonnie
passed through with little effect. Crude oil futures fell early in the week
due to inconclusive economic data and Wednesday’s report from the
Department of Energy showing growth in crude oil stockpiles. However,
the report indicated strengthening demand in certain regions. Oil
rebounded later in the week on improving economic data from the euro
zone, resulting in a falling U.S. dollar. Equities have been a proxy for
crude futures all year as oil markets have lacked conviction. Gold moved
little this week, down $4.10, or -0.35%. The precious metal slid early in
the week to new three-month lows, despite commodities with wider
industrial uses rising. Investors left safe haven assets following
surprising U.S. housing data and better-than-expected European stress
test results. Most of the week’s losses were recouped on Thursday and
Friday as investors searched for bargains and disappointing GDP data
again increased safe haven purchases. Wheat futures rose to 13-month
highs Friday on worries that the Soviet Union will limit exports. The
region continues to suffer from severe drought, causing the Food and
Agriculture Organization to downgrade production expectations for 2010.
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A New York State judge agreed to delay the latest round of lawsuits
relating to Goldman Sachs (GS) and its controversial collateralized debt
obligation called ABACUS. In total, the bank is facing 18 separate
lawsuits and contends that they are facing excessive charges after
already settling with the SEC for $550 million.
The Centre for the Study of Financial Innovation released a controversial
report on the private equity industry this week. The report argues that PE
firms charge too high of fees, while generating disappointing returns.
The Private Equity Council, which represents firms such as Blackstone
Group, Carlyle Group, and Kohlberg Kravis & Roberts, pushed back with
performance data indicating outperformance of 7% and 11% over a three
and five year period.
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0.86%
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134.25

3.35%
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120.66

123.30
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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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Economic Update
Earlier this week, Federal Reserve Chairman Ben Bernanke addressed
the Annual Meeting of the Southern Legislative Conference of the
Council of State Governments. Bernanke reiterated that the U.S.
economy continues to grow at a moderate pace, highlighting
expectations for consumer spending to strengthen over the next several
months and for continued contribution from exports on the manufacturing
sector. Bernanke also noted ongoing economic challenges including:
the housing market, “less supportive” financial conditions, and
uncertainty in the labor market.

Economic Indicators, Quarterly Change
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On Friday, the Department of Labor announced that U.S. payrolls shed
131,000 jobs in July, significantly more than the 70,000 consensus
estimate reported by Bloomberg. The private sector added 71,000 jobs
while another round of temporary Census 2010 workers (143,000)
completed their jobs. The unemployment rate remained unchanged at
9.5%.
A report released this week by the Department of Commerce showed
that consumers continue to focus on deleveraging their personal debt.
Personal income increased less than 0.1% in June and personal
spending also remained essentially flat, with an increase of less than
0.1%. Personal savings, as a percentage of disposable personal
income, trended higher to 6.4%.
The Institute for Supply Management (ISM) released its Report on
Business for both the manufacturing and non-manufacturing sectors this
week. The Purchasing Managers Index indicated decelerating
expansion within the manufacturing sector. The non-manufacturing
sector, however, expanded at a faster rate in July.
The Pending Homes Sales Index, released Wednesday by the National
Association of Realtors (NAR), slipped 2.6% in June. The forwardlooking indicator of housing activity suggests that near-term sales will
likely decline. NAR Chief Economist, Lawrence Yun, noted expectations
for activity to increase again later this year, if the labor market continues
to improve.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, The Institute of Supply Management, National Association of Realtors.
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After a sharp rally on Friday, U.S. Treasuries finished the week higher
with strongest gains occurring on the short-end of the curve. Two-year
note yields dropped to below 0.50% for the first time after a weaker than
expected jobs report added to concerns the economic recovery may be
faltering. Bill Gross of Pimco said the plunge in two-year yields and a
steep yield curve indicate investors should buy longer-maturity securities.
Meanwhile, evidence of continued stagnation in employment has
strategists speculating that the Fed may focus on a quantitative easing
program after their policy-setting meeting next Tuesday. Because
quantitative easing and low inflation levels increase the demand for
Treasuries, some market participants expect even lower yields in the
short-term.
In company-specific news, Goldman Sachs (GS) recently agreed to
settle SEC charges of securities fraud for $550 million, or approximately
$0.92 per share. Because the fine was on the lower end of what the
market had expected, this settlement was a clear positive for GS, from
both an earnings and sentiment perspective. Currently, the fundamental
creditworthiness of the company remains healthy and the risks
associated with holding the bonds remains low, creating an attractive
opportunity from a risk/reward perspective.
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U.S. stocks had a strong start to the month on Monday as each of the
major indices gained nearly 2%, driven by momentum from July’s
impressive performance, favorable reports from European banks, and
positive news on manufacturing and construction spending. The rally
was short lived, however, as stocks began trading lower the next day as
weak readings on consumer spending, housing, and factory orders cast
doubt on the strength of the economic recovery. Markets were
temporarily propped up on Wednesday after a surprise increase in
private-sector payrolls, but prices fell for the remainder of the week
leading up to and after the Labor Department’s employment report. The
S&P 500, NASDAQ Composite, and Dow Jones Industrial Average
indices managed to stay positive on the week, however, gaining 1.82%,
1.50%, and 1.79%, respectively.

Weekly Change
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Domestic for-profit colleges fell on Friday, reacting to American Public
Education Inc. (APEI) plummeting 32.13% after revising its earnings
forecast downward. The government proposed a stricter set of
regulations for the industry amid concerns that recruiters are signing up
unqualified students to meet quotas. The possibility of these new rules
has put pressure on the industry, sending Apollo Group Inc. (APOL)
down 7.89% for the week.
Walgreen Co. (WAG) announced revenue growth on Wednesday that
missed analyst estimates. Sales were boosted by the drugstore
operator’s acquisition of the Duane Reade chain in April; however, the
company said that business was hurt by calendar shifts and a weak 2009
flu season.
European stocks were bolstered this week by strong earnings from
HSBC Holdings Plc, BNP Paribas, and Lloyds Banking Group Plc, the
three largest banks in the region. The Stoxx Europe 600 Index gained
1.3% as favorable company earnings overshadowed mixed economic
news from the U.S. that raised concerns about the strength of the
economic recovery.
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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.
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Continued strong manufacturing data from the U.S., euro zone, and the
U.K. pushed crude oil above $80 per barrel on Monday, as crude futures
for September delivery rose $2.39 to settle at $81.34—the highest level
since May 4th. Also, the U.S. dollar fell to its lowest level in months
relative the euro, driving commodity prices upward. Oil pulled back late
in the week as investors reacted to rising new jobless claims and a
second consecutive month in which the economy lost jobs, leaving the
demand outlook for commodities in question. Many analysts believe
crude futures need to settle above $82.50 in order to break the $70-$80
per barrel range for the foreseeable future. Gold extended its winning
streak to eight consecutive days on increased buying to hedge against
instability in other markets. In addition to mixed economic data and a
lower U.S. dollar pushing gold higher, China announced additional banks
will be allowed to import and export gold, broadening demand.
Wheat futures continued to soar this week as Russia officially announced
a ban on the country’s grain exports starting August 15th. Share prices
of several food companies declined on worries the additional cost to
procure wheat will be passed on to consumers. On Friday, wheat prices
tumbled nearly 7% as the U.S. and other large exporters stepped in to fill
the void in international grain markets. U.S. stockpiles are at 23-year
highs and many farmers stand to make large profits. Prices are currently
over $8 per bushel, which prompted U.S. producers to release 21 million
bushels into the global supply chain last week.
According to the Wall Street Journal, Lehman Brothers Holdings, ruined
by misguided property bets, has reinvested $1 billion since their late
2008 collapse into distressed apartments, office buildings, and other
commercial properties previously financed by Lehman. The firm is
gambling that property values have reached a bottom—U.S. commercial
real-estate values remain 41% below the 2007 peak and barely above
October 2009 lows.
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Bloomberg, The Wall Street Journal, The International Monetary Fund.
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Economic Update
Consumer sentiment improved modestly early this month, as shown by
the Thomson Reuters/University of Michigan Surveys of Consumers.
The preliminary 69.6 reading exceeded consensus estimates, but
remains only a few points above year-ago levels amid continued
concerns about job growth and income prospects, according to Reuters.
Although consumers remain cautious, the Census Department reported
that retail sales climbed 0.4% in July, up 5.5% from July 2009. The
advance largely resulted from a surge in auto sales.
Earlier this week, the Federal Open Market Committee announced that it
will maintain the target fed funds rate at 0 to 0.25% given continued
economic challenges. The Committee noted the recent deceleration in
the recovery. Although the Committee reiterated its expectation for price
stabilization, it noted that “the pace of economic recovery is likely to be
more modest in the near term than had previously been anticipated.”
The Fed’s softened economic outlook, and its decision to reinvest
proceeds from maturing securities in longer-term Treasuries, caused the
Yen to reach a 15-year high against the dollar on Wednesday, according
to the Wall Street Journal. This comes at a time when trade remains in
the spotlight. The U.S. trade deficit for goods and services widened
significantly in June, according to a report released by the U.S.
Department of Commerce on Wednesday. The $49.9 billion deficit
represents the greatest deficit since October 2008. Analysts surveyed by
Bloomberg expected a trade deficit of $42.5 billion. The trade data
suggests that second quarter gross domestic product (GDP) will be
revised lower than the first estimate of 2.4%.
The U.S. Department of Labor announced Friday that the Consumer
Price Index (CPI) advanced 0.3% in July, up 1.2% over the last year.
Energy prices climbed 2.6% for the month, while food prices declined
0.1%. Excluding food and energy, prices rose 0.1% and are 0.9% higher
than July 2009. Separately, the Labor Department reported that U.S.
import prices increased 0.2% last month on higher fuel prices and a
weaker U.S. dollar, following two consecutive declines. Export prices,
however, slipped 0.2% lower amid declining prices for nonagricultural
goods.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, Reuters, The Wall Street Journal.
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After a sharp rally on Friday, U.S. Treasuries finished the week higher
with strongest gains occurring on the long-end of the curve. The yield on
10-year notes dropped to their lowest levels in 16 months, as
government reports showed retail sales increased in July less than
forecast and inflation remained constrained. Prices on the 30-year bond
closed the week sharply higher as investors sought the security of
government debt, focusing on securities that offer higher rates than
money market funds and short-term paper. Also buoying the market was
an increase in buying of older Treasury issues, as traders looked to profit
from the central bank’s latest quantitative easing program.
Separately, improving economic developments in Europe and a favorable
reaction to the European bank stress tests over the last several weeks
sparked a rally in oversold peripheral country government debt. Strong
earnings results has been another factor in the confidence building
process, which contributed to spreads, or yield differences, on euro zone
bonds tightening considerably against benchmark German bunds.
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Domestic equity markets had a rough week, with each major index
slipping four consecutive sessions as investor concerns over the
possibility of a double-dip recession continued to gain momentum.
Monday saw a modest gain in stocks as anticipation mounted for the
Federal Reserve’s policy-setting meeting on Tuesday. The Federal
Open Market Committee acknowledged that it would continue to assist
the U.S. economy by reinvesting mortgage-bond proceeds to buy more
Treasurys, a move that suggests that the Fed feels that the U.S. remains
in an economic soft patch. The news was poorly received by investors,
leading to a four-day plunge that was exasperated by announcements of
a widening U.S. trade deficit, a slowdown in China’s factory production,
increasing jobless claims, and mixed company outlooks. The S&P 500,
NASDAQ Composite Index, and Dow Jones Industrial Average Indexes
finished the week down 3.78%, 5.02%, and 3.29%, respectively. The
poor performance placed all three into negative territory year-to-date.
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Cisco Systems Inc. (CSCO), the world’s largest supplier of software and
equipment for data networking, reported on Thursday that revenue fell
short of forecasts and offered a downtrodden sales outlook. The stock
was pummeled as a result, dropping nearly 10% after the announcement
and losing 11.26% on the week. Some investors use Cisco as a broad
corporate spending barometer due to the company’s global reach, which
makes it quite sensitive to shifts in spending from businesses and
consumers. The stock’s tumble sent a ripple throughout much of the
technology sector.
Shares of Autodesk Inc. (ADSK), a leading company in computer-aided
design software, fell this week despite rising 3.6% after reporting
adjusted earnings that beat analyst forecasts. The stock ended the week
down 2.26%.
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Pharmaceutical company Eli Lilly& Co. (LLY) dropped 2.5% on Thursday
after the company reported that it lost a patent dispute over its drug
Straterra, which is used in the treatment of attention deficit disorder. The
ruling will allow a generic of the drug to hit the market soon, causing Eli
Lilly to revise its revenue forecast downward.
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Fortress Investment Group (FIG), one of the largest U.S. private equity
firms, took an 80% share in American General Finance, the retail credit
arm of embattled insurance giant American International Group (AIG).
AIG will record a $1.9 billion pre-tax loss after selling AGF for $130
million, less than 1% of its $20 billion in assets. The divesture is move
by AIG to restructure and shed assets requiring more federal funding.
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Through the first seven months of 2010, hedge funds increased their
investment in U.S. Treasury bonds by a factor of seven and have
accounted for nearly 20% of Treasury bond trading this year. An article
in the Financial Times suggests current monetary policy creates pricing
inefficiencies providing opportunities to hedging strategies such as
relative value. A recent survey by Preqin shows 29% of institutional
investors plan to allocate more money to hedge funds. Over a longer
horizon of three to five years, 46% plan to increase their exposure.
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Crude oil futures finished a tumultuous week down $5.40 per barrel, or
6.67%. An oil and oil by-product report released by the Department of
Energy showed gasoline stockpiles rose for the seventh consecutive
week, a troublesome sign for crude markets prompting the most actively
traded September contract to fall 2.8% on Wednesday. On Thursday,
crude fell another 2.9% and nearly breached a key technical level of $75
per barrel, the largest one day drop since early July and the largest three
day decline since May, after an unexpected increase in jobless claims.
Gold rose 0.88% for the week as investors returned to safe haven buying
following disappointing data and an announcement from the Federal
Reserve that they would reinvest proceeds from maturing securities into
longer-term Treasuries, a symbol of concern over the economic recovery.
Further accommodative policy would likely suppress the U.S. dollar and
keep interest rates low. A weak dollar attracts foreign investment in
commodities and low interest rates reduce the opportunity cost of holding
gold.
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Economic Update
The Conference Board Leading Economic Index advanced 0.1% in July
after declining 0.3% in June. Economists at The Conference Board
concluded that the data suggest a continued, albeit slow, recovery
through the end of the year. Although the index is currently increasing at
its weakest pace since summer 2009, it remains considerably higher
than pre-recession levels.
Initial jobless claims reached a nine-month high for the week ending
August 14, rising 12,000 to 500,000, according to the Department of
Labor. Economists expected claims to fall, but a cooling economy has
prompted employers to cut staff, suggesting a lack of business
confidence in the economic outlook.
Earlier this week, the Federal Reserve announced that industrial
production increased 1.0% last month, following a 0.1% decline in June.
The report indicated that most major market groups experienced
increased output for the month. Within the manufacturing sector, output
climbed 1.1% as auto-related goods increased and capacity utilization
rose to 72.2%, significantly higher than its trough in July 2009.
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Data released by the U.S. Department of Commerce reflected mixed
activity within the new residential housing market in July, while a gauge
of builder confidence continued to deteriorate. The U.S. Department of
Commerce reported that privately-owned new home starts increased
1.7% in July to a seasonally adjusted annual rate of 546,000, 7.0% below
July 2009 levels. Housing completions dropped significantly last month,
falling 32.8% below the revised June estimate. Building permits also
edged lower, declining 3.1% below June levels. Separately, the National
Association of Home Builders (NAHB)/Wells Fargo Housing Market Index
(HMI), decreased for the third consecutive month to the lowest reading
since March 2009. NHAB Chairman Bob Jones noted that builder
sentiment is much like that of consumers, “particularly the sense that the
overall economy and job market aren’t gaining any traction.”

Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, National Association of Home Builders.
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U.S. Treasuries finished the week higher for the fourth straight week, the
longest run since February, as investors once again flocked to the safety
of government debt. The demand for longer-dated bonds remains
especially robust, as pension funds, insurers, mortgage companies, and
other investors attempt to lock in current yields despite several technical
indicators suggesting that Treasuries are expensive at current levels.
Meanwhile, Morgan Stanley, the most bearish of the 18 primary dealers
that trade with the Federal Reserve, said its earlier forecast for higher
yields was misguided. The company had forecast that a strengthening
U.S. economy would lead to more demand for private credit, higher stock
prices, and diminish the appeal of the government debt flight-to-safety
trade. The firm recently reduced its forecast for yields on the 10-year
note to 3.5% from its 5.5% estimate in December.
Separately, yields on municipal bonds fell to a record low on Friday after
eight straight days of declines amid concerns over lower than expected
new issuance going forward. 10-year AAA tax-exempt yields fell to
2.64%, the lowest level on record as investors continue to demand high
quality bonds with yields considerably higher than current money market
rates. Investors in this segment of the fixed income market may continue
to focus on general obligation and essential service revenue bonds.
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U.S. stocks experienced another volatile week as light trading volumes
exacerbated investor reactions, resulting in a second weekly decline in
the S&P 500 and Dow Jones Industrial Average (DJIA) indices. Upbeat
earnings from Wal-Mart Stores Inc. (WMT) and The Home Depot Inc.
(HD) paired with some positive economic data on Tuesday sent stocks
up sharply, resulting in over 1% in gains across all major indices. The
rally was short-lived, however, as disappointing job market and regional
manufacturing data released on Thursday sent equities plummeting.
Embattled investor sentiment kept most of the market down on Friday,
with the S&P 500 and DIJA finishing the week down 0.70& and 0.87%,
respectively. The NASDAQ Composite index managed a modest gain of
0.29% for the week, with software companies Salesforce.com Inc. (CRM)
and Intuit Inc. (INTU) garnering enthusiasm from investors and pushing
the tech sector higher.
The Home Depot Inc. (HD) reported on Tuesday that profit rose 6.8% in
the second quarter, bolstered by share repurchases and increased foottraffic in stores. The earnings report was generally in line with analyst
forecasts, falling short only in the category of sales. Customers cutting
back on expensive maintenance projects have dampened the amount of
sales, a trend that is expected to continue in the second half of the year.
The stock jumped 3.4% on Tuesday and finished the week up 3.15%.
Research In Motion Ltd. (RIMM) dropped 8.78% this week as the
company was cut to “underweight” by Morgan Stanley. The downgrading
resulted from concerns over the maker of the BlackBerry losing market
share at a faster rate than expected due to the strong competition from
the mobile offerings from Apple Inc. (AAPL) and Google Inc. (GOOG).
European equity markets fell the most in seven weeks amid mixed
economic releases from the U.S. and Japan that fueled concern over the
stability of the global economic recovery. The Stoxx Europe 600 index
fell 1.30% for the week.
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Since the financial crisis, crude oil futures have traded in lockstep with
stocks. Research by the Wall Street Journal indicated that the
correlation between oil and the S&P 500 is 70% since late 2008, double
the historic average of 34%. Oil is typically driven by supply and demand
dynamics; however, since late May, crude oil has ignored inventory
reports returning 11% despite stockpiles of crude by-products swelling to
all-time highs. For the week crude oil fell $2.10, or 2.78%. A U.S.
Energy Department report showed crude oil inventories fell by 800,000
barrels last week but remain high when compared to historic averages.
Weak employment data and slowing economic growth continue to
constrict oil demand. For the majority of the week, safe-haven buying
increased sending gold upward. On Thursday, the most actively traded
gold contract for December delivery rose $4.00 to settle at $1,235.40 per
ounce, marking a seventh consecutive positive session and a sevenweek high. Gold pulled back slightly on Friday as a strengthening dollar
placed downward pressure on prices.
Several regional mall real estate investment trusts (REITs) reported
second quarter earnings results beating consensus estimates,
suggesting the sector is returning from the recessionary doldrums. Top
executives at these REITs cited improved leasing interest from tenants
and a lack of new development as reasons for the improved financial
situation. As a group, retail REITs have shifted their focus to
redeveloping existing structures.
Famed hedge fund manager Stanley Druckenmiller is closing Duquesne
Capital Management citing “heavy personal costs.” Duquesne has
averaged annual returns near 30% since 1986. In what may decide the
fate of the Galleon insider trading scandal, a U.S. district judge granted a
request from the defense for a hearing over the legality of the wiretaps
used to charge top executives.
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Economic Update
In his address on Friday, Federal Reserve Chairman Ben Bernanke
stated that while he expects “some pickup in growth in 2011,” the Fed is
prepared to take measures if needed to prevent deflation and boost the
economy. Bernanke acknowledged the progress households have made
repairing their personal financial situations which may bolster consumer
spending as economic conditions become more certain. The second
estimate for gross domestic quarter (GDP) in the second quarter was
revised lower to an annual rate of 1.6%, compared with the 1.3%
consensus estimate reported by Bloomberg. The Bureau of Economic
Analysis also reported that corporate profits in the second quarter
advanced 37.7% on a year-over-year basis.
Despite mixed economic news, consumer morale remained essentially
unchanged in August, according to the Thomson Reuters/University of
Michigan. The Index of Consumer Sentiment edged slightly lower from
July as consumers remain concerned about future job and income
prospects.
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The National Association of Realtors (NAR) announced that sales of
existing homes slipped 27.2% in July to a seasonally adjusted annual
rate of 3.83 million—marking the lowest level since the series began in
1999. According to NAR chief economist Lawrence Yun, this is largely
due to the number of buyers that took advantage of the home buyer tax
credit before it expired in May. Yun noted that historically low mortgage
interest rates and improved housing affordability should help activity
rebound if conditions in the labor market improve. The U.S. Department
of Commerce reported that new home sales declined 12.4% from June
and 32.4% from July 2009.
On Wednesday, the Commerce Department announced that new orders
for durable goods climbed 0.3% in July after experiencing declines the
previous two months. The increase, however, stemmed from the
transportation sector and missed consensus estimates. Excluding
transportation, new orders posted a 3.8% decline. The report stoked
concerns about fading momentum in the manufacturing sector, which
initially led the U.S. economy out of the recession.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, National Association of Realtors, Thomson Reuters.
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Consumer Sentiment Index, August

-0.4%
3.83M
0.6%
0.3%
276,000
-0.3%
4.1M Barrels
473,000
40 bcf
1.6%
1.9%
37.7%
68.9

August 27, 2010
[page 2]

MainStreet Advisors
Financial Market Update
Bond Market Update
After rallying sharply earlier in the week, U.S. Treasuries finished the
week mostly unchanged. Treasuries fell sharply on Friday as Fed
Chairman Ben Bernanke signaled no new bond buying by the central
bank was imminent. This triggered the largest one-day sell-off in three
months with the 30-year bond losing over 3%. Because the market was
expecting the Fed to step-up its quantitative easing program by
purchasing more U.S. government debt, Bernanke’s comments
exacerbated a decline in bonds sparked by better than expected
economic reports earlier in the day. However, the Fed Chairman left the
quantitative easing door open, saying the Federal Open Market
Committee “is prepared to provide additional monetary accommodation
through unconventional measures if it proves necessary, especially if the
outlook were to deteriorate significantly.”
From a technical analysis perspective, traders will be watching to see if
the sell-off gains momentum by monitoring what is known as “support” of
2.67% on the 10-year note, according to Reuters. Some say current
bond prices are factoring in too great a possibility of a double-dip
recession. However, the bond bulls suggest that demand can remain
robust given low inflation expectations along with strong demand from
pension funds, insurers, mortgage companies and overseas investors.
Issue

8.20.10

8.27.10

Change

3 month T-Bill

0.15%

0.15%

0.00%

2-Year Treasury

0.49%

0.56%

0.07%

5-Year Treasury

1.47%

1.49%

0.02%

10-Year Treasury

2.62%

2.66%

0.04%

30-Year Treasury

3.67%

3.69%

0.02%

Yield Curves
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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

Source: Bloomberg, FTN Financial, The Wall Street Journal, U.S. Department of Treasury.
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Domestic stocks were down nearly every day this week until Friday,
when a strong rally following a well-received speech by Federal Reserve
Chairman Ben Bernanke helped pare losses for the week. The Dow
Jones Industrial Average (DJIA) and S&P 500 indices each fell over 1.6%
between Monday and Tuesday, capping off a four-session losing streak
as excitement over increased acquisition activity was overshadowed by
continuing economic concerns and dismal housing market data. A small
rally on Wednesday offered some moderate relief, but markets pushed
lower on Thursday amid the release of poor manufacturing growth data
and nervous anticipation for Bernanke’s speech on Friday. The
Chairman’s message along with a better-than-expected GDP revision
helped inject some confidence into the markets on Friday, pushing each
of the major indices up over 1.6% by the end of trading. The S&P 500,
DJIA, and NASDAQ Composite indices finished the week down 0.66%,
0.62%, and 1.20%, respectively.

Weekly Change
2.0%

1.0%

0.0%

-1.0%

-2.0%

-3.0%

Intel Corporation (INTC) announced on Friday that it lowered its thirdquarter revenue targets due to depleted consumer demand for personal
computers. The revised forecast, which was nearly $1 billion lower than
previous guidance, sent shares of the chip manufacturer up 1.05% for
the day.
The bidding war between Hewlett-Packard Company (HPQ) and Dell Inc.
(DELL) over the small data storage company 3Par Inc. (PAR) has been
at the center of acquisition activity this week, pushing valuation of the
company over $2 billion after an intense week of back-and-fourth
takeover offers. The most recent bid hailed from HP, offering $30 per
share just hours after Dell matched HP’s previous offer at $27 per share
and 3Par accepted it. Shares of HP and Dell were down 4.63% and
1.52% for the week, respectively, while 3Par jumped 79.93%.
Retail stocks traded mostly lower on Friday after cautious outlooks for
the third-quarter were voiced by Tiffany & Co. (TIF) and J. Crew Group
Inc. (JCG), which dropped 3.02% and 5.37% at market close,
respectively. The S&P Retail Index (RLX) fell 0.96% for the day.

Issue
Dow Jones

8.20.10

8.27.10

Change

10,213.62

10,150.65

-0.62%

S&P 500

1,071.69

1,064.59

-0.66%

NASDAQ

2,179.76

2,153.63

-1.20%

Russell 1000 Growth

479.36

474.55

-1.00%

S&P MidCap 400

736.52

734.3

-0.30%

Russell 2000
MSCI EAFE

610.78

616.76

0.98%

1,461.14

1,420.64

-2.77%

MSCI EM

994.25

966.05

-2.84%

MSCI Small Cap

140.60

136.42

-2.97%

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.
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Small Cap

Int'l

Small Cap

Int'l

Source: Standard & Poor's, Russell Investment Company, MSCI
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Early in the week, fresh demand worries sent crude futures below $72
per barrel, the lowest level in over two months. Record high gasoline
inventories, a major crude oil by-prodcut, continue to persist in the midst
of the summer driving season. According to the Wall Street Journal,
hedge funds that took speculative wagers on rising oil prices after crude
broke the $70-$80 per barrel range have begun to exit the market. Oil
finished the week on a three-day winning streak on the heels of betterthan-expected new jobless claims and an announcement from the
Federal Reserve that they will do what is necessary to keep the economy
moving forward. Despite advancing for the week, gold moved in the
opposite direction of crude. Investors sent gold to an eight-week high
early in the week after disappointing housing data and demand for U.S.
durable goods was less than expected. Gold pulled back Thursday and
Friday after positive economic news decreased safe haven buying.
Cattle futures, in reaction to higher global demand and dwindling U.S.
inventory, are approaching the $1 per pound level, the highest since a
record $1.04 set in 2008. Grocery stores have passed along the higher
cost to end consumers, stoking new fears about a new wave of food
inflation. Worries over the supply of coffee beans sent coffee futures to
13-year highs this week. According to the Wall Street Journal, short-term
supply worries have caused global inventory levels to plunge 40%. Both
J.M. Smucker (SJM) and Kraft Foods (KFT) announced they would boost
coffee prices of their respective coffee lines, Folgers and Maxwell House.
For the first time in two years, U.S. commercial real estate posted a
quarterly gain in the period ending June 30; however, many commercial
property owners stopped making mortgage payments on underwater
mortgages, placing pressure on lenders to restructure debt. According to
property consulting firm Cushman & Wakefield, $2.2 trillion worth of
commercial mortgages are due to mature in the next seven years. Many
U.S. real estate investment trusts (REITs) are paying premiums to retire
debt due within the next two years in order to secure new, long-term debt
at low rates.
Current1

Change

1,229.20

1,239.60

0.85%

73.46

75.41

2.65%

Copper

331.00

339.60

2.60%

Sugar

19.95

19.96

0.05%

HFRX Equal Wtd. Strat. Index

1,122.49

1,119.37

-0.28%

HFRX Equity Hedge Index

1,124.89

1,110.35

-1.29%

980.55

971.65

-0.91%

Gold
Crude Oil Futures

HFRX Equity Market Neutral

2.5%
2.0%
1.5%
1.0%
0.5%
0.0%
-0.5%
DJ UBS Index

NAREIT

HFRX Equal Wtd Index

Source: Dow Jones, National Association of Real Estate Investment Trusts, Hedge Fund Research

Year to Date Change
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0.0%
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Previous Week

Issue

Weekly Change

HFRX Event Driven

1,349.55

1,344.70

-0.36%

HFRX Merger Arbitrage

1,460.52

1,453.89

-0.45%

Dow Jones UBS Commodity Index

131.39

131.58

0.15%

FTSE/NAREIT All REIT

120.20

119.80

-0.33%

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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Source: Dow Jones, National Association of Real Estate Investment Trusts, Hedge Fund Research
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Economic Update
The Department of Labor announced that non-farm payrolls shed 54,000
jobs in August; the unemployment rate edged slightly higher to 9.6%.
Much of the decline in payrolls again largely resulted from temporary
Census 2010 workers that completed their work.

Economic Indicators, Quarterly Change
12.0%
10.0%

The Conference Board Consumer Confidence Index increased slightly in
August as consumers’ near-term outlook improved. Director of The
Conference Board Consumer Research Center Lynn Franco noted,
however, that consumers view current economic conditions as “less
favorable” due to continued uncertainty in the jobs market. Given this
ongoing uncertainty, consumers remain focused on their personal
financial situations. The Bureau of Economic Analysis reported that
personal income advanced 0.2% in July, while personal consumption
expenditures increased 0.4%. The personal savings rate, as a
percentage of disposable personal income decreased from 6.2% to a
rate of 5.9%.
The S&P/Case-Shiller Home Price Indices indicated that U.S. home
prices improved in the second quarter. The U.S. National Home Price
Index increased 4.4% following a 2.8% decline in the first quarter.
Despite some recent strengthening in home prices, the report noted that
other indicators continue to signal ongoing challenges including the end
of the home-buyer tax incentives and foreclosures. Meanwhile, the
National Association of Realtors (NAR) reported that the Pending Home
Sales Index, a leading indicator of the housing sector based on contracts
signed, increased in July. NAR chief economist Lawrence Yun warned
that “the recovery looks to be a long process.”
The manufacturing sector expanded at an accelerated pace in August, as
shown by the Institute for Supply Managers (ISM) Purchasing Managers
Index. This marks expansion in the sector for the 13th consecutive
month as 11 of the 18 participating industries reported growth. The ISM
Non-Manufacturing Index reflected slowing growth within the nonmanufacturing sector. ISM reported that respondents’ comments
“continue to be mixed about business conditions and the state of the
overall economy.”
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, National Association of Realtors, Standard & Poor's, The Institute for Supply
Management.
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Source: Bureau of Economic Analysis, Bureau of Labor Statistics
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ICSC-Goldman Same Store Sales, Wkly. Chg.
Consumer Confidence Index, August
Domestic Motor Vehicle Sales, August
MBA Purchase Applications Index, Wkly. Chg.
Announced Layoffs, August
ISM Mfg. Index - Level, August
Construction Spending, July Monthly Chg.
EIA Petroleum Status Report, Wkly. Chg.
Initial Jobless Claims ( Week ending 8/28)
Factory Orders, July Monthly Chg.
Pending Home Sales, July Monthly Chg.
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Unemployment Rate, August
ISM Non-Mfg. Index, August
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After yet another volatile week, U.S. Treasuries finished lower as betterthan-expected economic data reports weakened investor demand for
safe-haven government debt. Traders noted that it is easier to find
sellers in the bond market than buyers as investors have already priced
in a considerable amount of negative economic expectations, according
to the Wall Street Journal. The market also faces an increase in supply
next week, with the Treasury auctioning $67 billion in three-, 10- and 30year securities. Market makers tend to push up long-term bond yields
before additional supply as a way to underwrite bond auctions at more
attractive levels.
Concerns that the U.S. is heading toward a Japan-style decade of
deflation has been the primary driver of the rally in Treasuries over the
past several months. The stampede into bonds has lowered interest
rates to historically low levels, with the yield on the two-year Treasury
note dropping to a record low of 0.5% along with 30-year mortgage rates
falling below 4.5%. Because of this, some strategists are suggesting we
may have entered bubble territory in the fixed income markets. However,
the bond bulls suggest that yields are unlikely to rise significantly
because the preponderance of recent data reports has been tilted toward
a weakening economy. They argue the market will remain buoyed by
low inflation expectations for a sustained period.
Issue

8.27.10

9.3.10

Change

3 month T-Bill

0.15%

0.14%

-0.01%

2-Year Treasury

0.56%

0.50%

-0.06%

5-Year Treasury

1.49%

1.43%

-0.06%

10-Year Treasury

2.66%

2.63%

-0.03%

30-Year Treasury

3.69%

3.72%

0.03%

Yield Curves
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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

Source: Bloomberg, FTN Financial, The Wall Street Journal, U.S. Department of Treasury.
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U.S. equity markets bounced back this week after a lackluster August,
snapping a three-week losing streak as investors were encouraged by
positive economic data. Stocks started the week in negative territory,
with each of the major indices dropping more than 1.3% through the first
two days as tepid anticipation mounted about the dense slew of
economic announcements slated for the week. This capped off the worst
August performance since 2001, with the S&P 500, Dow Jones Industrial
Average (DJIA), and NASDAQ Composite indices falling 4.74%, 4.31%,
and 6.24%, respectively. Wednesday brought a strong rebound,
however, with a fresh calendar month and very encouraging
manufacturing activity data boosting the market over 2.5%. The positive
momentum continued through the end of the week, with the S&P 500,
DJIA, and NASDAQ Composite indices finishing up 3.75%, 2.93%, and
3.72%, respectively.
The intense three-week bidding war between Hewlett-Packard Co. (HPQ)
and Dell Inc. (DELL) over the acquisition of the data-storage company
3Par Inc. (PAR) came to an end on Thursday after Dell withdrew
following HP’s offer at $33 per share. The final offer values the small
company at $2.4 billion, a price that many investors feel is a hefty
premium. Shares of 3Par have risen 240.83% since bidding began in
mid-August. Hewlett-Packard jumped 6.16% for the week while Dell
climbed 3.62%.
Burger King Holdings Inc. (BKC) surged 37.13% this week after the
company confirmed on Thursday that private equity firm 3G Capital
Management has agreed to purchase it for $24 per share. The fast-food
chain, which is the second-largest burger franchise after McDonald’s
Corp. (MCD), recently reported disappointing fourth quarter and fiscal
2010 earnings and stands to benefit from the new ownership. 3G Capital
intends to expand the restaurant internationally and improve upon
existing locations.
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Take-Two Interactive Inc. (TTWO) led technology stocks higher on
Friday after announcing a surprising third-quarter profit, which was fueled
by the popularity of its “Red Dead Redemption” video game. The
company also raised is earnings forecast for the remainder of the year,
sending shares up 12.56% for the week.
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-6.0%
-8.0%

Issue

8.27.10

9.3.10

Change

10,150.65

10,447.93

2.93%

S&P 500

1,064.59

1,104.51

3.75%

NASDAQ

2,153.63

2,233.75

3.72%

474.55

492.08

3.69%

734.3

766.52

4.39%

616.76

643.36

4.31%

Dow Jones

Russell 1000 Growth
S&P MidCap 400
Russell 2000
MSCI EAFE

1,420.64

1,471.96

3.61%

MSCI EM

966.05

995.28

3.03%

MSCI Small Cap

136.42

141.28

3.56%

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.
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The International Energy Agency announced on Friday they believe
global oil consumption will become more reliant on OPEC members and
non-OPEC production will decline in the next five to ten years. OPEC
currently accounts for 40% of oil consumption. Crude oil fell early in the
week after an inventory report indicated stockpiles rose by 3.4 million
barrels, 2.6 million more then the consensus estimates. Upbeat
manufacturing data sent crude oil futures past $75 per barrel late in the
week only to pull back Friday after a negative report on the U.S. service
sector. Gold rose $11.50, or 0.93% for the week to settle at $1,251.10.
Gold futures traded up-and-down this week as investors increased safe
haven buying prior to important economic reports and then sold off
following the better than expected results.
Russian Prime Minister Valdimir Putin extended the ban on wheat
exports from December 2010 into late 2011. Winter planting is behind
schedule, putting next year’s crop in jeopardy. Prices are again on the
rise sparking additional fears of food inflation. Exporters are battling to
secure contracts with counties traditionally serviced by Russia. The U.S.
recently struck agreements with Germany and Egypt, the world’s largest
importer of grain.
A survey conducted every three years by the Bank for International
Settlements revealed that currency trading volume has reached $4 trillion
per day—representing a 20% gain from the last survey in 2007.
Contributing to the growth is the push for international investment and the
development of currency funds that have made access easier for smaller
investors.
Back in July, China relaxed restrictions on the trading of index futures
opening the door for the hedge fund industry. E Fund Management
announced plans this week to launch China’s first registered hedge fund.
J.P.Morgan Chase (JPM) is the latest financial firm to announce plans to
completely terminate their proprietary trading operations in order to
comply with the Volcker Rule.
Previous Week

Current1

1,239.60

1,251.10

0.93%

75.41

74.45

-1.27%

Copper

339.60

350.40

3.18%

Sugar

19.96

20.60

3.21%

HFRX Equal Wtd. Strat. Index

1,119.37

1,121.53

0.19%

HFRX Equity Hedge Index

1,110.35

1,120.32

0.90%

971.65

969.87

-0.18%
0.17%

Issue
Gold
Crude Oil Futures

HFRX Equity Market Neutral

Change

HFRX Event Driven

1,344.70

1,347.04

HFRX Merger Arbitrage

1,453.89

1,467.49

0.94%

Dow Jones UBS Commodity Index

131.58

134.99

2.59%

FTSE/NAREIT All REIT

119.80

126.94

5.96%

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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Economic Update
Initial claims for unemployment benefits declined to 451,000 for the week
ending September 4, according to the Department of Labor. In an
encouraging sign, this represented the lowest weekly level since July, as
reported by Bloomberg. The four week moving average declined to
477,750, significantly lower that the 566,500 level of one year ago.
The Federal Reserve released its Beige Book for August this week,
highlighting continued growth across its 12 Federal Reserve Districts but
“with widespread signs of deceleration compared with preceding
periods.” Although consumer spending advanced slightly, districts
indicated continued caution among its consumers. The Bureau of
Economic Analysis announced that the U.S. international trade gap
narrowed from $49.8 billion in June to a deficit of $42.8 billion in July.
Imports for the month declined $4.2 billion as demand for consumer
goods decreased. Exports, however, increased by $2.8 billion, largely as
a result of higher demand for capital goods. On Friday, the Commerce
Department announced that wholesale inventories increased 1.3% in
July from the previous month, up 2.5% from July 2009. The widespread
increase in inventories could be an indication of further inventory
restocking or a slowing economic recovery. Meanwhile, the International
Council of Shopping Centers (ICSC)-Goldman Store Sales Index
declined 0.4% in the first week of September from the previous week,
reflecting tapering momentum after the back-to-school shopping season.
Sales advanced 1.8% in the year-over-year period, which represented
the slowest annual increase since May.
The Paris-based Organization for Economic Cooperation and
Development (OECD) released its Interim Economic Assessment this
week, conveying expectations for the global economic recovery to slow
at a faster pace than originally anticipated. In May, the OECD predicted
that the Group of Seven (G-7) countries would grow at an annual 2.5%
rate during the second half of the year; now the OECD expects the G-7
to expand at a 1.5% annual rate. The OECD also noted increased
uncertainties but concluded “it is unlikely that we are heading into
another downturn.”
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, The Intenrational Council of Shopping Centers, the Organization for
Economic Cooperation and Development.
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For the second straight week, U.S. Treasuries finished lower as betterthan-expected economic data reports weakened investor demand for
safe-haven government debt. Thursday’s reports on improvements in
jobless claims and the U.S. trade deficit along with Friday’s stronger-thanforecast imports in China, one of the primary drivers of the global
economy, lifted market optimism. Meanwhile, the yield curve, or the
difference in yields between the two- and 10-year notes, steepened to
the widest level in three weeks amid speculation the Federal Reserve will
continue to keep the short-end anchored. Many analysts feel the yield
curve may widen even further in what’s known as a “bear steepener”
wherein long-term yields increase at a faster rate than short-term
government debt. A steepening yield curve often indicates that market
participants expect positive economic growth and accelerating inflation
expectations.

Yield Curves
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In contrast to Treasuries, demand for investment grade corporate bonds
remained robust as investors reached for yield in the riskier segments of
the fixed income market. Corporations issued a record $34.4 billion in
investment grade bonds during the week, taking advantage of low
borrowing costs. Demand for these bonds has been so strong that the
$100 billion of new issuance over the past six weeks has not led to
spread widening, according to a JP Morgan credit strategy report.
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Source: Bloomberg, FTN Financial, The Wall Street Journal, U.S. Department of Treasury.
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Stocks rallied during the holiday-shortened week as the economic
outlook improved slightly. The Dow Jones Industrial Average (DJIA)
gained 14.84 points, or 0.14%, this week to close at 10,462.77. The
broader S&P 500 closed at 1,109.55, adding 5.04 points, or 0.46%, while
the technology-heavy NASDAQ Composite gained 0.39% this week.

Weekly Change
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Stocks sold off on Tuesday amid higher oil prices and a stronger dollar
only to rally through the end of the week. The DJIA, up over 80 points in
early trading Thursday, received a strong boost from a better-thanexpected jobless claims report; however, the benchmark index gave
back over two-thirds of the gain to end the day up 28.39 points. On
Friday, stocks were led higher by the energy sector as expectations for
global demand helped spark am increase in oil prices. Energy giant
Chevron (CHV) posted the best performance of the 30 Dow components,
gaining 1.46%.
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Utility stocks trailed the broader indexes, pulled down in part by a 7.2%
drop in PG&E stock on Friday after a natural gas pipeline exploded in
San Bruno, California, a San Francisco suburb. Chipmaker National
Semiconductor (NSM) fell 6.36% on Friday, weighing on the performance
of technology stocks in morning trading. The company announced that
its profits tripled in the first quarter but it expects second-quarter
revenues to come in below estimates.
European stocks pared gains on Friday leaving the broad Stoxx Europe
600 Index with a gain of 1.70% for the week. Deutsche Bank (DB)
dropped 2.39% in U.S. markets Thursday when the German banking
giant announced that it would raise as much as $11.4 billion, according
to the Wall Street Journal.
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Crude oil futures were forced lower early in the week in response to a
weaker U.S. dollar and continued worries of a slowing U.S. recovery as
indicated by the Federal Reserve’s latest beige book report. Oil surged
over 3% Friday after a pipeline in the Chicago suburbs, which carries
70% of crude oil from Canada to the U.S., sprung a leak. Containment
crews are working to isolate the spill, of which the cause and size remain
unknown. Crude oil futures climbed past $76 per barrel, pushing oil into
positive territory for the week. Gold futures hit a new record in response
to a Wall Street Journal report indicating the recent European stress tests
understated the levels of risky government. On Tuesday, gold settled
$8.20, or 0.7% higher at $1,259.30 as investors fled stocks in search of
safe haven assets. The precious metal fell for the next three consecutive
sessions as investors took profits and their worries eased.
The Securities and Exchange Commission (SEC) launched an
investigation into fund of hedge funds and other investment advisory
firms specializing in hedge funds and private equity (PE). The SEC
Office of Compliance Inspections and Examinations is looking into
whether or not firms that direct investors into hedge funds are properly
fulfilling their fiduciary responsibility and confirming that there is no
conflict of interest. Typically, advisers collect anywhere from 1%-2% of
assets in fees, plus the investor must pay additional fees to the
underlying hedge fund. Firms involved in the investigation are not
necessarily suspected of wrongdoing.
Lawmakers received another critical vote to raise taxes even further on
private equity firms. The proposed legislation would double the tax PE
executives would be required to pay when withdrawing cash from their
firms. PE firms are already facing an over 100% increase in income tax
rates starting in 2011. Currently, carried interest, or commissions earned
when buying and selling companies, is taxed at 15%. Beginning next
year, carried interest will be taxed at 41% ordinary income tax rates.
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Economic Update
Consumer sentiment fell unexpectedly in the first half of September to
66.6 points, more than two points below last month. This follows a
recovery in August, as shown by the Thomson Reuters/University of
Michigan Surveys of Consumers. According to Bloomberg, the
assessment of future conditions, including decreased inflation
expectations, caused this unexpected move. Consumer confidence is
still lagging even after improvements in the stock market and
encouraging economic data, including jobless claims. Initial claims for
unemployment benefits fell to 450,000, down 3,000 from the previous
week, the lowest point since July. Additionally, the four-week average
fell 13,400 to 464,750. However, due to administrative delays over Labor
Day, the large drop may be slightly overstated.
The U.S. Department of Labor announced Friday that the Consumer
Price Index (CPI) rose 0.3% in August, due to increased energy costs,
and is up 1.2% from this time last year. CPI, excluding food and energy,
prices made little to no change, 1.2% below August 2009. On Thursday,
the U.S. Department of Labor announced that the Producer Price Index
(PPI) advanced 0.4% last month, while the core slowed to a gain of
0.1%. Separately, the Department of Labor announced Wednesday that
U.S. import prices advanced 0.6% in August with 58% of the increase
resulting from higher fuel prices. Export prices increased 0.8% last
month after decreasing the previous month.
Industrial production increased modestly in August, climbing 0.2% after a
0.6% advance in July. The index for manufacturing output also
increased at a decelerating pace, fueling concerns about the ability of the
manufacturing sector to support economic growth. In July, business
inventories rose 1.0%, enough to surpass sales. Due to weak
automotive sales, car dealers will likely face challenges as a result of
growing inventories. However, according to Bloomberg, as long as there
is economic growth, large inventories should not be problematic for the
economy at this time.

Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, The Wall Street Journal, Thomson Reuters.
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After yet another volatile week, U.S. Treasuries finished mixed with the
long end dropping and the balance of the curve gaining. The 30-year
Treasury bond fell considerably on Wednesday, as Japan’s first
intervention into the foreign exchange market in six years spurred many
investors to shift money into short-dated notes, which are believed to be
the country’s new favored place to park its dollar holdings, according to
the Wall Street Journal. A rising yen, which hit a 15-year high on
Wednesday before a steep drop following the country’s intervention, had
made longer Treasuries cheaper to buy for Japan. Now, with a
significantly weaker yen, the 30-year bond, which is more sensitive to
changes in currency rates than shorter-term notes, becomes far less
attractive to Japan’s central bank.
U.S. Treasury notes climbed on Friday as investors remained concerned
about a possible worsening of the Irish sovereign debt crisis.
Disappointing consumer sentiment data also boosted demand for the
safety of Treasuries. Yields on the 10-year Treasury note declined each
day this week, marking the longest decline in nearly a month, according
to Bloomberg. Following a benign CPI report, the spread between the
yield on the 10-year note and Treasury Inflation-Protected Securities
(TIPS) narrowed to 1.8%.
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Stocks rallied this week ending Friday amid high volume and volatility
caused by what is known as “quadruple witching,” when stock index
futures and options expire at the same time as single stock futures and
options. The Dow Jones Industrial Average (DJIA) gained 145.08 points,
or 1.39%, to end the week at 10,607.85. The broader S&P 500 ended
the week at 1,125.59, 16.04 points, or 1.45%, higher. The technologyheavy NASDAQ Composite added 3.26% this week to close at 2,315.61.
FedEx (FDX) profit jumped over 100% in the quarter ended August 31
relative to the year ago period but the company lowered its full year
forecast. In a conference call with analysts, FedEx announced “signs of
a solid holiday shopping season;” however, CEO Frederick Smith
predicted “a phase of somewhat slower growth,” but not a double-dip
recession, according to the Wall Street Journal.
The technology sector led the ten S&P 500 sectors with a gain of 3.73%
this week aided Friday by better-than-expected earnings from software
company Oracle (ORCL) and blackberry maker Research in Motion
(RIMM).
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Rental car giant Hertz (HTZ) agreed to pay $50 per share for competitor
Dollar Thrifty (DTG), beating out rival bidder Avis Budget (CAR). The
cash and stock deal, worth $1.43 as of Monday’s close, is subject to
shareholder approval as well as regulatory approval.
Stocks fell in Europe and in China as the Euro Stoxx 50 Index and the
Shanghai Composite Index lost 0.83% and 2.42%, respectively. Stocks
in Tokyo surged Wednesday on news that the Bank of Japan intervened
in the currency markets to stem the rising Yen. The Nikkei 225 ended
the week 4.19% higher as a weaker Yen would benefit Japanese
exporters.
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Gold futures hit a new record high Thursday, settling at $1,271.90 an
ounce, as investors worry about depreciating currencies as some
countries discuss further monetary easing. Many investors are turning
to “hard assets” to avoid depreciating value. The Wall Street Journal
reported that AngloGold Ashanti (AU), a gold mining giant, cancelled all
hedges against falling gold prices—a risky bet predicting gold prices
continue to rise. Similarly, silver hit a near 30-year high on Thursday in
response to the currency worries. Crude oil pushed past a one-month
high on Monday as the ruptured pipeline near Chicago continued to leak.
Another pipeline near Buffalo, NY, carrying Canadian crude to the U.S.,
shut down due to a potential leak. The Energy Information
Administration reported U.S. crude stocks fell by 2.489 million barrels,
close to consensus estimates. Crude oil futures pulled back for three
consecutive sessions to end the week as supply disruptions eased.
Currency valuation concerns were again brought to the forefront as
tensions mount between the U.S. and China. Treasury secretary
Timothy Geithner criticized China for allowing the renminbi to appreciate
relative to the U.S. dollar too slowly. China responded by allowing the
renminbi to soar relative to the dollar this week, which underscores
additional fears that China has too much control over their currency.
Research released by Hedge Fund Research (HFR) indicated hedge
fund liquidations returned to their pre-crisis levels. In the second quarter
of 2010, 177 funds, or 2% of the industry, shut down; 201 funds launched
in the same period—down 20% from the prior quarter. HFR attributes
the decline of new funds to investors withdrawing assets from the
industry altogether, as well as more money flowing to already established
funds. Credit Suisse Group (CS) announced plans early this week to
acquire a stake in hedge fund York Capital Management. The move is
contrary to Credit Suisse’s peers, which are divesting similar risky
operations. By pledging not to invest any of their own capital but rather
opening the fund to their client base, Credit Suisse avoided any potential
conflict with the SEC and the Volcker Rule.
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Issue

Weekly Change

Change
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1,360.06
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1,481.44
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Dow Jones UBS Commodity Index

135.62

138.42

2.06%

FTSE/NAREIT All REIT

125.73

127.82

1.66%

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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Economic Update
The National Bureau of Economic Research (NBER) announced the
recession beginning in December 2007 ended in June 2009. The 18month recession marks the longest in the post-World War II era. The
NBER noted that economic activity has not returned to normal capacity.
In addition, it confirmed any future downturn will be considered a
separate recession and not a continuation.
The Federal Open Market Committee (FOMC) announced Tuesday that
it will maintain the target federal funds rate of 0-0.25%, given the outlook
for the economy and inflation expectations. The Committee
acknowledged the pace of economic recovery has decelerated and that
consumer spending remains muted due to ongoing challenges in the
labor market, income prospects, reduced housing wealth, and tight credit
conditions. In addition, the FOMC noted that gauges of inflation indicate
that underlying inflation is lower than levels which promote economic
growth over the long-term.
The National Association of Home Builders (NAHB)/Wells Fargo Housing
Market Index reflected that builder confidence has remained unchanged
since August. NAHB Chief Economist David Crowe noted that builders
consider the two greatest challenges to be consumer hesitation in the
current labor market and the availability of foreclosed property. In
August, the Department of Commerce reported that new home sales
remained unchanged while housing starts climbed 10.5% to a seasonally
adjusted rate of 598,000. According to the National Association of
Realtors (NAR), existing home sales increased 7.6%.
The U.S. Census Bureau announced Friday that new orders for durable
goods dropped $2.5 billion or 1.3% in August. This greater-thanexpected loss follows a 0.7% gain in July. When excluding
transportation, new orders climbed 2.0% in August.
In August, the Conference Board reported that its Leading Economic
Index increased 0.3%. Ataman Ozyildirim of The Conference Board
noted that the index remains on an upward trend but at a decelerating
pace.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, National Bureau of Economic Research, The Conference Board, the National
Association of Realtors.
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U.S. Treasuries finished the week higher, despite a sharp decline on
Friday amid a stronger-than-expected durable goods report. Traders
said that market participants were also getting ready for new supply next
week, as the Treasury plans to sell $100 billion in two-, five- and sevenyear notes. Market makers tend to push up long-term bond yields as a
way to underwrite bond auctions at more attractive levels.
Demand for government debt jumped earlier in the week after the
Federal Reserve said in its statement that they are prepared “to provide
additional accommodation if needed to support economic recovery and to
return inflation, over time, to levels consistent with its mandate.”
Strategists interpreted this as an indication of the central bank’s desire to
push long-term interest rates lower, using quantitative easing, in an effort
to stimulate the economy and fend off deflation. CPI excluding food and
energy recently increased at an annual rate of 0.9%, the lowest level
since 1966.

Yield Curves
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Many strategists posit that in the short-term, the bond market may face
additional selling pressures given the sharp rally over the last two weeks.
At the same time, yields are expected to decline over the intermediateterm spurred by expectations for additional large-scale Treasury bond
purchases from the Federal Reserve in an effort to stimulate growth.
Issue

9.17.10

9.24.10

Change

3 month T-Bill

0.16%

0.15%

-0.01%

2-Year Treasury

0.48%

0.45%

-0.03%

5-Year Treasury

1.46%

1.37%

-0.09%

10-Year Treasury

2.75%

2.62%

-0.13%

30-Year Treasury

3.90%

3.79%

-0.11%

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

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 had a strong start and end to the week, pushing major
indices into positive territory despite a rocky stretch from Tuesday
through Thursday. Markets closed at their highest levels in over four
months on Monday, bolstered by optimistic financial and home builder
earnings reports along with the National Bureau of Economic Research
declaring that the U.S. recession ended last summer. Stocks slipped
midweek amid a lukewarm Federal Reserve announcement, thin trading
volumes, and rising U.S. jobless claims. Friday saw the largest gains of
the week after positive economic data, specifically on U.S. durable goods
orders and new home sales, injected more risk appetite into investors.
This sent stocks into their fourth positive week in a row, with the S&P
500, Dow Jones Industrial Average, and NASDAQ Composite indices
finishing the week up 2.05%, 2.38%, and 2.83%, respectively.

Weekly Change
3.5%
3.0%
2.5%
2.0%
1.5%
1.0%
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Adobe Systems Inc. (ADBE) dropped sharply on Wednesday after
releasing a disappointing fourth quarter earnings and revenue forecast.
The stock fell 19.03% and failed to gain back much ground as the week
continued. The company attributes its downtrodden outlook on slowed
demand from schools and Japanese consumers.
Nike Inc. (NKE), the world’s largest athletic shoe producer, gained 2.45%
on Friday after reporting a 10% year-over-year jump in future orders
scheduled for delivery between September 2010 and January 2011.
China was the region with the largest increase in demand, with orders
rising 25%. The company hit a record intra-day high of $81.70 per share
during trading.
CarMax Inc. (KMX) jumped 1.33% in trading Friday after posting results
for the second quarter that beat analyst forecasts. The largest used-car
retailer in the U.S. announced that same-store sales were up 4% and
revenue rose 13% to $2.34 billion. CarMax, which benefited greatly from
the government’s “cash for clunkers” program in 2009, is up 12.78% yearto-date.
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Source: Standard & Poor's, Russell Investment Company, MSCI
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Issue

9.17.10

9.24.10

Change

10,607.85

10,860.26

2.38%

S&P 500

1,125.59

1,148.67

2.05%

NASDAQ

Dow Jones

2,315.61

2,381.22

2.83%

Russell 1000 Growth

504.53

517.62

2.59%

S&P MidCap 400

780.82

796.29

1.98%

Russell 2000

651.44

671.01

3.00%

MSCI EAFE

1,525.81

1,545.07

1.26%

MSCI EM

1,031.06

1,047.16

1.56%

146.90

149.72

1.92%

MSCI Small Cap

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.
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Gold futures continued to rise this week, breaking records several days
in a row to end the week up 1.77%. The Federal Reserve opened the
door for continued quantitative easing should the economy require
additional support, which would likely have an adverse effect on the
dollar and spur inflationary pressure, enhancing the appeal of gold. For a
brief period in afternoon trade on Friday, the precious metal surpassed
$1,300 per ounce before settling at a record $1,298.10. Crude oil futures
rallied 4.26% this week despite an inventory report showing a slight buildup in stockpiles. The Energy Information Administration (EIA) reported a
one million increase in inventory, despite a loss of 670,000 barrels per
day related to the Chicago suburb pipeline leak. Energy prices rose late
in the week after a ConocoPhillips oil refinery temporarily shutdown to
install new equipment. On Friday, the euro rose to its highest point
relative the dollar since April following an increase in German business
sentiment—the dollar’s decline pushed crude futures higher.

Weekly Change
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A recent Merrill Lynch study found nearly 20% of hedge funds may be
liquidated by next year. Funds with less than $100 million in assets are
the most vulnerable. The report attributes the pessimism to a brutal
fundraising environment and movement of assets to larger funds,
echoing a report released last week from Hedge Fund Research.
According to Private Equity News, research conducted by over 100 law
firms found the United Kingdom to be the most legal-friendly country in
which to conduct leveraged private-equity buyouts. The findings boosted
hopes for a private sector-led recovery.
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Source: Dow Jones, National Association of Real Estate Investment Trusts, Hedge Fund Research
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1,129.53
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0.35%
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1,138.06

1,145.60

0.66%

973.17

978.35

0.53%

Issue
Gold
Crude Oil Futures
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HFRX Event Driven

1,360.06

1,367.83

0.57%

HFRX Merger Arbitrage

1,481.44

1,477.73

-0.25%

Dow Jones UBS Commodity Index

138.42

140.23

1.31%

FTSE/NAREIT All REIT

127.82

124.74

-2.41%

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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Economic Update
The U.S. economy expanded at a 1.7% annual rate in the second
quarter, according to the final gross domestic product (GDP) estimate
released by the U.S. Department of Commerce. Personal consumption
expenditures (PCE) advanced 2.2% for the quarter. Exports grew 9.1%
while imports surged 33.5%; although this serves as a subtraction to
GDP it suggests the U.S. consumer is still spending. Separate data
reported by the Commerce Department showed that personal income
increased 0.5% in August and PCE advanced 0.4% for the second
consecutive month. However, personal savings, as a percentage of
disposable personal income, has remained elevated at 5.8%.
Gauges of consumer confidence continue to reflect ongoing concerns
and caution. The Thomson Reuters/University of Michigan Surveys of
Consumers Survey of Consumers increased slightly late September from
readings early in the month, but remains at the lowest level in more than
a year. Interestingly, the modest pickup in expectations occurred in
households with incomes below $75,000. The Conference Board
Consumer Confidence Index declined in September amid a deteriorating
short-term economic outlook as well as the labor and business markets.
The survey of 5,000 U.S. households indicated that 16.4% of consumers
anticipate weakened business conditions over the next six months.
Director of The Conference Board Consumer Research Center, Lynn
Franco noted that “the pace of economic growth is not likely to pick up in
the coming months.”
Activity in the manufacturing sector increased for the 14th consecutive
month in September, albeit at a decelerating pace, according to the
Institute for Supply Management. New orders, production, and
employment expanded at a slower pace for the month. Inventories are
increasing at a faster pace and backlogs of orders have started to
decline—the report indicated both are “strong negative signals of
weakening performance in the sector.” Global manufacturing activity fell
to a 14-month low in September, as shown by the JPMorgan Global
Manufacturing PMI, produced in association with Markit Economics.
Expansion slowed in production, new orders, new export orders, and
employment.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, National Bureau of Economic Research, The Conference Board, the National
Association of Realtors.
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Largely attributable to a flight-from-safety trade, the riskier sectors in the
broad fixed income markets posted sharply higher returns in September.
Noteworthy gainers included Global Treasury ex U.S. (3.36%), U.S.
Corporate High Yield (3.01%) and Emerging Markets (1.76%). Sectors
considered the safest fell for the month, with Long Treasuries dropping
2.25% and Municipal Bonds losing 0.16%.
Anticipation that the Federal Reserve will increase purchases of
government debt to spur economic growth has flattened the still-steep
Treasury yield curve. Even with a yield of only slightly more than 0.40%,
investor demand for short-term debt remains insatiable. Demand for
Treasuries has been spurred, in part, by banks investing in U.S.
government debt, rather than lending to consumers and small
businesses. Commercial banks’ holdings of Treasuries and agency debt
recently reached $1.59 trillion, a 43% increase from January 2008,
according to Federal Reserve data.

Yield Curves
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Demand for short- and intermediate-term government debt will likely
remain robust given recent comments from the Federal Reserve, leading
some strategists to believe that yields on the 10-year notes may drop
below 2%, which would mark a record low.
Issue

9.24.10

10.1.10

3 month T-Bill

0.15%

0.16%

0.01%
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0.45%
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Source: U.S. Department of Treasury, Standard & Poor's, FTN Financial
*Taxable Equivalent rate is calculated by using a 35% tax margin

Change
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Source: Bloomberg, FTN Financial, The Wall Street Journal, U.S. Department of Treasury.
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Stocks finished in negative territory this week, with moderate losses
breaking a four-week streak of gains as each of the major indices
dropped at least 0.21%. Concerns over European banks, weaker-thanexpected manufacturing results, and quarter-end positioning
overshadowed the benefits from continued M&A activity, optimistic
earnings reports, and some positive economic releases. Despite slipping
this week, domestic markets finished the month with the best September
performance in 71 years, with the S&P 500, Dow Jones Industrial
Average, and NASDAQ Composite indices gaining 8.76%, 7.72%, and
12.04%, respectively. The surge was led by the technology, industrial,
and consumer-discretionary sectors, with each rising over 10% in the
month.

Weekly Change
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Southwest Airlines Co. (LUV) announced on Monday that it would
acquire AirTran Holdings Inc. (AAI) for $1.4 billion, valuing the company
at a 69% premium to its closing price last week. Retail giant Wal-Mart
Stores Inc. (WMT) proposed to purchase Massmart Holdings
Inc.(MMRTY), South Africa’s second-largest retail chain, for $4.2 billion.
The deal would assist Wal-Mart with expanding its international presence
as it attempts to compensate for slowing U.S. growth. Southwest Airlines
and Wal-Mart finished the week up 5.37% and down 1.33%, respectively.
Walgreen Co. (WAG) reported fourth-quarter earnings on Tuesday that
surpassed expectations. Sales for the quarter increased 7.4%, leading to
earnings per share of 49 cents and a profit of $470 million. CEO Greg
Wasson cited strong operating performance and cost cutting measures
as the source for the company’s encouraging financials. Walgreen
ended the week up 10.93%.
The Stoxx Europe 600 index lost 1.9% this week as European stocks
endured their worst weekly performance in three months. Banks led the
decline as concerns mounted about the sovereign-debt crisis slowing the
region’s economic growth. A bright spot was BP Plc. (BP), which gained
8.8% amid rising crude prices and rumors that the company is discussing
a possible settlement with the U.S. government.
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For the week, crude oil climbed $5.06, or 6.61%. Several factors
contributed to the increase, including better-than-expected economic
data and declining inventories. On Wednesday, the U.S. Energy
Information Association reported an inventory drop of 500,000 barrels of
crude oil, possibly signaling an end to the supply glut that has placed
downward pressure on prices for past several weeks. Gold rose $22.20,
or 1.71%, this week, settling at another all-time high of $1,320.30 on
Friday. This marks the 11th record-high this month. The precious metal
reached record highs each day this week, with the exception of
Thursday. After reaching an eight-month low, the U.S. dollar rebounded,
causing gold futures to slip 0.1% on Thursday.
Real estate investment trusts (REITs) and private equity firms have
recently put cash to work by purchasing hotels in the U.S. According to
the National Association of Real Estate Investment Trusts (NAREIT), the
recent wave of transactions in the U.S. hotel industry has been fueled
many quality assets hitting the market. While REITs are natural
candidates to own and operate hotels, private equity firms are looking for
any way to use their dry powder, or readily investable cash.
During the month of August, the hedge fund secondary market saw the
highest trading volume of 2010 as investors looked for ways to dispose
of hedge funds with redemption restrictions according to Hedgebay, a
secondary market-maker for illiquid alternative investments. Despite the
higher volume, the average price on Hedgebay’s Secondary Market
Index fell for the third consecutive month. Additionally, Hedgebay’s
Illiquid Asset Index fell 23 points in August, further proving investor
preference for liquid, safe haven assets.
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Economic Update
The Bureau of Labor Statistics (BLS) reported September unemployment
of 9.6%, unchanged from the prior month. Private-sector employment
added 64,000 jobs and continued to trend upwards; however, total nonfarm payroll fell by 95,000—largely skewed by government layoffs as
another large round of temporary census workers were released. The
BLS reported that the average workweek remained unchanged at 34.2
hours, while average hourly earnings rose 1 cent to $22.67.
The National Association of Realtors (NAR) reported that the Pending
Home Sales Index advanced for the second consecutive month to 82.3,
or 4.3%. NAR chief economist Lawrence Yun noted “attractive
affordability conditions from very low mortgage interest rates appear to
be bringing buyers back to the market.” Uncertainty in the housing
markets remains high due to several factors, including consumer
confirdence, mortgage rate stability, and inflation.
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Activity in the non-manufacturing sector, shown by the Institute for
Supply Management Non-Manufacturing Index, picked up in September.
Component indexes reflected growth in employment and export orders
but a deceleration in business activity and production. The survey found
that 11 industries reported growth for the month and that survey
participants’ comments “continue to be mixed about business conditions,
with a slight majority reflecting optimism."
Data released on Thursday reflected a $3.3 billion decrease in consumer
credit outstanding for August, marking the seventh straight month of
downward movement. Credit card debt has been agressively reduced by
consumers in tandem with continued high rates of unemployment. Nonrevoloving credit, led by car loans, rose $1.7 billion in August.
The Bank of Japan announced this week that it would cut its key lending
rate to almost zero in an attempt to stimulate its economy, which has
been negatively impacted by falling prices and a strong Yen. Investors
were encouraged by the move, which promoted the view that
international central banks would take necessary actions to support the
global economy.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, National Bureau of Economic Research, the Institute for Supply
Management, the National Association of Realtors.
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Yields fell across the entire Treasury curve with the exception of the 30year Treasury bond. Despite rising equity markets, investors still
purchased bonds following a disappointing employment report and
further speculation the Federal Reserve will undergo additional
quantitative easing. On Friday, 2- and 5-year Treasury yields fell to a
record low, while the 10-year fell to the lowest level since early 2009.
The 5-year Treasury note set fresh lows each day this week.
According to Bloomberg, investors purchased $13.2 billion of junk-bonds
in the first week of October, pushing the YTD total to $263.5 billion—26%
higher than the previous record set last year following the financial crisis.
Default rates continue to decline, further fueling investor demand for
higher yielding assets. Moody’s predicts defaults rates will fall to 2.7%
by year-end and under 2% by late 2011. Additionally, during September,
upgrades outpaced downgrades for the 17th consecutive month.

Yield Curves
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Many analysts and strategists expect the Federal Reserve to announce a
plan to purchase $500 billion in bonds over a period of several months in
November. In response, Barclays lowered their year-end forecast for the
2-year yield to 0.3% and the 10-year yield to 2.4%.
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Stocks had a strong second week of October, shrugging off a sluggish
start to finish in positive territory. Monday saw the Dow Jones Industrial
Average fall 78.41 points, or 0.7%, in its largest drop in nearly a month.
This reversed dramatically on Tuesday as upbeat U.S. economic data
and news that Japan would lower rates to bolster its economy pushed
stocks to 5-month highs. Downgrades in the technology sector and
concerns about the employment report kept markets grounded as the
week proceeded, but Friday sent stocks back on the rise as a
downtrodden employment report boosted investor hopes that the Fed will
take further steps to stimulate the economy. The S&P 500, Dow Jones
Industrial Average, and NASDAQ Composite indices finished the week
up 1.65%, 1.63%, and 1.31%, respectively.
Pessimistic expectations sent shares of aluminum maker Alcoa, Inc. (AA)
stumbling on Monday, with some analysts fearing that forecasts for the
company were unrealistic ahead of its earnings report on Thursday.
Sentiment improved as the week proceeded, with the stock surging after
the company reported better-than-expected third quarter profits and
increased its projection for global aluminum demand in 2010. Alcoa,
which gained the most in the Dow Jones on Friday, jumped 5.4% on the
week.
Shares of software giant Adobe Systems Inc. (ADBE) dropped 5.93% on
Friday after the Wall Street Journal published an article dismissing
rumors that Microsoft Corp. (MSFT) might attempt to acquire the
company. The article was poignant in asserting that the deal would be a
disaster, claiming that such a merger could even help competitor Apple
Inc. (AAPL).
Mexican stocks closed this week at the highest level of all time, reacting
favorably to the weak U.S. employment report and the strong rally in U.S.
markets. The local IPC Index that tracks the 35 most active Mexican
stocks was up 0.6% to finish at 34,464.82.
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Reduced crop forecasts from the U.S. Department of Agriculture and a
weakening dollar fueled a surge in commodity prices on Friday. On
Friday, corn futures soared 6% to a 2-year high of $5.28 per bushel,
driving wheat and soybean prices higher as well. According to
Bloomberg, these grains experienced the maximum daily gain allowed by
the Chicago Board of Trade. Gold futures rebounded Friday on
increased expectation for another round quantitative easing by the Fed.
Investors continue to seek gold as a hedge against expected inflation
and to transition away from currencies into “hard assets”.
The dollar continued to depreciate against major currencies on Friday,
down over 7% in six weeks. Additional quantitative easing by the
Federal Reserve would push the dollar lower. While a lower U.S. dollar
is good for domestic exporters, other countries are also beginning to take
proactive steps to lower the value of their local currencies. Countries
such as Japan and China are attempting to artificially lower their currency
to protect their exporting economy prompting many to worry about a
potential currency war.
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Treasury Secretary Timothy Geithner criticized France for opposing
recent European Union proposals for better regulation in the hedge-fund
industry. The proposal would allow non-European hedge-fund managers
to operate across the EU under the same regulatory conditions as
European funds. France argued that non-European funds would not
benefit from the same degree of protection. Geithner voiced concern that
this could lead to unfair competition and discrimination against nonEuropean funds.
Prior to the financial crisis, the private-equity industry made headlines by
completing “mega-deals”. With refinancing and borrowing costs falling,
larger corporations are better able to recapitalize themselves without the
assistance of buyout shops. The industry may remain a focused, niche
market on smaller deals for the foreseeable future.
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Economic Update
Consumer sentiment pulled back early this month, according to the latest
Thomson Reuters/University of Michigan Surveys of Consumers.
Reuters reported that consumers’ appraisal of government economic
policies declined to the weakest level in nearly two years. In addition,
sentiment toward the current state of the economy reached the lowest
level since November 2009. Despite this weakening, data released by
the U.S. Census Bureau reflected a 0.6% gain in September retail sales,
7.3% higher than one year ago. Increased sales primarily reflected a
surge in auto sales. Separately, the Census Bureau reported that
manufacturer and trade inventories climbed 0.6% in August, marking
another modest gain. Indeed, U.S. consumers have continued to spend.
The Commerce Department reported that the U.S. international trade
deficit increased to $46.3 billion in August, as exports climbed $0.3 billion
and imports surged $4.1 billion. Imports were primarily led higher by
consumer goods, capital goods, and auto-related goods. U.S. exports of
capital goods decreased $1.5 billion.
Minutes from the September 21 Federal Open Market Committee
(FOMC) meeting were released Tuesday showing disagreement between
committee members of when to initiate another round of quantitative
easing. Some members wished to act soon while others wanted to wait
for additional economic data confirming it is in fact needed. The Fed
remains confident in saying the “economic recovery was continuing,
albeit slowly.” Committee members made it clear that low inflation is now
of primary concern and that interest rates will stay near zero for an
“extended period.”
Gauges of inflation released this week by the U.S. Department of Labor
continued to reflect disinflation, or declining inflation, in September. The
Consumer Price Index (CPI) advanced 0.1% for the month, up 1.1% in
the last twelve months and lower than levels typically supportive of
economic growth and price stability. Excluding food and energy, CPI
remained flat in September, which resulted in a 0.8% annual increase.
The Producer Price Index increased 0.4% last month—the index posted
a 4.0% increase since September 2009.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, National Bureau of Economic Research, the Institute for Supply
Management, the National Association of Realtors.
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U.S. Treasuries finished the week lower, driving yields on the 30-year
bond to a two-month high amid growing confidence the Federal Reserve
will succeed in stoking economic growth. Chairman Bernanke
commented on Friday that more monetary stimulus may be needed,
suggesting additional quantitative easing. Meanwhile, the spread, or
difference in yields, between 10-year Treasury Inflation-Protected
Securities (TIPS) and 10-year Treasury notes touched 2.14%, the widest
level since mid-May. Investors track the 10-year TIPS “breakevens” as a
gauge of the market's long-term inflation expectations. They were as low
as 1.50% in late August on fears that the economic recovery may slowly
peter out. In the forwards market, the five-by-five-year TIPS breakevens,
or five-year inflation outlook, recently pushed close to 270 basis points,
according to Reuters. However, overall demand for bonds remains
robust as this week’s 30-year Japanese Government Bond auction was
the strongest in eight years, with a sub-2% yield and a bid to offer ratio of
5.4.
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Investors with longer time horizons continue to search for higher-yielding
securities above current Treasury yields. Demand for alternative fixed
income securities such as municipals, investment grade corporates, high
yield bonds, and foreign bonds remains robust.
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Strong performance in the technology sector pushed domestic equity
markets higher, offsetting a decline in financial stocks that can be
attributed to growing concerns regarding ongoing foreclosure
documentation issues. Major indices traded higher throughout most of
the week as investors were encouraged by enthusiastic reports from
several industry giants and the prospect of further measures of
quantitative easing from the Federal Reserve. Trading began to waver
as the week came to a close amid disappointing economic releases and
slumping bank stocks. The S&P 500, Dow Jones Industrial Average, and
NASDAQ Composite indices finished up 0.95%, 0.51%, and 2.78% for
the week, respectively.
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S&P Equity Research lowered its investment rating on Bank of America
Corp. (BAC) from “strong buy” to “hold”, claiming that the institution is
less prepared than its peers for potential future mortgage repurchase
demands. Shares of the bank fell 9.09% on the week. J.P. Morgan
Chase (JPM) shares finished down 5.49% after the company reported
that third-quarter revenue did not meet analyst predictions, despite
showing improved profit. Wells Fargo Company (WFC) and Citigroup
Inc. (C) also declined, falling 9.13% and 5.73%, respectively.
Google Inc. (GOOG) led technology stocks higher, jumping 12.14% this
week after reporting earnings on Thursday that exceeded analyst
forecasts. The Internet giant, which posted third quarter revenue of $5.5
billion, retains a dominate position in the online-ad market and predicts
heavy growth in its display, mobile, and video segments.
Shares of St. Joe Corp. (JOE) declined after David Einhorn, a shortselling hedge-fund manager at Greenlight Capital, said the company
could write-down or take impairments on some of their assets. Apollo
Group Inc. (APOL), which reported third quarter earnings that were
mostly in-line with expectations, withdrew earnings guidance for 2011
adding to the uncertainty surrounding the company and for-profit
education as an industry.
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The U.S. dollar rallied on Friday causing a sell off in commodities. On
Friday, the dollar ignored further confirmation from Fed Chairman Ben
Bernanke that quantitative easing is likely and rebounded off 15-year
lows against a basket of currencies. However, for the week, gold
appreciated $21.70, or 1.61% to settle at $1369.60 per ounce as
currency concerns continue to propel investors into precious metals.
Crude oil declined for the week after inventory reports proved demand for
petroleum products fell to the lowest level in a year and investors sold
the commodity to take profits from September’s strong rally. However,
new data released early in the week indicated China imported 5.67
million barrels of crude oil in September, its highest monthly total. OPEC
expanded its forecast for global oil demand growth and expects growth to
continue throughout 2011.
According to the Wall Street Journal, cotton prices were trading at the
highest point since the commodity began trading on an exchange 140
years ago before settling slightly lower. Post-recession demand
increases and low inventories mixed with supply shortages keep
propelling the commodity higher. Mills and merchants are likely to pass
along higher costs to end consumers. Early in the week, corn rose to a 2year high on increased buying stemming from supply concerns. Also,
corn demand broadened this week after the administration approved a
request from ethanol producers asking for higher concentrations of
ethanol in gasoline.
According to BarclayHedge, hedge funds have recouped all losses
suffered from the financial crisis, in part due to a surging equity market
during the month of September. The Barclay Hedge Fund Index gained
3.63% in September, advancing past the prior high water-mark
established at the end of October 2007.
Private equity giant Blackstone Group, along with Silver Lake Partners, is
exploring an opportunity to team with AOL Inc (AOL) to purchase Yahoo
Inc. (YHOO). AOL has a much smaller market capitalization than does
YHOO and would benefit from the assistance of private equity firms. A
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Economic Update
The central bank of China announced on Tuesday that it would raise key
interest rates by a quarter percentage point, catching investors by
surprise and sending global stock, currency, and commodity markets into
a sell-off. The increase marks the first move in Chinese rates since they
were cut in December 2008, signaling that the country aims to slow the
rising wages, real estate prices, and food prices that have resulted from
the rapid growth of China’s economy. Broad expectations for growth in
the Chinese economy were slightly diminished after the announcement,
though some investors interpreted the policy as a sign of confidence for
the global economy.
Treasury Secretary Timothy Geithner, in an interview with the Wall Street
Journal, stated that he would use the meetings of the G-20 this weekend
to begin establishing some standards regarding exchange-rate policy and
to take steps toward rebalancing the world economy as to make it less
dependent on U.S. consumers. Geithner suggested to the finance
ministers that countries should implement policies to reduce their current
account imbalances below a specified share of national output as a
method of pressuring surplus countries (such as China) to allow their
exchange rates to rise. The proposal received a mixed reception, with
those in opposition claiming that setting numerical economic targets is
not a realistic solution.
The Conference Board’s index of leading economic indicators rose 0.3%
for the month of September, signaling expectations for mild economic
growth in the coming months. Continued strength in interest rate
spreads, decreases in initial jobless claims, and a steady money supply
contributed to the positive forecast.
September housing starts came in above consensus estimates, rising by
0.610 million units, or 0.3%. The increase can be attributed to a 4.4%
gain in single-family starts. From a regional perspective, the South and
Northeast rose 4.8% and 2.9%, respectively, while the Midwest and West
lost ground for the month. While the overall level remains weak, many
analysts and economists believe housing may have hit a “post-tax credits
bottom.”
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, National Bureau of Economic Research, the Institute for Supply
Management, the National Association of Realtors.
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For the week, short dated Treasuries rallied modestly, while long dated
government obligations fell back. Yields on long dated Treasuries
continued to advance as talk of additional quantitative easing pushes
inflation and inflation expectations higher. Higher inflation raises the
opportunity cost of holding long-term debt. On Friday, Treasury prices
retreated as it became apparent that the Federal Reserve will purchase
Treasury bonds in smaller increments instead of one large injection.
Corporate bond new issuance activity remains elevated. According to
Bloomberg, company bond offerings surged 27% this week as firms took
advantage of historically low borrowing costs. Typically, new debt
issuance slows during earnings season but companies are instead
choosing to borrow as investor demand for bonds with yields greater the
U.S. Treasury debt remains insatiable. Wal-Mart (WMT) recently issued
three-year notes with a coupon of 0.75% and five-year bonds with a
coupon of 1.5%—the lowest rates on record for both maturities. Many
industry experts expect companies that reported earnings above
expectations to issue new debt while sentiment is still high.
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Stocks posted their third straight weekly gain, pushed higher by strong
earnings reports and details from the Federal Reserve reporting that U.S.
economic activity continued to rise. The Dow Jones Industrial Average
(DJIA) ended at 11,132.56, a gain of 69.78, or 0.63%, this week. The
broader S&P 500 gained 6.24 points, or 0.53%, to end at 1,182.56,
The technology-heavy Nasdaq Composite gained 0.80% on Friday after
positive earnings news from Chinese search engine Baidu.com (BIDU)
and flash memory maker Sandisk (SNDK) both posted profits that beat
analyst estimates and raised their forecasts. Friday's gain brought the
Nasdaq Composite to a 0.43% gain for the week.
Boeing Co (BA) reported strong third-quarter results on Wednesday
giving the company’s shares a 3.3% lift. Management raised its 2010
forecast on strong expected performance from its commercial services
and production business as well as its defense business.
Financial stocks posted strong sector gains this week, boosted by
positive third quarter earnings reports from Wells Fargo (WFC). The
company reported third quarter net income of 60 cents a share, higher
than the 55 cents forecast by analysts. Wells Fargo gained 10.88% this
week as the company’s earnings report overcame news that a group of
investors, including the Federal Reserve Bank of New York and Pimco,
were pressuring Bank of America (BAC) to repurchase at par some home
loans bundled into privately-issued mortgage-backed securities.
MarketWatch reported that the repurchases, known as “putbacks,” would
likely weigh on bank profitability.
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Still reeling from the worst drought in nearly half a century, Russia
extended their grain export ban to July 1, 2011. The ban was prolonged
to promote the stability of their domestic food market. Almost one third of
Russia’s grain crop was ruined. For the week, gold futures fell $41.30, or
3.02% to settle at $1328.30 per ounce. The precious metal fell back after
China raised key interest rates for the first time since 2007. Also, the
U.S. dollar saw a weekly gain against a basket of currencies for the first
time in six weeks, further eroding demand for gold. According to
Bloomberg, the weekly decline for gold is the largest since the beginning
of July. Conflicting economic data caused dramatic price swings for
crude oil futures before settling modestly higher for the week. The most
recent inventory report showed U.S. stockpiles fell by two million barrels,
continuing the decline from the 27-year high set in September.
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The European Union finalized tougher alternative investment regulations.
The new arrangement would establish a “passport system” allowing
countries outside the EU to have access to investors over the 27-nation
bloc. However, alternative investment firms will face tougher reporting
and custody requirements under the supervision of a new EU regulator.
Comparatively, in the United States, SEC Chairman Mary Schapiro was
quoted as saying new hedge fund rules set forth by the Dodd-Frank bill
will be an “enormous burden” for a “resource-constrained SEC.”
Private equity giant Kohlberg Kravis Roberts (KKR) announced a deal to
hire the prop traders from Goldman Sachs (GS). Goldman is the latest
large U.S. financial institution to terminate their proprietary trading desk
in order to comply with the recently passed “Volcker Rule.”
General Growth Properties, the second largest mall operator in the U.S.,
announced plans to emerge from bankruptcy protection on November 8.
The commercial real estate firm sought bankruptcy protection nearly a
year and a half ago when it was unable to restructure and refinance large
mortgage loans and corporate debt. At the time of declaration, General
Growth’s struggles sent shock-waves through the financial industry as
many large banks were creditors of General Growth.
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Economic Update
The U.S. economy expanded at an annual rate of 2.0% in the third
quarter, as shown by gross domestic product (GDP) data released by the
Commerce Department. The pace of the recovery increased from the
second quarter, led by increases in personal consumption expenditures
(PCE) and private inventory investment along with a deceleration in
imports. Strengthening PCE is encouraging because consumers
continue to spend despite mixed confidence readings and ongoing
uncertainty in labor market conditions.
The Conference Board Consumer Confidence Index improved modestly
in October. The survey of 5,000 U.S. households reflected slightly
better, but still weak, expectations for the economic outlook. The
Director of The Conference Board Consumer Research Center, Lynn
Franco attributed low levels of consumer confidence to ongoing
uncertainties in the labor market. The Thomson Reuters/University of
Michigan Surveys of Consumers declined in October, reflecting the
weakest consumer sentiment in nearly a year amid a soft outlook for
economic growth.
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The National Association of Realtors (NAR) reported that sales of
existing homes increased 10% to a seasonally adjusted annual rate of
4.53 million in September—a level 19.1% below September 2009.
However, first time home buyers taking advantage of the tax credits
supported the higher levels one year ago. NAR Chief Economist
Lawrence Yun concluded that the housing market recovery should
generally continue to improve. New home sales climbed 6.6% in
September to a seasonally adjusted annual rate of 307,000, according to
the Department of Commerce. The S&P/Case-Shiller Home Price
Indices showed a decline in national home prices in August, with annual
growth rates decelerating in 17 of the 20 largest U.S. metropolitan areas.
The Commerce Department reported that new orders for durable goods
advanced 3.3% in September—marking an increase in two of the past
three months. However, new orders increased just 0.8% when excluding
transportation. Non-defense orders for capital goods climbed 8.6%.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, the National Association of Realtors, Standard & Poor's, The Conference
Board, Thomson Reuters.

*Core CPI excludes energy and food prices from the calculation of the Consumer Price Index
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Largely attributable to a flight-from-safety trade, the riskier sectors in the
broad fixed income markets posted sharply higher returns in September.
Noteworthy gainers included global treasury ex U.S. (1.67%), U.S.
corporate high yield (2.51%) and emerging markets (1.46%). TIPS also
performed well gaining 2.36% for the month as market participants bet
that quantitative easing will lead to increased inflation exceptions.
Sectors considered the safest fell for the month, with long Treasuries
dropping 5.58% and municipal bonds losing 0.32%.
In a sign that higher inflation expectations are gathering speed, the
spread, or difference in yields, between 10-year TIPS and similar
maturity Treasuries widened by 0.34%, a considerable move in this
measure. Investors use this measure as a gauge of trader expectations
for annualized CPI inflation over the life of the securities. Adding to
inflation pressures, a recent $10 billion sale of five-year TIPS drew a
yield of -0.55%, the first ever negative yield at a Treasury auction, as
investors bet that the securities will have an overall positive total return
as inflation increases.
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October was a strong month for domestic equities, with the S&P 500 and
the Dow Jones Industrial Average indices finishing up 3.69% and 3.06%,
respectively. The NASDAQ Composite Index posted an impressive
5.86% increase for the month as technology stocks surged. It was the
best October for the S&P 500 since 2003, and the Dow’s best October
since 2006. The monthly climb can be partially attributed to investors’
heightened expectations that the Federal Reserve will announce further
measures of stimulus during their meeting in early November. Despite
solid performance for the month, markets experienced mixed results in
the final week amid lower-than-expected third quarter economic growth
and cautious anticipation for the forthcoming midterm elections and
Federal Reserve meeting. The S&P 500 and NASDAQ Composite
indices ended the week up 0.02% and 1.13%, respectively, while the
Dow Jones Industrial Average Index fell 0.13%.
Berkshire Hathaway (BRK.B) announced on Monday that Todd Combs, a
little-known hedge fund manager at Castle Point Capital, would join the
firm as a potential successor to Warren Buffet. Though Buffett claims he
has no intention of stepping down in the near future, he has laid out a
plan that upon his departure would split his position into a CEO role and
approximately three investment chiefs. Shares of Berkshire dropped
4.54% on the week.
3M Company (MMM) fell 6.88% this week after dilution from three recent
acquisitions led the company to narrow its 2010 profit target. Chevron
Corp (CVX) ended the week down 2.31% after releasing disappointing
profits resulting from increasing expenses and decreasing production in
the United States. Microsoft Corp (MSFT) posted profit that climbed 51%
on the success of its Windows 7 operating system and Office 2010
software suite, pushing the stock up 5.09% on the week. Microsoft was
the best performing stock in the Dow this month, rising 8.86% in October.
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In recent months, commodities have been sent higher, largely due to a
historically weak dollar. While the descent of the dollar has slowed in
recent days, a report on CNBC.com suggests Japan may continue to fuel
the rise. Japan’s ruling Democratic Party proposed using excess
currency reserves to buy scarce global commodities and invest in
domestic resource development. The report mentions that “governments
are becoming more alert and innovative about what resources they have
to pursue national interests.” Broad commodity demand is likely to
remain elevated in the near- and intermediate-term.
To conclude the month of October, gold advanced higher in the final
week of the month on renewed currency risk and inflation concerns.
Worries of a potential currency war dominated headlines as countries
attempted to artificially deflate their currency to maintain an exporting
advantage. This caused investors to flee currencies, instead directing
assets toward “hard assets” to maintain a store of value. Talk of
additional bond purchases by the Federal Reserve spooked inflation
fears, sending investors to precious metals. Crude oil traded up and
down throughout the entire month but was finally able to weaken the
recently strong correlation to equities. While the U.S. is still in a supply
glut, inventories have been improving in recent weeks confirmed by an
unexpected decline in gasoline inventories in the final week of the month.
While it was recently reported by BarclayHedge that the hedge fund
industry finally recouped losses from the financial crisis, a separate
report from FinAlternatives shows 45% of hedge fund firms have at least
one fund below its high water mark. The significance of the high water
mark is that hedge funds typically cannot charge performance fees until
all losses are recouped.
Data furnished by Ernst & Young indicates that the surge in private equity
backed IPOs declined in Q3. The market value of trade-exits by private
equity firms decreased 34% when compared to Q2. Most industry
experts expected a continued increase in deals as firms try to trim
portfolios, raise new cash, and return to profitability.

Weekly Change
2.0%
1.5%
1.0%
0.5%
0.0%
-0.5%
-1.0%
-1.5%
-2.0%
-2.5%
DJ UBS Index

Year to Date Change
18.0%
16.0%
14.0%
12.0%
10.0%
8.0%
6.0%

Current1

Change

1,328.30

1,358.80

2.30%

82.00

81.40

-0.73%

2.0%

Copper

380.90

374.55

-1.67%

0.0%

Sugar

28.22

29.12

3.19%

HFRX Equal Wtd. Strat. Index

1,147.77

1,149.37

0.14%

HFRX Equity Hedge Index

1,172.12

1,164.21

-0.67%

985.42

994.65

0.94%
-0.61%

Gold
Crude Oil Futures

HFRX Equity Market Neutral
HFRX Event Driven

1,373.62

1,365.30

HFRX Merger Arbitrage

1,493.03

1,499.06

0.40%

Dow Jones UBS Commodity Index

144.84

147.27

1.68%

FTSE/NAREIT All REIT

134.14

131.56

-1.92%

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.

HFRX Equal Wtd Index

Source: Dow Jones, National Association of Real Estate Investment Trusts, Hedge Fund Research

Previous Week

Issue

NAREIT

4.0%

DJ UBS Index

NAREIT

HFRX Equal Wtd Index

Source: Dow Jones, National Association of Real Estate Investment Trusts, Hedge Fund Research

MainStreet Advisors performance results reflect time-weighted rates of returns based upon MainStreet Advisors proprietary trading
strategies. 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 MainStreet Advisors provides investment 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.
120 North LaSalle Street Suite 3750
Chicago, Illinois 60602
312.223.0270 direct
312.223.0276 fax
www.mainstreetadv.com

MainStreet Advisors

MainStreet Advisors
Financial Market Update

November 5, 2010
[page 1]

Economic Update
In a widely anticipated move, the Federal Open Market Committee
(FOMC) announced its plans for further quantitative easing on
Wednesday. The FOMC acknowledged the subdued pace of the
economic recovery and that while household spending has increased,
employment, income, housing wealth, and tight credit all continue to
hamper growth. In an effort to promote stronger economic growth and
preferred levels of inflation, the Fed will purchase another $600 billion of
short- and intermediate-term U.S. Treasuries over the next seven
months, giving them considerable flexibility. According to Former Fed
Governor Randy Kroszner, the plan to gradually inject $75 billion per
month effectively implies that the Fed intends to hold key interest rates
steady through the end of the second quarter.
Non-farm payroll employment increased more than expected in October.
The U.S. Department of Labor announced Friday that payrolls added
151,000 jobs for the month; the unemployment rate, however, remained
unchanged at 9.6%. According to the report, the increase in jobs largely
reflected hiring in mining and service-providing industries. Earlier in the
week, data released by the Bureau of Economic Analysis, showed that
personal spending increased 0.2% in September from the previous
month while personal income decreased 0.1%. Adjusted for inflation,
personal spending increased 0.1% for the month. The personal savings
rate, as a percentage of disposable personal income, declined for the
second consecutive month, falling from 5.6% to a 5.3% rate.
The manufacturing sector continued to expand in October. The Institute
for Supply Management (ISM) Purchasing Managers Index (PMI)
increased to a reading of 56.9, reflecting accelerating growth. Composite
indexes for new orders, production, and employment also increased at a
faster rate. ISM also reported that the Non-Manufacturing Index (NMI)
increased, reflecting accelerating growth in the sector. Business
activity/production, new orders, and employment composite indexes also
showed increasing rates of expansion. Regarding survey respondents,
ISM concluded that the “trend of the overall comments indicates that
there are signs of economic stabilization.”
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, the Institute for Supply Management.
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U.S. Treasuries finished the week mixed, with the long-end falling and
short to intermediate term notes rallying. The long-bond sold off
considerably after the Federal Reserve announced that only 4% of the
$600 billion quantitative easing program would be devoted to maturities
of 17 to 30 years. At the same time, investors have been selling the 30year bond amid concerns that the Fed’s stimulus plans may eventually
lead to long-term inflation, which erodes real returns -particularly on
longer dated securities. Due to the asymmetrical demand in the
Treasury market, the spread, or difference in yields, between 10-year
notes and 30-year bonds widened to the highest level on record. Many
analysts feel the yield curve may widen even further in what’s known as
a “bear steepener” wherein long-term yields increase at a faster rate than
short-term government debt. A steepening yield curve often indicates
that market participants expect positive economic growth and
accelerating inflation expectations.
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In a widely publicized report, PIMCO’s Chief Executive Officer Mohamed
El-Erian said Greece is likely to default over the next three years
because budget cutting will not sufficiently reduce the country’s debt
burden. El-Erian feels the EU-IMF austerity package that rescued the
nation from immediate insolvency will ultimately prevent it from growing
its way out of the crisis and will test the political consensus.
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Markets rose to their highest levels since 2008, posting strong gains in
reaction to a Federal Reserve announcement that the monetary policy
committee would begin purchasing $600 billion in U.S. Treasury
securities. The Dow Jones Industrial Average (DJIA) gained 325.59, or
2.93%, this week to close at 11,444.08. The broader S&P 500 gained
3.60% to close at 1,225.85, while the technology-heavy NASDAQ
Composite Index ended at 2,578.98, up 2.85%.
Investors were surprised by the size of the latest round of monetary
stimulus, known as quantitative easing, and pushed the S&P 500 almost
2% higher on Thursday, the day after the announcement. The chief U.S.
equity strategist at JPMorgan Chase sees a “9 to 10 percent upside until
year end” for the stock market as the Fed continues its attempt to
stimulate the economy.
Financial stocks gained 6.39% this week after the Wall Street Journal
reported the Fed will allow big banks to increase their cash payouts.
JPMorgan Chase (JPM) gained 8.80%, while Bank of America (BAC) and
Goldman Sachs (GS) gained 7.96% and 6.17%, respectively. The S&P
500 energy sector gained 4.46% this week as oil continued to move
higher.
The U.S. announced further details in its plans to cut its share of failed
automaker General Motors from 61% to 35%, according to the Wall
Street Journal. A filing with the Securities and Exchange Commission
(SEC) reported that the government expects to issue GM shares on
November 18 at $26 to $29 a share, which puts the automaker’s value at
approximately $50 billion - just shy of Ford Motor Company’s (F) market
capitalization of $55.76 billion.
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Ali Naimi, Saudi Oil Minister, suggested early in the week that the oil
market could absorb prices as high as $90 per barrel sending oil futures
to trade near a five month high. Mr. Naimi’s updated forecast is sharply
higher than the previous estimate of $80. During the height of the
financial crisis, OPEC agreed to cut production by 4.2 million barrels a
day—nearly half of that is kept off the market today. According to the
Wall Street Journal, the threat of additional supply coming to market is
one of the reasons oil has been kept range bound for so long. Later in
the week, OPEC increased their global oil consumption forecast by
800,000 barrels a day for 2014, reasoning that the speed of the
economic recovery has been faster than anticipated. For the week, oil is
up $6.00, or 7.37% to settle at $87.40 per barrel.
Investment demand for gold continues to remain strong despite
production supply and demand factors weakening for the precious metal.
A recent WSJ article noted that jewelry sales are down, mining
companies have unwound their price hedges, and global supplies are
increasing. Despite these contrarian indicators, demand from hedge
funds, ETFs, and institutions has been robust. Following the
announcement of QE2 from the FOMC, investors sent gold, as well as
other dollar-based commodities, to another record high with the
expectation that the dollar will be sent lower. On Friday, gold nearly
breached the $1400 per ounce level before settling at $1393.90, a gain of
2.58% for the week.
According to Glocap Search and Hedge Fund Research (HFR), year-end
bonuses at hedge funds are expected to rise nearly 5% in 2010.
Kenneth Heinz, president of HFR, noted that the increase in
compensation is not as much about management and incentive fees as it
is about liquidity, transparency, and retention. He went on to note that
the compensation model of hedge funds will change as the industry
continues to evolve.
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Economic Update
At the Group of 20 summit held in Seoul, President Obama criticized
China’s intervention in the market that results in a continually weak yuan.
China and other G-20 nations attacked the Federal Reserve’s
quantitative easing, fearful that this move will weaken the dollar.
According to one of George W. Bush’s former economic advisors,
Matthew Slaughter, many leaders have questioned whether or not the
United States is “committed to global engagement.” During the summit,
the U.S. and South Korea discussed the possible free-trade agreement
that would create an increase in U.S. exports. However, the two parties
failed to reach an agreement in what would have been the U.S.’s largest
bilateral trade agreement in a decade.
The U.S. international trade deficit narrowed to $44 billion in September,
according to the Commerce Department. Exports increased by $0.5
billion and imports declined by $2.0 billion. Foods, feeds, and beverages
were the primary driver of higher exports, followed closely by an increase
in capital goods. The decline in imports was largely attributed to lower
U.S. demand for capital goods and auto-related goods.
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The U.S. Department of Labor reported that import prices increased 0.9%
in October, led higher by a 3.0% increase in fuel prices. The price of nonfuel imports increased just 0.3%. Export prices climbed 0.8% for the
month amid a 2.5% increase in agricultural export prices.
Consumer sentiment climbed early this month, as shown by the
Thomson Reuter/University of Michigan Survey of Consumers. The
greater-than-expected increase resulted in a five-month high of 69.3, but
sentiment still remains significantly below June levels. Strengthening
consumer sentiment bodes well for the upcoming holiday shopping
season. In response to the start of the Fed’s quantitative easing, the
survey indicated that consumers expect the inflation rate for the next year
to be 3.0%, up 0.3% from last month.

Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, the Wall Street Journal, Thomson Reuters

*Core CPI excludes energy and food prices from the calculation of the Consumer Price Index
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U.S. Treasuries finished the week considerably lower on speculation
European leaders will bolster the euro area’s most-indebted nations,
reducing the demand for safe-haven securities. Demand also dropped
after the Federal Reserve initiated its program to purchase $600 billion in
Treasuries within the next eight months. The Treasury market rallied in
previous months in anticipation of the Fed’s program, which is designed
to stimulate the economy. Some strategists feel market participants
“bought the rumor” and are now “selling the news.” In this investment
approach, investors buy in anticipation of an event thought to be
beneficial to the markets and then sell when this event occurs because
the good news is already reflected in the price.
Municipal credit spreads for bonds rated “A” and “AA” remain wide by
historical standards, implying that pricing in this area remains attractive.
Low yields and a steep curve have shifted the value equation decidedly
toward the intermediate end of the market, with maturities in the 2014
and 2018 range offering the best risk-adjusted returns. Investors may
avoid selling municipal bonds to lock-in capital gains at this time, as
historical evidence indicates heavy year-end selling by the retail sector.
This year-end selling frequently leads to illiquidity and very weak bids
particularly on smaller block sizes.
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Stocks dropped four out of five days this week, snapping a five-week
winning streak. The Dow Jones Industrial Average shed 251.50 points,
or 2.2%, to end Friday at 11,192.58. The broader S&P 500 lost 2.17% to
close the week at 1,199.21 while the technology-heavy NASDAQ
Composite lost 2.36%.

Weekly Change
-1.0%

The General Motors Co. initial public offering (IPO), set to price on
Monday, is rumored to be oversubscribed and may price above the high
end of the $26 to $29 offering range. The demand is so strong the
company may exercise its option to sell an additional 54.8 million shares
bringing the total number of shares offered to 419.8 million, according to
Bloomberg.

-2.0%

Technology stocks dropped on Thursday when hardware company Cisco
Systems (CSCO) announced that new orders fell short during the most
recent quarter. The company also lowered its fiscal fourth quarter
revenue growth projection to between 3% and 5%, roughly half of what
analysts expected. Cisco shares fell 16.21% Thursday on the news.
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Source: Standard & Poor's, Russell Investment Company, MSCI

In opposition to the dour news from Cisco, chip maker Intel (INTC)
announced on Friday that it would increase its dividend by 15% to 18
cents from 15.75 cents per share beginning the first quarter of 2011.
Intel gained 1.51% in a weak overall market and, using Friday’s closing
price, will carry a dividend yield of 3.34% over the next 12 months.
Just days after China’s central bank announced it will increase bank
reserve requirements by half a percentage point, consumer prices were
announced to jump 4.4%. The surge in inflation fueled speculation that
the People’s Bank of China will soon boost interest rates to curb the
rising inflation; investors sent the Shanghai Composite Index 4.60%
lower for the week.

Year to Date Change
20.0%

16.0%

12.0%

8.0%

Issue
Dow Jones

11.5.10
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11,444.08
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S&P 500
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-2.17%

NASDAQ

2,578.98
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-2.36%
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548.02
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Russell 1000 Growth
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-2.35%

MSCI EAFE
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MSCI EM

1,151.08

1,138.84

-1.06%

162.94

159.83
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MSCI Small Cap

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.
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Crude oil futures experienced volatile price swings this week. Oil prices
hit a two-year high on Tuesday before retreating due to a strengthening
dollar. On Wednesday, crude oil settled at $87.81 per barrel, another
two-year high, in large part due to a surprising inventory report. The
Energy Information Administration (EIA) reported oil inventories fell 3.4
million barrels—the largest week-to-week decline in since early July. A
Dow Jones Newswire survey predicted inventories would rise. To
conclude the week, oil declined on concerns that China may raise
interest rates to curb growth. If China does raise rates and attempts to
reduce growth, their demand for commodities is likely to decline as well.

Weekly Change
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Broad commodities, as measured by the Dow Jones-UBS Commodity
Index, experienced its largest single day decline since February 2009. If
China tightens monetary policy, it would swiftly counteract the effect of
QE2 on commodities markets. Softs, precious metals, energy and
agricultural commodities all declined Friday. Even though China is a
large importer of U.S. agricultural products, significant supply concerns
also compounded declines.
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In contrast from comments released from OPEC last week, the
International Energy Agency (IEA) warned higher energy prices may
threaten the economic recovery. According to Eduardo Lopez, senior oil
demand analysts at the IEA, higher oil prices may derail the recovery and
that as global growth slows, “prices should either stabilize or go down.”
European sovereign debt concerns pushed investors towards gold early
in the week. Gold managed to ignore the inverse relationship to the
dollar and rise despite the dollar also rising. Debt concerns in addition to
G-20 currency discussions pushed the precious metal above $1,400 per
ounce for the first time. However, on Friday, gold futures sank on
China’s potential interest rate move—the most actively traded contract
dipped $37.70, or 2.7%.
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Change

1,393.90

1,365.50

-2.04%
-2.88%

87.40

84.88

Copper

397.00

389.80

-1.81%

Sugar

31.76

26.21

-17.47%

HFRX Equal Wtd. Strat. Index

1,154.70

1,161.54

0.59%

HFRX Equity Hedge Index

1,177.14

1,186.56

0.80%

996.25

1,006.98

1.08%
0.30%

HFRX Equity Market Neutral
HFRX Event Driven

1,365.57

1,369.61
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1,502.47

1,512.00
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Dow Jones UBS Commodity Index

153.21

147.80

-3.54%

FTSE/NAREIT All REIT

136.71

132.67

-2.96%

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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Economic Update
Federal Reserve Chairman Ben Bernanke spoke twice at the European
Central Bank Central Banking Conference in Frankfurt, Germany on
Friday. Bernanke argued that trade imbalances cannot adjust due to
strategically undervalued currencies in China and other emerging
markets. He also defended the Federal Open Market Committee’s
(FOMC) recent implementation of quantitative easing in order to support
economic recovery. The Fed projects that “economic growth will pick up
and unemployment [will] decline somewhat in the coming year.”
Meanwhile, data released earlier this week showed continued
improvements in the consumer sector. The U.S. Census Bureau
announced that retail sales increased 1.2% in October. The level
represents a 7.3% increase from October 2009, a welcome increase
ahead of the holiday shopping season.
The Producer Price Index (PPI) increased 0.4% for the third consecutive
month in October amid a 4.3% rise in crude goods. Excluding food and
energy, prices fell 0.6%. The U.S. Department of Labor reported that the
Consumer Price Index (CPI) advanced 0.2% in October, up 1.2% since
October 2009. Excluding food and energy, prices remained unchanged
for the third straight month. Core CPI has increased just 0.6% in the last
12 months, marking the smallest annual increase since the index began
in 1957.
The National Association of Home Builders (NAHB) Housing Market
Index indicated that builder confidence strengthened modestly in
November. NAHB Chairman, Bob Jones, explained that the increase is
encouraging, particularly because builders have seen the quality of
buyers improve. Meanwhile, the U.S. Census Bureau reported that
housing starts slipped 11.7% below September levels to a seasonally
adjusted annual rate of 519,000 — 1.9% below one year ago.
The Conference Board Leading Economic Index rose 0.1% in October,
up for the third consecutive month. Some economists at The Conference
Board commented that the pace of the economic recovery is slow but the
upward trend in the index is a positive sign for expansion in the near
future.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, the Wall Street Journal, the National Association of Home Builders, The
Conference Board.
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Yields on municipal bonds soared this week, passing similar maturing
U.S. Treasuries on both the short- and long-end of the curve. Ten-year
AAA rated municipal bonds are yielding 3.11%, according to Bloomberg,
well above its 2.71% yield on November 12 and the current 2.88% yield
on the 10-year Treasury. According to the Wall Street Journal, taxexempt yields also briefly surpassed corporates mid-week. This unusual
occurrence occurred for four main reasons, which include investor
speculation about the new Republican Congress and the impact on state
budgets, whether the Bush tax-cuts will be extended, a flood of new bond
issues, and heavy selling in the bond market. Meanwhile, 30-year
Treasuries gained for the first time since early October on Friday
following the Federal Reserve’s $24 million purchase as part of its latest
round of quantitative easing, or QE2. Since QE2 began last Friday, the
Fed purchased $2.2 billion in long-term debt maturing 2028 through
2040.

Yield Curves
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Irish bonds retreated by weeks end despite a pending bailout to Irish
banks, erasing what would have been the first week of gains in more
than a month, according to Bloomberg. Allied Irish Banks Plc announced
that concerns regarding the sovereign debt crisis are largely responsible
for the 17% decline in consumer deposits so far in 2010.
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Stocks finished virtually flat this week as investor activity was driven
primarily by concerns about Ireland’s debt crisis and monetary policy in
the U.S. and China. Markets experienced their largest one-day drop in
over three months on Tuesday, with major indices dropping more than
1.59% amid growing negative sentiment stemming from possible rate
hikes in China and Ireland’s financial instability. Stocks rebounded on
Thursday as investors responded to encouraging economic data, talks of
an Irish bailout, and excitement over the General Motors Co. (GM) initial
public offering (IPO). The S&P 500 and Dow Jones Industrial Average
indices finished the week up 0.04% and 0.10%, respectively, while the
NASDAQ Composite index ended flat.
General Motors Co. (GM) announced late Wednesday that its initial
public offering the following day would be priced at $33 per share,
reflecting the top end of their projected price range. The deal marks the
second-largest IPO in U.S. history, raising $15.8 billion for the automaker
that filed for bankruptcy merely one year ago. The stock finished the
week at $34.01, up 3.06%.
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Lowe’s Companies (LOW) reduced its full-year earnings forecast, but
announced a 17% increase in third-quarter profit that sent shares up
1.84% for the week. Home Depot Inc. (HD) reported similar success,
with net income rising 21% for the third quarter paired with an optimistic
outlook for fourth-quarter results. The stock was up as much as 2.7%
before cooling off and ending the week nearly flat.

Year to Date Change

Dell Inc. (DELL) gained 2% on Friday after releasing earnings that beat
analyst expectations, highlighted by an impressive third-quarter gross
margin of 19.5%. The company attributed its upbeat performance to
beneficial component pricing and a strong corporate market.

20.0%

European stocks fell this week as the region’s recovery continues to be
threatened by the sovereign-debt crisis. The FTSE 100 index dropped
1.1% by the end of the week, punctuated by a 1.6% slide in HSBC, the
biggest bank in Europe.
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Gold futures retreated a modest $12.10, or 0.89%, for the week to settle
at $1,353.40 per ounce. The precious metal pulled back early in the
week as the U.S. dollar rallied against the euro amid concerns over
whether Ireland would be able to service its debt. The European Union
and International Monetary Fund (IMF) met to discuss a bailout package
similar to the bailout Greece received drawing investors back into gold as
the U.S. dollar pulled back. Crude oil futures experienced a more volatile
week, dipping 3.4%. Monetary tightening in China, with intent to rein in
growth, sent futures lower on lower demand expectations. Oil prices fell
to the lowest level in nearly a month before rallying on Thursday after
euro-zone debt worries subsided. On Friday, oil futures fell again after
China raised banks’ reserve requirements by 50 bps, effectively limiting
the supply of loanable funds. Sugar prices soared mid-week on fears
that India’s crop will not meet expectations after heavy rainfall hurt yields.
According to the Wall Street Journal, world stock levels are at the lowest
level in 20 years after two consecutive seasons of deficit.
RSM McGladrey’s recent research report on hedge funds indicates midsized funds are not ready to meet institutional demand. Of the 52
surveyed funds with an average AUM of $300 million, 95% believe they
can meet demands of institutional investors; however, only 22% have
more than one employee responsible for client service. Additionally, only
9% have highly automated reporting systems. Also, the research report
reveals that these mid-sized funds are not likely to meet liquidity and
reporting requirements. RSM McGladrey notes that these funds will
need to invest significant new capital in infrastructure and technology.
Morgan Stanley (MS) indicated this week that it is considering selling
several minority stakes in hedge funds in order to comply with the new
legislation. The Volcker rule limits banks’ stakes in alternatives such as
hedge funds and private equity to 3% of Tier One capital. Morgan
Stanley is latest in a long list of large banking corporations to announce
intentions of trimming profitable exposure to alternative investments.
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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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Economic Update
Data released this week by the U.S. Department of Commerce indicated
that the economy expanded at a 2.5% annual rate in the third quarter, up
from the initial estimate of 2.0%. The increase resulted primarily from a
significant deceleration in imports, combined with accelerations in private
inventory investment and personal consumption expenditures (PCE).
Strengthened PCE continued in October, climbing 0.4% from the
previous month, 0.3% when adjusted for inflation. Personal savings, as a
percentage of disposable personal income, edged slightly higher to 5.7%
— within the range of the past several months.

Economic Indicators, Quarterly Change
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Consumer sentiment rallied by the end of the month, as shown by the
Thomson Reuters/University of Michigan Surveys of Consumers. The
final index of sentiment increased 6.2% to a reading of 71.6 as
consumers responded to improved employment growth. Notably, the
index has reached this level just three times since the cycle trough two
years ago. Despite the encouraging increase in non-farm payrolls, the
survey indicated that consumers expect the unemployment rate to linger
at its current rate in the coming year. The survey also confirmed that
consumers’ personal financial prospects have not strengthened in the
past two years.
On Wednesday, the Commerce Department reported that new orders for
durable goods declined 3.3% in October, marking the second decrease
in three months. Non-defense new orders for capital goods slipped
4.5%, or $3.3 billion, while defense new orders for capital goods sank
21.3%, or $2.2 billion.
Sales activity slowed in the housing market in October. The National
Association of Realtors (NAR) announced that sales of existing homes
slipped 2.2% to a seasonally adjusted annual rate of 4.43 million, a
25.9% decline from one year ago. NAR Chief Economist Lawrence Yun
anticipates that recovery in the jobs market and affordable housing
conditions will “steadily improve to healthier levels of above 5 million by
spring of next year.” New home sales declined as well. The Commerce
Department reported that October sales posted a monthly decline of
8.1% to 308,000, marking a 28.5% decrease from October 2009.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, the National Association of Realtors., Thomosn Reuters.
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U.S. Treasury yields fell early in the week but rebounded midweek amid
signs of economic strengthening. Demand for the safety of Treasuries
faded, reducing demand at a $29 billion seven-year Treasury note
auction on Wednesday.
Encouraging signs of a bailout package for Ireland also helped curb
investors’ concerns about the sovereign debt crisis. Despite this, the
cost of protecting against potential defaults on senior notes from
European banks surged this week, according to Bloomberg. Credit
default swaps, tracked by the Markit iTraxx Financial Index climbed, with
some specific contracts for Portugal and Spain reaching five-month
highs. Standard & Poor’s downgraded Irish debt from AA- to A due to
escalating costs associated with the European Union and the
International Monetary Fund rescuing the country’s banks. Meanwhile,
Moody’s placed a number of Irish banks under review for possible
downgrades after a Monday announcement that the country’s sovereign
debt is likely to face a “multi-notch” downgrade from its current rating of
Aa2.
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Stocks ended a volatile Thanksgiving week slightly lower Friday on
continued worry about European debt concerns. The Dow Jones
Industrial Average (DJIA) ended at 11,092.00, down 1.00% or 111.55
points, while the broader S&P 500 lost 10.33 points, or 0.86%, to close
Friday at 1,189.40 while the technology-heavy NASDAQ Composite
Index ended higher for the week gaining 0.65%.
The S&P 500 lost 17.11 points, or 1.43%, on Tuesday as tensions on the
Korean peninsula soared after North Korean artillery bombarded a small
fishing village on the South Korean island of Yeonpyeong. The North
Korean barrage was in response to South Korean military exercises held
near the island earlier in the day.
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Wednesday saw an abrupt reversal from the Tuesday swoon with the
S&P 500 gaining 17.62 points or 1.49% on news that incomes rose in
October, consumer spending climbed for a fifth consecutive month, and
initial unemployment claims were lower than economists expected.
On Friday investors shook off anecdotal evidence of a strong “Black
Friday” shopper turnout over continue concern regarding the debt crisis in
Ireland. The S&P 500 erased half of Wednesday’s gain, shedding 8.95
points, or 0.75%.
Reacting to the Irish debt crisis, stocks in Europe plunged this week with
the Euro Stoxx 50 Index dropping 3.82%. Stocks in Asia were mixed
with Japan’s Nikkei 225 Index gaining 0.17% and China’s Shanghai SE
Composite Index losing 0.28% for the week.
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Commodities finished mostly higher this week, breaking a two-week slide
as the Dow Jones-UBS Commodity Index rose 0.86%. Crude oil futures
were led higher by bolstered economic optimism stemming from a large
drop in U.S. jobless claims and an increase in consumer spending. Oil
surged over 3% on Wednesday following the Labor Department’s
announcement, receding slightly later in the day after the Energy
Department reported a moderate increase in domestic inventories last
week. Gold contracts experienced volatility as a flurry of flight-to-safety
investment early in the week pared amid a strengthening euro and
easing concerns regarding events in Korea. Gold has gained nearly 26%
this year, reaching a record high of $1,424.30 earlier this month;
contracts ended the week priced at $1,359.60. Supply concerns sent
copper on its biggest two-day fall since June this week, as a strike at the
world’s fourth-largest mine sent investors in search of other metals.
China’s regulations to slow economic growth have also weighed on
copper, invoking questions about the stability of demand for the metal.
Contracts lost 2.20% by the end of trading Friday.
Some of the world’s top hedge funds could soon face criminal or civil
charges as a three-year-long investigation into a series of insider-trading
cases hits the courtroom. Conducted by the Federal Bureau of
Investigation, the Securities Exchange Commission, and the U.S.
Attorney’s office, the probe involves the targeted hedge funds potentially
having advanced knowledge of mergers and the use of expert networks
by the firms. Jana Partners and TPG-Axon Capital Management are
among the dozens of hedge funds that have been subpoenaed. The
case could conclude as the largest of its kind in U.S. history.
Commercial real estate prices, as measured by the Moody’s/REAL All
Property Type Aggregate Index, gained 4.3% in September, marking the
first increase since May and the largest on record for the index. The
surge was led by the apartment and retail sectors.
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Economic Update
On Friday, the U.S. Department of Labor reported that non-farm payrolls
added 39,000 jobs in November amid gains in the temporary help
services and the health care sector. The unemployment rate, however,
increased slightly to 9.8% following a 9.6% rate for three consecutive
months. The average duration of unemployment remained essentially
unchanged at 33.8 weeks.
Ahead of the holiday season, The Conference Board Consumer
Confidence Index advanced again in November. The survey of 5,000
U.S. households indicated that consumer morale is at its highest in five
months. Consumers’ assessment of current economic conditions and
the job market remained essentially flat, but expectations for the
economy over the next six months have strengthened. Consumers
anticipating improved business conditions in the coming months
increased to 16.7%; those expecting conditions to deteriorate decreased
to 12.1%.
In the U.S., the Institute for Supply Management (ISM) Purchasing
Managers’ Index (PMI) increased in November, reflecting expansion in
the manufacturing sector for the 16th consecutive month. Ten of the 18
industries surveyed reported growth for the month. Composite indexes
for new orders, production, and employment all grew at a decelerating
pace. Many survey respondents noted concerns about increasing pricing
pressures. Separately, the Fed released the November Beige Book on
Wednesday, which reflected that the manufacturing sector continued to
strengthen in almost all of its 12 Federal Reserve Districts. The ISM NonManufacturing Index showed the sector expanded at a faster pace for the
month, despite slowing growth in business activity and production.
Encouraging economic data drove global financial markets midweek.
Investors responded well to strong manufacturing activity in China and
Germany, improved consumer confidence in the U.K., and expectations
for the European Central Bank to take more robust actions to curb its
sovereign debt crisis. On Thursday, however, Eurostat released GDP
data that showed the Euro Zone grew 0.4% from the second to the third
quarter and 1.9% since Q3 2009.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, the Institute for Supply Management, Markit Economics, EuroStat.
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After a string of recent positive economic reports, Treasuries rallied on
Friday after the Labor Department announced jobs growth in November
that missed consensus estimates and reignited concerns about the
strength on the economic recovery. Treasury notes maturing five-years
and less rose and long-dated Treasuries lost momentum. This caused
the yield premium between the 10- and two-year notes to reach the
highest level in six months, according to the Wall Street Journal. Yields
on the two-year Treasury note retreated to 49 basis points, still
significantly higher than a month ago.
Record investor demand for speculative-grade issuance, or junk bonds,
seen in September and October faded in November. Junk bond
issuance has totaled $269 billion so far this year, as reported by
Bloomberg. Reduced demand in November coincided with escalating
concerns about the European sovereign debt crisis, which eased late
month as bailout plans became clearer. Junk bond issuance in the final
days of the month suggests this riskier trade has returned.
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Stocks had a strong start to the month of December, paring losses from
the final two days in November and sending each of the major indices up
over 2% for the week. Markets started the week lower as concerns over
European sovereign debt overshadowed optimism resulting from
stronger domestic retail demand. The first trading session of December
pushed stocks into an upswing amid upbeat economic reports and news
that the U.S. would support extending the European Financial Stability
Facility through the International Monetary Fund. The rally continued
through the end of trading Friday, with the S&P 500, Dow Jones
Industrial Average, and NASDAQ Composite indices finishing up 2.97%,
2.62%, and 2.24% for the week, respectively.
Walgreen Company (WAG) reported an increase in same-store sales of
3.2% for November, beating analyst forecasts. The company attributes
the jump to a shift in its calendar and the stability of its pharmacies. The
stock ended the week up 9.44%. Apollo Group Inc. (APOL) climbed
5.57% this week, rising with other for-profit schools after the Labor
Department released data reflecting a 9.8% unemployment rate in
November.
Starbucks Corporation (SBUX) will enter arbitrage proceedings with Kraft
Foods Inc. (KFT) regarding the coffee company’s intentions of ending a
distribution deal with Kraft. The 12-year-old disputed agreement deals
with Kraft handling the distribution of bagged Starbucks coffee in retail
stores. Shares of Starbucks jumped 5.07% this week, contributing to an
impressive year-to-date return of 41.89%, while Kraft stock finished the
week relatively flat.
Caterpillar Inc. (CAT) surged 6.24% this week, reaching a 52-week high
of $89.37 during trading on Friday. The company, which is the largest
heavy-equipment manufacturer in the world, has used growth in
emerging economies and exposure to commodities to fuel its strong
performance. Caterpillar has gained over 56% this year, more than any
other stock in the Dow Jones Industrial Average.
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Commodities concluded the week in positive territory as the Dow JonesUBS Commodity Index rose 5.10 % by the close of trading Friday.
Cotton futures experienced the largest weekly gain in nearly 39 years,
surging nearly 18% on increasing concerns that the Indian government
will limit cotton-yard shipments in an attempt to increase supply and
stabilize prices. Crude oil futures hit a new two-year high on Friday
despite weakness resulting from a lackluster U.S. employment report,
with a fall in the U.S. dollar helping to boost contracts 6.72% by the end
of the week. Gold benefitted from the situation as well, jumping 4.14%
as investors fled to the precious metal as a safety investment.
The Wall Street Journal reported that the federal investigation that is
sweeping the nation regarding insider trading at major hedge funds could
be focused on health care deals. The article stated that the hedge funds
under scrutiny invested in health-care companies whose stocks rose in
price after mergers were announced. The investigation has also pulled
into question two well-known mutual fund companies, Janus Capital
Group Inc. and Wellington Management Co. While not targets of the
case, the companies were questioned about their use of “expert-network”
firms for research.
The FTSE NAREIT All REIT Total Return Index dropped 1.6% in
November, with health care REITs losing 7.3% as the worst performing
sector. The largest gains were in the retail and residential sectors, which
increased 0.9% and 1.9%, respectively. The decline in REITs can be
partially attributed to increased yields on U.S. Treasuries resulting from
concerns over the European debt situation.
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Crude Oil Futures

Previous Week

Current1

Change

1,359.60

1,415.90

4.14%

83.76

89.39

6.72%

Copper

375.30

400.55

6.73%

Sugar

28.30

29.50

4.24%

HFRX Equal Wtd. Strat. Index

1,154.20

1,156.42

0.19%

HFRX Equity Hedge Index

1,167.78

1,187.83

1.72%

HFRX Equity Market Neutral

1,016.68

1,017.89

0.12%
-0.23%

HFRX Event Driven

1,363.32

1,360.17

HFRX Merger Arbitrage

1,506.34

1,510.00

0.24%

Dow Jones UBS Commodity Index

146.34

153.81

5.10%

FTSE/NAREIT All REIT

127.92

132.27

3.40%

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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Economic Update
In a positive sign for the holiday shopping season, consumer sentiment
rallied in early December, as shown by the Thomson Reuters/University
of Michigan Surveys of Consumers. The index reflecting consumers’
assessment of current conditions surged to the highest level in nearly
two years, beating consensus estimates. Overall morale strengthened to
the best level in six months. Survey respondents indicated an improved
outlook for the jobs market.
The Federal Reserve announced this week that consumer credit
increased for the second consecutive month in October, climbing at an
annual rate of 1.75%. Revolving credit, which is largely focused in credit
cards continued to decline, falling at an annual rate of 8.4% for the
month.
The Institute for Supply Management (ISM) released its December 2010
Semiannual Economic Forecast on Tuesday, noting expectations for
continued economic recovery. ISM still expects the manufacturing to
expand at a faster pace than the non-manufacturing sector. It anticipates
revenue growth in 16 of the 18 manufacturing industries and 12 of 18 non
manufacturing industries. In addition, business investment is expected to
increase at a faster pace in the manufacturing sector than the nonmanufacturing sector.
The U.S. Department of Commerce reported that the U.S. international
trade deficit narrowed in October. A $4.9 billion increase in exports,
combined with a $0.9 billion decrease in imports, resulted in a deficit of
$38.7 billion. A $2.6 billion increase in international demand for U.S.
industrial supplies and materials led exports higher. Separately, data
released Friday by the Labor Department showed a 1.3% increase in
import prices last month. Fuel import prices rose 3.7% while non-fuel
prices edged 0.8% higher. Export prices advanced as well for the month,
climbing 1.5% amid an 8.0% surge in agricultural prices.

Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, the Institute for Supply Management, Thomson Reuters.
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Bond Market Update
U.S. Treasuries finished markedly lower for the second straight week
amid stronger than expected economic data and market positioning
before next week’s bond auctions. The ten-year yield reached a peak of
3.33% earlier in the week, the highest level in six months. All else equal,
better than expected economic data typically leads to higher growth
forecasts for the U.S. economy, reducing the demand for safe-haven
securities. Another factor that moved the market was President Obama’s
deal to extend all Bush-era tax cuts in exchange for extending federal
unemployment insurance and cutting payroll taxes. Looking ahead,
many traders expect continued volatility with dealers selling Treasuries to
lock in gains and strengthen their balance sheets, while hedge funds and
investment managers postpone purchases until January.
Separately, investors are concerned that the end of the federally
subsidized Build America Bonds program may increase yields in the longend of the muni market and place additional pressures on states and
cities with budget deficit issues. Senate democrats backing the subsidy
recently fell short in a bid to have the program extended. Build America
Bonds allowed municipalities to issue taxable debt, typically with longterm maturities, with yields commensurate to corporate bonds, creating a
strong demand for these securities. This, in turn, reduced the supply of
tax-exempt bonds, buoying prices.
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Change

3 month T-Bill

0.14%

0.14%

0.00%
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0.49%
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0.15%
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0.20%
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0.09%
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Domestic equity markets edged into positive territory for the second
consecutive week as mostly positive economic data and strength in the
technology sector overshadowed concerns about the U.S. deficit and
European debt woes. The Dow Jones Industrial Average lagged other
major indices for the week, gaining only 0.25% while the S&P 500 and
NASDAQ Composite increased 1.28% and 1.78%, respectively. Stocks
have recently exhibited uncharacteristically flat movement, with Friday
marking the fifth consecutive session that the Dow changed less than 20
points – the longest such streak in over four years.
Two Chinese technology companies held highly successful initial public
offerings (IPOs) on the New York Stock Exchange this week. Yoku.com
(YOKU), an online video company that aims to be China’s equivalent of
YouTube and Hulu, rose 42.79% this week after opening at $27, a
valuation over 100% above its IPO price of $12.80. The other company,
China Dangdang (DANG) – considered to be China’s version of
Amazon.com (AMZN) – climbed 31.89% by the end of trading Friday.
General Electric Company (GE) announced that it would increase its
quarterly dividend 17%, marking the second occasion this year that the
industrial giant has raised its payout. Shares of GE increased more than
any company in the Dow on Friday, ending the week up 5.59%. Bank of
America Corporation (BAC) led financial stocks higher, jumping 7.93%
this week after announcing that foreclosure proceedings that were
temporarily suspended were to resume. 3M Company (MMM) lost 3.01%
this week after forecasting decelerating 2011 sale volumes at existing
businesses.
Standard & Poor’s submitted changes to its S&P 500 index on Friday.
Effective after market close on December 17, The New York Times
(NYT), Eastman Kodak (EK), Office Depot (ODP), and King
Pharmaceuticals (KG) will be replaced by Netflix (NFLX), F5 Networks
(FFIV), Newfield Exploration (NFX), and Cablevision Systems (CVC).
Shares of Netflix rose 1.87% after the announcement, while the other
newly added companies surged over 3% each.
Issue
Dow Jones

12.3.10

12.10.10

Change

11,382.09

11,410.32

0.25%

S&P 500

1,224.71

1,240.40

1.28%

NASDAQ

2,591.46

2,637.54

1.78%

Russell 1000 Growth

564.96

569.38

0.78%

S&P MidCap 400

886.74

899.04

1.39%

Russell 2000

756.42

776.83

2.70%

MSCI EAFE

1,595.08

1,619.74

1.55%

MSCI EM

1,114.03

1,116.57

0.23%

158.67

162.06

2.13%

MSCI Small Cap

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.
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Alternative Investments Market Update
For the week, gold declined $28.60, or 2.02%, to settle at $1,387.30.
According to the Wall Street Journal, gold set new records and silver
traded near 30-year highs on Monday. Over the weekend, Fed Chairman
Ben Bernanke hinted that the Fed may expand its stimulus beyond the
$600 billion announced in early November, causing inflation concerns. A
compromise on an extension of the Bush tax-cuts and a potential interestrate increase in China caused gold to pull back late in the week. Crude
oil futures retreated $1.64, or 1.83%. Oil finished up on Monday, just shy
of $90 per barrel despite a rising U.S. dollar. The U.S. Department of
Energy reported a larger-than-expected rise in gasoline inventories
causing crude to pull back.
According to the Wall Street Journal, U.S. regulators are considering
limiting the amount a single trader can bet in energy, metals, and
agricultural markets. The number of contracts for individual commodities
now exceeds mid-2008 levels. Speculative investors, as compared to
users or producers of the commodity, are controlling a growing portion of
the market and are largely responsible for surging prices and volatility in
commodities markets. Regulators are contending that increased
speculation makes it more difficult for users and producers to manage
risk and renders traditional factors, such as supply and demand, useless.
Last week the Federal Reserve Bank of New York indicated that hedge
funds were among the largest beneficiaries of a federal bailout program
designed to inject liquidity into the asset-backed securities (ABS) market.
The program, the Term Asset-Backed Securities Loan Facility (TALF),
lent $71 billion according to FINalternatives. Other alternatives
investment firms, outside of hedge funds, were participants in the
programs. More than 60% of the loans have been paid in full, while $29
billion remains outstanding.
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Gold
Crude Oil Futures

Previous Week

Current1

Change

1,415.90

1,387.30

-2.02%
-1.83%

89.39

87.75

Copper

400.55

411.80

2.81%

Sugar

29.50

29.13

-1.25%

HFRX Equal Wtd. Strat. Index

1,156.42

1,162.35

0.51%

HFRX Equity Hedge Index

1,187.83

1,212.16

2.05%

HFRX Equity Market Neutral

1,017.89

1,021.08

0.31%
-0.04%

HFRX Event Driven

1,360.17

1,359.61

HFRX Merger Arbitrage

1,510.00

1,512.77

0.18%

Dow Jones UBS Commodity Index

153.81

153.42

-0.25%

FTSE/NAREIT All REIT

132.27

129.71

-1.94%

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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Economic Update
The Conference Board Leading Economic Index climbed for the fifth
consecutive month, climbing 1.1% in November after a 0.4% increase the
previous month and a 0.6% gain in September. According to The
Conference Board, this is “an early sign that the expansion is gaining
momentum and spreading.” Indeed, consumers have continued to spend
despite ongoing concerns. In an encouraging sign before the holiday
shopping season, retail sales exceeded consensus estimates in
November. The U.S. Census Bureau reported that total sales climbed
0.8% from the previous month. Excluding autos, sales increased 1.2%
after rising 0.8% in October.
The U.S. Department of Labor reported that the Consumer Price Index
(CPI) gained a seasonally adjusted 0.1% in November. In the last year,
prices advanced 1.1% before seasonal adjustment. Core CPI, which
exclude the impact of food and energy prices, increased 0.1% for the
month after remaining unchanged for three consecutive months. The
Producer Price Index (PPI) increased 0.8% in November as food prices
increased 1.0% and energy prices climbed 2.1%. Excluding food and
energy, PPI advanced a modest 0.3%.
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On Tuesday, the Federal Reserve announced its decision to maintain the
target fed funds rate at 0 to 0.25%. The Fed noted that while the
economy is recovering, concerns about the jobs market continue to
dampen consumer spending. Business spending is increasing, but at a
decelerating pace. In addition, the Fed acknowledged that expectations
for inflation remain stable. The Fed also said that it will consider current
economic conditions and is prepared to adjust the current round of
quantitative easing, if needed. It will maintain its program of buying
approximately $75 billion longer-term U.S. Treasuries per month through
the second quarter.
Housing starts increased to a seasonally adjusted annual rate of 555,000
in November, according to the U.S. Department of Commerce. The level
represents a 3.9% increase from the previous month, but a 5.8% decline
from November 2009. Building permits, however, fell 4.0 % in November
to a seasonally adjusted rate of 530,000.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, U.S. Census Bureau.
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Bond Market Update
After declining considerably earlier in the week, U.S. Treasuries finished
only modestly lower following a strong rally on Thursday and Friday.
Negative news from Europe sparked a flight-to-safety trade after Moody’s
downgraded Ireland’s sovereign credit ratings from Aa2 to Baa1, a
decrease of five grades, and warned further downgrades could follow if
the country was unable to stabilize its debt. Bargain hunting from the
recent sell-off along with Federal Reserve purchases provided extra
support. Despite the late week rally, yields on the 10-year note, a
benchmark for U.S. consumer and corporate borrowings, rose for the
third straight week, touching a seven-month high and pushing up
mortgage rates, a negative for the still struggling housing market.
Bond market volatility, coupled with better-than-expected U.S. data, has
left investors exceedingly uncertain about the direction of the markets.
Looking ahead, the bond bears point out that more selling may hit the
market as many dealers and investors attempt to lock in gains, according
to The Wall Street Journal. As liquidity continues to fade, it may intensify
the price swings in the market. They also suggest that President
Obama’s recent $858 billion tax cut has buoyed optimism that the U.S.
economic recovery can gather pace. In contrast, the bond bulls cite
increasing sovereign debt concerns and the Fed’s recent quantitative
easing program as drivers to boost demand for Treasuries.
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Stock Market Update
Stocks remained relatively flat this week, with markets finishing slightly
higher for the third consecutive week as investors reacted positively to
China’s decision to refrain from hiking interest rates as well as news that
the Federal Reserve would maintain its current policy to support the
economy. Stocks were also boosted by optimistic economic releases,
including better-than-expected retail sales numbers, and a favorable
forecast outlined by FedEx (FDX) on Friday. Concerns about inflation
dampened the market, but the effect was not drastic enough to push
equities into negative territory for the week. The S&P 500, Dow Jones
Industrial Average, and NASDAQ Composite indices concluded the week
up 0.28%, 0.72%, and 0.21%, respectively.
Dell Inc. (DELL) announced this week that it would purchase data
storage company Compellent Technologies (CML) for $27.75 per share,
a price amount above original estimates. The deal comes after Dell lost
an intense bidding war earlier this year with Hewlett-Packard (HPQ) over
an acquisition it initiated for data storage company 3Par. In an attempt to
avoid a similar scenario from happening again, Compellent initiated a
defensive “poison pill” shareholder rights plan that will make it virtually
impossible for a hostile bidder to intervene and acquire the company.
Dell and Compellent fell 1.80% and 3.06% in trading this week,
respectively.
Shares of Best Buy Co. (BBY) plummeted this week, falling 18.01% after
the electronics retailer announced a decline in third-quarter profit and
reduced its full-year earnings forecast. Some analysts partially attribute
the disappointing results to the increasing flight of consumers to online
retailers as a resource for electronic goods. Visa Inc. (V) and
MasterCard Inc. (MA) tumbled 13.15% and 16.57% this week,
respectively, after the Federal Reserve announced a proposal to limit
debit-card transaction fees.
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European stocks finished lower this week amid declines in the banking
sector as investors responded to disppointing progress in the European
Union's response to the debt crsis. A downgrade of Ireland’s credit rating
also pressured major European indices.
Issue
Dow Jones

12.10.10

12.17.10

Change

11,410.32

11,491.91

0.72%

S&P 500

1,240.40

1,243.91

0.28%

NASDAQ

2,637.54

2,642.97

0.21%

Russell 1000 Growth

569.38

571.83

0.43%

S&P MidCap 400

899.04

902.64

0.40%
0.35%

Russell 2000

776.83

779.52

MSCI EAFE

1,619.74

1,629.47

0.60%

MSCI EM

1,116.57

1,111.85

-0.42%

162.06

163.83

1.10%

MSCI Small Cap

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.
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Gold fell a modest $10.90, or 0.79%, to settle at $1,376.40 per ounce in
an extremely volatile week for the precious metal. Early in the week gold
futures broke the $1,400 level but the metal has fallen over $33 since
Wednesday. Some of the volatility is attributed to traders booking profits
before year end and what is known as a quadruple witching session, a
day in which stock index futures, index options, stock options, and single
stock futures all expire, according to Yahoo! Finance. Gold contracts did
receive some support on the downside as concerns over Irish debt
boosted safe haven purchasing. Crude oil finished 0.28% higher in an up
and-down week. Oil soared on Monday after OPEC pledged to keep
output steady but fell back the following day after a report indicated
gasoline demand fell 2.7% from the prior week. Trade for the remainder
of the week remained choppy, but was pushed higher after the index of
leading economic indicators inched upward for November. Also, the U.S.
Department of Energy said crude stockpiles fell by the largest amount in
eight years.
According to Bloomberg, coffee futures reached a 13-year high on Friday
as a shortage of Arabica coffee has caused supply concerns. Flooding
in Columbia, a top producer, has ruined crops and delayed shipments.
Copper—a strong economic indicator—rose for the third consecutive
week on news of a European Union plan to handle future debt crises, in
addition to a rise in German business confidence.
Earlier this year, Armajaro Asset Management, a London based hedge
fund, purchased over 240,000 metric tons of cocoa—almost all available
stock—in a bet that prices would increase. The firm unwound its entire
position at a loss over the course of the past three months. The position
was initially established as supply concerns ravaged the Ivory Coast,
which accounts for nearly 40% of all cocoa production. Harvest came in
better than anticipated, easing fears and lowering cocoa prices.
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1.5%
1.0%
0.5%
0.0%
-0.5%
-1.0%
-1.5%
DJ UBS Index

NAREIT

HFRX Equal Wtd Index

Source: Dow Jones, National Association of Real Estate Investment Trusts, Hedge Fund Research

Year to Date Change
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Issue
Gold
Crude Oil Futures

Previous Week

Current1

Change

1,387.30

1,376.40

-0.79%
0.28%

87.75

88.00

Copper

411.80

417.00

1.26%

Sugar

29.13

32.50

11.57%

HFRX Equal Wtd. Strat. Index

1,162.35

1,163.22

0.07%

HFRX Equity Hedge Index

1,212.16

1,220.10

0.66%

HFRX Equity Market Neutral

1,021.08

1,014.39

-0.66%
0.22%

HFRX Event Driven

1,359.61

1,362.59

HFRX Merger Arbitrage

1,512.77

1,515.87

0.20%

Dow Jones UBS Commodity Index

153.42

155.19

1.15%

FTSE/NAREIT All REIT

129.71

128.52

-0.92%

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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Economic Update
The Commerce Department announced on Wednesday that final third
quarter gross domestic product (GDP) was higher than initially projected,
rising 2.6% as compared to the previous estimate of 2.5%. Despite the
slight upward revision, the GDP adjustment fell notably short of
expectations – analysts were forecasting final GDP growth of 3.0% for
the quarter. While the report reflected strengthening export activity and
increased inventory investment, it also conveyed lower-than-expected
consumer spending.
Undeterred by the disappointing GDP revision, optimism regarding the
recovery of the U.S. economy continued to grow this week. The Wall
Street Journal reported that forecasters at many major institutions,
including J.P. Morgan Chase & Co. and Goldman Sachs Group Inc.,
have increased their growth estimates for the fourth quarter to an
average of 3.5% from 2.6% earlier this month. The heightened
confidence can be attributed to positive economic reports indicating an
accelerating economy, including increased consumer spending and
tapering business layoffs.

Economic Indicators, Quarterly Change
12.0%
10.0%
8.0%
6.0%
4.0%
2.0%
0.0%
-2.0%
Q4 09
Real GDP

Q1 10
Core CPI*

Q2 10

Q3 10

Unemployment Rate

Source: Bureau of Economic Analysis, Bureau of Labor Statistics

The National Association of Realtors released data this week showing
that sales of existing homes are improving, albeit at a slower than
expected rate. Sales rose to 4.68 million in November, up 5.6% from the
month prior, with used home sales representing over 90% of U.S. home
sales. A six-month streak of decreasing home prices came to an end as
the average price for an existing home rose to $170,600, up 0.4% from
one year ago. New home sales had a strong showing as well, rising
5.5% to an annual rate of 290,000 units while prices rose 8% and
inventory relaxed.
Consumer spending rose for the fifth consecutive month in November,
growing 0.4% to coincide with a 0.3% increase in personal income
heading into the holiday shopping season. The Commerce
Department’s report also showed a slight increase in the core price index
for personal consumption expenditures (PCE), a key inflationary indicator
closely monitored by the Federal Reserve. The index rose 0.1%, down
from the 0.2% increase in October.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, U.S. Census Bureau.

*Core CPI excludes energy and food prices from the calculation of the Consumer Price Index
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U.S. Treasuries finished lower across the entire yield curve on notably
thin volume as trading desks were lightly staffed during the holiday
shortened week. Short-term yields fell early in the week on continued
European sovereign debt worries and military tension between North
Korea and South Korea. However, reports from the Labor Department
indicating initial jobless claims fell more than expected, along with rising
consumer sentiment, helped to edge bond prices lower to finish the
week. Yields on 10-year notes marched to their fourth consecutive
weekly increase, the longest stretch of weekly increases in 19 months,
according to Bloomberg. Losses in the fixed income markets were
viewed as a positive in preparation of the Treasury’s final note sale of
2010. A total of $99 billion is up for sale next week and lower prices
could potentially lure in more buyers.
According to J.P.Morgan Chase, demand for high yield bonds will remain
elevated in 2011, noting they are an “attractive way to play the upside of
a continued economic recovery while also protecting against the
downside of earnings and volatility surprises.” J.P.Morgan expects
spreads to tighten to 515 basis points with continued strong demand for
high yield and expected increases in Treasury yields throughout 2011.

Issue

12.17.10

12.23.10

Change

3 month T-Bill

0.11%

0.14%

0.03%

2-Year Treasury

0.61%

0.67%

0.06%

5-Year Treasury

1.97%

2.09%

0.12%

10-Year Treasury

3.33%

3.41%

0.08%

30-Year Treasury

4.41%

4.47%

0.06%
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Source: Bloomberg, FTN Financial, The Wall Street Journal, U.S. Department of Treasury.
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Domestic stocks climbed to new two-year highs this week as
encouraging economic data boosted investor confidence and continued
merger activity led banks and other financial companies higher. Tuesday
saw the largest upswing in a holiday week notorious for low volumes,
with activity surging after Toronto-Dominion Bank (TD) proposed a $6.3
billion takeover of Chrysler Financial, the lending arm of the Chrysler
automobile manufacturer. Markets were also bolstered by favorable
earnings announcements in the technology sector, including a report
from Adobe Systems Inc. (ADBE) boasting a profit that beat
expectations. A slew of economic releases offering varying signals
slowed the upward momentum on Friday; however, stocks finished the
week in positive territory for the fourth consecutive time, with the S&P
500, Dow Jones Industrial Average, and NASDAQ Composite indices up
1.03%, 0.71%, and 0.86%, respectively.
Walgreen Co. (WAG) reported earnings on Wednesday that beat analyst
estimates, with its fiscal first-quarter profit rising 19% from $489 million,
or 49 cents per share, to $580 million, or 62 cents per share. Average
analyst forecasts predicted a profit increase to 54 cents per share.
Profitability improved despite revenue growth that was relatively modest,
a fact that can be attributed to the company’s efforts to restructure and
add efficiencies. Shares jumped 7.58% on the week.
CarMax Inc. (KMX) announced fiscal third quarter results on Tuesday
that exceeded expectations, with year-over-year comparable-store sales
and profit increasing 16% and 10.5%, respectively. The company has
benefitted from the uncertain economic environment wherein consumers
are more likely to purchase a previously owned car in lieu of a new one.
CarMax fell 5.59% by the end of the week despite the favorable report.
Athletic apparel giant Nike Inc. (NKE) dropped 6.76% in two days after
announcing on Thursday that its profit margins could be negatively
impacted by increasings costs in labor, cotton, and transportation. The
Finish Line, Inc. (FINL), an athletic outfitter, fell 7.61% over the same
time period.

Issue
Dow Jones

12.17.10

12.23.10

Change

11,491.91

11,573.49

0.71%

S&P 500

1,243.91

1,256.77

1.03%

NASDAQ

2,642.97

2,665.60

0.86%

Russell 1000 Growth

571.83

575.09

0.57%

S&P MidCap 400

902.64

910.79

0.90%
1.20%

Russell 2000

779.52

788.87

MSCI EAFE

1,629.47

1,644.16

0.90%

MSCI EM

1,111.85

1,126.49

1.32%

163.83

165.45

0.98%

MSCI Small Cap

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.
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For the week, gold contracts rose $3.60, or 0.26%, to settle at $1,380.00.
Gold rose early in the week on thin volume in response to concerns over
Europe’s financial instability and political tensions between North and
South Korea. End of the year profit-taking pushed contracts lower ahead
of the Christmas holiday. Crude oil finished higher (3.88%) and settled at
two year highs this week. The U.S. Energy Department reported that
crude inventories fell to the lowest level since February, helping to push
oil futures upward. Corn futures closed higher for the fifth consecutive
week and soybean futures traded near 28-month highs as Chinese
demand continues to rebound after sending commodity markets into
frenzy in mid-November. According to Bloomberg, China’s December
soybean imports are approaching 5.3 million tons and are projected at
similar levels for the first several months of 2011.
Private equity firm Carlyle Group is getting closer to acquiring Europe’s
largest private equity investor, AlpInvest. The move would increase
Carlyle’s assets under management by nearly 50% as they prepare to go
public in 2012.
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A recent report from Morgan Stanley Smith Barney identifies substantial
opportunity for hedge funds in the coming year. Turmoil stemming from
the 2008 meltdown trimmed the number of hedge funds in market which
creates opportunities for those funds still remaining. The report also
notes that risk exposure and borrowing are down from historical
standards creating an environment for “alpha generation.” Strategies that
are expected to outperform next year include equity-oriented, eventdriven, and global macro according to the report.
Hedge funds have been under more regulatory scrutiny since the
financial crisis, but this week the Federal Reserve went on record saying
that a single hedge fund is not systematically important—meaning the
collapse of a single fund would not bring down the entire financial
system. While hedge funds may encounter more regulation from the
SEC, this is considered a small victory for alternative investment firms.
Issue
Gold
Crude Oil Futures

Previous Week

Current1

Change

1,376.40

1,380.00

0.26%

88.00

91.41

3.88%

Copper

417.00

425.45

2.03%

Sugar

32.50

33.98

4.55%

HFRX Equal Wtd. Strat. Index

1,163.22

1,165.74

0.22%

HFRX Equity Hedge Index

1,220.10

1,219.15

-0.08%

HFRX Equity Market Neutral

1,014.39

1,015.69

0.13%
0.54%

HFRX Event Driven

1,362.59

1,369.96

HFRX Merger Arbitrage

1,515.87

1,518.94

0.20%

Dow Jones UBS Commodity Index

155.19

158.89

2.39%

FTSE/NAREIT All REIT

128.52

133.12

3.58%

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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Economic Update
Consumer morale retreated modestly in December, as shown by The
Conference Board Consumer Confidence Index. The survey of 5,000
U.S. households indicated that consumers remain wary of the economic
outlook, with 16.6% of survey participants anticipating an improvement in
business conditions over the next six months. Director of the Consumer
Research Center at The Conference Board, Lynn Franco concluded that
despite the slight setback, “all signs continue to suggest that the
economic expansion will continue well into 2011, but that the pace of
growth will remain moderate.”

Economic Indicators, Quarterly Change
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Initial claims for unemployment benefits for the week ending December
25 fell 34,000 from the previous week to 388,000. This represents the
lowest level since July 2008, according to the Wall Street Journal. The
four-week moving average declined to 414,000, a significant
improvement from 474,000 one year ago.
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Standard & Poor’s announced this week that U.S. home prices,
represented by the S&P/Case-Shiller Home Price Indices, continued to
slide in October. Data indicated a deceleration in annual growth rates for
18 of the 20 largest U.S. metropolitan areas. Six markets including:
Atlanta, Charlotte, Miami, Portland, Seattle, and Tampa have fallen to the
lowest levels since prices began to fall three to four years ago. Although
housing prices remain depressed, the outlook for housing activity has
improved slightly. The National Association of Realtors (NAR)
announced that its Pending Home Sales Index, which serves as a
forward-looking indicator, climbed 3.5% in November. However, NAR
Chief Economist, Lawrence Yun, noted that “further gains are needed to
reach normal levels of activity.”
The Institute for Supply Management—Chicago reported that its
seasonally adjusted Chicago Business Barometer surged to the highest
level since July 1988 and indicated expansion for the fifteenth
consecutive month. This diffusion index of Chicago-area business
conditions reflected significant improvements in production, new orders,
and employment.
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, the Institute for Supply Management-Chicago, The Conference Board, the
National Association of Realtors.

Real GDP

Q1 10
Core CPI*

Q2 10

Q3 10

Unemployment Rate

Source: Bureau of Economic Analysis, Bureau of Labor Statistics
*Core CPI excludes energy and food prices from the calculation of the Consumer Price Index

Dec. 28th
Dec. 28th
Dec. 28th
Dec. 28th
Dec. 30th
Dec. 30th
Dec. 30th
Dec. 30th
Dec. 30th

1.0%
ICSC-Goldman Same Store Sales, Wkly. Chg.
-1.2%
S&P/Case-Shiller 10-city Index, Oct. Monthly Chg.
52.5
Consumer Confidence Index, January
104.4
State Street Investor Confidence Index, December
388,000
Initial Jobless Claims ( Week ending 12/25)
68.6
Chicago PMI Business Barometer Index, December
3.5%
Pending Home Sales, Nov. Monthly Chg.
-136 bcf
EIA Natural Gas Report, Wkly. Chg.
-1.3M Barrels
EIA Petroleum Status Report, Wkly. Chg.

December 31, 2010
[page 2]

MainStreet Advisors
Financial Market Update
Bond Market Update
U.S. Treasury prices across the yield curve ended the week higher but
not before exhibited unusual volatility in what is normally a quiet week of
trading. The volatility resulted from three Treasury Department auctions
totaling $99 billion worth of bonds this week, which were met with mixed
results. Bond prices rallied Monday on strong demand at the $35 billion
auction of two-year notes as well on surprise news of an interest rate
hike in China. However, bond prices tumbled on Tuesday after the $35
billion action of five-year notes was met with the lowest demand in six
months, according to CNN, pushing the yield on the benchmark 10-year
note to 3.48%. The Tuesday sell-off was short lived, however, as the
Wednesday auction of $29 billion of seven-year Treasury notes drew
strong demand, sending the 10-year Treasury bond down to 3.35%.
After a brief sell-off on Thursday, bond prices continued to rally on Friday
as investors ignored better-than-expected economic reports on jobs,
manufacturing and the housing market. The 10-year Treasury bond
ended the week with a yield of 3.29%, thus ending the year well above
the early October low of 2.38% but below the year-ago level of 3.83%.
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12.24.10

12.31.10

Change

3 month T-Bill

0.14%

0.12%

-0.02%

2-Year Treasury

0.67%

0.66%

-0.01%

5-Year Treasury
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-0.03%

10-Year Treasury

3.41%

3.38%

-0.03%

30-Year Treasury

4.47%

4.43%

-0.04%

Source: Bloomberg, FTN Financial, The Wall Street Journal, U.S. Department of Treasury.
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Domestic stocks experienced choppy trading this week as the year came
to an end, experiencing thin volumes that are characteristic of the holiday
week. A weekend blizzard that dropped 20 inches of snow on New York
City made travel in the northeastern U.S. difficult, exacerbating the light
market activity. Downward pressure this week was partially generated by
investors selling positions for tax purposes, taking advantage of their final
opportunity to lock in gains from the year. Positive economic reports on
factories, housing, and the job market helped prevent stocks from
slipping too far, leaving the major indices with mixed results; the S&P
500 and Dow Jones Industrial Average indices finished in positive
territory for the fifth straight week, gaining 0.07% and 0.03%,
respectively, while the NASDAQ Composite index fell 0.48%.
Equities had a strong year in 2010, with each major large cap benchmark
increasing by double digits. The S&P 500, Dow Jones Industrial
Average, and NASDAQ Composite indices concluded the year up
12.78%, 11.02%, and 16.91%, respectively. A majority of the gains
came in the second half of the year, with the S&P 500 jumping 22.99%
since hitting a closing low on July 2. The best performing sectors in the
S&P 500 for 2010 were consumer discretionary, industrials, materials,
and energy, with each segment rising over 20% on the year. The utilities
and health care sectors increased the least, with each adding less than
6%. Small and mid cap stocks performed almost twice as well in 2010
as their large cap counterparts, with the S&P 600 SmallCap and S&P
400 MidCap indices gaining 24.98% and 24.85%, respectively.
American International Group, Inc. (AIG) made a splash this week after a
regulatory filing showed that the insurance giant has signed $4.3 billion
worth of credit agreements. AIG, which has been seeking independence
since its 2008 government bailout, gained 6.06% on the week, leading
the financial sector higher. Shares of Borders Group, Inc. (BGP)
plummeted 22.40% on Friday after the bookseller announced that it
would delay payments to several publishers as a part of its refinancing
efforts in light of its depleted borrowing capacity. The company has
struggled to cope with the advent of digital book readers, a fast growing
market that has captured a large portion of the consumer base.
Issue
Dow Jones

12.24.10

12.31.10

Change

11,573.49

11,577.51

0.03%

S&P 500

1,256.77

1,257.64

0.07%

NASDAQ

2,665.60

2,652.87

-0.48%

Russell 1000 Growth

575.09

574.67

-0.07%

S&P MidCap 400

910.79

907.25

-0.39%
-0.66%

Russell 2000

788.87

783.65

MSCI EAFE

1,644.16

1,649.69

0.34%

MSCI EM

1,126.49

1,145.79

1.71%

165.45

168.31

1.73%

MSCI Small Cap

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.
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Commodities performed impressively in 2010, rising 16.67% as
measured by the Dow Jones UBS Commodity Index. The largest gains
were realized by cotton, which surged over 90% (the biggest increase
since 1973) in a year where supply was embattled by the elements and
high demand, leaving stockpiles nearly 72% depleted. China is
forecasted to have a nearly 56% increase in imports in 2011, leading
analysts to predict that the price of cotton will remain strong in the near
future. Silver had a remarkable year as well, increasing over 80% and
reaching a new 30-year intra-day high in the final day of trading in 2010.
Natural gas contracts fared the worst in 2010, dropping over 40% on the
year as demand has been negatively impacted by milder weather.
Gold contracts increased 2.87% in the last week of trading for the year,
helping push the precious metal close to a 30% increase for the year.
This marks the tenth consecutive annual gain for gold, with a weaker
dollar and uncertainty in the global economy pushing the safe-haven
investment to its strongest increase in three years. Some analysts
predict that the positive momentum will carry into 2011, driven by
continued uncertainty and increasing inflationary pressures. Crude oil
futures enjoyed a stable advance in 2010, rising 15.03% for the year
primarily in the final two months of trading. Copper contracts, which
jumped over 32% this year, reached their fourth-recorded closing high
this week. Many economists use the industrial metal as an indicator of
global economic health.
In private equity news, closely held Goupon, Inc. raised $500 million of a
planned $1 billion round of new funding, according to the Wall Street
Journal. The daily coupon service company recently rejected a $6 billion
takeover offer from Google Inc (GOOG) and is rumored to be planning an
initial public offer for 2011.
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Source: Dow Jones, National Association of Real Estate Investment Trusts, Hedge Fund Research

Year to Date Change
24.0%
20.0%
16.0%
12.0%
8.0%

Previous Week

Current1

Change

1,380.00

1,421.50

3.01%

91.41

91.48

0.08%

Copper

425.45

443.90

4.34%

Sugar

33.98

32.12

-5.47%

HFRX Equal Wtd. Strat. Index

1,165.74

1,167.24

0.13%

HFRX Equity Hedge Index

1,219.15

1,223.89

0.39%

HFRX Equity Market Neutral

1,015.69

1,013.14

-0.25%
0.31%

Issue
Gold
Crude Oil Futures

HFRX Event Driven

1,369.96

1,374.18

HFRX Merger Arbitrage

1,518.94

1,521.87

0.19%

Dow Jones UBS Commodity Index

158.89

162.39

2.20%

FTSE/NAREIT All REIT

133.12

134.83

1.28%

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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