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Economy

Economic Data Surprising to the Upside.
Recent Economic Indicators
Thomson Reuters/
Univ. of Michigan Consumer Sentiment
82.6
Consumer Confidence
72.2
Existing Home Sales, Monthly Change
-1.7%
New Home Sales, SAAR*
389,000
Personal Income, Monthly Change
0.4%
Personal Consumption Expenditures, Mo Chg
0.8%
Non-farm Payroll Increase/Decrease
171,000
Unemployment Rate
7.9%
ISM Non-Manufacturing Index
54.2
ISM Manufacturing Index (PMI)
51.7
New Durable Good Orders, Monthly Change
9.9%
Industrial Production, Monthly Change
0.4%
Capacity Utilization
78.3
Retail Sales, Monthly Change
1.1%
CPI, Monthly Change, NSA
0.4%
CPI Core, Monthly Change, NSA
0.3%
PPI, Monthly Change, NSA
1.1%
PPI Core, Monthly Change, NSA
0.0%
U.S. Trade Deficit
44.2 billion
BilQ2 2012 Non-farm
Productivity, Qtrly Chg
1.9%
Q2 2012 Real GDP, Quarterly Change, SAAR* 2.0%
*Seasonally Adjusted Annual Rate
Values reflect most recent data available at the time of publication.
Source: Bureau of Economic Analysis of the U.S. Department of Commerce, U.S.
Department of Labor, the Federal Reserve, Thompson/Reuters/University of Michigan,
Institute for Supply Management, National Association of Realtors, The Conference
Board, U.S. Census Bureau, Bloomberg, Standard & Poor’s, International Monetary Fund.
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Overview
The International Monetary Fund (IMF) lowered its forecast for
global growth in its latest World Economic Outlook report released
this month. The IMF is now predicting growth of only 3.3% this
year (down 0.2% from July) and 3.6% for 2013 (previously 3.9%).
“The recovery has suffered new setbacks, and uncertainty weighs
heavily on the outlook,” the IMF said. Growth predictions for 2013
include 2.1% for the U.S., 0.2% for the eurozone, and 8.2% for
China. They also warned that if we fall off the so-called “fiscal cliff”
here in the U.S., it would push the country into recession. The IMF’s
gloomier outlook comes at a time when most economic data has
been showing signs of modest improvement.
Economic growth picked up in the third quarter, boosted by
stronger consumer spending and an improving housing market.
GDP growth came in at 2.0%, slightly above market expectations
and well above the second quarter’s reading of 1.3%. The number is
still sluggish, as a rate of 3.0% growth or more is generally needed
to put a serious dent in unemployment. Even so, the strength in
consumer purchases of durable goods including automobiles and
a 14% increase in residential construction hints the consumer is
becoming more optimistic about the economy.
Economic data across the board has surprised to the upside this
month, including payrolls, consumer sentiment, retail sales, building
permits and manufacturing data. An improving economy should
help boost stock prices in the coming months as well as soften the
blow from the “fiscal-cliff” in the event that it comes to pass.
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Employment
The U.S. employment report marked the third consecutive
month that jobs data was not only positive, but significantly beat
analysts’ expectations. Payroll growth jumped 171,000 in October,
surpassing the 125,000 consensus estimate and every estimate of
economists polled. This boost was fueled by growth in the private
sector, most notably the professional services, retail and healthcare
sectors. The government sector lost a small number of jobs for the
month after growing in September. Despite the increase in jobs, the
unemployment rate actually ticked up by 0.1% to 7.9% as 578,000
people entered the work force. More positive employment news
came out of the initial claims number that showed a 9,000 drop
to 363,000 for the week ending October 27. Seasonal adjustments
caused a great deal of volatility in the initial jobless claims numbers
during the month, but behind the big swings the overall trend
has been improving. The four-week moving average was 367,250
which was 8,250 below the month-ago figure. The bottom line is
U.S. companies are hiring despite worldwide growth concerns, and
as long as other factors such as housing continue to improve this
trend is likely to continue.
Consumer Confidence and Spending
Confidence among U.S. consumers is rising according to the
Thomson Reuters/University of Michigan consumer sentiment index.
The index rose 4.8 points to 83.1 in October – the highest level
since September of 2007. Economists had actually been expecting
the number to drop to 78, so this was a big surprise to the upside.
A rising stock market as well as higher property values should give
consumers the confidence to spend more this holiday season.
A more optimistic outlook from the consumer seems to have
boosted spending in September. Retail sales were up an impressive
1.1% during the month after gaining 1.2% in August. Gasoline sales
were strong climbing 2.5%, but core components showed widespread strength as well. Sales of the new Apple iPhone helped lead
to a 4.5% surge in the electronics & appliance stores component.
The numbers are encouraging and, if consumer confidence is any
indicator, should continue to impress in October.
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Inflation
Higher gas prices were yet again behind a 0.6% jump in
headline CPI inflation in September. The energy component of
the Consumer Price Index surged 4.5% during the month after
increasing 5.6% in August. Stripping out food and energy, the
core CPI rose a modest 0.1%. Year-over-year overall CPI inflation
rose to 2.0%, up from 1.7% the previous month. Inflation at the
producer level also remained on the warm side as energy pushed
the headline PPI up 1.1% following a 1.7% jump in August.
The core rate, which excludes food and energy, was unchanged.
Gasoline and oil prices both eased during the month, which should
provide some relief to October’s inflation numbers.
Business Activity
The ISM manufacturing data showed a second straight month
of expansion in October, rising to 51.7 from 51.5 the previous
month. Looking behind that figure we saw the new orders index
rising nearly two full points from September, a good indicator of
continued improvement in coming manufacturing reports. Although
modest, this increase is progress and signals the manufacturing
sector appears to have bottomed in August. The non-manufacturing
index, which covers the larger bulk of the economy, continued to
show growth, albeit it at a slightly slower pace than September.
The index fell slightly less than a point to 54.2 and new orders
also slowed to 54.8, but both numbers are still solid and safely in
expansionary territory. The employment component rose nearly four
points to 54.9 indicating that hiring is accelerating.
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ISM Report on Business Activity

S&P/Case-Shiller Home Price Index

Index Levels from January 2008 through October 2012
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Housing
Existing home sales had a mixed report as the month-over-month
sales figure fell by 1.7% in September but was up 11% from this
time last year. Currently supply is relatively tight as highlighted by
the median amount of days a house stays on the market; this is a
positive factor for prices in the coming months but a detriment to
home sales. However, this tight supply environment should increase
new home construction as the year comes to a close.
The new home market, once a major a drag on the economy, has
now become an increasing source of strength. New home sales were
up sharply in September, climbing 5.7% to 389,000. The strength
in sales is even more impressive when you consider the 4.5 month
supply – the tightest since 2005 – is limiting sales activity. Median
prices eased 3.2% to $242,000 for the month, but are up 11.7%
from last year. The overall outlook for the housing sector continues
to show signs of a stronger-than-expected comeback. Housing
starts rose to 872,000 in September – a significant improvement
from August’s 750,000 and 34.8% higher than last year. Housing
permits were also impressive, up 11.6% in September to an annual
pace of 894,000, which was 45.1% higher than a year ago. Housing
is clearly starting to take the lead in the economic recovery and still
has a great deal of room for further improvement.
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World Economy
Economic conditions in Europe continue to be much worse than here
in the U.S. Spain fell deeper into recession in the third quarter, with
their economy shrinking a further 0.4%. Year-over year the Spanish
economy contracted 1.7%. Amidst the weakening economy and 25%
unemployment rate Prime Minister Mariano Rajoy presented further
austerity measures this week sparking more angry protests. Despite
the nation’s troubles yields on 10-year Spanish government bonds
have fallen to just above 5% after soaring above 7% in July. On a
positive note, Euro-region industrial production expanded for the
second month in a row in August, according to the European Union’s
statistics office in Luxembourg. Output in the 17-member eurozone
rose 0.6% during the month with troubled Portugal leading the
group posting a 6.8% increase.
The Bank of Japan took a page out of Ben Bernanke’s playbook this
month, announcing it would expand its asset purchase program
by 11 trillion yen in an effort to stimulate its economy. The bank’s
increase in their bond buying program amounts to about $138
billion. With only a few exceptions, all major central banks around
the world are now synchronized in their efforts to expand or
maintain current levels of monetary stimulus, setting the stage
for improvement in global growth.

Fixed Income

Riskier Asset Classes Outperform for the Month.
Fixed Income Current Yields		

10/31/12

3 Month U.S. T-bill

0.09%

2 Year U.S. Treasury

0.28%

5 Year U.S. Treasury

0.73%

10 Year U.S. Treasury

1.72%

30 Year U.S. Treasury

2.87%

Total Returns

Month

YTD

Barclays U.S. Aggregate

0.20%

4.20%

Barclays U.S. Govt./Credit

0.14%

3.58%

Barclays U.S. Municipal Bond

0.28%

6.36%

Barclays U.S. Corp. High Yield

0.80%

12.58%

Barclays U.S. Long Credit A

2.11%

13.69%

Barclays U.S. Treasury 20+ Year -0.13%

4.21%

Barclays Global Aggregate

-0.14%

4.67%

Barclays Emerging Markets

1.23%

15.59%

1 Month and 12 Month ending 10/31/12.
Source: U.S. Department of the Treasury, Barclays Capital
Values reflect most recent data available at time of publication.

Overview
Despite weaker than anticipated economic data in some areas,
fears over the possibility of the eurozone’s debt crisis spiraling out
of control eased amid recently announced bond-buying programs
from both the Federal Reserve and European Central Bank (ECB).
Alongside this, the European Union and ECB said the first aiddisbursements for Spanish banks may be ready soon, which sparked
a modest rally in the country’s financial sector bonds. Specifically,
EU authorities said they had completed the first review of Spain’s
banking sector bailout, which may be as much as 100 billion euros.
The combination of these events sparked another rally in risk and
spread products, with robust gains in high yield and emerging
market debt. Investment grade corporate bonds also performed well,
with healthy demand in this sector despite narrowing spreads and
record low yields.
Notwithstanding these developments, the outlook remains
precarious given the unprecedented intervention of developed
market central banks and the high level of uncertainty surrounding
major macroeconomic events, such as the upcoming U.S. elections
and fiscal cliff. Currently, we estimate that U.S. Treasury yields are
depressed by about 50 to 75 basis points due solely to investors’
flight to safety over the last several years. We also believe that
many assets deemed “safe” may indeed carry significant valuation
and payment risks. As such, our overall recommendations remain
unchanged: underweight in government securities including TIPS,
short duration relative to benchmarks and a focus on opportunities
in spread products. As fixed income investors, we believe it is now
most prudent to focus on portfolio optimization analysis to find
total return pockets of opportunity in the market.
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High Yield Bond Spread
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Corporate
The investment grade corporate sector rallied for the month,
gaining 1.29% and bringing year-to-date gains to 10.06%, on
pace for the strongest year since 2009. Strong retail inflows into
mutual funds and ETFs, even during periods of risk-off sentiment,
coupled with steady allocations from insurers and pension funds
have driven this strong demand environment. Although fund flows
into credit can turn negative when rates increase markedly, most
strategists believe the Fed’s latest commitment to keep yields low
through mid-2015 should allay investors’ fears and be supportive
of flows in the short- to intermediate-term.
Historically, life insurance companies have been the single largest
buyer of investment grade bonds, holding 34% to 37% of the
universe, based on estimates from Barclays. Given they tend to
employ a buy-and-hold strategy for their corporate bond positions,
the volatility of flows from this group tends to be limited. Property
and casualty insurers also tend to have stable holdings of corporate
bonds, although they hold a much smaller portion of the universe
(6% to 8%). Meanwhile, from a supply perspective, corporate bond
sales have surged this year, challenging the record set in 2009, as
companies opportunistically tap the credit markets to refinance
debt at exceptionally low borrowing costs.
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The high yield sector finished the month higher once again,
gaining 0.88% and bringing year-to-date gains to 13.11%. Because
demand for junk bonds from retail and institutional investors
remains robust, companies with below investment grade ratings
have been issuing new bonds at record levels. For most of the year,
the majority of this new issuance originated from companies at
the higher end of the junk credit rating spectrum. Because they
were issuing new bonds to refinance old debt at lower interest
rates, company balance sheets strengthened. However, recently the
average credit rating of companies issuing new paper has declined
to levels nearer the bottom of the scale, with proceeds devoted
more to risky projects including paying dividends to private equity
owners and financing mergers and leveraged buyouts. Some
strategists worry this trend may continue as record inflows into
mutual funds are forcing managers to buy up whatever junk bonds
are being issued.
Adam B. Cohen, founder of Covenant Review, a credit research firm,
notes the lawyers who work on contracts for high yield new issues
are taking more liberties with the terms of the borrowing. He says
these lawyers have told him, “We’re just writing up the contracts
however we want, because people are buying everything.” Looking
ahead, although strength in the high yield sector may persist in the
short-term, we now feel investors should focus on other areas of
the fixed income markets going forward.

Performance by Country

U.S. Treasury Yield Curve

Unhedged Total Returns
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Municipals
After a strong rally last month, the Barclays Municipal Bond index
rose modestly by 0.28%, bringing year-to-date gains to 6.36%.
Municipal bonds have now outperformed U.S. Treasuries for
five straight months, the longest stretch since 2006, with some
strategists suggesting the trend can continue both on an absolute
basis and when adjusted for volatility. Compared to just last month,
many market participants are now less concerned about the risk of
positive net supply leading to higher rates due to solid demand and
the reduced likelihood of a surge in net issuance.
With respect to the elections, the greatest concern for munis is
whether the President will be able to work with Congress as we
face formidable fiscal issues that could negatively impact the
municipal bond market. Some strategists feel these risks are the
greatest since 1986 when the Reagan Tax Reform Package was
enacted with new restrictions for issuers and investors. If not dealt
with proactively, the fiscal cliff could lead to federal government
spending cuts and an increase in income tax rates. This would
have a direct effect on funding to state and local municipalities as
well as the amount of interest that would be exempt from federal
taxes on municipal bonds.
Because the political feasibility of these proposals remains open for
debate, our recommendation in the muni space remains unchanged
again from last month; investors should pursue selective selling on
the long end of the yield curve and among weaker credits rated
BBB and below, given excessively robust demand in these areas.
We continue to recommend AA and A rated municipal bonds, with
a focus on essential service revenue credits, in the five- to 10-year
maturity range for moderate to aggressive investors, and a one- to
five-year focus for conservative investors.
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Source: Morningstar, Inc.

International
The Barclay’s Global Treasury ex-US index fell by -0.80% on
an unhedged basis, but gained 0.18% on a local currency basis,
consistent with a weaker U.S. dollar against other major currencies.
Amidst a rally in riskier asset classes, many safe-haven countries
fell modestly with Canada, Germany, Japan, the United Kingdom
and Australia posting losses for the month. For the second straight
month, Italy (+3.93%), Ireland (+5.30%) and Spain (+4.51%) rallied
sharply as investors returned to some of the riskier eurozone areas,
a reflection of central banks’ willingness to support peripheral area
government debt.
Meanwhile, in an effort to reduce tensions in the eurozone bond
markets, the ECB noted in its monthly bulletin that the effectiveness
of its new bond purchase program might have been disrupted.
“The current situation is characterized by severe distortions in
government bond markets, which originate, in particular, from
unfounded fears on the part of investors of the reversibility of the
euro,” it said. Looking forward, the combination of ECB President
Mario Draghi’s remarks to do whatever it takes to preserve the
euro and more aggressive financial easing programs should keep
peripheral area interest rates at reasonable levels. Separately,
the negative feedback loop between governments and banks,
particularly in Spain, is under control with a number of European
stability mechanisms in place to supply capital to ailing banks. At
the same time, recently approved European bank supervision by the
ECB should help to curb excessive risk taking in the banking industry.
Meanwhile, for the first time since 2008, all 26 of the global
government bond markets tracked by Bloomberg are generating
positive returns for the year. Gains range from Portugal’s 47%
to Japan’s 1.78%, where the bond market is twice the size of the
economy. However, some strategists feel the gains are more of a
reflection of central banks supporting government debt and lower
inflation than balanced economic growth.
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Equities

Stocks negative across the market capitalization spectrum.
Total Return

Month

YTD

Dow Jones Industrial Average

-2.39%

9.51%

S&P 500

-1.85%

14.29%

NASDAQ Composite

-4.06%

15.75%

S&P 100

-2.44%

15.45%

S&P 400 MidCap

-0.79%

12.87%

S&P 600 SmallCap

-2.03%

11.49%

Russell 2000

-2.17%

11.75%

0.84%

11.52%

MSCI EAFE
1 Month and YTD total return as of 10/31/2012.

Values reflect most recent data available at the time of publication.
Source: Morningstar, Standard & Poor’s, Russell Indices,
The Wall Street Journal, Reuters, Morgan Stanley Capital International,
MarketWatch, Financial Times, Bloomberg, Chinainvestor.com

Overview
Most major stock markets were negative in October as corporate
earnings disappointed and near-term economic uncertainty
increased. In addition to a weaker earnings outlook, market
sentiment continued to be influenced by the debt crisis in Europe,
the U.S. election and upcoming fiscal cliff as well as concerns
over slowing growth in China. The total return for the Dow Jones
Industrial Average in October was -2.4%. The broader S&P 500
Index returned -1.9%, while the technology heavy NASDAQ
Composite Index was the weakest of the three markets, declining
4.1%. Year-to-date through the first ten months of the year, the
NASDAQ (+15.8%) continued to outpace the S&P 500 (+14.3%)
and the Dow (+9.5%) on a total return basis. With over 60% of the
S&P 500 companies reporting earnings, third quarter profits for the
S&P 500 are forecast to drop 2.5% from the year-ago quarter based
on data from Standard & Poors. If results come in as predicted,
it will be the first quarter since late 2009 with negative earnings
growth. However, the fourth quarter is expected to rebound
with a +10.1% increase over year-ago fourth quarter, although
that number has been coming down as companies have been
providing more conservative outlooks for the remainder of the year.
It remains to be seen how much of an adjustment will be made
for Superstorm Sandy on fourth quarter earnings, but expect
companies to use the storm as an excuse to lower expectations.
Domestic Equity
The strongest returns for the S&P large cap sectors in October
were in Financials (+1.9%) and Utilities (+1.4%), the only sectors
showing a positive return for the month. Better than expected
earnings and a change in leadership led to a rally in Citigroup
(+14.3%). JPMorgan Chase (+3.7%) and Bank of America (+5.6%)
also gained on better than expected earnings results. Information
Technology (-6.7%) and Telecom Services (-4.3%) had the lowest
returns, followed by Materials (-2.1%). Apple continued its slide
from mid-September and declined over 10% for the month on
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Source: Morningstar, Inc.

reduced earnings guidance. Other large technology companies,
including Google (-9.8%) and Cisco Systems (-9.6%), also declined
due to lowered expectations. For the first ten months of the year,
Financials (+24.0%) led all sectors with Telecom Services, Consumer
Discretionary and Health Care each posting returns over 17%. All
ten economic sectors remain positive for the S&P 500 year-to-date
through the end of the month. Energy (+5.6%), Utilities (+5.9%)
and Materials (+9.6%) were the weakest sectors year-to-date
through the end of October.
According to S&P, large cap equities outperformed small cap for the
month of October, but trailed mid cap equities for the month. In
October, the S&P 500 Index returned -1.9% compared to returns of
-0.8% for the S&P MidCap 400 Index and -2.0% for the S&P Small
Cap 600 Index. Year-to-date through the end of October, large cap
equities continued to outperform with a total return of 14.3%, while
mid cap and small cap were up 12.9% and 11.5%, respectively. With
regards to investing style, value stocks outperformed growth across
the market capitalization spectrum in October. The return for the
S&P 500 Value Index was -0.7%, ahead of the -2.8% return for the
S&P 500 Growth Index. The S&P MidCap 400 Value Index (-0.4%)
was higher than the return for the S&P MidCap 400 Growth Index
(-1.1%). Finally, the S&P SmallCap 600 Value Index also beat the
S&P SmallCap 600 Growth Index, -1.9% versus -2.2%. Year-to-date
through October, value outperformed growth in large and small cap.
The S&P 500 Value Index outperformed the S&P 500 Growth Index
(+15.0% versus +13.7%), as did the S&P SmallCap Value Index
over the S&P SmallCap Growth Index (+12.4% versus +10.6%).
However, the return for the S&P MidCap 400 Value Index was the
same as the S&P MidCap 400 Growth Index (+12.9%) for the first
ten months of 2012.
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International Equity
International equity indices posted mixed returns in the month
of October. The broad MSCI EAFE Index of developed markets
had a total return of 0.8% in U.S. dollar terms. The countries that
have been trailing the benchmark year-to-date were the best
performers for the month, highlighted by positive performance
in Greece (+16.7%), Spain (+3.1%), Italy (+3.4%) and Portugal
(+3.4%). Japan, the largest country weight in the index, was down
1.9% in October and is modestly positive for the year with a return
of 0.5%. Germany continues to lead the developed countries
posting a return for the month of 1.7% and 23.8% for the year.
The MSCI Index for Emerging Markets caused the mixed returns
for international equities this month with a return of -0.6%. In
September, the Indian government made significant investments
in their infrastructure causing the stock market to post a gain of
14.6%. This positive trend was short-lived, however, as the month
of October saw some profit taking with net outflows exceeding
inflows. The Indian stock market was the largest detractor to
performance in the month of October with a negative return of
3.79%, but the market continues to hold a gain of 20.60% yearto-date. The markets in China performed well finishing the month
up 5.71%, now up 15.29% for the year.
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Alternative Investments

Alternatives slip in October.
Price Change
Dow Jones UBS
Commodity Index

Month

YTD

-2.58%

5.55%

Oil

-6.45%

-12.75%

Copper

-5.48%

2.11%

Gold

-3.09%

9.72%

NAREIT-All REITs

-0.49%

13.30%

NAREIT-Industrial/Office

-2.11%

12.42%

NAREIT-Residential

0.86%

7.46%

S&P Global Property Ex-US

2.38%

31.56%

HFRI Emerging Markets Index

0.33%

5.41%

HFRI Fund Wtd Comp. Index

-0.49%

4.33%

HFRI Equity Market Neutral

0.70%

2.86%

HFRI Event Driven

0.22%

5.51%

HFRI Market Defensive

-2.90%

-2.83%

HFRI Merger Arbitrage

-0.46%

1.21%

0.96%

-12.68%

HFRI Short Bias

1 Month and YTD total return as of 10/31/12
Values reflect most recent data available at the time of publication.
Source: Dow Jones, National Association of Real Estate Investment Trusts, Hedge
Fund Research, Standard and Poor’s, wsj.com - Market Data Center, Private Equity
Online, FINalternatives.
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Overview
October saw declines across commodities, real estate and hedge
funds alike resulting from the volatility that has been symptomatic
of increased uncertainty surrounding the U.S. elections and upcoming
fiscal cliff alongside international concerns over the eurozone.
Commodities
The Dow Jones UBS Commodity Total Return Index fell nearly 4%
during the month of October as commodity prices dropped across the
board. Crude oil fell as U.S. stockpiles remained unchanged, and the
Brent-WTI price difference contracted slightly. Brent finished October
at $109.41 per barrel, down 3.4% for the month, and West Texas
Intermediate fell 6.5% to finish at $86.24 per barrel. It is difficult to
say how much of an impact Hurricane Sandy will have on oil prices
going forward, if any, but prices certainly did climb briefly as the
damage unfolded during the final week of October, erasing some of
the month’s losses. The U.S. military began shipping fuel into the New
York Metro area at the turn of the month as many gasoline stations
had run dry after having several-mile long lines of cars waiting to get
fuel after the storm. This temporary supply issue is not a significant
enough event to affect oil prices, at least for now, as Brent and WTI
prices continued to fall lower to close the month.
Agricultural commodities fell slightly on the month, pulled down by
a 10.86% fall for coffee beans and a drop of about 5% for sugar and
wheat prices. Soybeans fell 3.25% and corn was nearly flat on the
month, which is surprising given the volatility those products have
seen in the past few months due to the summer drought throughout
the Midwestern United States. Corn is still up 16% on the year and
soybeans are up 28%, but both prices have been falling since the
drought-related peaks in July.

Cumulative Return of Commodities

REIT Sector Performance

One Year Trailing Returns

10/31/2012

Source: Morningstar, Inc.

Gold prices fell over 3% in October to finish the month at $1,719.10
per ounce after reaching nearly $1,800 per ounce just two weeks
earlier as the Fed announced new monetary stimulus. The inflationary
fears that result from this sort of stimulus package coupled with fiscal
cliff fears pushed gold prices up to elevated levels, but it has since
come down with help from factors such as positive economic data
and a relatively strong dollar. Silver performed in a similar manner in
October, falling 6.5% to close at $32.32 per ounce.
Real Estate
With the national elections approaching, the real estate investment
trust (REIT) market held steady in October, as the FTSE NAREIT All
REIT Total Return Index lost one-third of a percent for the month,
compared with the U.S. stock market which saw the S&P 500 fall
1.85% last month. Brad Case, NAREIT’s senior vice president of
research and industry information, attributed the flat performance
to general economic uncertainty. Case believed October was a month
that saw investors “focus on the election, the fiscal cliff, which sort
of flat-lined REITs along with the broader market. There was not much
activity.” Case also claims markets typically do reach a standstill
immediately prior to an election, so such performance should
not come as a surprise. Even though REITs were relatively flat in
October, the industry still has had a strong showing through the first
ten months of the year. As of November 2, the FTSE NAREIT All REIT
Total Returns Index was up 17.86%, while the S&P was up 14.47%.
The story was a little different when diving into investment
performance by property sector and subsector. Industrial/Office
REITs dropped 2.07% in October, bringing year-to-date gains to
15.53%. The hardest hit sector was Lodging/Resort REITs, which fell
over 8% last month bringing their gains to 3.39% so far this year.
There were some rays of light as Retail REITs, composed of Shopping
Centers and Regional Malls, posted gains of 0.23% adding to
performance on a sector which is now up 23.59% on the year.
The brightest spot in October, however, was the apartment sector;
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after slipping nearly 4% in September, apartment REITs had a
total return of 0.56% in October. Analysts attributed this to their
underperformance year-to-date which may have lead investors
toward the relatively cheap opportunity given the discount
valuations and the fact that apartment REITs are still expected
to put up strong absolute numbers next year. However, there are
analysts who believe new supply of apartment units will not come
online until 2014, meaning the supply-demand dynamic should
remain favorable for apartment owners.
Hedge Funds
Hedge funds posted their strongest monthly performance since
February to conclude the third quarter, led by Equity Hedge strategies
influenced by improved investor sentiment on positive developments
in the European banking and sovereign debt crisis as well as U.S.
stimulus efforts, according to data released by Hedge Fund Research.
The HFRI Fund Weighted Composite Index gained 1.1% last month,
the fourth consecutive monthly gain, ending the third quarter up
2.9% and bringing year-to-date gains to 4.7%. September gains
were led by equity-focused strategies, as the HFRI Equity Hedge
Index posted returns of 1.94%, also its fourth consecutive month
of positive performance, with significant contribution from both
the Fundamental Growth and Value strategies. This is good news for
investors given that last year stock-focused funds battled to generate
gains as volatile global markets saw the average fund lose almost 7%.
Macro hedge funds detracted from industry wide gains on weakness
in the trends they followed in addition to their commodity exposures
with the HFRI Macro Index posting a decline of 0.26%, the second
consecutive monthly decline for macro funds.
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The material has been prepared or is distributed solely for information purposes and is not a solicitation or an offer to buy any security or instrument or
to participate in any trading strategy. This presentation is not intended to be used as a general guide to investing, or as a source of any specific investment
recommendations, and makes no implied or express recommendations concerning the manner in which any client’s account should or would be handled,
as appropriate investment strategies depend upon the client’s investment objectives. The portfolio risk management process and the process of building
efficient portfolios includes an effort to monitor and manage risk, but should not be confused with and does not imply low or no risk.
Traditional and Efficient Portfolio Statistics include various indices that are unmanaged and are a common measure of performance of their respective
asset classes. The indices are not available for direct investment. Past performance is not indicative of future results, which may vary. The value of
investments and the income derived from investments can go down as well as up. Future returns are not guaranteed, and a loss of principal may occur.
Investing for short periods may make losses more likely.
The opinions expressed are those of MainStreet Advisors. This information is subject to change at any time, based on market and other conditions. The
information presented has been obtained with care from sources believed to be reliable, but is not guaranteed. Member and/or officers may have
material ownership interest in investment mentioned. Any investments purchased or sold are not deposit accounts and are not endorsed by or insured
by the Federal Dposit 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.
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