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Economy

Lights Back on in Washington
Recent Economic Indicators
Thomson Reuters/Univ. of Michigan Consumer Sentiment
Consumer Confidence
Existing Home Sales, Monthly Change
New Home Sales, SAAR*

73.2
71.2
-1.9%
421,000

Personal Income, Monthly Change

0.5%

Personal Consumption Expenditures, Mo Chg

0.2%

Non-farm Payroll Increase/Decrease
Unemployment Rate

204,000
7.3%

ISM Non-Manufacturing Index

55.4

ISM Manufacturing Index (PMI)

56.4

New Durable Good Orders, Monthly Change

1.7%

Industrial Production, Monthly Change

0.6%

Capacity Utilization
Retail Sales, Monthly Change

78.3
-0.1%

CPI, Monthly Change, NSA

0.1%

CPI Core, Monthly Change, NSA

0.2%

PPI, Monthly Change, NSA

-0.1%

PPI Core, Monthly Change, NSA
U.S. Trade Deficit

0.1%
$38.8 Bil

Q2 2013 Non-farm Productivity, Qtrly Chg

2.3%

Q3 2013 Real GDP, Quarterly Change, SAAR*

2.8%

*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, Federal Reserve, Thompson-Reuters University of Michigan,
Institute for Supply Management, National Association of Realtors, The Conference
Board, U.S. Census Bureau, Bloomberg.
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Overview
The government shutdown ended on the night of October 16 and the
Federal Government reopened the morning of October 17. The
government is now funded through January 15th and the debt
“cushion” extends through February 7th, when the President and
Congress will go through this process again (hopefully with less pain).
Citigroup Chief Equity Strategist Tobias Levkovich warns “Kicking the
proverbial can down the street does not address the long-term fiscal
imbalances … Averting disaster should not be confused with problem
solved.”
The FOMC announced the quantitative easing policy will remain in
place and rates will remain unchanged for the time being. The Federal
Reserve will continue to purchase $40 billion of mortgage-backed
securities and $45 billion of long-term treasury securities each month,
but this action will be more data dependent than has been the case in
the past. The levels at which the Fed has indicated it will take action
continue to be a 6.5% unemployment rate and a 2.5% inflation rate,
but no additional clues were given about when a supposed tapering of
the quantitative easing will begin.
Real GDP in the United States grew 2.8% in Q3 after gaining 2.5% in
the second quarter of 2013. Housing investment was a healthy
contribution as was personal consumption (1.04% of the 2.8%) and
inventories (0.83% of the 2.8%). The headline number looks good but
the overall economy may not be as strong as the report suggests.
Inventories may see a pullback in the fourth quarter and import
growth decelerated significantly from Q2 figures, marking a slowing
of domestic demand.
There was further evidence of the Energy Renaissance as the
seasonally-adjusted weekly U.S. crude oil production surged to a 24year high, helping the U.S. beat out Russia for the title of world’s #1
energy producer; we believe this has significant implications for the
future of U.S. manufacturing strength as well as our national security.

Unemployment Rate

Change in PPI and CPI, monthly
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Employment
The October employment report showed more strength than
expected with 204,000 jobs added during the month, 84,000 more
than economists had estimated. There were significant upward
revisions to the previous two months as well with September now
being reported at 163,000 (previously 148,000) and August now
showing a strong gain of 238,000 (previously 193,000). October
private payrolls were up 212,000 with service-providing jobs leading
the way up 177,000, while government jobs fell by 8,000. The jobs
outlook is stable but slow as wage growth is lagging and
unemployment hovers around 7.3%. Initial claims were free of the
distorting impact of special factors for the first time since September.
The new claims number came in at 336,000 for the week ended
November 2, down 9,000 from the previous week and marking the
4th consecutive decline from an early October peak. The four-week
average turned lower for the first time in four weeks falling 9,250 to
348,250.
Consumer Confidence & Spending
Retail sales did not look great at the headline level, edging down
0.1% in September, but were up 0.4% when you exclude autos. The
holidays are fast approaching and the outlook for the holiday
shopping season looks increasingly positive as the Rasmussen
indicator of consumer confidence has increased over 10% since the
government shutdown ended on October 17th. The decline in
gasoline prices, which is a major tailwind for retail sales, is another
indication that the shopping season could be boosted as consumers
have more discretionary money to spend in retail. Gallup polls
suggest that Americans plan on spending more than they have in
each of the past five years this holiday season. Despite the poll being
taken during the government shutdown, the average response was up
2.1% from the figures quoted in last year’s poll, suggesting higher
retail sales.
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Inflation
Inflation at the producer level eased 0.1% in September thanks to a
1.0% drop in food prices, but the core rate excluding food and energy
edged up 0.1%. A 0.6% rise in the prices for motor vehicles led the
advance. Prices rose at the consumer level, climbing 0.2% for the
month for headline inflation and up 0.1% at the core. The energy
component jumped 0.8% as gasoline prices rose while food prices
remained flat. The year-over-year rate slowed to 1.2% from 1.5% in
August, leaving the Fed plenty of room to delay tapering and giving
further support to equities.
Business Activity
Manufacturing continues to show strength in the United States as
measured by the ISM Manufacturing Index. The index came in at 56.4
this month, marking the best reading since early 2011. The leading
factors in the report, new orders and new export orders, both came in
strong at 60.6 and 57.0 respectively. This data goes along with the
Chicago PMI reading that significantly exceeded analyst expectations,
showing a reading of 65.9 versus consensus estimates of 55.0. This
jump was the third largest gain since data collection began in 1967
and the largest monthly bump since the early 1980’s. These two
manufacturing reports create a strong basis for improved production
in the U.S. which will likely flow into other sectors of the economy.
New factory orders rose 3.7% in September, significantly
overshooting the consensus estimate of 2.3%. All of this gain can be
attributed to transportation (specifically aircraft) orders as the index,
excluding transportation, was flat. Taking into account auto
production gains and high-tech equipment, the expectations for
overall business investment in equipment is only slightly above flat
for the third quarter. Weekly automotive production has climbed
nearly 8% over the past quarter and this, among other production
increases, has led to increased production in inputs such as steel (up
1.7% in the past three months). Another production positive: unfilled
orders for core capital goods bumped up 0.6% to a new record high,
suggesting optimism for further business investment in Q4.
[Premier Bank Market Review
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ISM Report on Business Activity

S&P/Case-Shiller Home Price Index

Index Levels from January 2008 - October 2013
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Housing
Homebuilder confidence slipped for the second month in a row in
October, falling to 55 from a recovery peak of 58 in August.
Uncertainty in Washington was cited as a special negative this month,
but supply constraints on both labor and available lots was also a
factor. Despite the slide, the index is still showing the best readings in
nearly ten years. Weekly U.S. lumber orders have picked up again
recently. The correlation between lumber orders and housing starts
has been 97% since 1996, so this is a good sign for the new home
market.
Sales of existing homes have been weak the last couple of months,
down 1.9% in September following a flat reading for August. Sales
have been hampered by higher mortgage rates and cautious home
buyers. The lack of activity is putting downward pressure on prices
with the median falling 5.0% to $199,200. The housing market is still
moving forward, just not at so robust of a pace.
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World Economy
Spain announced their recession is finally over after two years.
Spanish GDP in Q3 2013 moved up 0.1%, but a continued recovery
may be difficult to achieve as domestic demand is still very low and
CPI numbers are showing levels close to deflation. Retail sales in
Spain increased for the first time since June of 2010, but this number
has been called into question as tax consequences may have affected
previous readings.
Rating agency Standard & Poor’s cut France’s credit rating for the
second time in two years, this time from AA+ to AA. The downgrade
was justified by S&P as a reflection of economic risks and concerns
about government finances. The outlook is now stable at this level,
rather than negative, but the cut certainly will affect the approval
rating of President Francois Hollande, who already has the lowest
approval rating of any leader in the last 55 years. Prime Minister
Pierre Moscovici called the downgrade “critical and inexact” and
maintains that French debt is among the safest in the eurozone.
Unemployment in France is still very high and concerns over
government spending continue to be at the forefront of the nation’s
economic issues.

Fixed Income

For the Second Straight Month, All Major Fixed Income Markets Post Gains
Fixed Income Current Yields

10/31/2013

3 Month U.S. T-bill

0.04%

2 Year U.S. Treasury

0.31%

5 Year U.S. Treasury

1.31%

10 Year U.S. Treasury

2.57%

30 Year U.S. Treasury

3.33%

1 Month

YTD

Barclays U.S. Aggregate

Total Returns

0.81%

-1.10%

Barclays U.S. Govt./Credit

0.60%

-0.21%

Barclays U.S. Municipal Bond

0.79%

-2.10%

Barclays U.S. Corp. High Yield

2.45%

6.45%

Barclays U.S. Long Credit A

2.48%

-5.76%

Barclays U.S. Treasury 20+ Year

1.41%

-9.74%

Barclays Global Aggregate

0.98%

-1.20%

Barclays Emerging Markets

2.14%

-3.21%

1 Month and YTD data as of: 10/31/2013
Values reflect most recent data available at the time of publication.
Source: Morningstar, Inc., U.S. Department of the Treasury, Barclays Capital

Overview
Riskier asset classes in the bond market again showed signs of
stabilization as strategists suggest the sell-off earlier in the year
became exaggerated. Looking forward, uncertainties in the market
are apt to continue as the recent government shutdown likely
reduced consumer and business spending last quarter, clouding the
economic growth outlook further. Even as a last minute deal was
reached to suspend the debt ceiling, budget negotiations will resume
in early 2014, likely triggering another round of political
brinkmanship. Given weakness evident in recent economic reports,
many market participants expect the Fed to delay quantitative easing
tapering until at least March. Because of this, the ultimate size of the
Fed’s asset holdings will grow by an estimated additional $500 billion.
QE3 is now expected to increase these asset holdings from the
current level of $3.5 trillion to $4.2 trillion, causing several Fed
governors to express concerns about the ultimate size of the central
bank’s balance sheet. Although unlikely, at some point the Federal
Reserve might need to curb its bond purchase program to reduce
costs, even if labor market conditions have not improved
substantially, a worst case scenario that could lead to a considerable
adverse market reaction.
Meanwhile, suggesting the ongoing fiscal gridlock has not reduced
demand from foreign central banks, officials from China and Japan
increased their holdings in U.S. Treasuries in October. Strategists feel
this is a positive sign, as these countries represent key funding sources
for the U.S. to finance its budget deficit. Foreign investors own nearly
half of all outstanding Treasury debt, with China and Japan each
holding more than $1 trillion.
However, because we feel Treasuries remain expensive, in our opinion
it is prudent to maintain an underweight exposure to this sector
across all durations. Separately, because we feel interest rates will
eventually increase given an expected reduction in Federal Reserve
monetary stimulus, diversification, particularly amid
underappreciated credit opportunities, will remain paramount.
[Premier Bank Market Review
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High Yield Bond Spreads

10-Year Government Bond Yields

In % Points, January 2008 -October 2013
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Compelling prospects exist in certain investment-grade corporate
and municipal credits, as rating agencies struggle with their
methodologies, increasing unfounded market uncertainty around
spread products.
Corporate
The investment grade corporate sector finished sharply higher,
gaining 1.48% and bringing year-to-date returns to -1.18%. With
rate volatility elevated, investors have been exiting long-term
corporate bond funds as concerns grow over losses that might result
from rising interest rates. At the same time, spreads relative to U.S.
Treasuries have tightened, suggesting that from a long-term
fundamental perspective, most corporate bonds are fairly valued.
However, the Fed’s continued bond-buying program has positively
affected demand for company debt, as the supply of available fixed
income securities constricts and investors look for an alternative to
low yielding Treasuries. We continue to recommend investors move
to shorter duration bonds and bond funds to lessen the impact of
rising rates.
High yield bonds also gained for the month, rising 2.45% and bringing
year-to-date returns to 6.45%. In a sign of increased demand in this
sector, high yield mutual funds reported net inflows of $3.5 billion for
the month, according to Lipper. At the same time, floating rate bank
loan fund inflows remained strong, with an additional $4.4 billion
flowing into these funds in October. With positive flows for 72
consecutive weeks, year-to-date inflows have reached a prodigious
$57.2 billion. Looking forward, with yields near historically low levels,
expected losses due to defaults will likely have a large effect on
demand in this sector. Given the anticipation of still strong balance
sheets, many strategists feel default rates will remain subdued
throughout 2014, suggesting reasonable demand levels for high-yield
and bank loan securities.
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Municipals
After a strong rally last month, the Barclays Municipal Bond index
rose again in October, gaining 0.79% despite concerns about Puerto
Rican debt. Since June of this year, Puerto Rico bonds have come
under heavy selling pressure after negative press and media coverage
about its fiscal condition. Concerns about default have escalated
given the province has been in a recession since 2006, has been
experiencing high unemployment, has had severely underfunded
pensions, persistent budget deficits which they finance with more
debt, high debt levels and debt ratings that are at the edge of
investment grade, with negative outlooks by all three major rating
agencies. Yields on some of this debt rose as high as 17% earlier in
the month, raising concern among regulators over whether investors
were adequately informed of the risks associated with these bonds.
The SEC is now conducting a nationwide “limited scope examination”
of mutual funds with exposure to Puerto Rico debt to determine
whether the bonds were properly priced when sold to provide
liquidity for redemptions. Although we feel the risk of a further
downgrade remains low and the bonds are likely oversold, we suggest
focusing on other areas of the muni market given poor liquidity
conditions for these bonds.

Performance by Country

U.S. Treasury Yields

Unhedged Total Returns, October 2013

In % Points as of 10/31/2013
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International
The Barclay’s Global Treasury ex-US index rose by 1.09% on an
unhedged basis, but only gained 0.92% on a local currency basis,
consistent with a moderately weaker U.S. dollar against other major
currencies. Most major country government bonds posted gains
including Canada, France, Germany, and the United Kingdom as
demand remained strong for these securities. Sovereign debt from
Italy and Spain once again rose for the month, bringing year-to-date
returns to 6.13% and 10.74% respectively amid better-than-expected
economic growth in these areas.
Meanwhile, some country debt hardest hit by capital outflows last
year have recovered considerably, particularly government bonds
from Greece. Investor perception about Greece has turned around
sharply in recent months. A new government has brought a sense of
stability, willing to work with international creditors and implement
reforms. Against this backdrop, some government bonds have
quadrupled in price from their lows in June 2012. However, these
bonds still trade at fairly depressed levels, suggesting investors feel
the bonds will not be repaid in full.

3 MO

2 YR
One Year Prior

3 YR

5 YR
One Month Prior

10 YR

30 YR
10/31/2013

Source: Federal Reserve Bank of St. Louis

Changes to the MainStreet Advisors Fixed Income Asset Allocation
Targets
Our ongoing analysis of the current economic and market
environment has prompted a shift in our tactical asset allocation
targets for the fixed income portion of our recommended portfolios.
The objective of tactical asset allocation is to overweight asset classes
predicted to be in favor and underweight those forecast to be out of
favor. Tactical asset allocation seeks to provide portfolio direction
based on perceived market inefficiencies and changes in market
expectations. We believe it is a value added strategy that
complements the long-term strategic allocation selection process.
As such, we recommend selling intermediate-term investment grade
corporates (VFIDX), trimming our GNMA fund (VFIJX) and the PIMCO
Total Return Fund (PTTRX) in favor of short-term investment grade
corporates (BSBIX). The short-term outlook for the fixed-income
market has grown clouded due to an announcement from the Fed
noting the pace of quantitative easing purchases would be
maintained at current levels. However, over the longer-term most
market participants expect interest rates to rise, as the U.S. economy
is likely to normalize within the context of a slow recovery. Although
the Fed’s decision to maintain their existing quantitative easing
program at $85 billion in bond purchases per month may have
temporarily stalled the move to higher rates, we feel it has done so at
the risk of increasing market volatility.
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Equities

Stocks Continue to Roll in 2013
1 Month

YTD

Dow Jones Industrial Average

Total Returns

2.88%

21.02%

S&P 500

4.60%

25.30%

NASDAQ Composite

3.98%

31.14%

S&P 100

4.89%

23.48%

S&P 400 MidCap

3.72%

27.81%

S&P 600 SmallCap

3.61%

33.30%

Russell 2000

2.51%

30.90%

MSCI EAFE

3.36%

20.51%

MSCI EAFE Small Cap

3.04%

26.14%

MSCI Emerging Markets

4.87%

0.62%

1 Month and YTD data as of: 10/31/2013
Values reflect most recent data available at the time of publication.
Source: Morningstar, Inc.

Overview
Major U. S and international equity markets followed on September’s
rally with strong returns in October, despite weakness early in the
month due to the government shutdown. The mid-month deal to end
the shutdown and raise the debt ceiling until February helped boost
investor sentiment. Earnings reports were in line with expectations
and helped offset mixed economic data and revisions to fourth
quarter GDP due to the U.S. government shutdown.
The Dow Jones Industrial Average closed out the month of October at
15545.75 for a total return of 2.9%. Finishing the month at 1756.54,
the S&P 500 Index’s return of 4.6% was the highest of the three
major indices. The NASDAQ Composite Index ended October at
3919.71, 4.0% above the September 30th close. Both the Dow and
the S&P closed less than 1% below all-time highs. Year to date
through the end of October, the indices returned 21.0%, 25.3%, and
31.1%, respectively.
Many are questioning if there are still any legs left in the stock market
rally when considering elevated P/E ratios, high margin debt and an
increase in bullish sentiment. Several factors we study seem to
suggest there is still room for upside in equities. Every stock market
correction since the 1970’s has been preceded by one or more of the
following: a Federal Reserve rate hike, a double-digit rise in oil prices,
or a significant global crisis. Without a major catalyst, we don’t see a
large correction in the near future. As long as growth continues to
outpace inflation, P/E ratios are likely to increase.
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S&P 500 Sector Breakdown

S&P 500 Sector Performance by Market Capitalization

Month-End Percentages

One Month Return As of 10/31/2013
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S&P 500
Financials
15%

Domestic Equity
The strongest S&P sectors in October were Telecomm Services
(+8.5%), Consumer Staples (+6.4%) and Industrials (+5.1%). Within
Telecomm Services, Verizon (+9.4%) and AT&T (+8.4%) both
reported strong wireless subscriber growth. Kimberly Clark soared
14.6% for the month on better-than-expected earnings results. Wall
Street analysts raised ratings and price targets on Constellation
Brands, helping to boost the stock 13.8% for the month. Most
transportation stocks within Industrials were up double digits for the
second month in a row due to falling oil prices. Lagging the S&P 500
Index were Financials (+3.3), Utilities (+3.8%) and Energy (+4.2%).
Through the first ten months of the year, Consumer Discretionary
(+35.1%), Health Care (+34.0%) and Industrials (+30.2%) were the
top performers. Trailing far behind, but still posting respectable
returns compared to historical averages were Telecomm Services
(+14.7%), Utilities (+14.41%) and Materials (+18.3%).
According to Standard & Poor’s, large cap equities outperformed both
mid cap and small cap equities last month. The S&P 500 Index had a
return of 4.6%, better than both the S&P MidCap 400 Index (+3.7%)
and Small Cap 600 Index (+3.6%). Year to date through the end of
October, small cap equities (+33.3%) continued to outperform both
mid cap (+27.8%) and large cap (+25.3%).
There were no consistent differences in relative performance based on
style for the S&P indices last month. Large cap and small cap growth
stocks outperformed value but underperformed in the mid cap space.
Small cap growth stocks posted the strongest year-to-date returns
(+34.5%) through the end of October, while large cap growth equities
lagged (+25.2%). The S&P 600 Small Cap Growth Index has a very
small percentage of energy, telecomm services, and utilities stocks; all
of which have lagged the general market this year.
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International Equity
Developed international equity indices were also positive in October
as the MSCI EAFE Index of developed markets returned 3.4% in U.S.
dollar terms. All markets posted positive returns led by Greece
(+16.3%), Italy (+12.0%) and Spain (+9.2%). The country index in
Germany (+5.7%) led all major developed markets, while France and
the United Kingdom both rose about 4% and Japan was flat. For the
first ten months of the year, the developed markets index posted a
positive return of 20.5%. Of the major markets, returns were highest
through monthend in France (+25.1%), Japan (+24.5%), and Germany
(+23.6%). Other notable markets included Greece (+61.3%), Ireland
(+36.5%), and Spain (29.6%). The UK (+16.3%) has continued to lag
the index, despite strong economic data such as improving GDP
growth, rising business confidence, and faster real money growth.
The MSCI Index for Emerging Markets was positive in October for the
second month in a row with a total return in U.S. dollar terms of
4.9%, putting the index in the black for the first time since February.
Country indices in the Czech Republic (+12.2%) and India (+10.6%)
led all returns. Brazil (+6.1%), Russia (+4.1%) and Korea (+4.7%) were
also strong. Chinese stocks lagged, up only 2.5%, despite news the
economy grew 7.8% in the third quarter, the fastest rate in 2013. A
sharp spike in money market rates hit Chinese equities late in the
month. Year to date through the end of October the Emerging Market
Index finally turned positive (+0.6%). Russia (+5.2%), Korea (+4.5%)
and China (+2.7%) were all outperforming at month end while Brazil (5.5%) and India (-3.6%) continued to trail behind.
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Alternative Investments

Hedge Funds and REITs Post Gains to Start Q4
Price Change
Dow Jones UBS Commodity Index

1 Month

YTD

-0.60%

-9.37%

Oil

-5.93%

4.86%

Copper

-0.60%

-8.49%

Gold

-0.25%

-21.01%

NAREIT-All Equity REITs

4.33%

7.49%

NAREIT-Industrial/Office

4.89%

11.18%

NAREIT-Residential

1.99%

-0.98%

S&P Global Property Ex-US

2.29%

7.76%

HFRI Fund Wtd Comp. Index

1.48%

7.19%

HFRI Equity Market Neutral

2.08%

5.92%

Total Return

HFRI Merger Arbitrage
HFRI Short Bias

0.71%

4.03%

-1.95%

-15.67%

1 Month and YTD data as of: 10/31/2013
Values reflect most recent data available at the time of publication.
Source: Morningstar, Inc.

Overview
October was a strong month for both hedge funds and real estate
investment trusts, with the HFRI Fund Weighted Composite Index and
FTSE NAREIT All REIT Index adding 1.5% and 4.1% last month,
respectively. Commodities, however, continued to lose even more
ground on the year, as the DJ UBS Commodity total return Index fell
1.48% last month.
Commodities
Commodity prices fell in October by a modest 1.48% as represented
by the DJ UBS Commodity total return index, which now holds a
-9.91% return year to date. The spot price index is down nearly as
much, indicating that roll yields have played less of a part in overall
commodity market returns than is normally seen – almost all of the
down performance in commodity markets is due to price depreciation
this year.
Oil markets experienced a spread contraction between Brent Crude
and West Texas Intermediate this month as Brent moved up nearly
2% and WTI fell almost 6%, WTI’s largest monthly drop in a year.
Brent now stands at $107.53/barrel and WTI at about $96.29/barrel.
A fall in imports led to supply contractions in the U.S. despite
increases in domestic production. The oil market seems to be
tightening slightly as the gap between demand and supply closes, but
there are many factors that are playing into these constantlychanging elements. If the U.S. dollar continues to show strength we
could see downward pressure on oil prices, but increased foreign
demand and a decreasing stockpile in the U.S. would counteract that
factor and push prices upward.
Precious metals ended the month surprisingly flat after a very volatile
2013 so far. Despite moving quite a bit intra-month, the price of gold
finished October down just 0.25% and silver up 0.73%. Federal
Reserve announcements regarding the delayed QE3 taper and
weakness in the euro (or strength in the U.S. dollar) caused metals
prices to swing downward mid-month before climbing steadily
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REIT Sector Performance As of 10/31/2013

Commodity Sector Returns as of 10/31/2013

One Month and Year-to-Date

One Month and Year-to-Date
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and then plummeting in the last few days of October. Gold prices
have fallen over 20% year to date and silver is down over 27%
despite both precious metals seeing solid third quarter gains
stemming from a strong July and August. Positive jobs numbers and
U.S. GDP figures continue to act as a headwind for gold prices, as do
weak demand in large gold-consuming nations like India. U.S equity
markets have been very strong and until that changes gold prices do
not have many obvious catalysts for recovery except sustained low
rates in the U.S. and the lack of opportunity to increase gold
production at such low profit levels; these may in fact be among the
only factors keeping prices from dropping further.

Hedge Funds
Hedge funds posted a strong month to begin Q4, as the U.S.
government shutdown concluded while investors and fund managers
positioned for an anticipated reduction of the Federal Reserve’s
stimulus measures in early 2014. October was the second best month
of 2013 for hedge funds. The HFRI Fund Weighted Composite Index
returned 1.5% for the month and is now up 7.1% for the year, with
positive contributions across all strategies led by Equity Hedge and
Event Driven, according to Hedge Fund Research (HFR). Returns were
driven by equity exposure and supported by the continued decline in
treasury rates following their peak in September. Equity Hedge and
Event Driven funds continued to drive industry gains, with the HFRI
Equity Hedge Index gaining 1.8% for the month, bringing year-todate performance to 11.3%. Equity Hedge performance is the
strongest since gaining 24.6% in 2009 and exceeds the annualized
performance for Equity Hedge since 1990. The HFRI Event Driven
Index posted a gain or 1.5%, the 15th monthly gain in the trailing 17
months, and bringing year-to-date performance to 10%. Emerging
Markets fund led the way in October, gaining 2.45%, up 4.66%
through the first ten months of the year, with Asia ex-Japan and Latin
America funds doing especially well, returning 2.75% and 2.58%
respectively.
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REITs
October was another strong month for real estate investment trusts
(REITs), as performance slightly trailed the broader stock market. The
FTSE NAREIT All REIT Index saw its total returns gain 4.06% during
the month, while the S&P 500 was up 4.60%. For the year, the FTSE
NAREIT All REIT Index is now up 7.07%. Total returns on equity REITs,
as evidenced by the FTSE NAREIT All Equity REITs Index, were up
4.3% in October, and up 7.49% year-to-date. REITs were
outperforming the stock market for most of last month, but a
downturn in the market in the last few days of October fueled
interest rate concerns hitting REITs harder than other sectors.
The strongest sectors in the past month were Industrial REITs and
Retail REITs. Within Retail REITs, Shopping Centers and Free Standing
centers performed especially well. The Shopping Centers and Free
Standing sectors both posted gains of more than 6% in October and
are now up 12% and 14%, respectively, for the year. Industrial/Office
REITs posted returns of 4.77% last month, bringing year-to-date gains
to 11.18%. Residential REITS, composed of Apartments and
Manufactured Homes, also saw positive returns in October, adding
nearly 2%, yet still remaining in the red through the first ten months
of the year. Last month was another strong month for the
Commercial Financing REIT sector, which has now gained over 26%
on the year, while also posting yields above 10%.
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