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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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Bond Market Update
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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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

7/13/2010

3/11/2010

11/10/2009

7/13/2009

3/12/2009

11/12/2008

7/13/2010

3/11/2010

11/10/2009

7/13/2009

3/12/2009

11/12/2008

7/15/2008
Source: Merrill Lynch

7/15/2008

4.0%

50

July 16, 2010
[page 3]

MainStreet Advisors
Financial Market Update
Stock Market Update
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.
Previous Week

Current1

Change

1,210.30

1,193.10

-1.42%

76.20

75.85

-0.46%

Copper
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HFRX Equal Wtd. Strat. Index

1,110.38
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0.50%

HFRX Equity Hedge Index

1,094.05

1,109.74

1.43%

HFRX Equity Market Neutral

1,001.91

1,007.43

0.55%
0.67%

Issue
Gold
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1,335.36

1,344.29
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1,462.51
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Dow Jones UBS Commodity Index

126.94

127.56

0.48%
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109.17
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9.01%

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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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.
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Chicago, Illinois 60602
312.223.0270 direct
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www.mainstreetadv.com

