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Economic Update
Surging gasoline prices continue to drive overall prices higher. The
Labor Department reported that higher gas prices accounted for almost
half of the 0.4% rise in the Consumer Price Index (CPI) in the month of
April. The rate of inflation accelerated to its fastest annual pace in two
and a half years, rising 3.2% from April 2010. The Labor Department
also reported that the producer-price index (PPI) rose 0.8% in April; most
of the increase was again attributed to higher energy prices. Prices for
finished goods moved up 6.8% for the 12 month period, the largest yearover-year increase since September 2008. A separate report showed
that the weakening dollar is putting upward pressure on import prices.
The import price index rose 2.2% in April following a 2.6% gain in March.
Despite record exports bolstered by a weak U.S. dollar, the trade deficit
widened due to the high cost of oil imports. The Department of
Commerce reported that the U.S. trade deficit was $48.2 billion in March,
up from $45.4 billion in February. The non-petroleum trade deficit,
though, actually narrowed $3 billion.
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The labor market recovery is having difficulty establishing traction. The
number of Americans filing first-time unemployment claims dropped
44,000 to 434,000 for the week ended May 7, according to the Labor
Department. The decrease was less than expected and the four week
moving average increased to 436,750, the highest since November. The
continuing claims number rose by 5,000 in the week ended April 30 to
3.76 million, but the number of Americans receiving emergency and
extended federal benefits declined.
The U.S. median price for a single family house dropped 7% in the first
three months of the year to $158,700, according to the National
Association of Realtors (NAR). The median home price is now over 30%
below its 2006 high of $227,100. Distressed properties – short sales or
foreclosures – made up 40% of sales in March. Lawrence Yun, NAR
chief economist, said “When buyers principally purchase distressed
properties in a given market, the recorded prices will be very low, which
is what we’re seeing now in much of the country.”
Source: Bureau of Economic Analysis, U.S. Department of Commerce, Federal Reserve Banks, U.S. Department of
Labor, U.S. Department of Commerce, The Conference Board, the National Association of Realtors, the National
Association of Home Builders, the European Central Bank.
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After four straight weeks of gains, U.S. Treasuries finished mostly
unchanged despite lower inflation data and weaker commodity prices.
Market sentiment turned more defensive amid the euro zone’s sovereign
debt problems and the looming end of the Federal Reserve’s quantitative
easing program. Investor’s recent preference for safety helped pushed
yields on the 10-year note to their lowest levels since December.
However, traders said the 10-year faces strong “resistance” at 3.14%, a
level at which the note has struggled to break through in recent sessions.
Meanwhile, a tame inflation report on Friday bolstered Fed Chairman
Bernanke’s view that inflation risks remain confined and the impact from
higher commodity prices will be transitory. Confirming easing inflation
concerns, the spread, or difference between yields, on 10-year
Treasuries and similar maturity TIPS narrowed to 2.39% from 2.67% on
April 11, the widest level in three years. Because this measure is
considered a gauge of expectations for consumer price increases,
strategists feel that investors are beginning to factor in the possibility of
slower economic growth ahead. Separately, the International Monetary
Fund (IMF) said in its most recent report on the European economy that
the fiscal crisis in Greece, Ireland and Portugal could yet spread to other
parts of the euro zone and parts of Eastern Europe. They recommend
that the European Central Bank not raise interest rates too quickly, since
“monetary policy in the euro area can afford to remain relatively
accommodative.”
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The stock market tumbled on Friday despite an increase in consumer
sentiment and in-line inflation numbers. Commodity prices continued to
tumble and the euro weakened further on nervousness about Greece’s
financial woes, leading to stock market declines for the week. The Dow
Jones Industrial Average closed at 12596, down 43 points, or 0.34%. The
broader S&P 500 Index ended the week down 2.4 points, down 0.18%, to
close at 1340.The NASDAQ Composite closed at 2828.47, flat for the
week.
Markets were strong earlier in the week as commodities rebounded from
steep declines late last month. The announcement by Microsoft (MSFT)
of its $8.5 billion offer for Skype Global also lifted investors’ enthusiasm.
Cisco (CSCO) reported results on Thursday that beat expectations, but
the company projected weakness in its fiscal fourth quarter. Several
retailers including Macy’s (M) and Kohl’s (KSS) also reported strong
earnings results. Macy’s reached its highest level in two years on solid
profit growth and a better than expected same store sales outlook. WalMart and home improvement retailers Lowe’s and Home Depot are on
tap to report earnings early next week.
In Europe, gross domestic product in the euro zone expanded by a
stronger-than-expected 0.8% in the first quarter of 2011 compared with
the previous three months. Germany’s GDP grew by 1.5% in the first
quarter, while France was up 1.0%. This news was offset by reports
from the European Union that the debt loads of Greece, Ireland and
Portugal may be much worse than previously forecast, adding to fears
that international bailouts are failing to solve the region's financial crisis.
The euro fell to a six week low versus the U.S dollar. Overseas
developed markets as measured by the MSCI EAFE Index declined by
1.73% for the week.
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After a volatile last couple of weeks, crude oil settled at $99.32 a barrel,
up 1.55% from the previous week. A major factor in oil’s rise was the
stronger-than-forecasted economic growth in euro zones, signaling that
European fuel consumption would increase. In the wake of President
Obama calling for an investigation into the forecasting and speculating of
oil prices, Exxon Mobil (XOM) CEO Rex Tillerson was quoted telling the
Senate Finance Committee that “oil prices did not currently reflect supply
and demand.” When asked to value a current marketable barrel,
Tillerson answered somewhere in the “$60 to $70 range.” Seeing as the
price of oil barrels is currently slightly below $100, experts believe
something beyond the laws of supply and demand is driving these high
prices and, consequently, the elevated price of gasoline.
Capping its biggest weekly gain since January, sugar rose 4.7% to close
at 21.45 cents a pound. Experts attribute this rise to the recent output
plunge Brazil, the world’s largest producer and exporter of sugar, has
suffered. From mid-march to the end of April, sugar output in Brazil has
fallen 69% to 795,000 metric tons from a year earlier. With the dollar
strengthening, precious metals experienced a slight decline this week,
as both gold and silver settled at $1,492.50 and $35.01 an ounce,
respectively. The lone bright spot was copper, which closed the week at
$3.9750 a pound, up 0.55%.
In the wake of Raj Rajaratnam’s arrest, hedge fund managers are
beginning to brace for a new era of intensified scrutiny of their research
activities. According to the Financial Times, many managers, unhappy
with the government’s tactics, expressed fear that the boundary of what
constitutes insider information is being pushed ever so close toward
normal research activities, the tactic of using wiretaps will now make
analysts and traders far more cautious when communicating. On the
other hand, some managers believe that insider trading will continue to
take place, if not accelerate, after the Galleon Group scandal.
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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.
120 North LaSalle Street, 37th Floor
Chicago, Illinois 60602
312.223.0270 direct
312.223.0276 fax
www.mainstreetadv.com

