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Economic Update
The housing market’s woes continue even while we are almost two years
into the economic recovery. Housings starts in the U.S. unexpectedly fell
11% from the previous month to 523,000 in April, according to a report
from the Commerce Department. The South was hit the hardest as
flooding and tornadoes forced many construction sites to shut down,
contributing to a 23% drop in starts for the region. Building permits, an
indicator of future construction, fell 4% to a 551,000 annual pace.
Purchases of existing homes fell 0.8% to a 5.05 million annual pace in
April, according to a release from the National Association of Realtors
(NAR). This figure was down 12.9% from the previous year when
housing purchases were inflated by the home buyer tax credit. NAR
chief economist Lawrence Yun blamed the weak number on
“unnecessarily tight credit …, along with a steady level of low appraisals
that result in contract cancellations.” The national median existing-home
price for all housing types fell 5% in April from the previous year to
$163,700. Distressed homes accounted for 37% of sales in April, down
from 40% in March, and all-cash transactions fell from a record 35% to
31%.
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There was a positive sign in the job market as fewer Americans than
expected filed initial unemployment claims last week. Jobless claims fell
29,000 to 409,000 in the week ended May 14, according to the Labor
Department. This may indicate that the rise in initial claims in April was
only a temporary setback in the jobs recovery. The rise in jobless claims
last month was blamed for a 0.3% decline in the he Conference Board’s
Leading Economic Index.
The Federal Open Market Committee minutes indicated that members
had a lengthy discussion about establishing a roadmap for withdrawing
record levels of stimulus. The report did note that the discussion did not
mean that any moves "would necessarily begin soon." Another report
from the Federal Reserve showed that growth in industrial production
stalled in April as auto manufacturing faces disruptions caused by the
earthquake and tsunami in Japan.
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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Bond Market Update
After substantial gains in recent weeks, U.S. Treasuries rallied yet again
on concerns the European sovereign debt crisis has worsened, boosting
demand for safe-haven government debt. Fitch cut Greece’s credit
ratings to B+ and placed the country on negative watch. French Finance
Minister Christine Lagarde warned that the nation is at risk of default if it
does not do more to bring its public finances into order. Yields on the 10year U.S. Treasury note touched 3.09%, the lowest level since December
and within one basis point of its 200-day moving average.
With the recent move down in rates over the past several weeks,
investment grade companies have been issuing record amounts of new
debt amid some of the lowest interest rates seen in several months.
Johnson & Johnson (JNJ) just completed its largest bond deal on record.
Texas Instruments (TXN) raised debt for the first time in more than ten
years, and Google (GOOG) sold their first bonds ever. Companies with
investment-grade ratings have sold $392 billion in bonds so far in 2011,
about 30% more than the $296 billion they sold in the same period last
year, according to Dealogic. Junk-rated companies have also been able
to raise debt at a record pace with spreads, or the yield investors
demand to own high-yield bonds instead of Treasuries, little changed at
480 basis points this week. Investors favoring new issues over existing
bonds are helping to keep junk-bond spreads from narrowing amid
concerns that economic growth may be slumping.
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Stock Market Update
The stock market finished the week on a slightly lower note after
experiencing a two day climb. Overall, the market closed in negative
territory across all sectors for the third consecutive week. Consumers
continue to remain concerned about the increasing commodity and oil
prices. The Dow Jones Industrial Average closed at 12512, down 84
points, or 0.66%. The broader S&P 500 Index ended the week down 5
points, down 0.34%, to close at 1333. The NASDAQ Composite closed
at 2803, down 25 points, or 0.89%. The MSCI EAFE closed at 1714,
down 11 points, or 0.66%.
The technology sector continued its volatile performance throughout the
week. The sector as a whole struggled, however, an initial public offering
from LinkedIn Corporation (LNKD) spurred positive activity back into the
market. The company priced its initial public offering at $45 and the
stock was well received, rising over 125% to close to $102. The
company has engaged the social media era, introducing a professional
theme to uniquely identify itself from other social media sites.
The European markets finished the week in negative territory as well.
Remaining debates between Germany and the European Central Bank
regarding debt restructurings have kept investors questioning risks
associated with European sovereign debt. Benchmark indices also felt
negative effects resulting from Fitch Inc.’s downgrade of Greece to ‘B+’.
Market turmoil increased in Japan as historic losses were posted by
Tokyo Electric Power Co., due to the post-earthquake crisis at its
Fukushima Daiichi nuclear power plant. According to reports, 80% of the
loss, or 1 trillion yen, was due to a one-time charge for efforts in
containing the radiation from the site following the March 11 earthquake.
Excluding the financial sector, this was the largest reported loss ever for
a Japanese firm. New management changes are expected to be
underway as reports state that President Masataka Shimizu will step
down due to the losses.
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Alternative Investments Market Update
With the American Petroleum Institute (API) reporting a 5.2% increase in
fuel consumption in April, primarily due to sudden economic growth,
crude oil rose 0.17% this week to close at $99.49 a barrel. Experts
expect a stronger demand in the crude market, seeing as refineries that
were shut down in the past, are beginning to come back online. The
report went on to note that fuel consumption has increased to 19.9
million barrels a day last month from a year earlier. As a result, the
American Automobile Association stated that U.S. air travel will jump to
its highest level since 2005 over Memorial Day weekend.
Precious metals shook off a strong rally in the dollar this week, as eurozone debt worries became the center of attention. Gold increased
1.46%, or $21.80, to close at $1,514.10 an ounce, whereas silver rose
0.21% to settle at $35.01 an ounce. Investors worry about the potential
of something similar to the Greece default occurring and inevitably
contaminating the rest of Europe. Experts believe that gold may reach a
record high of $1,625 an ounce sometime this summer, and, if it were to
do so, silver could trade around $41-$42 an ounce.
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According to a report released earlier this week by Hedge Fund
Research (HFR), hedge fund industry leverage has been declining in the
last 12 months. This is due in large part to the decline in investor inflows
and less volatile performance gains. The report went on to claim that
average standard leverage has decreased across all hedge fund
strategies from 1.27 to 1.10 times investment capital, while average
margin to equity also declined, falling from 17.13% to 16.98%, year over
year. The percentage of funds which do not typically utilize leverage has
risen to approximately one third of all funds, an increase of 4% over last
year. Larger funds typically employ a higher level of leverage – 23% of
funds with assets under management greater than $1 billion utilize
leverage between two and five times investment capital.
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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

