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Economic Update
A delay on the vote to raise the debt ceiling this week meant the
uncertainty regarding this issue will continue to hang over global markets
into the weekend. Regardless of whether or not a deal is struck before
August 2, the country’s coveted AAA rating remains in jeopardy. If the
debt ceiling is not raised, a downgrade would be imminent. However, if a
deal is struck that does not sufficiently address the nation’s long-term
fiscal problems a downgrade would still be likely in the coming months.
Further evidence that economic growth is slowing came from a report
from the Commerce Department showing the advance estimate for GDP
came in at 1.3%, below the 1.8% figure that economists were expecting.
Positive contributions from an uptick in federal government spending and
non-residential fixed investment were dampened by a decrease in local
and state government spending and weak growth in consumer spending.
The report also showed that first quarter GDP numbers were drastically
revised down from 1.9% to 0.4%.
There was some much needed positive news in the job market as initial
jobless claims fell 24,000 to 398,000 in the week ended July 23,
according to the Labor Department. This was the first time since early
April the number was below 400,000. Fewer state government furloughs
in Minnesota and fewer layoffs in the automotive industry were among
the positive contributing factors. The continuing claims figure also fell to
3,703,000 for the week ended July 16, down 17,000 from the previous
week.
The housing market is still showing some weakness in sales volume, but
prices are showing surprising strength. New home sales fell 1.0% to an
annual rate of 312,000 in June, according to the Commerce Department.
The report also showed, however, that the median price was up 5.8% to
$235,200. The outlook for housing in the coming months improved
according to pending home sales figures from the National Association of
Realtors (NAR). The index, which is based on contract signings, rose
2.4% in June.
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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As political wrangling continued in Washington over the debt ceiling,
weak U.S economic data reported Friday boosted demand for “safehaven” U.S. debt. Treasury yields fell to their lowest level in two weeks
after the Commerce Department reported GDP growth of only 1.3% in
the second quarter. GDP growth in the first quarter was revised down to
0.4% from 1.9%. Yields on 10-year Treasuries fell 11 bps to 2.82% on
Friday alone. Yields on 2-year notes dropped 7 basis points to 0.36%,
near the all-time low of 0.31% reached last November. Concerns about
the U.S. economy and the eurozone’s debt problems continue to drive
investors into Treasuries despite relatively low yields.
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Worries have also been heightened as to the effect that a possible
downgrade of U.S. debt may have on the municipal bond market. On
Tuesday California Treasurer Bill Lockyer said that state had secured a
$5.4 billion bridge loan in case Congress fails to raise the federal debt
ceiling. The state was able to secure the package of short-term loans
from a group of banks, credit unions and investment funds. "I'm hopeful
Congress and the president will do the responsible thing, solve the
problem before it's too late, and not risk pushing the country into a
financial and economic abyss," Lockyer said in a statement.
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The stock market ended the month of July negative and finished the
worst week in 2011. The markets have struggled with conflicting
economic data, corporate earnings, and the lack of clarity regarding the
debt ceiling. The Dow Jones Industrial Average closed at 12,143.24,
down over 500 points for the week, or down 4.24%. The broader S&P
500 Index ended the week down by 3.92% to close at 1,292.28, while the
NASDAQ Composite finished lower by 101 points, or down 3.58% to
close the week out at 2,756.38.
The market continues to react to the news regarding the debt ceiling as
the August 2 deadline nears. A deal was to be finalized Thursday night
only to be pulled off the table by house republican leaders when they
knew they were lacking the necessary votes to have it passed. The
uncertainty and inability by the U.S. government to have a deal in place
put a downward pressure on the markets over the entire week.
The two IPOs this week of Dunkin Brands (DNKN) and Teavana
Holdings (TEA) were met with rave reviews. On Wednesday the parent
company of Dunkin Donuts, DNKN, went public and opened up 47%.
Thursday was tea time, as shares of Teavana Holdings, which sells tea
the United States and Mexico, was up 64% midday and raised over $120
million in their IPO. Lastly, Starbucks (SBUX) reported earnings after the
close on Thursday with profit up 34%. Also, Starbucks lifted its 2011
outlook and discussed its plan to accelerate the opening of new stores.
Starbucks finished the week in negative territory, but was in positive
territory Friday on the earnings announcement.
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The energy giant Exxon Mobile (XOM) reported earnings before the
opening bell on Thursday. The cash generation remains very strong
within the company and benefited from the XTO Energy acquisition last
year and doubled the size of its Marcellus Shale output. In the period
from April-June, Exxon Mobile’s profit jumped 41% to $10.7 billion.
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Amid mounting concerns over the U.S. debt crisis and signs of a faltering
economy, gold hit a record $1,637.50 an ounce earlier this week, while
settling at $1,629, up 1.65%. Experts believe that investors searching for
a safe haven investment are choosing this precious metal because they
desire something tangible to diversify away from U.S. assets. Copper
settled at $4.4850 a pound, its highest in three and a half months as the
labor stalemate at Escondida, the world’s largest copper mine, reached
a week. In addition, Chile, the world’s top copper producer, reported a
drop in production in June. Output fell 8.5% year-on-year to 426,500
metric tons, due to strikes at various mines, poor weather and power
outages. With a dim showing of U.S. GDP, oil fell 3.89% this week,
settling at $95.88 a barrel, for its first weekly drop since June.
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According to a report from REIT.com, as property values begin to rise,
investors once scared away from the commercial real estate market are
beginning to return. In doing so, they face the decision of investing in
public or private real estate. Public real estate’s advantage is the quality
of the assets they own and the high-quality management teams who
know how to structure and execute deals. Conversely, private real
estate, or the actual building itself, is more tangible to investors and
allows them to target specific markets or property types on an individual
asset-by-asset basis. A combination of both public and private sectors
offers the best of both worlds to an investor’s portfolio. In other REIT
news, REITs that buy mortgage debt tumbled the most in more than a
year on concern that the markets that finance them will be shaken if the
U.S. government defaults on its debt. A Bloomberg index of the shares
of 32 mortgage REITs dropped as much as 8.5%, the most since May
2010. The companies fell as the cost of overnight repurchase
agreements, or repos, financing for government-backed mortgage
securities jumped to its highest mark since January. Executives from
several of these REITs told analysts on earnings calls this week that
while repo rates were climbing, the gain was modest and the down
payments required for the loans were not changing.
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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

