MainStreet Advisors

MainStreet Advisors
Financial Market Update

August 5, 2011
[page 1]

Economic Update
The easing of uncertainty that came with an eleventh hour end to the
debt ceiling debacle proved fleeting as the market moved its focus to the
weakening economic outlook. While raising the debt ceiling prevented
the United States from defaulting this week, the deal reached left people
on both sides of the aisle unhappy and did very little to address the
nation’s long-term fiscal problems.
Manufacturing growth appears to have slowed to a crawl, according to a
report from the Institute for Supply Management (ISM). The PMI dropped
4.4 points in July from the previous month to 50.9. While the number is
still above 50, and therefore indicates a 24th consecutive month of
expansion, it is the slowest rate so far during the recovery. When you
consider that June’s number was inflated by a build-up in inventories, the
outlook for further expansion appears to be souring. The ISM issued
another report later in the week that showed the non-manufacturing index
edged slightly lower to 52.7 as a deepening contraction in backlog orders
overshadowed an increase in business activity.
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Initial jobless claims edged slightly lower to 400,000 in the week ended
July 30, according to the Labor Department. The previous week’s
number was revised up to 401,000 meaning this marked the 17th
consecutive week the number has come in at or above 400,000 – a key
level to stay under for the job market to show any real improvement. The
four-week average moved down for a fifth straight week to 407,750. The
Challenger report gave little reason for optimism as it showed planned
job cuts surged 60% in July from the previous month amid a flurry of
layoffs being announced by large companies including Cisco Systems,
Merck, and Borders.
On Friday the Labor Department reported that the U.S. added 117,000
jobs in July as the unemployment rate fell to 9.1%. In another positive
sign, the number of jobs created in May and June was revised upward by
54,000 over the two month period. While job creation in July was better
than consensus estimates of 75,000, it was still below the 250,000 new
jobs per month that analysts predict are needed to begin to put a dent in
the unemployment rate.

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 a volatile week, U.S. Treasuries finished gaining the most since the
last time the Federal Reserve cut interest rates in 2008, amid strong
demand for safe-haven securities. However, government debt fell
sharply on Friday on hopes the euro zone was finally taking steps to help
resolve its sovereign debt crisis. Early speculation that Italy would
announce measures to ease market pressure on its bonds initially drove
bond prices lower. Later, Italian Prime Minister Silvio Berlusconi said he
would accelerate austerity measures with the aim of a balanced budget
in 2013 and would seek a constitutional principle of a balanced budget.
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Overall, bonds ended the week significantly higher on concerns a
weakening economy will prompt the Federal Reserve to provide
additional monetary stimulus to bolster growth. Many market strategists
feel fear and panic are driving the markets, resulting in considerable
gains for Treasuries, which returned 3.67% over the last month,
according to Merrill Lynch. Demand has also surged for T-Bills,
Treasuries maturing in a year or less, driving yields to zero or even
slightly negative. Flows into T-Bills by money market funds grew this
week amid news that the Bank of New York Mellon Corp, will start
charging a fee on large cash deposits next week. Market participants
feel if other banks follow suit, it will likely drive more money market funds
out of cash and into these short-term securities, keeping yields
exceptionally low.
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Source: U.S. Department of Treasury, Standard & Poor's, FTN Financial
*Taxable Equivalent rate is calculated by using a 35% tax margin

Source: Bloomberg, FTN Financial, The Wall Street Journal, U.S. Department of Treasury.
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Stock Market Update
Domestic markets shrugged off the good news that a debt ceiling deal
had finally been reached over the weekend as economic news and
heightened fears of another recession led stocks lower throughout the
week. ECB President Jean Claude Trichet’s cautious comments
regarding the health of global economic growth during a press
conference Thursday led to a huge sell off in Europe and then the U.S.
The Dow Jones Industrial Average sank 513 points. The rally from the
better than expected jobs report Friday was short lived and the markets
swung wildly throughout the day. For the week, the Dow fell 5.75% to
11444.61. The S&P 500 Index closed at 1199.38, down 7.19% from the
prior week. The NASDAQ Composite Index declined 8.13% to close at
2858.83. The Volatility Index known as the VIX increased 35% on
Thursday and was up nearly 5% on Friday.
International markets were mixed on a relative performance basis
compared to the U.S. For the week, the German DAX stock market
index fell 12.9%, France was down 10.7% and the FTSE 100 declined
9.8%. In Japan the Nikkei Index Shanghai Composite Index declined
only 5.4% for the week. The Hong Kong Hang Seng Index fell 6.7% and
the Shanghai Composite Index declined only 2.8%.
Procter & Gamble reported fiscal fourth quarter earnings grew 15% on
organic sales growth of 5%. Strong sales from emerging markets like
China and India, new product innovations, selective price hikes to offset
commodity cost increases, and favorable foreign exchange all aided
sales growth. Comcast also reported earnings this week. While the
company lost 238,000 video subscribers, it generated 9% more revenue
per pay TV customer while adding 144,000 high speed internet
subscribers. The early 2011 acquisition of a 51% stake in NBC Universal
has so far proved beneficial as its revenue grew 17% for the quarter on
strength in cable TV, broadcast networks, filmed entertainment, and
theme parks.
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S&P 500

1,292.28

1,199.38

-7.19%

NASDAQ

2,756.38

2,532.41

-8.13%

Russell 1000 Growth

603.08

558.15

-7.45%

-9.0%

S&P MidCap 400

943.42

844.78

-10.46%

-10.0%

Russell 2000

797.06

714.63

-10.34%

MSCI EAFE

1,679.84

1,513.23

-9.92%

MSCI Small Cap

1,145.40

1,106.09

-3.43%

Dow Jones

Prices reflect most recent data available at the time of publication
Source: Bloomberg, Russell Investment Company, Standard & Poor’s, Morgan Stanley Capital
International, The Wall Street Journal, MarketWatch.

-6.0%
-7.0%
-8.0%

Large Cap

Mid Cap

Source: Standard & Poor's, Russell Investment Company, MSCI

August 5, 2011
[page 4]

MainStreet Advisors
Financial Market Update
Alternative Investments Market Update
As investors continue to seek a haven from the turmoil in the markets,
gold reached its fifth straight weekly gain, settling at $1,665.10 an ounce,
up 2.22%, or $36.10. The precious metal hit a record $1,684.90 an
ounce earlier in the week as less than expected economic growth led
investors to scrutinize the future of the dollar. The dollar recently sank to
a new low against the Swiss franc and a four-month low against the yen,
which gave gold prices an additional boost. According to a recent report
from Bloomberg, while global demand for gold is advancing on concerns
about financial turmoil in the US and some European countries,
consumers in China are beginning to buy larger amounts of the precious
metal as an inflation hedge.
Crude oil cut its loses late this week after a better-than-expected reading
on U.S. employment levels were released, temporarily easing fears that
another recession was underway. Crude fell 9.17% or $8.79 for the
week, settling at $87.09 a barrel. The Labor Department announced
nonfarm payrolls rose 117,000 last month, up roughly 42,000 in
comparison with economist’s predictions, while the unemployment rate
fell to 9.1% from 9.2%. This report helped ease fears of a double-dip
recession in the U.S., which would undoubtedly cause lower demand for
crude oil and gasoline. Fears of such a slowdown gripped the markets
late in the week, which sent crude prices plunging to settle at their lowest
levels since February.
According to FinAlternatives, the second half of 2011 opened in pretty
much the same way the first half closed, with the majority of hedge funds
in the red. The average hedge fund fell 0.11% in July, extending its 2011
losses to 2.22%, according to Hedge Fund Research's HFRX Global
Hedge Fund Index. Equity hedge and event-driven strategies and substrategies were especially hit this past month, with the HFRX Equity
Market Neutral Index down 0.51%. Relative-value arbitrage funds were
one of the few winners in July, adding 0.26% and up 1.65% year-to-date.
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-7.61%
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1,166.91

1,156.51

-0.89%

HFRX Equity Hedge Index

1,128.95

1,103.76

-2.23%

HFRX Equity Market Neutral

1,035.87

1,028.40

-0.72%
-1.20%

HFRX Event Driven

1,390.04

1,373.38

HFRX Merger Arbitrage

1,530.63

1,520.89

-0.64%

Dow Jones UBS Commodity Index

162.81

156.15

-4.09%

FTSE/NAREIT All REIT

145.17

131.52

-9.40%

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.
120 North LaSalle Street, 37th Floor
Chicago, Illinois 60602
312.223.0270 direct
312.223.0276 fax
www.mainstreetadv.com

