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Economic Update
The week started with Spain requesting a €100 billion bailout from the
European Union to provide capital to their struggling banks. The assets
of Spain’s largest two banks exceed the GDP of the entire country, and
as such further aid will likely be needed. The move prompted rating
agency Egan-Jones to downgrade Spain’s debt even further to “CCC+”
with an 18% probability of default within the next year. Europe will
continue to be the focus over the weekend as Greeks return to the polls
for a second election that will hopefully result in a functioning coalition
government.
The housing market can not seem to catch a break as foreclosures
jumped 9% in May, according to RealtyTrac. This is coming on the heels
of the $26 billion dollar “robo-signing” settlement in April that cleared the
way for banks to resume the foreclosure process with less uncertainty.
Increases in foreclosures are likely to put downward pressure on home
prices.
Retail sales declined 0.2% in May, but it was not all bad news as lower
gas prices were one of the culprits. Without the 2.2% drop in sales at the
pump the retail number would have been up 0.1%. Motor vehicle sales
continued to show strength up 0.8%, and gains were also seen in
clothing, electronics and furniture. Building materials & garden equipment
sales dropped 1.7%, but it is possible warmer weather earlier in the year
pulled some sales forward, taking away from May.
The retail sales numbers look better when you factor in inflation which
turned negative during the month. The Consumer Price Index (CPI) fell
0.3% in May after being flat the previous month, according to the Labor
Department. Year-over-year CPI inflation continued to trend downward
falling to 1.7% from 2.3% in April and a recent high of 3.9% in September.
A sharp 6.8% drop in gas prices was again at work here, which frees up
cash for U.S. consumers allowing them to spend more on other things.
The energy impact was seen even more at the producer level with PPI
falling 1.0%. The year-over-year rate fell to 0.8% from 1.9% in April.
Lower inflation opens the door again for speculation on further stimulus
from the Fed.
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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U.S. Treasuries rose modestly for the week amid concerns of slower
economic growth in the U.S. and China, as well as, for something a little
different, escalating anxieties regarding the eurozone sovereign debt
crisis. Investors are hoping central banks will be more proactive going
forward as yields on Spanish debt reached record high levels. With so
much uncertainty remaining in the global fixed income markets, some
strategists are now suggesting investors may be better off remaining on
the sidelines rather than committing capital to Treasury securities of any
country. Meanwhile, Bank of England Governor Mervyn King announced
measures designed to protect the British financial system and economy
from an escalation of the eurozone crisis. In addition to looser fiscal
policy and central bank aid, Mr. King said the central bank would begin a
credit-easing operation designed to spark lending in the economy.
“Banks are at risk of future losses from a further downturn in the economy
and exposures to the euro area,” he said. Although British banks are not
encountering liquidity problems at this time, these emergency measures
are designed to help prevent a destabilization of the country’s banking
system. However, not all market strategists feel as bearish about the
global markets citing, amidst other things, an expectation the U.S.
Federal Reserve may hint at some type of additional fiscal stimulus after
their two-day policy meeting next week.
Issue
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Change

3 month T-Bill

0.09%

0.11%

0.02%

2-Year Treasury

0.28%

0.30%

0.02%

5-Year Treasury

0.71%

0.73%

0.02%

10-Year Treasury

1.65%

1.64%

-0.01%

30-Year Treasury

2.77%

2.73%

-0.04%
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Stock markets were volatile but ended mostly positive for the week with
renewed worries about Spain and Greece and weak domestic economic
data. Markets initially cheered Spain’s plans to borrow 100 billion euros to
recapitalize its banks, but quickly retreated as buyers of the country’s
government bonds questioned the plan’s effectiveness. Bond yields in
Spain and Italy spiked mid-week. Markets rallied Friday on hopes that
central banks would step in to provide support if Greek elections this
weekend lead to more instability. The Dow Jones Industrial Average
closed at 12767.17 up 1.7%, its second week in a row of gains. The S&P
500 Index closed at 1342.84, 1.3% higher than last Friday. The NASDAQ
Composite Index ended the week 0.5% higher at 2872.80.

Weekly Change
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China reported several positive economic data points this week.
Industrial production grew 9.6%, better than April’s increase of 9.3%, the
slowest growth in three years. Auto sales and property investment also
improved. Chinese inflation of 3% was the lowest increase in 24 months.
The Shanghai Composite Index rose 1.1% for the week. In Japan,
leaders of the major political parties agreed to double the national sales
tax in hopes of bringing the countries’ finances under control. The Nikkei
index was flat for the week.
In corporate news, Dell announced its goal to cut $2 billion in costs by the
end of fiscal year 2015 mainly through expense reduction in supply chain
and services delivery. The company also revealed that its Board of
Directors has adopted a dividend policy under which the company will pay
quarterly cash dividends beginning in the third quarter of the current fiscal
year. Moody’s reported that dividends from technology companies are
expected to increase 14% in 2012. In a sign that warmer weather earlier
this spring affected more than just last month’s employment figures,
Scotts Miracle-Gro stock fell 6.6% when the company reported that sales
in May were below year-to-date trends.
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6.8.12

6.15.12

Change

12,554.20

12,767.17

1.70%

S&P 500

1,325.66

1,342.84

1.30%

NASDAQ

2,858.42

2,872.80

0.50%

0.0%

Russell 1000 Growth

623.33

627.70

0.70%

-1.0%

S&P MidCap 400
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920.26

-0.62%

-2.0%

Russell 2000

769.89

771.32

0.19%

1,344.48

1,375.59

2.31%

913.18

913.55

1.33%

Dow Jones

MSCI EAFE
MSCI Small Cap

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, Wolfe Trahan.
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As the prospect of a fresh economic stimulus from the world’s central
banks reinforced demand, gold ended the week up 1.95%, settling at
$1,625.60 an ounce. Gold's investment appeal as a hedge against
economic weakness increased as central banks stood ready for any
turmoil from Greece's elections, which could be the country's first step
toward a chaotic break from the eurozone. Many analysts believe the
more the debt crisis accelerates in Europe, the more likely fear will cause
investors to trade back into gold, thus increasing the likelihood of the
Federal Reserve initiating another economic stimulus.

Weekly Change
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Despite lingering economic uncertainty, REIT industry analysts are
maintaining a strong outlook for commercial real estate in the second half
of 2012. A survey conducted jointly by professional services firm PwC
and the Urban Land Institute indicated there is growing optimism about
the remainder of the year throughout the commercial real estate industry.
Survey participants forecasting “good-to-excellent” profits for 2012
increased from 42% at the beginning of the year to 48% in the latest
report. Many believe we are in an obviously a challenging environment
for both REITs and the broader markets, yet REITs should outperform
due to their relatively good earnings ability and the ongoing fundamental
recovery. According to REIT.com, the uncertainty surrounding Europe
and the fiscal situation in the U.S. are dominant themes in the broader
market and present challenges for REITs. That said, the search for yields
has been one of the biggest drivers of REITs’ performance so far this
year as the average REIT dividend yield has ranged between 3% and
4%.
Hedge fund closures hit a two-year high in Q1 as 232 funds liquidated in
the first three months of the year, according to Hedge Fund Research.
Q1 marked the highest quarterly liquidation of hedge funds since 240
shuttered in Q1 of 2010. However, the closures this year have been
offset by an increase in new hedge funds, as total hedge fund industry
assets hit a record $2.13 trillion. There were 304 new funds launched in
the Q1, the highest quarterly total since the final three months of 2007.
Issue
Gold
Crude Oil Futures
Copper
Sugar

1

Previous Week

Current

1,594.50

1,625.60

1.95%

84.30

84.02

-0.33%

330.80

341.90

3.36%

Change

19.98

20.01

0.15%

HFRX Equal Wtd. Strat. Index

1,108.66

1,108.29

-0.03%

HFRX Equity Hedge Index

1,000.48

1,000.62

0.01%

HFRX Equity Market Neutral

934.58

937.71

0.33%

HFRX Event Driven

1,348.37

1,345.79

-0.19%

HFRX Merger Arbitrage

1,518.78

1,514.18

-0.30%

Dow Jones UBS Commodity Index

128.80

128.79

-0.01%

FTSE/NAREIT All REIT

148.29

150.06

1.19%

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

