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Economic Update
The third estimate for first quarter GDP was unchanged at 1.9%. There
were modest upward component revisions to fixed investment and net
exports as well as offsetting downward revisions to personal consumption
and inventory investment. Overall economic activity was modest, and
expectations for the second quarter should not be much different.
Sales of new homes were up a solid 7.6% to an annual pace of 369,000
in May. The surge in buying activity brought current supply down to 4.7
months – the lowest since 2005. The increased activity may have been
brought on by concessions as both the median and average prices
softened a bit. Tighter supply in both the new home and existing home
spaces, coupled with the recent spike in building permits could indicate
more residential construction on the horizon which would certainly be
good for the overall economy.
Things are looking up in the manufacturing arena as well. New factory
orders for durable goods rebounded 1.1% in May after slipping 0.2% the
previous month. The gains were driven largely by the transportation
component which jumped 2.7% on strong aircraft orders. Excluding
transportation orders were still positive, up 0.4%.
The week ended with news that European leaders reached a deal to
stabilize the eurozone and move closer to a so-called banking union.
Under the deal, a single supervisory body will be created to oversee the
eurozone’s banks. That body would have the authority to use the
eurozone’s rescue funds – the European Stability Mechanism (ESM) and
the European Financial Stability Facility (EFSF) – to give banks direct aid
without adding to government debt. The move was greeted warmly by
global equity markets, but it is by no means a cure for all Europe’s
problems. The ESM and EFSF have about €500 billion between them,
but Spain and Italy have about €2 trillion in debt needs.

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
Despite a dramatic selloff on Friday, U.S. Treasuries finished the week
mostly unchanged. Late Thursday, eurozone leaders announced they
would use bailout funds to directly recapitalize Spanish banks. This along
with a proposed plan to make the European Central Bank the sole
supervisor of the region’s banking system, seen as a key step toward a
banking union, encouraged market participants to focus on riskier asset
classes rather than safe-haven government debt. At the same time,
government bonds in the European peripheral nations including Spain
and Italy rallied sharply. Yields on Spanish ten-year bonds fell by almost
0.40% to 6.54%, down from a peak of 7.30% earlier this month. Despite
this selloff, U.S. Treasury yields remain near historic lows, with traders
suggesting interest rates are likely to remain range- bound in the near
term as continued uncertainties in the global markets remain in the fore.
However, from a long-term perspective conventional wisdom says bond
rates will rise given very expensive current valuations for Treasuries.
The Federal Reserve’s “term premium” model indicates yields on
government debt are roughly 0.85% lower than what is considered fair
value. The average over the past decade was a 0.50% premium. Since
yields on Treasuries with maturities out to approximately 2018 remain
below the rate of inflation, we continue to feel U.S. government debt
offers investors an extreme low expected return/high risk proposition.
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Source: Bloomberg, FTN Financial, The Wall Street Journal, U.S. Department of Treasury.
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Stock markets were very strong across the board on Friday to end the
week and the month in positive territory. News that EU leaders agreed to
a measure to relax the repayment conditions for Spanish banks sent
stocks soaring. The deal allows two of the European bailout funds to
pump money directly into the most troubled European banks, as opposed
to government loans to bail out the banks. The plan is intended to rescue
banks without putting the countries further into debt. Strong housing data
also helped domestic stock markets this week. The Dow Jones Industrial
Average closed at 12880.09 up 1.9% for the week. The S&P 500 Index
closed at 1362.16, an increase of 2% over last week. The NASDAQ
Composite Index had its best day of the year, up 3% on Friday, to end the
week 2935.05, 1.5% higher than last Friday.
European stocks participated in the Friday rally as well, as stocks in
Germany, France and Spain ended the week up 2.4%, 3.4% and 3.2%,
respectively. Spanish bank stocks increased between 6%-9% on Friday
as the yields on Spanish government bonds dropped 42 basis points to
6.42%. Stocks in China were volatile despite the central banks injection
of $31 billion into the markets this week as investors were cautious ahead
of manufacturing data to be released this weekend.
In corporate news, News Corp announced its plan to split the company
into two separate businesses, entertainment and publishing. Google
unveiled its first tablet to compete with the iPad. Hospital stocks reacted
positively to the Supreme Court ruling on the Affordable Healthcare Act.
Paychex reported fourth quarter and fiscal 2012 earnings; total revenue in
2012 grew 7% while earnings per share increased 6%. Additionally,
increases in checks per client and pricing were slightly offset by lower
float income due to low interest rates. Nike stock fell nearly 10% after the
company reported a rare earnings miss.
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Oil rose the most in more than three years on optimism that Europe’s
debt crisis may be contained after leaders agreed to ease repayment
rules for emergency loans to Spanish banks and relax conditions on help
for Italy. Outperforming other commodities and overlooking the latest
bearish news of weak consumer sentiment, crude futures gained 9.4% on
Friday, trimming its biggest quarterly decline since Q4 of 2008, as
leaders of the 17 euro countries dropped requirements that taxpayers get
preferred creditor status on aid to Spain’s banks. Many analysts believe
prices may advance after the European Union’s ban on the purchase,
transport, financing and insurance of Iranian crude starts on July 1. Oil
prices have lost value in recent weeks against a backdrop of euro anxiety
and weak industry fundamentals due to plentiful oil inventories and weak
demand. But Friday's news spurred a rally, as investors overlooked a
negative consumer sentiment survey to send futures higher. However,
crude is down roughly 18% this year and has dropped 21% this quarter.
Also falling were the prices at the pump, as regular gasoline averaged
nationwide, dropped 0.4 cents to $3.369 a gallon this week, according to
AAA. Gasoline prices have dropped 14% this so far this quarter.

Weekly Change
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Gold surged above $1,600 an ounce on Friday, ending June with its first
monthly gain in five months, as a European deal to shore up banks and
cut borrowing costs lifted bullion's investment appeal. Despite this, the
metal was on track to drop 4.5% for Q2, its biggest quarterly decline
since Q3 of 2008. The metal, which has for the most part of the year
moved in tandem with riskier assets, received a boost from heavy shortcovering after losses earlier this week sent the metal close to being
oversold. Physical gold buying in major consumer India picked up a little
this week, a positive sign as weakness in Indian demand has
undermined spot prices this year with Indian gold prices near record
highs due to rupee weakness. Also, gold coin consumption, viewed by
some as a market-fear gauge, tumbled in the Q2 to levels not seen since
before the 2008 economic crisis, reflecting the metal's failure to attract
safe-haven appeal despite economic uncertainty. For the week, gold
settled at $1,597.90 an ounce, up $25.40 or 1.62%.
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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

