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Economic Update
The Fed minutes released this week from the July 21-August 1 meeting
included language that indicated the Fed is preparing to launch a new
round of stimulus. "Many members judged that additional monetary
accommodation would likely be warranted fairly soon unless incoming
information pointed to a substantial and sustainable strengthening in the
pace of the economic recovery.” These beliefs were not unanimous as
“One member judged that additional accommodation would likely not be
effective in improving the economic outlook and viewed the potential
costs associated with such action as unacceptably high.” The bottom line
is the Fed has telegraphed that further action in the coming months is
likely, probably post-election to avoid making it look political.
Data released this week showed that activity in the housing market
rebounded in July. Existing home sales were up 2.3% during the month
to an annual rate of 4.47 million after falling 5.4% in June. This is 10.4%
higher than in July of last year and indicates that the housing market is
recovering. Median prices are up as well, rising 9.4% over the 12-month
period to 187,300 as fewer sales were made in the lower price range.
The limited supply of entry-level homes may be holding back activity as
there is not much inventory in the first-time home buyers’ budget and
investors with all-cash offers are eating into much of what little there is.
New home sales also rebounded 3.6% to an annual rate of 372,000 after
falling in June. Supply is tight at just 4.6 months as compared to 6.7
months this time last year, and with increasing demand this should lead to
more construction activity in the coming months.
Durable goods orders jumped 4.2% in July as strong aircraft orders
boosted the headline number for the second month in a row. Stripping
out civilian aircraft orders – which rocketed up 78% – and other
transportation equipment, orders fell 0.4% indicating that there is some
softness in other areas of manufacturing. Manufacturing data has been
tepid over the past couple months, and overall this report is fairly neutral
as well.

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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After four straight weeks of losses, U.S. Treasuries closed higher driven
primarily by speculation the Federal Reserve will increase its efforts to
spur economic growth by means of its bond buying program. Fed policy
makers said additional stimulus would likely be needed soon unless the
economy shows signs of a durable increase, according to meeting
minutes released on Wednesday. Demand for safe-haven government
debt also grew amid concern ECB president Draghi may not announce a
definitive European bond-purchase program at the bank’s September 6
meeting. Despite this week’s gains, returns for U.S. Treasuries remain
negative for the month, with some strategists suggesting market
participant’s assessment of risk in the markets may have taken an
optimistic turn. However, few investors are willing to declare the Treasury
market’s long bull run over, viewing higher yields as an attractive level to
increase positions. These bond bulls say European leaders have a
record of disappointing in the three years since the sovereign debt crisis
began, and will do so again causing another flight-to-safety trade. Still,
bond market trading has been seasonally light, suggesting price
movements after Labor Day, when traders return, will provide a more
accurate read on investor sentiment. Until then, expect nothing more
than modest moves in the bond market unless we see a policy surprise
from Europe or a sudden shift in the tone of U.S. economic data.
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The equity markets were down this past week on very light volume, which
is typical of August, as investors were taking a vacation from the markets
and sitting on the sidelines. Concerns remain over the health of the
global economy as investors await the economic symposium held next
week in Jackson Hole, Wyoming. The Dow Jones Industrial Average
closed at 13,157.97, down 117 points for the week, or down 0.88%. The
broader S&P 500 Index ended the week down 0.50% to close at
1,411.13, while the NASDAQ Composite finished lower by 7 points, or
down 0.22% to close the week out at 3,069.79.
The European markets ended the week slightly negative after posting
positive returns over the past 11 weeks. The European Central Bank
continues to develop a plan looking to set band targets on sovereign debt.
ECB president, Mario Draghi, is set to hold a news conference on
September 6th with no indication that a plan will be set at that time. The
markets did get a boost on Friday as Bernanke made mention of
additional stimulus and the ability to boost the economy if needed.
PayPal, an online processing unit of EBay Inc. (EBAY) announced plans
that it will expand its services to include brick-and-mortar stores through
am agreement with Discover Financial (DFS). Beginning next year
PayPal will issue cards to more than 50 Million users and will have the
ability to use their cards at over 7 Million locations in which Discover
currently has a presence. The news sent shares of both companies
higher with EBAY ending the week up 0.43% and Discover Financial
ending the week higher by 2.10%.
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Gold hit its highest level in more than four months this week as
speculation around a third liquidity injection from the Federal Reserve
intensified. For the week the metal was up 3.33%, or $53.90, closing at
$1,671.91 an ounce, its highest settlement price since it ended at
$1,680.60 an ounce on April 12. On Thursday, the precious metal gained
nearly 2% to settle at a four-month high on increased hopes of further
monetary stimulus following the Federal Reserve Policy meeting and
some weak manufacturing data from China. The metal has surged to
record highs on past monetary-easing programs, which triggered fears of
inflation and gilded the allure of hard assets like precious metals. Gold
prices tend to rise in anticipation of higher inflation, as investors see the
precious metal as a safe haven. The metal usually keeps its value
relative to other assets during times of inflation. Some analysts believe
that the latest Federal Open Market Committee’s minutes renewed the
market's fears as the minutes appeared to signal changing priorities at
the central bank, with economic growth possibly superseding the Fed's
mandate to keep inflation in check. Elsewhere, record-high prices are set
to pummel gold demand in India even as the world's largest gold buyer
nears the traditionally busy festival and wedding season, analysts said.
According to the Wall Street Journal, gold prices in India hit a record
31,000 rupees per 10 grams.
Crude oil ended the week slightly weaker, slipping 0.22%, to close at
$95.90, on a cautious outlook on whether a storm will pose a threat to
key U.S. Gulf Coast oil production and refining operations. Traders
showed fear over forecasts of Tropical Storm Isaac strengthening into a
hurricane. The potential for at least a temporary disruption of output
comes as tightening oil inventories in the world’s biggest oil consumer
have pushed prices to their highest level since early May. Oil was also hit
this week from the strength in the dollar, which usually discourages
investors from using other currencies to stake out positions in dollarbased commodities, like crude. On top of all this, the heightened tensions
in the Middle East also suggested betting against a steep price fall in the
near term.
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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,
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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.
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