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Economic Update
A peaceful sit-in that was an effort to prevent plans to demolish Gezi Park
in central Istanbul has exploded into the largest protest movement Turkey
has seen during Prime Minister Recep Tayyip Erdogan more than ten
years in office. A heavy-handed response by police has escalated the
small protest into outright riots across the country and reveals bigger
issues about freedom of speech and a government that has become
increasingly authoritarian. The Turkish economy grew by about 9% in
both 2010 and 2011, but slowed to 2.2% last in part due to government
measures to prevent the economy from overheating. The unrest in the
country has rocked the nation’s stock market with the Borsa Istanbul
National 100 Index falling as much as 17% during the week from its
recent May 22 high.
Here at home, the ISM's manufacturing index fell to its lowest level since
June 2009. The 49.0 reading for May indicates that manufacturing
swung to contraction territory for the first time in six months. This
conflicts with the less-widely-followed Markit PMI that ticked up for the
month, suggesting manufacturing may not be that bad. The key
divergence between the two was new orders which increased among
Markit’s larger sample size but decreased in the ISM sample. The much
larger service side of the U.S. economy remains firmly in expansion
territory, rising six-tenths to 53.7. The new orders and business activity
components both rose 1.5 points, but at 50.1 the employment component
was essentially flat.
Employment numbers came in better than expected for the month of
May. The U.S. economy added 175,000 payroll jobs against an analyst
consensus of 167,000, although both March and April numbers were
revised downward. Despite the positive May gain the unemployment rate
edged back up to 7.6% from 7.5% due to an increase in the overall labor
force. Professional and Business service sectors led the rise in payrolls
while the goods-producing sectors were basically flat overall. Wages
showed no change for the month after analysts expected a 0.2%
increase. Although positive, this report could have further implications in
the Fed’s decision of whether or not to begin reigning in the QE program
as the unemployment rate actually climbed, albeit very slightly.

SEE IMPORTANT DISCLOSURES ON BACK PAGE.
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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Although speculation the Federal Reserve may soon taper its bondbuying program remains strong, U.S. Treasuries finished the week mostly
unchanged. Fears that the market will lose the support of its biggest
buyer have triggered a sharp sell-off since early May, with yields on the
10-year note increasing by almost 0.45%. However, many strategists feel
that even if the Fed does slow its monthly asset purchases, Treasuries
will likely not suffer an additional large drop in prices, given a subdued
outlook for inflation. Meanwhile, in a sign of how investment banks are
trying to satisfy the demand for higher yields amid a low interest-rate
environment, J.P. Morgan and Morgan Stanley are moving to assemble
synthetic collateralized debt obligations. Synthetic CDOs offer investors
a slice of a pool of insurance-like derivative contracts on company
bonds. These are the very same financial instruments blamed for much
of the 2008 financial crisis. During the crisis, synthetic CDOs pegged to
mortgage loans that ultimately defaulted caused losses throughout the
global investment landscape. Their catastrophic impact was denounced
by many politicians and investors, practically eliminating the market for
these highly engineered financial instruments. Now, a group of
institutional investors has asked investment banks to construct synthetic
CDOs again. At the same time, market participants are dipping back into
a related type of security tied to corporate debt, known as collateralize
loan obligations, with more than $35 billion sold this year. Based on these
activities, we feel banks and investors are increasingly willing to ignore
bad memories in an effort to reach for higher returns, suggesting the riskon trade remains pervasive.
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The domestic equity markets had a strong end of the week with gains on
Friday erasing losses from earlier in the week. Markets were positive for
the week after two consecutive down weeks. The Dow Jones Industrial
Average closed at 15,248.12, gaining 133 points for the week, or up
0.88%. The broader S&P 500 Index ended the week up 0.77% to close
at 1,643.38, while the NASDAQ Composite finished higher by 13 points,
or up 0.39% to close the week out at 3,469.22.
U.S. payrolls rose 175,000 last month and a revised 149,000 in April that
was smaller than first reported. The unemployment rate ticked up to 7.6%
in May from April’s 7.5% reading. The steady improvement in the jobs
market signals progress but the report also seemed to give the market
some confidence that the improvements in the job market are not strong
enough to cause the Fed to aggressively taper their bond purchases at
this time. Earlier in the week, the Institute for Supply Management’s
Services Index rose to 53.7 in May, up from 53.1 in April. The reading
shows that the service sector of the economy is stable and should
support economic growth in the 2.0% to 2.5% range.
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With most companies in the S&P 500 having reported their first quarter
2013 earnings, investors will begin to focus on the estimates for the rest
of the year. The second quarter is expected to show only a 4% gain over
the second quarter of 2012, but the third and fourth quarter estimates
have not come down much and are expected to show very strong results
versus the third and fourth quarters of last year with year over year
increases of over 15% expected each quarter. These estimates may
prove to be too optimistic if economic growth remains below average.
International markets were mostly down for the week as continued weak
economic news out of Europe weighed on foreign equities. However,
European markets rebounded on Friday reacting positively to U.S. jobs
data. In Japan, the sell-off continued as the Nikkei Index ended the week
lower by more than 6%. China also posted a decline for the week as the
Shanghai Composite Index fell for the seventh straight day.
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Crude oil ended the week up 4.81% after the dollar plummeted against a
basket of major currencies with some soft initial job claims data out of the
U.S. Crude also advanced after a weekly report from the Energy
Information Administration (EIA) announced that U.S. crude stockpiles
dropped more than expected last week, easing demand growth
concerns. The EIA weekly oil report showed U.S. crude inventories
plunged 6.30 million barrels and gasoline stocks eased 0.40 million
barrels in the week ended May 31. Analysts expected U.S. crude
inventories to dip, but to only drop about 0.80 million barrels last week.
Traders had been concerned about high U.S. inventory, especially with
last week’s EIA report showing total U.S. crude supplies at 397.6 million
barrels, which brought the inventory to the highest level since at least
1978, the year when the agency said it began collecting the data. For the
latest week, gasoline supplies fell by 400,000 barrels, while distillate
stockpiles, which include heating oil, rose by 2.6 million barrels,
according to the EIA. Crude ended the week at $96.15 a barrel.
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Gold prices tumbled Friday by more than $30 an ounce, for their first
weekly loss in three, after jobs growth data came in slightly better than
expected, driving investors away from the precious metal. Labor
department data showed the U.S. created 175,000 jobs in May, an
increase that exceeded previous forecasts of 164,000. These betterthan-expected figures helped push money back into the dollar and
equities, which is working against bullion. Also announced this week,
investment funds pulled $9.1 billion from commodities markets in April,
the second biggest monthly outflow on record, as fears of tighter
monetary policy prompted second thoughts about the precious metal and
other hard assets. The bulk of net outflows, $8.7 billion, were from
exchange traded products backed by precious metals. According to
Barclays, “poor performance, regulatory uncertainty and ethical
considerations regarding agricultural exposures” all contributed to the
sluggish commodity investment activity so far this year. They went on to
note that the number-one driver of outflows remains the steady
liquidation of physically-backed gold investments.
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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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Opinions herein are as of the publication date; they are not statements of facts and may include “forward-looking statements” which may or
may not be accurate over the long term. Report includes candid statements and observations regarding investment strategies, asset
allocation, individual securities, and economic and market conditions. Statements, opinions or forecasts not guaranteed; actual results could
differ materially. Do not place undue reliance on forward-looking statements. We disclaim any obligation to update or alter any forwardlooking statements.
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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