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Economic Update
The Eurozone manufacturing PMI has been trending higher over the past
year and finally broke into expansion territory in July for the first time in
18 months. This suggests that real GDP is improving in the struggling
region. In contrast, the Chinese manufacturing PMI has hooked down
and declined to 48.7% this month. Differences in monetary policy, with
the ECB keeping rates low while rates in China remain elevated, help to
explain this decoupling. Additionally, the Chinese government showed
its commitment to curbing wasteful government spending this week by
putting a five-year ban on the construction of new office buildings for
state-owned companies and Communist Party agencies. Slower growth
in China puts downward pressure on commodity prices, which is a benefit
to manufacturers in both the U.S. and Europe.
The recent spike in mortgage rates resulted in a slowdown of sales for
existing homes in June to an annual rate of 5.08 million, well below
estimates of a 5.27 million rate and 1.2% below the previous month.
Despite the slowdown median prices continued to rise up 5.5% to
$214,000. More sellers are coming to market with the supply up 0.2
months to 5.2, and they are staying on the market for a shorter period of
time – 37 days in June vs. 41 in May. Meanwhile, new home sales came
in better than expected climbing 16,000 to an annual pace of 497,000 – a
new recovery high. The jump in sales may be attributed to buyers
rushing to make a purchase in the face of rising mortgage rates. Supply
in the new home market is extremely tight with only 3.9 months of
inventory at the current sales rate. Here prices cooled a bit, though, with
the median new home going for 5.0% less in June than the previous
month.
The number of Americans filing for first-time unemployment benefits rose
7,000 to 343,000 for the week ended July 20. As we mentioned earlier
this month, initial claims data in July tends to be distorted as automakers
shut down their plants for retooling and schools close for the summer.
It’s interesting to note, however, that this week’s number, the 4-week
average, and the 13-week average are all right at about the 345,000
mark indicating a flat trend with no discernible improvement or
deterioration.

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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Taxable bond prices softened this week after a two week rally brought
yields on 10-year Treasuries down to 2.5%. Yields jumped over the 2.6%
threshold before closing the week slightly lower as investors digested $99
billion in new Treasury issuances this week. The rise in yields was also
attributable to investor positioning ahead of potential headline risk from
the Federal Reserve comments and important economic data due to be
released next week. Investors also reversed course on corporate credit
as benchmark credit default swaps ticked up 5 basis points, marking the
first rise in 5 weeks. This comes on the heels of an impressive month
long rally which had substantially narrowed investment grade paper
spreads from the May/June sell-off.
The municipal markets remained jittery as the City of Detroit’s bankruptcy
filing last week continues to rattle investors. Investor concerns are
primarily focused on Detroit’s treatment of general obligation (GO) bonds
as unsecured debt in the bankruptcy filing. This bond treatment could set
a precedent for other municipalities going forward, which is a concern.
Investors had long viewed GO bonds as the safest tranche of municipal
issuance as the bonds are backed by the municipality’s ability to levy
taxes. The result has been continued outflows from municipal bond funds
and stubbornly wide spreads relative to earlier this year.
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Domestic stocks were mostly flat this past week as interest rates climbed
and earnings reports were muted. Despite consumer sentiment reaching
its highest level in six years, all three major indices were down on Friday
for most of the day, but closed in positive territory. The Dow Jones
Industrial Average closed at 15558.83, up 13 points, for its fifth
consecutive weekly gain. The broader S&P 500 Index ended flat at
1691.65, while the NASDAQ Composite Index rose 0.7% since last
Friday to finish at 3613.16.
Japanese stocks declined after five straight weekly gains, falling over 3%
alone on Friday as the U.S dollar fell under the 99 yen level. Stocks in
China were flat for the week after rallying 2% on Wednesday when the
government announced it would take actions to ensure economic growth
does not fall below 7%. European equities as measured by the STOXX
Europe 600 Index were also flat for the five-day trading session, closing
near the highest level since late May. Preliminary PMI releases from
Germany, France and the euro-zone were all slightly better than
anticipated.
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According to Bloomberg, with about 50% of S&P 500 firms reporting
quarterly results, 73% have beaten earnings estimates and 57% have
surpassed revenue expectations, slightly above average. Companies of
note this week were Apple, General Electric, and Chinese search engine
company Baidu. Apple’s iPhone shipments were higher than expected
with especially strong growth in emerging markets. GE’s revenues were
below estimates, but margins were strong and the company repurchased
$10B in shares since January 1st. Baidu reported progress in mobile
monetization, 58,000 new advertising clients, and a 33% increase in its
active customer base.
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Prices reflect most recent data available at the time of publication
Source: Bloomberg, Russell Investment Company, Standard & Poor’s, Morgan Stanley Capital
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Gold eased back on Friday, but stayed on pace for its third straight
weekly gain, as wariness over the U.S. Federal Reserve’s message at
next week’s monetary policy meeting pushed the dollar down. The dollar
slipped broadly against a basket of major currencies, keeping the floor
under bullion, after a Wall Street Journal report suggested the central
bank would not be raising rates any time soon. The precious metal has
gained more than 8% in the past three weeks after the Fed assured
financial markets it would start phasing out its bond buying program
when it was sure the U.S. economy was strong enough to stand on its
own. Physical demand in China has been crucial in supporting gold
prices this year, despite the outflows in ETFs. Data from the Shanghai
Gold Exchange shows that physical deliveries have totaled 1,198.4 tons
so far this year. The exchange delivered 1,140 tons in all of 2012, and
according to the World Gold Council, China could overtake India this
year as the world’s biggest bullion consumer.
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Crude oil dropped this week after a modest decline in domestic oil
inventories gave traders an opportunity to book profits. Oil inventories in
the U.S. fell by 2.8 million barrels to 364.2 million barrels for the week
ended July 19, according to data from the U.S. Energy Information
Administration (EIA). Even though the decline was larger than analysts'
expectations, compared with the three sharp drops in previous weeks,
this wasn’t that sizable. Gasoline stockpiles also fell by 1.4 million barrels
compared to expectations of an increase of 900,000 barrels. Distillate
stocks, which include diesel and heating oil, fell by 1.2 million barrels.
Analysts had expected an increase of 1.6 million barrels.
The talk of the week has been Steve Cohen’s hedge fund, SAC Capital
Advisors, pleading not guilty in regards to being indicated on insidertrading charges. U.S. prosecutors charged the $14 billion hedge fund
with presiding over a “culture where employees flouted the law and were
encouraged to tap their personal networks for inside information about
publicly traded companies.” SAC's illegal practices ran roughly from
1999 to 2010, according to the indictment. SAC and various affiliates
were charged with four criminal counts of securities fraud and one count
of wire fraud.
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SEE IMPORTANT DISCLOSURES ON BACK PAGE.
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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