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Economic Update
Second quarter GDP growth topped expectations coming in at 1.7%, but
it was in part at the expense of first quarter GDP which was revised down
to 1.1% from the previous estimate of 1.8%. Annual revisions also
showed the 12 months leading up to April were weaker than previously
reported. Federal budget cuts have been a drag on the economy, but
consumer spending continued to increase during the second quarter.
Business investment and the housing recovery were positive contributors
as well. This was the first report using the new methodology from the
Bureau of Economic Analysis that includes research and development
and spending on the arts as business investments.
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Manufacturing showed considerable strength in July with the ISM’s index
jumping 4.5 points to 55.4. This was the strongest reading in over two
years. New orders improved 6.5 points to 58.3, and the production
reading surged 11.5 points to a recovery high of 65.0. Inventories were
down, which given the gain in new orders should equate to expanding
production in the months ahead. This is a very good report and points to
a reacceleration of economic growth for the third quarter.
The number of Americans filing for first-time unemployment benefits fell
19,000 to a five-year low of 326,000 for the week ended August 1.
Despite this decline the payroll numbers for July came in slightly below
expectations. According to the report only 162,000 jobs were added
during the month while the consensus expectation from economists had
been 175,000. Private payrolls accounted for all but 1,000 of the new
jobs as government payrolls turned slightly positive. Federal employment
is still in decline, but the seven-times-larger state & local employment has
hooked up a little. The unemployment rate managed to tick down slightly
to 7.4% partly because 37,000 Americans dropped out of the workforce.
The report probably was not as strong as the Fed had hoped, but it is not
likely weak enough to stall their plans to taper QE in September.
August’s employment report will be all the more important, but with initial
claims looking like they will resume their downward trend and
manufacturing activity picking up, it will likely be a decent number.

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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Despite volatility earlier in the week, U.S. Treasuries finished modestly
lower as a stronger than expected GDP report was offset by cautious
comments by the Fed along with a weaker than anticipated jobs report.
On Wednesday, the Federal Reserve announced plans to sell fewer
bonds in coming months and the Treasury signaled they plan to reduce
supply of some debt sales as soon as later August, which will mark the
first reduction in auction sizes in three years. The Treasury also
announced they would begin selling in January floating rate debt whose
yields change along with interest rates, a major shift in strategy driven by
investor concerns about rising interest rates. Demand for floating rate
securities sold by companies and banks has risen in recent months as
investors seek protection from increasing yields. The Treasury said the
initial floating rate notes would have a two-year maturity and it plans to
expand into other maturities. The yield will be set based on the most
recent yield of the 13-week Treasury bill auction. U.S. money market
funds, that are required to buy very short-term securities, will be one of
the targeted audiences, according to strategists. “For some investors, the
Treasury floating rate notes may eventually become a substitute for
money funds invested only in Treasury bonds,” said Alex Roever, head of
short-term fixed income strategy at JPMorgan. “The notes will appeal to
investors looking for a very high quality, liquid asset with limited interest
rate risk.”
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SEE IMPORTANT DISCLOSURES ON BACK PAGE. Source: Bloomberg, FTN Financial, The Wall Street Journal, U.S. Department of Treasury.
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The stock market continued its trend in August where it left off in July by
reaching new intra-week highs. This was also the case in Europe as the
region’s benchmark index finished at a two-month high on Friday. During
the past week The Dow Jones Industrial Average closed at 15,658.36,
finishing the week up 0.64%. The broader S&P 500 Index ended the
week at 1,709.67, higher by 1.07% on the week. The NASDAQ
Composite finished higher by 2.12% and closed the week out at
3,689.59.
Making news on Friday were shares of Dell (DELL) that were up more
than 5% to $13.65 on news that Michael Dell and his private equity
partner Silver Lake upped their bid for the company and also agreed to a
new special dividend of 13 cents per share. More importantly, the
company’s special committee had agreed to a voting change so that
abstentions no longer count as opposing votes. Carl Icahn, who owns
8.7% of the company, still feels that the offer is too low and continues to
fight for a price in the range of $15.50 to $18.00 a share.
Also making news in the technology sector this week were shares of
LinkedIn (LNKD), which posted better-than-expected quarterly results.
The company reported earnings of $3.7 million on revenue of $363.7
million. During the same period last year the company earned $2.8
million on revenue of $228.2 million. Several analysts increased their fair
value estimates for the company and the shares were up significantly on
the news rising over 10% to close Friday at $235.28 a share. Year-todate shares of LNKD have far exceeded the market with a return of
105%.
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SEE IMPORTANT DISCLOSURES ON BACK PAGE.

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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Gold rebounded on Friday as the dollar dropped after U.S. labor market
reports brought into question the likelihood that the Federal Reserve
would start tapering its commodities-supportive stimulus. These gains
weren’t enough to offset the precious metal’s drop from earlier in the
week, as bullion posted its first loss in four weeks thanks to the dollar
rallying after the European Central Bank chief said eurozone interest
rates would remain low for an extended period of time. Also, gold’s 22%
drop year-to-date is hurting the profitability of gold miners. The world’s
number one gold producer, Barrick Gold, posted an $8.7 billion write
down and cut its dividend by 75% on falling gold prices. On a more
positive note for the metal, holdings of the world's largest bullion-backed
exchange traded fund (ETF), SPDR Gold Shares, were unchanged for a
fifth day this week. Gold ETFs have recorded outflows of nearly 600
tonnes of metal this year, helping push prices down more than 20%.
Crude oil posted gains this week, even though prices fell Friday after
growth in July U.S. non-farm payrolls was lower than expected. Analysts
believe prices had been due for a correction following a sharp two-day
4.7% rise that pushed U.S. benchmark crude to a two-week high. Labor
strikes in Libya, blocking more than 1 million barrels a day of crude-oil
exports, had helped fuel earlier gains. The signals from the job market
suggest that demand growth in the world’s largest oil consumer will
continue to be modest.
It was announced this week that America’s largest hedge funds have
$1.47 trillion in net assets, but more than $1 trillion in debt, according a
new report from the Securities and Exchange Commission (SEC). Due to
Dodd-Frank, the SEC issued the report, the first of its kind, to Congress
last week. The new reporting rules require hedge fund managers with
more than $1.5 billion in gross assets to file quarterly with the SEC.
According to the report, 27% of the $1.47 in net assets could be divested
within a day, 53% of the net assets could be liquidated in a week or less,
and 71% would take no more than a month to sell.
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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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