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Economic Update
Inflation remained in check for the month of July thanks to a surprise drop
in energy prices, providing support for further P/E expansion in the equity
markets. Prices at the producer level were much softer than anticipated
coming in flat for the month after a 0.8% increase in June. Excluding
food and energy inflation was still contained creeping up only one-tenth of
a percent. At the consumer level prices eased 0.2% after a half-percent
increase in June. In contrast the year-over-year rate of inflation firmed to
2.0% from 1.8% the previous month. Both the doves and the hawks on
the FOMC will try to find something in this data to make their case to
either taper QE or keep it going, but the bottom line is neither inflation nor
deflation looks to be a threat right now. Inflation is likely to remain well
contained over the next year thanks to slower emerging market growth,
high unemployment, low unit labor costs, and a stronger dollar.
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Retail sales rose 0.2% in July following an upwardly revised 0.6%
increase the previous month. This was slightly below expectations for a
0.3% increase as a 1.0% decline in auto sales weighed on the number.
Excluding motor vehicle sales retail spending was up 0.5% and the gains
were widespread within the core. Gasoline sales were up 0.9% and a
recent upturn in gasoline futures suggest that retail prices could move
higher this month, which might depress consumer confidence. Overall,
though, spending remains moderately healthy.
The August number for the NAHB Index came in higher than expected for
the third month in a row, climbing three points to 59 when the market was
only expecting a reading of 56. Homebuilder confidence is now at its
highest since the bubble days of 2005. Housing starts rebounded 5.9%
in July to an annual pace of 896,000 while permits resumed a moderate
uptrend climbing 2.7% to an annual pace of 943,000. Despite a full one
percentage point increase in mortgage rates from their recent lows, they
are still low on a historical basis. The rise has had a significant impact on
refinancings, though, which have declined 54% from recent highs.

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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U.S. 10-year Treasuries ended the week at a two-year high for yields as
investors increased bets that domestic economic growth will soon end the
Federal Reserve’s bond purchases at current levels. The move in yields
marked the biggest weekly increase in more than a month. The sell-off
was strongest on the long end of the yield curve as spreads widened
between the 5-year and 10-year Treasuries. At 1.25%, this was the
largest spread in two years. The softness in Treasuries was not limited
to domestic investors as a Treasury Department report indicated foreign
investors have contributed to the recent rise in yields. Total foreign sales
of Treasuries reached $40.8 billion in June which marked the highest
monthly sell-off on record.
The recent sell-off in Treasuries has brought considerable turmoil
throughout the fixed income markets. Corporate bonds rated AAA have
recently started trading with yields above lower rated credits, an oddity
that only happened as recently as 2009 when bell weather financial
company paper was trading on par with junk bonds. The reasoning this
time around stems from the slightly higher duration AAA bonds carry
relative to other bonds. In that context, the move makes sense as
investors have strongly run from interest rate risk to credit risk.

Yield Curves
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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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Domestic stocks continued to show weakness as markets saw their first
back-to-back weekly declines since late June. The stock market was
down for the week despite seeing continued improvement in initial
unemployment claims and tame inflation. Concerns included the rise in
Treasury yields and uncertainties about the timing and extent of tapering
and who the next Fed chairman will be. The Dow Jones Industrial
Average closed at 15,081.47, dropping 344 points for the week, or down
2.23%. The broader S&P 500 Index ended the week at 1655.83, to close
down 2.10% for the week, while the NASDAQ Composite fell 1.57% for
the week to finish at 3602.78.
Economic data showed that the euro zone ended a year-and-a-half long
recession in the second quarter as euro zone GDP expanded by 0.3% in
the second quarter. European stocks got some lift from this news on
Wednesday, but failed to follow through for the rest of the week and only
ended up with a slight gain for the week. In China, the Shanghai
Composite Index ended the week with a gain of 0.8% despite selling off
on Friday. The Hang Seng Index was among the best performers in the
region for the week as it posted a 3.3% gain, its best weekly return for the
year. Japanese stocks declined on Friday but held onto a slight gain for
the week.
With earnings season just about done, the generally positive reporting
period turned a bit negative this week with earnings misses and reduced
guidance from retailers Macy’s and Wal-Mart. The warning from Wal-Mart
was especially concerning as same store sales declined and it halved its
revenue growth expectations for the rest of the year to between 2% and
3%. Another earnings report that investors fretted over came from Cisco
Systems. Despite posting in-line earnings and better than forecast
revenues, Cisco announced plans to reduce its workforce by 4,000
employees or 5%, causing the stock to sell off more than 7% on
Thursday.
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Hedge fund managers have been cutting their stakes in gold ETFs while
many long-term investors appear to be standing their ground despite the
precious metal’s price decline so far this year. The amount of gold held in
bullion-backed ETFs listed around the globe fell by more than 400 metric
tons in Q2, according to a World Gold Council report released this week.
The reduction was “driven by hedge funds and other speculative
investors continuing to exit their positions, predominantly in the U.S.” In
Q2, overall gold demand fell by 12% from the previous quarter to 856.3
metric tons. The report went on to note that ETF outflows accelerated
during Q2 as a number of hedge funds and speculative investors “exited
their positions in reaction to predictions of U.S. economic recovery.”
Despite these outflows, the precious metal closed in on a two-month high
on Friday, leaving prices on course for their biggest weekly gain in a
month.
Crude oil traded near its highest price in two weeks as an escalating
conflict in Egypt weighed on oil prices amid concerns that shipments
through the Suez Canal would be impacted. Traders continue to monitor
the news but the market is better prepared for disruptions due to
alternative sources of supply including the U.S. Traders were also
monitoring a weather system heading towards the Gulf of Mexico which
is home to about 6 percent of U.S. natural gas output, 23 percent of oil
production and more than 45 percent of refining capacity, according to
the U.S. Energy Department.
A number of hedge fund indices reported results for July this week
including the Credit Suisse Hedge Fund Index and RBC Hedge 250
Index with both showing positive results of 0.88% and 1.05%
respectively. Best performing strategies were Market Neutral, Equity
Long/Short and Mergers and Special Situation funds. Also dominating
the news in the hedge fund space this week were the ongoing problems
at SAC Capital which has been indicted for insider trading and is facing
large client withdrawals as a result. Many clients are demanding that
redemptions be accelerated as they fear assets may be frozen as the
case proceeds. SAC has refused the withdrawal requests and indicated
it will follow contractual procedures in meeting client withdrawal requests.
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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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