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Economic Update
Retail sales grew 0.2% in June, falling short of the 0.6% consensus
expectation. However, taking into account April and May upward
revisions, sales gained about 0.5% on the month and 3.7% since this
time last year. The June increase was led mostly by merchandise and
internet/mail order business, while autos and construction material saw
weak numbers. Excluding motor vehicles, last month’s sales gain was
actually 0.4% and 1% including revisions. While this below-consensus
release is not favorable, the upward revisions show potential for a strong
second quarter number.
Housing starts dropped significantly in June as the southern region
experienced a record decline while all other regions saw gains. Overall
starts fell 9.3% in June to an annualized 0.893 million after consensus
estimates of 1.020 million, but remain up 7.5% from this time last year.
Since June of last year, single family starts are down 4.3% while multifamily units are up nearly 40%, and new permit figures show the same
trend. Although the surge in multi-family units is positive for the economy,
single family starts contribute more on a per-unit basis to economic
growth, and there has been little in the way of gains in that sector.
Despite the headline drop in starts this month, the silver lining is that
three of the four regions of the country actually saw gains while the
southern region dropped 30%, the largest decline in a single month in
over 50 years. Housing starts are one of the more volatile data points so
one month should not be over emphasized.
Inflation rebounded in June as noted by the Producer Price Index, which
was up 0.4% in June after a 0.2% drop in May. This gain was led by
energy prices, which rose 2.1% during the month. The year-over-year
figure now stands at 1.9% for the overall PPI inflation figure, which is
steady but we are beginning to see some acceleration in inflation. This
trend will likely continue as the Fed continues to support a loose
monetary policy and plans to raise rates in 2015.
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. Treasuries rallied this week, and ten-year yield fell under 2.5% and
touched a seven week low on Thursday as investors sought out safehaven investments with the downing of the Malaysian airliner over
Ukraine. Yields moved modestly higher on Friday as tensions eased and
the impact of the initial reaction lessened, but investors continue to be
more focused on current geopolitical events than economic data and
fundamentals. Federal Reserve Chair Janet Yellen also testified before
congress on Tuesday, and bonds were little moved as her testimony did
not provide any new insight and was a reconfirmation of current strategy.
The Federal Reserve plans to end their bond buying program by October,
but expects to keep interest rates anchored at zero for some time. She
recognized the improvements in the economy, but believes it continues to
operate below capacity with inflation currently not a concern. Investors
also continue to seek out yield, based on a report from Bank of America,
as more than $350 billion in high yield debt has been issued this year and
is on pace to surpass last year’s record issuance of $477 billion. The
value of bonds tracked by the Bank of America Merrill Lynch High Yield
Index, which started at the end of 1997, has now surpassed $2 trillion. It
took the index 12 years to reach $1 trillion, and only another 4 years to
reach the $2 trillion milestone.
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U.S. Investment Grade Corporate Bond Spreads (BBB-A), in bps
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American stocks closed out a volatile week approximately unchanged
over the five trading days. Driven by mostly favorable earnings reports,
stocks had seen gains earlier in the week into Thursday, when reports
emerged of the downing of a commercial passenger jet over Ukraine.
That event, and Israel’s ground incursion into Gaza, reminded investors
about the risks of geopolitical events upending economic growth. Friday’s
rally brought the indexes back to about flat for the week, with the S&P
500 closing at 1,978.22, up 0.5% over the period. After a record-high
closing level on Wednesday, the Dow Jones Industrial Average closed
out the week at 17, 100.18, up 0.9% for the week. Illustrating the market’s
nervousness about instability, the CBOE Volatility Index (VIX) surged
over 30% on Thursday.
Emerging market stocks showed continuing strength this week, supported
by a summit of the BRICS nations in Brazil, at which was announced the
formation of a $100 billion New Development Bank, an emerging markets’
equivalent of the World Bank. The MSCI Emerging Markets index
returned approximately 0.6% for the week. Chinese stocks, the biggest
weight in the index, rose 1.3% on the week, helped by healthy industrial
production numbers. Russian stocks were hard-hit during the week,
losing over 5%. Shares were already under pressure from increased
Western sanctions related to the Ukraine conflict, and losses steepened
after the tragic news of the downed Malaysian plane hit the markets.
International developed markets mostly tracked the same path as
American stocks this week, with the MSCI EAFE index gaining 0.3%.
Domestic stocks were buoyed by continuing news of merger activity. This
week’s mega-deal was the $80 billion bid for Time Warner by Rupert
Murdoch’s 21st Century Fox. There is the possibility that this bid, driven
by the search for valuable content, and size to offset the power of the
cable service providers like Comcast, will spark a wave of consolidations
in the media sector. Earnings news this week included favorable results
from Honeywell and Google, while investors panned results from Johnson
Controls and GE.
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Crude oil futures rose on Friday, trading near two-week highs amid
growing concerns over fresh tensions in Ukraine, and as U.S.
manufacturing data released earlier in the week continued to support
crude. Prices strengthened after a Malaysian Airlines passenger jet
crashed in eastern Ukraine. Tragically, all on board were killed, which
sharply raised the stakes in a conflict between Kiev and pro-Moscow
rebels, in which Russia and the West back opposing sides. The crash
came a day after the U.S. and European Union announced a fresh round
of sanctions against Russia, following the annexation of Crimea in April
and ongoing tensions in the rest of Ukraine. The U.S. package was the
largest round of penalties so far. Russia is the world's second-largest
crude oil producer, and its month long standoff with the West over
Ukraine has raised concerns among traders that the tensions could lead
to an interruption in those supplies. Also, Israel's decision to send ground
troops into the Gaza Strip lent support to prices, which in recent weeks
have been bolstered by flare-ups in the Middle East.
Gold dropped on Friday, suffering its first week of decline in seven weeks
on fears of higher U.S. rates, and as investors took profits after a 1.5%
jump on the downing of a passenger plane in eastern Ukraine. The
precious metal, seen as a hedge against risk in times of geopolitical and
financial uncertainty, posted its biggest daily gain in a month on Thursday
after the loss of the Malaysian airliner. Federal Reserve Chair Janet
Yellen stated this week that the U.S. central bank could raise rates
sooner if hiring and wages take off in an unexpected way. Higher interest
rates would encourage investors to switch to assets that, unlike gold, pay
interest. As a gauge of investment sentiment, holdings in the SPDR Gold
Trust, the world's largest gold-backed exchange traded fund, fell 2.69
tonnes to 803.34 tonnes this week.
Prices for soybeans, corn, and wheat fell sharply on Friday after the
USDA projected bigger-than-expected harvests and stockpiles this year,
extending months of market bearishness for three of the biggest U.S.
crops by value. Soybean futures dropped about 3%, wheat fell by more
than 4%, and corn prices slid to the lowest level in nearly four years as
the USDA, in its closely watched monthly World Agricultural Supply and
Demand Estimates report, stated favorable weather is expected to lead to
big jumps in crop production this year, outpacing demand.
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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.
The material has been prepared or is distributed solely for information purposes and is not a solicitation or an offer to buy any security or
instrument or to participate in any trading strategy. This presentation is not intended to be used as a general guide to investing, or as a
source of any specific investment recommendations, and makes no implied or express recommendations concerning the manner in which
any client’s account should or would be handled, as appropriate investment strategies depend upon the client’s investment objectives. The
portfolio risk management process and the process of building efficient portfolios includes an effort to monitor and manage risk, but should
not be confused with and does not imply low or no risk.
Traditional and Efficient Portfolio Statistics include various indices that are unmanaged and are a common measure of performance of their
respective asset classes. The indices are not available for direct investment. Past performance is not indicative of future results, which may
vary. The value of investments and the income derived from investments can go down as well as up. Future returns are not guaranteed,
and a loss of principal may occur. Investing for short periods may make losses more likely.
This information is subject to change at any time, based on market and other conditions. The information presented has been obtained with
care from sources believed to be Reliable, but is not guaranteed. 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.
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. MPFMU001
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