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Economic Update
The housing market appears to be picking up momentum as both the
housing market index and housing starts posted strong numbers in July.
The Housing Market Index, a measure of home builder optimism, rose
two points this month to 55, its highest level since January. Home builder
optimism also showed improvement this month with an 8.1% increase in
applications for building permits, a leading indicator of future construction.
Housing starts for July surged past expectations to an annualized rate of
1.093 million units, while June figures were revised up 52,000 to 945,000
units. The strength of the 15.7% increase in July was due to multifamily
homes, which rose 33% to a 423,000 unit rate. This was the highest level
since January of 2006. High property prices and mortgage rates
contributed to homeownership declining to the lowest rate in 19 years. As
the housing market gains further momentum the trend in demand
continues to shift from single-family ownership to renting multifamily units.
The Consumer Price Index rose a modest 0.1% in July. Rising food and
rent prices contributed to the increase, while energy prices declined.
Excluding food and energy prices, the core Consumer Price Index rose
0.1%, missing estimates of 0.2%. Despites these slight movements,
inflation is still steadily inching towards the Federal Reserve’s goal of 2%.
The release of the FOMC minutes from the July 29 – 30 meeting
reiterated that the economy continues to improve, but most Fed officials
remain reluctant to change rate hike expectations until they see more
convincing data. The minutes also revealed that a minority of Fed
participants have developed more aggressive views on the timing of an
interest rate increase, leading to a brief sell-off in stocks caused by fears
that rates may be increased sooner than expected.

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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After rallying over the last three weeks, U.S. Treasuries fell led by shorter
maturity notes following the latest comments from Federal Reserve Chair
Janet Yellen. She said the central bank has no “mechanical answer” for
when to raise rates, and before doing so policymakers must be certain
the economy is on solid footing. Against this backdrop, many strategists
expect the Fed to remain on pace to not raise rates until the middle of
next year, with a median estimate from FOMC participants of 1.13% by
the end of 2015 and 2.5% a year later.
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Meanwhile, in the municipal markets, U.S. securities regulators are
moving to require brokers to seek “best prices” when trading munis for
customers. Lacking a centralized exchange in the $3.7 trillion municipal
bond market, the rule would place stricter standards on brokers who are
currently required to trade at “fair and reasonable” prices. “A requirement
that dealers seek the best execution of retail customer transactions in
municipal securities will have benefits for investors, promote fair
competition among dealers and improve market efficiency,” the Municipal
Securities Rulemaking Board said. The board also said it might also force
brokers to reveal what they paid for municipal bonds, allowing customers
to determine dealers’ profits, which are typically embedded in offering
prices.
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U.S. Investment Grade Corporate Bond Spreads (BBB-A), in bps
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After much volatility over the past couple of weeks the equities market
was back in bull mode as all three indices were higher on the week. The
Dow Jones Industrial Average crossed the 17,000 level on Thursday after
selling off in July and the S&P 500 Index reached its 17th new all-time
high this week. The Dow Jones Industrial Average closed at 17,001.22,
up slightly from the prior week. The broader S&P 500 Index ended the
week at 1,988.41, while the NASDAQ Composite finished higher than last
week closing out at 4,538.55.
Much of the anticipation on the week centered around the economic
summit in Jackson Hole, Wyoming where Fed Chair Janet Yellen was to
speak Friday morning. Economists and the market were looking for
insight as to when the Federal Reserve will begin to raise interest rates
and what the overall health of the economy looks like right now. Yellen’s
main concern centered on the number of people participating in the labor
market and those that are either working part-time or have moved to the
ranks of the long-term unemployed.
Shares of Home Depot (HD) were on the move this week as the retail
giant reported earnings Tuesday that topped analyst expectations. The
company also raised its full year guidance on improvements across
multiple sectors of the business due to an improved housing market. On
Thursday, the company also announced that Craig Menear will become
president and CEO starting November 1st; previously, Menear was head
of U.S. retail operations. Frank Blake, who has been chairman and chief
executive officer since 2007, will remain on as the chairman of the
company.
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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, Cornerstone, Morningstar
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Gold rebounded Friday after touching a two-week low following the
release of the Fed’s July minutes. In a rising rate environment gold is
comparatively not as attractive an investment given the metal pays no
interest and returns come only through price appreciation. Any
improvements in U.S. data that support higher interest rates and a higher
dollar will likely be bearish for the metal. Following the release of the Fed
minutes, the U.S. Dollar rose against ten major currencies, hitting a sixmonth high. Still, gold remains up over 6% for the year as ongoing
geopolitical conflicts in the Middle East and tensions between Ukraine
and Russia have spurred demand.
Oil fell this week, despite a brief rise following the release of several data
points this week showing continued economic strength in the U.S.
recovery. West Texas Intermediate (WTI) fell for a fifth week, the longest
streak in nine months, and Brent fell as supply remains high. A report by
the American Petroleum Institute released this week indicated U.S.
imports of crude fell in July to a 19-month low for the period as production
in the U.S. rose. Domestic production continued to increase in July, and
output surpassed eight million barrels a day for the sixth straight month.

Weekly Change

1.6%
1.4%
1.2%
1.0%
0.8%
0.6%
0.4%
0.2%
0.0%
Bloomberg Commodity

NAREIT

HFRX Global Hedge

Source: Dow Jones, NAREIT, Hedge Fund Research; (Price Return)

Soybean prices fell to nearly a four-year low this week on record harvest
expectations following field observations from the annual Pro Farmer
Midwest Crop Tour. Crops have benefitted from cooler weather in much
of the growing area this year, as well as ample rainfall as of late. Corn
and wheat prices also dropped following the tour.
Following its second default in thirteen years, Argentina unveiled a plan
this week to exit default by circumventing the U.S. court order that helped
put it there. Argentina defaulted on July 30 after losing a legal battle with
hedge funds that rejected the terms of previous debt restructurings and
instead sued the country for full payment, while most creditors had
accepted around 30 cents on the dollar. The country defaulted after a
court order prevented distribution of the latest interest payment until the
holdouts were paid in full. This week Argentina offered to swap the
defaulted New York bonds for new Argentine bonds that would be
governed by Argentine law. The market was skeptical of the offering, as
Argentine bond prices fell and the Argentine peso slid against the dollar.
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SEE IMPORTANT DISCLOSURES ON BACK PAGE.
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.
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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