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Economy

Economic trend appears to be at a positive inflection point.
Recent Economic Indicators
Thomson Reuters/
Univ. of Michigan Consumer Sentiment
72.3
Consumer Confidence
65.9
Existing Home Sales, Monthly Change
-5.40%
New Home Sales, SAAR*
350,000
Personal Income, Monthly Change
0.50%
Personal Consumption Expenditures,
Monthly Change
0.00%
Non-farm Payroll Increase/Decrease
163,000
Unemployment Rate
8.3%
ISM Non-Manufacturing Index
52.6%
ISM Manufacturing Index (PMI)
49.8%
New Durable Good Orders, Monthly Change
1.6%
Industrial Production, Monthly Change
0.4%
Capacity Utilization
78.9%
Retail Sales, Monthly Change
-0.5%
CPI, Monthly Change
-0.1%
CPI Core, Monthly Change
0.0%
PPI, Monthly Change
0.1%
PPI Core, Monthly Change
0.2%
U.S. Trade Deficit
$42.8 billion
1Q12 Non-farm Productivity,
Quarterly Change, SAAR*
-0.9%
2Q12 Real GDP, Quarterly Change, SAAR*
1.5%
*Seasonally Adjusted Annual Rate
Bureau of Economic Analysis of the U.S. Department of Commerce, U.S. Department
of Labor, the Federal Reserve, Thompson/Reuters/University of Michigan, Institute for
Supply Management, National Association of Realtors, The Conference Board.
Values reflect most recent data available at time of publication.
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Overview
The U.S. economy saw its growth rate slow to 1.5% in the
second quarter, down from 2.0% for the first quarter of the
year. The deceleration was largely attributable to a slowdown
in consumer spending growth which fell from 2.4% down to
1.5%. Still, the growth rate was higher than expected with
consensus forecasts calling for only 1.2% GDP growth. Across the
pond things were worse as the economy in the U.K. contracted
0.7% - the third consecutive decline in GDP for the country.
Hopefully the Summer Olympic Games which began in London
will give a boost to their economy.
Minutes released this week from the Federal Reserve’s June
meeting showed some members voicing their concerns over
the risks their accommodative policies might have for the bond
market. “Some members noted the risk that continued purchases
of longer-term Treasury securities could, at some point, lead to
deterioration in the functioning of the Treasury securities market
that could undermine the intended effects of the policy,” the
minutes said. This is because the Fed’s open market operations
manipulate the Treasury market and weaken its ability to serve
as a signal on inflation expectations and the outlook for the
U.S. economy.
The Fed disappointed some investors who were expecting
some form of “QE3” when they stood pat on policy at their
meeting this month, but they did open the door a little
more for further stimulus by saying they “will closely monitor
incoming information on economic and financial developments
and will provide additional accommodation as needed to promote
a stronger economic recovery”. This is a strong indication we
may see some form of action at the next meeting if economic
data is weak.
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Employment
Initial jobless claims numbers were exceptionally volatile during
the month, in large part because of a delay in summer automotive
plant shutdowns due to low inventory. The volatility subsided by
the end of July, with the four-week average down to a four-month
low of 365,500, indicating a trend of improving labor market
conditions. This was reflected in the monthly employment situation
report which showed 163,000 jobs were added to the economy in
July. The market had only been expecting 100,000, so the reported
number was a respectable surprise to the upside. The private sector
continued to carry the load adding 172,000 to the payrolls while
government jobs were cut by 9,000. The less reliable household
survey showed a drop in the number of employed, contrasting the
establishment survey and causing the unemployment rate to tick
up one-tenth of a point to 8.3%. Overall the report was a positive,
though, and this may end up being an inflection point towards
improved economic data.
Consumer Confidence and Spending
Consumer confidence rebounded in July following four months of
declines, with the Conference Board’s index up 3.2 points to 65.9.
Consumers’ attitude towards present conditions was little changed,
but expectations for the future were lifted higher.
Retail sales came in lower than expected down 0.5% for the month
of June after falling 0.2% in May. Analysts had predicted a slight
rise for June based on positive automotive manufacturing forecasts,
but motor vehicle sales actually fell 0.6% for the month. Core
figures showed weakness across the board; no one category stood
out as a major detractor or gainer. Year-over-year retail sales were
up 3.8%, a positive figure but slightly discouraging after a 5.1%
gain in May. Despite the recent weakness, the chain-store sales
index from trade group International Council of Shopping Centers
increased 4.6% in July, pointing to a likely turnaround in the retail
sales figure.
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Inflation
The Consumer Price Index (CPI) was flat in June after falling 0.3%
in May. Inflation was again kept in check thanks to a third straight
month of falling gas prices that pushed the energy component
down 1.4% in June. The year-over-year figure held at 1.7%, less
than half the recent high of 3.9% in September. These lower
inflation figures benefit consumers by helping to preserve their
purchasing power. Prices at the producer level inched up 0.1%
in June, and the year-over-year rate held steady at 0.8%. With
prices stable for now the Fed has more wiggle room to initiate the
additional stimulus they hinted at in their most recent statement.
Business Activity
Industrial Production rebounded 0.4% in June after a 0.2%
decline in May, beating analyst predictions. New factory orders
for durable goods were also positive, jumping 1.6% in June
following a similarly sized increase in May. The number was
higher than expected thanks to positive spikes in the ever-volatile
aircraft components. Excluding transportation, orders fell 1.1%
following a 0.8% rise the previous month. Overall it would appear
manufacturing has lost some steam outside nondefense aircraft,
motor vehicles and business equipment.
In contrast, the purchasing managers index showed the
manufacturing side of the U.S. economy contracted for the second
month in a row, albeit at a slower rate. The Institute for Supply
Managements manufacturing PMI came in at 49.8 in July, slightly
better than June’s reading of 49.7. Production and employment
are still growing but this is unlikely to continue if new orders,
which were at 48.0, remain below 50. With decreasing new
orders manufacturers’ inventories and order back logs have
been shrinking. The much larger service side of the economy
continues to chug along, growing for the 31st consecutive month.
The non-manufacturing index rose a half-point to 52.6 with
encouraging numbers in the new orders and business activity
components that showed accelerating growth.
[Premier Bank Market Review
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ISM Report on Business Activity

S&P/Case-Shiller Home Price Index

Index Levels from January 2008 through June 2012

20 City Composite Index Levels January 2001 through May 2012
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Housing
The housing market saw more than one million foreclosure
filings in the first half of the year, up 2% from the previous six
months, according to RealtyTrac. Most of the increase has come
after the $26 billion “robo-signing” settlement was approved in
April. On a positive note, though, more than 700,000 fewer
homeowners were underwater on their mortgages in the first
quarter, according to CoreLogic. Homeowners with equity are
much less likely to default on their mortgage than those who
owe more than their home is worth.

World Economy
The unemployment rate in the 17-nation eurozone rose to a
record high of 11.1% in May. The broader European Union’s
unemployment rate remained at 10.4%, according to Eurostat.
The weak unemployment figures coupled with 11 straight months
of contraction in the manufacturing sector appeared to be enough
fodder for central banks to take action. The European Central Bank
(ECB) lowered its key interest rate by a quarter point to 0.75%,
and at the same time the Bank of England implemented £50 billion
of quantitative easing.

The average contract rate for 30-year fixed mortgages declined
to 3.74% this month, the lowest rate ever recorded. June housing
starts came in at 760,000, 6.9% higher than the revised May
number and up 23.6% from June of last year. Housing permits
fell in June by 3.7% from May numbers, but are up 19.3% yearover-year. We have seen a steady, albeit slow increase in starts
since the January 2009 lows of fewer than 500,000 starts, but the
760,000 figure is still well below 2006 peaks of over 2,200,000.

Meanwhile the People’s Bank of China also cut several key
interest rates for the second time in less than one month,
bringing its lending rate down to 6%. Manufacturing in China
appears to be getting closer to moving back into growth territory.
HSBC said its Chinese PMI rose to a 5-month high of 49.5 in
July from 48.2 last month.

The annual sales rate of new homes fell sharply in June to 350,000
but was offset by upward revisions to April and May data of 15,000
and 13,000, respectively. The May figure now stands at 382,000 –
the highest figure in more than two years. This followed a report
from the NAHB that showed a six point surge in the housing market
index for July to 35. This is the highest level of the recovery and
indicates home builders are growing increasingly optimistic about
the outlook for new home sales.
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Fixed Income

Strong demand drives all sectors of the fixed income markets sharply higher.
Fixed Income Current Yields		

7/31/12

3 Month U.S. T-bill

0.11%

2 Year U.S. Treasury

0.23%

5 Year U.S. Treasury

0.60%

10 Year U.S. Treasury

1.51%

30 Year U.S. Treasury

2.56%

Total Returns

Month

YTD

Barclays U.S. Aggregate

1.38%

3.78%

Barclays U.S. Govt./Credit

1.64%

4.33%

Barclays U.S. Municipal Bond

1.59%

5.31%

Barclays U.S. Corp. High Yield

1.90%

9.31%

Barclays U.S. Long Credit A

5.38%

11.51%

Barclays U.S. Treasury 20+ Year 3.77%

8.21%

Barclays Global Aggregate

1.16%

2.67%

Barclays Emerging Markets

3.82%

11.04%

1 Month and 12 Month ending 7/31/12.
Source: U.S. Department of the Treasury, Barclays Capital
Values reflect most recent data available at time of publication.

Overview
Robust demand for bonds, particularly long maturities, was sparked
by recent news that helped relieve contagion concerns from Europe.
Greek voters approved a pro-euro government and European leaders
indicated a willingness to help recapitalize Spanish banks, dropping
the requirement that taxpayers get preferred creditor status over
bondholders. Safe-haven bond markets saw yields fall substantially
as U.S. two-year Treasury notes sold at auction with new record-low
levels earlier in the month. A similar trend carried over to some
European countries, with short-dated Dutch bonds sinking into
negative-yield territory.
Looking ahead, since yields on Treasuries with maturities out to
approximately 2018 remain below the rate of inflation, we continue
to feel U.S. Government debt offers investors an extremely low
expected return/high risk opportunity. With yields so low on
Treasuries, the main potential source of return will need to come
from price appreciation, which would likely happen only if the
global financial picture deteriorated further.
Despite significant uncertainties in the markets, we feel pockets
of opportunity remain, including structured products in which
credit prepayments may be mispriced, such as GNMA bonds. Yield
spreads to Treasuries are fairly wide now at approximately 0.53%,
and the Fed would likely purchase MBS if it embarks on a third
round of quantitative easing, as many strategists expect. We believe
mutual funds and ETFs are a good way to participate in this market,
in part because of the ease involved in reinvesting proceeds from
maturities. Other attractive areas include unpopular sectors, such
as investment grade financial sector bonds, particularly large U.S.
banks and floating rate note mutual funds.
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Investment Grade Corporate Spread

10-Year Government Bond Rates

In Basis Points, through July 2012
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Corporate
The investment grade corporate sector finished the month
significantly higher, gaining 2.88% and bringing year-to-date
gains to 7.67%. From a cash flow perspective, firms remain flush
with liquidity, suggesting low default rates going forward. High
cash positions have resulted from a cautious approach to new
investments, as cash flows, in aggregate, have exceeded capital
spending for thirteen straight quarters. Although companies
continue to borrow heavily in the bond markets, proceeds,
historically used to fund capital purchases, have been used to
repurchase equity shares. Similar to last month, strategists expect
new issuance to remain robust given a lack of high quality spread
alternatives to Treasuries and the perception of investment grade
corporates as a safe-haven asset during times of high volatility.
High yield bonds rallied 1.90% for the month, bringing year-todate gains to 9.31%, as spreads continued to tighten and mutual
fund inflows increased. Despite historically low default rates and
the expectation for improvements in companies’ ability to make
interest and principal payments on bonds in this sector, more
strategists now feel investors should focus on other areas of
the market going forward given the considerable rally during
the first seven months of the year combined with historically
low absolute yields.
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Municipals
In contrast to last month, the Barclays Municipal Bond index rose
sharply by 1.59%, bringing year-to-date gains to 5.31%. From
a supply perspective, new issuance in July fell, as interest rates
increased causing near-term refundings to wane. At the same time,
new project financings remain at low levels relative to historical
trends. The primary drivers of slow growth in this area include tight
municipality budgets, less need for particular projects and, most
of all, political resistance to spending. Because many states are
finding it increasingly difficult to get new projects approved, “new
money financings” are expected to remain low despite the need for
infrastructure and other related area improvements.
On the demand side, because many long-term mutual funds now
have significant cash positions due to a recent peak in bond calls,
new longer-maturity deals have been oversubscribed. In contrast,
direct retail purchases remain weak as individual investors continue
to remain on the sidelines in hopes of higher yields.
Our recommendation in the muni space remains unchanged from
last month; investors should pursue selective selling on the long
end of the yield curve and among weaker credits rated BBB and
below, given excessively robust demand in these areas. We continue
to recommend high quality municipal bonds, with a focus on
essential service revenue credits, in the five- to 10-year maturity
range for moderate to aggressive investors, and a one- to five-year
focus for conservative investors. However, because credit spreads
have tightened relative to GOs, we are now recommending some
exposure to A and AA general obligation bonds.

Performance by Country

U.S. Treasury Yield Curve

Unhedged Total Returns, July 2012

As of 7/31/12
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International
The Barclay’s Global Treasury ex-US index gained 1.13% on an
unhedged basis and 1.11% on a local currency basis, consistent with
a mostly unchanged U.S. dollar against other major currencies. Many
safe-haven countries rallied sharply with, Germany, Austria, France
and the United Kingdom posting considerable gains for the month.
Italy (-1.47%) and Spain (-1.64%) once again underperformed as
investors fled riskier eurozone areas for the safety of countries with
stronger fiscal positions.
Meanwhile, toward the end of the month, a key boost to investor
sentiment came from members of German Chancellor Angela
Merkel’s coalition party signaling they will not stand in the way
of planned government bond purchases by the ECB’s chief central
banker Mario Draghi. Mr. Draghi said the ECB “may undertake
outright open market operations of a size adequate to reach
its objective” in an effective transmission of monetary policy.
Specifically, he said the ECB is ready to re-launch its bond purchase
program under the necessary condition that governments fulfill
their “commitments and responsibilities.” By this, he clearly puts
the pressure back on governments because for the ECB to step
in, member states would first have to formally request European
Financial Stability Facility (EFSF) support and demonstrate a
willingness to implement plausible austerity measures. Finally, the
ECB said it would announce the details of these policy measures
in September. Markets were disappointed but still hopeful of ECB
interventions as long-dated Spanish and Italian bond yields jumped
sharply after the announcement. However, the short-end was flat or
even tightened, reflecting Draghi’s statement that any bond buying
would focus on short paper.
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Source: U.S. Department of Treasury

More California Municipality Bankruptcies
A recent report by Merrill Lynch notes that four municipalities
in California have recently declared or are considering declaring
bankruptcy. The most severe problems are centered in regions with
sharp declines in home values, as property taxes are often the
primary source of revenue for local governments. Although a slew of
additional bankruptcies appear unlikely, some caution is warranted
in light of ongoing weakness in the economy and the continued
weakness in real estate in much of the country. However, the report
suggests that municipal bankruptcies will not become widespread,
and the four cities in California represent only a small fraction of the
90,000 municipalities across the country.
Indicators suggest a large number of additional bankruptcies are
unlikely based on the experience in Vallejo California, the largest
city that has emerged from bankruptcy in recent years, as the legal
proceedings took almost three years and cost the city $12 million.
At the same time, most municipalities are now more inclined and
better equipped to accept the austerity measures needed to keep
current on their bond obligations. For example, voters in San Jose
and San Diego approved measures to reform public pension plans,
and Wisconsin supported Governor Walker in a recall election,
affirming his bid to strip public workers of their collective bargaining
rights. Meanwhile, debt-servicing costs continue to make up a small
fraction of municipal revenues, which have been rising at a good
pace despite the troubles in the housing market and job market.
Finally, state and local governments have cut payrolls by 675,000
in the past four years
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Equities

June stock rebound continues into July.
Total Return

Month

YTD

Dow Jones Industrial Average

1.15%

8.06%

S&P 500

1.39%

11.01%

NASDAQ Composite

0.20%

13.51%

S&P 100

2.07%

12.84%

S&P 400 MidCap

-0.04%

7.85%

S&P 600 SmallCap

-0.77%

7.15%

Russell 2000

-1.38%

7.03%

1.07%

1.84%

MSCI EAFE
1 Month and YTD total return as of 07/31/2012.

Values reflect most recent data available at the time of publication.
Source: Morningstar, Standard & Poor’s, Russell Indices, The Wall Street Journal,
Reuters, Morgan Stanley Capital International, MarketWatch, Financial Times,
Bloomberg, Chinainvestor.com
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Overview
Stocks were positive for the second month in a row in July despite
volatility caused by a weak payroll report early in the month, mixed
economic data in the U.S. and abroad as well as Spanish bond yields
bouncing above and below the 7% mark. The market suffered six
straight days of declines mid-month, only to rally back on news of
the approval for a $100 billion Spanish bank bailout.
The total return for the Dow Jones Industrial Average in July was
1.2%. The broader S&P 500 Index returned 1.4%, while the technology heavy NASDAQ Composite Index was essentially flat (+0.2%).
Year-to-date through the end of July, the NASDAQ (+13.5%)
continued to outpace the S&P 500 (+11.0%) and the Dow (+8.1%)
on a total return basis. Apple, at nearly 13.5% of the NASDAQ
Index, was up 51% through July 31.
With earnings reports out from two-thirds of S&P companies as
of early August, about 66% have beaten analysts’ estimates and
22% have fallen short, according to S&P’s Senior Index analyst
Howard Silverblatt. Companies within the Energy sector offered the
least upside, with only 48% of quarterly earnings results ahead of
expectations. Industrials, Staples and Healthcare companies have
reported the highest percentage of earnings surprises.

Equity Performance

S&P Sector Performance by Market Capitalization

Trailing one Year Cumulative Price Return, as of 7/31/12
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Domestic Equity
The strongest S&P large cap sectors in July were Telecomm
Services (+6.6%), Energy (+4.2%), and Consumer Staples (+2.8%).
Earnings reports from Metro PCS (+44%) and Sprint Nextel
(+35.8%) helped buoy the telecomm sector. In Energy, National
Oilwell Varco (+12.2%) and Halliburton (+16.7%) each reported
earnings ahead of expectations. Both Materials (-1.2%) and
Consumer Discretionary (-0.3%) declined slightly. Several
materials companies, including Dow Chemical (-8.6%) and
Newmont Mining (-8.3%), citied weakening global demand in
their subpar earnings reports. For the first seven months of the
year, Telecomm Services (+24.1%), Information Technology
(+14.5%) and Financials (+13.9%) were the strongest sectors
on a total return basis, while Energy (1.7%) and Materials (+5.3%)
were among the weakest.
According to S&P, large cap equities outperformed both mid cap
and small cap for the month of July. The S&P 500 Index returned
1.4% compared to flat performance for the S&P MidCap 400 Index
and a decline of 0.8% for the S&P Small Cap 600 Index. Year-todate through the end of July, large cap equities outperformed with
a total return of 11.0%, followed by 7.9% for mid cap and 7.2%
for small cap.
With regards to investing style, growth stocks outperformed value
in large and mid cap in July, but underperformed in small cap. The
return for the S&P 500 Growth Index was 1.8% compared to 0.9%
for the S&P 500 Value Index. The S&P MidCap 400 Growth Index
returned 0.1%, compared to the negative return for the S&P MidCap
400 Value Index (-0.2%). Finally, the S&P SmallCap 600 Value Index
outperformed the S&P SmallCap 600 Growth Index, -0.5% versus
-1.0% respectively. Year-to-date through July 31, growth outperformed value in large cap and small cap. The S&P 500 Growth Index
outperformed the S&P 500 Value Index (+12.0% versus +9.9%), as
did the S&P SmallCap 600 Growth Index over the S&P 600 Value
Index (7.5% versus +6.8%). The reverse was true for mid cap equities
as the S&P 400 Mid Cap Value index outpaced the Growth Index
year-to-date through the end of June (+8.0% versus +7.8%).
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International Equity
International equity indices were mixed in July. The broad MSCI
EAFE Index of developed markets had a total return of 1.2% in U.S.
dollar terms with strength in the more stable European economies
offset by weakness in Japan and the PIIGS countries. Individual
country MSCI indices in Germany (+2.5%) and the UK (+1.2%)
were positive while investors took profits in stocks in Spain (-6.8%),
Italy (-5.4%) and Greece (-2.0%) after double-digit rallies in June.
A report issued mid-month showed Euro-area industrial
production rebounded in May as growth in Germany more than
offset a decline in France. In Japan, while core machinery orders
fell significantly in May, the Bank of Japan made no changes to
its core interest rate policy, saying “Japan’s economic activity has
started picking up moderately as domestic demand remains firm,
mainly supported by reconstruction-related demand.” The MSCI
Japan Index fell 2.4% in July. Year-to-date the strongest returns in
developed markets have come from Singapore (+23.8%), Belgium
(+21.1%), and Denmark (+20.8%). Spain and Greece have both
declined approximately 20%.
The MSCI Index for Emerging Markets rose 2.0% in July with
positive returns for China (+1.4%), Brazil (+1.4%) and Russia
(+2.8%), while India fell slightly (-0.4%). Early in the month the
People’s Bank of China cuts interest rates for the second time in
two months. China’s GDP fell to 7.6% in the second quarter from
8.1% in the first quarter. Industries that outperformed in China
in July included transportation, telecom and consumer durables.
Materials stocks were especially weak in China as the country’s
largest steelmaker, Baoshan Iron & Steel, reported an 86% decline
in net income.
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Alternative Investments

REITs continue their rally.
Price Change
Dow Jones UBS
Commodity Index
Oil

Month

YTD

6.47%

2.53%

3.16%

-13.34%

-2.25%

-1.14%

Gold

0.36%

2.30%

NAREIT- All REITS

2.30%

18.08%

Copper

NAREIT-Industrial/Office

-0.61%

15.29%

NAREIT- Residential

3.56%

13.39%

S&P Global Property Ex-U.S.

7.39%

16.46%

HFRI Emerging Markets Index

1.12%

1.85%

HFRI Fund Wtd Comp. Index

1.05%

2.88%

HFRI Equity Market Neutral

0.65%

1.78%

HFRI Event Driven

0.29%

2.52%

HFRI Market Defensive

1.84%

0.38%

HFRI Merger Arbitrage

0.04%

1.19%

HFRI Short Bias

2.95%

-3.68%

1 Month and YTD total return as of 7/31/12
Values reflect most recent data available at the time of publication.
Source: Dow Jones, National Association of Real Estate Investment Trusts, Hedge
Fund Research, Standard and Poor’s, wsj.com - Market Data Center, Private Equity
Online, FINalternatives.
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Overview
REITs remain the shining star with an 18% year-to-date return as
hedge funds and commodities showed positive progress for the month.
Commodities
In July the DJ UBS Commodity Index climbed 6.47% as agricultural
prices spiked for the second consecutive month while metals showed
little movement. Corn has become a cause for concern following
the massive drought throughout the Midwestern states. This could
potentially lead to a worldwide food shortage, as corn and other grains
are among the most significant U.S. exports. But Midwestern corn
is not the only crop being affected. Wheat prices rose over 17% in
each of the last two months, and soybeans are up nearly 15% in July.
Analysts’ expectations show corn inventories falling to 17-year lows
and soybean inventories to 32-year lows, which should lead prices
to record highs. Improved August weather should at least slow the
negative effects of the drought through the Midwestern Corn Belt and
the lower Mississippi delta where soybeans are most prevalent, but
prices will remain high and could potentially run higher based on the
news in the upcoming August U.S. Department of Agriculture report.
Petroleum prices increased about 5% in July, based on the DJ UBS
Petroleum Index, aided mostly by strong natural gas movement. The
Henry Hub Gas Spot price showed natural gas up over 16% for the
month as prices continue a healthy recovery from March lows. Brent
crude gained over 6% to finish the month at around $105 per barrel
and WTI gained 3.5% to finish at $88 per barrel, both increasing
for the first time in three months. This price hike was supported by
improved employment numbers and a decline in inventories as U.S.
July stockpiles of crude oil, natural gas and gasoline declined.
Metals showed little movement for the month of July; the precious
metals index gained 52 basis points and the industrial metals index fell
just over 2%. Gold finished the month with a 0.65% gain at $1,614.60
per ounce while silver ended at $27.91 per ounce gaining just over 1%
in July. Upcoming monetary policy decisions in the eurozone and U.S.
are becoming more significant in future precious metal prices.
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The past few years have shown a strong positive relationship between
quantitative easing in the U.S. and gold bullion prices – as the U.S.
Monetary Base increases, gold prices follow. As for Europe, since
gold prices and Euro/USD strength are highly correlated, an easing
in the eurozone that results in euro currency weakness could
negatively affect gold prices while easing that restors confidence
in the euro would send gold prices higher. Either way, the next ECB
decision regarding quantitative easing will be eagerly anticipated
by bullion traders.
Real Estate
U.S. REITs continued to outperform the broader equity market on a
one-month, year-to-date and one-year basis as of the end of July,
according to NAREIT. Nearly all sectors of the REIT market delivered
double-digit gains during the first seven months of the year. NAREIT
reports that on a total return basis, the FTSE NAREIT All REITs Index
gained 2.30% and the FTSE NAREIT All Equity REITs Index gained
2.17% in July, while the S&P 500 gained 1.39%. As of July 31, on the
year the FTSE NAREIT All REITs Index was up 18.08% and the FTSE
NAREIT All Equity REITs Index was up 17.40%, compared to the S&P
500’s gain of 11.01%. Diving into sector specific REIT strategies, the
Retail space, composed of Shopping Centers and Regional Malls,
continues to shine. Retail REITs gained 2.00% last month, bringing
their year-to-date gains to 23.57%. Accordingly, the returns for the
sub-sectors were also strong as regional malls enjoy the leader board
position at 25.11%, followed by shopping centers, up 22.01% on the
year. Analysts continue to point to improved operational trends as
the driver behind Retail REITs performance so far this year, claiming
results in shopping center REITs are positive despite macro headwinds.
According to Seeking Alpha, fundamentals are moving in the right
direction, with occupancies up, leasing spreads positive, and
same-store net operating income growing. Small-shop leasing
volumes are also positive, and even though the traditional ‘mom
and pop’ small business owners have yet to jump back into the
mix, the better capitalized national retailers and franchisees
continue to take space in quality centers. Residential REITs, made
up of Apartments and Manufactured Homes, also posted positive
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returns in July, up 3.56%, now up 13.39% on the year. REITs also
continued to reward income investors in July, NAREIT reports. On
July 31 the dividend yield of the FTSE NAREIT All REITs Index was
4.16%, and the dividend yield of the FTSE NAREIT All Equity REITs
Index was 3.23%. The dividend yield of the FTSE NAREIT Mortgage
REITs Index was 12.50%, with Home Financing REITs yielding
13.06%. In comparison, the S&P 500’s dividend yield was 2.26%.
Hedge Funds
Hedge funds posted their largest monthly gain since February with
a 1.1% increase in July, according to Hedge Fund Research (HFR),
but performance still lagged the broad market with the S&P 500
gaining 1.4% last month. Hedge funds’ underperformance was
more marked in the first seven months of the year as their returns
averaged 2.9% while the S&P 500 surged 11%. Most strategies
ended the month in the black with the exceptions of equity hedge
technology/healthcare funds, down 0.42%, and event driven private
issue strategies, down 0.73%. The strongest equity hedge performers
in July were energy/basic materials funds, up 2.06%, and short bias
funds, up 2.95%. HFR claimed that macro hedge funds, which make
bets on macroeconomic trends across a range of assets including
bonds and commodities, were also among the best performers in
July, rising 2.8% for the month. But in the first seven months of the
year, their gains were lackluster, at 1.8%. Also, currency-focused
hedge funds showed a monthly investment gain of 0.98% in July,
reversing a loss from the previous month, as bets the euro would
decline against a handful of more-attractive currencies paid off.
HFR says investors allocated $4.1 billion in net new capital to hedge
funds in Q2, bringing net inflows in the first half of this year to
over $20 billion. Despite these inflows, total hedge fund capital
dropped to $2.10 trillion in Q2 from a record $2.13 trillion in Q1
due to the 2.7% loss posted by hedge funds in Q2.
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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.
The opinions expressed are those of MainStreet Advisors. 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. Member and/or officers may have
material ownership interest in investment mentioned. Any investments purchased or sold are not deposit accounts and are not endorsed by or insured
by the Federal Dposit 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.
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