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The domestic financial markets have experienced very strong performance so far
this year. However, a slowdown in global economic activity has begun to impact
the investment environment as interest rates have fallen around the globe. The
Federal Reserve Bank has shifted its monetary policy position to reflect softer
economic conditions.

Interest Rates

At the late-July meeting, the Federal Reserve Bank (Fed) lowered interest rates for
the first time since 2008. The target range of the Fed funds is now 2.00% — 2.25%.
The domestic economy experienced a slowdown in the second quarter. Moreover,
many forward looking indicators remain weak, which suggests there may be some
further slowing in the coming months. The Fed is facing growing pressure to have
a more accommodative monetary policy as many believe that the economy will
slow down dramatically from current levels. The yield on the 10-year Treasury had
been declining over the past several months in anticipation of the Fed meeting.

In their policy statement, the Fed Chairman, Jerome Powell, listed three reasons
for the recent rate reduction: “to insure against downside risks from weak global
growth and trade policy uncertainty; to help offset the effects these factors are
currently having on the economy; and to promote a faster return of inflation to our
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symmetric two percent objective.”

Powell also stated that “we’re thinking of it as essentially in the nature of a
mid-cycle adjustment to policy.” In other words, the Fed does not regard this
move as the first in a long series of rate cuts going into a recession. Instead,
they see a few cuts to help the economy during a slowdown. That statement
disappointed many investors who believe a more aggressive interest rate
reduction is necessary.

Tough times for German's factory sector
9 y Powell also

said, “After
simmering
early in the
year, trade-
policy tensions
¢ |nearly boiled
over in May
and June, but
now appear to
have returned
to a simmer.”
However,
shortly after
the meeting,
President Trump tweeted that the U.S. will impose additional tariffs on
Chinese goods starting in September, which contributed to an increase in
market volatility.
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Gross Domestic Product

The second quarter (2Q) Gross Domestic Product (GDP) was 2.1%, a
preliminary reading subject to revision. The 2Q results, while slightly better
than expected, represent a deceleration from the 3.1% pace experienced in
the first quarter. Business investment declined for the first time since 2016,
as nonresidential fixed investment fell by 0.6% versus a 4.4% increase in
1Q. Consumer spending rose at an inflation adjusted annualized rate of
4.3%, accelerating from the first quarter rate of 1.1%, marking the strongest
pace of growth since late 2017. Consumer spending, which accounts for
more than two-thirds of the U.S. economy, was boosted by sales of big-ticket
items such as cars. Declining oil prices as well as a healthy labor market
were also positive contributing factors.

Corporate Earnings

Although not all the companies have reported 2Q results, earnings for the
S&P 500 will likely decline by (2.6%), but revenues should increase by 3.8%.
This marks the first time the index has reported two straight quarters of
year-over-year declines in earnings since 2016. The profit declines reflect
narrower operating margins. It is estimated that the profit margin for the S&P



500 will decline to 11.3% in 2Q from 11.8% for the prior year period. Ten
of the 11 sectors may well report year-over-year declines in their net profit
margins. One factor contributing to these declines is a difficult year-over-
year comparison. The prior year’s period benefited from exceptionally high
profitability
due to several
one-time 22%
items. Other
negative 0% |
factors appear ...
to be higher
costs from
labor as 7o
wellasraw | _...
material price
pressure.
Weakness o
in overseas |....
economies,
the stronger U.S. dollar, as well as trade tensions have negatively impacted
profits of companies with higher international revenue exposure. As noted

in the chart above, these internationally focused companies experienced an
earnings decline of over 13%, compared to domestically oriented companies
with a modest profit gain of 3.2%.
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Looking ahead, earnings are expected to post a modest decline in the third
quarter. Expectations for earnings growth for 3Q19 have been falling over
the past few months. Interestingly, two of the eleven sectors are projected
to report a year-over-year decrease in 3Q earnings: Energy (-13%) and
Information Technology (-9%), sectors with very high international revenue
exposure. Consequently, activity levels overseas seem to be the primary
source of earnings pressure.

Conclusion

Market volatility has picked up in recent weeks as fears of a protracted and
pronounced trade war have intensified. Even before the U.S. tariffs that were
levied on China officially went into effect, global trade had shown signs of
slowing. The global trade slowdown explains the recent sell-off in emerging-
market investments. One issue with imposing tariffs is that it will likely raise
the cost of raw materials. Another concern is that the near-term impact

on growth could likely be negative as business investments decisions get
delayed. While we think the chances of a full blown trade war are low, the
possibility is worrisome and recent talks have not produced much progress.
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3 Month 1.69%
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1. Consult an Idaho Trust Bank financial consultant for more details. Securities and insurance products are
offered through LPL Financial and its affiliates, Member FINRA/SIP. Idaho Trust Bank is not a registered broker/
dealer and has a brokerage affiliate arrangement with LPL Financial. Idaho Trust Bank is a separate company from
LPL Financial. Investment accounts generally under $300,000; Insurance and Annuities of all sizes.

2. Please see the Idaho Trust Bank Schedule for Fees. Investment accounts generally over $300,000.

3. Please see the Idaho Trust Bank Schedule of Fees. Investment accounts generally over $500,000.
Certain products may be provided by a Financial Consultant of Idaho Trust Financial is utilized: (1) Securities and
insurance products are offered through LPL Financial and its affiliates, Member FINRA/SIPC; (2) Idaho Trust Bank
is not a registered broker/dealer and has a brokerage affiliate arrangement with LPL Financial; and, (3) Idaho Trust
Bank is a separate company from LPL Financial, Idaho Trust Bank does not provide tax or legal advice. Overlay
Asset Management utilizes external and/or internal managers selected by Idaho Trust Bank.

4. Certain products may be provided by a Financial Consultant of ldaho Trust Financial. Securities and
insurance products are offered through LPL Financial and its affiliates, Member FINRA/SIPC. Idaho Trust Bank is
not a registered broker/dealer and has a brokerage affiliate arrangement with LPL Financial. Idaho Trust Bank is a
separate company from LPL Financial. Idaho Trust Bank does not provide tax or legal advice.

5. Exchange Traded Funds (ETF), mutual funds and individual stocks are subject to risks and fluctuate

in value. Neither asset allocation nor diversification assure a profit or protect against loss. International investing
involves special risks including increased volatility, political risks, and differences in auditing and other financial
standards. Small-cap stocks have historically experienced greater volatility than average. High yield, lower-rated
securities generally entail greater market, credit and liquidity risks than investment grade securities and may in-
clude higher volatility and higher risk of default. Bond prices are sensitive to changes in interest rates and a rise in
interest rates can cause a decline in their prices. Past performance is no guarantee of future results. No represen-
tation is hereby made of the risk and/or return of any particular portfolio. There is no guarantee that any suggested
investment strategy will work in any market. You should fully and carefully consider all objectives, risks, expenses
and fee before you invest.

6. Portfolios are illustrative only. ActualLifeNeedsTM Portfolios will vary from time to time as determined by
Idaho Trust Bank. No representation is hereby made of the risk and/or return of any particular portfolio. There is no
guarantee that any suggested investment strategy will work in any market. You should fully and carefully consider
all objectives, risks, expenses and fees before you invest. Past performance is no guarantee of future results.

Exchange Traded Funds (ETF), mutual funds and individual stocks are subject to risks and fluctuate in value.
Neither asset allocation nor diversification assure a profit or protect against loss. International investing involves
special risks including increased volatility, political risks, differences in auditing and other financial standards.
Small-cap stocks have historically experienced greater volatility than average. High yield, lower-rated securities
generally entail greater market, credit and liquidity risks than investment grade securities and may include higher
volatility and higher risk of default. Bond prices are sensitive to changes in interest rates and a rise in interest rates
can cause a decline in their prices. Past performance is no guarantee of future results. For more information about
performance of Idaho Trust Strategies and our performance calculation methodology, please contact us. Actual
client performance may vary from the performance of model portfolios and/or any strategy. No representation is
hereby made of the risk and/or return of any particular portfolio. There is no guarantee that any suggested invest-
ment strategy will work in any market. You should fully and carefully consider all objectives, risks, expenses and
fees before you invest.

Portfolios are illustrative only. Actual LifeNeeds™ Portfolios will vary from time to time as determined by Idaho
Trust Bank. The Idaho Trust investment strategies will vary from time to time as determined by Idaho Trust Bank.
The information and analysis expressed herein are for general information only and are not intended to provide
specific advice or recommendations for any individual or entity. Information contained herein has been obtained

by sources we consider reliable, but is not guaranteed. Any opinions expressed are based on our interpretation of
data available to us at the time of the original publication of the report. These opinions are subject to change at any
time without notice.

NOT ADEPOSIT « NOT FDIC INSURED « NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY « NOT
GUARANTEED BY THE BANK « MAY GO DOWN IN VALUE
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