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Interest rates have been increasing since this past summer as domestic economic
activity has moved along at a healthy albeit modest pace. The U.S. dollar has
risen along with interest rates and an increase in the “greenback” is sure to have
an impact on Emerging Market debt. Volatility levels are now at exceptionally low
levels by historical standards; however, this may change given the high level of
political uncertainties both in the U.S. and overseas.

The U.S. Economy

In March, the Federal Open Market Committee (FOMC) announced that it raised
the target range for the Federal Funds Rate by 25 basis points to 0.75% - 1.0%.
The change was widely expected by financial markets and was already reflected in
prevailing interest rates. Fed members expect two more rate increases this year.

Since Election Day, the U.S. stock market has experienced a healthy advance.
The Dow Jones Industrial Average rose above the 21,000 level. Remember,

less than eight years ago, the index was below 6,500. The volatility levels have
declined and sit near historically low levels. The S&P 500 had gone 109 trading
days without closing down by more than 1% in a single day with that streak just
recently ending. Compare that to last summer, when there were six straight days
of moves greater than 1%. The current level of low volatility is very unusual.
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Many Federal Reserve Bank (Fed) members have clearly telegraphed their
intension to raise interest rates in the future, assuming the economic data
continues to warrant such actions. The FOMC released its “dot plot,” which
is a graphical depiction of the policy rate predictions from each of the FOMC
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participants. This “dot plot” provides insight into the thinking of each of the
committee members looking ahead to future policy decisions. The “dot plot”
chart (see above) shows that the median view (nine of 17 members) is that
the target range will be 1.25-1.5% at the end of 2017. This means that the
majority of the Committee expects to raise rates two more times this year,
anticipating a 25 basis point increase each time. The chart also shows how
these expectations have changed from the December 2016 meeting to the
most recent meeting.

Looking ahead to the end of 2018, the “dot plot” indicates that the Fed Funds
Rate will be 2.0-2.25%. The longer term federal funds rate expectation is
3.0%. The committee noted that “monetary policy remains accommodative”
and they will continue to monitor economic conditions pursuant to their dual
mandate of price stability and maximum sustainable employment.

Earnings for banks and other financial companies are particularly sensitive
to changes in interest rates. This increase marked the second rate hike

in the past three months. As a result, analysts have been increasing their
earnings estimates for companies in this sector.

The Impact of a Rising U.S. Dollar

The U.S. dollar is well above the levels reached in mid 2014 (see graph).
The increase reflects better domestic economic conditions. The strong
dollar, expectations of future interest rate increases, and a fall in value of



the Euro and British pound, has widespread global economic implications.
As a result, there have been big shifts in trade balances and fluctuations in
the value of countries’ foreign exchange reserves. The soaring dollar also

affects emerging market companies as they are exposed to fluctuations in

the exchange rate between the dollar and their local currencies.

The International Monetary Fund projects that Emerging Market (EM)
economies will be responsible for most of the world’s economic growth in
2017 and 2018, continuing a trend that has been firmly established over the
past few years. Debt is often utilized to finance that growth, and oftentimes
companies in emerging markets issue bonds denominated in U.S. dollars
to attract foreign investors that do not want exposure to these EM currency
risks. The companies issuing the U.S. dollar dominated debt are exposed

to the foreign
exchange

o risk. When

the value of
their domestic
» currencies falls
" against the U.S
dollar, the cost
of servicing
their debt
increases.

The dollar’s rise since mid-2014
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A strengthening dollar can help emerging market economies in other ways.
Companies that export goods to the United States see benefits when their
products are cheaper from the perspective of American companies and
consumers. A stronger dollar encourages U.S. travelers to go overseas to
areas with weaker currencies as their money goes further. Finally, countries
with a high level of U.S. dollars in foreign exchange reserves will experience
an increase in value of these reserves

Conclusion

Interest rates remain low by historical standards. Currently, the Fed expects
that it will increase interest rates two additional times this year, although
Chairperson Yellen has stated that future increases will be dependent on
future economic data. The Fed has raised rates only three times in the

past decade and we do not expect that future increases will be enough to
hurt economic activity, given the relatively healthy state of the domestic
economy. Another important variable will be the changing political and

fiscal policy environment, which has created many uncertainties; from
infrastructure spending to the impact from changes in trade deals by the new
Administration. Uncertainty surrounding these issues could create volatility
this year, but the underlying foundation of economic health remains strong.

S&P 500 Index

3 Month 6.07%
Year-to-Date 6.07%
1 Year 17.16%
3 Year 10.35%
5 Year 13.28%

MSCI EAFE Net

Index

3 Month 7.25%
Year-to-Date 7.25%
1 Year 11.67%
3 Year 0.50%
5 Year 5.82%

Barclays Aggregate

Bond Index

3 Month 0.82%
Year-to-Date 0.82%
1 Year 0.44%
3 Year 2.68%
5 Year 2.33%
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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.
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