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The outcome of the Presidential Election and the reaction from the financial
markets has surprised most observers. Many unknowns remain surrounding the
eventual impact from the shift in the political landscape. However, we look to an
improvement in the corporate profit picture as an important development.

The Presidential Election

The results of the U.S. Presidential election came as a surprise to most political
observers. The polls had projected that Hillary Clinton would win the election.
However, in the final weeks before the election, these polls began narrowing. The
final results were close—Donald Trump won the Electoral College 306 to 232, but
Hillary Clinton won the popular vote.

President-elect Trump campaigned on a few broad themes, including cracking
down on immigration, renegotiating trade deals, and bringing jobs back to the U.S.,
particularly in manufacturing. It remains unknown if President-elect Trump can

turn these ideas into actual government policy, especially on the economic front.
During Trump’s campaign, he made many promises but provided few details on
achieving the said promises. He pledged to increase U.S. economic growth to at
least 3.5%. However, since the “great recession” of 2008-2009, economic growth
has been slow to recover, with annual economic growth averaging just 2.2% over
the last six years. This compares to a post-WWI| average of 2.9%. Looking back
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at the last eight decades, there has not been a decade with growth of 3.5%
or higher since the 1960s. No specific details have been presented on how
the U.S. will achieve these high growth numbers, but the assumption being
President-elect Trump’s plans for reducing regulation and lowering taxes.
Looking back, the working age population grew an average rate of 1.8% per
year in the 1960s and 1970s. However, since 1980, that rate has averaged
just 1.2%. The change in the demographic situation has been a major
contributor to the slower

economic growth in the past Electoral votes (338 total)

50 years. An increase in the
labor force would likely be
needed to boost economic
growth above recent levels.

The President elect has

proposed changes in the tax 2 32
policy which would reduce  won
the individual tax brackets
from seven to three: 12%,
25%, and 33%. He also
recommended a reduction
in corporate taxes. These 130 2M votes counted
tax plans are inline with

National popular vote

m

proposals made by Hillary Clinton (D) 45.03% N
congressional Republicans.

However, President-elect ~ Donald Trump (R)v 47.01% I
Trump’s views on trade Gary Johnson (L) 3.28%

are at odds with his party. : : .

The Republican Party has Jill Stein (G) 1.01% |
traditionally supported open QOther 0.65% |

trade, but he was a harsh

critic of current trade deals.

While most major changes to trade policy need to go through Congress,
the President does have the power to unilaterally impose tariffs in certain
circumstances.

An important development in the election was that the Republican Party now
controls both Chambers of Congress. Following this year’s unprecedented
election rhetoric, the question will be whether the Republican Houses will
unite behind the new President to enact his proposed agenda as more
specifics are unveiled.

The Corporate Profit Recession

Operating earnings for the S&P 500 reached an all-time high in third-quarter
2014, but have since declined. The overall earnings decline represented a
significant change from the relatively steady corporate profit environment
experienced since the credit crisis in 2008. The sharp profit decline (see
chart) has led many to refer to this period as a corporate “profit recession”,



since U.S. Profits for S&P 500 firms are expected to rise this quarter, after four
employment quarters of declines, but executives are cautious about 2017.
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decline in oil

prices and resulting impact on the energy sector. Oil prices declined due to
a combination of rising supply in the United States as well as a slowdown in
demand from many emerging economies, especially China. A stronger U.S.
dollar has contributed to the profit squeeze as it has helped reduce demand
for U.S. exports and hurt U.S. multinationals when they convert foreign-
earned revenues back into dollars.
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Corporate earnings in the third quarter of 2016 are estimated to have
increased 3.9%. Since the second quarter of 2015, S&P 500 earnings have
declined on a year-over-year basis. In contrast, the third quarter results
suggest that the recession in corporate profits has come to an end.

This rebound also comes despite the continued drag on earnings from the
energy sector, as the drop in the price of oil once again hurt energy sector
profits in 3Q, but the financial sector posted solid profit gains. In fact, the
number of companies in the broader S&P 500 that beat analysts’ estimates
were well above average for the quarter. According to FactSet, 71% of
companies that have reported beat their estimates, higher than the five-year
trailing average of 67%.

Conclusion

Many market observers predicted that a Trump election would result in a
sharp market decline. These proved to be incorrect as the equity markets
experienced a post-election rally that pushed most major indices to all-
time highs. The yield curve steepened suggesting that the market expects
a further pick-up in economic growth. Despite this excitement, we expect
that policy and economic changes may take time to work their way into the
economy.

S&P 500 Index

3 Month 1.83%
Year-to-Date 9.79%
1 Year 6.90%
3 Year 9.04%
5 Year 14.47%

MSCI EAFE Net

Index

3 Month -3.34%
Year-to-Date -2.34%
1 Year -4.36%
3 Year -2.21%
5 Year 5.55%

Barclays Aggregate

Bond Index

3 Month -3.15%
Year-to-Date 2.50%
1 Year 1.84%
3 Year 2.78%
5 Year 2.46%
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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. Pleas 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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