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Volatility in the global financial markets has increased in recent weeks. The past
two years have experienced a relatively calm market environment compared

to the years since the financial crisis of 2008-2009. Most major stock indexes
have experienced a “correction” since the beginning of the year. Many market
commentators have tried to identify a reason for the sharp market decline but
these environments are a normal part of stock market activity and have historically
occurred more often than has been the case in recent memory.

An Increase in Volatility

Although it may not feel like it after listening to recent financial news reports, the
U.S. equity markets have been relatively calm since the beginning of 2016, when
investors were concerned that the Chinese economy was slowing down. One way
to look at volatility is to count the number of days in any given year when the S&P
500 index moved up or down by more than one percent on any given day. The
number of ‘1%’ days has increased over the past few weeks.

Another way of looking at this extended period of calm is recording the number of
successive trading days that occurred without a decline of greater than 5%. U.S.
equities just experienced a record in that regard. The U.S. market achieved a 404
day period without a 5% correction. This 80 week period is significantly longer
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than the typical 10 week period between 5% corrections. The chart below

shows this data as of January 19th. This most recent stretch surpassed the
prior two longest periods, which occurred in the mid 1960s and 1996, which
experienced runs of 386 days and 394 days respectively. The amazing lack

of volatility or losses
in the market in 2017 The sea of tranquility
and the beginning of
this year appears to
be over.

386 days

Equity market
corrections within
bull markets are a
common occurrence.
The irony of this
selloff is that the
economic news Source: Goldman Sachs
appeared too strong.

The market sell off

- 394 days

US equity market enjoys longer-ever streak of trading days without a 5 per cent setback

395 days —

was a result of the concern that growth and inflation will accelerate, causing
the Fed and possibly other central banks around the world to tighten more
than is expected. The market is undergoing an adjustment of expectations
around rate hikes and interest rates. Our view is that interest rates will go up

this year, but not enough to slow global economic growth.
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S&P 500 intra-year declines vs. calendar year returns
Despite average intra-year drops of 13.8%, annual returns positive in 29 of 38 years
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Source: FactSet, Standard & Poer's, J P. Mergan Asset Management

Retums are based on price index enly and do not include dividends. Intra-year drops refers to the largest market drops from a peak to a trough
during the year. For illustrative purpeses only. Returns shown are calendar year returns from 1980 to 2017, over which time period the average
annual retumn was 8.8%.

Guide to the Markets — U.5. Data are as of December 31, 2017.
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Stock Market Corrections

Most major equity markets are in the midst of a correction. Many market
commentators have attempted to assign a reason for this action. However,
we would like to provide some historical perspective to these events. The
chart on the prior page identifies the annual return of the S&P 500 each year
since 1980. The grey bar represents the annual return each year through
2017. The red dot below each bar shows the intra-year decline during that
year.

As you can clearly see from the data, market corrections occur every year.
The smallest decline was 3% in 2017. Interestingly, there was another 3%
decline in 1995, and the market finished that year up 34%. However, in 1997
when the market rose 31%, the intra year decline was 11%. The average
decline during the period from 1980 until 2014 was 13.8%.

A History of Declines (1900-December 2016)

Type of Average Average Last

Decline Frequency' Length2 Occurrence

-5% or more About 3 times a year 47 days August 2015

-10% or mars About once a year 115 days August 2015

-15% or more About once every 2 215 days October 2011
yaars

-20% or more Aboutoncesvery 3% 341 days March 2009

years

Source: Capital Research and Management Company

The above chart clearly shows that high single digit or low double digit
declines are common in most years. In fact, the last major correction
occurred in 2015 when the market fell by almost 12%. Looking back as far
as 1900, a 10% decline happens about once per year. The relatively long
period of low volatility, as measured by daily swings in the market of 1% or
more, was also accompanied by an extended period of time without a 10%
decline.

Conclusion

Given the extended period of low volatility and minimal corrections in the
stock market, it is normal to expect a period of high volatility. Despite a
likely increase in market gyrations, there is little doubt that the stock market
generates solid returns over longer periods of time.

S&P 500 Index

3 Month 9.99%
Year-to-Date 5.72%
1 Year 26.33%
3 Year 14.62%
5 Year 15.67%

MSCI EAFE Net

Index

3 Month 7.45%
Year-to-Date 5.02%
1 Year 27.44%
3 Year 9.37%
5 Year 7.72%

Barclays Aggregate

Bond Index

3 Month -0.82%
Year-to-Date -1.15%
1 Year 2.28%
3 Year 1.14%
5 Year 2.02%
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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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