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The global financial markets have struggled so far this year. Volatility levels have
increased from exceptionally low levels experienced last year. Uncertainties
surrounding the global political landscape have clearly begun to impact the
investment environment. Most central banks around the world are maintaining an
accommodative policy outlook. However, the U.S. central bank has been boosting

interest rates as the domestic economy continues to expand.

Interest Rates

At the mid-June meeting, the Federal Reserve Bank (Fed) raised interest rates
for the second time in 2018 (marking the 7th increase in the past 10 years). The
target range of the Fed funds is now 1.75% — 2.00%. The domestic economy
experienced a notable improvement towards the end of last year and the Fed
members currently project that they will increase rates one or possibly two more
times in 2018. Presently, inflation appears manageable, although it has ticked up
a bit in the past six months. If inflation pressures move higher, it is possible that
the Fed will become more aggressive about raising interest rates. However, at
this stage we do not think this is a likely outcome and the recent pickup in inflation
levels is not likely to get much stronger.

The Fed appears to want to act before there are actual signs of inflation. The
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central bank has made an effort to convey the idea that economic activity
levels will determine the path and timing of future interest rate increases.
During the previous tightening cycle of the Federal Reserve, it raised interest
rates by 0.25% at 17 straight meetings. This time, the Fed has made it clear
that there will be no predetermined path and they will be more sensitive to
incoming economic data.

First Half Recap

Of the major U.S. indices, the Nasdaq Composite, which contains a large

portion of technology
2018 Market Returns

companies, had
the strongest
(Year to Date)

returns in the first
half of the year.

as of: June 29,2018: The Dow Jones

Broad Market Returns Industrial Average

which contains a

S&P 500 2.65% broader composition
Dow Jones Industrial Average -0.73% .

of companies,
Nasdag 9.38% registered modest
Russell 2000 - small cap 7.67% losses, as investors
MSCI EAFE -2.75% fretted over the
MSCI Emerging Markets -6.66% economic impact
US Bond Index -1.62% of trade tariffs.
Treasuries -1.08% International stock
Corporate Bonds -3.27% indices experienced
Municipal Bonds -0.25% similar struggles
Foreign Bond Index -1.20% and emergl!'}.g
Commodities 0.01% market equities have

- fared the worst,
Domestic Stock Sectors

experiencing a

Information Technology 10.87% decline of 6.7%.
Financials -4.09%
Health Care 1.83% Small-cap stocks
Energy 6.81% have benefited
Consumer Discretionary 11.50% from international
Consumer Staples -8.55% trade disputes,
Industrials 4.69% as investors
Utilities 032% focused_on these
Materials 3.08% companies thgt .
conduct a majority
Telecommunication Services -8.35% of their business
Real Estate (REITs) 0.81% domestically. The

Russell 2000
Index rose 7.7% in the first half of the year. For the first time since the
fourth quarter of 2016, value equities led the small-cap rally. In the U.S.,
strong earnings growth has been a crucial underpinning of the markets’
performance. Also a resilient tech sector, led by U.S. and Chinese giants,



has had an increasing influence on markets domestically and in Asia.

The S&P 500 trades at about 16.1 times projected earnings over the next 12
months, a reduction from the over 18 times the index sold for at the start of
the year. Despite the reduction, this valuation metric is still high by historical
standards but is well below its forward multiple at the dot-com bubble’s
peak (of 26 times) in 2000. Valuations are more modest elsewhere around
the globe. In Germany, the DAX trades at less than half its peak multiple

in 2000. The forward earnings multiple for the Nikkei is around its 5 year
average.

Exhibit 3: 10 stocks have contributed more than 100% of S&P 500's YTD return
as of June 28, 2018

Cons. % of
2019E sales Total Mktcap SPX
Ticker Company growth return weight Return
AMZN Amazon.com Inc. 23 % 45 % 21 % 36 %
MSFT Microsoft Corp. 10 16 2.9 18
AAPL Apple Inc. 4 10 38 15
NFLX MNetflix Inc. 24 106 04 15
FB Facebook Inc. 27 11 1.9 8
GOOGL Alphabet Inc. 18 7 2.8 7
MA Mastercard Inc. 12 31 0.6 T
v Visa Inc. 11 17 09 6
ADBE Adobe Systems Inc. 19 37 0.4 5
NVDA NVIDIA Corp. 14 25 0.5 5
Top 10 contributors 16 % 20 % 16 % 122 %
S&P 500 5 3 100 100

Sowurce: FactSet, Goldman Sachs Global Investment Research

Strong performance from Technology companies has been an important
contributor to the overall market returns (see chart above). During the first
six months of this year, the U.S Tech sector rose 10.9%. The Consumer
Staples sector was the biggest loser over the same time frame, declining
8.6%, as rising interest rates negatively impacted these stocks. The Energy
sector experienced a healthy rebound from the struggles it had in the
beginning of the year. For the first half of the year, the group has advanced
6.8% (recording a 13.5% increase in the second quarter).

Conclusion

Given the relatively healthy state of the domestic economy, the pace of Fed
interest rate increases will certainly have an impact on the financial markets.
Another important variable will be the changing political and fiscal policy
environment, which has created many uncertainties; from spending priorities
to the impact of tariffs. Uncertainty surrounding these issues could add to
the volatility this year, but the underlying foundation of economic health
remains strong. We also think another important variable will be inflation
expectations. If inflation rates begin to accelerate, the Fed will become more
aggressive in tightening monetary policy.

S&P 500 Index

3 Month 5.80%
Year-to-Date 2.65%
1 Year 14.36%
3 Year 11.69%
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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 Idaho 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. [daho 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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GUARANTEED BY THE BANK « MAY GO DOWN IN VALUE
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