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Members of the Federal Reserve Bank (Fed) are clearly struggling with how to
‘normalize’ interest rates following a long period of extremely low rates. Recently,
several Fed Governors stated they think it’s appropriate to raise interest rates in
the coming months. However, the underlying economic data may not warrant such
a move, at least in the near-term.

Interest Rates

At its most recent meeting, the Federal Reserve Bank (Fed) made no changes to
its interest rate policies. (Recall that the Fed funds’ target range was increased to
0.25% — 0.50% in December.) At the recent meeting, the Fed lowered its interest-
rate forecasts for this year and next. The Fed projections had been significantly
above what most economists projected, so the lower forecasts were thought to
be market friendly. Although more recent economic data has shown some sign of
improvement, the domestic economy had experienced a slow down over the past
six months and several market commentators have argued that the economy was
not strong enough to withstand a tighter monetary environment.

In late May, the minutes from the April meeting were released. The minutes
presented a much different picture than what had been assumed following the
last meeting. The minutes revealed that many members were ready to lift interest
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rates during the June meeting, assuming the economy improves. This
development is very different from what most market participants had

been expecting. In fact, prior to the minutes being released, the odds of a
Fed rate hike in June were extremely low (basically implying no increase
expected). Those odds moved higher once the minutes revealed a desire
of the members to raise rates. The outlook for interest rates became more
unclear following the release of the May employment report, which revealed
a sharp slowdown job creation. Despite the confusion surrounding the near-
term stance on Fed policy, we think tame economic activity levels argue for
a slow increase in interest rates.

The yield on the 2 Year U.S. Treasury bond (an excellent barometer for
future Fed interest rate changes) has been very volatile over the past two
months. Despite this volatility, there has been a modest trend toward higher
rates, indicating that the general move in short-term rates will be higher in
the coming year.

One area that is contributing to a higher probability of an interest rate
increase is higher commodity prices, especially energy prices. Spot oll
prices which fell below $35 per barrel in January has since rebounded to
about $50. The Chairperson of the Federal Reserve Bank, Janet Yellen,
suggested that the Fed wanted to act before there were signs of inflation.
The central bank made a big effort to convey the idea that economic activity
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levels will determine the path and timing of future interest rate increases.

The most recent Government report on inflation showed a headline

increase that was the strongest reading in about 3 years. The headline CPI
(Consumer Price Index) rose by 0.4% in April. The big driver was gasoline
prices which rose by 8.1% over the prior month, but remains well below year



ago levels. The inflation readings can be volatile and, therefore, we do not
put too much weight in a single reading. The core rate of inflation, which
excludes food and energy, rose by 0.2% in April. This represents a more
subdue inflation picture, but certainly something we will have to continue to
monitor.

Gross Domestic Product

The first quarter Gross Domestic Product (GDP) was revised higher to 0.8%,
up from 0.5%. The increase was welcome news. Yet, the first quarter was
the third quarter in a row that GDP growth decelerated, meaning the rate

of growth slowed. The latest figures showed a larger gain for residential
investment. During the first three months of the year, U.S. corporate profits
rose at a 1.9% rate from the fourth quarter. The modest rebound came after
two consecutive quarters of falling profits. Based on incoming economic
data, the 2Q GDP reading should experience a solid increase from 1Q.
Consumer spending, which accounts for more than two-thirds of the U.S.
economy, has expanded supported by a slightly better wages growth and
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rising home values.

Conclusion

The current economic environment does not warrant a sharp increase in
interest rates. Therefore, we expect that the Fed will monitor activity and
inflation levels which will result in an environment of slowly rising interest
rates. The pace towards normalization will likely be a long process.

S&P 500 Index

3 Month 6.58%
Year-to-Date 3.57%
1 Year 1.49%
3 Year 11.04%
5 Year 12.16%

MSCI EAFE Net

Index

3 Month 7.60%
Year-to-Date -1.10%
1 Year -9.31%
3 Year 1.99%
5 Year 2.17%

Barclays Aggregate

Bond Index

3 Month 1.71%
Year-to-Date 3.45%
1 Year 3.49%
3 Year 2.91%
5 Year 3.26%
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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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