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The stabilization of the euro-area’s financial markets fueled international stock 
markets in 2012. The European Central Bank has observed several signs of 
progress. However, projected global growth remains moderate to subdued.

Developed Markets
The European Central Bank (ECB) is seeing signs that the euro-area will return 
to health in 2013. This news is coming on the heels of improvement in the area’s 
bond markets which have shown signs of stabilizing after three years of volatility. 
The ECB’s unlimited pledge to buy as many government bonds as necessary to 
stabilize the markets and political progress is helping ease concerns that the euro 
currency union will dissolve. Even Spain’s soaring borrowing costs, whose 10-year 
bond yield hit 7.75% last July, has fallen below 5%. ECB President, Mario Draghi, 
mentioned that “Bond yields and country CDs are much lower…stock markets 
have increased. Volatility is at a historical minimum” citing some of the Economic 
conditions that have improved.

France’s economy, the second largest in Europe, is expected to slip into a 
recession during the first quarter of 2013. Meanwhile, President Francois Hollande 
continues to work to reduce France’s budget deficit while unemployment claims 
are soaring. France is in the midst of struggling to find ways for the country’s 
companies to become more competitive. Currently, France has the area’s second-
highest unit labor cost. President Hollande is also suffering from low approval 
ratings. After President Hollande threatened to nationalize a steel plant and his tax 
plan to tax earnings of over 1 Million euros at 75% was denied by a top court, his 
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approval rating dropped to 37%. Mr. Hollande is just seven months into his 
first term as President.

U.K. Prime Minister, David Cameron, has developed a controversial plan 
for the U.K. to vote on their membership in the European Union by 2017. 
The U.K. has questioned the benefits of its membership in the 27-country 
European Union. This is perpetuating a trend that leaves the U.K. more 
and more isolated and the other European countries looking to Germany 
and France as the core of the European Union. Overall, the European Debt 
Crisis that has rocked the area’s economies has largely brought the smaller 
17-member euro-area currency union countries closer together. It would 
be very difficult for the U.K. to leave the European Union. The Union has 
allowed standardized regulations across countries’ borders that have tied 
the member countries’ economies close together which has provided many 
economic benefits.

This month, Japan’s central bank has announced a 2% inflation target for 
the country. Recently, the Japanese government in conjunction with the 
Japanese Central Bank, the Bank of Japan (BOJ), have made efforts to 
break the grips of deflation that has dominated their economy for nearly two 
decades. Japan’s long-stagnant economy has suffered from stagnant wages 
and economic growth, both of which are symptoms of deflation. The effects 
of the overall economy are easy to see in the savings habits of the Japanese 
which hold 56% of their household assets in cash or bank deposits 
according to a Central Bank report. The future demographics in Japan are 
not looking helpful either. The unemployment rate for 15 to 24 year olds in 
Japan is 6.5% versus an overall unemployment rate of 4.1%. Not only are 
the careers of young Japanese less optimistic than in previous generations, 
but it is projected that 25% of Japan’s population will be over 65-years old 
by 2014, that compares to 9.6% in China and 14.2% in the U.S. according 
to U.S. Census Bureau data. In order to jump-start their economy, Japanese 
leadership has made plans for a two-prong attack. First, the government has 
increased fiscal spending worth 2.1% of GDP. Second, the BOJ has further 
loosened monetary policy by adopting the 2% inflation target, increased 
from their previous 1% target. These economic plans contradict long-
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standing economic views that 
first, governments can’t spend 
their way out of high debt levels 
and second that central banks 
should operate independently of 
politics in order to act in the best 
interest in the long-term good of 
the economy.

Emerging Markets
Economists are now forecasting 
that China’s economy will 
increase its rate of growth. 
The Chinese economy has 
been slowing for the last seven 
quarters. China has previously 
made concentrated efforts to 
slow their overheating economy 
while inflation and real estate 
values were skyrocketing. The 
resulting monetary contraction 
worried many economists that 
the economy would crash if 
slowed. However, the Chinese 
economy has appeared to slow 
without crashing and is now 
growing again. Fourth quarter 
GDP for 2012 is forecasted to be 
7.8% up from a year earlier also 
up from the previous forecast 
of 7.4%. Although the economy 
is forecasted to grow GDP, it is 
still well below its rate of growth 
recorded from the previous 
two decades. This new growth 
is largely fueled by China’s 
investment in infrastructure 
and a greater level of exports 
to other Asian countries. Many 
economists believe that the 
second half of 2013 will also 
present challenges to expansion 
and China’s economy may slow 
from the pace set in the first half 
of 2013.

Overall, international stock 
markets had a great year in 2012 as depressed economies’ stock values 
recovered and markets stabilized. If progress continues, 2013 could be good 
for international stocks as well.

S&P 500 Index 
3 Month 6.74%
Year-to-Date 5.18%
1 Year 16.76%
3 Year 14.09%
5 Year 3.97%

MSCI EAFE Net 
3 Month 11.27%
Year-to-Date 5.27%
1 Year 17.25%
3 Year 6.92%
5 Year -0.79%

MSCI Emerging 
Markets 
3 Month 7.65%
Year-to-Date 1.33%
1 Year 7.86%
3 Year 7.32%
5 Year 2.20%
As of 1.31.2013
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2013 GDP Forecasts
Country or Region GDP 

Developed 1.2%

Emerging 5.5%

Euro Area 0.1%

United States 2.0%

United Kingdom 1.2%

Germany 1.2%

France 0.3%

Spain -1.5%

Italy -0.8%

Japan 0.8%

Australia 2.7%

China 7.9%

2013 Inflation Forecasts
Country or Region Inflation

Developed 1.6%

Emerging 5.1%

Euro Area 1.8%

United States 1.8%

United Kingdom 2.6%

Germany 2.0%

France 1.2%

Spain 1.8%

Italy 2.1%

Japan 0.1%

Australia 2.9%

China 3.2%
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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 A DEPOSIT • NOT FDIC INSURED • NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY • NOT 
GUARANTEED BY THE BANK • MAY GO DOWN IN VALUE
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