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China’s slow down and the resurgence of developed markets continue to cause
emerging markets to lose investors’ assets as they return to developed markets.
The Federal Reserve’s changing monetary policies continue to frustrate emerging
market policy makers. Europe’s stabilized financial markets have benefited

many European economies, especially those with less financial stability. Japan’s
economy continues to progress and is even showing signs of budding inflation.

Emerging Markets

The slowdown in China, the world’s second largest economy, and the accelerating
growth in developed markets have led many investors to withdraw their money
from emerging market investments and reinvest them into developed markets. In
February, the International Monetary Fund (IMF) released an official report about
financial problems arising in emerging markets this year.

Janet Yellen, the new Chairman of the Federal Reserve Board of Governors,
appears set to continue the Federal Reserve’s current monetary path tapering of
$10 billion of quantitative easing at each of the Federal Reserve’s upcoming policy
meetings. This has not been well received by policy makers in emerging markets.
If the Federal Reserve tapers, rates in the U.S. will likely rise and assets invested
in emerging markets previously seeking better returns will return to the U.S. Years
ago it was the opposite. When the Federal Reserve announced its quantitative
easing program, emerging market policy makers were displeased. The Federal
Reserve’s quantitative easing program would likely attract U.S. investments to
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emerging markets and drive up emerging countries’ currencies making their
exports appear less attractive to foreign buyers. Typically exports are a large
part of emerging market economies. Either way, U.S. monetary policy affects
global emerging markets and they don’t seem happy with either loosening or
tightening U.S. monetary policy.

Europe

Fourth quarter GDP figures for Europe show that Europe’s economic
recovery is accelerating. Germany, Europe’s largest economy, is leading
the recovery. However, Europe’s other struggling peripheral economies
have also benefited. France, Spain and Italy have benefited from the
stabilization of European financial markets and improved investor
sentiment for European economies. An example of this is the Italian 10-
year government bond yields which have fallen to 3.45% from a peak of
7.26% at the end of 2011. This gives the government access to capital
much cheaper than before when borrowing costs were prohibitive, stressing
the Italian government’s already distressed finances (see included

graphic). Despite the progress that has been made, each country and

its economy are experiencing different situations. A dramatic example of
this is the unemployment rates across the various countries under the
shared euro currency. The unemployment rate in Greece is 28%, while the
unemployment rate in Austria is only 4.9%. Considering that these various
economies have different needs and yet use a single currency complicates
matters. Typically, a country that is experiencing high unemployment could
devalue its currency to make its labor rates and in turn its goods more
attractive. For the countries using the euro, they must make more difficult
adjustments to help their ailing economies. In fact, setting a single monetary
policy for the entire euro zone and its 333 million people has been a difficult
task. That task belongs to the European Central Bank (ECB) and it has

had a difficult time. An example of this, is that in the early years of the euro
the ECB set rates at 4.75% which were too high for fiscally conservative
Germany’s needs and far too low for others. This helped create a borrowing

Various European 10-Year Sovereign Yields
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binge for peripheral economies which were given access to cheap methods
of financing.

At some periods during the European financial crisis, some speculated that
the fractured financial markets would bring the end of the euro. Now there is
little doubt that the euro will endure. 10-year sovereign yields of European
countries continue to vary widely. Overall, most European 10-year sovereign
yields have declined showing improving investor’s sentiment for the financial
markets.

There is also a new risk of deflation confronting Europe. The ECB has
adopted an inflation target of 2%; however, recent inflation figures show
that the ECB isn’t near its goal. Prolonged deflation, caused by downwardly
spiraling prices, can be devastating for economies.

Japan

Japan’s economic turnaround continues to tepidly progress. Prime Minister
Shinzo Abe’s efforts have certainly gained the attention of investors. In
2013, the Japanese economy showed signs of turnaround. Lately, there

is evidence that the Japanese economy might even be able to generate
inflation. For the economic turnaround in Japan to persist, their economy will
have to generate inflation. In order for inflation to take hold, wage growth
must occur. The latest economic figures are showing that there are signs
that wage growth may be occurring or that there are economic reasons for
wage growth to occur. Although the Bank of Japan (BOJ) has adopted a 2%
inflation target, its climbing inflation has not reached it yet. Below is a chart
showing Japan’s recent levels of inflation which do show a trend of growing

inflation.
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Conclusion

Year-to-date emerging markets are still experiencing negative returns.
However, emerging markets are looking much more attractive now that their
prices have declined. Europe’s financial market recovery continues which
has greatly benefited many European economies. Japan’s inflation may be
the start of a brighter economic picture.
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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.
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