October 2013

f\'( lIdahoTrust

WealthManagement

SOLUTIONS FOR YOUR LIFENEEDS™

/—\

Market Insights

A periodic newsletter from Idaho Trust

September has been a busy month in the Markets. Larry Summers withdrew
from consideration for the Federal Reserve Board’s Chairmanship, The Federal
Reserve announced that it would not make any changes to its current quantitative
easing program and the housing market continues to improve. As a result of the
Federal Reserve’s decision, stock markets and treasury bonds rallied sending
stock markets to record highs.

To Taper or Not to Taper

On September 18th,the Federal Reserve’s monetary policy committee (FOMC)
meeting minutes were released and the market was surprised that the Federal
Reserve decided not to taper their bond buying program, termed QE3. In
September of 2012, the Federal Reserve announced that it would engage in an
open-ended quantitative easing program by purchasing $45 billion treasury bonds
and $40 billion mortgage-backed bonds each month to stimulate the economy.
QE3 has been in operation since that time. In total, the Federal Reserve has
purchased a cumulative $849.8 billion of bonds in this latest round of quantitative
easing. Before the Federal Reserve’s announcement on the 18th, the market
was expecting that the Federal Reserve would start to taper QE3 because of

the economy’s progress. In the end, the FOMC didn’t see enough economic
evidence to support less quantitative easing. James Bullard, President of the St.
Louis Federal Reserve Bank, who is a voting member of the FOMC said “This
was a close decision here in September, so it’'s possible you could get some data
that change the complexion of the outlook and could make the committee be
comfortable with a small taper in October. It's possible, but I'm not saying it will
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Stocks Are Addicted to QE
Each time the Fed has stopped a quantitative easing program, the
markets tumbled. That's why so many are worried about what will

happen when QE3 ends. Bullard also was
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He said that the
market shouldn’t
have been
surprised because
FOMC members have said that the decision would be data dependent. A
September 18th and 19th Bloomberg survey of 41 economists shows that
the majority of economists now predict that the initial Federal Reserve’s
tapering will occur in December with only 4 of the 41 economists expecting
tapering in October.
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Poor current and recent downward revisions to payroll figures were some
of the economic data that the Federal Reserve observed before their
September meeting. Chairman Bernanke also took the time to reiterate the
Federal Reserve’s commitment to maintain aggressive monetary policy

by stating “The first increases in short-term rates might not occur until the
unemployment rate is considerably below 6.5 percent.” At its latest reading
the unemployment rate was 7.3%.

Federal Reserve Chairman Candidates

On September 16th, Former Treasury Secretary and former top Economic
Advisor to President Obama, Larry Summers, withdrew from consideration
to succeed Mr. Bernanke’s chairmanship in January. Mr. Summers withdrew
after some Democratic Senators expressed opposition to his appointment
as chairman. Janet Yellen, Federal Reserve Vice Chair, is now the lead
candidate to succeed Mr. Bernanke in January. According to a Bloomberg
survey of 65 economists, 86% expect Ms. Yellen to be nominated by the
president to become the next Federal Reserve Chairman. White House
Press Secretary Jay Carney said that President Obama’s nomination will
come this Fall. Other possible nominations are Donald Kohn who is a former
Fed Vice Chairman and Roger Ferguson who is also another former Vice
Chairman and now the current CEO of TIAA-CREF.



Any nomination other than Janet Yellen will most likely be met with
skepticism from economists and markets. Ms. Yellen already has the
endorsement of 20 senators, public support and many of her fellow
economists, of which 450 have signed a letter arguing that she is “Superbly
qualified and the best possible leader for the Federal Reserve Board at this
critical time in our Nation’s history.” Because of this, any other nomination
may face a difficult road to approval.

The Housing Market and Mortgage Rates

Ever since the Federal Reserve announced its intention to taper its current
quantitative easing program in 2013, mortgage rates have started to
increase from their historic lows. Just as recently as May of this year, the
national average of 30-year mortgages was as low as 3.35%. Now the
national average mortgage rate has climbed to 4.32%. Climbing mortgage
rates could be a headwind for the recovering housing market. However, the
prospect of rising mortgage rates has given a sense of urgency to potential
home buyers. In August, sales of previously owned homes rose to a six-year
high. These transactions
were the result of home
purchases that were
started in June or July
and were pushed to close
in order to lock in low
interest rates before they
rose any further. Housing
prices have benefitted
from the low supply and
growing demand in the
market. The average
price of existing homes
has increased 14.7%
since last year. There is the possibility that the housing market will continue
to improve because of the fact that there is so little inventory available. At
the current rate of buying, there is only an average of 4.9 months’ worth of
homes available to purchase. Given that there has always been a long-term
demand for housing and the low supply in the market currently, the housing
market may remain resilient despite the headwinds of rising mortgage rates
and the prospects of the Federal Reserve tapering its quantitative easing

this year.
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Conclusion

The economy continues to slowly improve, in fact the economy is almost to
the point that the Federal Reserve can start to remove some its monetary
stimulus. President Obama’s Federal Reserve Chairman nomination, due
this Fall, will surely make headlines. The next Federal Reserve Chairman
will no doubt face many difficult tasks in this unprecedented time in our
Nation’s history. The housing market, which has been slow to recover from
the 2008 recession, has made progress and housing prices have risen
significantly over the past year.

S&P 500 Index

3 Month 5.25%
Year-to-Date  19.79%
1 Year 19.33%
3 Year 16.23%
5 Year 10.00%

MSCI EAFE Net

Index

3 Month 11.71%
Year-to-Date  16.78%
1 Year 24.54%
3 Year 9.18%
5 Year 7.08%

Barclays Aggregate

Bond Index

3 Month 0.57%
Year-to-Date -1.89%
1 Year -1.68%
3 Year 2.86%
5 Year 5.41%
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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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