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A significant challenge facing most major economies has been a prolonged period
of slow economic growth. Monetary policy was the primary tool used to help
stimulate the economy following the 2008-09 recession, but its effectiveness in
boosting growth has clearly diminished. Many other issues such as; weak demand,
an uncertain political outlook, terrorism, the impact of Brexit, and the stability of the
European Union have created concerns that growth is unlikely to improve anytime
soon.

Global Growth

The World Bank recently lowered its global growth outlook, by 0.5% to 2.4%,
due to a slowdown in emerging markets as well as diminished confidence in the
effectiveness of central bank policies. Additionally, inflation expectations remain
at very low levels despite the recent recovery in oil prices rising to the strongest
levels since the summer of 2015.

The global economy faces many serious structural challenges, which have
contributed to slower growth rates. Aggregate demand has suffered from an aging
population, transitioning emerging economies, as well as increased regulations.
These issues have created a vicious cycle where concerns about the future rate of
growth has hindered corporations’ willingness to increase production levels. Many
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economists believe that slower growth expectations have contributed to a
reduction in consumption. The weakness in real incomes for most people
has boosted the appeal of the populist political movement in many countries,
which professes to represent the masses. A shift in political support would
likely add to economic uncertainty and could have a negative impact on
corporate profits.

A shift toward a more “populist” sentiment may, however, have some
longer-term positive developments, such as a renewed effort to boost fiscal
stimulus as a way to interject demand into the global economy. Global
monetary policy has become less effective in the past few years and
austerity measures by many European governments have hurt economic
activity. An increase in government spending could reverse some of these
negative trends.

Areas of the economy that could likely benefit from an increase in fiscal
spending would be infrastructure, education, job training, and research
& development. These initiatives could help boost growth and increase
competitiveness.

We expect that the global economy will continue to advance at a slow and
moderate pace in the coming years, as scarce demand prevents significant
growth. One positive outcome could be that lack of excessive investment
will likely limit economic overcapacity, which typically is the precursor to a
recession.

Despite this overall trend of lackluster economic growth, markets have
experienced less stability, demonstrating corrections in response to events;
such as, falling oil prices and the Brexit vote, followed by swift recoveries.
The volatility is likely a result of concerns that in a low growth environment,
minor events can have bigger impacts for a slow growth world.

Given the relatively stable financial system backdrop, and the lack of
economic excesses, the overall risk of recession remains low in our opinion.
The current expansion, which is poised to become the longest in U.S.
history, elevates this risk compared with recent years. Any slowdown or
contraction in economic activity will likely be shallow because things such as
regulations and austerity are impeding growth, and also preventing a boom-
bust cycle that causes recession.

Another factor negatively impacting economic activity is low productivity
levels. Productivity measures have experienced significant declines over
the past few years, especially compared to much more robust levels
experienced in the past few decades. Most recently, U.S. productivity fell
0.4% in the second quarter of 2016. Profit growth and standard of living
increases depend on productivity improvement.



China

China has been a major driver behind economic growth in recent years.
Consequently a slowdown in Chinese economic activity has had a negative
impact on global growth rates. So far this year, China has experienced a
bit more economic strength than most had expected at the beginning of
the year. Fears of a hard landing in China have declined. Non-performing
loans have created concern but has not led to deeper fiscal problems.
Chinese consumers have held back on their spending because of a lack of
government-supported healthcare and retirement programs. Also, strained
diplomatic relations between the U.S. and China have also contributed to
lower activity levels.

Fed Policy

Federal Reserve Bank Chairperson, Janet Yellen, gave a much anticipated
speech in late August in Jackson Hole. The speech focused on near-term
Fed monetary policy as well as an extended reflection of longer-term issues
that have negatively impacted growth.

Yellen mentioned that the “case for an increase in the federal funds rate has
strengthened in recent months.” She noted that the U.S. economy is close to
meeting the Fed’s goals of “maximum employment and price stability.” Her
remarks did not mention specific timing of the next move and she added the
usual caveat that Fed policy actions are data dependent.

The second part of the speech was a comprehensive discussion of the
longer run policy issues. There is a debate among Fed Governors about

the long-run equilibrium interest rate. Members of the FOMC view the long-
term federal funds rate as 3%, down 125 basis points from the Fed’s first-
published forecasts in 2012. After adjusting for the Fed'’s inflation target, the
real rate would be 1%. Yellen mentioned that the real rate is close to zero by
some calculations. She indicated “it could remain at this low level if we were
to continue to see slow productivity and high saving.” This implies the Fed’s
path for monetary policy tightening will be gradual.

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 in the foreseeable future.

S&P 500 Index

3 Month 4.10%
Year-to-Date 7.82%
1 Year 12.54%
3 Year 12.27%
5 Year 14.66%
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Index

3 Month 1.61%
Year-to-Date 0.49%
1 Year -0.12%
3 Year 2.47%
5 Year 5.00%

Barclays Aggregate

Bond Index

3 Month 2.32%
Year-to-Date 5.86%
1 Year 5.97%
3 Year 4.37%
5 Year 3.24%
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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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