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PROFIT MARGINS WIDENING S&P OPERATING MARGIN TRENDS (%)

There are three drivers to EPS growth: higher sales, a wider 14
operating margin, and a reduced share count. A decline in
shares outstanding, the result of corporate share buybacks, is
the lowest-quality driver. Higher sales -- as customers demand
and pay for more products -- is the highest quality, especially 12
when sales totals are driven by an increase in volume. Margin
management is in the middle. Consistently wider margins are Historical Average = 10.4%
often a sign of a good management team, which should, over ¥
time, be able to grow revenues faster than costs. That’s a tall 10

order in periods of high inflation (which raises the prices of
cost of goods sold) and of high interest rates (which result in
higher financing costs). What’smore, there’sa cap to margins
and they don’trise indefinitely. (This is one of those statistics
for which the concept “reversion to the mean” is relevant.) In
4Q, the S&P 500 operating margin widened by more than 100
basis points year over year to 12.0%, which means there’s still 6
room before margins peak at around 13.5-14.0%. This trend

fits into our outlook for a modest widening for the S&P 500
operating margin in 2025, taking into account an expected
negative drag from tariffs, and for EPS growth in the 12% 4 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
range for the year.
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ECONOMIC HIGHLIGHTS (coninue)

HOME PRICES MAY FALL THIS FALL

U.S. home prices have risen at a compound annual rate of
almost 7% over the last 10 years. Along the way,
homeowners have become richer, with collective equity in
real estate nearly tripling to $35 trillion. But with mortgage
rates back up to 7% and more homes on the market, the
pace of appreciation is slowing. Indeed, the S&P/Case-
Shiller National Home Price Index could soon be
declining on a year-over-year ba-sis. Strong home prices
are important to the economy. They provide security for
lenders. As well, homeowners often are willing to spend on
upgrades and renovations based on the belief that they will
see a payoff down the road. We don’t expect a significant
drop in prices because the big Millennial generation is
starting households and others are on the sidelines hoping to
buy a piece of the American Dream. Recently, the National
Association of Realtors reported Existing Home Sales for
April that were near the consensus pace of 4.0 million at a
seasonally adjusted annual rate. The median home price
hit a record of $414,000, but the annual increase slowed to
1.8% as the inventory of existing homes increased by 9%
to 4.4 months (from 4 months in March).
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HOUSING MARKET TRENDS

——NMonthly Home Price Change (left axis, % Change)

—Building Permits (right axis, Thousands of Units)
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Sources: Case, Shiller; U.S. HUD
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FINANCIAL MARKET HIGHLIGHTS

INVESTING IN THE CLOUD

Cloud computing has transformed the technology landscape
over the past decade. Given that delivery of Al will mainly
occur within a hybrid cloud environment, the emergence
of Al-as-a-Service represents a difficult-to-quantify, but
undoubtedly positive, driver of cloud service revenues in
the coming years. The leading providers of cloud services
tend to be large technology and communication services
companies that provide goods and services distinct from or
adjacent to their cloud businesses. These include Amazon.
com, Microsoft, Alphabet, and others in the United States,
along with Alibaba, Baidu, Tencent, and others in China.
Collectively, participants in the cloud eco-system grew
revenue at a high-teens compound annual rate from 2016
to 2024. In our view, the positive long-term tailwinds from
enterprise digital and cloud transformation are powerful
enough to offset any near-term economic or tariffuncertainty.
We expect rising device demand and enterprise IT spending
to drive cloud investment in 2025-26 and beyond.

GLOBAL CLOUD MARKET SHARES

Amazon Web Services

Microsoft Azure

Google Cloud

Alibaba Cloud

Oracle

Salesforce .

Tencent .

Sources: Synergy Research Group.
IBM Cloud . Data as of 4Q24.
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ECONOMIC TRADING CHARTS & CALENDAR

Release:

Date:

Month:

Previous Report:
Argus Estimate:
Street Estimate:
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Wholesale Inventories

6/9/2025
April
2.2%
2.0%
NA
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Source: US Department of Commerce
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Release: Consumer Price Index
Date: 6/11/2025
Month: May

Previous Report: 2.3%
Argus Estimate:  2.4%
Street Estimate:  2.5%

4%

Source: Bureau of Labor Statistics
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Release: CPI ex-Food & Energy
Date: 6/11/2025
Month: May

Previous Report: 2.8%
Argus Estimate:  2.9%
Street Estimate:  3.0%

4.0%

Source: Bureau of Labor Statistics
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Release:

Date:

Month:

Previous Report:
Argus Estimate:
Street Estimate:
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PPI Final Demand
6/12/2025
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2.4%

2.7%

NA

N /\/\\

o,

Source: Bureau of Labor Statistics
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Release: PPl ex-Food & Energy
Date: 6/12/2025
Month: May

Previous Report: 3.1%
Argus Estimate:  3.3%
Street Estimate: NA
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Release: U. of Michigan Sentiment
Date: 6/13/2025
Month: June

Previous Report: 52.0
Argus Estimate:  54.0
Street Estimate:  NA
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Previous Week’s Releases and Next Week’s Releases on next page.




ECONOMIC TRADING CHARTS & CALENDAR (conTINUED)

Previous Week's Releases

Release

Month

Previous
Report

Argus

Estimate

Street
Estimate

Actual

2-Jun

3-Jun

4-Jun

5-Jun

6-Jun

ISM Manufacturing
ISM New Orders
Construction Spending

Factory Orders

ISM Services Index

Trade Balance
Total Vehicle Sales

Nonfarm Payrolls
Unemployment Rate
Average Weekly Hours
Average Hourly Earnings

Next Week's Releases

May
May
April

April

May

April
May

May
May
May
May

48.7
47.2
1.2%

4.9%

51.6

-$140.5 Bin.
17.27 Min.

177K
4.2%
34.3

3.8%

Previous

49.0
47.4
1.6%

1.5%
52.0

-$110.0 Bin.
17.10 Min.

140K
4.2%
34.3
3.8%

Argus

48.4
NA
NA

NA

52.0

-$117.3 Bin.
NA

130K

4.2%

34.3
NA

Street

48.5
47.6
-0.5%

0.9%

NA

NA
NA

NA
NA
NA
NA

17-Jun

18-Jun

20-Jun

Release

Retail Sales

Retail Sales ex-autos
Industrial Production
Capacity Utilization
Import Price Index
Business Inventories

Housing Starts

Leading Index

Month
May
May
May
May
May
April

May

May

Report
5.2%
4.2%
1.5%

77.7%
0.1%
2.2%

1,361K

-1.0%

Estimate
NA
NA
NA
NA
NA
NA

NA

NA

Estimate
NA
NA
NA
NA
NA
NA

NA

NA

Actual
NA
NA
NA
NA
NA
NA

NA

NA




This information is not meant as a guide to investing, or as a source of specific investment recommendations, and Montecito Bank & Trust make no implied
or express recommendations concerning the manner in which any client’s accounts should or would be handled, as appropriate investment decisions depend
upon the client’s investment objectives. The information is general in nature and is not intended to be, and should not be construed as, legal or tax advice.
In addition, the information is subject to change and, although based upon information that Montecito Bank & Trust consider reliable, is not guaranteed as
to accuracy or completeness. Montecito Bank & Trust make no warranties with regard to the information or results obtained by its use and disclaims any
liability arising out of your use of, or reliance on, the information. Argus Research Co. (ARC) is an independent investment research provider whose parent
company, Argus Investors’ Counsel, Inc. (AIC), is registered with the U.S. Securities and Exchange Commission. Argus Investors’ Counsel is a subsidiary
of The Argus Research Group, Inc. Neither The Argus Research Group nor any affiliate is a member of the FINRA or the SIPC. Argus Research is not a
registered broker dealer and does not have investment banking operations. The Argus trademark, service mark and logo are the intellectual property of The
Argus Research Group, Inc. The information contained in this research report is produced and copyrighted by Argus Research Co., and any unauthorized
use, duplication, redistribution or disclosure is prohibited by law and can result in prosecution. This report is not an offer to sell or a solicitation of an offer
to buy any security. Argus may issue or may have issued other reports that are inconsistent with or may reach different conclusions than those represented
in this report, and all opinions are reflective of judgments made on the original date of publication. Argus shall accept no liability for any loss arising from
the use of this report, nor shall Argus treat all recipients of this report as customers simply by virtue of their receipt of this material. Investments involve
risk and an investor may incur either profits or losses. Past performance should not be taken as an indication or guarantee of future performance. Argus
Investors’ Counsel (AIC), a portfolio management business based in Stamford, Connecticut, is a customer of Argus Research Co. (ARC), based in New
York. Argus Investors’ Counsel pays Argus Research Co. for research used in the management of the AIC core equity strategy and model portfolio and
UIT products, and has the same access to Argus Research Co. reports as other customers. However, clients and prospective clients should note that Argus
Investors’ Counsel and Argus Research Co., as units of The Argus Research Group, have certain employees in common, including those with both research
and portfolio management responsibilities, and that Argus Research Co. employees participate in the management and marketing of the AIC core equity
strategy and UIT and model portfolio products.






