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HOMEIMPROVEMENT SPENDING POISEDTOSLOW RESIDENTIAL FIXED INVESTMENT: % OF GDP
The pace of home improvement activity is poised to slow
in 2023, according to the Leading Indicator of Remodeling
Activity (LIRA) from Harvard University’s Joint Center
for Housing Studies. The LIRA helps forecast activity
and turning points in the $475 billion national repair and 7.0
remodeling market. It projects 14.1% year-over-year growth

in remodeling activity in 1Q23 and 9.9% in 2Q, followed

by deceleration to 5.8% in 3Q23, and 2.6% in 4Q23. The 6.0

National Association of Home Builders’ NAHB/Westlake

Royal Remodeling Market Index (RMI) tells a similar

story. In the fourth quarter of 2022, the RMI declined by 5.0 I’\
17 points year-over-year to 66, but continued to signal

positive sentiment. The index scale is 0-100, and values

over 50 indicate thata higher percentage of remodelers view

conditions as good. The Current Conditions component of 4.0

the RMI slipped to 75 in 4Q22 from 89 a year earlier. The

Future Indicators component dropped to 58 from 77, as

backlogs declined and the pace of new inquiries slowed. 3.0
Home improvement activity may be slowing, but we don’t
expect a significant drop. Residential fixed investment
currently sits at 4% of GDP, below the post-World War 11
average of 4.6% and well below the peak of 6.7% before
the Great Recession. In addition, more than half of U.S.
homes are over 40 years old and in need of repairs. Some
90% of homeowners also have locked-in mortgage rates,
many near pandemic lows around 3%. They may make
improvements rather than moving.

8.0
===Residential Fixed Investment: % of GDP

——Average

Sources: Bureau of Economic Analysis, St. Louis Fed

2.0
'47 '52 '57 '62 '67 '72 '77 '82 '87 '92 '97 '02 '07 '12 '17 '22

Thomas Fisher, SVP / Chief Investment Officer .........cccvcniinmnisnsnnnnssnsnnsssnnissnnnns (805) 560-3429 - tfisher@montecito.bank
Drew Brahos, SVP / Sr. Portfolio Manager ......... . (805) 979-4473 - dbrahos@montecito.bank
Scott Estby, SVP / Sr. Portfolio Manager ..... ... (805) 564-7303 - sestby @montecito.bank
Lisa Harwood, SVP / Sr. Portfolio Manager. ..........ccoummmmrmmsmmsssssssssssssssssssssssssenss (805) 564-7304 - Iharwood @montecito.bank
Albert Chu, VP / Sr. Portfolio Manager ... ssssssssssssssns (805) 979-4506 - achu@montecito.bank
Cheyne Sorensen, VP / Sr. Portfolio Manager ..........cccuomrmnnnmnessnesnsssesesaeens (805) 698-7526 - cbsorensen@montecito.bank
Luca Romani, Portfolio Manager ... s ssssssssssnnes (805) 560-3497 - Iromani@montecito.bank

Simon Priest, Portfolio Specialist ... (805) 564-7306 - spriest@montecito.bank



ECONOMIC HIGHLIGHTS (coninue)

RAISING GDP FORECAST FOR 1023

After reviewing the latest economic fundamentals, we have
raised our 1Q23 GDP growth estimate to 1.4% from 1.3%.
We look for uneven growth in 2023, with the high possibility
of a negative quarter or two because of higher interest rates,
followed by improvement later in the year. Our full-year
GDP growth forecast is 1.4%. Our preliminary GDP growth
forecast for 2024 is 1.7%, as the Federal Reserve, with its
tool chest once again full after hiking rates in 1H23, can
contemplate rate cuts that will help to recharge economic
growth. Generally, our estimates are in the range of other
forecasters, though perhaps a bit higher than the consensus.

UNEMPLOYMENT RATE DROPS TO 3.5%

The U.S. economy generated 236,000 new jobs in March,
largely in line with consensus expectations and above our
forecastof 195,000. The unemploymentrate dropped to 3.5%
from 3.6% in February, remaining near January’s 54-year
low 0f3.4%. The report suggests that the economy is still too
strong for the Fed to pause its rate hike campaign. Average
hourly earnings increased nine cents from the prior month
and are now 4.4% higher year-over-year -- but an increase
in the labor participation rate may limit wage increases. In
March, job gains occurred in leisure and hospitality, gov-
ernment, professional and business services, and healthcare.
Industries absent from the outsized gains included mining,
quarrying, oil and gas extraction, construction, manufacturing,
wholesale trade, and financial activities. February’s job gains
were revised higher to 326,000 from 311,000, suggesting
that the consumer segment of the economy may grow for a
few more months, despite the impact of interest rate hikes
and the failure of Silicon Valley Bank. The number of job
openings in February decreased by 632,000 according a
separate report, but it is hard to imagine the Fed easing with
9.9 million openings for 5.8 million unemployed.
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FINANCIAL MARKET HIGHLIGHTS

APRIL OFTEN GOOD FOR STOCKS AVERAGE MONTHLY STOCK-MARKET APPRECIATION
Historically, April is the second-best month of the year for

stocks. The average gain for the S&P 500 in April since 2.0%
1980 is 1.70%. We note that market returns in April have
exceeded 5% on eight occasions since 1980, but there have

1.5%

been some clunkers as well. Last year, stock prices in April
plummeted 8.8% as the Federal Reserve shifted into high
gear in its battle against inflation. April is a busy month on
Wall Street, as companies report their first-quarter results. 1.0%
This year, earnings are expected to start under pressure, with
the early forecasts calling for a second consecutive quarter
of lower earnings. Investors will focus very closely on the 0.5%
income statements and balance sheets of the banks. Inter-
est rates will be an important topic as well, as the markets

process the latest inflation data and prepare for the Federal 0.0%
Reserve’s next meeting in May. As long as interest rates
remain under control, stock investors may be able to build

on their first-quarter gains. -0.5%
-1.0%
Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.
STOCK VALUATIONS IMPROVING BOND V STOCK BAROMETER
Ourbond/stock asset-allocation model indicates thatbonds are (STANDARD DEVIATIONS)

close to fair value, as rising yields have made fixed-income
investments relatively more attractive over the past year.
Stocks remain overvalued, though valuations have improved
inrecent months. Our model takes into account current levels 2.0
and forecasts of short-term and long-term government and

corporate fixed-income yields, inflation, stock prices, GDP,

and corporate earnings, among other factors. The model out- 1.0
put is expressed in terms of standard deviations to the mean,
or sigma. The mean reading from the model, going back to
1960, is a modest premium for stocks of 0.15 sigma, with
a standard deviation of 1.0. The current valuation level is a
0.54 sigma premium for stocks, which is inside the normal 1.0 0= STOCK/BOND
range and down from a premium of 0.86 a month ago. By FQUILIBRIUM
comparison, T-bond yields are around 3.9%, coming closer

to our fair value target yield of 4.8%. Generally, the model -2.0
has done a good job of highlighting asset-class value, such

as stocks in the late 1970s, bonds prior to the “dot-com”

crash of 2001, and stocks once again at the depths of the - <0, FAVOR STOCKS
financial crisis in 2009. Markets can manage with premiums

and discounts for extended periods of time, as interest rates 4.0
and stock prices fluctuate daily. Based on the current model "1960 1970 1980 1990 2000 2010 2020
input levels, we continue to expect a recovery in stock prices

from bear-market lows in 2023 -- and are maintaining our

year-end S&P 500 target of 4,300.
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ECONOMIC TRADING CHARTS & CALENDAR

Release: Housing Starts Release: Leading Index Release: Existing Home Sales
Date: 4/18/2023 Date: 4/20/2023 Date: 4/20/2023
Month: March Month: March Month: March
Previous Report: 1,450 K Previous Report: -0.3% Previous Report: 4.58 min.
Argus Estimate: 1,450 K Argus Estimate:  -0.3% Argus Estimate:  4.60 min.
Street Estimate: 1,400 K Street Estimate:  -0.3% Street Estimate:  4.50 min.
2,000 K 1% 7.00 min.
Source: National Association of Realtors
/\_\ o 6.00 min.
18w V\/ W— 5.00 min. \
% 4.00 min. \ /
Source: Department of Commerce Source: The Conference Board
1,000 K 2% 3.00 min.
Mar-22 Jun-22 Sep-22 Dec-22 Mar-22 Jun-22 Sep-22 Dec-22 Mar-22 Jun-22 Sep-22 Dec-22

Previous Week’s Releases and Next Week’s Releases on next page.




ECONOMIC TRADING CHARTS & CALENDAR (conTINUED)

Previous Week's Releases

Previous

Argus

Street

Date
12-Apr

13-Apr

14-Apr

Release
Consumer Price Index
CPI ex-Food & Energy

PPI Final Demand
PPI ex-Food & Energy

Retail Sales

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

Next Week's Releases

Date
25-Apr

27-Apr

28-Apr

[
(&)
1

Release
New Home Sales
Consumer Confidence

GDP Annualized QoQ
GDP Price Index

Personal Income
Personal Spending
PCE Deflator

PCE Core Deflator

Month
March
March

March
March

March
March
February
March
March
March

Month
March
April

1Q
1Q

March
March
March
March

Report
6.0%
5.5%

4.6%
4.4%

5.4%
6.8%
11.1%
-1.1%
-0.3%
78.0%

Previous
Report
640 K
104.2

2.6%
3.9%

6.2%
7.6%
5.0%
4.6%

Estimate
5.6%
5.3%

4.2%
3.8%

4.6%
5.8%
10.0%
-1.0%
-0.5%
78.6%

Argus
Estimate
NA
NA

NA
NA

NA
NA
NA
NA

Estimate
5.2%
5.6%

NA
NA

NA
NA
NA
NA
NA
78.7%

Street
Estimate
NA
NA

NA
NA

NA
NA
NA
NA

Actual
NA
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.




