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BOND SPREADS NARROW CORPORATE/GOVERNMENT BOND SPREADS (%)
Yields on Treasury bonds have been rising in recent weeks
on concerns over stubbornly high inflation. Meanwhile, 6

yields on corporate bonds have risen, but not as rapidly
as Treasury yields -- this as investors remain optimistic
about the potential for economic and profit growth (and
thus lower default rates). As a consequence, spreads be-
tween corporate-bond yields and Treasury-bond yields
have narrowed. The spread between AAA-rated corporate
bonds and 10-year government bonds in February was 82
basis points (bps), below the 35-year average of 123 bps
and down 20 bps from December. The gap between the
government 10-year bond yield and a BA A-rated bond (still
investment grade) in February was 156 basis points, below
the historical average spread of 230 bps and down about 25
bps in the past two months. We watch these spreads closely
fora few reasons. From an asset-allocation standpoint, tight
corporate-bond spreads signal that corporate-bond prices ] . | . | . | . |
are above historical fair value, and that might lead us to ‘80 '85 90 '95 '00 '05 10 15 '20
under-weight the segment in our model portfolios. From a —BAA - AAA Cur Sprd 81 bps vs Avg 74 bps

market standpoint, the changes in the spreads offer clues :ix ::Z:Z :::: g:: zz: ;S:befs‘:’z?‘f’g?;sip:s
to the bond market’s view of corporate financial strength, -

which appears to be improving given the narrowing spreads.

This is important as the economy approaches a period of

slower growth.
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ECONOMIC HIGHLIGHTS (coninue)

4Q GDP

Asreported by the Bureau of Economic Analysis (BEA)4Q23
GDP was solid, with contributions from consumer spend-
ing, private investment, exports, and government spending.
Personal consumption expenditures (PCE) on durable goods
increased, despite a decline in motor vehicles and parts.
Gross private domestic investment in structures rose further
after an 11.2% increase in 3Q and a 16.1% increase in 2Q.
A report from the U.S. Treasury Department attributed the
surge in construction to spending on manufacturing facilities
for computers, electronics, and electrical products (bolstered
by the CHIPS Act), adding that these categories have become
a dominant component of manufacturing construction. We
expect 1Q24 growth to slow to 2.3%. The March 26 GD-
PNow forecast for 1Q24 from the Atlanta Fed was 2.1%,
with an estimate for 1.9% growth in PCE. Residential fixed
investment and intellectual property could make strong
contributions to 1Q GDP according to the Nowcast. For the
remainder of 2024, we expect GDP growth of 1.3% in 2Q,
1.8% in 3Q, and 2.3% in 4Q. Our full year 2024 estimate is
2.0%. Our 2025 estimate is also 2.0.

JOBS REPORT REDUCES ODDS OF JUNE RATE CUT
The Bureau of Labor Statistics (BLS) reported that the U.S.
economy generated a whopping 303,000 new jobs in March.
Gains in February and January combined were revised higher
by 22,000. The three-month average is now 276,000, above
the 12-month average of231,000 and suggesting a very robust
job market. The unemployment rate dropped to 3.8% from
3.9%, which remains below the threshold for triggering the
widely followed Sahm Rule recession indicator. Average
hourly earnings increased 12 cents month-to-month and are
now 4.1% higher year-over-year. The average workweek
rose to 34.4 hours in March from 34.3 hours in February. Job
gains occurred in healthcare, government, and construction.
Employment showed little change over the month in mining,
quarrying, and oil and gas extraction; manufacturing; whole-
sale trade; transportation and warehousing; information;
financial activities; and professional and business services.
Before the employment report, futures contracts suggested
a 94% probability that the Fed will keep the funds target at
5.25%-5.50% when it meets on April 30 and May 1. After
the release, there was little change. The chance that the
funds rate will be lower after the June meeting dropped to
57% from 64%.
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FINANCIAL MARKET HIGHLIGHTS

STOCK-BOND MODEL NEAR EQUILIBRIUM STOCK BOND BAROMETER
Our stock-bond asset-allocation model, which we call the (STANDARD DEVIATIONS)
Stock-Bond Barometer, is indicating that bonds are the asset
class offering the most value at the current market juncture
-- but not by much. Our model takes into account current
levels and forecasts of short-term and long-term govern- 2.0
ment and corporate fixed-income yields, inflation, stock >0, FAVOR
prices, GDP, and corporate earnings, among other factors. BONDS
The output is expressed in standard deviations to the mean, 1.0
or sigma. The mean reading from the model, going back to

1960, is a modest premium for stocks (of 0.16 sigma), with 0.0
a standard deviation of 0.97. The current valuation level is a
0.14 sigma premium for stocks, below the historical average
and indicating that stocks are not dramatically overvalued.
Other valuation measures also show reasonable multiples
for stocks. The current forward P/E ratio for the S&P 500 2.0
is about 19.6, i within the normal range of 13-24 and down

from 23 in 2021. The S&P 500 dividend yield is 32% of <0, FAVOR
the 10-year Treasury yield, compared to a long-run average -3.0 sfocks
0f 39% and all-time low of 18% from 1999. We expect the

results from our valuation model to tilt toward stocks as 4.0
interest rates head lower in 2024 and earnings growth picks 1960 1970 1980 1990 2000 2010 2020
up. Based in part on the output from our Stock-Bond Barom-

eter, our recommended asset-allocation model for moderate

accounts is 74% growth assets, including 72% equities and

2% alternatives; and 26% fixed income, with a focus on core

and opportunistic segments of the bond market.
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ARGUS’S FAVORED CLASSES, SEGMENTS “"A"‘O/KELF?CE)S&":Z/TZ;';;;PNS
March was another solid month for equity investors. We (% )
favor large-caps for growth exposure and financial strength, 150
while small-caps offer value. Our recommended exposure to

small- and mid-caps is 12%-13% of equity allocation, below 125 intl

the benchmark weighting. U.S. stocks have outperformed Small-Cap/US
global stocks over the trailing one- and five-year periods. We = Value
expect this long-term trend favoring U.S. stocks to continue, 100 = Large-Cap/US
given volatile global economic, political, geopolitical, and Growth
currency conditions, as well as the strength of the innovative
U.S. Technology industry. Still, international stocks offer
favorable near-term valuations and we target 5%-10% of
equity exposure to the group. Growth rebounded in 2023 50
and outperformed value as interest rates stabilized. Over
the longer term, we anticipate that growth, led by the Tech,
Consumer and Healthcare sectors, will top returns from value,

led by Energy, Real Estate and Materials, due to favorable
secular and demographic trends. 0 ——-.—l-l—
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ECONOMIC TRADING CHARTS & CALENDAR
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Release: Industrial Production
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Month: March
Previous Report: -0.2%
Argus Estimate:  0.1%
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Release: Capacity Utilization
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Month: March
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Release: Housing Starts
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Month: March
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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

Previous

Argus

Street

Release
10-Apr Consumer Price Index
CPI ex-Food & Energy
Wholesale Inventories

11-Apr PPI Final Demand
PPl ex-Food & Energy

12-Apr Import Price Index
U. of Michigan Sentiment

Next Week's Releases

Release

23-Apr New Home Sales

24-Apr Durable Goods Orders

25-Apr GDP Annualized QoQ
GDP Price Index

26-Apr PCE Deflator

PCE Core Deflator
Personal Income
Personal Spending

Month

March

March
February

March
March

March
April

March

March

1Q Advance
1Q Advance

March
March
March
March

Report

3.2%
3.8%
2.2%

1.6%
2.0%

-0.8%
79.4

Previous
Report

662 K
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4.6%
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Estimate

3.4%
3.7%
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0.4%
79.5

Argus
Estimate

NA

NA

NA
NA

NA
NA
NA
NA

Estimate
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NA

NA
NA

NA
NA

Street
Estimate

NA

NA

NA
NA

NA
NA
NA
NA

Actual
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.




