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THE ECONOMY AT A GLANCE

ECONOMIC HIGHLIGHTS Vol 91 a0

The final reading of U.S. Gross Domestic Product expanded

in the fourth quarter at an annualized rate of 3.4%, up from
the second estimate 0f 3.2%. Consumer spending, designated
as Personal Consumption Expenditures (PCE), contributed 30 |
2.2 points of the increase. Our 2024 GDP forecast is still

for 2.0% growth. We have raised our 1Q24 GDP forecast

to 2.4% from 2.3% and lifted our 2Q estimate to 1.5% 20 4
from 1.3%. Our second half estimate is unchanged. We
expect 2Q to be the weakest quarter of 2024. On April 4,

40

the Atlanta Fed’s GDPNow model estimated 1Q24 growth 109
0f2.5%. Based on our analysis of the Nowcast, we believe
that PCE, Residential Investment, Intellectual Property, and 0|

Government could all add to 1Q GDP, while Equipment,
Nonresidential Structures, Net Exports, and Inventories may

detract from or add very little to growth. Our 2024 forecast -10 1
assumes inflation continues to fall and the Fed has com-
pleted its rate-hike campaign, with monetary easing likely
to begin in the second half of the year. In recent data, the
New Orders component of the ISM Purchasing Managers
Index for March rebounded to 51.4 from a contractionary -30
49.2 in February. The headline PMI also rebounded. That

raises our hopes (slightly) for the manufacturing sector. Our

outlook for spending in the huge services category remains

positive. The services PMI came in at an expansionary 51.4

in March, although it declined from 52.6 in February. The
economy is on a growth path, but the yield curve is still

inverted so a geopolitical surprise could trigger a slowdown.

Our forecast is for GDP to grow 2.0% on 2025.

Source: Bureau of Economic Analysis; Argus Economics

'80 '84 '88 '92 '96 '00 '04 '08 12 16 '20 '24E

Thomas Fisher, SVP / Chief Investment OffiCer ... (805) 560-3429 - tfisher@montecito.bank
Drew Brahos, SVP / Sr. Portfolio Manager ............ ... (805) 979-4473 - dbrahos @montecito.bank
Scott Estby, SVP / Sr. Portfolio Manager ........... T, (805) 564-7303 - sestby@montecito.bank
Lloyd Kurtz, SVP / Sr. Portfolio Manager .......... ereeemeeen e eeneane s (805) 698-8026 - Ikurtz@montecito.bank

Albert Chu, VP / Sr. Portfolio Manager ...........coucu. O, (805) 979-4506 - achu@montecito.bank
Cheyne Sorensen, VP / Sr. Portfolio Manager ... (805) 698-7526 + cbsorensen@montecito.bank
Luca Romani, Portfolio Manager ..........cccuuenveriannns S, (805) 560-3497 - Iromani@montecito.bank

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



ECONOMIC HIGHLIGHTS (coninue)

INFLATION PROGRESS CHALLENGING

According to the latest CPI report, the overall inflation rate
in March of 3.5% was higher than the prior month’s rate of
3.2%. That bit of bad news was compounded by a steady
reading in the core CPI rate, which excludes the impact of
food and energy and rose at an annual pace of 3.8% over the
past year. What’s propping up core CPI? Two main factors:
Transportation Services (+10.7% YOY) and Shelter (+5.7%).
These elements of the index have prices that don’t typically
fall sharply. Energy prices are also starting to tick higher. Also
of note was the recent Producer Price Index. PPI measures
pricing trends farther up the supply chain. Here, we see a
modest decline in the rate of inflation on a monthly basis.
We think the June 2022 CPI rate was the peak reading for
the index this cycle, as the housing market cools, supplies
of new vehicles are replenished, and the price of oil stays
below $90 per barrel. The Fed has lifted the feds fund rate
from 0.0% to above 5.25% over the past 18 months, and the
rate hikes appear to be reducing inflationary pressures. We
look for the U.S. central bank to be lowering rates in 2H24
and 1H25.

HIGHER RATES FRUSTRATE HOME BUYERS
Homebuilder confidence was unchanged in April after four
consecutive increases, according to the recent National As-
sociation of Home Builders/Wells Fargo Housing Market
Index. The index value was 51. A reading over 50 indicates
that more builders see conditions as good than poor. NAHB
Chairman Carl Harris said that many “frustrated buyers” were
“back on the fence waiting for interest rates to fall.” The
30-year mortgage rate rose to 6.88% recently from 6.62%
on January 4, according to Freddie Mac. The Commerce
Department reported March Housing Starts of 1.32 million
at a seasonally adjusted annual rate, down 4.3% from a year
earlier. Based on the April 16 GDPNow estimate from the
Atlanta Fed, first-quarter GDP is expected to rise 2.9%, with
positive contribution from residential fixed investment. The
S&P/Case-Shiller National Home Price Index jumped 6.1%
in December. We expect it to rise about 4% for February.
The Zillow Home Value Index was up 3.6% in February.
The 10-year Treasury yield is a benchmark for mortgage
rates. It disconcertingly recently rose to 4.60% from 3.95%
on January 2.

INFLATION FACTORS (% CHANGE Y/Y)

Transport Svcs
Shelter

Food Away from Home
CPICore

CPI All-ltems
Energy Services
Food

Medical Care Svcs
Energy

Gasoline

Apparel

New Vehicles

Used Cars Source: U.S. BLS
-5 0 5 10 15
HOUSING MARKET TRENDS
30 2200
25 = NMonthly Home Price Change (left axis, % Change) 2000
= Building Permits (right axis, Thousands of Units)

1800
1600
1400
1200
1000

| 800

600

400

Sources: Case, Shiller; U.S. HUD
-15 200

10 "12

14

16 18 '20 '22 '24




FINANCIAL MARKET HIGHLIGHTS

OUR EPS GROWTH FORECAST FOR 1Q24
Consensus estimates for 1Q24 EPS growth range from
mid-single-digits to high-single-digits. This follows 10%
growth in 4Q EPS, according to Refinitiv. Leading sectors
for 1Q24 are expected to be Communication Services (+27%
EPS growth year-over-year), Technology (+21%), Utilities
(+19%), and Consumer Discretionary (+17%). On the
downside, earnings from the Energy and Materials sectors
are both expected to decline 24%. Healthcare earnings are
expected toslip 5%. For2024, our full-year S&P 500 earnings
estimate is $247, implying high-single-digit growth from
2023 levels. Remember, companies often exceed earnings
expectations. Last quarter, just over four-fifths of companies
exceeded consensus expectations; and the average beat against
expectations was above 7%. Over the preceding decade,
about 75% of S&P 500 companies exceeded expectations;
and those companies on average topped consensus quarterly
EPS estimates by about 6%.

GLOBAL STOCKS A BARGAIN
COMPARED TO U.S. STOCKS

As global markets struggle in the environment of higher
interest rates, renewed conflict in the Middle East, and the
lingering battle between Russia and Ukraine, one thing has
not changed: foreign stocks are cheaper than U.S. stocks.
And with the large run-up in late 2023 and first quarter of
2024, U.S. stocks are even more expensive. The trailing P/E
ratio on the S&P 500 is 26, above the global average of 14
and well above the 6-12 average P/Es for stocks in emerging
markets. The current dividend yield for the S&P 500 is 1.3%,
versus the global average of 2.8% and Asian, Australian, and
Latin American yields of 2%-5%. The foreign region that
does not completely fit the pattern is the Middle East. The
average P/E on a Saudi Arabian stock is a high 18.1 and
the yield is a low 2.3%. This can be attributed to high oil
prices. Taking a step back, investors generally are willing
to pay a higher price for North American securities because
of the transparency of the U.S. financial system as well as
the liquidity of U.S. markets. What is more, global returns
can be volatile across individual countries, given currency,
security, political, and geopolitical risks. Indeed, U.S. stocks
(ETF SPY) have outperformed EAFE (ETF EFA) over the
past year as well as over the past five years. Even so, we
recommend that growth investors have approximately 5%-
10% of their equity allocations in international stocks to take
advantage of the value.
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ECONOMIC TRADING CHARTS & CALENDAR

Release: Consumer Confidence
Date: 4/30/2024
Month: April

Previous Report: 104.7
Argus Estimate:  104.0
Street Estimate:  NA
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Release: ISM Manufacturing
Date: 5/1/2024
Month: April

Previous Report: 50.3
Argus Estimate:  51.0
Street Estimate: NA
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Source: Institute of Supply Management
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Release: ISM New Orders
Date: 5/1/2024
Month: April

Previous Report: 51.4
Argus Estimate: 51.5
Street Estimate:  NA
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Release: Construction Spending
Date: 5/1/2024
Month: March

Previous Report: 10.7%
Argus Estimate:  10.4%

Street Estimate:  NA
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Release: Trade Balance
Date: 5/2/12024
Month: March

Previous Report: -$68.9 Bin.
Argus Estimate: -$70.0 BIn.
Street Estimate: NA
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Source: Bureau of Economic Analysis
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Release: Factory Orders
Date: 5/2/2024
Month: March

Previous Report: 1.0%
Argus Estimate:  0.8%
Street Estimate: NA
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Release: Nonfarm Productivity
Date: 51212024
Month: 1Q

Previous Report:  3.2%
Argus Estimate:  3.5%
Street Estimate:  NA

10%

0% IS\
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Release: Unit Labor Costs
Date: 5/2/2024
Month: 1Q

Previous Report: 0.4%
Argus Estimate:  0.3%
Street Estimate: NA

10%

Source: Bureau of Labor Statistics
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Release: Nonfarm Payrolls
Date: 5/3/2024
Month: April

Previous Report: 303000
Argus Estimate: 200000
Street Estimate: NA
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Previous Week’s Releases and Next Week’s Releases on next page.




ECONOMIC TRADING CHARTS & CALENDAR (conTINUED)

Release: Unemployment Rate
Date: 5/3/2024
Month: April

Previous Report: 3.8%
Argus Estimate:  3.8%
Street Estimate:  NA

4.0%

Release: Average Weekly Hours
Date: 5/3/2024
Month: April

Previous Report: 34.4
Argus Estimate:  34.4
Street Estimate: NA
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Release: Average Hourly Earnings
Date: 5/3/2024
Month: April

Previous Report: 4.1%
Argus Estimate:  4.1%
Street Estimate: NA
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Source: Federal Reserve BOG
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Previous Week's Releases

Release
New Home Sales

23-Apr
24-Apr Durable Goods Orders

GDP Annualized QoQ
GDP Price Index

25-Apr

PCE Deflator

PCE Core Deflator
Personal Income
Personal Spending

26-Apr

Next Week's Releases

Date Release
Total Vehicle Sales

Wholesale Inventories

U. of Michigan Sentiment

Previous Report: 51.4
Argus Estimate:  51.0
Street Estimate: NA
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Source: Institute of Supply Management
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Release: ISM Services Index
Date: 5/3/2024
Month: April

Argus Street
Estimate Estimate Actual
672 K NA NA
4.8% NA NA
2.4% NA NA
2.8% NA NA
2.7% NA NA
2.8% NA NA
4.7% NA NA
5.0% NA NA
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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.




