Montecito Weaue Orrics:

JEFF PITTMAN
Bank &TrUStO EVP, DIRECTOR OF WEALTH MANAGEMENT
1106-E COAST VILLAGE ROAD

Wealth Management MONTECITO, CA 93108

THE ECONOMY AT A GLANCE

ECONOMIC HIGHLIGHTS oy At

GDP GROWS 2.3% REAL GDP (% GROWTH/QTR)

According to the advance estimate released by the Bureau 40
of Economic Analysis, U.S. Gross Domestic Product (GDP)
expanded in the fourth quarter at an annualized rate 0f2.3%.

That’s below the 2.6% consensus and 3.1% growth in the third 30 1
quarter. Spending by consumers drove the expansion with a

4.2% increase, but private investment was a significant drag, 20 |
down 5.6%. Consumer spending on goods rose a whopping

6.6%. Within goods, durables jumped 12.1%, showing that 10 |
some consumers had the confidence to make big-ticket

purchases. Nondurables were up 3.8%. The huge services MML
category was up a very solid 3.1%. The report also contains 0
data on inflation, which accelerated in 4Q. The PCE Price

Index increased 2.3% in the fourth quarter, compared with -10 |
an increase of 1.5% in the third quarter. Excluding food and
energy, the index increased 2.5%, compared with an increase -20 |

0f2.2% in the previous quarter. Private domestic investment
declined 5.6% in 4Q. Spending on equipment declined 7.8%

after rising 10.8% in 3Q%. Intellectual property products -30 1
increased 2.6%. Residential fixed investment (housing) Source: Bureau of Economic Analysis, Argus
managed a 5.3% increase in 4Q. While mortgage rates are qo Ll

elevated and affordability stretched, a shortage of homes has '95 '00 '05 10 15 20 25
sent prospective buyers to the new-construction market. In
our view, the report supports the Federal Reserve’s decision
to leave its policy target unchanged at 4.25%-4.5%. Jerome
Powell commented that “the economy is strong overall” and

that inflation “remains somewhat elevated.”
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ECONOMIC HIGHLIGHTS (coninue)

FED NOW ON PAUSE

The Federal Reserve maintained its fed funds target rate at
the 4.25-4.50% level. The non-decision indicates that the
Fed still has concerns over lingering inflation as well as its
eye on the overall economy. CPI inflation has indeed fallen
from readings above 9.0% in 2022 to readings below 3.0%
-- but lately has failed to continue its downward trend toward
the 2.0% goal. Meanwhile, though, the unemployment rate
is still historically low and GDP growth has risen at a rate
faster than the long-run average of 2.0% for nine of the past
10 quarters. The economy is not in dire need of lower rates
(yet). The Fed will keep a close eye on economic data and
will be monitoring potential impacts from upcoming policy
changes related to tariffs, immigration, fiscal stimulus, and
regulations. Going into the Fed’s first meeting of the year, our
forecast for 2025 was that the Fed would cut rates three times.
We are holding on to that forecast, and think the Fed make
those cuts over the second half 0of 2025. Three 25-basis-point
cuts would bring the fed funds rate down toward 3.5%, which,
assuming inflation resumes its trek toward 2.0%, will return
real, inflation-adjusted rates back toward historical averages.

JOBS REPORT KEEPS FED ON HOLD

The job market remains healthy. The Bureau of Labor Statis-
tics (BLS) reported that the U.S. economy generated 143,000
new jobs in January, below the consensus of 170,000 and
our forecast of 160,000 -- but the previous two months were
revised higher. December’s payrolls were revised higher
by 51,000 to 307,000 and November was up by 49,000 to
261,000. January’s result and overall revisions to past results
boosted the three-month average to 237,000 from 170,000.
The January unemployment rate declined to 4.0%, which
ticked below our estimate and the consensus. The number
of people unemployed was little changed, but the jobless
rate was impacted by annual population adjustments in the
Household Survey. Average hourly earnings increased 17
cents month to month and are 4.1% higher year over year
(compared to 3.9% in December). The average workweek
ticked down to 34.1 hours, which was below our estimate
of 34.2 and the consensus of 34.3. Employment increased in
healthcare, retail trade, and social assistance. Employment
showed little change in construction, manufacturing, wholesale
trade, transportation and warehousing, information, financial
activities, professional and business services, leisure and
hospitality, and other. The closely watched manufacturing
sector added 3,000 jobs.
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FINANCIAL MARKET HIGHLIGHTS

FEBRUARY CAN BE A TOUGH MONTH

We have studied the monthly, quarterly, and annual returns
in the stock market since 1980. February is not one of the
best months. On average, stocks rise less than 0.2% in the
shortest month of the year. Only the months of August and
September have generated weaker average returns. There
have been some strong Februarys, but there have been some
clunkers as well. This time around, February is starting off
with a bit of positive momentum, as January’s returns were
strong. Earnings season continues and, as usual, companies
are outperforming expectations. However, equity investors
got a surprise recently from the DeepSeek news that the
domestic artificial intelligence industry may face some
challenging competition. While we continue to think that the
general fundamentals for stocks are positive, we still suggest
that equity investors focus on well-managed companies with
clear growth prospects and clean balance sheets -- especially
in February.

STOCKS A BIT RICH

Our stock/bond asset-allocation model, which we call the
Stock-Bond Barometer, is indicating that bonds are the asset
class offering the most value at the current market juncture.
The output of the model is expressed in terms of standard
deviations to the mean, or sigma. The mean reading from the
model, going back to 1960, is amodest premium for stocks of
0.09 sigma, with a standard deviation of 1.05. In other words,
stocks normally sell for a slight premium, which they have
since inflation kicked higher in 2022. The current valuation
level now is a 0.5 sigma premium for stocks, reflecting in
large part the move higher in long-term interest rates since
last fall and the conclusion of the election. Other valuation
measures also show reasonable (if not discount) multiples for
stocks. The current forward P/E ratio for the S&P 500 is about
21, within the normal range of 15-24. The current dividend
yield of 1.2% is below the historical average of 2.9%, but is
also 26% of the 10-year Treasury bond yield, compared to
the long-run average of 39%. The gap between the S&P 500
earnings yield and the benchmark 10-year government bond
yield is about 295 basis points, compared to the historical
average of 400. Lastly, the ratio of the S&P 500 price to an
ounce of gold is now 2.1, within the historical range of 1-3.
We expect our model to tilt more toward stocks, as inflation
settles calms, interest rates head lower into 2026, and EPS
growth picks up toward a double-digit rate.

AVERAGE MONTHLY S&P 500 APPRECIATION
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ECONOMIC TRADING CHARTS & CALENDAR

Release: Housing Starts Release: Leading Index Release: Existing Home Sales
Date: 2/19/2025 Date: 2/20/2025 Date: 2/21/2025
Month: January Month: January Month: January
Previous Report: 1,499 K Previous Report: -0.1% Previous Report: 4.24 min.
Argus Estimate: 1,250 K Argus Estimate:  -0.2% Argus Estimate:  4.05 min.
Street Estimate: 1,397 K Street Estimate:  0.0% Street Estimate:  4.12 min.
2,000 K 1% 5.00 min.
Source: Department of Commerce Source: The Conference Board
180K /A\/\-—\/\/ 400min. /\N/
Source: National Association of Realtors
1,000 K 3.00 min.

Jan-24 Apr-24 Juk24 Oct-24 Jan-24 Apr-24 Juk24 Oct-24

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




ECONOMIC TRADING CHARTS & CALENDAR (conTINUED)

Previous Week's Releases

Previous

Argus

Street

12-Feb

13-Feb

14-Feb

Release
Consumer Price Index
CPI ex-Food & Energy

PPI Final Demand
PPl ex-Food & Energy

Retail Sales

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

Next Week's Releases

Release

January
January

January
January

January
January
January
January
January
December

Report
2.9%
3.2%

3.3%
3.5%

3.9%
2.9%
0.5%
77.6%
2.2%
2.6%

Previous

Estimate
2.9%
3.1%

3.0%
3.1%

3.8%
3.2%
1.0%
77.7%
2.1%
2.1%

Argus
Estimate

Estimate
2.9%
3.1%

NA
3.3%

NA
NA
NA
77.7%
NA
NA

Street
Estimate

Actual
NA
NA

NA
NA

NA
NA
NA
NA
NA
NA

Actual

25-Feb

26-Feb

27-Feb

28-Feb

Consumer Confidence

New Home Sales

GDP Annualized QoQ
GDP Price Index
Durable Goods Orders

PCE Deflator

PCE Core Deflator
Personal Income
Personal Spending

February

January

4Q "2nd est."
4Q "2nd est."
January

January
January
January
January

Report
104.1

698K

2.3%
2.2%
-3.7%

2.6%
2.8%
5.3%
5.7%

NA

NA

NA
NA
NA

NA
NA
NA
NA

NA

NA

NA
NA
NA

NA
NA
NA
NA

NA

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.




