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THE ECONOMY AT A GLANCE

ECONOMIC HIGHLIGHTS o gz NoLe

FORECASTING 2% GDP GROWTH IN 2026 GDP TRENDS & OUTLOOK (% CHANGE)
Withunemployment ofjust4% and 4Q24 Personal Consump-
tion posting its strongest gain of the year (up 4.2%), the U.S.
economy is on a better trajectory than we expected. We are
boosting our 2025 GDP forecast to 2.3% growth from 2.1% 30 |
and are initiating a 2026 forecast of 2.0%. We are raising our
1Q25 growth forecastto 3.0% from 1.7%. Yes, there are things
to worry about, including nettlesome inflation, mortgage rates 20 1
near 7%, and persistent economic pressure on lower-income
households. But spending on durable goods jumped 12% in

40

the fourth quarter on top of 7.6% growth in 3Q. Another sign 10 1
of consumer strength is that holiday sales rose a strong 4%.
For 2025, we expect consumer spending to moderate. We 0.

expect State and Local government spending to slow slightly
and Federal spending to slow notably. With consumers still
strong, we still expect imports to exceed exports, creating a -10 -
drag on GDP. We expect Private Domestic Investment will
improve to 2.4% growth in 4Q25 from a 5.6% decline in

4Q24. We expect investment in Intellectual Property will -20 1

remain strong and hope that the prospect for a friendly tax Source: Bureau of Ecoromic Analysis; Argus Economics

environment and easier regulations will spur investment. In .30

2026, we expect consumers will pull their weight. We expect '80 '84 '88 '92 '96 '00 '04 '08 12 16 '20 '24

the trade balance and government spending to be a drag on
growth. We are looking for housing to grow faster than GDP
and are hoping that investments in Nonresidential Structures
and Equipment will also drive growth.

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 .......... e ————— (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)

CHANGES TO FED FUNDS OUTLOOK

Based on persistent pricing pressures at both the consumer
and producer levels, we are adjusting our outlook for Federal
Reserve activity in 2025. We now look for two rate cuts in
the second half of the year, versus our prior forecast for three.
Tworecentinflation reports both indicated that overall pricing
pressures remain well below the peak rates in summer 2022,
butalso confirmed that inflation remains above the Fed’s target
of 2.0%. Let’s first look at the Consumer Price Index. The
news here generally was not good, as the annualized number
ticked higher from last month (3.0% versus 2.9% and 2.7%
two months ago). According to the latest CPI report, the core
inflation rate (ex-food and energy) also ticked higher, to 3.3%
from 3.2% the prior month. The other inflation report was the
Producer Price Index. PPI measures pricing trends farther up
the supply chain, at the manufacturing level. Here, the news
was also generally negative. The PPI final demand annual rate
through January was 3.5%, compared 2.1% in September and
1.0% in January 2024. PPI Intermediate demand rates were
substantially higher, in the 6%-9% range. We expect pricing
pressures to again ease as the housing market cools due to
high mortgagerates, supplies of new vehicles are replenished,
and the price of oil stays below $90 per barrel.

PROFIT MARGINS WIDENED IN 4Q

There are three drivers to EPS growth: higher sales, a wider
operating margin, and areduced share count. Adecline in shares
outstanding is the lowest-quality driver of EPS growth. Higher
sales are the highest quality, especially when those sales are
driven by an increase in volume. Margin management is in
the middle. Consistently wider margins, quarter after quarter,
are often a sign of a good management team, which should
over time grow revenues faster than costs. That’s a bit of a
tall order in periods of high inflation, which raises the Cost
of Goods Sold, and high interest rates, which result in higher
financing costs. What’s more, there’s a cap to margins as they
don’t rise indefinitely. In 4Q, the S&P 500 operating margin
is on target to widen by 40 basis points quarter over quarter to
12.2%, and there’s still room before margins peak at around
13.5%-14.0%. This result 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% range for the year.
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FINANCIAL MARKET HIGHLIGHTS

OIL PRICES LIKELY TO TREND LOWER

The price of a barrel of the crude oil benchmark grade West
Texas Intermediate has fluctuated between $65 and $80 over
the past year. Oil prices are down sharply from the $$115-120
level, touched back in 1H22 when Russia invaded Ukraine. For
2025, we are anticipating an average price of $75, up slightly
from current levels but lower compared to $77in 2024, $80 in
2023 and $95in 2022. Our forecast trading range for the year
is $65-$85. The core drivers behind oil prices over the long
term come from Econ 101: supply and demand. According to
the U.S. Energy Information Administration, there will be an
excess supply of 0il in 2025: global consumption is estimated
at 104.1 million barrels per day, while global production is
estimated at 104.4 million barrels. Early forecasts for 2026
also call for supply to exceed demand, which likely will
provide a ceiling for oil prices. Of course, there are always
wild cards from geopolitical developments. The growth path
of the Chinese economy also plays an outsized role in the
direction of oil prices, and growth in India eventually may
have a greater impact than it does today. That said, absent
wild cards, the global supply-demand outlook suggests that
the days of triple-digit oil prices are in the rear-view mirror
as the world economy pivots toward cleaner energy.

GOLD PRICES AT PEAK

When global economic conditions become unpredictable,
investors often flock to gold. The yellow metal currently is
trading above $2,900 per ounce, up 14% for the year and at
the highest level in the past 25 years. Gold has been on an
upward arc since the start of the pandemic, when the spot
price for an ounce of gold jumped 33% in six months and
broke through $2,000. Gold also spiked in 2022 due to the
war in Ukraine. Over the past year, gold has jumped another
40%-plus, driven in part by global uncertainty over tariffs.
The current price of gold reflects the perceived safety of hard
assets amid the global conflicts, as well as expectations for
lower U.S. interest rates, which tend to weaken the dollar
(the currency in which gold is priced). The outlook for in-
terests-rate cuts also helps gold, as lower rates reduce the
risk for a global economic recession and thus a potential
decline in gold purchased for jewelry. Looking ahead, our
forecast trading range for gold in 2025 is $3,200-$2,500 and
our average price forecast for the year is $3,000. As long as
geopolitics and global economic uncertainty are part of the
market conversation, gold is likely to remain at levels well
above historical averages.
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ECONOMIC TRADING CHARTS & CALENDAR

Release: ISM Manufacturing Release: ISM New Orders Release: Construction Spending
Date: 3/3/2025 Date: 3/3/2025 Date: 3/3/2025

Month: February Month: February Month: January

Previous Report: 50.9 Previous Report: 55.1 Previous Report: 4.3%

Argus Estimate:  50.0 Argus Estimate:  54.0 Argus Estimate:  3.5%

Street Estimate:  50.5 Street Estimate: NA Street Estimate: NA
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Release: ISM Services Index Release: Factory Orders Release: Trade Balance
Date: 3/5/2025 Date: 3/5/2025 Date: 3/6/2025
Month: March Month: January Month: January
Previous Report: 52.8 Previous Report: -1.1% Previous Report: -$98.4 Bin.
Argus Estimate:  52.0 Argus Estimate:  1.6% Argus Estimate: -$85.0 BIn.
Street Estimate:  53.0 Street Estimate: NA Street Estimate:  -$91.3 Bin.

57 5% -$100 Bin.

Source: U.S. Census Bureau
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Release: Wholesale Inventories Release: Total Vehicle Sales Release: Nonfarm Payrolls
Date: 3/6/2025 Date: 3/6/2025 Date: 3/7/12025
Month: January Month: February Month: February
Previous Report: -0.1% Previous Report: 15.60 min. Previous Report: 143000
Argus Estimate:  0.3% Argus Estimate:  16.40 min. Argus Estimate: 150000
Street Estimate:  NA Street Estimate:  16.00 min. Street Estimate: 155000
5% 18 min. 500,000
Source: Bureau of Economic Analysis Source: Bureau of Labor Statistics
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Source: US Department of Commerce
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Previous Week’s Releases and Next Week’s Releases on next page.




ECONOMIC TRADING CHARTS & CALENDAR (conTINUED)

Release: Unemployment Rate Release: Average Weekly Hours Release: Average Hourly Earnings
Date: 3/7/2025 Date: 3/7/2025 Date: 3/7/2025

Month: February Month: February Month: February

Previous Report: 4.0% Previous Report: 34.1 Previous Report: 4.1%

Argus Estimate:  4.1% Argus Estimate:  34.2 Argus Estimate:  4.0%

Street Estimate:  4.0% Street Estimate:  34.2 Street Estimate: NA
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Source: Federal Reserve BOG
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Previous Week's Releases

Previous Argus Street

Release Month Report Estimate Estimate Actual
25-Feb Consumer Confidence February 105.3 101.0 102.8 98.3
26-Feb New Home Sales January 698K 675K 690K NA
27-Feb GDP Annualized QoQ 4Q "2nd est." 2.3% 2.3% 2.3% NA

GDP Price Index 4Q "2nd est." 2.2% 2.2% NA NA

Durable Goods Orders January 3.7% 7.0% NA NA
28-Feb PCE Deflator January 2.6% 2.5% 2.5% NA

PCE Core Deflator January 2.8% 2.7% 2.6% NA

Personal Income January 5.3% 5.0% NA NA

Personal Spending January 5.7% 5.5% NA NA

Next Week's Releases

Previous Argus Street
Release Month Report Estimate Estimate Actual
12-Mar Consumer Price Index February 3.0% NA NA NA
CPI ex-Food & Energy February 3.3% NA NA NA
13-Mar PPI Final Demand February 3.5% NA NA NA
PPl ex-Food & Energy February 3.6% NA NA NA
14-Mar U. of Michigan Sentiment March 64.7 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.




