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Our analysis of recent data indicates that key parts of U.S.
GDParestill expanding, despite the impact of higher interest
rates, inflation, and geopolitical developments. That said,
growth is not consistent across all segments of the economy, 30 -
and, in many cases, growth rates are slowing. The risk of
recession is real — but a U.S. recession is not a foregone 20 |
conclusion. We look for uneven growth in 2023, with the
high possibility of a negative quarter or two, similar to
2022. After reviewing the latest economic fundamentals,
as well as the positive surprise in the final revision to 1Q w'.‘
GDP, we are trimming our 2Q23 GDP growth estimate 1

to 2.3%. We still believe that 2Q could be the strongest

40

10 -

quarter of the year before higher rates dampen consumer -10 -
spending in the second half. Our full-year estimate for
2023 is now 1.5%. Our 2024 forecast remains 2.0% as the .20 |

Federal Reserve, with its tool chest once again full after rate
hikes, can contemplate lowering interest rates to recharge

economic growth. Our estimates are generally in the range -30 1
of other forecasters, though perhaps a bit higher than the Source: Bureau of Economic Analysis; Argus Economics
consensus. The Wall Street Journal Economic Survey calls -40
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for GDP growth of 0.5% in 2023 and 1.6% in 2024. The

Federal Reserve projects GDP growth of 1.0% in 2023 and
1.1% in 2024. Meanwhile, the IMF calls for 2023 growth
of 1.6%, and the Philadelphia Fed’s Survey of Professional
Forecasters looks for growth of 1.3% in 2023 and 1.4% in
2024. The GDPNow Forecast from the Federal Reserve
Bank of Atlanta is 1.9% for 2Q23.
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ECONOMIC HIGHLIGHTS (coninue)

EMPLOYMENT COOLS SLIGHTLY

The U.S. economy generated 209,000 new jobs in June,
well below May’s revised 306,000. The unemployment rate
declined to 3.6% from 3.7% in May. Following a pause in
interest rate increases at its June 13-14 meeting, central bank
officials have suggested that monetary policy may not be
restrictive enough to reduce inflation to 2%. Average hourly
earnings increased $0.12 from the prior month and are now
4.4% higher year-over-year, an unchanged pace from May.
The labor force participation rate was unchanged at 62.6%.
In June, job gains continued in government, healthcare,
construction, and social assistance. Employment was little
changed in mining, quarrying, and oil and gas extraction;
manufacturing; wholesale trade; information; financial ac-
tivities; and other services. Job gains in April and May were
revised lower by 110,000 jobs. The number of job openings
in May decreased by 496,000, but demand for workers is still
strong with 9.8 million openings. The number of unemployed
at 6.0 million in June was little changed from May. After this
report, a July rate hike remains almost certain.

CPI RATE DOWN TO 3.0%

Top-level inflation pressures eased again last month in the
U.S., continuing the downward trend over the last year,
according to the recent Consumer Price Index report. Core
inflation also fell. The CPI numbers were generally in line
with consensus expectations. The Bureau of Labor Statistics
reported a 3.0% increase in overall inflation year-over-year
through June, comparedtoa4.0%rate throughMayanda9.1%
rate back in June 2022. The core rate, excluding the impact of
food and energy prices, fell as well -- to 4.8% in June from
5.3% in May. Segments of the economy with stable/easing
prices relative to last year included Gasoline (-26.5%), Used
Cars & Trucks (-5.2%), and Medical Care Services (-0.8%).
The overall rate was propped up by Transportation Services
(8.2%), Shelter (7.8%), and Food (5.7%), which tend to have
stickier prices. We think that the June 2022 CPI rate 0 9.1%
will mark the peak for the index in this cycle, as the housing
market cools off, supplies of new vehicles are replenished,
and the price of oil stays below $90 per barrel. The Federal
Reserve has lifted the feds fund rate from zero to more than
5.0% over the past 15 months, and the rate hikes appear to be
reducing inflation. The next question is whether the rate-hike
campaign will tip the economy into a recession.

U.S. UNEMPLOYMENT RATE (%)
16

Sources: St. Louis Federal Reserve, Argus
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FINANCIAL MARKET HIGHLIGHTS

ANOTHER NEGATIVE EPS QUARTER
FORECAST FOR 2Q

The second quarter earnings season kicks off with forecasts
calling for a year-over-year decline in S&P 500 EPS of 5%-
6%, which would be the third quarter in a row of falling EPS.
But the trend seems to be toward improvement. Heading
into 1Q23 EPS season, consensus expectations were for a
decline of 6%-7%, while the actual decline was in the area
of 1%. We have adjusted our 2023 EPS forecast, but the net
effect is nil. We have lowered expectations for 2Q23 EPS to
adecline of'4.3%; previously, we had been modeling flattish
2Q23 EPS year-over-year. We also moderated our 3Q23
forecast, to growth of less than 3%; we had been modeling
4%-plus growth. Simultaneously, we increased our 4Q23 EPS
growth forecast to 11%, against a very weak comparison;
we had earlier modeled mid-single-digit growth in 4Q23
EPS. Looking further ahead, our 2024 forecast of $245
reflects our expectations that earnings growth will begin to
“normalize” in the high-single-digit range once the Fed is
finished hiking interest rates.

SECTOR LEADERS & LAGGARDS THROUGH 2Q23

Asofthe end ofthe firsthalfof 2023, Technology was up 40%
year-to-date, Communication Services 35%, and Consumer
Discretionary 31%. Within growth sectors, investment interest
has been concentrated in relatively few names, all actively
tied to the development and monetization of generative Al.
Note that this concentration can contribute to the fragility of
sector gains if investors start taking profits in year-to-date
winners. Beyond the big three, the best sectors at midyear
are Industrials (up 8%) and Basic Materials (up 6%). In a
positive sign for cyclical stocks, both meaningfully outper-
formed the broad market and even the three sector leaders
in June. Meanwhile, four sectors are negative year-to-date:
Energy, Utilities, Healthcare, and Financial Services. That is
one less than at the end of May, when Consumer Staples also
was negative. Another sector, Real Estate, has moved from
breakeven to up 2%. Although many of last year’s winners
have been left behind by Al mania, the sector map showed
better balance in May and June. Ifthe market sustains strength
and builds on its year-to-date gains in 2023, we would like to
see a more broad-based advance from a sector perspective.

S&P 500 EPS TRENDS & ESTIMATES
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ECONOMIC TRADING CHARTS & CALENDAR

Release: Consumer Confidence
Date: 7/25/2023
Month: July

Previous Report: 109.7
Argus Estimate:  112.0
Street Estimate:  113.0
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Release: New Home Sales
Date: 7/26/2023
Month: June

Previous Report: 763000
Argus Estimate: 725000
Street Estimate: 721000
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Source: Bureau of the Census
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Release: GDP Annualized QoQ
Date: 7/27/2023
Month: 2Q

Previous Report: 2.0%
Argus Estimate:  2.3%
Street Estimate:  1.8%
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Release: GDP Price Index
Date: 7/27/23
Month: 2Q

Previous Report: 4.1%
Argus Estimate:  3.0%
Street Estimate:  3.0%
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Source: Bureau of Economic Analysis
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Release: Durable Goods Orders
Date: 7/27/2023
Month: June

Previous Report: 7.4%
Argus Estimate:  5.2%
Street Estimate: NA
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Source: Department of Commerce
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Release: Personal Income
Date: 7/28/2023
Month: June

Previous Report: 5.5%
Argus Estimate:  5.0%
Street Estimate:  NA
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Source: Bureau of Economic Analysis
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Release: Personal Spending
Date: 7/28/2023
Month: June

Previous Report:  6.0%
Argus Estimate:  5.5%
Street Estimate:  NA
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Release: PCE Deflator
Date: 7/28/2023
Month: June

Previous Report: 3.8%
Argus Estimate:  3.5%
Street Estimate:  NA
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Source: US Bureau of Economic Analysis
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Release: PCE Core Deflator
Date: 7/28/2023
Month: June

Previous Report: 4.6%
Argus Estimate:  4.2%
Street Estimate:  4.2%
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Source: US Bureau of Economic Analysis
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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

Date Release

18-Jul Retail Sales

Retail Sales ex-autos
Business Inventories
Industrial Production
Capacity Utilization

19-Jul Housing Starts

20-Jul Leading Index
Existing Home Sales

Next Week's Releases

Date Release

1-Aug ISM Manufacturing
ISM New Orders
Construction Spending
Total Vehicle Sales

3-Aug ISM Services Index
Factory Orders
Nonfarm Productivity
Unit Labor Costs

4-Aug Nonfarm Payrolls
Unemployment Rate
Average Weekly Hours

Average Hourly Earnings

Month
June
June
May
June
June

June

June
June

Month
July
July
June
July

July
June
2Q
2Q

July
July
July
July

Previous
Report
1.60%
1.00%
5.20%
0.20%
79.6%

1,631 K

-0.7%
4.30 Mil.

Previous
Report
46.0
45.6
2.4%
15.68 Mil.

53.9
-1.0%
2.1%

4.2%

209 K
3.6%
34.4%
4.4%

Argus
Estimate
1.50%
1.00%
4.00%
0.00%
78.5%

1,500 K

-0.2%
4.30 Mil.

Argus
Estimate
NA
NA
NA
NA

NA
NA
NA
NA

NA
NA
NA
NA

Street
Estimate
NA
NA
NA
NA
79.5%

1,440 K

-0.7%
4.30 Mil.

Street
Estimate
NA
NA
NA
NA

NA
NA
NA
NA

NA
NA
NA
NA

Actual
NA
NA
NA
NA
NA

NA

NA
NA

Actual
NA
NA
NA
NA

NA
NA
NA
NA

NA
NA
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.




