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THE ECONOMY AT A GLANCE

ECONOMIC HIGHLIGHTS Vo0 Moot

SECOND-QUARTER GDP ESTIMATES
GDP GROWTH FORECAST: 2.5%

Recent data indicates that key components of U.S. GDP are 2Q23E Argus
still expanding, despite the impact of higher interest rates,

inflation, and geopolitical developments. That said, growth 2Q23E Atl Fed
is not consistent across all segments of the economy and, in
many cases, growth rates are slowing. The risk of recession
is real -- but a U.S. recession is not a foregone conclusion.
We look for uneven growth in 2023, with the high possibil- 2023E WSJ
ity of a negative quarter or two. After reviewing the latest Survey
economic fundamentals, we are maintaining our 2Q23 GDP
growth forecast of 2.5%. We believe that 2Q could be the
strongest quarter of the year, before higher rates dampen
consumer spending in the second half. Our full-year GDP
growth forecastis 1.4%. Our GDP growth forecast for 2024
isnow 2.0%, as the Federal Reserve, withitstool chest again
full after its rate hike campaign, can contemplate lowering
interest rates to recharge economic growth. Our estimates
are generally within the range of other forecasters, though 2024E WSJ
perhaps a bit higher than the consensus. The Wall Street Survey
Journal Economic Survey calls for GDP growth of 0.5% in 0% 1% 29, 39
2023 and 1.6% in 2024. The Federal Reserve projects GDP

growth of 0.4% in 2023 and 1.2% in 2024. Meanwhile, the

IMF looks for 2023 growth of 1.6%, and the Philadelphia

Fed’s Survey of Professional Forecasters calls for growth

of 1.3% in 2023 and 1.4% in 2024.
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ECONOMIC HIGHLIGHTS (coninue)

UNEMPLOYMENT RATE RISES TO 3.7%

The U.S. economy generated 339,000 new jobs in May,
topping consensus expectations of 190,000 and our forecast
0f'175,000. The unemployment rate rose to 3.7% from 3.4%
in April, which had been a 54-year low. In recent weeks, Fed
Chair Jerome Powell and other central bank officials have
suggested that they may hold rates steady at the June 13-14
meeting to assess the lagging effects of 10 rate hikes since
March 2022. Average hourly earnings increased $0.11 from
the prior month and 4.3% from the prior year, down slightly
from 4.4% growth in April. The labor force participation
rate was unchanged at 62.6%. In May, job gains occurred
in professional and business services, government, health
care, construction, transportation and warehousing, and
social assistance. Employment was little changed in mining,
quarrying, and oil and gas extraction; manufacturing; whole-
sale trade; retail trade; information; financial activities; and
other services. Job gains in March and April were revised
higher by 93,000 jobs. The number of job openings in April
increased by 358,000, according a separate report. Demand
for workers is still strong, with 10.1 million openings, but
the number of unemployed rose by 440,000 to 6.1 million.
Before the employment report, futures contracts suggested
an 80% probability that the Fed would hold the fed funds
rangeat 5.0%-5.25% atits June meeting. After therelease, the
probability of the Fed standing pat in June dropped to 66%.

16

U.S. UNEMPLOYMENT RATE (%)

14

12

10

Sources: St. Louis Federal Reserve, Argus

2
1950

1960 1970 1980

1990

2000

2010

2020




FINANCIAL MARKET HIGHLIGHTS

STOCKS MAY TAKE OFF AFTER RATE HIKES

One positive from past rate hike cycles is that when they are
over, the stock market is usually in a good mood. We have
studied market performance during the seven periods of rising
fed funds rates since 1980. These occurred in 1983-1984,
1988-1989, 1993-1995, 1999-2000, 2004-2006,2016-2019,
and 2022-2023. On average, these periods lasted about 18
months. The average change over the cycle was a cumulative
hike of 320 basis points. The fed funds rate at the end of the
cycle averaged 6.7%, well above the 4.5% overall average
fed funds rate since 1980. So then what happens? Our study
found that stocks generally perform well once the rate cycle
ends. In the six cycles priorto 2022-2023, the average gain in
the S&P 500 in the six months after the end of the cycle was
11.6%, which translates to an annualized return of 23.0%.
Afterthose cycles, stocks declined only once in the following
six months; that was in 1999-2000 ahead of the “dot-com”
implosion. The big sigh of relief when the Fed is finished, it
seems, puts powerful wind in the sails of the stock market.

JUNE JINX?

June is not one of the better months for stocks, according
to our analysis of market returns since 1980. We note that
market returns in June have exceeded 5% only twice in the
past 37 years: a 5.4% increase in 1999 and a 6.9% gain in
2019. Clunkers? We have seen a few, including 2008 (-8.6%),
2002 (-7.2%),2010(-6.1%),and 1991 (-4.8%). Last year, the
S&P 500 skidded 8.4% in the month of June, while inflation
was taking off. June is typically a quiet month for earnings
as the second quarter draws to a close. The Federal Reserve
meets and could raise the fed funds rate another 25 basis
points. But our view is that the central bank will stand pat.
Inflation data in mid-June should show continued easing from
last year’s peak. The slowdown in inflation has spurred a
year-to-date rally in stocks of almost 10%. We’ll see whether
these returns can withstand the June jinx.

STOCKS & FED RATE CYCLES, 1980 TO NOW

Number of cycles

Average duration of cyles (months)

Average increase of rates during cycle

Average fed funds rate at cycle end

S&P 500 performance pre cycle start (6-month period)
S&P 500 performance post cycle start (6-month period)
Average S&P 500 performance across rate-hike cycle
Annualized S&P 500 return across rate-hike cycle

S&P 500 performance post cycle end (6-month period)
Annualized S&P 500 6-mo. return post rate-hike cycle

Annualized S&P 500 return all years
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ECONOMIC TRADING CHARTS & CALENDAR

Release: PPl ex-Food & Energy
Date: 6/14/2023
Month: May

Previous Report: 3.2%
Argus Estimate:  2.5%
Street Estimate:  NA
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Source: Bureau of Labor Statistics
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Release: PPI Final Demand
Date: 6/14/2023
Month: May

Previous Report: 2.3%
Argus Estimate:  1.5%
Street Estimate:  1.5%
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Release: U. of Michigan Sentiment
Date: 6/16/2023
Month: June

Previous Report: 59.2
Argus Estimate:  60.0
Street Estimate:  60.1
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Release: Capacity Utilization
Date: 6/15/2023
Month: May

Previous Report:  79.7%
Argus Estimate:  79.5%
Street Estimate:  79.7%
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Source: Federal Reserve BOG
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Release: Industrial Production
Date: 6/15/2023
Month: May

Previous Report: 0.2%
Argus Estimate:  0.0%
Street Estimate:  NA
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Source: Federal Reserve BOG

Release: CPI ex-Food & Energy
Date: 6/13/2023
Month: May

Previous Report: 5.5%
Argus Estimate:  5.2%
Street Estimate:  5.2%
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Source: Bureau of Labor Statistics
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Release: Consumer Price Index
Date: 6/13/2023
Month: May

Previous Report: 4.9%
Argus Estimate:  4.5%
Street Estimate:  4.1%
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Release: Import Price Index
Date: 6/15/2023
Month: May

Previous Report: -4.8%
Argus Estimate:  -4.0%
Street Estimate:  NA
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Source: Bureau of Labor Statistics

Release: Business Inventories
Date: 6/15/2023
Month: April

Previous Report: 6.5%
Argus Estimate:  5.5%
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: Retail Sales ex-autos Release: Retail Sales
Date: 6/15/2023 Date: 6/15/2023
Month: May Month: May
Previous Report: 2.1% Previous Report: 1.6%
Argus Estimate:  1.8% Argus Estimate:  1.5%
Street Estimate:  NA Street Estimate: NA
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Source: US Department of Commerce Source: US Department of Commerce
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Previous Week's Releases

Previous Argus Street
Release Report Estimate Estimate Actual
ISM Services Index 51.9 52.0
Factory Orders 0.5% 0.0% NA

Trade Balance -$64.2 Bil. -$63.0 Bil. -$75.0 Bil.

Wholesale Inventories 6.2% 4.5% NA
Next Week's Releases
Previous Argus Street

Date Release Report Estimate Estimate
20-Jun Housing Starts 1401 K NA NA

22-Jun Leading Index -0.6% NA NA
Existing Home Sales 4.28 Mil. 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.






