Montecito

Bank & Trust”

Wealth Management

WEeALTH OFFICE:

JEFF PITTMAN

EVP, DIRECTOR OF WEALTH MANAGEMENT
1106-E COAST VILLAGE ROAD

MONTECITO, CA 93108

THE ECONOMY AT A GLANCE

ECONOMIC HIGHLIGHTS

June 15, 2026
Vol. 93, No. 85

PAYROLLS POWER HIGHER

The Bureau of Labor Statistics (BLS) released the Employ-
ment Situation for May. The U.S. added 172,000 non-farm
jobs, helped by strength in leisure and hospitality; local
government; and the stalwart Healthcare sector. Employ-
ment in financial activities declined. Our forecast was for an
increase of 125,000 new jobs in May, while the consensus
was 85,000. The results raised the three-month average to
188,000 from 48,000 before the report. April’s payrolls were
revised higher by 64,000to 179,000 and March was increased
by 29,000 to a gain of 214,000. In addition, the decline in
February payrolls rolled out of the calculation. The BLS
Diffusion Index indicated 54.4% of 250 private industries
are hiring, up from 54.0% in April. Manufacturing rose to
53.5% from 46.5%. The unemployment rate was unchanged
at 4.3%, which matched our estimate and the consensus.
Average hourly earnings increased $0.12 month to month
and are 3.4% higher year over year. The average workweek
was unchanged at 34.3 hours. Employment showed little
change in construction; manufacturing; wholesale trade; retail
trade; information; professional and business services; and
other services. Employment declined by 22,000 in financial
activities and is down by 107,000 since a recent peak in May
2025. There were notable job losses (-11,000) in insurance
carriers and related activities in May. The manufacturing
sector added 7,000 jobs. After the report, there is a 31%
probability that the fed funds rate will end the year at the
current 3.5%-3.75% target range, and a 1% probability of a
rate cut. The probability that the funds rate will be higher at
the end of the year rose to 68%, from 49%.
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ECONOMIC HIGHLIGHTS (coninue)

CANADIAN ECONOMY CONTRACTS AGAIN IN 1Q

Statistics Canada announced in late May that gross domestic
product (GDP) for the Canadian economy slipped by 0.1% in
1Q26, after a revised 1.0% decline in 4Q25. That meets the
technical definition of a recession (two consecutive quarterly
declines). It was the first such instance since the coronavirus
pandemic in 2020. The 1Q drop was very much unexpected,
with the consensus calling for a 1.5% growth rate. One major
culprit for the shortfall was a strong 2.9% rise in imports.
Meanwhile, household spending grew, but was offset by re-
duced business and government investments. Hoping the 1Q
figure would be amended upward in a later revision, Canadian
economists stopped short of calling the Canadian economy
currently in a recession. With U.S. tariffs and the Iran conflict
top of mind, the Bank of Canada left its benchmark interest
rate at 2.25% when it met in April, marking four consecutive
meetings at which the rate was held. The central bank’s lat-
est GDP forecast calls for the economy to grow by 1.2% in
2026, implying a healthy resurgence from the 1Q rate, and
by 1.6% in 2027. With worries about inflation from elevated
energy prices offset by the weak 4Q/1Q showing in economic
growth, most economists expect the central bank to maintain
its current interest-rate stance through its next several meet-
ings. We continue to favor select companies in the Canadian
market for country diversification and growth opportunities.

CANADA ECONOMIC TRENDS
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FINANCIAL MARKET HIGHLIGHTS

ARGUS ADJUSTS S&P 500 EPS ESTIMATES

After 95% of S&P 500 constituent companies reported results,
first-quarter 2026 earnings were up in the range of 30% from
the year-earlier quarter. That makes the earnings growth rate
for 1Q26the highest since 4Q21. Whathas been keeping earn-
ings growing so steadily through inflation, macro-economic
pressures, and geopolitical turbulence? The two-prong answer
is revenue growth and margin expansion. Annual revenue
growth has accelerated from a mid-single-digit rate in recent
years -- and for the 1Q26 EPS season, top-line growth was
about 11%. Meanwhile, net profit margin is running at least
a point above the long-term average of 12%. This expansion
partly reflects the increasing impact on overall profits of
the high-margined sectors such as Information Technology.
Yet all companies across all sectors have been through a
lot in recent years, and, along the way, have learned how to
run leaner, source raw materials optimally, and (wherever
possible) turn fixed costs into variable costs. We believe the
strong margin performance will carry past the first quarter
0f2026. Our 2026 and preliminary 2027 EPS forecasts are
now $340, implying year-over-year growth of 25%, and
$390, which implies double-digit EPS growth.

GOLD PRICES RETURN TO EARTH

When global economic conditions are uncertain, investors
often flock to gold. When certainty returns, they may head
in a different direction. This year is a case in point, as gold
prices established a high for the century in January at $5,500
per ounce. But with seeming progress in winding down the
Iran war, the price of gold drifted down to the $4,450 range,
for a gain of about 2% for the year. Our forecast trading range
for gold in 2026 is $4,000-$6,000 and our average price
forecast is $4,500. Technically, the price of gold had been
in a long-term bullish trend of higher highs and higher lows.
But momentum may have stretched prices. On average, the
price of gold has traded at a 6% premium to its 12-month
moving average this century. The standard deviation is 9%.
Earlier this year, the premium almost reached 40%, more than
three standard deviations above the norm. As a fundamental
valuation measure, we compare the price of gold to the value
of the S&P 500. Over the past 45 years, the S&P 500 has
been priced in a normal range of 3-to-1 times an ounce of
old. A reading above 3 likely reflects too much confidence
in the S&P 500, while a reading below 1 is a nosebleed price
for gold. The current ratio is about 1.7, not far from average.

S&P 500 EPS TRENDS & ESTIMATES
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KEY ECONOMIC FORECASTS

The $32 trillion U.S. economy remains on course for productive long term growth, powered by corporate
investments in Artificial Intelligence. Nvidia CFO Colette Kress estimated, on May 20, that Al infrastructure
spending is on track to reach $3 - $4 trillion annually by the end of this decade.

Real Potential GDP — the sustainable speed limit of the US economy is poised to increase to 2.1%, on aver-
age, through 2030 according to the Congressional Budget Office. Al is likely to raise productivity, offsetting
slower growth in the labor force from an aging population and reduced immigration.

We recently raised our 2026 gross domestic product (GDP) growth forecast to 2.3% from 2.1%, our 2Q26
estimate to 2.5% from 2.2%, and our 2027 growth forecast to 2.4% from 2.0%. The major change is that
indicators point to even stronger domestic investment. The investment dollars will boost the Al-dominated
Equipment and Intellectual property categories in the GDP report.

News of an interim peace deal between the U.S. and Iran sent gasoline to $4.07 a gallon from $4.53 a
month earlier (according to AAA). Lower gas prices are welcome news for consumers as we approach the
important back-to-school shopping season, which starts after the July 4 weekend. Spending during Ama-
zon’s Prime Day (June 23-June 26) may be a useful leading indicator.

The Misery Index, which is the Consumer Price Index (CPl) inflation rate plus the unemployment rate is
below the average of 9.2% since 1949 but it rose to 8.5% in May from 6.9% in January. The May unem-
ployment rate is low at 4.3% but the CPI rose to 4.2% in May from 2.4% in January.

We are monitoring financial conditions and high-frequency indicators. They show ongoing economic resil-
ience and financial system stability.

Argus expects S&P 500 EPS to rise almost 25% to $340 in 2026 and increase about 15% to $390 in 2027.
EPS is helped by an increase in operating margins to about 18.8% this year, well above 13.9% in pre-pan-
demic 2019. Growing tech giants such as MSFT and NVDA have operating margins of 47% and 64% re-
spectively while Dow stalwarts Walmart and Caterpillar earn 4% and 17%, respectively.

Argus Fixed Income Strategist Kevin Heal expects the Fed to maintain the funds target at 3.50% to 3.75%
in 2026 and reduce the target by 25 basis points in 2027 as inflation is likely to abate. We expect the dol-
lar to be slightly stronger in 2026 driven by foreign demand for shares of innovative U.S. companies and
continuing economic growth.

Gold is likely to remain at elevated levels. The ancient safe-haven asset recently reached a record above
$5,000 an ounce. We expect gold to trade in a range of $4,000 - $6,000 in 2026.

What could go right? Low unemployment, spending by wealthy consumers, strong S&P earnings, capital
investment in Artificial Intelligence, productivity gains, slower inflation if the price of oil has peaked, a small
economic boost from the World Cup, and ongoing innovation.

Risks: Strains on affordability from years of elevated inflation, uncertainty related to the interim peace deal
with Iran, a lower 10-year Treasury yield could depend on deficit reduction, a weak housing market, low
income consumers are struggling, spending by affluent may depend on stock gains.




CURRENT ECONOMIC RELEASES

Current Economic Releases

Previous Argus Street
Release Month Report Estimate Estimate Actual
11-dun PPI Final Demand May 5.7% 5.8% 6.4% 6.5%
PPI ex-Food & Energy May 4.9% 5.1% 5.4% 4.9%
12-Jun U. Michigan Sentiment June 44.8 43.0 46.0 48.9
15-dun Industrial Production May 1.4% 1.9% NA 1.7%
Capacity Utilization May 76.1% 76.2% 76.1% 76.2%
16-Jun Housing Starts May 1,392K 1,390K 1,440K 1,177K
Import Price Index May 4.2% 4.7% NA 6.7%
17-Jun Retail Sales May 4.8% 5.5% NA 6.9%
Retail Sales ex-autos May 6.4% 6.0% NA 7.5%
Business Inventories April 21% 3.1% NA 2.7%
18-Jun Leading Index May 0.1% 0.3% NA NA
24-Jun New Home Sales May 622K 665K NA NA
25-Jun GDP Annualized QoQ 1Q "Final" 1.6% 1.6% 1.6% NA
GDP Price Index 1Q "Final" 3.5% 3.5% 3.5% NA
PCE Deflator May 3.8% 4.0% 4.1% NA
PCE Core Deflator May 3.3% 3.3% 3.4% NA
Personal Income May 2.5% 2.2% NA NA
Personal Spending May 5.9% 5.9% NA NA
Durable Goods Orders May 19.2% -4.8% 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.




