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THE ECONOMY AT A GLANCE

ECONOMIC HIGHLIGHTS Vel 60 Nov iy

INTEREST RATES KEY TO SPRING HOME SALES HOUSING MARKET TRENDS

The National Association of Realtors reported that existing 30 2000
home sales ended a 12-month slump in February, jumping —Monthly Home Price Change (eft axis, % Change)
14.5% from January. However, sales were still down 22.6% — Building Permits (right axis, Thousands of Units) 1800
from February 2022. The Commerce Department reported
that new single-family homes were selling at a 670,000
annualized rate in January, up 7.2% from December but
down 19.4% from the prior year. Meanwhile, a leading
indicator for the industry, housing permits, rose 13.8% from
the prior month in February -- but the 1.52 million permits
were still down 17.9% from February 2022. Housing prices
are finally starting to cool. The S&P/Case-Shiller National
Home Price Index for December 2022 notched a sixth
straight monthly decline, though the average price was
still up 5.8% year-over-year. The National Association of
Realtors reported that home prices ended a 131-month run
of year-over-year increases in February, with a 0.2% decline
t0$363,000. The 30-year fixed-rate mortgage recently eased
to 6.6% from a November 2022 peak near 7%, though it
remains too high for many. Homebuilder Lennar reported 30 : . : . : : . 200
that interest rates and sticker shock constrained sales in 08 10 12 14 16 820 22
December, while lower interest rates energized sales in

January and February. The National Association of Home

Builders reported that builder sentiment rose by two points

in March, to 44, a third consecutive increase. While it is

too early to tell if this is a turning point, it seems clear the

housing sector will not boost U.S. economic growth until

pricing pressures and mortgage rates ease.

Sources: Case, Shiller; U.S. HUD
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ECONOMIC HIGHLIGHTS (coninue)

CYCLE END NEARS: FED RAISES RATE AGAIN

The Federal Reserve recently raised the federal funds rate
by 25 basis points to 4.75%-5.00%. This was a tricky one
for the central bank, as inflation remains elevated while the
financial system has shown signs of cracking. All 12 voting
members were in agreement about the hike, as inflation
remains elevated. However, the Fed softened its language
in its announcement, shifting from “ongoing” rate hikes to
an “appropriate” stance. We think the central bank is on
track for one more 25-basis-point rate hike in 1H23 before
moving to the sidelines, likely for the balance of the year. We
remain concerned that the Fed is tossing its other mandate
(full employment) out the window as it fights high prices.
Already, the hikes have brought growth in the housing market
to a standstill. Will the consumer sector be next? The U.S.
economy has been walking a fine line between expansion and
contraction for the past four quarters. Substantially higher
interest rates could tip GDP into recession this year, and send
the unemployment rate toward 5.0%. We think the central
bank may well lower rates if the jobless rate rises above 4.0%.

GLOBAL MANUFACTURING STARTING TO STIR
Manufacturing in most of the world is contracting, though
several key economies may have bounced off a trough or
be nearing a turnaround. China had a Purchasing Managers
Index reading of 49.5 in 4Q22 and is now in positive ter-
ritory at 52.6 (as a reading above 50 indicates expansion).
Germany’s most recent PMI was 46.3, but surveys noted that
supply-chain pressures were easing and that delivery times
were improving. In the UK, the latest PMI reading was 49.3,
up from 47.3 in the prior quarter. Japan is an outlier, having
recently reported a PMI of 47.4, implying the fastest rate of
decline in over two years. The U.S. is not much better, hav-
ing reported a PMI reading of 47.8, up from 47.4. Yet other
domestic industrial indicators remain mostly positive. Total
manufacturing new orders rose 1.8% month-over-month in
December, and 8% from the prior year. Nondefense capital
goods excluding aircraft were slightly lower month-over-
month in December but up 6% year-over-year; meanwhile
durable goods orders jumped 5.5% month-over-month in
December. Capacity utilization is running at 78.3%, above
the 20-year average of 76.8%. Still, these are historical
growth rates. The PMI data continues to point to a difficult
environment for U.S. manufacturing.
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FINANCIAL MARKET HIGHLIGHTS

ARGUS ADJUSTS SECTOR RATINGS SECTOR WEIGHTS (% OF S&P 500)

We recently adjusted our recommended sector allocations.
We raised Technology to Over-Weight from Market-Weight. r T T

Although consumer electronics demand could remain sup- Low-Weight
‘ Current-Weight (Market)

30

pressed, demand in the enterprise and data center markets 25 Current-Weight {Over)
is holding up. In addition, mounting interest in ChatGPT Current-Weight (Under)
could herald the age of AL, which would be a huge industry High-Weight

driver. We also raised Financial Services to Over-Weight 20
from Market-Weight and Consumer Discretionary to Mar-
ket-Weight from Under-Weight. We lowered Healthcare to
Market-Weight from Over-Weight. As the sector transitions
from battling the pandemic, we expect some inefficiencies
and an uneven return to the full utilization of healthcare
resources. Our rebalancing process takes place four times
a year, early in the months of March, June, September, and
December. We suggest that advisors and investors leverage 5
this consistent and comprehensive process to adjust sector
weightings within their diversified equity portfolios.
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STILL IN BEAR TERRITORY BEAR MARKET DECLINES (% CHANGE IN S&P 500)
The S&P 500 has rallied from the lows of October 2022, but
still has not surpassed its all-time high of 4818, established '68-70 '73-'74 '80-'82 ‘90 '00-'02 '07-09 ‘20 '22-'??

in January 2022. The latest roadblock to a recovery has been
the fallout from the failure of SVB Financial Group. This
debacle follows a range of other challenges, including high
inflation, the war in Ukraine, the Federal Reserve’s rate hike
campaign, the budget mess brewing in Washington, and the
risk of recession. As such, the bear market slogs on. How
does the current bear market compare to the average histor-
ical bear market? Well, the average peak-to-trough decline
during the previous seven bear markets was 38%; the lows
of this bear market were 25% from the all-time high. So the
currentbear is a little bit better on performance, so far. But the
duration is closer to the normal average, which we estimate
at 16 months; we are now 14 months into the current bear
market. What’s next? Well, if inflation continues to trend lower
(toward 5% by year-end), we would expect interest rates to
decline -- which could help companies widen margins and
also boost valuation multiples. If inflation proves stubborn,
then the Fed may extend rate hikes into the second half of
2023, likely extending the duration of the current bear market.




ECONOMIC TRADING CHARTS & CALENDAR
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Release: Trade Balance
Date: 4/5/2023
Month: February
Previous Report: -$68.3 Bin.
Argus Estimate:  -$67.5 Bin.
Street Estimate:  -$68.5 BIn.

Source: Bureau of Economic Analysis

N -

May-22

Feb-22 Aug-22 Nov-22

Release: ISM Manufacturing
Date: 4/3/2023
Month: March
Previous Report: 47.7
Argus Estimate:  47.5
Street Estimate:  47.5
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Release: Construction Spending
Date: 4/3/2023
Month: February

Previous Report: 5.7%

Argus Estimate:  5.0%
Street Estimate: NA
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Release: ISM Services Index
Date: 4/5/2023
Month: March
Previous Report: 55.1
Argus Estimate:  55.0
Street Estimate:  54.5
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Release: Factory Orders
Date: 4/4/2023
Month: February
Previous Report: 4.3%

Argus Estimate:  3.5%

Street Estimate:  NA
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Release: Nonfarm Payrolls
Date: 4/7/2023
Month: March
Previous Report: 311000
Argus Estimate: 195000
Street Estimate: 238000
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Source: Bureau of Labor Statistics
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Release: Average Weekly Hours
Date: 4/7/2023
Month: March

Previous Report:  34.5

Argus Estimate:  34.5
Street Estimate:  34.5
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Release: Average Hourly Earnings
Date: 4/7/2023
Month: March

Previous Report: 4.6%
Argus Estimate:  4.3%
Street Estimate:  4.3%
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Release: Unemployment Rate
Date: 4/7/2023
Month: March

Previous Report: 3.6%
Argus Estimate:  3.7%
Street Estimate:  3.6%
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Previous Week’s Releases and Next Week’s Releases on next page.




ECONOMIC TRADING CHARTS & CALENDAR (conTINUED)

Release: ISM New Orders Release: Total Vehicle Sales
Date: 4/3/2023 Date: 4/3/2023

Month: March Month: March

Previous Report: 47.0 Previous Report: 14.89 min.

Argus Estimate:  48.0 Argus Estimate:  15.50 min.

Street Estimate:  NA Street Estimate:  14.90 min.
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Previous Week's Releases

Previous Argus Street

Release Report Estimate Estimate Actual
28-Mar Wholesale Inventories February 15.3% 14.0% NA 12.2%

Consumer Confidence March 103.4 102.9 102.9 104.2
30-Mar GDP Annualized QoQ 4Q 2.7% 2.7% 2.8% NA

GDP Price Index 4Q 3.9% 3.9% NA NA
31-Mar Personal Income February 6.4% 5.8% NA NA

Personal Spending February 7.9% 7.4% NA NA

PCE Deflator February 5.4% 5.4% NA NA

PCE Core Deflator February 4.7% 4.7% NA NA

Next Week's Releases

Previous Argus Street
Release Report Estimate Estimate Actual
12-Apr Consumer Price Index March 6.0% NA NA NA
CPI ex-Food & Energy March 5.5% NA NA NA
13-Apr PPI Final Demand March 4.6% NA NA NA
PPI ex-Food & Energy March 4.4% NA NA NA
14-Apr Retail Sales March 5.4% NA NA NA
Retail Sales ex-autos March 6.8% NA NA NA
Business Inventories February 11.1% NA NA NA
Import Price Index March 1.1% NA NA NA
Industrial Production March -0.3% NA NA NA
Capacity Utilization March 78.0% 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.






