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INVERTED YIELD CURVE IN REAR-VIEW MIRROR YIELD CURVE & OUTLOOK (%)
After almost two years of inversion, the yield curve has re- 5.0
turned to its normal upward-sloping shape. This has important
implications for bond investors and for the economic outlook.
Backin April 2023, two-year Treasury note yields were about
100 basis points above 10-year yields and, according to the
textbooks, signaling an upcoming recession. Now they are «0O=2026 Forecast
about 50 basis points below. There are a few reasons for this
change, and they pointtoward a steeper upward-sloping curve
in the next few quarters. First, U.S. economic trends have
been positive in recent months, ranging from the unemploy-
ment rate to retail sales. Second, government spending has
shifted into a higher growth gear and the U.S. debt level is
rising. Fixed-income investors have moved away from fears
of deflation and are again seeking a term premium for their
holdings. Third, the Fed is finally in front of the inflation
curve and can afford to lower short-term rates. The central
bank has built a wide cushion, or a gap, between fed funds
and core PCE in order to push inflation back toward 2.0%. Sources: U.S. Dept. of Treasury, Argus Research
This is all well and good, but if the Fed’s gap is too wide for
too long, the central bank risks tipping the economy into a 3.5
recession. The Fed is now trying to reduce that gap, without
letting inflation rekindle, and lowered rates three time last
year. We think the Fed may stay on the sidelines for a few
months (to see that inflation does indeed subside) before
resuming rate cuts in 2H25. Assuming lower rates keep the
economy in a growth gear, longer-term rates should remain
stable and the yield curve should continue to slope upward.
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ECONOMIC HIGHLIGHTS (coninue)

DOLLAR STRENGTH REFLECTS

U.S. ECONOMIC TRENDS
The dollar has strengthened into 2025, as the U.S. economy

has grown at a somewhat surprisingly solid pace and the
high level of interest rates has attracted global investors into
dollar-denominated securities. We anticipate a relatively
stable trading range for the dollar for the balance of the year,
for several reasons. For one, the dollar typically tracks GDP
growth trends, and we think the U.S. economic expansion is
poised to ease in coming quarters as jobs growth slows. In
addition, we expect the higher level of bond rates to increase the
government’s interest payments as a percentage of GDP from
recent lows of 1.2%, putting a modest strain on the U.S. bal-
ance sheet. The current rate is 3.0%. Finally, the still-elevated
valuation of the greenback implies that other currencies -- and
even gold or other commodities -- are possibly undervalued,
and we would expect investors such as the petrodollar-fueled
sovereign wealth funds to bid up those values at a measured
pace. For global investors, a higher dollar is a positive factor
for export companies as their goods become cheaper in the
global marketplace. But a higher dollar also can generate
higher commodity prices, imported inflation, higher interest
payments on global borrowings, and ultimately trade wars
if U.S. exports stall.

MANUFACTURING JOBS RISE

The job market remained healthy in February amid signs
it is poised to slow. The Bureau of Labor Statistics (BLS)
reported that the U.S. economy generated 151,000 nonfarm
jobs in February, just above our forecast of 150,000 and
below the consensus of 160,000. These numbers follow
private reports from payroll processor ADP that showed
slower job growth and outplacement specialist Challenger,
Gray & Christmas that showed the highest monthly job-cut
announcements since July 2020. January’s payrolls were
revised lower by 18,000 and December was revised up by
16,000. February’s result and overall revisions to past results
reduced the three-month average to 200,000 from 237,000.
The February unemployment rate ticked up to 4.1%, which
matched our estimate. Average hourly earnings increased 10
cents month to month and are 4.0% higher year over year,
in line with our estimate and compared to 3.9% in January.
The average workweek remained at 34.1 hours, a tick below
our estimate. Filings for unemployment claims by federal
workers thus far have been low, but are likely to rise. We are
also likely to see cascading job losses at private government
contractors. We believe 150,000 is a reasonable baseline at
the beginning of 2025, declining to 115,000 or potentially
below 100,000 later in the year.

U.S. DOLLAR TREND
REAL TRADE-WEIGHTED U.S. DOLLAR INDEX
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FINANCIAL MARKET HIGHLIGHTS

MARCH CAN BE UNPREDICTABLE

Historically, March had been a strong month for equities
-- prior to 2020. The average gain for the S&P 500 in the
month of March since 1980 is now 1.05%, after absorbing
the COVID-induced plunge of 12.5% in 2020. March is thus
in the middle of the pack (sixth place) in terms of average
monthly gains, with a winning percentage of 64%. We note
that market returns in March have exceeded 4% on seven
occasions since 1980, including a 4.2% gain in 2021 on
COVID-19 vaccination progress and a 6.6% advancein 2016
as the market was beginning to recover from the oil price
spikes of 2014-2015. Last year, March was on the up and
up, with a gain of 3.1%. But there have been some clunkers,
including 1980 (-10%), 2001 (-6.4%), 1994 (-4.5%), 1997
(-4.3%), 1988 (-3.3%) and, as discussed above, 2020. March
generally is a quiet month on Wall Street, as the fourth-quar-
ter earnings reports are for the most part finished. Without
profits to review, investors will be paying very close attention
to economic reports, including the nonfarm payrolls report
this Friday, the Consumer Price Inflation report on March
12, and the Federal Reserve’s two-day meeting on March
18 and 19. No doubt tariff talk and geopolitics will play
into market activity for the month as well. We maintain our
forecast for a positive year for the S&P 500, with returns
near the historical average.

PULLBACK HELPS EQUITY VALUATION

Our Stock-Bond Barometer asset-allocation model is indicat-
ing that bonds are the asset class currently offering the most
value. The model’s output is expressed in terms of standard
deviations to the mean, or sigma. The mean reading from the
model, going back to 1960, is a premium for stocks of 0.09
sigma, with a standard deviation of 1.05. So stocks normally
sell for a slight premium. The current valuation level is a0.24
sigma premium for stocks, down from 0.5 last month in the
wake of the equity sell-off in late February. Other measures
also show reasonable (if not discount) multiples for stocks.
We also look at S&P valuations in terms of sales and book
value. On price/book, stocks are priced at the high end of
the historical range given that tech stocks, with low capital
bases, are the biggest component of the market. On price/
sales, the current ratio of 3 is above the historical average
but below the peak of the dot-com bubble. Lastly, the ratio
of the S&P 500 price to an ounce of gold is 2.1, near the
midpoint of the historical range. We expect results from our
model to tilt back toward stocks, as inflation settles, interest
rates head lower into 2026, and EPS growth picks up.

AVERAGE MONTHLY S&P 500 APPRECIATION
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ECONOMIC TRADING CHARTS & CALENDAR

Release: Retail Sales
Date: 3/17/2025
Month: February

Previous Report: 4.2%
Argus Estimate:  4.0%
Street Estimate:  NA
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Release: Retail Sales ex-autos
Date: 3/17/2025
Month: February

Previous Report: 3.7%
Argus Estimate:  3.3%
Street Estimate: NA
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Release: Business Inventories
Date: 3/17/2025
Month: January

Previous Report: 2.0%
Argus Estimate:  2.4%
Street Estimate: NA
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Release: Industrial Production
Date: 3/18/2025
Month: February

Previous Report: 2.0%
Argus Estimate:  0.8%
Street Estimate:  NA
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Release: Capacity Utilization
Date: 3/18/2025
Month: February

Previous Report: 77.8%
Argus Estimate:  77.7%
Street Estimate:  77.8%
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Release: Housing Starts
Date: 3/18/2025
Month: February

Previous Report: 1,366 K
Argus Estimate: 1,300 K
Street Estimate: 1,383 K
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Release: Import Price Index
Date: 3/18/2025
Month: February

Previous Report:  1.9%
Argus Estimate:  1.7%
Street Estimate:  NA
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Release: Existing Home Sales
Date: 3/20/2025
Month: February

Previous Report: 4.08 min.
Argus Estimate:  4.05 min.
Street Estimate:  3.92 min.
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Source: National Association of Realtors
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Release: Leading Index
Date: 3/20/2025
Month: February

Previous Report: -0.3%
Argus Estimate: -0.3%
Street Estimate:  -0.1%
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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
12-Mar Consumer Price Index
CPI ex-Food & Energy

13-Mar PPI Final Demand
PPI ex-Food & Energy

14-Mar U. of Michigan Sentiment

Next Week's Releases

Date Release
25-Mar New Home Sales
Consumer Confidence

26-Mar Durable Goods Orders

27-Mar GDP Annualized QoQ
GDP Price Index

28-Mar PCE Deflator

PCE Core Deflator
Personal Income
Personal Spending

Month
February
February

February
February

March

Month
February
March

February

4Q "3rd est."
4Q "3rd est."

February
February
February
February

Previous
Report
3.0%
3.3%

3.5%
3.6%

Previous
Report
657K
98.3

4.3%

2.3%
2.4%

2.5%
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5.6%

Argus
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2.9%
3.2%

3.6%
3.7%

Argus
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NA
NA
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NA
NA
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Estimate
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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.




