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THE ECONOMY AT A GLANCE

ECONOMIC HIGHLIGHTS o Ny e

STRONG JOB GAINS

KEEP RATE HIKE ON THE TABLE U.S. UNEMPLOYMENT RATE (%)
The U.S. economy generated 336,000 new jobs in Septem- 16

ber, well above our forecast and consensus expectations. Sources: St. Louis Federal Reserve, Argus

August’s 187,000 result was revised higher to 227,000. The
unemploymentrate was unchanged at 3.8%. The report from
the Bureau of Labor Statistics (BLS) raised concerns that
the Fed’s 5.25%-5.5% policy rate may not be high enough 12
to cool the economy and that the central bank may need

to raise rates when it meets on October 31 and November

1. Average hourly earnings increased seven cents month- 10
to-month and are now 4.2% higher year-over-year, just
below the 4.3% rise in August. The average workweek
was unchanged at 34.4 hours in September. Employment
continued to trend up in leisure and hospitality; government;
healthcare; professional, scientific, and technical services; 6
and social assistance. Employment was little changed in
transportation and warehousing; mining, quarrying, and oil

and gas extraction; construction; manufacturing; wholesale 4
trade; retail trade; financial activities; and other services.
Employment in the information sector has declined by

45,000 since May because of labor disputes in the motion 21 950 1960 1970 1980 1990 2000 2010 2020
picture and recording industries. Job gains in July and Au-

gust were revised higher by 119,000. According a separate

report from the BLS, the number of job openings in August

increased to 9.6 million from 8.9 million a month earlier.

Before the jobsrelease, futures suggested a21% probability

that the Fed will raise the funds rate on November 1. After

the release, that probability rose to 30%.
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ECONOMIC HIGHLIGHTS (coninue)

CHECKING OURLIST: HOLIDAY SALES MAY RISE 3%
We expect holiday sales to rise 3% this year to almost $1
trillion. With the unemployment rate below 4%, this should
be another festive season despite elevated inflation, tight
monetary policy, and the end of financial assistance programs
enacted during the pandemic. Recently, Walmart CEO Doug
McMillon noted the back-to-school season started strong
and that normally means the holiday season is going to be
“good.” The average annual sales gain during the past 20
holidays has been 4%, with a 5% increase last year and a
high of 14% in the pandemic-recovery year of 2021. The
period’s only decline, of 5%, came as the economy entered
a deep recession in 2008. We calculate holiday sales in the
same manner as the National Retail Federation, based on
the year-over-year change in the Commerce Department’s
Retail Sales data for the combined months of November and
December. Like the NRF, we exclude sales at gas stations, car
dealers, and restaurants -- and focus on core retail. There are
three big categories that represent two-thirds of holiday sales
and drive our forecast: grocery stores, general merchandise
stores, and e-commerce. Our forecasts for those categories
are up 2%, up 2.5%, and up 6.6%, respectively. E-commerce
is the toughest call. The category must lap 9.5% growth
during the 2022 season on top of 11.3% in 2021, but online
spending has remained strong, growing 7.6% year-over-year
inAugustand 11.8% (aided by Amazon Prime Days) in July.
The exclusion of restaurants boosted our tally during the
pandemic because people didn’t eat out, and spent more of
their food budget at grocery stores. We expect that spending
trend to reverse this year. For the first eight months 0f 2023,
groceries were up 3.3% and restaurants were up 12%. Mas-
tercard expects retail sales to grow 3.7% from November 1
through December 24, helped by 6.7% growth in e-commerce
and 5.4% growth at restaurants.
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Source: National Retail Federation calculations based on US Census
Bureau data. Argus estimate.
Footnote: Non-seasonally adjusted retail sales, in billions.
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FINANCIAL MARKET HIGHLIGHTS

NOT ALL SECTORS ARE EQUAL

When it comes to generating earnings for the S&P 500,
we think it makes sense to focus primarily on a few key
sectors that can actually make a difference. The Real Estate
sector accounts for about 2% of S&P 500 capitalization and
is expected to contribute 1% of S&P 500 EPS during the
upcoming 3Q EPS period. Basic Materials is another 2%
market weight that may generate 2% of total earnings. The
groups that really make a difference are Technology, which
is expected to account for 19% of the upcoming earnings,
and Financial Services and Healthcare, which are expected to
account for 18% and 15%, respectively. Overall, the consen-
sus is forecasting another negative quarter for earnings, with
preliminary estimates calling for a year-over-year decline of
3%. Drilling deeper and excluding Energy, which contributes
about 8% of EPS, growth should be around 4%. What are
the forecasts for the Big 3? Financial earnings are expected
to grow 12% year-over-year, while Technology earnings are
forecast to expand at a 6% rate. Healthcare remains under
pressure, and profits are forecast to decline about 10%.

FOURTH QUARTER TYPICALLY

POSITIVE FOR STOCKS

We analyzed data collected on S&P 500 performance from
1980 through 2022. By our calculations, the fourth quarter
has generated average gains of 4.6%, compared to gains
of 2.1%, 2.9%, and 0.3% for 1Q, 2Q and 3Q, respectively.
The quarter is consistent as well, with a “win percentage” of
81%. This means that stock returns are positive in the fourth
quarter in four years out of five, and compares to winning
percentages of 66% in 1Q, 66% in 2Q, and 61% in 3Q. To
be sure, the fourth quarter has had its share of clunkers. In
1987, which included Black Friday, stocks fell 23% during
the period; in 2008, stocks sold off 18% after the collapse
of Lehman Brothers and as the U.S. economy plunged into a
deep recession. In 2018, stocks slid 14% in the final quarter,
when trade wars intensified and the Fed raised rates. But last
year, when stocks were in a bear market, 4Q was the only
quarter of the year with a positive performance (up 7%).
This time around, it is not unreasonable to expect a slow
start, given U.S. government dysfunction, labor strikes, oil
that had been above $90 per barrel, and high interest rates.
In this environment, we recommend investors focus on
quality companies with clean balance sheets and experienced
management teams.
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ECONOMIC TRADING CHARTS & CALENDAR

Previous Report:  0.2%
Argus Estimate:  0.6%
Street Estimate:  NA

Previous Report: 79.7%
Argus Estimate:  79.9%
Street Estimate:  79.6%

Release: Industrial Production Release: Capacity Utilization Release: Retail Sales
Date: 10/17/2023 Date: 10/17/2023 Date: 10/17/2023
Month: September Month: September Month: September

Previous Report: 2.5%
Argus Estimate:  2.2%
Street Estimate: NA
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Release: Retail Sales ex-autos Release: Business Inventories Release: Housing Starts
Date: 10/17/2023 Date: 10/17/2023 Date: 10/18/2023
Month: September Month: August Month: September
Previous Report:  2.0% Previous Report: 1.4% Previous Report: 1,283 K
Argus Estimate:  1.7% Argus Estimate:  0.4% Argus Estimate:  1,175K
Street Estimate:  NA Street Estimate:  NA Street Estimate: 1,390 K
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Release: Existing Home Sales
Date: 10/19/2023
Month: September
Previous Report:  4.04 min.
Argus Estimate:  4.00 min.
Street Estimate:  3.88 min.
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Source: National Association of Realtors
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Release: Leading Index
Date: 10/19/2023
Month: September
Previous Report: -0.4%

Argus Estimate:  -0.1%

Street Estimate:  -0.3%
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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

Previous

Argus

Street

10-Oct

11-Oct

12-Oct

13-Oct

Release
Wholesale Inventories

PPI Final Demand
PPl ex-Food & Energy

Consumer Price Index
CPI ex-Food & Energy

Import Price Index
U. of Michigan Sentiment

Next Week's Releases

Date
25-Oct

26-Oct

27-Oct

Release
New Home Sales

GDP Annualized QoQ
GDP Price Index
Durable Goods Orders

PCE Deflator

PCE Core Deflator
Personal Income
Personal Spending

August

September
September

September
September

September
October

Month
September

3Q
3Q
September

September
September
September
September

Report
0.5%

1.6%
2.2%

3.7%
4.3%

-3.0%
68.1

Previous
Report
675000

2.1%
1.7%
3.0%

3.5%
3.9%
4.8%
5.8%

Estimate
-0.9%

1.8%
2.2%

3.7%
4.2%

-1.5%
67.0

Argus
Estimate

Estimate

Street
Estimate

Actual




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.




