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THE ECONOMY AT A GLANCE
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BQND SPREADS WIDEN A BIT . CORPORATE/GOVERNMENT BOND SPREADS (%)
Yields on Treasury bonds have been declining as concerns

overinflation have eased. Meanwhile, corporate bond yields 6

have declined as well, but not as rapidly as have Treasury g, T AAA Cur Sprd 730 bps vs Avg 107

yields -- this as fixed-income investors are now more con- 5 || ——BAA- Long Bond Cur spra 183 bps vs

cerned about a slowing economy and rising bond default || Ava29bes

rates. As a consequence, spreads between corporate and T e 125 Bond Cur Sprd 10 bps ve

Treasury bond yields have widened in recent months. The
spread between AAA-rated corporate bonds and 10-year
government bonds in August was 110 basis points (bps),
below the 35-year average of 122 bps but up 35 bps from
April. The gap between the government 10-year bond yield
and a BAA-rated bond (still investment grade) in August
was 183 basis points, below the historical average spread of
229 bps and but up about 40 bps in the past three months.
We watch these spreads closely for multiple reasons. From
an asset-allocation standpoint, tight corporate bond spreads
signal that corporate bond prices are above historical fair
value, and we may look to underweight the segment in
our model portfolios. From a broad-market standpoint, the
changes in the spreads offer clues to the bond market’s view
of corporate financial strength (which currently appears to
be improving given the narrowing spreads). This is import-
ant as the economy approaches a period of slower growth.
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ECONOMIC HIGHLIGHTS (coninue)

JOBS JUMP

The Bureau of Labor Statistics (BLS) reported that the U.S.
economy generated 254,000 new jobs in September, well
above our forecast of 135,000 and the consensus of 140,000.
August’sresult wasrevised higher by 17,000 to 159,000. July
was revised up by 55,000 to 144,000. September’s increase
in payrolls and revisions higher to past results took the
three-month average up to 186,000, just below the 12-month
average of 203,000. With inflation descending towards 2%,
the Fed felt comfortable reducing the federal funds rate by 50
basis points last month to support the economy and bolster
the job market. But there is little evidence of weakness in
this morning’s report. The September unemployment rate
declined to 4.1%, a tenth below our estimate and consensus.
Average hourly earnings increased 13 cents month to month
and are 4.0% higher year over year (compared to 3.9% in
August). The average workweek ticked down to 34.2 hours.
Job gains continued to trend higher in food services and
drinking places, healthcare, government, social assistance,
and construction. Employment showed little or no change in
mining, quarrying, and oil and gas extraction; manufacturing;
wholesale trade; retail trade; transportation and warehousing;
information; financial activities; professional and business
services; and other services. After the report, stock futures
rose and the yield on the 10-year Treasury climbed. Futures
contracts suggested a 90% probability that in November
the Fed will reduce the funds target by 25 basis points and a
10% chance that it will cut the funds rate by 50 basis points,
compared with probabilities of 72% and 28%, respectively,
before the report. The probability that the funds target will
be lower by 75 basis points or more from current levels after
the December meeting was 26%, down from 54% before
the release.
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FINANCIAL MARKET HIGHLIGHTS

FOURTH QUARTER TYPICALLY AVERAGE QUARTERLY STOCK-MARKET
POSITIVE FOR STOCKS APPRECIATION
In theory, investors can breathe easier heading into the fourth 5%

quarter, when markets typically post the strongest returns
of the year. We analyzed data collected on S&P 500 per-
formance from 1980-2022. By our calculations, the quarter
has generated average gains of 4.8%, compared to gains of 4%
2.3%,2.9%, and 0.4% for 1Q, 2Q, and 3Q, respectively. The
fourth quarter is consistent as well, with a “win percentage”
of 82%, compared to winning percentages of 67% in 1Q
and 2Q and 62% in 3Q. But the quarter has posted its share
of clunkers. In 1987, which included Black Friday, stocks
fell 23% during the period; in 2008 they sold off 18%, after
the collapse of Lehman Brothers and as the U.S. economy 2%
plunged into a deep recession. As recently as 2018, stocks

slid 14% in the quarter when trade wars intensified and the

Fed raised rates. But last year, when stocks were still in the

early stages of the current bull market, 4Q performance was 1%
up 12%. This year, itisreasonable to expect a slow start, given
concerns over inflation, a potential economic slowdown, and
the upcoming presidential election.
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EQUITY SEGMENT VALUATION IMPROVES STOCK BOND BAROMETER (STANDARD DEVIATIONS)
Our stock/bond asset-allocation model, which we call the
Stock-Bond Barometer, is indicating that stocks are the asset 3.0
class offering the most value at the current market juncture.
The model’s output is expressed in terms of standard devia-
tions to the mean, or sigma. The mean reading, going back
to 1960, is a modest premium for stocks of 0.16 sigma, with
a standard deviation of 0.97. As such, stocks normally sell 1.0
for a slight premium valuation. But the current valuation
level now is a 0.19 sigma discount for stocks, reflecting in
large part the recent sharp move lower in long-term interest
rates. Other valuation measures also show reasonable mul-
tiples for stocks. The current forward P/E ratio for the S&P -1.0 0 = STOCK/BOND
500 is approximately 20, within the normal range of 13-24. EQUILIBRIUM
The current S&P 500 dividend yield of 1.2% is below the

historical average of 2.9%, but is also 32% of the 10-year -2.0
Treasury bond yield, compared to the long-run average of

39%. Further, the gap between the S&P 500 earnings yield 3.0
and the benchmark 10-year government bond yield is about <9, FAVOR
390 basis points, compared to the historical average of 400.

Lastly, the ratio of the S&P 500 price to an ounce of gold is '4-(: 950 1970 1980 1990 2000 2010 2020
now 2.2, within the historical range of 1-3. We expect the

results from our model to tilt more toward stocks as interest

rates head lower and EPS growth picks up.
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ECONOMIC TRADING CHARTS & CALENDAR

Release: Import Price Index
Date: 10/16/2024
Month: September

Previous Report: 0.8%
Argus Estimate:  0.7%
Street Estimate:  NA
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Source: Bureau of Labor Statistics
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Release: Industrial Production
Date: 10/17/2024
Month: September

Previous Report: 0.0%
Argus Estimate:  0.1%
Street Estimate: NA
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Source: Federal Reserve BOG
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Release: Capacity Utilization
Date: 10/17/2024
Month: September

Previous Report: 78.0%
Argus Estimate:  78.2%
Street Estimate:  77.8%
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Source: Federal Reserve BOG
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Release: Retail Sales
Date: 10/17/2024
Month: September

Previous Report: 2.1%
Argus Estimate:  2.2%
Street Estimate:  NA
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Source: US Department of Commerce
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Release: Retail Sales ex-autos
Date: 10/17/2024
Month: September

Previous Report: 2.3%
Argus Estimate:  2.0%
Street Estimate: NA
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Source: US Department of Commerce
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Release: Housing Starts
Date: 10/18/2024
Month: September

Previous Report: 1,356 K
Argus Estimate:  1,310K
Street Estimate: 1,350 K
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Source: Department of Commerce

. AVA\/\——\/

1,000 K

Sep-23 Dec-23 Mar-24 Jun-24

Release: Business Inventories
Date: 10/17/2024
Month: August

Previous Report: 2.5%
Argus Estimate:  2.6%
Street Estimate:  NA
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Source: US Department of Commerce
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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

DET
8-Oct

9-Oct

10-Oct

11-Oct

Release
Trade Balance

Wholesale Inventories

Consumer Price Index
CPI ex-Food & Energy

PPI Final Demand
PPI ex-Food & Energy
U. of Michigan Sentiment

Next Week's Releases

Month
August

August

September
September

September
September
October

Previous
Report
-$78.9 Bil.

0.4%

2.5%
3.2%

1.7%

2.4%
70.1

Previous

Argus
Estimate
-$80.0 Bil.

0.7%

2.3%
3.1%

1.5%

2.2%
69.0

Argus

Street
Estimate
-$73.3.0 Bil.
NA

2.3%
3.2%

1.6%
2.7%

Street

Actual
-$70.4 Bil.

21-Oct

23-Oct

24-Oct

25-Oct

Release
Leading Index

Existing Home Sales

New Home Sales

Durable Goods Orders

September

September

September

August

Report
0.2%

3.86 Min.
716 K

September

Estimate
NA

NA

NA

-0.5%

Estimate
NA

NA

NA

NA

Actual
NA

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.




