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CPI TICKS HIGHER AGAIN, TO 3.7%

The Bureau of Labor Statistics reported a 3.7% increase in
overall inflation year-over-year through August, compared
to a 3.2% rate through July and a 9.1% rate back in June of
2022. The corerate, excluding the impact of food and energy
prices, declined slightly to 4.3% in August, versus 4.7%
in the prior month. Month-over-month, the All-Items CPI
increased 60 basis points (bps), driven by higher gasoline
prices; the Core CPI increased a lesser 30 bps. Segments
of the economy with stable/easing prices year-over-year
included Gasoline (-3.3%, despite the August surge), Used
Cars & Trucks (-6.6%), and Medical Care Services (-2.1%).
Inflation rates continue to be propped up by Transportation
Services (+10.3% year-over-year) and Shelter (+7.3%),
which tend to have prices that are less likely to fall sharply.
We continue to think that the June 2022 CPI rate was the
peak for the index this cycle, as the housing market cools,
supplies of new vehicles are replenished, and the price
of oil stays below $90 per barrel. The Fed has lifted the
feds fund rate from 0.0% to above 5.25% over the past 18
months, and the rate hikes appear to be reducing inflationary
pressures. The next question is whether the rapid rate of
increases will tip the economy into a recession as inflation
continues to head toward 2.0%.
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ECONOMIC HIGHLIGHTS (coninue)

BANK OF CANADA PAUSES

In early September, the Bank of Canada maintained its target
overnight interest rate at 5.00% after back-to-back increases
in June and July, and 10 rate hikes since March of 2022.
Pressure on Canada’s labor market has eased, with unem-
ployment rising to 5.5% as of July from 5% earlier this year,
allowing for the pause in rates. Similar to the dilemma faced
by the U.S. Federal Reserve, inflation in Canada (at a 3.3%
annual pace in July) is still running above the 2% desired
by its central bank. However, rate hikes clearly have been
working and often have a lag effect. Canada’s GDP growth
turned to negative 0.2% in 2Q, with housing and consumer
spending the main culprits. Amajority of economists now see
the Bank of Canada as finished with its rate-hike campaign,
with potential cuts moving into the first half of next year.
The most-recent pause was a bit of a relief for the bank and
housing industries, where elevated interest rates have started
to crimp demand for home mortgages.

FED LEAVES DOOR OPEN
FOR ONE MORE HIKE IN 2023

The Federal Reserve, as expected, left its funds target rate
unchanged at 5.25%-5.50%. All 12 governors were in agree-
ment on the decision, even though inflation has moderated
over the past year; the latest core CPI reading was 4.3%,
down from 9.1% a year ago, and the latest core PCE Price
Index reading was 4.2% (both still well above the Fed’s target
of 2.0%). The decision was widely expected, but now the
drama will build for the next meeting. According to the latest
fed funds “dot plot” forecasts by the governors, the central
bank’s target for the rate at year-end is still 5.63%. That
means one more hike. We are not so sure that’s a good idea.
Our forecast calls for the Fed to keep its target rate steady
for the balance of the year as inflation continues to moderate.
Yes, shelter and transportation costs remain stubbornly high,
and oil prices are back above $90 per barrel. But other prices
are stable or are trending downward on global economic
weakness. What’s more, the Fed is also supposed to promote
maximum employment. While the latest jobs reports have
been consistent with GDP growth, we think the full impact
of the Fed’s decisions over the past year have yet to be felt
by the economy. We think the central bank may be lowering
rates in 2024 if core PCE falls to 3.5% or the jobless rate
rises above the 4.0%-4.5% level over the next few quarters.

750

700

650

600

550

500

450

20

CANADA ECONOMIC TRENDS

mmm GDP (left axis - C$ in Billions)
—— FX (right-axis - USD/CAND)

0 + f f f + + + t t t
1Q131Q141Q151Q161Q171Q18 1Q19 1Q20 1Q21 1Q22 1Q23

FED FUNDS & INFLATION (%)

1.45

1.40

1.35

1.30

1.25

1.05

1.00

18

16

14

12

«Fed Funds
Core PCE

0
1980 1985 1990 1995 2000 2005 2010 2015 2020




FINANCIAL MARKET HIGHLIGHTS

ARGUS ADJUSTS SECTOR RATINGS

We have adjusted our recommended sector allocations for
the third quarter of2023. We raised Communication Services
to Over-Weight from Market-Weight. This “barbell” sector
contains high-growth, low-income social media stocks on
one end and low-growth, high-income telecom services
stocks on the other. Hybrid cloud is emerging as the key
delivery mechanism for Al-as-a-service. Social media stocks
offering hybrid cloud services are positioned to benefit from
the Al wave, in our view. As well, telecom stocks are likely
near the end of mobile device weakness and are positioned
for improved customer ARPU as the next generation of 5G
smartphones launch in fall 2023. We lowered Materials to
Market-Weight from Over-Weight. Even as energy prices
recover, many commodity prices have remained weak or
weakened further. Most are traded in U.S. dollars. The dollar
is inversely correlated to commodities, and long-term dollar
strength is weighing on commodity prices. Elsewhere, demand
from China remains sluggish as the lifting of zero-tolerance
COVID restrictions has failed to stimulate the economy.

WHERE TO LOOK FOR
Al INVESTMENT OPPORTUNITIES

Determining a realistic estimate for the size of the artificial
intelligence (Al) industry is a challenge. Even for an indus-
try that promises to redefine measuring tools, there is no
measurable unit of Al output comparable to barrels of oil or
tons of steel. We believe much of the revenue and most of
the profitability from Al is attributable to several giant U.S.
and a few international companies that operate primarily in
growth sectors such as Technology, Communication Ser-
vices, and Consumer Discretionary. China is also a hub of
Al development. Finally, there is also significant Al activity
among companies pursuing advances in [oT, vehicle electri-
fication, autonomous driving, automation and connectivity
solutions for manufacturing, warehousing, construction,
and other areas. Argus has derived a model of the size and
scope of the global Al industry, based on our coverage of
the major publicly traded players and most of the mid-tier
players, along with our industry analysts’ knowledge of pri-
vate players. We estimate the global Al industry amounted
to about $90-$100 billion in 2021, and expect it to grow at
a 40% CAGR through 2030, when it is expected to reach
$1.8 trillion in annual revenue. Annual growth is expected
to decelerate from the low- to mid-40% range in immediate
nearby years to the mid-30% range for years toward the end
of the survey period.
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ECONOMIC TRADING CHARTS & CALENDAR

Release: ISM Manufacturing
Date: 10/2/2023
Month: September
Previous Report: 47.6
Argus Estimate:  48.0
Street Estimate:  47.6
55
Source: Institute of Supply Management
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Release: ISM New Orders
Date: 10/2/2023
Month: September

Previous Report: 46.8
Argus Estimate:  46.5
Street Estimate: NA
55

Source: Institute for Supply Management
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Release: Construction Spending
Date: 10/2/2023
Month: August

Previous Report: 5.5%
Argus Estimate:  5.0%
Street Estimate: NA
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Source: U.S. Census Bureau
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Release: Factory Orders
Date: 10/4/2023
Month: August
Previous Report: -0.7%

Argus Estimate:  -1.0%

Street Estimate:  NA
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Source: U.S. Census Bureau
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Release: ISM Services Index
Date: 10/4/2023
Month: September

Previous Report: 54.5
Argus Estimate:  55.0
Street Estimate:  53.9
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Release: Trade Balance
Date: 10/5/2023
Month: August

Previous Report: -$65.0 Bin.

Argus Estimate: -$67.0 BIn.
Street Estimate: -$65.0 Bin.

-$90 Bin.

Source: Bureau of Economic Analysis
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Release: Nonfarm Payrolls
Date: 10/6/2023
Month: September

Previous Report: 187000

Argus Estimate: 150000
Street Estimate: 148000
750,000
Source: Bureau of Labor Statistics
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Release: Unemployment Rate
Date: 10/6/2023
Month: September

Previous Report: 3.8%
Argus Estimate:  3.8%
Street Estimate:  3.7%

4.0%
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Source: Bureau of Labor Statistics
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Release: Average Weekly Hours
Date: 10/6/2023
Month: September

Previous Report: 34.4
Argus Estimate: 34.4
Street Estimate:  34.4
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Previous Week’s Releases and Next Week’s Releases on next page.




ECONOMIC TRADING CHARTS & CALENDAR (conTINUED)

Release:
Date:
Month:

Argus Estimate:
Street Estimate:

55%

Previous Report:  4.3%

Average Hourly Earnings
10/6/2023
September

4.3%
NA

Source: Federal Reserve BOG

Release: Total Vehicle Sales
Date: 10/6/2023
Month: September

Previous Report: 15.04 min.
Argus Estimate:  15.50 min.
Street Estimate: NA

18 min.

Source: Bureau of Economic Analysis
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Previous Week's Releases
Previous Argus Street
Date Release Month Report Estimate Estimate
26-Sep New Home Sales August 714000 705000 700000
Consumer Confidence September 106.1 105.0 106.0
27-Sep Durable Goods Orders August 3.1% 2.3% NA
28-Sep GDP Annualized QoQ 2Q 2.0% 2.1% 2.2%
GDP Price Index 2Q 4.1% 2.0% 2.0%
29-Sep PCE Deflator August 3.3% 3.4% NA
PCE Core Deflator August 4.2% 4.0% 3.9%
Personal Income August 4.6% 4.4% NA
Personal Spending August 6.4% 6.1% NA

Next Week's Releases

Release

Month

Street
Estimate

Actual

Actual

11-Oct

PPI Final Demand
PPI ex-Food & Energy
Wholesale Inventories

12-Oct Consumer Price Index

CPI ex-Food & Energy

13-Oct Import Price Index

U. of Michigan Sentiment

September
September
August

September
September

September
October

Previous Argus
Report Estimate
1.6% NA
2.2% NA
0.5% NA
3.7% NA
4.3% NA
-3.0% NA
67.7 NA

NA
NA
NA

NA
NA

NA
NA

NA
NA
NA

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.




