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HOUSEHOLD FINANCES IN GOOD SHAPE

The Federal Reserve keeps track of household debt service
payments as a percentage of disposable personal income.
This metric (the lower the better) is now at 9.3%. The
average debt-service payment level since 1980 has been
11%. The high-water mark was established during the
Great Recession (4Q07 to be exact) at 13.2%. We doubt
that households will be eager take on much more debt in
the coming quarters, as inflation is high and interest rates
have risen, increasing the cost of debt to households while
unemployment is still low. We do think the sound condition
of household finances is an important indicator signaling
that the consumer sector of the economy should continue
to expand through 2022.

ECONOMIC TRENDS UNEVEN,
BUT CORE FACTORS SOLID

There were several pockets of economic strength in the first
quarter, including personal consumption expenditures (PCE)
on services, as well as capital investments into equipment
and investments in intellectual property products. These are
core elements of the U.S. economy. But a few segments of
the economy struggled in 1Q. PCE-nondurable goods were
down due to reduced consumption of gasoline and other
energy products. Export goods were negative due to the
Russian invasion of Ukraine as well as COVID shutdowns
in China. Government spending was also lower as the U.S.
has largely moved past fiscal stimulus programs. Finally,
spending on imports (which counts against GDP growth)
surged for the second quarter in a row.
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ECONOMIC HIGHLIGHTS (coninue)

FINAL 1Q GDP READING: NEGATIVE 1.6% GDP GROWTH DRIVERS (%)
The U.S. Department of Commerce announced that its “third” 30
estimate for 1Q22 GDP was a decline of 1.6%. Despite the

negative number, we are not convinced that this data point 82021 =3Q21 04Q21 01Q22
indicates that the U.S. is headed for a near-term recession. -
There were just too many signs of core strength in the re- 20 -
sults, including a 5.9% increase in personal consumption
expenditures (PCE) on durable goods, a 3.0% increase in
PCE services, a 14% increase in investment in equipment,
and an 11% increase in investment in intellectual property
products. To be sure, high gas prices are weighing on the
economy, as is the war in Ukraine. Government spending

declined 3% and imports rose 19%. Neither of those latter 0 -

trends seems sustainable. We anticipate a modest rebound U J m_p

in overall GDP in 2022. As for 2023, we will need to see

how high short-term interest rates go — and how fast they
rise — over the remainder of the year. -10 b
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WHAT TO EXPECT IN A RECESSION RECORDS OF RECENT RECESSIONS

We have studied the six recessions in the U.S. since 1980.

FiVC Of them were “normal” pullbacks, Whlle the SiXth was Recession Period (g:;ar::::) ue:::em(:;lu ng:lm ::s) u:::t::/ﬂe)m P::teu(';;“ ChaTg?;%] R;gevs'STt’alr:I(d".A) nﬁ:;:nv(lgé) c;:n‘:ev(i;::;)
the recent pandemic-induced decline. Averaging the results i 2w 80 63 78 15 120 124 w0
of those first five, we find that recessions typically last 3-4
quarters, and that the average peak-to-trough decline in output
18 5.6%. Unemployment typically rises 250 basis points, which s0802001 s w ss sz e 18 o7 o -
would lift the current rate back above 6.0%. Treasury yields

typically fall during recessions, as often the Fed begins to oo 2 oo s s 12 e o o
lower rates in an attempt to revive the economy. On average,
the change in the 10-year Treasury yield from start to finish
during a recession is 60 basis points. So those are averages. 1020 T ats s w7 oz 05 49
Is the current economy an “average” economy? In many
ways, it is not. Unemployment is lower than at the start of
previous recessions, so the consumer sector is in pretty good
shape. Treasury yields are lower than average as well, which
could provide some relief for households and homebuyers.
We are not yet forecasting a recession in 2023, but if one
does occur, based on the current fundamentals, we would
expect it to cause less-than-average damage to the economy.

3Q81-4Q82 5 179 6.1 72 108 36 149 139 -100

4Q07-3Q09 7 486 85 50 95 45 43 35 -80

AVERAGES 38 192 56 56 8.1 25 9.2 86 -63




ECONOMIC TRADING CALENDAR

Release: Retail Sales
Date: 7/15/2022
Month: June
Previous Report: -0.3%
Argus Estimate:  0.9%
Street Estimate:  0.9%
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Release: Retail Sales; ex-autos
Date: 7/15/2022
Month: June

Previous Report: 0.5%
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Release: Import Price Index
Date: 7/15/2022
Month: June

Previous Report: 0.6%
Argus Estimate:  0.4%
Street Estimate:  0.7%
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Release: Consumer Price Index
Date: 7/13/2022
Month: June

Previous Report: 1.0%

Argus Estimate:
Street Estimate:
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Release: Industrial Production
Date: 7/15/2022
Month: June

Previous Report: 0.1%
Argus Estimate:  0.1%
Street Estimate:  0.0%
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Release: Capacity Utilization
Date: 7/15/2022
Month: June

Previous Report: 80.8%

Argus Estimate:  79.5%
Street Estimate:  79.2%
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Previous Week’s Releases and Next Week’s Releases on next page.



ECONOMIC TRADING CALENDAR
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Previous Week's Releases

Release:

Date: 714/2022
Month: June
Previous Report:  0.5%
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Street Estimate:  0.5%
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Release
Factory Orders

ISM Non-Manufacturing

Trade Balance

Wholesale Inventories
Non-farm Payrolls
Average Weekly Hours
Average Hourly Earnings
Unemployment Rate

Next Week's Releases

Date

Release
Housing Starts

Existing Home Sales

Leading Economic Indicators

Month
May

June

May

May
June
June
June
June

Previous
Report

-$87.1 Bin.

2.2%
390 K
34.6
0.3%
3.6%

Previous
Report

5.41 Mil.

Argus
Estimate
0.4%

55.7
-$86.0 Bin.

1.0%
280 K
34.6
0.3%
3.6%

Argus
Estimate

Street
Estimate
0.5%

55.9

-$88.4 BIn.

2.2%
275K
34.6
0.4%
3.6%

Street
Estimate

Actual
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.






