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Dear Fellow Investors,

Perhaps one of our more contrarian predictions for 2024 was the Fed keeping interest rates unchanged.
The Fed has stressed the importance of being data-dependent and the incoming data has provided the
framework to pause and be patient. The economy has not fallen apart, unemployment remains
reasonable, consumption has been solid, and the pace of inflation has declined from the 9% peak seen in
June 2022. The data has formed a new narrative around rates being “normal for longer” as numerous
voices have pushed back their expectations for future rate cuts.

We believe we’re in the midst of regime change. Gone are the days of ultra-cheap money where borrowers
pay little to no interest. Needing to keep interest rates next to zero implies economic weakness. Further, it
allows borrowers to pursue ideas that make little economic sense, rewards those for borrowing too much,
and allows capital to be wastefully expended. Borrowers of all types (governments included) will have to
deal with this new reality. Normal interest rates are a requisite for a lasting economic expansion and we
welcome the change.

While some obsess over every word and change in a Fed statement, we believe that energy is better spent
elsewhere. The role of the Fed and monetary policy is certainly important, but with it’s 24,000 employees,
has most likely grown into commanding a belief that it carries outsized importance. The past 15 months
illustrate this nicely as interest rates have not been cut and expectations for future cuts have been pushed
into the future. Armed with that information you might think this would wreak havoc on the stock market,
yet just the opposite has taken place. The S&P 500 appreciated by greater than 20% in 2023 and was up
just over 10% in the first quarter of 2024. Perhaps a stronger narrative is winning out. Not one related to
when the Fed delivers a .25% change to the rate of interest but one related to a foundation being laid that
can potentially deliver unprecedented productivity gains, a surge in economic output, and an increase in
living standards last seen during the Industrial Revolution. As highlighted in our annual letter, our advice is
to stop guessing at the Fed’s next move and instead focus on the visions of entrepreneurs and incredible
innovation taking place all around us as we enter this Intelligence Revolution.

As always, we welcome your feedback and would love to talk about these and other topics that may be
important to you. We thank you for your continued confidence and the opportunity to manage your
investments. We take very seriously our responsibility. Montecito Investment Portfolio’s Mission: To
provide diversified, disciplined long term investment solutions, service and guidance to help our clients
achieve, and maintain, their “Financial Independence”.

Sincerely,

Blake Todd, CWS® Jarrett Perez, CFA

Senior Vice President, Financial Advisor, Associate Vice President, Financial Advisor,
Portfolio Manager Portfolio Manager

btodd@dadco.com iperez@dadco.com
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Important Disclosures

o The information contained in this report has been taken from trade and statistical services and
other sources, which we deem reliable. We do not represent that it is accurate or complete and
it should not be relied upon as such.

o The opinions expressed herein are those of the authors and Montecito Investment Portfolios at
this date, are subject to change, and are not necessarily that of DA Davidson & Co. The same is
true of statements of financial market trends, which are based on current market conditions.
We believe the information provided here is reliable, but do not warrant its accuracy or
completeness. This material is not intended as an offer or solicitation for the purchase or sale
of any financial instrument. The views and statements described may not be suitable for all
investors.

e This material has been prepared for informational purposes only, and is not intended to
provide, and should not be relied on for accounting, legal or tax advice. Reference to future
returns are not promises or even estimates of actual returns a client portfolio may achieve. Any
forecasts contained herein are for illustrative purposes only and are not to be relied upon as
advice or interpreted as a recommendation.

o Neither this presentation, nor any chart or graphs within this presentation may be used, in or
of themselves, to constitute investment advice, to determine which securities to buy or sell, or
when to buy or sell such securities.

e There are risks inherent in any investment and there is no assurance that any money manager,
asset class, style or index will provide positive performance over time.

o The Standard & Poor’s 500 Index is a capitalization weighted index comprised of 500 widely-
held stocks on US stock exchanges. Companies included in the index are selected by the S&P
Index Committee, a team of analysts & economists at Standard & Poor’s.

e Investors cannot invest directly in an index. These unmanaged indexes do not reflect
management fees and transaction costs that are associated with some investments.



