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PRODUCTIVITY PICKS UP

Productivity is an important driver of long-term economic
and income growth, and we keep a close watch on trends
measured by the Labor Department. The post-war decades
of the 1950s and 1960s were good years for productivity,
which averaged 2.8% growth during this period of solid
economic expansion. Productivity decelerated in the 1970s,
before picking up again as the internet transformed the
economy in the 1990s. Productivity dropped, though, after
the Great Recession of 2007-2009, and many economists
expect a slow recovery on the other side of the pandemic.
But that does not have to be the case. Granted, low rates
of interest and inflation during the previous decade imply
that governments have been unable to spur investment. Yet
governments are now spending to pull economies out of
recession, and productivity rose in 2020 at the fastestrate in
10 years. In addition, complex productivity initiatives like
artificial intelligence take time to register in an economy.
As the global economy returns to normal, some things will
change: more companies will digitize operations, provide
opportunities for remote work, and accelerate automation.
We expectthese enhancements to resultin productivity gains.
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ECONOMIC HIGHLIGHTS (coninue)

ANOTHER STRONG PAYROLLS GAIN GDP TRENDS & OUTLOOK (% CHANGE)
The U.S. economy added 916,000 jobs in March, ahead of 40
expectations, and the unemployment rate dropped to 6.0%.

The industry with the strongest employment growth was 30 |
leisure/hospitality, while sectors such as public and private
education, construction, manufacturing, and professional
and business services also added jobs. The labor market
continues to reflect the impact of the pandemic, with the
shape and character of the workforce changing as the
economy recovers. The current number of jobs is down 8.4 “
million from the pre-COVID level of February 2020. The 0 1
labor force participation rate also remains low at 61.5%,

below the historical average of 65%. Last month, 21% of -10
employed persons teleworked because of the pandemic. The

Labor Department recently reported that another 719,000 .20 |
people filed initial unemployment claims, and the total of
continuing claims was 4.0 million, down from 4.4 million
a month earlier. Though trending in the right direction, this Source: Bureau of Economic Analysis; Argus Economics
data indicates that the employment environment remains
under stress. We expect the unemployment rate to remain '80 '84 '88 '92 '96 '00 '04 '08 12 '16 '20
above 5.0% -- and the Federal Reserve to keep interest rates

low -- into 2022.
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ARGUS AGAIN INCREASES GDP FORECASTS U.S. UNEMPLOYMENT RATE (%)
Recent data indicates that economic conditions are improv- 16
ing, though serious risks remain. The primary driver of GDP
over the next few quarters is likely to be public health, as
the nation battles COVID-19. Right now, vaccinations are
accelerating inthe U.S. In addition, the employment environ-
ment is in better shape than it was nine months ago, though 12
still far from a position of strength (as it had been prior to

the pandemic), and consumer confidence is improving. We

expect that rising confidence will lead to continued growth 10
in consumer spending. Auto sales have recovered, and the
housing market remains strong, even as interest rates tick
higher. Businesses are again expanding. Rolling all the data
up, our GDP model now calls for a 1.6% increase in absolute
GDPin 1Q21 from 4Q20, which translates to an annualized 6
gain of 6.0%. We expect further absolute improvement in

subsequent quarters. On an annual basis, we look for overall

GDP growth of approximately 4.4% in 2021 and 3.6% in 4
2022. Our estimates are consistent with consensus forecasts

and the outlook from the Federal Reserve, which calls for 5

growth of 4%-6% in 2021. 1950 1960 1970 1980 1990 2000 2010 2020

Sources: St. Louis Federal Reserve, Argus
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FINANCIAL MARKET HIGHLIGHTS

TRACKING GROWTH & VALUE

Have we entered a value market? Value managers surely hope
s0. One way to determine the direction of growth or value
markets is to use the trailing returns of recognized growth
or value indicators and plot net change by netting out the
market return. In our chart, we use rolling 12-month trailing
returns for the S&P 500 growth ETF (SPYG) and the S&P 500
value ETF (SPYV), netting out the returns of SPY, the SPDR
S&P 500 ETF. The plotted net performance on the right of
the chart shows a distinct reversal in direction as momentum
shifts to value. To determine the classification of growth or
value stocks in the Argus Universe of Coverage, we use one
simple factor: price/sales (P/S), with higher P/S readings
representing growth and lower readings representing value.
The current S&P 500 P/S ratio is 2.6. If we use this as the
dividing line for our universe, we find that 223 Argus-covered
stocks currently fall into the value category and 278 into
the growth category. Digging deeper into value, we find the
largest sector exposures in Consumer Discretionary (23%),
Industrials (15%) and Financials (12%). Argus reviews the
P/S cutoff quarterly for current market fundamentals.

LEADERS & LAGGARDS IN 1Q21

Breadth has been impressive so far this year, and every sec-
tor turned in a positive performance in 1Q21 -- though last
year’s laggards were generally the leaders. Take Energy, for
example. The sector fell 37% in 2020 and lagged the market
in 2019. This year, Energy is the leading sector, with a gain
of 29%. The Financial Services sector also turned things
around in 1Q, rebounding from a 4% slide in 2020 to a
15% advance so far in 2021. Other market-beating sectors
in 2021 include Industrial (+11%, after underperforming
the market last year), Materials (+9%), Real Estate (+8%)
and Communication Services (+8%). The turnaround in
sector performance hints at a shift in the market toward
value investing and away from growth investing. Indeed, the
three primary growth sectors -- Technology, Healthcare and
Consumer Discretionary -- are barely in the black in 2021.
Our sector Over-Weights reflect a blend of growth and value,
and include Technology, Healthcare, Industrials, Financial
Services and Communication Services.
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ECONOMIC CALENDAR

Previous Week's Releases

Previous Argus Street

Release Report Estimate Estimate Actual
13-Apr Consumer Price Index March 0.4% 0.4% 0.5% NA

CPI ex-Food & Energy March 0.1% 0.2% 0.2% NA
14-Apr Import Price Index March 1.3% 1.3% 1.1% NA
15-Apr Retail Sales March -3.0% 4.5% 4.3% NA

Retail Sales ex-Autos March 2.7% 3.3% 3.2% NA

Business Inventories February 0.3% 0.5% 0.5% NA

Industrial Production March -2.2% 3.0% 2.5% NA

Capacity Utilization March 73.8% 75.0% 75.6% NA
16-Apr Housing Starts March 1421 K 1600 K 1606 K NA

Next Week's Releases

Previous Argus Street
Date Release Report Estimate Estimate Actual
26-Apr Durable Goods Orders March -1.2% NA NA NA
27-Apr Consumer Confidence April 109.7 NA NA NA
29-Apr Real GDP 1Q 4.3% NA NA NA
GDP Price Index 1Q 2.0% NA NA NA
30-Apr Personal Income March -7.1% NA NA NA
Personal Spending March -1.0% 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.




