Montecito Weaue Orrics:

JEFF PITTMAN
B ank &TI”USIZO EVP, DIRECTOR OF WEALTH MANAGEMENT

1106-E COAST VILLAGE ROAD
Wealth Management MONTECITO, CA 93108

THE ECONOMY AT A GLANCE

ECONOMIC HIGHLIGHTS August 17, 2020

GDP QUARTERS SHOULD START TO IMPROVE GDP TRENDS & OUTLOOK (% CHANGE)
Did the U.S. economy decline at a 32.9% rate in 2Q20? Or
did the 2Q20 economy fall 9.5% from the 1Q20 level? Both
statements are correct. According to the U.S. Department of
Commerce’s first reading, the U.S. economy contracted at a
32.9% rate in 2Q20 -- as the nation shut down to combat the 10
coronavirus. Thisisanannualized rate and is calculated over
four quarters. However, the absolute level of the economy
fell to $19.4 trillion from $21.6 trillion. Either way you
look at it -- down 33% annualized, or missing $2.2 trillion
-- the numbers are painful. The decline was the worst ever
reported in 70 years of GDP record-keeping, and wiped out -10 4
five years of growth. We think that 2Q marks the trough of
the recession, and that the numbers will improve through
year-end and into 202 1. How rapidly they improve depends
on the health of the country.
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ECONOMIC HIGHLIGHTS (coninue)

UNEMPLOYMENT RATE DROPS TO 10.2%

The U.S. economy added 1.8 million jobs in July, as com-
panies continued to bring employees back to work. The
unemployment rate dropped from 11.1% in June to 10.2%.
Employment rose sharply in Leisure and Hospitality (one-
third of the growth), Retail Trade (though retail employee
levels are still 913,000 below February’s count) and Health
Services. Government (census) and Other Services (personal
and laundry) also reported growth. The employment data
remains fluid. The Labor Department recently reported that
another 1.186 million people filed first-time unemployment
claims, and thatthe total of continuing claims was 16.6 million.
The broader U6 unemployment rate, which includes persons
marginally attached to the labor force and part-time workers
who want full-time jobs, stands at 16.5%. That’s down from
18% last month but above last July’s reading of 6.9%. We
expect the unemployment rate to remain high through 2020
as the U.S. economy recovers slowly. The stock market is
already looking ahead to that recovery, though. We also note
that the VIX volatility index remains extremely high, and
expect volatile trading conditions for an extended period.

HOUSING MARKET RECOVERING

The housing market -- a major pillar of U.S. economic
growth before COVID-19 -- is starting to rebound after an
initial slump related to the onset of the pandemic. Building
permits, aleading indicator for the industry, peaked in January
at 1.55 million units and are now down 19% (data through
June). But they have risen 18% from their April low. Existing
home sales, which were down 32% in May from January,
have started to rise as stay-at-home orders have been lifted;
they were up 20% month-to-month in June. Prices have held
up -- so far. The S&P/Case-Shiller National Home Price
Index is one of the most closely watched barometers of the
housing market. Data for May 2020 showed that prices rose
4.5% year-over-year, up from 3.9% in January. Meanwhile,
inventory levels are tight: currently there is a 4.7-month
supply of existing homes for sale (the average range is 4.5-
7.5 months), according to the U.S. Census Bureau. On the
other side of the pandemic, we expect that demand for homes
-- with yards between neighbors and no elevator buttons to
press -- will again be strong.

U6 UNEMPLOYMENT RATE (%)
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FINANCIAL MARKET HIGHLIGHTS

AUGUST A CHALLENGE FOR MARKETS

Our analysis of monthly returns going back to 1980 indicates
that Augustis one of only two months (along with September)
with an average loss. Now not every August is negative. The
month has a “win percentage” of 55%, and as recently as Au-
gust 2018, the S&P 500 increased 3.0%. But there have been
some clunkers. Generally, August is a quiet month on Wall
Street. Second-quarter earnings reports are mostly finished.
The IPO market often goes into hibernation. Volume tends
to be light. This August, volatility is likely to remain high as
COVID-19 cases continue to rise and the U.S. presidential
election moves into high gear. We continue to stress quality
(balance sheets and management) as markets approach what
has typically been a difficult two-month stretch.

U.S. STOCKS AT PREMIUM

U.S. stocks are more expensive than global stocks on nu-
merous valuation metrics. The P/E ratio on the S&P 500 is
22.7, above the global average of 17 and the average of 14
for emerging markets. The U.S. price/sales ratio is 2.1, well
above the global average of 1.2. The current dividend yield
for the S&P 500 is 1.9%, versus a global average of 2.3%
and a European average of 2.4%. One reason investors pay a
higher price for North American securities is the transparency
of the U.S. financial system. What is more, global returns
can be volatile across individual countries given currency,
security and political risks. Still, we recommend that growth
investors have approximately 15%-20% of their equity allo-
cations in international stocks to take advantage of the value.

VALUES IN HEALTHCARE, FINANCIAL AND IT

Investors hunting for stocks that balance long-term growth
and value might look at the Financial, Healthcare and Tech-
nology sectors. These are a few of the groups selling for
(price/earnings)/(growth+yield) ratios at or below the S&P
500’s ratio of 1.8. To generate PEGY ratios, we use the P/E
ratio for each sector based on forward 2021 earnings for
the numerator. For the denominator, we average the growth
rates for the past three years along with two years of forward
estimates in order to achieve a less volatile earnings trend.
Then we add the current yield to approximate total return.
Premium-valued sectors with low growth rates include
Energy, Materials and Consumer Staples. Our Over-Weight
sectors include Healthcare, Communication Services, Util-
ities and Technology. Our Under-Weight sectors include
Materials and Energy.

-0.5%

-1.0%

AVERAGE MONTHLY STOCK-MARKET APPRECIATION

2.0%

1.5%

1.0%

0.5%

0.0%

]

Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.

GLOBAL EQUITY VALUATION METRICS

SP 500 W [ l N
S&P 400 Mid-Caps ‘ ‘ ‘
Europe ‘ ‘ ‘
EAFE ‘ ‘ ‘
Average ‘ ‘ ‘
Japan ‘ ‘ ‘
LatAm ‘ ‘ ‘
AP-Ex Japan ‘ ‘ ‘
MSCI China ‘ ‘ =YIELD (%)
MSCI Emer Mkt ‘ ‘ PE II?ATIO
6 5 1‘0 1‘5 éo 25
INDUSTRY PEGY RATIOS
5.0
4.0
3.0
2.0
0.0 I
T SP500 ConD Mat RE ComSv UT ConS EN




ECONOMIC CALENDAR

Previous Week's Releases

Previous Argus Street
Date Release Report Estimate Estimate
17-Aug Empire Manufacturing August 17.2 15.0 15.0 3.7
18-Aug Housing Starts July 1,186 K 1230 1,245 K 1,496 K
20-Aug Leading Economic Indicators July 2.0% 1.5% 1.1% NA
Philadelphia Fed BOS August 24 1 21.0 21.0 NA
21-Aug Existing Home Sales July 4.72 min. 5.50 min. 5.40 min. NA

Next Week's Releases

Previous

Argus

Street

Release Report Estimate Estimate Actual
1-Sep ISM Manufacturing August 54.2 NA NA NA
Construction Spending July 0.7% NA NA NA
2-Sep Factory Orders July 6.2% NA NA NA
3-Sep Trade Balance July 50.7b NA NA NA
ISM Non-Manufacturing August 58.1 NA NA NA
4-Sep Non-Farm Payrolls August 1763k NA NA NA
Manufacturing Payrolls August 26k NA NA NA
Average Weekly Hours August 34.5 NA NA NA
Average Hourly Earnings August 0.2% NA NA NA
Unemployment Rate August 10.2% 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.




