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THE ECONOMY AT A GLANCE
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ARGUS RESEARCHADJUSTS 2022 OIL FORECAST OIL INDUSTRY DRIVERS

Our forecast for the average price of West Texas Interme- 25 $120

diate crude oil in 2022 is now $100 per barrel, compared _2:2 ‘:r'i‘imfézl"::)(x“;h?ﬁ:aw Left Axis

to last year’s average price of $68. We anticipate a trading 15 $100

range of $80-$140 per barrel for the year. The current price

is near $86, up from a low of $75 at the beginning of the short

year but down from $123 in early March. The core drivers 0.5 | com $80

of oil prices in the near term are global demand and supply. Tl

According to the U.S. Energy Information Administration, -0.5 | Excess $60

there was a supply shortage in 2021: global consumption

was 97.4 million barrels per day, while global production A5 $40

was only 95.7 million barrels. Forecasts call for supply to I

match demand in 2H22, but then to fall somewhat short Source: U.S. EIA

of demand in 2023. ze 2016 2017 2018 2019 2020 2021 2022 2023 $20

HIGH HOME PRICES SLOW INDUSTRY GROWTH HOUSING MARKET TRENDS

The National Association of Realtors reported that existing 30 2000

home sales in June 2022 totaled 4.8 million at a seasonally ——Venthly Home Price Change (left axis, % Change) 1800
20 ——Building Permits (right axis, Thousands of Units)

adjusted annual rate, down 27% from the beginning of
the year. The Commerce Department reported that new
single-family homes sold at a 590,000/year rate in June
-- down from 831,000 in January. Meanwhile, a leading
indicator for the industry, housing permits, has turned lower
as well. The S&P/Case-Shiller National Home Price Index
for May 2022 showed that the average price rose 19% year-
over-year. Until pricing pressures start to ease, we look for
modest growth (at best) in the housing sector.

Sources: Case, Shiller; U.S. HUD
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ECONOMIC HIGHLIGHTS (coninue)

WATCHING INVENTORIES IN GDP

We have been paying close attention to the often overlooked
inventory line in GDP reports, as wild swings in inventory
have had an impact on overall growth and pricing trends. In
1H20, as the pandemic struck and economies shut down, the
inventory/salesratio spiked from near its historical average of
1.4% to 1.75% -- as nothing was being purchased. Of course,
not much was being manufactured -- and so, for the ensuing
two years, inventories have been in tight supply (which is
one of the causes of inflation). Lately, the good news is that
inventories are being rebuilt, even if at an uneven pace.
Consistent inventory growth can have two impacts in the
quarters ahead: it can ease pricing pressure and contribute
to positive GDP.

2Q GDP REVISED UPWARD

The Commerce Department recently announced that 2Q22
GDP declined at a 0.6% rate -- better than the 0.9% decline
in the advance estimate last month. As we typically do for the
second estimate, let’s take a closer look at the key contribu-
tors to GDP. First, the consumer. In 2Q, consumer spending
trends were mixed, as spending on services contributed to
GDP growth but spending on durable and nondurable goods
had a negative impact. In the investment category, capital
expenditures on intellectual property extended a strong recent
run, adding to GDP, while capital expenditures on structures,
residences, and equipment subtracted. Exports were a bright
spot: net exports contributed to GDP for the first time in
seven quarters, led by exports of both goods and services.
Government spending was again uneven, as defense spending
increased modestly, while spending declined in nondefense
areas and at the state and local level. Once again, the Bureau
of Economic Analysis has reported two straight quarters
of negative GDP. Historically, that has been a formula for
recession. But with the employment situation so strong, we
think this time is different.
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FINANCIAL MARKET HIGHLIGHTS

SEEKING HIGH YIELD

Value stocks (a market segment that includes high-yield
stocks) are outperforming Growth stocks in 2022 for the first
time since 2016. Indeed, for the past decade, the performance
record has favored Growth. But that hasn’t always been the
case. In 2000-2010, including the Great Recession, Value
stocks were better performers than Growth stocks, advancing
an admittedly low 8%. But that was still better than Growth,
which declined 15% during the decade. Value investors trace
their roots to the famous “Security Analysis” textbook writ-
ten by Ben Graham, an economics professor at Columbia
University. Why the recent deviation in performance? There
are several reasons, including changes in the make-up of the
economy, growth in intangible assets, and the current low level
of interest rates. The rollout of COVID-19 vaccines boosted
some of the cyclical companies (energy and regional banks)
that lagged in prior quarters, and Value stocks have kept up
the pace over the past year. The Fed’s rate hike campaign
will also likely limit multiple expansion for Growth stocks.

GLOBAL STOCKS AT ADISCOUNT TO U.S. STOCKS
As global markets stumble along with rising inflation and the
Russian invasion of Ukraine, one thing has not changed: U.S.
stocks are more expensive than global stocks on numerous
valuation metrics. The P/E ratio on the S&P 500 is 18, above
the global average of 13 and well above the average of 10-12
foremerging market stocks. Areview of price/sales ratios tells
a similar story. The U.S. ratio is 3.0, well above the global
average of 1.7, while China appears to be a deep valueat 1.1.
Yields are only slightly different. The current dividend yield
for the S&P 500 is 1.5%, versus the global average of 2.0%
and the European average of2.8%. One reason investors pay
a higher price for U.S. securities is the transparency of the
U.S. financial system. What’s more, global returns can be
volatile across individual countries given currency, security,
and geopolitical risks: indeed, U.S. stocks are outperforming
the EAFE thus far in 2022, and have also outperformed over
the past five years. Even so, we recommend that investors
have approximately 8%-10% of their equity allocations in
international stocks to take advantage of their value.

ANNUAL RETURNS, GROWTH V VALUE

50%
40% =Value =Growth
30%
20%
10%
0%
-10%
-20%
-30%
-40%
~50% '3 05 '07 '09 11 13 "5 "17 19 ‘21
GLOBAL EQUITY VALUATION METRICS

SP 500

LatAm

Average

EAFE

Japan

Europe

AP-Ex Japan

YIELD (%)
MSCI China PERATIO
MSCI Emer Mkt
0 5 10 15 20




ECONOMIC TRADING CALENDAR

Release: Trade Balance
Date: 9/7/2022
Month: July

Previous Report: -$79.6 Bin.

Argus Estimate:  -$78.0 Bin.
Street Estimate:  -$74.4 BIn.
-$120 Bin.
Source: Bureau of Economic Analysis
-$100 Bin. /_/A\\
-$80 Bin. /\/—
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Release: ISM Services Index
Date: 9/6/2022
Month: August

Previous Report: 56.7
Argus Estimate:  57.0
Street Estimate:  56.2
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Previous Week’s Releases and Next Week’s Releases on next page.




ECONOMIC TRADING CALENDAR

Previous Week's Releases

Release

Previous

Argus

Street

30-Aug

1-Sep

2-Sep

Consumer Confidence

ISM Manufacturing
Construction Spending
Nonfarm Productivity
Unit Labor Costs

Total Vehicle Sales
ISM New Orders

Factory Orders

Nonfarm Payrolls
Average Weekly Hours
Average Hourly Earnings
Unemployment Rate

Next Week's Releases

Release

August

August
July
2Q
2Q

August

August

July
August
August
August
August

Report
95.7

52.8
8.3%
-460/0
10.8%
13.35 Mil.
48.0

14.2
528 K
34.6
5.2%
3.5%

Previous

Estimate
98.2

53
7.5%
-5.0%
11.0%
13.50 Mil.
48.5

12.5
300 K
34.6
5.2%
3.5%

Argus
Estimate

Estimate
98

52.3
NA
-5.0%
11.5%
13.30 Mil.
NA

NA
270 K
34.6

NA
3.5%

Street
Estimate

Actual
NA

NA
NA
NA
NA
NA
NA

NA
NA
NA
NA
NA

Actual

13-Sep

14-Sep

15-Sep

16-Sep

Consumer Price Index
CPI ex-Food & Energy

PPI Final Demand
PPI ex-Food & Energy

Retail Sales

Retail Sales; ex-autos
Business Inventories
Import Price Index
Industrial Production
Capacity Utilization

U. of Michigan Sentiment

August
August

August
August

August
August
July
August
August
August

September

Report
8.5%
5.9%

9.8%
7.6%

10.3%
12.3%
18.5%
8.8%
3.9%
80.3%

58.2

NA
NA

NA
NA

NA
NA
NA
NA
NA
NA

NA

NA
NA

NA
NA

NA
NA
NA
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.




