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 October 26, 2020

Vol. 87, No. 152

CANADIAN ECONOMIC REBOUND CONTINUES CANADA ECONOMIC TRENDS
Widespread lockdowns in April took their toll on the Cana- 600 1.50
dian economy, with GDP contracting at an annualized 39% w= GDP (left axis - C$ in billions)
rate in the second quarter. July GDP showed a 3% rebound, 580 |||“ |||| i 1.40
with even better 6% growth for the manufacturing segment. 560 1.30
With Energy a dominant sector in the Canadian economy,
low oil prices hindered the recovery. Still, with help from 540 1.20
stimulus measures, the Canadian stock markethas trailed the
S&P 500 only modestly. Much of that trailing performance 520 1.10
can be attributed to the outsized weighting in the Financial 500 1.00
Services and Energy sectors, where low interest rates and
oil prices, respectively, have taken a toll. We continue to 480 0.90
like Canadian company exposure for diversification. aco I ”||H 0.80
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HOUSING PRICES TICK HIGHER HOUSING MARKET TRENDS
The housing market is starting to rebound after a slump 20 1800
related to the onset of the pandemic. Building permits, Sources: Case, Shillr; U-S. HUD 1600
which are a leading indicator for the industry, peaked in
January at 1.55 million units and are down 5% (through 1400
August). But they are up 39% from April’s lows. Existing 1200
home sales, which were down 32% in May from January,
have started to rise and were up 2% month-to-month in 1000
August. Prices have held up as well, and inventory levels 800
are tight. On the other side of the pandemic, we expect that
demand for homes -- with yards between neighbors and no 600
elevator buttons to press -- will remain strong. ——Monthly Home Price Change (left axis, % Change) || 440
= Building Permits (right axis, Thousands of Units)
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ECONOMIC HIGHLIGHTS (coninue)

COMMODITY PRICES START TO RECOVER

Trade issues hammered commoditiesin2018-2019, and then
the coronavirus piled on. Copper prices were down 28% in
April from their 2018 highs as construction stalled, but they
have since recovered 33%. Oil prices plunged 75%, but have
more than doubled from their historic lows. Meanwhile,
soybean prices have remained relatively steady and the price
of gold has surged. Commodity investors are accustomed to
volatility. The last time the commodities market bottomed was
in January 2016, when oil prices were below $30 per barrel
and copper was below $4,500 per metric ton. But recoveries
tend to be sharp. We think underlying long-term economic
fundamentals are favorable for most commodities (except
oil), but expect continued volatility. A stable or falling dollar
would help. Yet with the virus still spreading, risk remains
high and our sector recommendation for Basic Materials is
Market-Weight. The current market weighting of the sector
is 2.6%, and we think investors should consider exposure of
2%-3% in diversified portfolios. We recommend well-man-
aged, financially strong industry leaders that are able to take
market share during challenging periods.

INFLATION MOVING HIGHER

Core prices are starting to increase, though we don’t think the
U.S. Federal Reserve is too worried. Currently, the central
bank is busy backstopping mortgage markets, money-mar-
ket mutual funds, small businesses, mid-sized businesses,
corporate debt, and some state and local governments. The
total bill? Ultimately, the central bank is likely to more than
double the $4.1 trillion in assets that were on its balance
sheet at year-end 2019 (the current total is $7.1 trillion).
Meanwhile, most inflation measures remain below the Fed’s
target of 2.0%, though on average they are up month-over-
month. We track 14 inflation measures on a monthly basis.
On average, they indicate that prices are rising at a 0.95%
rate, ahead of last month’s reading, which was 0.70%. Look-
ing at core inflation -- which we obtain by averaging Core
CPI, market-based PCE Ex-Food & Energy, and the 10-year
TIPs Break-Even Interest Rate -- our reading is 1.7%, steady
month-to-month and still low. With this inflation backdrop,
we expect the Federal Reserve to focus on other issues and
keep short-term rates close to zero until at least 2022.

COMMODITY PRICE TRENDS

Indices: 2005 = 100
500

Soybeans Copper ‘

450 j
400 JM/'\
350 \ A

‘ —CrudeOil —Gold

300 1 f I \I\ N AR

250 L] ll\ I‘/, ft‘ . V\\‘\[ v

200 = l;'\ gjx/’ 'L’ /“"\ ;

150 || AR Qv 1 ‘ sﬁ"‘LJ»

o

100 - / V
50 '
Source: World Bank
0 ——

05 '07 09 1 13 15 17 19

INFLATION MEASURES (% CHANGE Y/Y)

Avg Hrly Earns Grwth

CPIEx F&E

10-Yr TIPB-EIR

PCE Ex F&E

CPI

PCE Price Index

10-Yr T bond

PPI Final D Ex F&E

PPI Final D

PPl Inter - Sve

2-Yr T Note

10-Yr Tr Infl-Index

PPI Inter - P Goods

PPl Inter - UP Goods

Il‘ "T'IIIIII

-7

[
a
]
w
1
=y
[y
w
a




FINANCIAL MARKET HIGHLIGHTS

3Q EPS SEASON

The second-quarter earnings season was historically bad,
but slightly better than abysmal expectations. Specifical-
ly, the second-quarter decline for S&P 500 earnings from
continuing operations was about 34%. Our model assumes
a 22% decline in 3Q20. We had been looking for flattish
earnings in 4Q20, but now expect a mid-single-digit decline.
We have reduced our 2020 estimate for S&P 500 earnings
from continuing operations to $131 from a prior $133. On
the other hand, we have boosted our forecast for 2021 EPS
from continuing operations to $164 from $161. Our revised
estimates imply a high-teens percentage decline in 2020,
followed by 25% growth in 2021. Finally, we have raised
our preliminary EPS forecast for 2022 to $188 from $183.
Our 2022 estimate assumes 15% EPS growth.

IPO ACTIVITY REMAINS HOT

The TPO market built on 2Q momentum and completed its
best quarter in at least five years in 3Q20. Quarter-to-quar-
ter, IPO activity jumped 87% in 3Q. By the numbers, 86
companies raised funds through IPOs in 3Q20, up from 46
in 2Q and 38 a year earlier. Secondary offerings also rose
34% year-over-year in 3Q20. High-quality companies went
public in 3Q, and investors snapped them up. Investors fa-
vored industries that appear well positioned to thrive on the
other side of the pandemic, such as biotech and cloud-based
connecting platforms. The ratio of positive issue-opens to
negative issue-opens was 2.5:1 in 3Q, down from 5:1 in 2Q
butup from 2:1 in previous quarters. Looking into 4Q20, we
think the market for [IPOs will remain strong, though seasonal
factors typically emerge late in the quarter.

GLOBAL DIVIDEND INVESTING

In our view, investing in international income stocks is one
way to increase diversification while reducing sensitivity
to the Fed’s head fakes on rate policy. Investing in over-
seas stocks carries its own set of risks, but there are also
positives in this asset class for U.S. investors. For example,
global dividend investing offers a more robust selection of
high-quality names. By our count, there were only about
210 U.S. common stocks with annual yields exceeding 5%.
By comparison, according to data from Bloomberg, there
were more than 3,200 non-U.S. stocks with yields of 5% or
more, as yields tend to be higher in overseas markets. The
MSCI EAFE Index is also diversified into different sectors
than the S&P 500, offering further diversification potential.
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ECONOMIC CALENDAR

Previous Week's Releases

Previous Argus Street
Date Release Month Report Estimate Estimate Actual
26-Oct New Home Sales September 994K 1030K 1028K 959K
27-Oct Durable Goods Orders September 0.4% 0.4% 0.3% 1.9%
Consumer Confidence October 101.3 101 102.3 100.9
28-Oct Wholesale Inventories September 0.4% 0.6% NA NA
29-Oct Real GDP 3Q -31.4% 31.0% 32.8% NA
GDP Price Index 3Q -1.8% 2.3% 2.6% NA
30-Oct Personal Income September 2.7% 0.0% 0.3% NA
Personal Spending September 1.0% 1.0% 1.0% NA
Chicago PMI October 62.4 58 59 NA

Next Week's Releases

Previous Argus Street
Release Report Estimate Estimate Actual
Consumer Price Index October NA NA NA
CPI ex-Food & Energy October NA NA NA

PPI Final Demand October NA NA NA
PPI ex-Food & Energy October NA NA NA
U. of Michigan Sentiment November 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.




