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THE ECONOMY AT A GLANCE

ECONOMIC HIGHLIGHTS Ve AR

A LOOK OUT TO 2022 GDP TRENDS & OUTLOOK (% CHANGE)
On an annual basis, we look for growth to return in 2021 40
above pre-pandemic growth in 2019. Our preliminary 30 |
estimate for 2022 is growth of 2.3% -- near the average
during the five years prior to the pandemic. These 20 -
forecasts are based on expectations for a continued 10
recovery in the consumer sector; a stable-to-declining o [I'MMMW‘-\“
dollar; oil prices that average $45-$55 per barrel; and
low interest rates as the Fed keeps its focus on jobs -10 -
growth instead of inflation. -20 -

-30 -

Source: Bureau of Economic Analysis; Argus Economics
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DECEMBER PAYROLLS DECLINE
The U.S. economy lost 140,000 jobs in December.
Notable job losses occurred during the month in leisure,
education and government, while jobs increased in the U.S. UNEMPLOYMENT RATE (%)
temporary help and courier segments. In December, 16
23.7% of employed persons teleworked, up from Sources: St. Louis Federal Reserve, Argus
21.8% in November. The number of unemployed, at 4
10.7 million, was up 5 million from February. The Labor 12
Department reported that another 787,000 people filed
initial unemployment claims, and the total of continuing 10
claims was 5.2 million, down from 6.2 million a month
earlier but still showing a weak employment environment. 8
We expect that the unemployment rate will remain high 6
(and the Fed will keep interest rates low) in 2021 as the
U.S. economy slowly recovers. 4
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ECONOMIC HIGHLIGHTS (coninue)

4Q EPS SEASON GETS UNDERWAY

The second- and third-quarter earnings seasons were his-
torically bad, while coming in slightly better than abysmal
expectations. We note that 3Q EPS represented sequential
improvement from 2Q, which was the trough of the earnings
recession. By our calculations, S&P 500 earnings declined
16% in 3Q after plummeting 36% in 2Q. Our model assumes
further improvement in 4Q20, with a decline of 3%. Taking
all this into account, our 2020 estimate for S&P 500 earn-
ings from continuing operations is $135. We expect further
improvement (and outright growth) in 2021, with EPS from
continuing operations of $168. Our estimates imply a high-
teens percentage decline in 2020, followed by 25% EPS
growth in 2021. Finally, our preliminary EPS forecast for
2022 is $191, which assumes 15% growth.

HOUSE PRICES SURGING

The housing market -- a major pillar of U.S. economic
growth pre-pandemic -- is rebounding. Existing home sales,
which were down 32% in May from January, have been
rising consistently since late spring and are closing in on
a 100% increase from their May lows. Building permits, a
leading indicator for the industry, peaked in January at 1.55
million units and are now back above that level (based on
data through November). They too have risen more than
50% from April’s lows. Prices have held up as well. The
S&P/Case-Shiller National Home Price Index is one of the
most closely watched barometers of the housing market.
Data for October 2020 showed that home prices rose 7.9%
year-over-year -- the highest rate in six years. Meanwhile,
inventory levels are tight: currently there is a low 4.1-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 demand for homes
-- with yards between neighbors and no elevator buttons to
press -- to remain strong.

S&P 500 EPS TRENDS & ESTIMATES
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FINANCIAL MARKET HIGHLIGHTS

LEADERS AND LAGGARDS IN 2020

A handful of sectors shined through the pandemic in 2020,
while others struggled. For the year, seven of 1 1 GICS sectors
posted gains, as the S&P 500 rose 16%. The leading sectors
included Information Technology (up 42%), Consumer Dis-
cretionary (+32%) and Communication Services (+22%). The
badly lagging sectors include Real Estate (-5%), Financials
(-4%) and Energy (-37%). On a three-year basis, two clear
trends emerge: the IT sector has outperformed three years in
a row, while the Energy sector has lagged badly three years
in a row. Will the trends reverse in 2021? We think that is
doubtful. Investors are increasingly eager to allocate capital
to innovative I'T companies that are connecting people (amid
ongoing social distancing) and making corporations more
efficient. Meanwhile, the Energy sector is facing “peak
demand” forecasts at some point in the next 2-3 decades,
suggesting the long-term growth outlook is severely capped.
In addition to IT, the other sectors we favor for “secular”
long-term EPS growth include Healthcare (which is on the
front lines fighting COVID-19), Consumer Discretionary
and Financial Services.

IPO ACTIVITY REMAINS HOT

The IPO market extended momentum that had been building
in 2Q and 3Q and grew sharply again year-over-year in 4Q.
The quarter was bumpy, with a flood of issuance in October
as corporate earnings improved, then a pause in early No-
vember related to the presidential election. Once the votes
were cast -- and even before they were fully counted -- [PO
activity picked back up and was heavy into the holiday season.
IPO activity jumped 55% year-over-year in 4Q20, though
the volume of offerings was down 24% from 3Q20. By the
numbers, 65 operating companies raised funds through IPOs
in 4Q20, up from 42 in 4Q19 but down from 86 in 3Q20.
IPO investors favored industries that appear well positioned
to thrive on the other side of the pandemic, such as drug
discovery and oncology in Healthcare, and digital and cloud
in the Technology sector. The ratio of positive issue-opens
to negative issue-opens was 3:1 in 4Q20, up from 2.5:1 in
3Q20. We think the market for IPOs will remain strong in
2021 given a deep pipeline of companies that have filed with
the SEC and a long list of Unicorns that are ready to fly.
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ECONOMIC CALENDAR

Previous Week's Releases

Previous Argus Street
DE(] Release Report Estimate Estimate Actual
21-Jan Housing Starts December 1547 K 1550 K 1560 K

22-Jan Existing Home Sales December 6.69 Min. 6.50 Min. 6.53 Min.

Next Week's Releases

Previous Argus Street
Release Report Estimate Estimate Actual
1-Feb ISM Manufacturing January 60.7 NA NA NA
Construction Spending December 0.9% NA NA NA
3-Feb ISM Non-Manufacturing January 57.2 NA NA NA
4-Feb Factory Orders December 1.0% NA NA NA
Non-farm Productivity 4Q 4.6% NA NA NA
Unit Labor Costs 4Q -6.6% NA NA NA
5-Feb Trade Balance December -$68.1 Bin. NA NA NA
Non-farm Payrolls January -140 K NA NA NA
Average Weekly Hours January 34.7 NA NA NA
Average Hourly Earnings January 0.8% NA NA NA
Unemployment Rate January 6.7% 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.




