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Our Outlook 
 

 2018 2019 2020 Est 2021 Est 2022 Est 
      
GDP Growth (1) 2.5% 2.3% -2.9% 5.2% 2.6% 
Change in Consumer Prices(2) 1.9% 2.3% 1.1% 1.9% 2.3% 
      
Fed Funds Target Rate (3) 2.50% 1.75% 0.25% 0.25% 0.25% 
5-Year Treasury Yield (3) 2.51% 1.69% 0.50% 0.76% 0.91% 
10-Year Treasury Yield (3) 2.69% 1.92% 0.85% 1.35% 1.65% 
      
S&P 500 EPS $160 $162 $133 $166 $178 
 
(1) 4th quarter/4th quarter  (2) December / December  (3) Yearend rates 

 
Security National Bank’s Wealth Management Department maintains an economic forecast that provides 
our Investment Committee and the Bank’s Funds Management Committee background assumptions for use 
in investment decisions. We are pleased to share our economic outlook with you. Please be advised our 
crystal ball is just as clouded as other prognosticators and that all forecasters have poor track records. 
 
Every presidential election brings uncertainty. This year, the uncertainty and ranker are especially tense. 
Our crystal ball is not clear enough to ascertain who will win the election. We invest in companies that can 
grow regardless of who resides at 1600 Pennsylvania Avenue. We also understand that there may be some 
volatility around the election and ballot-counting process. It has long been our policy to hold at least six 
months of cash to cover current living expenses. This should be enough cash to ride out any election-related 
volatility. For clients not currently dependent on their investments, we recommend they hold firm. This 
election is unlikely to change any client’s long-term goals and needs. 
 
We finally had our fall sell-off last month, (September 2 to September 23) the S&P 1500 Index corrected 
9.50%. From its bottom on March 23 to September 2, the S&P 500 Index returned 39.65%. The recent 
correction only dents the recovery slightly. 
From March 23 to October 1, the S&P 500 
Index is up 32.02%. 
 
As of this writing, the fight over the next round 
of stimulus goes on. The Democrats propose an 
additional $2.2 trillion of deficit spending. The 
Republicans offer $1.6 trillion of additional 
deficit spending. However, according to Blue 
Chip Financial Forecast, $1.4 trillion should 
provide enough fiscal support through the 
likely end of the recession. Millions of 
Americans continue to face COVID-related 
financial hardship. The next round of deficit 
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spending should target their needs. We have not incorporated a final stimulus package into our forecast. 
 
We have raised our third-quarter growth estimate each month during the last quarter. In July, we thought 
growth would come in at a very fast 10% pace. We now forecast a blistering 34% growth rate. During the 
quarter, almost every economic report has come in better than feared. Despite the vastly improved 3rd 
quarter growth, there remains much to do. Only about half of the jobs lost in the shutdown have been 
recovered. Third-quarter earnings for the S&P 500 are likely to be down 17% y/y. Energy, airlines, 
restaurants lodging, cinema, theme parks, and cruise lines continue to suffer large revenue shortfalls. The 
economy remains fragile.  
 
Security National Bank’s Outlook at a Glance 
We now forecast the 3rd quarter GDP growth to be 34%. We also think much of the improved growth was 
pulled forward from the fourth quarter. The next wave of reopening has been delayed by the increase in 
COVID-19 cases. This and heightened political uncertainty will likely depress the 4th quarter growth. In 
July, we forecasted 4% growth for the fourth quarter, we now forecast a 2% growth. 
 
We think growth will accelerate into the spring next year as a vaccine becomes widely available and the 
policy uncertainty diminishes. If an additional stimulus package is enacted, next year’s growth will be 
higher. 
 
Interest rates are likely to stay low for an extended period. On August 27, the Federal Open Market 
Committee (FOMC) Chair Jerome Powell outlined a revised framework from achieving its dual mandate. 
The result of these refinements is that the FRB is unlikely to raise interest rates for a very long time. 
 
Investors entered 2Q2020 earnings season expecting earnings on the S&P 500 Index to fall by 43% y/y. It 
now looks like earning fell by 31% y/y, significantly less bad than originally feared. Cost management and 
better than expected results from the tech titans resulted in a shallower than feared decline. In July, we 
expected third-quarter earnings to be down 23% y/y. We currently expect them to be down 17% y/y, again 
better than feared.  
 
For all of 2020, we had expected earnings to decline by 22.2% y/y. Now we forecast 2020 earnings to be 
down 19% y/y, a 4% improvement. We have raised our 2020 earnings estimates from $124 to $133. Our 
earnings estimate for next year also rose to $166 from $160. 
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From its all-time high on February 19 to its low on March 23, the S&P 500 lost 34% of its value. From 
March 23 to September 30, the 
index returned 31%. The S&P 500 
was up 5.57% for the first nine 
months of the year. 
 
The S&P 500 is trading at 22.3 
times our next twelve-month 
earnings (a little bit less on 
consensus) and 20.4 times our 
2021 forecasted earnings. This is 
significantly above the long-term 
average of 16.1 times.  
 
While stocks might be expensive, 
bonds are more expensive. The 
S&P 500 currently has a 1.7% dividend yield compared to a 0.7% 10-year Treasury rate. The FRB has 
made it clear that interest rates will remain low for a very long time. It is more likely than not that stocks 
will outperform bonds over the next decade. A ten-year Treasury will return 0.7% over the next ten years. 
This is a very low hurdle to beat. Over the last twenty years, stocks as measured by the S&P 1500 have 
provided a 6.64% annual total return. This period includes a financial crisis and a global pandemic. For 
planning purposes, a seven percent total return looks reasonable.  
 
There are significant risks to our economic and market outlook. There are political and medical factors that 
could render our forecast moot. Any bump in the road back to normalcy may result in swift and severe 
stock and bond sell-offs.  
 
Please email us about what you are seeing in the economy and your businesses. We are always eager to 
receive additional input. Our economic outlook is a mosaic; the picture becomes clearer with more pieces.  
 
Please see the obligatory disclosures at the bottom of each page and the end of this report. 
 
 
Since 1977, the Federal Reserve has operated under a mandate from Congress to “promote effectively the 
goals of maximum employment, stable prices, and moderate long-term interest rates” – what is now 
commonly referred to as the Fed’s “dual mandate.” For this reason, we always start our economic review 
with employment followed by inflation. We then review other factors that drive our economic outlook. 

 
Employment 
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The September nonfarm payrolls 
report of 661 thousand jobs added 
was significantly below the 
consensus estimate of 850,000 
new jobs. The U.S. Bureau of 
Labor Statistics revised the prior 
two months’ job gains up a rather 
large 145 thousand. The 
unemployment rate fell 0.5% to 
7.9%, for the fifth-straight 
monthly decline.  
 
The private sector added 877 
thousand jobs. Over the last five 
months, the private sector has 
added 11.4 million jobs. The 
government sector shed 216 
thousand jobs last month.  
 
Combined state, local, and private education shed 349 thousand jobs last month. The pandemic has hit the 
education sector hard. In addition to the difficulties of providing quality education during a pandemic, their 
funding is in a precarious situation. Other sectors hard hit by the pandemic showed continued signs of 
recovery. The foodservice sector added 200.3 thousand jobs. Retail added 142.1 thousand jobs. Healthcare 
and social assistance added 107.7 thousand jobs. Manufacturing added 66 thousand jobs.  
 
22.7 percent of employed individuals teleworked because of COVID-19 in September. This was down from 
24.3% in August. This number includes individuals that worked from home for pay at least sometime during 
the month because of the pandemic. 
  
The disappointing Establishment Survey estimate of 661 thousand jobs added was confirmed by the 275 
thousand jobs gains in the Household Survey. Despite the slower than expected job gains, the 
unemployment rate fell to 7.9% from 8.4% the previous month. The labor force shrank by 695 thousand 
individuals. The drop in the unemployment rate may in part be due to jobless workers losing their 
unemployment benefits and being unable to look for a job due to COVID-19 restrictions. They then fall out 
of the labor force number. The number of long-term unemployed (those jobless for 27 weeks or more) 
increased by 781 thousand to 2.4 million. The participation rate fell to 61.4% from 61.7%. The participation 
rate was 62.7% in February. The broader U-6 unemployment rate also fell from 12.8% from 14.2% the 
previous month. 
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US Change in NonFarm Employment & Unemployment Rate Launch full data release
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As seen in the chart at the right, despite five months of job growth, the economy is still down 11.2 million 
jobs or 7% since February 2020 (Household 
Survey). Only employment in the Federal 
government is up. These are, for the most part, 
temporary census workers. As the census winds 
down, those positions will disappear. 
Employment in the leisure & hospitality sector 
is still down 3.8 million positions. The 10% 
drop in the information sector reflects the 42% 
drop in employment in the motion picture 
industry. 
 
Last month's average hourly earnings (wages) 
grew at 4.7% y/y. The average workweek 
increased to 34.7 hours versus 34.6 hours last 
month and 34.4 hours last year. Average 
weekly earnings are up 5.57% from last year to 
$1,023 ($53,176 annualized) versus $967 ($50,372 annualized) last year. The loss of relatively lower-
paying leisure and hospitality jobs is still affecting the average wage statistics. 
 
The economy bottomed in April. A little more than half of the April and May job losses have been 
recovered. We believe it will take until the middle of 2022 for the economy to recover the remaining 10.7 
lost jobs. In February, the unemployment rate sat at just 3.5%. It is likely to be around six percent in 
December of next year. 
 
Inflation  
Consumer prices rose by 0.4% in August. Energy prices rose 0.9%, down from the 2.5% and 5.1% pace in 
the 2 previous reports. Core consumer prices rose by 0.4%. A driver of August’s inflation was the price of 
used cars and trucks. The price of 
used cars and trucks were up 
5.4% in August. This increase 
follows a 2.3% jump the previous 
month. Inventories are lean 
because dealers had fewer trade-
ins during the pandemic 
shutdown. More people are 
looking to buy cars, as the public 
transportation option looks less 
appealing.  
 
Apartment rent and owner’s 
equivalent rent (OER) are finally 
showing signs of softness. During 
August, rent and OER rose a scant 0.1%, compared to the 0.3% that it typically runs. We look for this 
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category to soften further, keeping a lid on measured inflation. Consumer prices are up 1.3% y/y. Core 
prices are up 1.7% y/y.  
 
The PCE index was up 0.3% m/m and was up 1.4% y/y. The core PCE was up 0.3% m/m and up 1.6% y/y. 
We look for consumer prices to return to their 2.0% pace that prevailed prior to the shutdown. 
 
Consumers and investors base their financial decisions on what they expect inflation to be in the future. 
During the initial months of the pandemic, inflation expectations rapidly declined. In response to the 
massive fiscal and monetary stimulus inflation expectations have recovered and are near pre-pandemic 
levels. At its annual Jackson Hole Summit, the 
FRB recently revised the framework for 
monetary policy; shifting to an average 
inflation target versus an inflation ceiling. This 
has the effect of allowing inflation to run above 
the FRB’s 2.0% target in order to make up for 
the time spent below 2.0%. The FRB will be 
more tolerant of the labor market running hot 
for an extended period.  
 
Currently, market participants expect inflation 
to average 1.63% over the next ten years, below 
the FRB’s target. Expectations have been stable 
since Jackson Hole. The 10-year Treasury 
currently yields 0.70%. Investors are willing 
to accept a 1% negative real return in risk-free investments. This is financial repression at its finest and 
helps explain the high stock market P/E. The 
FRB is forcing investors out of risk-free assets.  
 
The Consumer Sector  
Personal income fell 2.7% in August as a 1.3% 
increase in private-sector wages and salaries 
only partially offset a 52% drop in 
unemployment benefits. The $600 weekly 
unemployment supplement expired at the end 
of July. Excluding government transfer 
payments, personal income was up 1.2% in 
August. Personal income is up 4.7% y/y. 
Government transfer payments are up 33.3% 
y/y. Private sector wages and salaries are down 
just 0.4% y/y. 
 
During the month, consumers saved 14.1% of disposable income. This is still twice the pre-pandemic level. 
Disposable personal income is up 5.4% y/y. Disposable personal income per capita is up 4.9% y/y. Real 
disposable income per capita is up 3.9% y/y.  
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Consumer spending on goods and services rose 1.0% for the month but was down 1.9% y/y. A partial 
recovery of the pandemic’s shock to consumer spending was evident in August’s numbers. Spending at 
restaurants and bars increase 5.31% in August while spending on food at home fell 0.9% as people tired of 
cooking and returned to eating out. While up from the 45.7% y/y plunge in April, spending in restaurants 
and bars is still down 9.8% y/y. Other sectors hard hit by the pandemic shutdown have partially recovered 
but remain stressed. Spending at hotels rose 31.5% during August as people traveled a bit more. Spending 
in at hotels is down 52.3% y/y. Spending on airfares is down 34.9% y/y. Spending on entertainment remains 
down 29.6% y/y. 
 

Consumer confidence staged an impressive recovery in September. The Consumer Confidence Index, 
compiled by the Conference Board, rose 15.5 
points to 101.8. This marked the largest gain 
in 17 years. Both perceptions of current 
conditions and expectations of future 
conditions improved markedly. For reference, 
the average reading over the last twenty years 
has been 91.6.  

 
The present situation component rose to 98.5 
from 85.8 the previous month. The forward-
looking expectation component rose to 104.0 
from 86.6. The net business conditions sub-
index (good-bad) rose from -27.3 to -19.1. The 
net employment sub-index rose to 2.9 from -
2.2 the prior month. 
 
Personal Consumption Expenditures (PCE) 
was 68.6% of the economy during the second quarter and look to rise 41% for the third quarter. PCE should 
contribute 24.5% to 3rd quarter GDP growth. Better than expected consumer expenditures are the primary 
reason for our increased 3rd quarter GDP growth projection. 
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The Business Sector  
Activity in the services sector grew in September for the fourth month in a row. The Institute for Supply 
Management’s (ISM) non-manufacturing index rose 
0.9 points to 57.8. The two forward-looking 
components, business activity/production, and new 
orders rose, indicating a quickening expansion. 
 
The business activities/production component rose 0.6 
points to 63.0. The new orders component rose 4.7 
points to 61.5. The employment component rose 3.9 
points to 51.8, indicating an expanding job market. 
Nine industries reported an increase in employment. 
Six industries reported a reduction in employment.  
 
As a frame of reference, a reading above 50 indicates expansion; a reading below 50 indicates contraction. 
Readings approximating 50 indicate the same level of 
activity.  
 
The manufacturing index eased a bit in September 
coming in at 55.4 versus a consensus expectation of 
56.3 and a prior reading of 56.0. The figure indicates the 
manufacturing sector has expanded for its fifth straight 
month after contracting sharply in April. The 
production component fell 2.3 points to 61.0. The new 
orders component fell 7.4 points to 60.2. The 
employment component rose 3.2 points to 49.6, 
indicating a slight contraction in manufacturing 
employment. Eight industries reported employment growth; eight reported contractions and two reported 
no change in employment.  
 
The index for supplier deliveries, which rises when companies have difficulty meeting demand on a timely 
basis, and moves lower as delays ease, increased 0.8 points to 59.0 in September. Manufacturers continue 
to report stressed supply chains. Transportation challenges, labor shortages, and limitations on the number 
of workers who can be present at any given time have slowed the entire supply chain. This is especially 
notable as the customer inventories index – where a reading below 50 suggests customer inventory levels 
are too low – fell 0.2 points to 37.9 in August, the lowest reading for that index since mid-2010. Low 
customer inventories point to increase future production to restock customer inventories.  
 
The panel commented: “After the coronavirus (COVID-19) pandemic brought manufacturing activity to 
historic lows, the sector continued its recovery in September. Survey Committee members reported that 
their companies and suppliers continue to operate in reconfigured factories and are becoming more 
proficient at maintaining output. Panel sentiment was optimistic (2.3 positive comments for every cautious 
comment), an improvement compared to August…. Manufacturing performed well in the month with 
demand, consumption, and inputs registering growth indicative of a normal expansion cycle. While certain 

Non-Manufacturing Sector Direction 
Business Activity / Production Growing 
New Orders Growing 
Employment Growing 
Supplier Deliveries Slowing 
Customer Inventories Too High 
Non-Manufacturing Sector Growing 
Industries Expanding 16 
Industries Contracting 1 

Manufacturing Sector Direction 
Production Growing 
New Orders Growing 
Employment Contracting 
Supplier Deliveries Slowing 
Customer Inventories Too Low 
Manufacturing Sector Growing 
Industries Expanding 14 
Industries Contracting 4 
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industry sectors are experiencing difficulties that will continue in the near term, the manufacturing 
community as a whole has learned to conduct business effectively and deal with the variables imposed by 
the COVID-19 pandemic” 
 
Global manufacturing PMIs continued to expand in September,  increasing to 53.0 from 52.4 in August. 
The pace in Emerging Markets quickened last 
month, increasing 0.8 points to 52.5. Global 
trade appears to have grown 5.1% in 
September, a two year high. 68% of economies 
covered by Morgan Stanley now have a 
manufacturing PMI above 50. Japan, Australia, 
and Mexico still have PMIs in contraction 
territory. The new orders index continues to 
show strength at 55.3, down a bit from last 
month’s 55.7. Global service PMIs are not quite 
as bullish, as the global lockdown continues to 
weigh on the service sector. The chart at the 
right is from Morgan Stanley. 
 
Nonresidential fixed investment was 14.6% of the economy in the second quarter. Non-residential fixed 
investment should contribute 1.71% to third-quarter growth. Investment in equipment looks to rise by 42% 
(annualized) q/q. Investment in structures is set to fall by 16.3% (annualized) q/q. The significant drop in 
oil and gas drilling accounts for most of the decline. The total rig count is down 69% y/y. With low oil and 
gas prices, the slump in drilling looks to continue into next year. 
 
During the shutdown, business maintained its level of investment in intellectual property. As a result, that 
category is not seeing the huge snapback that investment in equipment is experiencing. The steady 
investment points to the high priority businesses place on the digitization of their business model. Business 
investment in intellectual property is set to rise at an annualized rate of 2% q/q.  
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The Housing Sector  
New home sales add significantly more to economic growth than existing home sales. The housing sector 
shifted into overdrive in August. 
New home sales topped the 1 
million rate for the first time since 
the Financial Crisis. New home 
sales surged to a 1 million annual 
pace in September easily topping 
expectations of 887.5 thousand. 
The three-month moving average 
is up 35% y/y to 939.0 thousand 
homes.  
 
The housing sector has fully 
recovered from the pandemic 
downturn. With so many people working from home, going to school from home, or simply confined to 
their home, there appears to be a shift from higher-price rental housing toward homeownership. The shift 
comes at a time when inventories of new homes are near record lows, prompting strong gains in residential 
development. In addition, near-zero rates from the FRB have reduced mortgage rates greatly enhancing 
affordability. 
 
The median selling price for new homes fell 4% 
y/y to $312.8 thousand. The median sales price 
is impacted by a mix shift from high-cost areas 
to lower-cost areas. New home sales grew 50% 
in the lower cost, less restrictive South and 
Midwest, double the growth rate in the more 
expensive Northeast and Western markets.  
 
Existing home sales have also picked up. 
Existing home sales came in at a 6.0 million 
annual rate versus expectations of 5.95 million 
and were up 10.5% y/y. Existing home price appreciation as measured by the Case-Shiller Home Price 
Index ticked up a bit to 4%. 
 
Housing is 3.3% of the GDP and is set to rise at an annualized rate of close to 50% q/q. Housing should 
contribute 1.9% to 3rd quarter GDP growth. 
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US New Home Sales Launch full data release
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Credit Markets  
The quality of corporate debt has stabilized 
rapidly. The net credit rating downgrades of 
U.S. high-yield issuers (downgrades less 
upgrades) have plunged from the second 
quarter’s high of 369 to just 25 in the third 
quarter. The quick response from monetary and 
fiscal authorities reduced the damage to 
corporate finance. As seen in the chart at the 
right, the slope of the line was rather steep 
going up and going down indicating rapid 
changes in credit conditions. Nonetheless, 
some sectors remain under continued stress; 
energy, airlines, restaurants lodging, cinema, theme parks, and cruise lines. 
 
The yield on the 10-year Treasury fell to a 
record low of 0.50% on March 9 as the 
government shut down the economy in an 
effort to contain the spread of COVID-19. 
Since then it has stayed in a narrow range of 
0.5% to 0.70%. In his Jackson Hole speech, 
Chairman Powell indicated the FRB would be 
more willing to tolerate higher inflation for a 
longer period than under the previous monetary 
framework. Fixed-income investors should 
require higher compensation for the added 
inflation risk. This is evident in the 10-year 
breakeven inflation rate charted in the Inflation 
section. Increased inflation expectations 
should eventually cause the l0-year Treasury 
yield to rise. If not for FRB bond purchases, 
interest rates would be substantially higher. 
 
The yield curve barely budged in September. 
Unless the pandemic worsens dramatically and 
governors re-impose lock-down measures, we 
may have seen the lows for long-term rates for 
this economic cycle. The FRB has anchored 
short-term rates at the 0% to 0.25% level and 
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is likely to keep them there for years. The yield curve will likely steepen further, but only modestly. We do 
not believe the ten years will see a two handle for the next couple of years. 
 
We welcome your comments and suggestions. Please feel free to contact me. Also, please see the obligatory 
disclosures listed below. 
 
 
DISCLOSURES 
This material is intended for informational purposes only and does not constitute an invitation or solicitation 
to invest in any particular investment product. Information contained herein has been obtained from sources 
believed to be reliable but may change without notice. We do not guarantee its accuracy or completeness. 
Security National Bank accepts no liability for the results of any action taken on the basis of this 
information. 
 
Financial commentary discussed in this report may not be applicable or suitable for all investors, and 
investors must make their own independent legal, tax, accounting, and financial evaluations of their risks 
and merits. Past performance is not indicative of future results. 
 
Investments offered by Security National Bank: 
Are Not a Deposit 
Are Not FDIC-insured 
Are Not Guaranteed by the Bank 
Are Not Insured by Any Federal Government Agency 
May Go Down in Value 


