
Academy Award nominee, The Revenant, famously includes a scene in which star Leonardo DiCaprio’s character is 
brutally mauled by a grizzly bear. For investors watching the film, the scene may be an unwelcome reminder of this year’s 
volatile stock market.

Just a few weeks into 2016, equity markets are off to one of the worst starts in history. Concerns over plummeting oil 
prices, widening credit spreads and slowing Chinese economic growth have weighed down global stock indices. Through 
January 20th, the S&P 500 lost 9 percent, while small-cap stocks traded down 12 percent and international equities fell 
11 percent.

Investors have valid reason to be concerned, and we continue to closely monitor conditions. Despite current volatility, 
our base case for the U.S. economy remains a moderate expansion rather than a recession. Importantly, credit conditions 
remain relatively stable, as evidenced in Exhibit 1 below in the St. Louis Fed’s Financial Stress Index—an aggregation of 
important interest rates, yield spreads and other financial stress indicators.

Bear Scare?

EXHIBIT 1: ST. LOUIS FEDERAL RESERVE FINANCIAL STRESS INDEX 
SHOWS THAT INDICATORS REMAIN IN HEALTHY TERRITORY

Source: Federal Reserve System of St. Louis
The index uses 18 weekly data series to measure financial stress in the market. It is contrsucted from seven interest rate series, 
six yield spreads and five other indicators. Each of these variables captures some aspect of finacial stress.

Without a recession, it’s unlikely stocks have much further to fall.  During economic expansions, market corrections 
greater than 10 percent tend to recover in just over six months, as evidenced in Exhibit 2 on the following page.  
Historically, two-thirds of bear markets—corrections greater than 20 percent—for the S&P 500 have coincided with 
economic recessions. The drops have been steep, with an average decline of 44 percent in these scenarios. On the 
other hand, bear markets during an economic expansion are relatively rare, occurring only five times since 1928. These 
corrections tend to be short—with a median length of five months—and relatively shallow, with an average decline of 26 
percent.  (Levisohn, B. (2016, January 18). Bear Market Growl?, Barron’s.)  
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EXHIBIT 2: S&P 500 HISTORICAL CORRECTION VS. RECESSION SCENARIO

Source: Glenmede
Note: Corrections shows the average path of the 23 corrections of 10% or more since 1928 that did not lead 
to recession. Recessions shows the average path of the 16 corrections of 10% or more that were related to 
recessions. This chart is based on historical information, which may not be indicative of future market behavior.

As of January 20th, the S&P 500 stood roughly 13 percent below the all-time high set in May of last year. However, 
due to the market’s narrowness over the last twelve months, individual stocks have fared worse than the index, and the 
average stock is currently 25 percent below its 52 week high. Of course, those declines in individual names have presented 
fund managers with opportunities. Moreover, valuations are more compelling as the forward price/earnings ratios for the 
S&P 500 and Russell 2000 indices are 12 and 18 percent lower, respectively, than 6 months ago.

EXHIBIT 3: NEXT-TWELVE-MONTH PRICE EARNINGS RATIO
JANUARY 20TH, 2016 COMPARED TO JULY 20TH, 2015

Source: Glenmede, Factset Research 
Past Performance is not indicative of future results.

Much as DiCaprio’s character seeks to heal his injuries after encountering the bear, we believe the market wounds can 
be mended. Positive economic underpinnings coupled with reasonable valuations should provide a healing environment 
for investors.

Disclosures: This piece is provided for informational purposes only by Glenmede Investment Management, LP (“GIM”). It is not intended 
as a solicitation for the purchase or sale of any security or services. Data contained in the foregoing was obtained from sources believed to be 
reliable, but accuracy cannot be guaranteed. All performance cited is historical, and past performance is not indicative of future results. Certain 
information is supplied by affiliates of GIM. Opinions represent the current views held by GIM which may change any time without further 
notice to you. Outcomes may differ materially from any predictive statements made herein based on a variety of market or other events. All 
investment has risk, including the risk of loss of principal.

JANUARY 2016
Follow: @GlenmedeIM • Email: GIMClientSupport@Glenmede.com • Visit: www.glenmedeim.com


