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Stacking Up the Stimulus
• Market Volatility Begets Opportunities

• Extreme market volatility provides opportunities for investors willing and 
able to withstand the short-term gyrations

• Handicapping the Economic Impact
• The economic headwind will depend on the timeliness and magnitude 

of efforts to contain the virus

• The Three-Pillared Government Solution
• Aggressive monetary and fiscal stimulus should, to some extent, offset 

some of the adverse effects of quarantines
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Market Volatility Begets Opportunities

• Market Volatility Continues. The S&P 500 Index closed off another tumultuous session
on Friday, returning 10.3% for the week and trading at levels significantly higher than
Monday’s lows. Government stimulus was the major catalyst, with the Fed injecting
unprecedented levels of support for liquidity and credit facilities and Congress
delivering on a fiscal package in excess of $2 trillion.

• Sentiment Coming Off Extremes. At Monday’s lows, the S&P 500 was ~34% lower than
its all-time high, an event which coincided with signs of capitulation from investors,
as indicators such as the CBOE Volatility Index (or VIX for short) sat at levels only
before seen during the Great Financial Crisis of 2007. The VIX closed out the week at
65.5 – historically, at these levels or higher, the S&P 500 has gone on for positive
returns in the following 12 months in every instance since the index’s inception in
1990, with an average return of ~27%.

• Attractive Starting Point Valuations for Risk Assets. Few pockets of the equity market
have been spared in the indiscriminate selloff over the past few weeks, so there may
be opportunities for investors with long-term time horizons and a willingness/ability to
withstand short-term volatility. In particular, Glenmede’s proprietary Global
Expected Returns model implies an 11% 10-year expected return for U.S. small-cap
stocks and 12% for emerging market equities. In particular, these two asset classes
tend to have relatively high sensitivity to economic prospects, so they may contain
some of the larger beneficiaries of potentially consequent market rebound.

Handicapping the Economic Impact

• A Peek at Real-Time Data. 3.3 million individuals applied for unemployment
assistance last week. Aside from that, much of official government data is reported
on a time lag, but a handful of alternative data sources provide insight into the
economic effects of the virus. For example, restaurant reservations via OpenTable
were down 100% year-over-year last week. In addition, J.D. Power estimates that
auto sales down were 13% year-over-year for the first half of March.

• A V- or U-Shaped Recovery? Typical downturns can be described or illustrated as a
“V” or a “U” shape. V-shaped downturns typically result from a short-term
retrenchment in economic activity due to supply or demand disruptions, which can
revert to the original output path quite rapidly. A U-shaped downturn is usually
caused by a significant retrenchment from over-spending or over-borrowing that
results in longer downturns and has the potential to create some measure of
permanent impairment to the trend of economic and profit growth. All historic
pandemic events in the past century have exhibited V-shaped downturn behavior.

• Economists’ Consensus (or Lack Thereof). Estimates for the impact on GDP growth in
2020 from the COVID-19 outbreak are quite wide. For instance, some are projecting
a significant blow as large as a 30% contraction in annualized Q/Q GDP growth for
Q2, followed by an almost equally large rebound in Q3. Others, are tempering the
downside in Q2, but are less sanguine on a speedy recovery.

Extreme market volatility provides opportunities for investors 
willing and able to withstand the short-term gyrations

The economic headwind will depend on the timeliness and 
magnitude of efforts to contain the virus



Chart of the Week:
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The Three-Pillared Government Solution

• Socially-Distancing the Populace. In an effort to stymie the spread of COVID-19,
citizens across the country have been encouraged to remain at home for several
weeks. However, such precautions do not come without their economic costs;
multiple industries have crawled to a standstill, including restaurants, hotels and
airlines. As a result, applications for unemployment hit a record high last week, with
3.3 million individuals out of work and filing for assistance.

• The Fed Throws the Kitchen Sink. The Federal Reserve acted swiftly and aggressively,
delivering a proverbial tactical nuke’s-worth of stimulus to the U.S. financial system.
This includes interest rates back at the lower bound, unlimited quantitative easing
and the resurrection of multiple financial crisis-era facilities to stabilize funding
markets. Last week alone, the Fed’s balance sheet swelled by more than $600
billion, an increase more than twice as large as the previous one-week record high.

• Congress Steps Up. After much anticipation, President Trump signed a bill providing
$2 trillion of fiscal stimulus to fight the adverse effects of the coronavirus outbreak.
The package includes direct payments to individuals, expanded unemployment
benefits, small business loans/grants and a corporate lending facility, among others.
This brings total fiscal stimulus, as represented by the federal budget deficit,
excluding interest costs, to a colossal 10% of U.S. GDP. In fact, when considering the
Fed’s ability to lever the Exchange Stabilization Fund provisions, the $2 trillion stimulus
could easily become a $6 trillion dollar tailwind for the economy.

Aggressive monetary and fiscal stimulus should, to some 
extent, offset some of the adverse effects of quarantines

Just-In-Time Government Stimulus
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