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Clues for a Post-COVID Reality
• Uncovering Earnings Trends

• Earnings will likely take a material hit in 2020, but may be poised for a 
rebound as soon as 2021

• A Return to Normalcy?
• The return to normalcy will likely be slow and gradual, but the focus has 

now shifted from containment to reopening

• Anticipating the “New Normal”
• Expect to see some form of economic behavioral shifts due to lessons 

learned from the pandemic
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Uncovering Earnings Trends

• Stocks March Higher. The S&P 500 has continued its dramatic rally, ending last week
~28.5% higher than its late-March low. Major catalysts included signs of slowing
COVID-19 case counts in various hotspots and some indications of what an opening
of the economy could look like. In addition, last week marked the start of Q1
earnings season, in which investors will gain their first insights into the extent of
damage to companies’ bottom lines due to the outbreak.

• Earnings Could Get Ugly. The blended year-over-year earnings growth estimate for
the S&P 500 in Q1, which combines actual results with consensus estimates for
companies that have yet to report, currently sits at -14.5%. 2020 is setting up to be an
ugly year for earnings, and the worst may still be ahead. For Q2 in particular,
Glenmede estimates that profits for large-cap stocks in the U.S. could fall between
50% in our upside case and a whopping 90% in our downside case. In either case,
our assumptions point to a recovery back toward normal levels in early-to-mid 2021.

• Putting the “E” in P/E*. Earnings expectations play a key role for investors in
determining fair valuation levels for individual stocks and equity sub-asset classes.
However, there’s more to a company’s prospects than what they are expected to
earn in the next twelve months, which is the metric by which many calculate their
P/E ratios. Instead, investors should approach valuing equities on a normalized
earnings basis, which captures the longer-term earnings power of stocks, effectively
seeing through short-term boom/bust cycles for the bigger picture.

Earnings will likely take a material hit in 2020, but may be 
poised for a rebound as soon as 2021

Earnings Could Get Ugly

*P/E refers to price-to-earnings ratio
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A Return to Normalcy?

• Growth in COVID Cases Declining. Social distancing efforts may be proving effective
as seen by the decreasing growth rate of COVID-19 cases in the U.S. Reports
suggest new cases are either declining or flattening throughout New York, viewed
by many as the epicenter of the pandemic, and other metropolitan areas (e.g.,
Washington D.C., Denver, etc.). However, before steps can be taken toward
reopening areas highly affected, a sustained down-trend in cases must be met.

• A Phased Reopening of the U.S. The White House released guidelines on reopening
the economy via a phased approach. Phase 1 – certain nonessential businesses
may reopen if they adhere to strict social distancing requirements. Phase 2 –
schools/bars can reopen and nonessential travel can resume. Phase 3 – vulnerable
people can resume public interactions while businesses still adhere to more flexible
distancing protocols. In reality, there will likely be no homogenous and synchronized
response for the whole country at the same time – it will be left up to local leaders to
decide what is most appropriate in their respective areas.

• Extension of Lockdowns. Several states have extended their lockdown orders past
April 30th. New York’s Governor Cuomo extended the state’s shelter in place
through May 15th. Investors are going to have a difficult time measuring the degree
to which the economy will return to normal, as most individuals are likely taking a
cautious wait-and-see approach. The move toward normalcy will likely require
governors, business leaders and all Americans working in conjunction.

Anticipating the “New Normal”

• Behavior Shift in the U.S. The overall economic picture remains highly uncertain, as
consumers and companies are likely to act more conservatively post-coronavirus.
Consumers may opt to boost their savings rates as they did following other
economic downturns. Similarly, corporations may opt to carry more ample cash
reserves than was previously thought to be sufficient.

• Supply Chain Decoupling. China was the first to face COVID-19 and appears to be
the first to emerge economically. However, the impact of shutting down factories
and disrupting the global supply chain has heightened awareness of the need for
companies to diversify their supply chains to reduce reliance on any individual
country. A survey of U.S. businesses in China found 44% of large U.S. companies
thought such a decoupling would be impossible, down from 66% in October. Some
companies may be taking the current crisis as a lesson in consideration of shifts from
globalization toward regionalization.

• New Regulation to Come? In recent years, deregulation efforts were cited as one of
the driving forces of the bull market. The pandemic, however, could prompt new
regulations or tariffs in an effort to reduce dependence on other countries for
essential goods (e.g., antibiotics, medical equipment and supplies). The critical
shortage of medical supplies currently across the U.S., including protective masks,
surgical gowns, etc., can be attributed, in part, to the lack of reserves and a heavy
reliance on imports from other countries.

The return to normalcy will likely be slow and gradual, but the 
focus has now shifted from containment to reopening

Expect to see some form of economic behavioral shifts due to 
lessons learned from the pandemic
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