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Preparing for a Post-Pandemic World…
• Seeing the Larger Earnings Picture

• Investors are starting to look forward to greener pastures, but there still 
may be opportunities in small-cap stocks

• Restrict, Rein-In, Reopen
• Reopening will likely be gradual and dependent on local conditions 

within individual states and localities

• What to Expect in the “New Normal”
• Expect people and businesses to make behavioral changes in a post-

pandemic economy
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Seeing the Larger Earnings Picture

• COVID-19 & Q1 Earnings. Last week was a busy one for corporate earnings. With just
over 56% of companies in the index reporting, the S&P 500 appears to be on track
for a 14.6% year-over-year decline in earnings for Q1. The lion’s share of contributions
to that weakness emanate from the consumer discretionary and financials sectors,
as stay-at-home orders depressed economic activity and falling interest rates
impacted bank profitability.

• Looking Through Earnings. Despite the ugly results in corporate profitability so far, the
S&P 500 has rebounded dramatically from its late-March lows in relatively short
order. Perhaps investors are increasingly able to see through the short-term impact
on profits and are beginning to value companies instead on their longer-term
earnings potential, an opportunity afforded them by timely and effective efforts
from monetary, fiscal and healthy policy over the past two months.

• Seeking Opportunities in Small-Caps. The rebound in large-cap stocks has been
almost as swift as the downdraft, with the S&P 500 returning almost 27% from its
bottom on price appreciation alone. This may leave some investors with the
impression that the most enticing investment opportunities may have evaporated,
but that’s not necessarily the case. For instance, Glenmede estimates that U.S. small-
caps sit near the 14th percentile of longer-term fair value. This portion of the market
has been hit hard and probably stands the most to gain in the ensuing recovery.

Investors are starting to look forward to greener pastures, 
but there still may be opportunities in small-cap stocks

The Market & COVID-19 – A Timeline
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Restrict, Rein-In, Reopen

• Getting COVID Under Control. Statistics on the spread of COVID-19 have been
closely watched over the past few months, and there are signs that efforts to
“flatten the curve” are working. In mid-March, case counts were rising at an
exponential rate, but have since leveled off. That has even been the case in several
hotspots, the most notorious of which is New York, as net new case counts continue
to decline, alleviating some of the capacity concerns at hospitals.

• The Transition to Economic Restart. The attention of government officials and
investors alike has shifted from fears of an ever-escalating disease, to the pace of
reopening an economy ground to a halt by social distancing mandates. The
discussion is increasingly centered around whether and when it will be appropriate
to reopen portions of the economy, as well as the safest way to do so in order to
avoid a second wave of virus proliferation.

• Recipe for Reopening. There will likely be no homogenous or synchronized reopening
plan for the entire country. Responsibility for managing this process is largely up to
individual states (and in some cases, municipalities), and not all face the same level
of outbreaks, nor do they share singular visions on the tradeoffs between health and
economic priorities. In addition, even if the government declares it safe to conduct
economic activity, individual companies are likely to make their own decisions
about when and how it is safe for them to conduct business again, likely resulting in
a gradual and asynchronous reopening process.

What to Expect in the “New Normal”

• Evolving Consumer Behavior. One of the prevailing theses regarding consumer
behavior in a post-quarantine world is that individuals are likely to be a bit more
conservative with their spending. This would be consistent with prior economic stress
periods, as the aggregate savings rate increased 2% annually during the ‘08/'09
global financial crisis. Such an increase has the potential to cut consumption by
~$500 billion through the end of 2021.

• Corporations Rethink “Optimal”. Faced with an unprecedented disruption to
ongoing cash flow due to disrupted operations, it is likely that many corporations
may favor more substantial cash reserves than they have before. In addition to
improving their liquidity profiles, there may be serious considerations given to
diversifying supply chains and bolstering online service capabilities. In general, some
larger firms may have more flexibility in an environment like this, and may use that to
their advantage by increasing market share.

• Eying Labor Market Shifts. The COVID-19 outbreak and regulatory actions to curtail
its spread have rattled small businesses. Small businesses’ share of employment
varies widely by industry. However, the industries most vulnerable to the outbreak
(i.e., restaurants, entertainment, recreation, etc.) are predominantly comprised of
small businesses and account for ~9 million (15%) of all small business jobs. Some
workers might be increasingly wary of employment in small businesses, given that
their aggregate lack of resources to retain workers has resulted in mass layoffs.

Reopening will likely be gradual and dependent on local 
conditions within individual states and localities

Expect people and businesses to make behavioral changes in 
a post-pandemic economy
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