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React, Reopen, Recover
• Phases to Normalization

• The transition to the next phase of reopening may trigger a sizable 
rebound in consumer spending

• The New Next Normal
• The industry prioritization of reopening efforts can prove insightful for 

anticipating the “next normal”

• Gauging Progress in All Three Phases
• Keep an eye on timely indicators for signs of economic progress amid 

reopening efforts
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• Markets Climb Higher. Domestic equity markets enjoyed another strong week, with
the S&P 500 up +3.5%. Social distancing measures in aggregate have proved
effective in flattening the infection curve, though at the expense of economic
output. However, now that case counts are beginning to come under control,
efforts likely will be taken toward a measured reopening of portions of the economy,
the prospect for which is helping drive the rally in risk assets.

• Reopening: A Phased Approach. It is unlikely there will come a day when society
flips a switch and the entire economy returns to normal all at once – instead,
reopening will likely occur in phases. Phase 1 includes industries that are already
operating at significant capacity during lockdowns, such as grocery and utilities.
Phase 2 brings the reopening of other sectors that are less crowd-intensive, such as
retail and restaurants. Phase 3 contains the industries, such as entertainment and
travel, which may not return in force until a viable cure is developed and deployed.

• Spending by Phase. The consumer is the cornerstone of the U.S. economy and will
likely lead the recovery, but it may not take all three phases to get their spending on
the right track. The industries in phase 1 (the distance-friendly group) represent
approximately 38% of consumption. However, most of consumer spending sits in the
phase 2 industries like retail and restaurants, with a mere 8% spent on phase 3
services. This is perhaps a big reason why markets have reacted so favorably to the
prospect of steps to reopen, even though vaccine timelines remain unclear.

The transition to the next phase of reopening may trigger a 
sizable rebound in consumer spending

Economic Reopening Will Likely Take a Phased Approach
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• A Temporary Boon for Phase 1 Sectors. Many of the “distancing-friendly” industries
such as grocery have seen outsized growth in consumer spending since the start of
quarantine mandates. And even some of the non-essential sectors like streaming
services have benefitted due to their ability to deliver services to households in a no-
social-interaction environment. However, these gains may be short-lived – as other
portions of the economy begin to reopen, we expect phase 1 industries will cede
some share of household spending.

• Anticipating Phase 2 Mobilization. Retail sales account for almost 30% of personal
consumption in the U.S., so getting stores back up and running, as well as customers
into those stores and spending, is a crucial component of any economic recovery
thesis. That being said, shopping will probably not return to the “old normal” all at
once, as some form of social distancing will likely remain in place among shoppers.
The same could be said about restaurants, which account for roughly 6% of
household spending, and may need to operate well below capacity for some time.

• Waiting on a Cure for Phase 3. There are multiple sectors of the economy that rely on
providing services to crowds of people at a time in order to overcome large fixed
costs. This includes public transit, sporting events, concerts and air travel. These
industries are unlikely to ramp back up at scale until an effective treatment/cure is
available for wide distribution, when it becomes safe again to gather large groups
of people together and operate at levels consistent with longer-term profitability.

Gauging Progress in All Three Phases

• Phase 1 – Forecasting the Drop-off. Streaming services have been an early
beneficiary of social distancing. For example, Netflix welcomed almost 16 million
new subscribers in Q1 2020, which was only 2.5 million shy of their gains for all of 2019.
However, expectations are starting to taper off for the rest of the year. Consensus
estimates for Q3 show net subscriber growth may drop down to 5 million, as
consumers may begin to rediscover entertainment outside of the home.

• Phase 2 – Anticipating the Surge. With phase 2 economic activity accounting for
54% of all consumer expenditure, signs of turning the corner have been eagerly
awaited by investors and economists alike. Prodco Analytics estimates in its North
America Retail Traffic Index, that foot traffic in stores is down about 97% year-over-
year. While getting customers into the stores is an important first step, making sure
they have the means to spend will be critical as well. This will likely be the true test of
whether fiscal stimulus has effectively backstopped household spending power.

• Phase 3 – A Long Way to Go. Individuals are being encouraged to keep six feet of
distance between themselves and others, so not many people are rushing to board
a crowded airplane at the moment. The Transportation Security Administration (TSA)
keeps track of the number of travelers passing through their checkpoints on a daily
basis, and counts are down over 90% year-over-year. It will likely take meaningful
progress on an effective treatment/cure available for wide distribution before
airlines can hope to fill planes again.

The industry prioritization of reopening efforts can prove 
insightful for anticipating the “next normal”

Keep an eye on timely indicators for signs of economic 
progress amid reopening efforts
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