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Rebound, Reopening…Re-evaluation
• Uncertainty Amid Reopening

• The uncertain nature of pandemic risk underscores a range of possible 
economic paths from here

• Extreme Sentiment No More
• Sentiment provides short-term opportunities at extremes, but has 

normalized in recent weeks

• Concentrated Market Rebound
• The market rally has been significant, leaving a mixed outlook for 

various equity asset classes 
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Chart of the Week:
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UncertaintyAmid Reopening

• Markets Grappling with Uncertainty. The S&P 500 spent much of last week bouncing
around its bear market highs, ending the week up 28% from its late-March lows. The
rally in risk assets has been swift and dramatic, as investors begin to grapple with the
implications of a reopening U.S. economy. However, the path to normalization (in
whichever form the “new normal” may take) is far from certain at this point in time.

• COVID-19 Economic Playbook: React, Reopen, Recover. The pandemic game-plan
up until now has been clear – flatten the infection curve via social distancing –
which incidentally causes a significant shutdown in economic activity. Once
infections start to come under control, society begins to take incremental steps
toward restarting the economy, but it’s probably not smooth sailing from there. Until
an effective treatment/cure becomes widely available, the economy may be in for
a bumpy ride and the path to recovery is far from certain.

• The Economic (Lack of) Consensus. A sign of the uncertainty regarding the future
path of the economy is on full display within economists’ estimates for this year. For
example, projections for 2020 real GDP growth in the U.S. are a mile wide in Blue
Chip’s Economic Indicator Report for May, ranging from -2.5% to -12.5%. Amid the
vast uncertainty when dealing with what is, for all intents and purposes, a natural
disaster on a global scale, it’s clear many are straining to gain an information
advantage on the fate of this pandemic economy.

The uncertain nature of pandemic risk underscores a range 
of possible economic paths from here

COVID-19 Economic Playbook: React, Reopen, Recover
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Economic decline, how 
LONG and how DEEP?

How LONG will the Reopen phase 
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be achieved? 

What will the 
economy return to 
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Source: Glenmede, Boston Consulting Group (BCG)
The chart is intended to depict the potential relative progression of how economic activity and new cases of COVID-19 may develop over time in general terms and is 
not intended to portray a precise projection of actual future developments.  Actual developments may differ materially from the relative progression shown.
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Extreme Sentiment No More

• Sentiment Coming Off Extremes. The CBOE Volatility Index (VIX) hit a new all-time
high near the depths of this bear market when it closed at 82.7 on March 16th. In
addition, the percentage of stocks in the Russell 3000 index trading above their 200-
day moving average sat at 4.2% on the market low that month, a 99.9th percentile
reading. Sentiment has recovered significantly since then, with the VIX closing Friday
at 31.8 and 20.5% of stocks in the Russell 3000 now ahead of their 200-day average.

• Short-Term Bullish Signals Dissipate. The extreme readings on multiple sentiment
indicators in March portended bullish times ahead if history was any guide. For
example, whenever the VIX has closed above 80 in the past, the average return
realized over the next month has been 9.8% and returns have been positive in 100%
of cases. However, now that sentiment has started to calm, the VIX currently sits at
32.4 –forward returns at these levels or higher are more mixed, with an average
return of 1.8% in the next month and only a 65% positive hit rate.

• Reward for Weathering the Storm. In the panic and rush to safe haven assets that is
notoriously characteristic of bear market bottoms, many investors exit risk assets at
precisely the wrong time when prices are depressed. These sentiment/fear gauges
often pick up on these signs of peak capitulation, presenting investors with the
willingness and ability to withstand the risk, an opportunity to tactically allocate to
equities. At this time, sentiment appears to have died down to some extent,
suggesting much of the low-hanging fruit may have already been plucked.

Concentrated Market Rebound

• Large-Cap Stocks – Fair Value and Beyond. Glenmede’s proprietary Global
Expected Returns model signaled a clear buying opportunity for U.S. large-cap
stocks in late-March, as prices slipped below Glenmede’s estimates of fair valuation.
Fast forward to today and large-caps do not appear as attractive in comparison,
currently sitting near the 74th percentile of longer-term fair value.

• Seeking Opportunities in Small-Caps. The rebound in large-cap stocks has been
almost as swift as the decline, with the S&P 500 returning ~28% from its bottom. This
may leave some investors with the impression that the most attractive investment
opportunities have disappeared, but that is not necessarily the case. For example,
Glenmede estimates that U.S. small-caps sit near the 14th percentile, below longer-
term fair value. This portion of the market has been hit particularly hard and likely
stands the most to gain in a subsequent recovery.

• Concentration in the Recovery. Market leadership in this bear market rebound has
been relatively narrow. For example, if you took only five companies (Apple,
Microsoft, Amazon, Google and Facebook) and placed them into a cohort of their
own, they would have contributed more to the S&P 500’s performance since the
late-March lows than any other sector in the index. For value-seeking investors, there
may still be some opportunities outside of the high-flying growth stocks that have led
the charge in this recovery.

Sentiment provides short-term opportunities at extremes, but 
has normalized in recent weeks

The market rally has been significant, leaving a mixed 
outlook for various equity asset classes 
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