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Sentiment Swoons
• Markets Snap Back to Reality

• Corrections are a healthy exercise in reassessing the macro backdrop 
after a dramatic rally in risk assets

• Fed Accommodation is Here to Stay
• The Fed remains committed to its ultra-accommodative stance, which 

should prime the economy for recovery

• Sentiment and Speculation
• Sentiment has shifted, valuation are now more elevated, but 

opportunities still exist
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Markets Snap Back to Reality

• Rally Pauses to Catch its Breath. After three straight weeks of sizable gains, markets
took a breather with the S&P 500 down nearly 5% last week. Major catalysts cited
included pockets of COVID-19 resurgence across the U.S., some signs of speculative
activity by retail investors and the Fed’s cautious economic outlook. Altogether, it is
still pretty remarkable that the S&P 500 sits above 3,000 given how dramatically it fell
to start the year.

• COVID-19 & 2nd Wave Concerns. Contributing to last week’s weakness is the
observation that reported COVID-19 infections are ticking higher in pockets of the
U.S., despite encouraging downward trends in cases for the country as a whole. In
particular, Texas and Arizona are seeing hospitalizations on the rise. Case spread will
be closely watched as portions of the economy begin the process of reopening.

• Glenmede’s Reopening Index. In the fast-moving environment precipitated by the
COVID-19 pandemic, traditional economic indicators (such as retails sales, reported
monthly by the Census Bureau) are simply not timely enough to track reopening
efforts as they occur. Glenmede’s Reopening Index seeks to measure the reopening
of the economy via a combination of high-frequency data from daily and weekly
sources. As of now, the model estimates that ~20% of economic activity that was lost
due to social distancing has so far been regained.

Fed Accommodation is Here to Stay

• Fed Holds Steady, Remains Vigilant. As expected, the Federal Open Market
Committee (FOMC) left interest rates unchanged at its meeting last week and
maintained its commitment for Treasury and mortgage-backed securities purchases.
In Chair Powell’s press conference, he noted that we may learn a lot about the
economy’s trajectory in coming months and the FOMC statement reiterated it
remains “committed to using its full range of tools to support the U.S. economy.”

• Insights into FOMC’s Interest Rate Plans. The FOMC provided economic projections
for the first time since the onset of the COVID-19 crisis last week via their Summary of
Economic Projections. The report showed an overwhelming consensus to keep
interest rates at the zero lower bound at least through 2022. Powell also mentioned
that once the economy recovers, the Fed may keep rates low if unemployment
improves significantly but inflation does not sustainably return to its 2% target, a
particularly dovish statement from the Chair.

• Massive Stimulus Backstops Asset Prices. Ultra-accommodative monetary policy has
been a support for risk assets. The Fed’s timely actions have provided ample liquidity
and ensured the smooth functioning of credit markets. Also, these actions have
contributed to the T.I.N.A thesis (There is No Alternative) for stocks – with cash and
bond yields sitting near historic lows due to Fed policy, this in turn has made equities
much more attractive in comparison.

Corrections are a healthy exercise in reassessing the macro 
backdrop after a dramatic rally in risk assets

The Fed remains committed to its ultra-accommodative 
stance, which should prime the economy for recovery



Chart of the Week:
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Sentiment and Speculation

• Short-Term Bullish Signals Dissipate. If history was any guide, the extreme readings on
several sentiment indicators in March foretold bullish times. For example, whenever
the VIX has closed above 80, which it did in late-March, the average return for the
S&P 500 over the next month has been 9.8% and always positive. However, now that
sentiment has started to calm, the VIX currently sits at 40.8 – historically, forward
returns at that level or higher have been mixed, with an average return of 1.7% in
the next month and only a 57% incidence of positive returns.

• Small Speculation. Recently, the market narrative has focused on the large role that
speculation by individual investors appears to be playing in driving the market rally.
Robinhood, a trading platform offering commission-free investing, has seen a rise in
speculative behavior by small investors on its platform. The number of Robinhood
accounts buying into the largest five stocks in the U.S. has doubled since the end of
last year, while ownership of the most popular stocks on the platform quadrupled
over the same period.

• In the Hunt for Opportunities. Extreme sentiment appears to have dissipated to some
extent. Glenmede’s proprietary Global Expected Returns model now signals that
U.S. large-cap stocks currently sit near the 78th percentile of longer-term fair value.
However, U.S. small-caps still sit near the 33rd percentile, below fair value. This portion
of the market has been hit particularly hard on the downside and may stand the
most to gain in the ongoing rebound.

Sentiment has shifted, valuation are now more elevated, but 
opportunities still exist

The Rise in Individual Stock Speculation
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