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Perspectives

In just a matter of weeks, U.S. equities went from all-time highs 
to bear market correction territory. The sell-off was especially 
intense, beating out such vexing years in investment history as 
1987 and 1929 in its speed. As of March 20th, the S&P 500 had a drawdown of 
-31.9% from its February 19th high. Following this steep sell-off, equities subsequently 
rallied the week of March 23rd, logging weekly gains that were among their best in 
history. For the week of March 23rd, the DJIA rose by 12.8%, its biggest weekly gain 
since 1938, while the S&P 500 rose 10.3%, its best weekly gain since 2009. With equities 
having officially fallen into correction territory then subsequently appearing to show 
signs of stabilization and fiscal/monetary stimulus poised to (theoretically) cushion 
the impact of COVID-19, investors are left to wonder if the worst is over. 

However, identifying market bottoms is a difficult endeavor. Every bear market is 
unique and this one is no different. Based on the severity of economic contraction 
thus far, it is likely that we are headed for — or possibly already in — a recession. 
Notably, though, not all bear markets coincide with a recession and not all recessions 
coincide with a bear market. Given that a recession is looming if not already here, we 
examined the last 40 years of data when bear markets coincided with recessions to 
see if we can identify signs of a bottom. Over the past 40 years, there were four such 
periods: 1973–1975, 1981–1982, 2000–2001, and 2007–2009. In the following text we 
review four categories of data over these time periods: technical, valuation, economic, 
and COVID-19 to see if we can identify consistent indicators of a market bottom.
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TECHNICAL DATA
Does a market rally signal the end of a bear market? History tells us that bear markets do not simply go 
straight down in finding a bottom. Bear markets often have counter-trend rallies within their broader declines. 

Exhibit 1:  10%+ Rallies Prior to Bear Market Trough

Source: Bloomberg

2007–2009

# Start Date End Date Size of Bounce

1 3/10/2008 5/19/2008 12.0%

2 10/10/2008 10/13/2008 11.6%

3 10/27/2008 11/4/2008 18.5%

4 11/20/2008 11/28/2008 19.1%

5 12/1/2008 12/8/2008 11.5%

2000–2001

# Start Date End Date Size of Bounce

1 4/4/2001 5/21/2001 19.0%

2 9/21/2001 12/5/2001 21.2%

3 7/23/2002 8/22/2002 20.7%

1981–1982

# Start Date End Date Size of Bounce

1 9/25/1981 11/30/1981 12.0%

2 3/8/1982 5/7/1982 11.3%

1973–1975

# Start Date End Date Size of Bounce

1 8/22/1973 7/27/1973 10.8%

2 2/11/1974 3/13/1974 10.0%

Examining the four bear market periods 
that also coincided with a recession, we see 
that the most recent 2007–2009 timeframe 
saw five 10%+ counter-trend rallies before 
eventually finding a bottom on March 9th, 
2009. The 2000–2001 timeframe had three 
such periods while 1981–1982 and 1973–1975 
each had two such periods before hitting 
their respective market troughs. There 
remains a great deal of uncertainty with the 
current correction on what the full extent 
of economic and health impacts could be. 
Markets are forward-looking, and market 
participants will eventually look past bad 
data towards improvement and opportunity. 
However, if history is any guide, the recent 
rally experienced is likely just the first 
counter-trend rally we will experience in our 
current bear market. 

We now turn to the VIX to see if peaks 
occurred prior to a market bottom. VIX data 
begins in January 2000, so only the two most 
recent periods can be assessed (See Exhibit 
2 on the following page). Spikes in the VIX 
generally coincide with market weakness. 
In 2007–2009, the VIX peaked prior to the 
market bottom but the market ultimately 
headed lower until a bottom was found. In 
2000–2001, the VIX initially peaked, then 
fell, and then later peaked again. The overall 
pattern in these two periods is mixed. We do 
not know if there will be one or multiple VIX 
peaks within a bear market. Even without reaching its prior peak in 2007–2009, the market continued to drift 
lower. 2020 saw a spike in the VIX to record highs. The fact that we hit a record high in the VIX does not imply 
that the worst is over, only that daily volatility is likely to be less. What can be said, however, is that a peak in the 
VIX is a leading indicator and occurs prior to a market bottom. The issue is that we do not know how far out into 
the future a market bottom will occur or the total number of VIX spikes that will ultimately be seen.
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VALUATION DATA
Next, we review valuations and determine if they can consistently identify a market bottom. In this analysis, 
we use the S&P 500 trailing P/E for the four periods that saw both a bear market and recession. Valuation 
compression from the start of each bear market to its bear market trough ranges from 22.5% to 61.3% in 
contraction. The average and median P/E contraction was 41.0% and 40.1%, respectively. As of February 19th, 
2020, the trailing P/E for the S&P 500 was 22.3. The S&P 500 trailing P/E multiple compressed by 33.8% through 
its recent bottom on March 23rd. This is below the average contraction for all four periods. 

We can say with confidence that the trailing E (earnings) in the current P/E ratios is higher than it will be in the 
coming months. The problem is predicting how much the E will fall. Markets attempt to predict that answer and 
it is reflected in the market price. During periods of high uncertainty, markets assign a greater probability to left 
tail risks (extreme negative outcomes) than they would in a normal environment. This is largely why valuations 
fall so dramatically. Given this dynamic, it is nearly impossible to pinpoint a bottom in valuations, thus making 
valuations a poor indicator of market troughs. What ends up playing out will depend to a great degree on the 
severity of economic contraction and the impact to earnings in what the final P/E contraction figure looks like. 
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Exhibit 2:  VIX Peaks within a Recessionary Bear Market

2007–2009
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Exhibit 3:  Valuation Compression

Bear Start (Peak) Bear End (Trough) Starting P/E Ending P/E P/E Contraction

1/11/1973 10/3/1974 19.5 7.5 -61.3%

11/28/1980 8/12/1982 9.1 7.1 -22.5%

3/24/2000 10/9/2002 30.6 17.3 -43.5%

10/9/2007 3/9/2009 17.5 11.1 -36.7%

Average -41.0%

Median -40.1%
Source: Bloomberg

ECONOMIC INDICATORS
Next we turn to the economy. The U.S. Department of Labor (DOL) reports weekly initial unemployment claims, 
also known as weekly jobless claims. This data point tracks initial unemployment claims filed by individuals after 
separating from an employer. It is different from the continued weekly claims data which accounts for individuals 
who already are receiving unemployment insurance. The initial claims data serve as a leading indicator — a look 
at what is ahead — while the continued claims data represent a lagging indicator, a view of what has already 
occurred.

Sources: U.S. Department of Labor, Bloomberg

Exhibit 4:  S&P 500 Index and Weekly Initial Jobless Claims During Bear Market & Recession Periods
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Since initial weekly claims is a leading indicator for the economy, we looked at whether it has been a leading 
indicator for the S&P 500. The short answer is no. Instead, the S&P 500 has been a leading indicator for weekly 
jobless claims. In three out of the four periods examined, the S&P 500 bottomed prior to a peak in weekly 
jobless claims. The exception was in 2001 when jobs data peaked at 517,000 in September while the S&P 500 
reached its bottom 13 months later, in October 2002. This period also stands out because it has the longest 
gap between a peak in weekly jobless claims and a peak in the unemployment rate: 20 months. The gap in the 
other three periods ranged between 2 and 7 months. In all four periods, the S&P 500 reached its bottom prior 
to the peak in the unemployment rate. 

Where does that leave us in our search for signs of a bottom? While not a leading indicator, a peak in the weekly 
jobless claims can be a good indicator that we have already bottomed in the S&P 500. Of course, the most 
recent data is unprecedented both in terms of absolute number and percentage increase. On March 26th the 
DOL announced a staggering 3.28M initial claims, the largest reading since 695,000 in October of 1982. A week 
later, on April 2nd, the DOL announced the data point had more than doubled to 6.65M claims. This was a fast 
and dramatic rise and economic activity has taken a fast and dramatic fall. Given the sharpness of the downturn, 
the hope is that its duration will be short. A key data point to track regarding duration is the one that makes this 
period particularly unique.

COVID-19
Each recession and bear market have unique characteristics and  COVID-19 is certainly the standout characteristic 
in the current market. The coronavirus has led to a dramatic drop in global economic activity as countries take 
action to slow the growth of infections. Therefore, a key data point to look for is a peak in the number of new 
daily coronavirus cases. Last week we reviewed how Europe and the U.S. are roughly 6 to 8 weeks behind China 
in navigating through this pandemic. 

China has seen a peak in its new daily cases of the virus and the economy has started its return to normal. 
As of March 23rd, close to 7 weeks post peak, several of China’s high frequency economic indicators have 
shown progress. Coal consumption, home sales, and traffic jams are all within 65%–80% of historical averages.  
Additionally, on March 31st China released its PMI reading for March and saw a huge snap back from an all-
time low in February. In comparison, the U.S. has not reached its peak in new cases and shelter in place orders 
have only really taken hold over the last two weeks. Once the number of new daily cases slows, the country can 
loosen some of the stricter containment policies and economies can start the recovery process.
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Exhibit 5:  China PMI on the Road to Recovery

https://www.marquetteassociates.com/research/another-unprecedented-surge-in-initial-weekly-jobless-claims-due-to-covid-19/
https://www.marquetteassociates.com/research/following-chinas-lead/
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CONCLUSION
After peaking on February 19th, the S&P 500 entered a bear market. The decline was acute and abrupt. The U.S. 
economy faces a similar dynamic and it is likely that we are headed for — or already in — a recession. Given this 
environment, we examined previous periods when a bear market and a recession occurred at the same time. 
Over the last four decades there were four such occurrences. We reviewed these periods to try and identify 
potential signs for a market bottom. 

Based on our analysis, the VIX and weekly jobless claims may be helpful in identifying a bottom. In contrast, 
we think valuations are less helpful. Specific to the current environment, we think a peak in the daily new 
COVID-19 cases is an additional factor that will provide insight on a market bottom. In isolation, these data 
points, particularly the VIX and jobless claims, are less powerful as a signal. However, we expect peaks in all 
three data points could serve as a signal that the S&P 500 has reached its bottom.
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Exhibit 6:   Daily and Cumulative Case Count: China Has Peaked While U.S. Has Not
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