
  

  

 

 

 

 

 

Historical perspective on bear markets: rallies and bottom
Almost a year ago, the S&P 500 crossed the 20% 
correction threshold, marking the tenth bear market 
since 1960. Now, after reaching a maximum 
drawdown of -25% on October 12, the index has 
begun an impressive recovery (a 15% gain since its 
last trough), supported by decelerating inflation and 
a resilient labour market. 

Such a rally is not unprecedented, as bear markets 
are notorious for their sharp rebounds. For example, 
the S&P 500 rallied by more than 10% three times, 
and even by 24% a fourth and final time before 
reaching its ultimate bottom during the financial 
crisis of 2007-2009. A similar phenomenon occurred 
at the turn of the 2000s, with three successive 
rebounds of about 20%, all of which were ultimately 
followed by a new low (Charts 1 and 2).  

So, what is the parallel with the current 
environment? Does the rally from last October mark 
the beginning of a new bull market, or will the S&P 
500 first have to revisit (or even break through) its 
most recent low?  

 
1 “Historical perspective on bear markets: Facts and figures” released in June 2022. 

To shed some light on this, we revisit last year's 
Strategic Report1 on bear markets, but this time we 
will focus specifically on the conditions that 
generally prevailed during the market bottoms of the 
past 60 years. 

 
How long before reaching a bottom? 

On average, it took 14 months for the S&P 500 to 
bottom out from its peak, or six months after 
crossing the -20% threshold. 

However, behind these averages are results that 
vary greatly from one episode to another. From the 
peak, it took more than two-and-a-half years for the 
S&P 500 to reach a low during the Dot-com bubble, 
but it only took one month in 2020 at the beginning 
of the COVID-19 pandemic.  

This timeframe depends largely on what is 
happening with the economy. On average, bear 
markets associated with a recession tend to be 
much longer (21 months from peak to trough) than 
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1 | Bear markets and rallies…

CIO Office (data via Refinitiv).
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2 | … usually go hand in hand.
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those that are not (five months from peak to trough). 
A similar observation is made with respect to the 
magnitude of the decline at the time of the trough. 
The average peak-to-trough decline is 43.5% for 
bear markets accompanied by a recession, 
compared to 29.4% for those without  
(Charts 3 and 4).  

Therefore, if the October 2022 level were to actually 
be the bottom, the current bear market trajectory 
would be much closer to the other “event-driven” 

bear markets. On the other hand, an eventual return 
at, or below, the October lows would be typical of 
the trajectory usually seen during bear markets 
associated with a recession.  

 

A rules-based approach 

We now turn to the economic and financial 
conditions that typically prevail during bear market 
lows. In the end, we have identif ied five common 
denominators, or f ive "rules" that are mostly 
respected when the S&P 500 reaches its bottom 
before beginning a sustained recovery (Chart 5, 
next page). 

1) Rising unemployment 
The majority of bear markets occur at the end 
of a business cycle and are therefore 
associated with a recession (GDP contraction, 
job losses). Of these episodes, the market 
bottom was never reached before the onset of 
the recession and the accompanying rise in the 
unemployment rate. Thus, only bear markets 

3 | The market trajectory depends on the economy

CIO Office (data via Refinitiv).
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4 | Bear markets associated with a recession are longer and have larger drawdowns 

CIO Office (data via Refinitiv & Bloomberg). 1. This bear market was caused by an exogenous shock and is therefore not very comparable to other episodes associated with a 
recession. 2. Current bear market bottom (October 12, 2022). 3. Current situation as of May 15, 2023. 4. All averages exclude the current bear market.

S&P 500 bear markets since 1960

Dec-1961 May-1962 Jun-1962 Kennedy Slide of 1962 6 1 -28.0%
Feb-1966 Aug-1966 Oct-1966 Aggressive Fed tightening 8 1 -22.2%
Nov-1968 Jan-1970 May-1970 Recession of 1969-1970 (R) 18 4 -36.1%
Jan-1973 Nov-1973 Oct-1974 1970s energy crisis (R) 21 10 -48.2%
Nov-1980 Feb-1982 Aug-1982 Early 1980s recession (R) 20 6 -27.1%
Aug-1987 Oct-1987 Dec-1987 Black Monday 3 2 -33.5%
Mar-2000 Mar-2001 Oct-2002 Dot-com bubble (R) 31 19 -49.1%
Oct-2007 Jul-2008 Mar-2009 Great Financial Crisis (R) 17 8 -56.8%
Feb-2020 Mar-2020 Mar-2020 COVID-19 pandemic¹ 1 0 -33.9%
Jan-2022 Jun-2022 Oct-2022 ² 9 4 -25.4%
Jan-2022 Jun-2022 May-2023 ³ 16 11 -13.8%

Average⁴ 14 6 -37.2%
Average (recession) 21 9 -43.5%
Average (non-recession) 5 1 -29.4%
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without a recession break this rule, including 
the current bear market, at least for now. 
 

2) Last Fed move was a rate cut 
Historically, reaching a bear market bottom has 
required the Fed to be already easing monetary 
policy via rate cuts. The only exception was the 
1966 episode, a smaller (and non-
recessionary) bear market in which a bottom 
was reached during a monetary tightening 
cycle. Of course, this rule was far from being 
met during the October 2022 low, when the Fed 
had just made its third consecutive 75-bp hike, 
and it is not being met now either. 
 

3) Yield-curve steepening 
The yield curve is widely recognized as a 
leading economic indicator: it gradually flattens 
over the business cycle until it inverts, which 
normally indicates the cycle will end soon and 
that recession risks are elevated over the next 
12-24 months. The real warning sign, however, 
is when the curve steepens sharply as 
economic activity declines and central banks 

are forced to cut rates. For example, seven of 
the nine bear market bottoms analyzed 
occurred when the curve had steepened from 
the year prior. The two exceptions to this rule 
are the 1966 and 1987 episodes, with two bear 
markets that did not coincide with recessions. 
This rule is not being followed in the current 
bear market either, both at the time of the 
October low and as of today, with the persistent 
inversion still signaling forward-looking risk.  
 

4) Deteriorating consumer outlook 
Naturally, consumers tend to be pessimistic 
about the future during bear markets. Generally 
speaking, this pessimism seems to be a 
necessary condition for a bottom to occur, so 
that the bad news becomes somewhat “priced 
in” by the markets. This rule was not met with 
the October 2022 low but, it is now, as 
consumer expectations have gradually 
deteriorated since February. 
 
 
 

5 | The conditions typically observed during market bottoms were not present last October...

CIO Office (data via Refinitiv & Bloomberg). 1. This bear market was caused by an exogenous shock and is therefore not very comparable to other episodes associated with a 
recession. 2. Current bear market bottom (October 12, 2022). 3. Current situation as of May 15, 2023. 4. All averages exclude the current bear market.

Conditions for a bear market bottom: a rule-based approach

Kennedy Slide of 1962 June 1962      4
Aggressive Fed tightening October 1966      2
Recession of 1969-1970 (R) May 1970      5
1970s energy crisis (R) October 1974      5
Early 1980s recession (R) August 1982      3
Black Monday December 1987      3
Dot-com bubble (R) October 2002      5
Great Financial Crisis (R) March 2009      5
COVID-19 pandemic¹ March 2020      4

October 2022²      1
May 2023³      2

Bear market bottom conditions 4.0
Rule 1: Unemployment rate higher than a year ago. 4.6
Rule 2: Last Fed move was a rate cut. 3.3
Rule 3: The yield curve is steeper than a year ago, as measured by the 10yr-2yr spread.
Rule 4: Worsening consumer outlook as measured by the University of Michigan Consumer Sentiment Future Expectations (3-month change < 0)
Rule 5: P/E ratio down more than 5 since previous peak (rolling 3yr).
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5) Deep P/E ratio contraction 
Finally, bear markets are associated with sharp 
contractions in equity valuations, as measured 
by the price/earnings ratio. This is the only rule 
that was met during the October 2022 low, with 
the Fed's monetary tightening pulling equity 
valuations well below their 2021 peak.  

In sum, we observe again a sharp distinction 
between bear markets associated with recessions 
(average of 4.6 rules met) and those without 
recession (average of 3.3 rules met). As for the 
October 2022 low, it respected only one rule in total, 
suggesting that conditions were not conducive to a 
sustained recovery. The same is true today, with 
only two rules being met (Chart 6).  

 

The bottom line 

In the end, our results suggest that the stock market 
rally of the last six months looks more like a 
temporary rebound than the beginning of a new bull 
market, as the conditions generally observed during 
previous bear market lows were neither present last 
October nor today.  

One thing is certain: what happens next depends 
largely on whether or not the U.S. economy will fall 
into recession. In a world where the Federal 
Reserve is able to orchestrate a soft landing, it 
would be conceivable that the bear market actually 
ended last October. At that time, both the duration 
and magnitude of the decline as well as the rules 

discussed were all very similar to the 1966 episode, 
which also occurred against a backdrop of 
heightened geopolitical risks (Vietnam War) and 
high inflation necessitating aggressive monetary 
tightening by the Fed. 

However, while not impossible, the more optimistic 
soft-landing scenario remains unlikely at this point, 
as mentioned in our last quarterly base-case 
scenario, which is why we maintain a defensive 
positioning within our tactical asset allocation. 

 

Mikhael Deutsch-Heng,  
Associate, Investment Strategy 

Louis Lajoie,  
Investment Strategist 
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General 
 
The information and the data supplied in the present document, including those supplied by third parties, are considered accurate at the time of their printing and 
were obtained from sources which we considered reliable. We reserve the right to modify them without advance notice. This information and data are supplied as 
informative content only. No representation or guarantee, explicit or implicit, is made as for the exactness, the quality and the complete character of this information 
and these data. The opinions expressed are not to be construed as solicitation or offer to buy or sell shares mentioned herein and should not be considered as 
recommendations. 
 
Views expressed regarding a particular company, security, industry, market sector, future events (such as market and economic conditions), company or security 
performance, upcoming product offerings or other projections are the views of only the CIO Office, as of the time expressed and do not necessarily represent the 
views of National Bank of Canada and its subsidiaries (the “Bank”). Any such views are subject to change at any time based upon markets and other conditions, 
which could cause actual results to differ materially from what the CIO Office presently anticipate(s) or project(s). The Bank disclaims any responsibility to update 
such views. These views are not a recommendation to buy or sell and may not be relied on as investment advice. 
 
These index providers may be included in this document: BofA, Merrill Lynch, Standard & Poor's, FTSE, Nasdaq, Russel and MSCI. These companies are licensing 
their indices “as is,” make no warranties regarding same, do not guarantee the suitability, quality, accuracy, timeliness and/or completeness of their indices or any 
data included in, related to or derived therefrom, assume no liability in connection with their use and do not sponsor, endorse or recommend National Bank of Canada 
and its wholly owned subsidiaries any of their products and services. The above index providers do not guarantee the accuracy of any index or blended benchmark 
model created by National Investment Bank using any of these indices. No responsibility or liability shall attach to any member of the Index Providers or their 
respective directors, officers, employees, partners or licensors for any errors or losses arising from the use of this publication or any information or data contained 
herein. In no event shall the above Index Providers be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or 
consequential damages, costs, legal or other expenses, or losses (including, without limitation, lost revenues or profits and opportunity costs) arising out of or in 
connection with the use of the content, even if advised of the possibility of such damages. 
 
The FTSE/TMX indices are trademarks of the LSE Group. S&P Indices are trademarks of S&P Dow Jones Indices LLC, a division of S&P Global. MSCI indices are 
trademarks of MSCI Inc. BofA indices are trademarks of Merrill Lynch, Pierce Fenner & Smith incorporated (“BofAML”). Nasdaq index is a trademark of Nasdaq Inc. 
Russell 2000 ® is a trademark of the Frank Russell Company. 
 
© 2023 National Bank Investments Inc. All rights reserved. Any reproduction, in whole or in part, is strictly prohibited without the prior written consent of National 
Bank Investments Inc. 
 
® NATIONAL BANK INVESTMENTS is a registered trademark of National Bank of Canada, used under licence by National Bank Investments Inc. 
National Bank Investments is a signatory of the United Nations-supported Principles for Responsible Investment, a member of Canada’s Responsible Investment 
Association, and a founding participant in the Climate Engagement Canada initiative. 
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