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June 5th, 2023 

How are new bulls born? 
 
Characteristics of a new bull market 
It has been over seven months since the October lows, and during this time, the S&P 500® has rallied over 19%. 
Naturally, investors are pondering whether this marks the beginning of a new bull market. In this report, we aim 
to take an objective approach to determine if historical patterns can guide us in assessing the current situation. 
Spoiler alert: While it is certainly possible for this rally to evolve into a full-fledged bull market, historical 
precedent suggests it is far from a foregone conclusion. Here are some key takeaways from history: 

1. No definitive technical thresholds: There are no specific technical indicators that serve as magical signals for 
a new bull market. It is not as simple as crossing a specific threshold to confirm the start of a bull market. 

2. Breadth indicates strength: A broad-based rally with a wide range of sectors and stocks participating 
indicates a stronger foundation for a potential bull market. 

3. The market leadership of bounces tends to be backward looking: The composition of a market bounce 
primarily reveals information about the past rather than the future. 

4. Fundamentals matter: Rallies cannot transform into bull markets without support from underlying 
fundamentals. 

This would not be an unprecedented start of a bull market or a bear market rally 
Bear market rallies are relatively common occurrences. Putting aside the pandemic bear market in 2020 — which 
only lasted 23 trading days — the 2000 and 2007 bear markets each experienced four bear rallies of 10% or 
more, including some rallies of over 20% in both periods. In fact, the current 19% rally from the October lows is 
not much greater than the rally observed just last summer. Although seven months is a considerable duration 
since the 2022 lows, five of the past 14 bear markets since 1929 had longer periods between new lows being 
reached. It appears there are no magic levels or stop clocks that ring in the new bull market (Table 1). 

Table 1: Key statistics for S&P 500® bear markets since 1929 

 
Source: Richard Bernstein Advisors LLC, Bloomberg, S&P 
a: based on the 10/12/22 stock lows; b: assumes we remain in a bear market as of 5/31/23 

 
 
 

Peak Trough Months Decline 10% rallies 15% rallies Biggest bear rally Biggest bear recovery Most days w/o new lows
Sep-29 Jun-32 32.5 -86% 10 7 46.8% 67% 338
Mar-37 Apr-42 61.6 -60% 12 4 62.2% 61% 1,358
May-46 Jun-49 36.5 -30% 3 1 23.9% 60% 756
Aug-56 Oct-57 14.7 -22% 1 0 15.9% 92% 237
Dec-61 Jun-62 6.5 -28% 0 0 7.4% 67% 73
Feb-66 Oct-66 7.9 -22% 0 0 7.4% 76% 73
Nov-68 May-70 17.9 -36% 0 0 9.9% 79% 141
Jan-73 Oct-74 20.7 -48% 2 0 10.9% 55% 90

Nov-80 Aug-82 20.5 -27% 2 0 12.0% 82% 185
Aug-87 Dec-87 3.3 -34% 2 0 14.9% 67% 46

Jul-90 Oct-90 2.8 -20% 0 0 5.6% 28% 32
Mar-00 Oct-02 30.5 -49% 4 3 21.4% 96% 284
Oct-07 Mar-09 17.0 -57% 4 2 24.2% 69% 114

Feb-20 Mar-20 1.1 -34% 0 0 9.3% 41% 10
Jan-22 Oct-22 9.3a -25% a 3b 2b 19.4% b 74% 231b
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But bad breadth is never a good thing 
The narrow breadth of this rally raises technical concerns. Historically, bull markets have often commenced with 
broad participation across various sectors, but the current rally does not exhibit this characteristic. In fact, this 
would be the first bull market since at least 1990 to begin with the market cap-weighted S&P 500® index 
outperforming the equalweighted index (Chart 1). 

Chart 1: Relative performance of S&P 500® equalweighted index vs. market cap weighted index 231 days into bull market 

 

 
This rally’s 
underperformance of 
the equalweighted 
S&P 500® index vs. the 
market cap weighted 
index illustrates how 
the rally is being led by 
a narrow group of 
mega cap stocks. 

Source: Richard Bernstein Advisors LLC, Bloomberg, S&P 
Note: Each bar represents the spread in price returns of the S&P 500® equalweighted index vs. the traditional market cap weighted S&P 
500® index at this point (231 days) during historical bull market rallies. 

The sector composition of a market bounce says more about the past than the future 
Investors would be wise not to read too much into the sector leadership of the initial market bounces. Sector 
leadership in these rallies tends to merely be a reversal of the preceding drawdown (indicated in the chart below 
by the large negative correlations in blue) and has historically had no relationship with what worked throughout 
the remainder of the bull market (small positive correlations in orange). Based on history, it is unsurprising that 
this year’s big winners (Tech and Comm Services) were last year’s big losers and that this year’s big losers (Energy 
and Health Care) were last year’s big winners. It would also be quite normal for the sector leadership of the 
upcoming cycle to look quite different from the rally we have seen thus far.  

Chart 2 below shows the correlation between sectors’ performances during bear markets and during the first 231 days 
of a rebound (blue line). Big negative bars suggest leadership changed significantly during the subsequent rally and was 
the opposite of the leadership during the preceding bear market. The orange bars show the correlation between sector 
performance during the initial 231-day rally and the performance for the remainder of the bull market. The small 
orange bars suggest the leadership of the initial rally had virtually no relationship with the sector performance during 
the remainder of a bull market. 

Chart 2: Sector performance correlations: Bear markets vs. initial rally, and initial rally vs. rest of subsequent bull market 

 
Source: Richard Bernstein Advisors LLC, Bloomberg, S&P 
Blue bars: the correlation of GICS sector returns during the bear market and sector returns during the initial rally and the performance 231 
days into the subsequent bull market                                                                                                                                                                               
Orange bars: the correlation of GICS sector returns during the initial rally and the performance 231 days into the subsequent bull market and 
sector returns during the remainder of the bull market 
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Ultimately, rallies need fundamentals in order to bloom into bull markets 
While historical technical statistics are interesting to discuss, at RBA, we believe that fundamentals ultimately drive 
market performance. Corporate profits, liquidity, and sentiment/valuation are the primary factors influencing 
market trends over time. A sustained market rally requires support from at least one, if not a combination, of 
these factors. The table below provides an overview of the prevailing macroeconomic conditions at bear market 
bottoms (Table 2) and 231 days into a new bull market (Table 3). It is important to note that this table is not 
exhaustive and does not include factors such as fiscal policy (e.g. TARP or PPP), bank lending standards or investor 
positioning, but still offers a general understanding of the circumstances surrounding historical market bottoms. 

Investors always try to anticipate troughs in fundamentals, and the times they get it wrong turn out to be the 
bear market rallies discussed earlier in this piece. But investors also get it right sometimes, and thus it’s not 
surprising that the market has historically tended to bottom before earnings growth reaches its trough. 
Nevertheless, when the markets have bottomed in the absence of earnings support, there has always been 
significant support from either liquidity or sentiment/valuation (typically both) to pick up the slack: 

 Fed policy was more difficult to characterize before the Fed began targeting the Fed funds rate in the 
1970s, but since then every bull market has begun with easing Fed policy. 

 Prior to the Internet Bubble, every bull market began with a trailing GAAP P/E multiple below the 
historical median of 16.6x. 

 Up until the pandemic, every bull market started with a P/E ratio on the prior peak EPS below the 
historical median of 15.4x. 

Table 2: Profit, liquidity & sentiment at bear market bottoms  Table 3: Profit, liquidity & sentiment 231 days after bottoms 

 

 

 
Source: Richard Bernstein Advisors LLC, Bloomberg, NBER, S&P 
Well after: more than a year later 
Note: Easing Fed policy includes quantitative easing/tightening (QE/QT) 

 Source: Richard Bernstein Advisors LLC, Bloomberg, NBER, S&P 
*based on RBA forecasts 
Well after: more than a year later 
Note: Easing Fed policy includes quantitative easing/tightening (QE/QT) 

The current rally may indeed be the early stages of a bull market, but this would truly be an unprecedented 
beginning without some signs of improving profit fundamentals, increasing liquidity or much cheaper valuations. 

 
 

Dan Suzuki, CFA 
Deputy Chief Investment Officer 

Peak Trough
EPS 

slowdown Recession Fed policy
Last Fed policy 

change
Trailing 

GAAP P/E
P/E on 3-yr 
peak EPS

Mar-37 Apr-42 During Well after N/A N/A 7.2 6.3
May-46 Jun-49 During During N/A N/A 5.7 5.7
Aug-56 Oct-57 During During Tightening N/A 11.2 10.6
Dec-61 Jun-62 After Well after Pause N/A 15.5 15.3
Feb-66 Oct-66 During No Pause N/A 13.3 13.3
Nov-68 May-70 During During Easing N/A 12.3 11.8
Jan-73 Oct-74 During During Pause Cut 3.75ppt 6.8 6.8
Nov-80 Aug-82 During During Easing Cut 50bp 7.2 6.7
Aug-87 Dec-87 After No Pause Cut 3/8 ppt 14.1 13.5
Jul-90 Oct-90 During During Pause Cut 25bp 13.6 11.7

Mar-00 Oct-02 After Well after Pause Cut 25bp 25.8 14.5
Oct-07 Mar-09 During During Easing Cut 87.5bp + QE 45.5 8.0
Feb-20 Mar-20 During During Easing Cut 1ppt + QE 16.0 16.0
Jan-22 Oct-22 During N/A Tightening Raised 75bp + QT 19.1 18.1

S&P 500 Profits Liquidity Sentiment/Valuation

Trough T+231
EPS 

slowdown Recession Fed policy
Last Fed policy 

change
Trailing 

GAAP P/E
P/E on 3-yr 
peak EPS

Apr-42 Dec-42 After Well after N/A N/A 10.0 7.9
Jun-49 Jan-50 During After N/A N/A 7.3 7.1
Oct-57 Jun-58 During After Easing N/A 14.2 12.1
Jun-62 Feb-63 After Well after Pause N/A 17.9 17.9
Oct-66 May-67 During None Easing N/A 16.7 16.4

May-70 Jan-71 After After Easing N/A 18.1 15.7
Oct-74 May-75 During After Easing Cut 25bp 10.6 9.8
Aug-82 Mar-83 After After Pause Cut 50bp 12.3 10.0
Dec-87 Jul-88 After None Tightening Raised 25bp 12.2 12.2
Oct-90 May-91 During After Easing Cut 25bp 18.5 15.3
Oct-02 May-03 After Well after Pause Cut 50bp 31.4 17.8
Mar-09 Oct-09 After After Pause Cut 87.5bp + QE 85.1 12.6
Mar-20 Nov-20 During After Pause Cut 1ppt + QE 36.1 25.5
Oct-22 May-23 During* N/A Tightening Raised 25bp + QT 23.7 21.1

S&P 500 Profits Liquidity Sentiment/Valuation
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Nothing contained herein constitutes tax, legal, insurance or investment advice, or the recommendation of or an offer to sell, or the solicitation of an offer to buy or invest in any investment 
product, vehicle, service or instrument. Such an offer or solicitation may only be made by delivery to a prospective investor of formal offering materials, including subscription or account 
documents or forms, which include detailed discussions of the terms of the respective product, vehicle, service or instrument, including the principal risk factors that might impact such a 
purchase or investment, and which should be reviewed carefully by any such investor before making the decision to invest. RBA information may include statements concerning financial 
market trends and/or individual stocks, and are based on current market conditions, which will fluctuate and may be superseded by subsequent market events or for other reasons. Historic 
market trends are not reliable indicators of actual future market behavior or future performance of any particular investment which may differ materially and should not be relied upon as 
such. The investment strategy and broad themes discussed herein may be unsuitable for investors depending on their specific investment objectives and financial situation. Information 
contained in the material has been obtained from sources believed to be reliable, but not guaranteed. You should note that the materials are provided "as is" without any express or implied 
warranties.  Past performance is not a guarantee of future results. All investments involve a degree of risk, including the risk of loss. No part of RBA’s materials may be reproduced in any form, 
or referred to in any other publication, without express written permission from RBA. Links to appearances and articles by Richard  Bernstein, whether in the press, on television or otherwise, 
are provided for informational purposes only and  in no way should be considered a recommendation of any particular investment product, vehicle, service or  instrument or the rendering of 
investment advice, which must always be evaluated by a prospective investor  in consultation with his or her own financial adviser and in light of his or her own circumstances, including the  
investor's investment horizon, appetite for risk, and ability to withstand a potential loss of some or all of an  investment's value. Investing is subject to market risks. Investors acknowledge and 
accept the potential loss of some or all of an investment's value. Views represented are subject to change at the sole discretion of Richard Bernstein Advisors LLC. Richard Bernstein Advisors 
LLC does not undertake to advise you of any changes in the views expressed herein. 
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