
"Bear markets are normal and necessary and serve to clean up prior excesses.
They also allow the market to create a whole new set of chart bases and
leaders for the bull market that, in time, always follows."
- William J. O'Neil

Will History Repeat Itself
in Terms of Forming a Bottom?
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The financial collapse of 2007 and the recession that followed left many economists 
on the defensive. News programs, magazines, pundits, and even Queen of England 
all asked some variant of questions, why didn’t you see it coming? Some in the 
economics community wrote articles or convened conferences to examine how they 
could have gotten it so wrong; others engaged in a full-throated defense of their 
profession.  For many who were hostile to the fundamental assumptions of main-
stream economics, the crisis was proof that they had been right all along: the 
emperor was finally shown to have no clothes. Public confidence in authority was 
badly shaken. 

-Excerpt from the book Fault Lines by Raghuram G. Rajan

The current scenario we are in is so vastly different that it doesn’t beg the ques-
tion: “why didn’t you see it coming?.” This time around, the cause is unprecedented 
– a virus is attacking mankind and corrupting the system as we know it – and so is 
the impact. Global leaders are trying to do their best to contain the situation and 
hold everything together. But the fact remains that it is hard to envisage what is 
the best response at this time.

The investors are in panic and dumping stocks. In less than a month, most of the 
leading indices globally have seen a sharp decline of more than 30%. The dramatic 
fall is steeper than the 2008 financial crisis. The logical supports are breached and 
indices are at multi-year lows globally.
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under pressure, Jan 28

We will look for indices to establish and
hold above new low for three days before

looking for a follow-through day.

D1    Dec 31
D2    Jan 3
D3    Jan 22
D4    Jan 28
D5    Jan 30
D6    Jan 31
D7    Feb 1

Current market scenario:
Indian markets lost more than 25% in 
less than a month and have fallen into 
bear territory. Nifty has dropped ~20% 
below its 50- and 200-DMA first time 
after 2008 market crash. The three C’s 
(Corona, Crude Oil, and Credit risk 
aversion) have made a deep crack on a 
well-paved D-street. COVID-19 
continues to spread increasingly 
across the world. Though there are 
some signs of containment within 
China, the virus proliferates in other 
countries and global growth concerns 
get more acute with each passing day.

For the first time after the 2008 crash, 
on March 13, Nifty was locked down to 
10% circuit and trading was at a halt 
for 45 min. On the way down, Nifty 
made a multi-year low of 7,800. The 
pain is evenly distributed between 
sectors and among leading stocks, 
suggesting again that people are 
selling the market as a whole. Before a 
sharp decline in the market, using our 
methodology, we identified an 
increase in distribution days (indicating 
market weakness) and there was a 
downside reversal when Nifty made a 
new high (as indicated in chart).

In this environment, we do not predict 
and decode stories. We will take what 
the market gives us and continue to 
monitor unfolding conditions. We want 
to closely adhere to our time-tested 
O’Neil methodology. Indian equity 
markets continue to be in a Down-
trend, so we do not encourage to 
commit any new capital until we see a 
strong follow-through day.
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Name 1 Week 1 Month YTD 1 Year Name 1 Week 1 Month YTD 1 Year
AXIS Bank -16.4% -39.0% -39.7% -39.9% Indian Oil 2.4% -19.9% -28.3% -43.4%
Adani -9.9% -30.1% -29.2% -28.2% IndusInd Bank -41.4% -61.1% -69.6% -73.2%
Asian Paints -16.3% -16.3% -13.6% 5.9% Infosys -13.1% -31.2% -25.0% -25.8%
Bajaj Auto -7.6% -29.5% -32.2% -26.7% JSW Steel -20.7% -42.8% -40.3% -42.9%
Bajaj Finance -20.3% -39.0% -29.7% 3.7% Kotak Mahindra Bank -20.3% -30.7% -30.6% -13.6%
Bajaj Finserv -17.1% -36.5% -34.4% -11.3% Larsen & Toubro -14.6% -32.2% -33.1% -36.6%
Bharat Petroleum -8.1% -32.9% -35.6% -18.7% Mahindra & Mahindra -25.2% -39.7% -40.5% -53.4%
Bharti Airtel -5.2% -19.2% -3.3% 43.8% Maruti Suzuki -12.9% -27.2% -33.3% -26.3%
Bharti Infratel -39.1% -40.4% -46.6% -58.5% NTPC -14.5% -27.6% -32.3% -37.6%
Britannia Industries -14.9% -21.8% -21.0% -22.5% Nestle India -14.6% -19.6% -10.1% 26.3%
Cipla -3.5% -12.8% -20.5% -28.7% Oil & Natural Gas 1.0% -38.6% -51.0% -58.5%
Coal India -14.9% -26.6% -37.7% -44.5% Power Grid -10.4% -21.4% -21.8% -24.6%
Dr. Reddy's Labs -9.6% -20.8% -10.4% -6.4% Reliance Industries -13.0% -37.8% -38.9% -32.8%
Eicher Motors -6.1% -15.9% -29.6% -25.7% SBI 1.7% -34.0% -35.2% -28.8%
GAIL Ltd -12.1% -41.1% -42.0% -60.4% Sun Pharma 1.5% -11.1% -16.8% -24.2%
Grasim Industries -10.1% -33.0% -32.3% -38.4% Tata Consultancy -6.1% -22.9% -23.1% -15.8%
HCL Tech -13.0% -29.5% -24.5% -17.3% Tata Motors -16.7% -53.7% -60.4% -59.3%
HDFC Bank -15.9% -29.4% -32.5% -25.1% Tata Steel Ltd -1.9% -36.4% -40.3% -45.1%
Hero MotoCorp -13.1% -26.0% -32.2% -36.5% Tech Mahindra -12.4% -31.3% -25.3% -27.9%
Hindalco Industries -10.9% -43.6% -50.5% -48.3% Titan Company -15.0% -30.8% -23.0% -17.0%
Hindustan Unilever -9.3% -17.0% -3.0% 10.6% UPL -31.3% -47.8% -47.8% -51.1%
HDFC Ltd -13.2% -31.3% -32.5% -18.1% UltraTech Cement -10.4% -25.9% -18.9% -16.3%
ICICI Bank -19.7% -37.5% -36.6% -13.0% Vedanta -9.8% -49.4% -52.8% -58.8%
ITC 1.3% -23.9% -33.6% -47.2% Wipro -14.8% -31.0% -31.0% -35.2%
Yes Bank 108.8% 47.5% 11.4% -79.3% Zee Entertainment -22.7% -42.6% -49.6% -66.7%
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2004 Crisis
The Indian market witnessed one of the 
largest declines as BSE fell by 842 points. 
As per the market regulator SEBI, foreign 
institutional investor UBS placed the 
largest amount of selling orders in 2004, 
thereby causing huge selling pressure in 
the frontline index. Besides this, the crisis 
was fuelled by a sharp increase in crude 
prices in the global markets, inflationary 
pressure in light of firm commodity prices, 
the strengthening of interest rate across 
major economies and dollar depreciation, 
among others. Further, until April 12, 2004, 
the public and majority of investors were of 
the view that the previous government i.e. 
the National Democratic Alliance would 
retain the power, winning by a handsome 
margin but as the elections results unfolded 
in May 2004, a surprise was in the offing.

Indices that were affected the 
most

Nifty fell nearly 42% from its high during 
this crisis. Nifty Bank, Finance, and FMCG 
were the major decliners. Nifty FMCG and 
Nifty Finance declined 34% and 27%, 
respectively. When the market started 
reversal after forming a button, Nifty 
Finance emerged as the new leading sector 
during the rally, followed by Nifty Bank and 
Nifty FMCG. Nifty Finance rallied the high-
est of 481% followed by Nifty Bank and 
Nifty FMCG which posted significant gains 
of 391% and 238%, respectively.
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Stocks under each sector that affected the most and leads the 
reversal rally

Nifty Finance

In this sector, Cholamandalam Finance saw a relatively higher decline of 31% during 
crisis. HDFC emerged as the new leader in this rally, which rose more than 500%.

Nifty IT

In Nifty IT, Wipro declined about 29% during crisis. However, after the formation of 
a bottom, when the market started rally, Wipro emerged as the new leader in the IT 
sector, which gained more than 75% from May 2004 to January 2008.
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Nifty FMCG

In the FMCG space, HUL was affected the most during the crisis period, declining 
43%. On the flip side, ITC and Colgate emerged as new market leaders during the 
rally. ITC and Colgate each posted more than 300% gain.

Nifty Bank

In the banking space, HDFC Bank and SBI were affected the most during the crisis 
period with a decline of 24% and 30%, respectively. However, after the formation 
of a bottom, when the market started the rally, ICICI Bank and HDFC Bank emerged 
as new leaders in the Banking domain, which advanced more than 450% and 
200%, respectively.
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Nifty Pharma

Cipla declined about 21% during crisis, which was relatively higher compared with 
its peers. On a positive note, the same stock advanced about 142% during the rally 
period. Further, Sun Pharma also emerged as the new leader during the rally, which 
gained 234%.

Nifty Auto

TVS Motor and Tata Motor were the major decliners in the auto space during crisis. 
Both the companies witnessed a decline of around 42% and 20%, respectively. The 
post 2008 crisis rally witnessed Mahindra and Mahindra as a new leader in the auto 
space, which posted a whopping gain of 111%.
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Crisis 2008–2009
What happened during the crisis?
2008 financial crisis is referred to as the worst economic 
disaster since the great depression that devastated the 
world economy. This financial crisis led to a great reces-
sion, resulting in declining housing prices and sharp 
increase in unemployment. Its after-effects were enor-
mous and still influence financials systems today. The U.S 
witnessed the highest repercussions where around 8M 
citizens lost their jobs; approximately 2.5M businesses 
were wiped out, and near about 4M homes were 
foreclosed in less than two years.

What caused the great recession?
Considering the cause to the crisis, several factors are to 
be blamed. Though, the true cause was highly complex, it 
began with burst of the U.S. housing bubble in 2004 
which occurred after housing prices were consistently 
climbing high. Lenders initiated a practice called ‘subprime 
lending’, where loans were given to risky borrowers who 
would not normally be eligible for a mortgage to buy a 
house. The subprime mortgages typically came with a low 
interest for the first few years, and then a drastic increase. 
However, these practices of subprime lending gradually 
increased and became good source of income for every-
one such as construction companies, realtors, banks, and 
material firms. This went basically unwatched by the U.S. 
government. However, in 2005–2006, when the time 
reached to pay the piper, interest rates on the subprime 
mortgages surged. The house buyers were unable to 
finance.

Further, this crisis did not confine to house owners as the banks and financiers had already sold the debt to investors. The debt assets had been diced up and sold to other investors 
and banks around the world in terms of different financial instruments. In 2007, around 1.3M U.S. home properties were subject to foreclosure activity, which was 79% higher as 
compared with 2006. Suddenly banks weren’t willing to lend to each other any longer, resulting in a credit crunch. During July 2008, major financial institutions and banks across the 
world started to bear losses of approximately $435B. The chain reaction exposed the crack in the financial system. Further, Lehman Brothers firm bankrupted, which had the 
crippling effect on the economies of the U.S. and Europe. 

Like other countries, India also faced the indirect repercussion of the crisis through capital flows and trade. There was a reduction in import bills driven by a decline in international 
commodity prices, particularly crude oil. The recession had also an adverse effect on our exports of goods and services. While export growth was robust till August 2008, it moderat-
ed in September 2008 and turned negative from October 2008 to July 2009. The rupee depreciated 21.2% against the U.S. dollar during the fiscal year 2008-2009. On the other 
hand, net FII inflows during the five-month period from September 2007 to January 2008 was $22.5B as against an inflow of $11.8B during April–July 2007, which were the four 
months immediately preceding the onset of crisis.
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Indices that were affected the most

Nifty fell nearly 59% from its high during this crisis. Nifty Bank, Finance, and Auto 
were the major decliners. Nifty Finance and Nifty Bank performed in line with the 
frontline index and declined 61% and 58%, respectively. When the market started 
reversal after forming a button, Nifty Auto emerged as the new leading sector 
during the rally, followed by Nifty Bank and Nifty Finance. Nifty Auto rallied the 
highest of 292% followed by Nifty IT and Nifty Finance which posted significant 
gains of 208% and 203%, respectively.

Stocks under each sector that affected the most and lead the 
reversal rally

Nifty IT

In Nifty IT, Tech Mahindra was hit the most during crisis, declining about 69%. How-
ever, after the formation of a bottom, when the market started rally, TCS emerged as 
the new leader in the IT sector which gained more than 300% from October 2008 to 
November 2010. Further, like previous rally, Wipro continued to be other key driver 
of this rally, gaining more than 200%.
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Nifty Bank

In the banking space, ICICI Bank and Kotak Mahindra Bank were the most affected 
stocks during the crisis period, which declined 77% and 78%, respectively. Howev-
er, after the formation of a bottom, when the market started a fresh rally, IndusInd 
Bank and Kotak Mahindra Bank emerged as the new leaders in the Banking 
domain, which advanced more than 600% and 200%, respectively. Further, like 
previous rally, ICICI Bank continued to be other key driver, gaining more than 300%.

Nifty Finance

In this sector, Cholamandalam Finance and Bajaj Finance were the most hit during 
crisis, declining about 86% and 88%, respectively. Bajaj Finance emerged as the 
new leader in this rally, surging more than 1000%, whereas Cholamandalam 
Finance emerged as another key driver which rallied more than 400% between 
October 2008 and November 2010.
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Nifty Auto

Mahindra and Mahindra and Tata Motors were the major decliners in the auto space 
during crisis. Both the companies witnessed a decline of around 78% and 65%, 
respectively. However, both erased the loss and gained significantly around 666% 
and 450% in the fresh rally. The fresh rally also witnessed Eicher Motor emerge as 
a new leader in the auto space, with a whopping gain of 748%.

Nifty FMCG

FMCG stocks showed comparatively higher resilience during the crisis period. The 
majority of leaders outperformed the major index. Further, during the rally period, 
Marico and Nestle emerged as new leaders in the FMCG space, with noteworthy 
gains of 174% and 153%, respectively.
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Nifty PHARMA

In the Pharma sector, Aurobindo Pharma declined around 70% during the crisis 
period, relatively higher compared with its peers. On a positive note, the same stock 
saw the largest gain of about 680% during the rally period. Further, Dr. Reddy’s 
also emerged as the new leader in pharma space, advancing 294%.
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The  market went down gradually, attempting 
rally after every 5-6 week but failed to rally.

Like downtrend, the index went higher 
gradually.  Multiple rally attempt failed. 

2010–2011 Crisis
Shares fell around the world as traders responded to 
America's credit rating downgrade, fears over the health 
of the global economy, and efforts to calm the European 
debt crisis.

U.S credit downgraded;
Investors turn to safe assets
The U.S. lost its top credit rating in August, 2011. Though 
the U.S. government’s debt was downgraded with infla-
tion at about 3.3%, according to the consumer price index 
for the year through November, the 10-year U.S. Treasury 
yield was below 2%. This is far below the level it had 
ended in 2010, which was 3.29%.

Taking inflation into consideration, the real interest rates 
turned negative. Still, investors were willing to accept a 
negative real return as they drove toward save assets (U.S. 
Treasuries) due to concerns about the macroenvironment.

Crisis in Europe:
In order to reassure the markets, the European Central 
Bank intervened to buy bonds of Italy and Spain, along 
with some smaller countries. This move indicates the 
mounting troubles of these countries.

Debt Crisis in Eurozone due to Greece:
The Greece owed massive amount to the Eurozone. 
Greece indicated that it might default on its payments in 
 in 2010. To avoid the default, the Eurozone continued to lend money to the Greece to continue repayments. This has led to a debt crisis in the Eurozone and created fears of a global 
debt crisis.

General Market Correction: 
The stock market gave returns of 180% between October 2008 and November 2010. After a massive run, the market tends to have a minor correction. This coupled with the above 
reasons resulted in the stock market crash.
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Sectoral indices that reversed the most during the 2010–2011 
crisis

During the period, Nifty FMCG did not decline; instead, it provided support to the 
otherwise worsening market. Nifty Bank (-41%) and Financial Services (-38%) 
declined the most. Once the market reversed, Nifty Pharma (+179%), Nifty Auto 
(+172%), and Bank (+163%) showed strength.

Nifty Auto

Nifty Auto declined 22% during the crisis period. On reversal, it rebounded strongly 
with 172% gains. During the fall, Maruti (-39%) and TVS Motors (-36%) declined 
the most. After forming a bottom in December 2011, Eicher Motors (1,036%) and 
Maruti (302%) emerged as the leaders.
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Nifty Pharma

Nifty Pharma declined a meagre 11% during the crisis period. On reversal, it 
rebounded strongly with 179% gains. During the fall, Aurobindo Pharma (-66%) 
and Dr Reddy’s (-11%) fell the most, whereas Sun Pharma (10%) and Divis Labs 
(5%) provided support. After forming a bottom in December 2011, Aurobindo 
Pharma (1,104%) and Sun Pharma (303%) emerged as the leaders.

Nifty FMCG

Nifty FMCG advanced 6% during the crisis period. During December 2011 and 
March 2015, it advanced 108%. During the crisis period, Hindustan Unilever defied 
market with a gain of 31%. After the market formed a bottom in December 2011, 
Britannia (388%) and Marico (174%) emerged as the leaders.
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Nifty Bank

Nifty Bank declined 41% during the crisis period. On reversal, it rebounded strongly 
with 163% gains. During the fall, SBI (-55%) and ICICI Bank (-49%) fell the most. 
After forming a bottom in December 2011, Indusind Bank (292%) and Kotak 
Mahindra Bank (217%) emerged as the leaders.

Nifty IT

Nifty IT declined 13% during the crisis period. On reversal, it rebounded strongly 
with 116% gains. During the fall, Tech Mahindra (-24%) fell the most, whereas TCS 
defied market and advanced 5%. After forming a bottom in December 2011, Tech 
Mahindra (403%) and TCS (142%) emerged as the leaders.
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Nifty Financial Services

Nifty Financial Services declined 38% during the crisis period. On reversal, it 
rebounded strongly with 155% gains. During the fall, Cholamandalam (-41%) and 
Bajaj Finance (-22%) fell the most. After forming a bottom in December 2011, Bajaj 
Finance (601%) and Cholamandalam (433%) emerged as the leaders.
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2015-2016 crisis
Events leading to the crisis

Oil prices led to chaos
During 2015–2016, oil prices plummeted to the 
lowest levels in 12+ years, trading at below $30 a 
barrel. The low prices created havoc on the energy 
sector, and that stress trickled down to banks and 
other related industries.

China slowing down

China’s growth slowed down and created market 
volatility. The markets were accustomed to 8%+ 
growth in the Chinese economy. The official growth 
rate dropped to 6.9% with expectations of 4–6%. 
China had been experiencing higher growth rates for 
30+ years and the sudden lowering of GDP forecast 
was a big change for the global economy to swallow.

The Fed’s ending of the near-zero interest 
rate policy 

The Fed raised the Federal funds rate by 0.25% in 
December 2015, for the first time since 2006. The 
markets took the rate hike in a negative way and the 
major indices spiked lower.

Greek Debt Default Grappled Stock Markets Worldwide:

The Greece owed massive amount to the Eurozone. Greece indicated that it might default on its payments in 2010. To avoid the default, the Eurozone continued to lend money to 
the Greece to continue repayments. Since 2010, various European authorities and private investors have loaned Greece nearly 300B euros. In return, EU announced austerity mea-
sures on the Greece. This has led to a debt crisis in the Eurozone and created fears of a global debt crisis.

Similar to 2011-12,  market went down 
gradually, attempting rally after every few 

weeks, but failed to rally.

After bottom formation in March, the FTD 
worked and market rallied ~30%
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Sectoral indices that reversed the most during the 2015–2016 
crisis:

Nifty Bank (-34%) and Financial Services (-32%) declined the most. Once the 
market reversed, Nifty Bank (+129%), Nifty Financial Services (+152%), and FMCG 
(+74%) showed strength.

Nifty Auto

Nifty Auto declined 20% during the crisis period. On reversal, it rebounded with 
17% gains. During the fall, Tata Motors (-47%) and Maruti (-12%) fell the most. 
After forming a bottom in February 2016, Maruti (130%) continued to be the leader.
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Nifty Bank

Nifty Bank declined 34% during the crisis period. On reversal, it rebounded strongly 
with 129% of gains. During the fall, SBI (-46%) and ICICI Bank (-46%) continued to 
be the laggards. After forming a bottom in February 2016, ICICI Bank (210%) and 
Kotak Mahindra Bank (158%) emerged as the leaders.

Nifty Financial Services

Nifty Financial Services declined 32% during the crisis period. On reversal, it 
rebounded strongly with 152% gains. During the fall, HDFC (-22%) and Muthoot 
(-21%) were the laggards. After forming a bottom in February 2016, Bajaj Finance 
(600%) and Bajaj Finserv (494%) were the leaders.
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Nifty FMCG

Nifty FMCG declined 11% during the crisis period. It continued to fall even during 
the market reversal. During the fall, Nestle India (-31%) and Colgate Palmolive 
(-17%) were the laggards. After forming a bottom in February 2016, Nestle India 
(208%) and HUL (148%) were the leaders.

Nifty IT

Nifty IT declined 19% during the crisis period. On reversal, it rebounded strongly 
with 56% gains. During the fall, Tech Mahindra (-42%) and TCS (-21%) continued 
to be the laggards. After forming a bottom in February 2016, TCS (99%) and Tech 
Mahindra (87%) were the leaders.
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Nifty Pharma

Nifty Pharma declined 32% during the crisis period. On reversal, it rebounded 
strongly with 152% gains. During the fall, Cipla (-29%) and Sun Pharma (-15%) 
were the laggards. After forming a bottom in February 2016, Divis Labs (99%) 
emerged as the leader.

23



Stimulus and Rate Cuts to support the economy

Unlike 2008, this time around, the cause is unprecedented – a virus is attacking 
mankind and corrupting the system as we know it – and so is the impact. There 
have been viruses in the past also, the impact was not so deep. The financial 
markets were never under such a high selling pressure during past viruses. 

Jan 2020 - PresentJan 2020 - PresentJan 2020 - Present

Market reactions during virus emergencies

Virus               Date Range              S&P 500
                                                                Nifty

SARS                     Jan - March 2003

MERS                    Sept - Nov 2012

Ebola                     Dec - Feb. 2014

Zika                        Nov - Feb 2016

Coronavirus          Jan 2020 - Present

Most of the countries have announced stimulus packages and rate cuts to boost 
demand in the economy, flagging due to the shock of the coronavirus. Also, govern-
ment bonds are being bought, which essentially creates new money, lowering the 
borrowing cost for the government and freeing up credit elsewhere in the system 
that can flow through to households and businesses that need loans to survive.

Japan Offered $15 billion in financing for businesses hit by coronavirus and spend 
about $4 billion directly to prop up the economy. France has approved a €45bn 
rescue package and guaranteed €300bn of bank loans to businesses to ensure they 
do not collapse for want of liquidity

Global GDP Growth can slip below 2%

The global GDP growth is expected to slip below 2%. Generally, the big fall has 
happened when global GDP was growing at around 4%. But in the current scenario, 
growth was already slowing when the coronavirus crisis precipitated the situation, 
causing it to worsen. 

 

Source: UN

Bond Yield Versus Earnings Yield

Yesterday, Nifty closed at 8,263, wherein earnings yield was ~6.5% and bond yield 
(10-year G-Sec) was 6.3%, a negative gap of 20bps between bond and earnings 
yield. According to consensus, this has taken equities to a value zone. Historically, 
markets have done well after the difference between bond and earnings yield has 
slipped to zero or negative. However, this does not give an exact idea of the bottom. 
Global financial crisis of 2009 had resulted in spreads widening to over 500bps. The 
market rallied post that. The difference was almost nil in FY13 and the market rallied 
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post that. The difference was almost nil in FY13 and the market rallied in early 
2014. It is the first instance after FY13 that the difference has come to zero.

Lower Crude Oil Prices to Mitigate Pain in India’s Economy:
At a time when growth remains weak, the Indian macro is supported by weakness 
in oil prices. Consensus estimates that a reduction of $10 a barrel in oil prices 
reduces India’s import bill by ~Rs 1T. Oil prices have declined by ~$45 per barrel in 
the last one year. The government has increased the excise duty on petroleum 
products, thus absorbing a part of the surplus created by the fall in crude prices. On 
March 14, the government announced a Rs 3 per liter increase in the excise duty on 
petrol and diesel. Consensus estimates that the government will fetch more than Rs 
400B with this move. Crude oil has declined 20% more after the move. There is a 
possibility of additional hikes in excise duty in due course. As crude oil prices are 
estimated to remain lower, it will bring a long-term advantage to India.

Is Recession Coming?
Unemployment is expected to rise, consensus estimates companies' profits to fall, 
financial markets have been tumbling, and the crude oil price is around its 18-year 
low. When we blend all these, a single word to describe these developments can be 
"recession." There is no official definition of recession, but there is general recogni-
tion that the term refers to a period of decline in economic activity for two consecu-
tive quarters in a country's real (inflation adjusted) gross domestic product (GDP). 
With the impact of coronavirus, economic activities are nearing a pause and 
consumption is going down. Additionally, lower crude oil prices is adding pressure 
on U.S. oil firms (consensus estimates production cost of ~$40 per barrel). Also, 
there are no signs of major relief as the number of cases are increasing and coun-
tries and cities are going into lockdown. A sum of all these can result in an ugly 
number for global GDP in H1 2020 and continue to have a spillover effect in the 
later half of the year. 

How to identify market bottom from O’Neil lens
Bull markets begin when everything looks bad. Don’t be distracted by news & 
personal opinions. Look for how the market is behaving and what the charts are 
saying.  In a correction, when the market makes a new low, look for the first-day 
market closes up from the prior day. Normally day one of rally attempt. As long as 
index stays above prior low, attempted rally remains in place.

Rally attempt is kind of ‘limbo’ stage. It is an indication of a potential bottom forma-
tion. Here we are waiting for either: a follow-through day, or a breach of the Day 1 
low.  Follow-through day is when major index closes up 1.5% or more on volume 
heavier than prior day. If that happens, market status is shifted to Confirmed 
Uptrend. Its the indication that the rally has begun. On the flip side, if day 1 low 
breaches, we are back in a Downtrend and again look for index to hold low for three 
days.  

It is important to understand that a follow-through day can fail but no bull market 
has started without a follow-through day. Biggest gains made in early stages of new 
uptrend, Top stocks break out immediately or soon after follow-through day. 

How to Make Money When New Uptrend Begins
Identify leading stocks breaking out of sound bases that have a strong fundamental 
profile. Get back in gradually. Don’t rush back in all at once. Example: Start by buying 
25% of the normal position. If stock gains and the market is also in strength, add 
30% - 35%. If uptrend continues, buy the rest of the position. Minimize risk by 
making your stocks - and new market uptrend - prove themselves.
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Similar market declines in U.S.
(1962, 1974, and 1987)
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Similar market declines in U.S.
(1962, 1974, and 1987)



1962: 4-month bottoming process.

The S&P 500 declined 28% from peak
First follow-through day (FTD) occurred on 6/28/62 (four days off the lows).
The first wave of the rally from the FTD was ~11%
The first wave lower declined ~13%, but held the FTD lows.
The S&P 500 staged a 2nd FTD four months after the 1st FTD, and never looked back.
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1974: 4-month bottoming process.

The S&P 500 declined 35% from peak
First follow-through day (FTD) occurred on 10/9/74 (four days off the lows).
The first wave of the rally from the FTD was ~14%
The first wave lower declined ~17%, but held the FTD lows.
The S&P 500 staged a 2nd FTD three months after the 1st FTD, and never looked back.
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1987: 2-month bottoming process.

The S&P 500 declined 34% from peak
First follow-through day (FTD) occurred on 10/30/87 (nine days off the lows).
The index instantly declined from the first FTD, but held the Day 1 lows.
The S&P 500 staged a 2nd FTD six weeks after the 1st FTD, and muddled its way higher from there.
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Broader universe stocks performance 
during and after market correction in India
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2004
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2008
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2011

Apart from these stocks, there are 188 other stocks which have 
posted more than 100% gain.



2015
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Apart from these stocks, there are 131 other stocks which have 
posted more than 100% gain.
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