
Is the Bull Market Back? 
Posted: 6/24/2020 by Jurrien Timmer 

Or is this just a rally within a bear market? 

 
Key Takeaways 

• Historically, what we see in the S&P 500® today—big price gains 
combined with a large retracement after a decline, and strong market 
breadth—has nearly always indicated the beginning of a bull market. 

• 1929 and 1937 are the big exceptions. Despite the combination of price 
gains, retracement, and breadth in that time period, the stock market 
floundered until the Fed started its printing press after the U.S. entered 
World War II in 1942. 

• Federal Reserve policy in 2020 could not be more different from the 
policies of the 1920s and the 1930s. 

• Because of support from the Fed and current fiscal policy, I don't see a 
repeat of 1930s happening today and I think the 2020 lows may already 
be in. 

Something has been gnawing at me lately. Could this huge rally since the March 23 low be just a 
bear market rally? (A bear market rally refers to a counter-trend rally in stock prices during a bear 
market.) In short, my answer is "Yes, but it's not likely." 

What if this is a giant bull trap? How would we know? 
I have been running a lot of analogs lately, comparing the current cycle to previous ones and 
concluding that the combination of a powerful price gain, large retracement of the previous decline, 
and strong breadth, has never not been the beginning of a bull market—at least not since the 1930s. 



Only in 1929 and 1937 has the market seen a similar pattern of retracement and breadth to what we 
see today that turned out to be a bear market rally. 

And therein lies the rub. The analogs all assume that a bull market is underway, which, even if the 
stats are in our favor, is unknowable except in hindsight. But what if this is a giant bull trap? (A bull 
trap is a market that is behaving as though a downtrend in stock prices is reversing though it proves 
to be temporary.) What if this is 1929? Or 1937? 

Two market characteristics I'm looking at (among others) 
Strong retracement: When comparing today's stock market drop with past declines, we can see 
that the current retracement far exceeds the others. In other words, the stock market has regained 
more of the losses in a shorter time than it has in the past. 
But I believe that is probably just a by-product of the fact that we have only declined 35% so far, 
whereas some of the prior bear markets produced declines of 50%–90%. It takes a much bigger 
gain to retrace a steep loss than a shallow one. 

Market breadth: Market breadth measures the number of stocks going up against those going 
down. I was a little surprised by this result, since I had assumed that the market's breadth during 
bear market rallies would be less robust than during early-cycle bull markets. (A bull market is when 
the stock market is in a sustained uptrend.) But there are many examples of strong breadth during 
bear market rallies. 
So again, taken together, price, strong retracement, and market breadth could indicate the beginning 
of a bull market. 

1929 and 1937 were the exceptions 
Lo and behold, the two counter-trend rallies that stand out the most are the first bear market rally 
following the 1929 peak, and the first rally following the 1937 peak. So far, in 2020, the S&P 500 
(SPX) has gained 44%, whereas, from the November 1929 trading low to the April 1930 trading high, 
it gained 46%. We all know what happened next during the 1929–1932 cycle, with the market falling 
86% in total. Not a pleasant thought. 

In terms of breadth, we again see a similarity. Currently (at the recent 3,233 high), 98% of stocks in 
the SPX were above their 50-day moving average, producing one of the best breadth thrusts in 
decades. But in 1929 the market did almost as well, with 89% of issues above their moving average. 

Now consider the 1937 peak, which ushered in the second wave of the Great Depression and a 
steep decline in the stock market. Again, there are similarities for both price (up 51% from the March 
1938 low) and breadth (100% of issues above their 50-day moving average). The market ultimately 
went on to gain 62% from the low, but then remained in a large trading range and didn't bottom until 
1942 when the U.S. entered World War II and the Fed ramped up the printing presses. 

For the record, I think the 2020 lows are in 
The crash of 1929 was part of a massive deflationary spiral, and while the Fed did cut rates, it was 
nowhere near enough to offset the collapse in prices. As a result, while the market was falling 86%, 
the inflation-adjusted Fed policy rate soared to 16%. 

Then, in April 1933, the U.S. government finally reflated by devaluing the dollar. It did so first by 
confiscating everyone's physical gold and then increasing its price from $20 to $35. That was a one-
time devaluation of 43% during the gold standard. That reflationary policy response probably helped 



the market recover, but by April 1933 the damage was already done: The stock market had lost most 
of its value (86%) in 1932, almost a year earlier. Too little too late. 

Fast forward to 2020: This time we are seeing the polar opposite. The real Fed policy rate, adjusted 
for inflation, and considering the effects of quantitative easing (QE), was already negative to begin 
with since the global financial crisis (GFC). It has now become vastly more so, with the Fed adding 
some $3 trillion to its balance sheet in the span of only a few months. Therefore, it's difficult for me to 
see the market going down the same path as the 1930s. 

Having said that, this doesn't necessarily mean that the market will just keep advancing from here. 
Unless the earnings estimates for 2022 are too low, I believe the market has probably already priced 
in too much recovery. But, in my view, the Fed has done an effective job at putting a floor under 
financial assets by removing the left tail. (The left tail is is the worst-case scenario on a bell curve 
distribution.)* It couldn't be a starker contrast to the 1930s markets. 

In conclusion 
I am sticking with my thesis that the lows are in, but that the market is not a layup from here. While a 
repeat of the Great Depression seems unlikely, it is good to at least be aware that the strength of the 
rally so far does not guarantee a continued bullish outcome. 

• * Think of a bell curve representing the range of returns an investment could potentially provide, as an example. On 
the right side, as the curve flattens out, are the least probable outcomes on the high side. On the left side, or the left 
tail, are the least probable outcomes on the low side. 

• Views expressed are as of the date indicated, based on the information available at that time, and may change based 
on market or other conditions. Unless otherwise noted, the opinions provided are those of the speaker or author and 
not necessarily those of Fidelity Investments or its affiliates. Fidelity does not assume any duty to update any of the 
information. 

• Investment decisions should be based on an individual's own goals, time horizon, and tolerance for risk. 

• Investing involves risk, including risk of loss. 
• Past performance and dividend rates are historical and do not guarantee future results. 

• Diversification and asset allocation do not ensure a profit or guarantee against loss. 

• All indexes are unmanaged, and performance of the indexes includes reinvestment of dividends and interest income, 
unless otherwise noted. Indexes are not illustrative of any particular investment, and it is not possible to invest directly 
in an index. 

• Stock markets are volatile and can fluctuate significantly in response to company, industry, political, regulatory, 
market, or economic developments. Investing in stock involves risks, including the loss of principal. 

• In general, the bond market is volatile, and fixed income securities carry interest rate risk. (As interest rates rise, bond 
prices usually fall, and vice versa. This effect is usually more pronounced for longer-term securities.) Fixed income 
securities also carry inflation risk, liquidity risk, call risk, and credit and default risks for both issuers and 
counterparties. Any fixed income security sold or redeemed prior to maturity may be subject to loss. 

• The S&P 500® index is a market capitalization-weighted index of 500 common stocks chosen for market size, 
liquidity, and industry group representation to represent US equity performance 
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