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Investment Strategy Update 

Anatomy of Australian equity bear markets  

1 2 3 

Australian equities have now fallen 

34% since peaking 28 days ago. 

This decline is in line with the 

average bear market seen over the 

past 40 years.   

 

The decline in the equity market 

has been the fastest on record. In 

part, this is due to its “unusual” and 

underestimated catalyst (a health 

pandemic), but also because the 

correction started with valuations at 

elevated levels.   

If the economic downturn remains 

short, the equity market correction 

need not deepen much further. 

However, the markers for a 

sustained bottom are not yet 

evident. Expect equities to remain 

volatile as transparency around the 

outlook remains uncertain.    

 
 

Growth fears stemming from the spread of the 

coronavirus outbreak has driven the fastest equity 

bear market decline in history. While the decline has 

only stretched for a mere 28 days, investors are 

already asking whether it is time to begin adding back 

to equity exposure.  

We examine historical bear markets (defined as a 20% 

or greater sell-off from a recent peak) for Australian 

equities going back to 1980 in order to give a 

historical framework for comparing the current 

episode. We make the following observations: 

 

The 2020 bear market is “average” in size but “rapid” 

in speed 

Since peaking on February 20th, the Australian All 

Ordinaries index has fallen 33.7%. The current fall is 

roughly in line with the average fall of the previous 9 

bear markets (31.6%). At face value, this would imply 

that if the impending economic downturn is in line with 

previous downturns, then the market correction is 

already ‘about right’.  

However, while the magnitude of the fall is in line with 

the average decline experienced during previous bear 

markets, the speed of the decline (duration) has been 

much quicker. It has only been 28 days since the 

equity market peaked. This compares to an average 

equity bear market duration of 340 days.  

There are a number of reasons which could explain 

the ferocity of the decline:  

➢ It is the first bear market to be driven by an 

exogenous shock since the oil crisis in the early 

1970’s – so it is unique in terms of the cause. 

➢ It is the only bear market in our sample that has 

been driven by a global health pandemic. A lack 

of precedence in dealing with the rapid spread of 

Bear markets since 1980 - magnitude & duration

Source: IRESS, MPW, March 2020

Peak Trough Duration Price Price fall

Date Date Days Fall Per day Reason

14-Feb-80 28-Mar-80 43 -20.3% -0.53% Economic recession

17-Nov-80 08-Jul-82 598 -40.6% -0.09% Economic recession

21-Sep-87 10-Feb-88 142 -49.2% -0.48% Valuation correction

29-Aug-89 16-Jan-91 505 -32.4% -0.08% Economic recession

08-Nov-91 16-Nov-92 374 -21.1% -0.06% Economic recession

03-Feb-94 08-Feb-95 370 -21.7% -0.07% Bond market crash

07-Mar-02 13-Mar-03 371 -22.3% -0.07% Tech bubble

01-Nov-07 06-Mar-09 491 -54.6% -0.16% GFC

11-Apr-11 26-Sep-11 168 -22.5% -0.15% Eurozone crisis

20-Feb-20 19-Mar-20 28 -33.7% -1.46% Coronavirus crisis

Average ex current 340 -31.6% -0.19%
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the virus has created substantial fear and risk-off 

behaviour. 

➢ Equity market valuations were expensive, 

particularly when the valuation distribution 

(breadth) is taken into account. 

➢ Initial policy responses to mitigate downside 

growth risks were underwhelming and unlike 

prior growth shocks in the past 15 years, this 

one has not been underpinned by large scale 

China stimulus.  

 

Looked at another way, in this current bear market, 

Australian equities have fallen 1.5% per day compared 

to an average daily fall in previous bear markets of 

only 0.2%! Admittedly every bear market is slightly 

different and hence generalising is always dangerous, 

but historical analysis is useful for providing a 

reference point for how the market has reacted.  

Technically the ’87 crash should get the honour of the 

fastest bear market correction after suffering more 

than a 20% fall in one day, although the entire bear 

market period totalled 142 days. 

Equity valuations have fallen significantly 

During bear markets, the P/E multiple falls on average 

25%. This compares to an average price fall of 32%. 

However, the interaction between price, valuation and 

earnings are not straightforward due to lead/lag 

relationships and because the equity market is a 

future discounting mechanism.  

Traditionally there are three phases to a market 

correction cycle. Phase one: When price, valuation 

and earnings are all declining. Phase two: When the 

market bottoms, driving price and valuations higher. 

However, because earnings lag the upswing, they 

continue declining. And phase three: When price and 

earnings are rising with the valuation expansion 

slowing (or even contracting depending on how 

quickly earnings rise).  

  

Historically, P/E de-ratings have tended to be higher 

when the starting P/E is relatively high. Unfortunately, 

this was the case with the 2020 bear market, where 

the trailing P/E multiple peaked at 19.3x on February 

20th (25% above the long-term average). This helps 

explain why the current bear market P/E de-rating has 

so far been more severe (-33.4%) than the average 

episode (-24.5%). It is also a reason why we think the 

correction has not pushed valuations into “outright” 

cheap territory.  

 

Through the past 9 bear markets, the P/E multiple has 

bottomed at an average of 11.9x, although this is 

weighed down by the high-inflation period of the early 

80s which drove much lower P/E multiples. The 

“typical” trough P/E in our current low inflation world 

would be a little higher, suggesting the P/E is currently 

2020 sell-off reaches the “average” decline in 28 days

Source: IRESS, MPW, March 2020
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Corporate earnings are set to fall substantially

Source: IRESS, MPW, March 2020

Price Index Price Index Price Index P/E P/E P/E EPS Peak to Trough

Peak Date Trough Date Change Peak Trough Change Change Fall for EPS

14-Feb-80 28-Mar-80 -20.3% 9.7 7.7 -21.0% 0.9% -1.3%

17-Nov-80 08-Jul-82 -40.6% 10.9 8.9 -18.5% -27.2% -28.1%

21-Sep-87 10-Feb-88 -49.2% 22.6 11.1 -51.0% 3.7% -12.7%

29-Aug-89 16-Jan-91 -32.4% 13.3 14.0 5.3% -35.8% -38.6%

08-Nov-91 16-Nov-92 -21.1% 14.8 16.0 7.7% -26.7% -32.5%

03-Feb-94 08-Feb-95 -21.7% 23.1 14.3 -38.2% 26.7% na

07-Mar-02 13-Mar-03 -22.3% 20.0 13.3 -33.2% 16.4% na

01-Nov-07 06-Mar-09 -54.6% 18.6 9.9 -46.6% -15.0% -36.6%

11-Apr-11 26-Sep-11 -22.5% 15.6 11.6 -25.2% 3.7% na

20-Feb-20 19-Mar-20 -33.7% 19.3 12.9 -33.4% -0.5% -0.5%

Average ex current -31.6% 16.5 11.9 -24.5% -5.9% -25.0%

P/E multiple has fallen well below average

Source: IRESS, MPW, March 2020
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around ‘average’ trough levels. However, this still 

remains well above the 9.9x seen at the bottom of the 

GFC, suggesting further downside if the current crisis 

worsens, particularly in duration. 

Earnings lag the market upturn 

A sustainable market bottom does not require a 

bottom in earnings. Historically earnings lag the 

market (being more coincidental with the economic 

cycle), peaking after a bear market begins and 

bottoming well after a bear market ends. This is 

because the equity market is pricing in a slowdown in 

earnings as it begins to decline and then starts to 

factor in a recovery in earnings as it rises from the 

lows. 

On average, earnings fall 6% during the period when 

the equity market peaks to when it bottoms. However, 

when measured over the earnings cycle and not the 

market cycle, the peak to trough decline in earnings is 

25%.  

  

What is unique about this current cycle? 

This is the first bear market driven by an ‘exogenous’ 

shock since the 1970s. The speed at which the virus 

began to spread, a lack of understanding on how to 

deal with it, combined with elevated valuations, may 

go some way toward explaining the rapidity of the 

sell-off and sharp P/E de-rating. Furthermore, it looks 

as though the economic impact of coronavirus will be 

more severe and protracted, which almost certainly 

means a deeper and more sustained decline in 

earnings.  

For those bear markets where earnings fall, on 

average earnings fall 25% peak to trough, suggesting 

investors must be prepared to absorb a wave of 

corporate downgrades which have the potential to 

drive further equity market volatility.  

However, a bottom in earnings is not a necessary 

precondition for a market bottom. Historically markets 

can bottom and begin to rally strongly as long as the 

growth outlook is improving. We expect to see a very 

similar playbook unfold, but as we have pointed out in 

our recent piece (see – Quick Comment – 14th March 

2020 - Our "markers" for a sustainable equity bottom), 

we don’t think that the conditions for a sustainable 

bottom in the equity market are in place just yet. 

 

Jason and the Investment Strategy Team 

Equities bottom 100 days before corporate earnings

Source: IRESS, MPW, March 2020
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Quick Comment 18th March 2020: Stock selection when in the embrace of a bear market 

Quick Comment 14th March 2020: Our "markers" for a sustainable equity bottom 

Investment Strategy Update #13: Cracks appear in credit & funding markets but central banks are prepared to 

meet the challenge 

Investment Strategy Update #12: 4 Strategies to safeguard your portfolio 

Investment Strategy Update #11: From greed to fear, we watch and wait 
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Outperform – return >3% in excess of benchmark return 

Neutral – return within 3% of benchmark return 

Underperform – return >3% below benchmark return 

The analyst principally responsible for the preparation of this research receives compensation based on overall revenues of 

Macquarie Group Limited ABN 94 122 169 279 AFSL 318062 (“MGL”) and its related entities (the “Macquarie Group”, “We” or 
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part of the compensation of the analyst is directly or indirectly related to the inclusion of specific recommendations or views in this 

research. 

This research has been issued and is distributed in Australia by Macquarie Equities Limited ABN 41 002 574 923 AFSL 237504. 

It does not take account of your objectives, financial situation or needs. Before acting on this general advice, you should consider 

if it is appropriate for you. We recommend you obtain financial, legal and taxation advice before making any financial investment 

decision. It has been prepared for the use of the clients of the Macquarie Group and must not be copied, either in whole or in part, 

or distributed to any other person. Past performance is not a reliable indicator of future performance. You should consider all 

factors and risks before making a decision.  

Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from 

engaging in any transaction. This research is based on information obtained from sources believed to be reliable, but we do not 

make any representation or warranty that it is accurate, complete or up to date. We accept no obligation to correct or update the 

information or opinions in it. Opinions expressed are subject to change without notice. We accept no liability whatsoever for any 

direct, indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this 

research.  

We have established and implemented a conflicts policy at group level, which may be revised and updated from time to time, 

pursuant to regulatory requirements, which sets out how we must seek to identify and manage all material conflicts of interest. 

Our officers and employees may have conflicting roles in the financial products referred to in this research and, as such, may 

affect transactions which are not consistent with the recommendations (if any) in this research. We may receive fees, brokerage 

or commissions for acting in those capacities and the reader should assume that this is the case. Our employees or officers may 

provide oral or written opinions to its clients which are contrary to the opinions expressed in this research.  
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