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Sentiment Is Weak but Has Not Collapsed
• Several markets around the world suffered capitulation-like falls last week. What are the market internals in India 

suggesting? Did Indian equity markets suffer a similar fate that would have pushed technical/sentiment indicators into 
fear zone? Here are our answers:

• India suffered its capitulation-like fall in June/July when the market fell 20% in a month. At that time, our composite 
sentiment indicator dipped into fear zone and was at its lowest point since the bear market low of the mid-1990s. Several 
components of the sentiment indicator collapsed. Since then, India has outperformed emerging markets by 24% in USD 
terms and risen 11% in absolute rupee terms. Even though sentiment remains fragile, it is currently outside what we 
define as fear territory. 

• The components of the sentiment indicator that are particularly weak at this point in time appear to be value-at-risk, 
return tails, realized volatility, and price relative to 200 DMA. These metrics point to a bearish sentiment and that the 
market’s low point is behind us. 

• However, there are other metrics that are either mixed or that have recovered from lows. Thus, trading activity, price 
momentum, institutional flows, market breadth, and India’s relative performance suggest that the market is not all that 
bearish yet.  

• On its own, the sentiment indicator is in “buy” territory, although not in “strong buy” territory.  However, when the 
sentiment indicator is combined with fundamentals and valuations, the downside risk to the market is fairly evident.  

• Even if we assume that the market hit its bottom on 16 July (12,515 on the BSE Sensex), previous bear markets show 
that the market almost always tests the previous low before a new bull market gets under way.  This process of retesting 
took between 15 and 24 months in the previous three bear markets of the past 18 years whereas this market is only two 
months from its July low.  That said, it is quite possible that the pace of the price fall to the end of this bear market could 
be significantly slower than what we have witnessed thus far.
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Trading Activity Is a Mixed Bag

Source: NSE, BSE,  Bloomberg, Morgan Stanley Research

Turnover Volumes Suggest Sentiment Is Depressed But Speculative Activity Is Buoyant
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While trading volumes are weak, speculative activity is as high as it has been in recent years. Thus, data on trading activity is 
inconclusive.
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Price Momentum Is Weak but Has Recovered 

Source: Bloomberg, Morgan Stanley Research

6M Performance: Recovered From Its Worst Level Ever 12M-1M Performance: Could Go Lower

-60%

-40%

-20%

0%

20%

40%

60%

80%

100%

Ja
n-

94

N
ov

-9
4

Se
p-

95

Au
g-

96

Ju
n-

97

Ap
r-

98

M
ar

-9
9

Ja
n-

00

N
ov

-0
0

O
ct

-0
1

Au
g-

02

Ju
n-

03

M
ay

-0
4

M
ar

-0
5

Ja
n-

06

D
ec

-0
6

O
ct

-0
7

Au
g-

08

6M  pe rformance  for the  Se nse x 

Momentum turned very weak in July, but has recovered since then. Our favorite momentum indicator (12-month minus one-
month returns) did not hit capitulation levels in July 2008 and is now in positive territory. 
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Flows Are Weak but Not Across the Board

Source: SEBI, AMFI,  Morgan Stanley Research

FII Flows: At Their Worst Ever Domestic Mutual Fund Flows: Resilience on Test
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FII flows are just off their weakest levels in history, which goes back 15 years. Domestic flows appear resilient although 
slowing at the margin.  
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Returns Are Negative but Breadth Is Still Relatively Strong

Source: Bloomberg, Capitaline, ASA, Morgan Stanley Research

Broad and Narrow Market Returns Are Negative
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Market breadth is relatively strong, especially in the context of what the market is returning. The market needs a much weaker 
breadth for us to turn more positive. 
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India’s Recent Relative Performance Suggests Downside Risk

Source: FactSet, MSCI, Bloomberg, Morgan Stanley Research

India Outperforms EM

India has outperformed the emerging markets by 24% since its mid-July low. Its relative volatility has returned to the tech 
bubble peak and suggests that India could underperform in the coming months. 
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The Most Bearish Indicators and Hence Those Suggesting Capitulation

Source: Bloomberg, FactSet, MSCI, Morgan Stanley Research

BSE Sensex vs. 200DMA
Return Tails Heading in Buy Territory
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The market’s performance relative to its 200-day moving average, the market’s return tails, value-at-risk, and realized volatility 
are suggesting some sort of capitulation. 
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Composite Sentiment Indicator Off Lows

Source: SEBI, BSE,NSE, AMFI, ASA, FactSet, MSCI,  Bloomberg, Morgan Stanley Research

Sentiment Is Fragile 
Market Timing Indicator vs. Fundamentals: 

More Downside 
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Sentiment is still fragile and is in what we could call “buy” territory but not in “screaming buy” territory. However, when 
combined with fundamentals and valuations, the sentiment indicator suggests that markets could fall further. 
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Pace of Price Fall Is Slowing but the Bear Market Still Has More Time & Price Fall to Go

Source:  FactSet, Morgan Stanley Research
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Bear Markets Do Not End with V-shape Recoveries

Source: Bloomberg, Morgan Stanley Research
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A look at market behavior of the past three bear markets shows that bear-market lows are almost always tested before a new 
bull market is formed. Even if the mid-July level was the low of this bear market (which we do not think is the case), there is a 
long way to go before a new bull market starts. 
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conditions of companies or other factors.  There may be time limitations on the exercise of options or other rights in your securities transactions.  Past performance is not necessarily a 
guide to future performance.  Estimates of future performance are based on assumptions that may not be realized. Unless otherwise stated, the cover page provides the closing price on 
the primary exchange for the subject company's securities/instruments.
To our readers in Taiwan:  Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such information is for your reference 
only.  Information on any securities/instruments issued by a company owned by the government of or incorporated in the PRC and listed in on the Stock Exchange of Hong Kong 
("SEHK"), namely the H-shares, including the component company stocks of the Stock Exchange of Hong Kong ("SEHK")'s Hang Seng China Enterprise Index; or any 
securities/instruments issued by a company that is 30% or more directly- or indirectly-owned by the government of or a company incorporated in the PRC and traded on an exchange in 
Hong Kong or Macau, namely SEHK's Red Chip shares, including the component company of the SEHK's China-affiliated Corp Index is distributed only to Taiwan Securities Investment 
Trust Enterprises ("SITE"). The reader should independently evaluate the investment risks and is solely responsible for their investment decisions. Morgan Stanley Research may not be 
distributed to the public media or quoted or used by the public media without the express written consent of Morgan Stanley.  Information on securities/instruments that do not trade in 
Taiwan is for informational purposes only and is not to be construed as a recommendation or a solicitation to trade in such securities/instruments. MSTL may not execute transactions for 
clients in these securities/instruments.
To our readers in Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as part of its regulated activities in Hong 
Kong. If you have any queries concerning Morgan Stanley Research, please contact our Hong Kong sales representatives.
Certain information in Morgan Stanley Research was sourced by employees of the Shanghai Representative Office of Morgan Stanley Asia Limited for the use of Morgan Stanley Asia 
Limited.
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Disclosures (cont.)
Morgan Stanley Research is disseminated in Japan by Morgan Stanley Japan Securities Co., Ltd.; in Hong Kong by Morgan Stanley Asia Limited (which accepts responsibility for its 
contents); in Singapore by Morgan Stanley Asia (Singapore) Pte. (Registration number 199206298Z) and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd (Registration number 
200008434H), regulated by the Monetary Authority of Singapore, which accepts responsibility for its contents; in Australia by Morgan Stanley Australia Limited A.B.N. 67 003 734 576, 
holder of Australian financial services licence No. 233742, which accepts responsibility for its contents; in Korea by Morgan Stanley & Co International plc, Seoul Branch; in India by 
Morgan Stanley India Company Private Limited; in Canada by Morgan Stanley Canada Limited, which has approved of, and has agreed to take responsibility for, the contents of Morgan 
Stanley Research in Canada; in Germany by Morgan Stanley Bank AG, Frankfurt am Main, regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin); in Spain by Morgan 
Stanley, S.V., S.A., a Morgan Stanley group company, which is supervised by the Spanish Securities Markets Commission (CNMV) and states that Morgan Stanley Research has been 
written and distributed in accordance with the rules of conduct applicable to financial research as established under Spanish regulations; in the United States by Morgan Stanley & Co. 
Incorporated, which accepts responsibility for its contents.  Morgan Stanley & Co. International plc, authorized and regulated by Financial Services Authority, disseminates in the UK 
research that it has prepared, and approves solely for the purposes of section 21 of the Financial Services and Markets Act 2000, research which has been prepared by any of its 
affiliates.  Private U.K. investors should obtain the advice of their Morgan Stanley & Co. International plc representative about the investments concerned. In Australia, Morgan Stanley 
Research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. RMB Morgan Stanley (Proprietary) Limited is a member of 
the JSE Limited and regulated by the Financial Services Board in South Africa.   RMB Morgan Stanley (Proprietary) Limited is a joint venture owned equally by Morgan Stanley 
International Holdings Inc. and RMB Investment Advisory (Proprietary) Limited, which is wholly owned by FirstRand Limited.
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (DIFC Branch), regulated by the Dubai Financial Services Authority (the 
DFSA), and is directed at wholesale customers only, as defined by the DFSA. This research will only be made available to a wholesale customer who we are satisfied meets the 
regulatory criteria to be a client.
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (QFC Branch), regulated by the Qatar Financial Centre Regulatory 
Authority (the QFCRA), and is directed at business customers and market counterparties only and is not intended for Retail Customers as defined by the QFCRA.
As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment advisory activity. 
Investment advisory service is provided in accordance with a contract of engagement on investment advisory concluded between brokerage houses, portfolio management companies, 
non-deposit banks and clients. Comments and recommendations stated here rely on the individual opinions of the ones providing these comments and recommendations. These opinions 
may not fit to your financial status, risk and return preferences. For this reason, to make an investment decision by relying solely to this information stated here may not bring about 
outcomes that fit your expectations.
The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no warranties or representations 
of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind relating to such data.  The Global 
Industry Classification Standard ("GICS") was developed by and is the exclusive property of MSCI and S&P.
Morgan Stanley has based its projections, opinions, forecasts and trading strategies regarding the MSCI Country Index Series solely on publicly available information. MSCI has not 
reviewed, approved or endorsed the projections, opinions, forecasts and trading strategies contained herein. Morgan Stanley has no influence on or control over MSCI's index compilation 
decisions.
Morgan Stanley Research, or any portion hereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.
Morgan Stanley Research is disseminated and available primarily electronically, and, in some cases, in printed form.
Additional information on recommended securities/instruments is available on request. H4229R
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