379 Months And Counting

S&P 500 Historical Price-To-Earnings Ratio
(9/30/81 - 4/30/13)
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View from the Observation Deck

1.

The time period depicted in the chart (379 months) captures the peak in interest rates on 9/30/81 (10-Year T-Note closed
at 15.84%) through 4/30/13 (10-Year T-Note closed at 1.67%).

In short, it represents the 31-plus year rally in the bond market. While interest rates declined more than 14 percentage
points over that span, they did not fall each and every calendar year.

Using the average yield on the 10-Year T-Note for every calendar year since 1981, interest rates actually rose in 9 of the 31
years, or 29% of the time, according to data from the Federal Reserve.

Interest rate levels help determine the cost of capital for corporations, which can influence earnings. Interest rates on debt
instruments, if high enough, can also compete with equities for investor capital.

The price-to-earnings ratio (P/E) on the S&P 500 has fluctuated significantly over the past 31-plus years. Based on monthly
data points, it peaked at 30.20 on 6/30/99, while its low was 7.31 on 5/31/82.

Perhaps more importantly, its average over that span was 17.92, which is higher than today’s (5/15/13) trailing 12-month
P/E of 16.23 and much higher than its forward-looking P/E of 15.04.

This chart is for illustrative purposes only and not indicative of any actual investment. The illustration excludes the effects of taxes and brokerage commissions or other

expenses incurred when investing. Investors cannot invest directly in an index. The S&P 500 is a capitalization-weighted index comprised of 500 stocks used to measure large-
cap U.S. stock market performance.
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