BOND YIELDSAND PE RATIO

BOND YIELDS AND PE RATIO (1982-2001)
40 - X axis: 10-year T. bond yields, Y axis: PE ratio S&P 500
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Thisgraph showsthat the PE ratio of the S& P 500 isinversely correlated with bond yields. This means:

a) If bond yieldsrise, the PE ratio and stock pricesare bound to decline from current levels,

b) If bond yields keep declining, the market isfairly valued and stock priceswill remain strong.

The point of the above relationship isthat the valuation of the overall stock market depends on the level

and direction of bond yields.
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