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Chart 1: Actual CPI Inflation and Expected Secular Inflation
Six-month moving average CPI lagged one month. Expectation from PW valuation model
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Chart 2: S&P 500 P/E
P/E on normalized EPS and calculated normal P/E
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Source: Bureau of Labor Statistics, Standard & Poor’s, PaineWebber.

pìëí~áå~ÄäÉ

É~êåáåÖë=ÖêçïíÜ=áë

ÅäÉ~êäó=Ñ~ëíÉê=íÜ~å

ïÉ=Ü~Ç=ÄÉÉå

~ëëìãáåÖK



~ëÇ fåîÉëíãÉåí=mçäáÅó===kçîÉãÄÉê=NUI=NVVV

P

^ë=ïÉ=Ü~Ç= ~åíáÅáé~íÉÇI= áåÑä~íáçå= ëäçïÉÇ= É~êäó= áå= íÜÉ= NVVMë= E`Ü~êí= NF=ïÜáäÉ= êÉ~ä= ê~íÉë
êÉã~áåÉÇ=ÅäçëÉ=íç=íÜÉáê=NVTNÓVN=~îÉê~ÖÉ=äÉîÉäK=qÜÉ=ÇáëáåÑä~íáçå=íÜ~í=çÅÅìêêÉÇ=ÄÉíïÉÉå
NVVN=~åÇ=NVVP=ÇáÇ=åçíI=ÜçïÉîÉêI=íê~åëä~íÉ=áåíç=ÜáÖÜÉê=åçêã~ä=mLb=ãìäíáéäÉë=E`Ü~êí=OFK

_~Åâ=íç=cáå~åÅÉ=NMN

tÜó=ÇáÇ=mLb=ãìäíáéäÉë=ëí~ó=êÉä~íáîÉäó=Ñä~í=ÄÉíïÉÉå=NVVN=~åÇ=NVVP=ÉîÉå=íÜçìÖÜ=áåÑä~íáçå
ëäçïÉÇ\=_ÉÅ~ìëÉ=É~êåáåÖë=ÖêçïíÜ=~äëç=ëäçïÉÇK=qç=Ñìääó=~ééêÉÅá~íÉ=ïÜ~í=Ü~ééÉåÉÇI= áíÛë
åÉÅÉëë~êó=íç=êÉîáëáí=ëçãÉ=Ä~ëáÅ=ÅçåÅÉéíë=áå=Ñáå~åÅÉK

qÜÉ= Åä~ëëáÅ= ÇáîáÇÉåÇ= ÇáëÅçìåí= ãçÇÉä= Éèì~íáçå= ëí~íÉë= íÜ~í= íÜÉ= éêáÅÉ= çÑ= ~= ëíçÅâ= áë
íÜÉçêÉíáÅ~ääó=Éèì~ä=íç=íÜÉ=ÇáëÅçìåíÉÇ=ëíêÉ~ã=çÑ=ÉñéÉÅíÉÇ=ÇáîáÇÉåÇëW

a=EN=H=ÖFí

m=Z � EN=H=oFí

ïÜÉêÉW

m=Z=ÅìêêÉåí=éêáÅÉI=a=Z=ÅìêêÉåí=åçêã~äáòÉÇ=ÇáîáÇÉåÇI=Ö=Z=ëÉÅìä~ê=äçåÖJíÉêã=ÖêçïíÜ=ê~íÉ
~åÇ=o=Z=Éèìáíó=ÇáëÅçìåí=ê~íÉK

pçäîáåÖ= íÜÉ= áåÑáåáíÉ= ëÉêáÉë= ~åÇ= êÉ~êê~åÖáåÖ= íÜáë= Åä~ëëáÅ= ÇáîáÇÉåÇ= ÇáëÅçìåí= ãçÇÉäI= íÜÉ
åçêã~ä=mLb=Ñçê=íÜÉ=ã~êâÉí=EpCm=RMMF=áë=Å~äÅìä~íÉÇ=~ëW

aáîáÇÉåÇ=m~óçìí=o~íáç
j~êâÉí=mLb=Z

bèìáíó=aáëÅçìåí=o~íÉ=J=b~êåáåÖë=dêçïíÜ=o~íÉ

qÜÉ=Éèìáíó=ÇáëÅçìåí=ê~íÉ= áë=íÜÉ=ëìã=çÑ=~å= áåÑä~íáçå=ÉñéÉÅí~íáçå=~åÇ=~=êÉ~ä=ÇáëÅçìåíÉÇ
ê~íÉ=çÑ=êÉíìêå=Ñêçã=ÉèìáíáÉëK

aáîáÇÉåÇ=m~óçìí=o~íáç
j~êâÉí=mLb=Z

EfåÑä~íáçå=bñéÉÅí~íáçå=H=oÉ~ä=aáëÅçìåí=o~íÉF=Ó=b~êåáåÖë=dêçïíÜ=o~íÉ

iÉíÛë= ~ëëìãÉ= íÜ~í= íÜÉ= êÉ~ä= ÇáëÅçìåíÉÇ= ê~íÉ= çÑ= êÉíìêå= Ñêçã= ÉèìáíáÉë= áë= Åçåëí~åíK= fÑ= ïÉ
ã~âÉ=íÜáë=~ëëìãéíáçåI=íÜÉå=íÜÉ=íÜêÉÉ=î~êá~ÄäÉë=áå=íÜÉ=~ÄçîÉ=Éèì~íáçå=~êÉW

� qÜÉ=ÇáîáÇÉåÇ=é~óçìí=ê~íáçK

� qÜÉ=áåÑä~íáçå=ÉñéÉÅí~íáçåK

� qÜÉ=É~êåáåÖë=ÖêçïíÜ=ê~íÉK

qÜêçìÖÜçìí= íÜÉ= NVVMëI= ~ë= ÇáëáåÑä~íáçå~êó= éêÉëëìêÉë= ëéêÉ~ÇI= íÜÉ= ÉñéÉÅíÉÇ= ê~íÉ= çÑ
áåÑä~íáçå=ÇÉÅäáåÉÇ=ëíÉ~Çáäó=E`Ü~êí=NFK



fåîÉëíãÉåí=mçäáÅó===kçîÉãÄÉê=NUI=NVVV ~ëÇ

Q

_ìíI= ÖáîÉå= íÜ~í= ~å= áåÅêÉ~ëáåÖäó= ÇáÑÑáÅìäí= éêáÅáåÖ= ÉåîáêçåãÉåí= ëèìÉÉòÉÇ= Åçêéçê~íÉ
éêçÑáí~ÄáäáíóI=íÜÉ=ÉñéÉÅíÉÇ=ëÉÅìä~ê=pCm=RMM=É~êåáåÖë=ÖêçïíÜ=ê~íÉ=ÑÉää=íçç=E`Ü~êí=PFK

Chart 3: Expected Secular S&P 500 Earnings Growth Rate
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Source: PaineWebber.
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Chart 4: S&P 500 Normal and Actual Payout Ratio
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Source: Standard & Poor’s, PaineWebber.
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Chart 5: U.S. Real GDP Growth
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Source: Bureau of Economic Analysis, PaineWebber.
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Table 1: S&P 500 Industry Sectors
Estimated 1999 net income and secular earnings growth rate

NVVV=ÉëíK bëíK=ëÉÅìä~ê

fåÅçãÉ b~êåáåÖë=ÖêçïíÜ

^Éêçëé~ÅÉ AQKSÄå PB

`~éáí~ä=ÖççÇë TKT S

`çããçÇáíáÉë NSKS P

`çåëìãÉê=`óÅäáÅ~ä OPKV Q

`çåëìãÉê=kçå=Çìê~ÄäÉë PNKS T

aáîÉêëáÑáÉÇ OOKS NM

båÉêÖó OOKT Q

cáå~åÅá~äë NMNKT U

eÉ~äíÜÅ~êÉ PTKP NM

jÉÇá~ PKQ T

oÉí~áäáåÖ OPKR S

pÉêîáÅÉë NPKR NM

qÉÅÜåçäçÖó ROKQ NN

qÉäÉÅçã PMKN T

qê~åëéçêí~íáçå SKS Q

ríáäáíáÉë NSKU O

qçí~ä=L=tÉáÖÜíÉÇ=o~íÉ AQNQKPÄå TKQB
Source: FactSet and PaineWebber.
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ÅçåëÉêî~íáîÉ=ëí~åÅÉ=~åÇ=íêáããÉÇ=íÜÉ=åçêã~ä=pCm=é~óçìí=ê~íáç=áå=çìê=bèìáíó=s~äì~íáçå
jçÇÉä= íç=PVB=Ñêçã=QOBK=_ìí=ïáíÜ= íÜÉ= ~Åíì~ä=é~óçìí= ê~íáç= ÅçåíáåìáåÖ= íç=ÇêáÑí= äçïÉê
çîÉê= íÜÉ= ä~ëí= NO= ãçåíÜëÔ~åÇ= ÉñéÉÅíÉÇ= íç= Ñ~ää= ÑìêíÜÉê= ëíáää= áå= íÜÉ= ÅçãáåÖ= óÉ~êë
E`Ü~êí=QFÔáí=ëÉÉãë=éêìÇÉåí=íç=íêáã=íÜÉ=åçêã~ä=é~óçìí=ê~íáç=íç=PMBK=Efå=�^=iáííäÉ=iÉëë
aáîáÇÉåÇÒ= ïÉ= ÅáíÉÇ= ëÉîÉê~ä= Ñ~Åíçêë= ÄÉÜáåÇ= íÜÉ= ëíÉ~Çó= ÇÉÅäáåÉ= áå= íÜÉ= é~óçìí= ê~íáçK
^åçíÜÉê=Ñ~ÅíçêI=~ë=ãÉåíáçåÉÇ=~ÄçîÉI=áë=íÜÉ=íê~åëÑçêã~íáçå=çÑ=íÜÉ=pCm=RMM=áåíç=~=íçéJ
ÜÉ~îóI= ä~êÖÉJÅ~é= ÖêçïíÜ= ëíçÅâ= áåÇÉñKF= bîÉêóíÜáåÖ= ÉäëÉ= ÄÉáåÖ= Éèì~äI= íÜ~í= Åìí= Äó= áíëÉäÑ
ïçìäÇ=äçïÉê=íÜÉ=ã~êâÉíÛë=åçêã~ä=mLbK

få=íÜÉ=ä~íÉ=NVVMëI

ÇáîáÇÉåÇ=ÖêçïíÜ

Ü~ë=ä~ÖÖÉÇ=îÉêó

ëíêçåÖ=É~êåáåÖë

ÖêçïíÜI=éìëÜáåÖ

íÜÉ=é~óçìí=ê~íáç

Ççïå=íç=êÉÅçêÇ

éçëíJï~ê=äçïëK=qÜáë

�åçêã~äÒ=é~óçìí

ê~íáç=áë=åçí=äáâÉäó=íç

êáëÉ=ã~íÉêá~ääó=~åó

íáãÉ=ëççåK
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� få=Å~äÅìä~íáåÖ=íÜÉ=åçêã~ä=ã~êâÉí=mLbI=íÜÉ=áåÅêÉ~ëÉ=áå=íÜÉ=ëÉÅìä~ê=É~êåáåÖë=ÖêçïíÜ
ê~íÉ=çîÉêïÜÉäãë=íÜÉ=Åìí=íç=íÜÉ=åçêã~ä=é~óçìí=ê~íáçI=ëç=íÜ~í=íÜÉ=ã~êâÉíÛë=åçêã~ä=mLb
êáëÉë=Ñêçã=OSñ=íç=PMñK

� lå=~=mLb=Ä~ëáëI=ëíçÅâë=~êÉ=åçï=~í=VSB=çÑ=Ñ~áê=î~äìÉ=EîÉêëìë=NNMB=ÄÉÑçêÉ=íÜÉ=åçêã~ä
mLb=ï~ë=ê~áëÉÇFK

� qÜÉ=åÉí=ÉÑÑÉÅí=çÑ= ê~áëáåÖ= íÜÉ= ëÉÅìä~ê= É~êåáåÖë= ÖêçïíÜ= ê~íÉ=Äìí= ÅìííáåÖ= íÜÉ=åçêã~ä
é~óçìí=ê~íáç= áë= íç=ê~áëÉ= íÜÉ=ÇáëÅçìåíÉÇ=ê~íÉ=çÑ=êÉíìêå= Ñêçã=ëíçÅâë=Äó=~Äçìí=NR=Ä~ëáë
éçáåíëK

� o~áëáåÖ= íÜÉ= ÇáëÅçìåíÉÇ= ê~íÉ= çÑ= êÉíìêå= Ñêçã= ëíçÅâë= ãçÇÉëíäó= áåÅêÉ~ëÉë= íÜÉáê
~ííê~ÅíáîÉåÉëë=îÉêëìë=íÜÉ=ÑáñÉÇ=áåÅçãÉ=~äíÉêå~íáîÉëK

� jìäíáéäóáåÖ=íÜÉ=åÉï=åçêã~ä=mLb=çÑ=PMñ=Äó=ARPKRM=áå=åçêã~ä=bmp=ëìÖÖÉëíë=~=óÉ~êJ
ÉåÇ=OMMM=pCm=RMM=åçêã~ä=î~äìÉ=çÑ=NSMMI=îÉêëìë=çìê=éêÉîáçìë=åçêã~ä=î~äìÉ=çÑ=NQMMK
qÜ~í=Éèì~íÉë=íç=~=óÉ~êJÉåÇ=OMMM=agf^=çÑ=NOIRMM=EîÉêëìë=~=éêÉîáçìë=NNIRMMFÔNTIRMM
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Chart 6: Stock Market Gauges*—Before Input Changes

vs Bonds vs Cash P/E Liquidity EPS
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Chart 7: Stock Market Gauges*—After Input Changes

vs Bonds vs Cash P/E Liquidity EPS
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Chart 8: Stock Market Gauges*—the 1998 Bottom

vs Bonds vs Cash P/E Liquidity EPS
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Chart 9: Stock Market Gauges*—the 1987 Top

vs Bonds vs Cash P/E Liquidity EPS
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*0 represents a neutral stock market gauge.  The closer the bar to + the more attractive stocks are.  The closer the bar to -
the more unattractive stocks are.

Source: PaineWebber.
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Chart 10a: S&P 500 P/E vs inflation
assuming 6.5% market growth, 39% payout
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Chart 10b: S&P 500 P/E vs inflation
assuming 7.0% market growth, 30% payout
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Chart 11a: 15% gr stock’s P/E vs inflation
assuming 6.5% market growth, 39% payout
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Chart 11b: 15% gr stock’s P/E vs inflation
assuming 7.0% market growth, 30% payout
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Appendix 1: 50 Largest S&P 500 Companies in Terms of Earnings
Sorted by estimated 1999 earnings
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