
P/E Ratios Offer Multiple Perspectives on Value
Many factors go into decisions on buying or selling shares of 
a particular stock, but the price/earnings
(P/E) ratio can be a helpful starting point for evaluating 
whether a company's stock is under- or overpriced. The P/E 
ratio is calculated by dividing a stock's current price per 
share by the company's earnings per share over a 12-month 
period. This ratio quantifies what investors may be willing to 
pay for one dollar of earnings.

For example, a P/E of 20 means an investor would pay$20 
for every $1 the company earns over the
12-month period. By this standard, a stock with a P/E of 25
could be considered more "expensive" than a stock with a P/
E of 20, regardless of the share price. A higher multiple also
indicates that investors may expect higher growth from the
company compared to the overall market.

Past and Future
There are two main types of P/E ratios. Trailing P/E is based 
on the company's actual reported earnings per share for the 
previous 12 months. Because earnings are reported 
quarterly, that part of the equation will generally remain the 
same for the entire three-month period, but the stock price 
may change every trading day.

Forward P/E is based on the company's projected earnings 
over the next 12 months. The forward P/E can also fluctuate 
with stock prices and as earnings projections are updated.

Trailing P/E is generally considered a more objective metric 
than forward P/E, because earnings projections are 
essentially opinions that may not turn out to be accurate. 
However, some investors prefer to focus on forward P/E, 
because a company's past performance may have little to do 
with its future prospects.

Use Ratios Wisely
Knowing a company's P/E ratio may provide some insight, 
but only if you use it to make appropriate comparisons. It is 
generally more meaningful to compare ratios of companies 
in the same industry or one company against the industry 
average. This is because P/E ratios can vary widely among 
industries and may also change for an entire industry as it 
faces challenges or goes in or out of favor with investors.

You might also compare a company's current and past 
performance, but keep in mind that P/E ratios typically rise 
and fall with stock prices; if prices rise and earnings stay 
about the same, P/E ratios increase, and vice versa. So an 
increase or decrease in a company's P/E ratio that moves 
with the broader market may not tell you much about the 
company's performance.

On the other hand, a substantial change in a company's P/E 
ratio that is not in step with the market could be caused by 
an unexpected increase or decrease in reported or projected 
earnings, or by a shift in investor confidence in the company.

Different Industries, Different Ratios

Source: FactSet, October 1, 2021. The S&P 500 is an unmanaged group of
securities that is considered to be representative of the stock market in
general. The performance of an unmanaged index is not indicative of the
performance of any specific investment. Individuals cannot invest directly in
an index. A portfolio invested only in companies in a particular industry or
market sector may not be sufficiently diversified and could be subject to a
significant level of volatility and risk.

As of October 1, 2021, the average forward 12-month
P/E ratio for stocks listed in the S&P 500 was 20.1.
This is significantly higher than the five-year average
of 18.3 and the 10-year average of 16.4.1 But that may
or may not mean that the market as a whole is
overpriced.

It's possible that earnings projections could be off by a
wide margin — and that P/E ratios could be more
difficult for investors to interpret — until the disruptive
effects of the pandemic are well behind us. In fact, it's
generally a good idea to consider additional types of
data, such as dividends and longer-term growth
expectations, when evaluating potential stock
investments.

The return and principal value of stocks fluctuate with
changes in market conditions. Shares, when sold, may
be worth more or less than their original cost.
1) FactSet, October 1, 2021

Bright Wealth Management
4400 State Hwy 121, Ste 400
Lewisville, TX 75056
972-410-6623
jewell.page@brightwealthmanagement.com
www.brightwealthmanagement.com



Big Boost for Social Security Payments
The Social Security cost-of-living adjustment (COLA) for 2022 is 5.9%, the largest 
increase since 1983. The COLA applies to December 2021 benefits, payable in 
January 2022. The amount is based on the increase in the Consumer Price Index for 
Urban Wage Earners and Clerical Workers (CPI-W) from Q3 of the last year a COLA 
was determined to Q3 of the current year (in this case, Q3 2020 to Q3 2021).

Despite these annual adjustments for inflation, a recent study found that the buying 
power of Social Security benefits declined by 30% from 2000 to early 2021, in part 
because the CPI-W is weighted more heavily toward items purchased by younger 
workers than by Social Security beneficiaries.

Sources: Social Security Administration, 2021; The Senior Citizens League, August 11, 2021

$1,657

Average monthly Social Security 
benefit for retired workers after 
the 2022 COLA. It was $1,565 
before the COLA, an increase of 
$92 per month.

Source: Social Security 
Administration, 2021

Two Decades of Inflation
After being largely dormant for the last decade, inflation roared back in 2021 due to 
various factors related to the pandemic and economic recovery. For perspective, it 
may be helpful to look at inflation over a longer period of time. During the 20-year 
period ending September 2021, the Consumer Price Index for All Urban Consumers 
(CPI-U), often called headline inflation, rose a total of 53.8%. While the prices of some 
items tracked the broad index, others increased or decreased at much different rates.

Source: U.S. Bureau of Labor Statistics, 2021 (data through September 2021)

5.4%

Rise in CPI-U over the 12 
months ending September 2021. 
This matched June and July 
2021 as the largest 12-month 
increase since the year ending 
August 2008. By contrast, the 
average annual increase for the 
20-year period ending 
September 2021 was just 2.2%.

Source: U.S. Bureau of Labor 
Statistics, 2021

All information provided herein is for informational purposes only and should not be relied upon to make an investment decision. This presentation is 
neither an offer to sell, nor a solicitation of any offer to buy any securities, investment products, or in-vestment advisory service. The presentation is being 
furnished on a confidential basis to the recipient.

The information herein contains forward looking statements and projections representing the current assumptions and beliefs based on information 
available to Bright Wealth Management, LLC at time of publishing. This information included is believed to be reasonable, reliable and accurate, (however 
no representation is made with respect to the accuracy and complete-ness of such data) and is the most recent information available (unless otherwise 
noted). However, all the information herein, and such beliefs, statements and assumptions are subject to change without notice. All statements made 
involve risk, uncertainties and are assumptions. Investors may not put undue reliance on any of these statements. There is no guarantee that the market 
will move in any direction, as there is no way to predict with certainty future market behavior. Due to rapidly changing market conditions and the complexity 
of investment decisions, supplemental information and other sources may be required to make an informed investment decision based on individual 
objectives and suitability.
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