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Definition

■ Mean reversion is the theory suggesting that prices 
and returns eventually move back toward the mean 
or average. 

■ This mean or average can be the historical average 
of the price or return, or another relevant average 
such as the growth in the economy or the average 
return of an industry.
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Up Straight 
and Parallel

Think of the trend line 

as the mean

Very little deviation

Very little reversion

3

Trying sooo
hard to get 
there

The mean = years   

3,4,5,7,9?

What’s with yr. 10?
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Tax law effect

This graph show Section 

1 visual analysis based 

on TTM
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Tax Law effect 

This is what it looks like 

quarter by quarter

Reality.
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P/Es---High? 
& Low?

What to estimate going 

forward?

What is the mean?  

Signature? Average? 
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P/Es---High? 
& Low?

Recognize: 

-what is going on year to 

year 

-what is “consistent” for 
this company
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P/Es---High? 
& Low?

Finding the 

“signature PE” using 
reversion to the 

mean can mean 

confident decisions
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QUESTIONS?

Thank You
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