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Abstract
The PE ratio divided by the short-term earnings growth rate (the PEG ratio) is often used to rank stocks. This ranking implicitly assumes that earnings growth will not change
beyond the (short) earnings forecast horizon. I provide a means of simultaneously estimating the expected rate of return and the change in the earnings growth beyond the
forecast horizon thereby refining the PEG ratio ranking. Although estimates of the expected rate of return based on the PEG ratio are downward biased, they are highly
correlated with the refined estimates supporting the use of the PEG ratio as a parsimonious basis for stock recommendations. The downward bias is greater for firms with lower
short-term earnings growth rates, higher PE,and higher ratio of price-to book value while the bias is lower for larger firms and firms with higher standard deviation of returns.

Keywords: PE ratio, PEG ratio, Earnings forecasts, Earnings growth, Cost of capital

JEL Classification: C53, E43, G11, G12, G31, M41

Suggested Citation

Show Contact Information

0 References

Fetch References

0 Citations

Fetch Citations





Download This Paper (Delivery.cfm/SSRN_ID301837_code020303600.pdf?abstractid=301837&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID301837_code020303600.pdf?abstractid=301837&mirid=1&type=2)

Do you have negative results from your research you’d like to share?

Submit Negative Results (https://www.ssrn.com/index.cfm/en/Negative-Results/)

Paper statistics

DOWNLOADS 2,523

ABSTRACT VIEWS 10,337

We use cookies that are necessary to make our site work. We may also use additional cookies to analyze,
improve, and personalize our content and your digital experience. For more information, see our Cookie
Policy (https://www.elsevier.com/legal/cookienotice)

Cookie Settings Accept all cookies

https://www.ssrn.com/
https://papers.ssrn.com/sol3/ShoppingCart.cfm
https://www.ssrn.com/index.cfm/en/subscribe/
https://hq.ssrn.com/submissions/CreateNewAbstract.cfm
https://papers.ssrn.com/sol3/DisplayJournalBrowse.cfm
https://blog.ssrn.com/
https://www.ssrn.com/index.cfm/en/contactus/
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID301837_code020303600.pdf?abstractid=301837&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID301837_code020303600.pdf?abstractid=301837&mirid=1&type=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=20048
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID301837_code020303600.pdf?abstractid=301837&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID301837_code020303600.pdf?abstractid=301837&mirid=1&type=2
https://www.ssrn.com/index.cfm/en/Negative-Results/
https://www.elsevier.com/legal/cookienotice


SSRN Quick Links

SSRN Rankings

About SSRN

 (https://www.facebook.com/SSRNcommunity/)
 (https://www.linkedin.com/company/493409?

trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3
 (https://twitter.com/SSRN)

(http://www.elsevier.com/)

9  Citations

19  References

Related eJournals

Recommended Papers

Disclosure Level and Expected Cost of Equity Capital: An Examination of Analysts' Rankings of Corporate Disclosure (https://papers.ssrn.com/sol3/papers.cfm?
abstract_id=208148&rec=1&srcabs=301837&pos=1)
By Christine Botosan (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=2567468) and Marlene Plumlee (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?
per_id=27513)

Disclosure Level and Expected Cost of Equity Capital: An Examination of Analysts' Rankings of Corporate Disclosure and Alternative Methods of Estimating Expected Cost of
Equity Capital (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=224385&rec=1&srcabs=301837&pos=2)
By Christine Botosan (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=2567468) and Marlene Plumlee (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?
per_id=27513)

Information Asymmetry, Corporate Disclosure and the Capital Markets: A Review of the Empirical Disclosure Literature (https://papers.ssrn.com/sol3/papers.cfm?
abstract_id=258514&rec=1&srcabs=301837&pos=3)
By Paul M. Healy (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=25741) and Krishna Palepu (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=17008)

View more 

RANK 10,421

PlumX Metrics

(https://plu.mx/ssrn/a/?
ssrn_id=301837)

Capital Markets: Asset Pricing & Valuation eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1508951)

 Follow 

S&P Global Market Intelligence Research Paper Series (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=2978227)

 Follow 



Feedback 

Submit a Paper  (https://hq.ssrn.com/submissions/CreateNewAbstract.cfm)













https://www.facebook.com/SSRNcommunity/
https://www.linkedin.com/company/493409?trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3A0
https://twitter.com/SSRN
http://www.elsevier.com/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=208148&rec=1&srcabs=301837&pos=1
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=2567468
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=27513
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=224385&rec=1&srcabs=301837&pos=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=2567468
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=27513
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=258514&rec=1&srcabs=301837&pos=3
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=25741
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=17008
https://plu.mx/ssrn/a/?ssrn_id=301837
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1508951
javascript:void(0);
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=2978227
javascript:void(0);
https://hq.ssrn.com/submissions/CreateNewAbstract.cfm


(http://www.relx.com/)

 (https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true)

Copyright (https://www.ssrn.com/index.cfm/en/dmca-notice-policy/)  Terms and Conditions (https://www.ssrn.com/index.cfm/en/terms-of-use/)
Privacy Policy (https://www.elsevier.com/legal/privacy-policy)

All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and
similar technologies. For all open access content, the Creative Commons licensing terms apply.

We use cookies to help provide and enhance our service and tailor content.

To learn more, visit Cookie Settings. 

http://www.relx.com/
https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true
https://www.ssrn.com/index.cfm/en/dmca-notice-policy/
https://www.ssrn.com/index.cfm/en/terms-of-use/
https://www.elsevier.com/legal/privacy-policy

