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Purpose

The purpose of this study is to compare the performance of a low-P/E
strategy relative to that of two alternative value strategies, one based on
the PEG ratio and another on the PERG ratio (a magnitude introduced in
this article).

Design/methodology/approach

The data used consists of a sample of 100 US companies between
January 1975 and September 2002. Portfolios are formed on the basis of
different valuation ratios, and their performance is compared in order to
determine the best-performing strategy.

Findings

Portfolios sorted by PERG ratios outperform, on a risk-adjusted basis,
those sorted by both P/E ratios and PEG ratios. This outperformance
occurs regardless of whether portfolios are not rebalanced, rebalanced
every ten years, or rebalanced every five years.

Research limitations/implications

The sample of stocks is not large. The results could be validated by using
a larger sample of US stocks and a longer time period, as well as by
using a sample of stocks from several international markets.

Practical implications

The PERG ratio proposed in this article improves on the PEG ratio,
adjusting the latter by risk. That, plus the fact that PERG-based strategies
outperform on a risk-adjusted basis strategies based on both P/Es and
PEGs, should make it an attractive tool to add to the arsenal of valuation
tools used by analysts.

Originality/value

A new valuation tool is proposed, called the PERG ratio, that adjusts P/E

ratine hv hAath AavAawth anA rviels (Arv cimilarvive DECC vatiace by rviels)

We use cookies to optimize site functionality and targeting cookies to give you
the best possible experience. Your experience, your choice. Learn more here:
Visit our cookie policy page



javascript:;
https://doi.org/10.1108/17439130510619631
javascript:;
https://www.emerald.com/pages/cookie_policy

Price earning ratio, Business development, Strategic

Keywords: o i )
objectives, Numerical analysis

© Emerald Group Publishing Limited

You do not currently have access to this content.

Sign in

Don't already have an account? Register

Client Account
Email address / Username

Password

Reset password
Register

PaS
] Access through your institution

Purchased this content as a guest? Enter your email address to

restore access.

Email Address

We use cookies to optimize site functionality and targeting cookies to give you
the best possible experience. Your experience, your choice. Learn more here:
Visit our cookie policy page



https://www.emerald.com/ijmf/search-results?qb={%22Keywords1%22:%22Price+earning+ratio%22}
https://www.emerald.com/ijmf/search-results?qb={%22Keywords1%22:%22Business+development%22}
https://www.emerald.com/ijmf/search-results?qb={%22Keywords1%22:%22Strategic+objectives%22}
https://www.emerald.com/ijmf/search-results?qb={%22Keywords1%22:%22Numerical+analysis%22}
https://www.emerald.com/my-account/register?siteId=1000291&returnUrl=https%3a%2f%2fwww.emerald.com%2fijmf%2farticle-abstract%2f1%2f3%2f187%2f142180%2fAdjusting-P-E-ratios-by-growth-and-risk-the-PERG%3fredirectedFrom%3dfulltext
https://www.emerald.com/my-account/reset-password
https://www.emerald.com/my-account/register?siteId=1000291&returnUrl=https%3a%2f%2fwww.emerald.com%2fijmf%2farticle-abstract%2f1%2f3%2f187%2f142180%2fAdjusting-P-E-ratios-by-growth-and-risk-the-PERG%3fredirectedFrom%3dfulltext
https://www.emerald.com/store/add/142180/3
https://www.emerald.com/pages/cookie_policy

Rental

This article is also available for rental through DeepDyve.

Read this now at

@ deepdyve ’

We use cookies to optimize site functionality and targeting cookies to give you
the best possible experience. Your experience, your choice. Learn more here:
Visit our cookie policy page



https://www.emerald.com/store/add/142180/3
https://www.deepdyve.com/doc-view?docId=10.1108/17439130510619631&fieldName=journal_doi&affiliateId=EMER
https://www.emerald.com/pages/cookie_policy

