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Peter:

Don't know if you use Toolkit, but the graph on the front of the SSG shows EPS (by year) and price (high and low by year).  Section 3 of the SSG (on the back) includes a pop-up graph that shows the high and low P/E for the for the past 10 years, as well as was the average high and low P/E for the past five years.  The nice thing about the Toolkit graphs is that you don't have to enter any data manually.

As your email suggests, looking at P/Es over time can be helpful in deciding whether to buy, hold, or sell a stock.  However, the P/E has to be considered in the context of other factors.  Here are a few considerations.

 (1) How does the current PE compare to the historic P/E for the stock?  If the current P/E it is higher or lower, there is usually a reason.  The long term prospects for the company may have changed, or market sentiment for the company may have changed. (2) P/Es are strongly influenced by EPS growth prospects.  Stocks with strong projected earnings growth command higher P/Es.  Unfortunately, when those stocks miss earnings, the market price corrects very rapidly.  This is why many people look at the P/E to earnings growth ratio and avoid high P/E stocks.

(3) P/Es reflect the quality of a company's earnings.  Quality stocks with consistently growing earnings tend to have higher P/Es.  People are willing to pay more for quality and less volatility.

(4) The overall P/E of the broad market tends to rise and fall over time for various reasons.  It is sometime helpful to know how a P/E for a particular stock compares to the overall market.  Value Line data sheets includes a relative P/E ratio by year.  A stock P/E that rises or falls faster than the market P/E might be significant.

(5) The actual return on a stock is a function three things:  EPS growth, dividend yield, and changes in valuation (P/E).  Both Value Line and Manifest Investing project the 3-5 year P/E for a stock.  While this is just an estimate, the projected change in future P/E gives some indication of whether to expect P/E expansion or contraction.

While P/Es are indeed helpful, they are just one piece of the larger picture.

Regards, Ty Hughes Arlington, VA
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