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If a share is trading with a high DY relative to the rest of the 
market, it implies that investors are require a high current income 
from the share. This may be because the market believes that 
future dividend growth will be weak. Alternatively, an equity 
trading with a very low DY relative to the rest of the market can be 
taken as an indication that investors require a lower current income 
from the equity because they expect future dividend growth to be 
strong. They may be willing to do this because they expect earnings 
to grow rapidly in the future.

Price to earnings ratio: The price to earnings (PE) ratio is the ratio 
of the current price to the earnings per share (EPS) made by the 
company. It is expressed as follows:

Price to earnings ratio = P
EPS

When the EPS element of the ratio refers to last year’s earnings this 
is known as the historic, or trailing, PE ratio. When EPS is based 
upon an estimate of future earnings it is referred to as the forward 
PE ratio.

Again, investors use this ratio to compare equities. If a stock is 
trading with a low PE relative to the rest of the market, it implies 
that investors are not willing to pay a high price for a £1’s worth 
of last year’s company earnings. This may be because the market 
believes that the prospect of strong earnings growth in the future 
is small. Alternatively, an equity trading with a very high PE relative 

to the rest of the market indicates that investors are willing to pay 
a higher price for each £1’s worth of last year’s earnings. They may 
be willing to do this because they expect earnings to grow rapidly 
in the future.

Growth versus value: The markets often categorise shares as being 
either growth or value stocks. Growth stocks tend to trade with a 
high PE ratio and low DY relative to the rest of the market, because 
investors believe that the earnings of the company will grow rapidly 
in the future. Companies that operate in new markets with scope 
for expansion, for example companies in the IT sector, are often 
categorised as growth stocks.

Conversely stocks with a low PE ratio and a high current DY are 
often categorised as value stocks - stocks where future earnings 
growth is expected to be relatively low. Companies that operate 
in mature markets with little prospect of substantial market 
expansion, but which still produce a stable earnings stream might 
be described as value stocks. Companies operating in the utilities 
sector are often categorised as value stocks.

Some fund managers have an investment style that focuses 
on either value or growth stocks. (See Investment Tutor Equity 
Investment Styles training guide).


