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Market moves making valuations more tempting 

 

Growth at a reasonable price, or GARP, has proved a reliable strategy that has previously 
generated market-beating returns. Our GARP screen looks at both past rates of growth and 
analysts’ forecasts, which can smooth out expectations. We’re also checking revenue growth 
expectations as the system is likely to work better when companies are expanding sales.   

 

The same health warning applies to our UK large-cap GARP screen as when we last ran it: ignore 
water utility Severn Trent (SVT): it gets in on the strength of forecast earnings recovery based 
largely on analysts’ belief that the worst of a hike in the cost of inflation indexed-linked debt is 
behind it. This is a business that needs to make vast capital investments to stand still, so isn’t a 
profit growth play.  

By contrast, NatWest (NWG) does fit the bill as a company delivering earnings growth at a 
reasonable price. When Robin Hardy analysed the bank in depth for us, he concluded that there 
was plenty to like: pointing out the higher net interest margins (NIM) and stronger structural 
hedges mean NatWest’s profits are looking more sustainable. Robin argued that high returns well 
above the weighted average cost of capital (WACC) should keep the share price rising, too. 
Although there remains the usual caveat around UK banks that they are risky and highly cyclical 
(exposure to the stuttering UK economy is a factor to temper optimism), on a three-year view 
making a double-digit percentage total return isn’t out of the question.  

When it comes to growth at a reasonable price, however, the most interesting stories could be in 
the United States. Thanks to the market volatility sparked by President Trump’s tariff policies, and 
worries about the moats of US tech companies given Chinese technological wins, US valuations 
have been getting less expensive. Whether themes like the AI growth boom are now fair value is 
still up for discussion, but companies like Nvidia (NVDA) are priced now on less stratospheric 
multiples of their next 12 months’ forward earnings (now c.26x in its case).  

There are also a few companies with mid-teens fwd PEs and double-digit earnings growth 
forecasts, which could make them an attractive option. One has to factor in that any US recession 
would be bad for the impressive earnings forecast for cruise operator Royal Caribbean (US:RCL), 
but if those fears turn out to be overblown (or the grey dollar proves resilient anyway) then this is 
a company well priced relative to its profit outlook.  

Earnings growth forecasts are more conservative for companies with exposure to  insurance, 
probably with good reason given the frictional risks that affect the sector. Some of the US banks 
may also see trading revenue affected by trade frictions and any related disconnect in financial 
markets.  
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March 2025 GARP results 

 

 

GARP criteria  for US mega/large-caps, UK large-caps, ​
UK mid-caps 
 

Blended PEG ratio: historic price/earnings (PE) ratio divided by a combination 

of the blended past/expected earnings growth rate and dividend yield. The 
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earnings growth rate is calculated based on the average of the five-year historic 

growth rate and the average forecast growth over the next two years.  

 

Fwd PEG: The PE in the numerator is the ratio of current share price to 

expected earnings per share one year ahead of the current unreported year. 

The growth rate in the denominator is the compound annual growth rate 

between last reported earnings and the expected earnings at the end of the 

period.  A figure below one suggests that a company is cheaply valued relative ​
to its expected earnings growth.  

 

 

 

 

Screening criteria (US, UK large and mid-cap): 

●​ Compulsory test: PEG ratio below the median average of the respective universe 

(see below). 

●​ Compulsory test: past five-year compound annual growth rate (CAGR) for sales 

averaged with two-year forecast sales CAGR to be above five per cent and the 

forward sales CAGR to be above five per cent on its own. 

●​ A two-year forward PEG below one.  

●​ A five-year historic EPS compound annual growth rate above 7.5 per cent, but 

below 20 per cent (i.e. high, but sustainably so).  

●​ A five-year historic revenue compound annual growth rate above 5 per cent (i.e. 

sales growth underpinning earnings growth).  

●​ Year-on-year EPS growth in each of the past two half-year periods. (Quarterly 

periods for the US stocks.) 

●​ Average forecast EPS growth of more than 7.5 per cent for the next two financial 

years.  

●​ No downgrade to forecast sales growth over the past three months. 

●​ No downgrade to forecast EPS over the past three months. 

All stocks must pass the historic PEG test to feature in the table. While the primary 

ranking of the stocks is based on the number of tests they pass, inside each of these 

groupings, stocks are ordered according to their attractiveness based on a combination 

of PEG and three-month price momentum.  
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GARP criteria for UK small-cap and Aim-listed stocks 
 

 

The small-cap screen uses a PEG based on the historic PE ratio and average 

forecast growth for the next two financial years. The screening criteria are: 

●​ A PEG ratio in the bottom half of all stocks screened. Compulsory test. 

●​ Compulsory test: past five year compound annual growth rate (CAGR) for sales 

averaged with two-year forecast sales CAGR to be above 7.5 per cent and the 

forward sales CAGR to be above 7.6 per cent on its own. 

●​ Compulsory test: No downgrade to forecast sales growth over the past three 

months. 

●​ A two-year forward PEG below one.  

●​ EPS growth forecast above at least 7.5 per cent for each of the next two financial 

years and an average growth rate over the period of more than 10 per cent and 

less than 50 per cent (i.e. high, but sustainably so). 

●​ Either a net income margin above 10 per cent or a net income margin above 7.5 

per cent and asset turnover of at least two. (i.e. we’re looking for indicators of a 

quality business that may have a sustainable advantage). 

●​ Either three-month share price momentum better than the median average or 

earnings upgrades of 10 per cent or more over the past three months (i.e. recent 

reasons to feel positive). 

●​ Net debt of less than 1.5 times cash profits. 

●​ No downgrade to forecast EPS over the past three months. 

While the primary ranking of the stocks is based on the number of tests they pass, inside 

each of these groupings, stocks are ordered according to their attractiveness based on a 

combination of PEG and three-month sales growth forecasts. 

 

Universe:  
 

For the US we screen from the S&P 500 index 

 

For the UK main market we start with all companies with a market cap of over 

£35mn and then split them as follows: 

 

UK large-cap: The top 85 per cent of our list of main market companies by 

market cap.  
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UK mid-cap: Companies not in the top 85 per cent by size but above £250mn​
in market cap 

 

UK small-cap: Companies between £35mn and £250mn market cap. 

 

For Aim-listed shares we screen from companies bigger than £35mn ​
market cap.  
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