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BACKGROUND AND RESEARCH CONCLUSIONS

Background: We have written extensively in the last 18 months about quality investing.  Here is what 

we have concluded so far: High - quality has lagged junk since 2019.  The signals used to pick 

stocks within the high - quality cohort have changed dramatically, and what worked from 1999 -

2018 has not worked since then.  Price momentum has not worked among high - quality stocks 

but has worked everywhere else over the last few years. Stocks where quality has improved 

have not done well, as investors generally need to buy stocks before the quality demonstrably 

improves.  High - quality stocks that have gotten worse on quality underperform the rest of high -

quality . Exposure to quality has clearly changed, and we studied the optimal quality - related portfolio 

in today’s work.

Methodology : We simulated 100 portfolios each month from 1999 through June 2026, analyzing 

1999 –2018 and 2019 –2026 separately. Each simulation randomly selected 60 stocks from different 

quality deciles and calculated their cap -weighted one -month forward returns. Quality is measured 

using Trivariate’s point - in - time continuous substance score. The score combines ranked balance -

sheet, profitability, cash - flow or dividend, and risk measures, with inputs tailored to Financials, 

dividend -paying non -Financials, and non -dividend -paying non -Financials. Higher scores indicate 

higher quality. D1 is the highest -quality decile, D2 the second highest, and so forth, with D10 the 

lowest quality decile. Among the Top 500 stocks by market cap, each decile contains approximately 

50 stocks. We compared D1 -D10 portfolios with D2 -D9, D3 -D8, D4 -D7, D5 -D6, the broader four -

decile combinations, and each individual quality decile.

S&P500 results : From 1999 -2018 it was clear that the higher the quality, the better the overall 

performance.  On the contrary, since 2019, the highest quality decile has been the worst performing, 

with the 6 th through 9 th quality buckets the best. It has remained true that the lower the quality, the 

more volatility that has occurred, both from 1999 -2018, and more recently. 
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INVESTMENT CONCLUSIONS

Avoid extreme quality:  Because returns were so strong recently, we looked at the T -statistic of 

performance during both time frames.  Adjusting for regime and volatility, it seems that, historically, 

the higher the quality the better the returns. But since 2019, it seems like extreme quality is worse 

than central quality.   We then selected portfolios only from a range of deciles, from extreme (D1 and 

D10 meaning the highest and lowest deciles) through D5 and D6 (middle quality). The worst 

performing portfolios were extreme quality.  Running quality - neutral from the middle of the 

quality distribution generally yields better risk adjusted returns since 2019, whereas the 

distribution mattered less before 2019.

Growth:  We analyzed the growth universe and generally found similar results to the overall SP500.  

The higher the quality the better from 1999 -2018, but the highest quality decile of stocks was the 

weakest performing since 2019.  Lower quality stocks got more volatile recently than higher quality, 

though more consistent with history. 

Value : Quality has not mattered as much among value stocks historically, as from 1999 -2018 it 

appeared extreme quality (high and low) lagged.  More recently, the 8 th  and 9 th  highest quality 

deciles were best.  Volatility was similar recently to history among value stocks, with lower quality 

generally correlated to higher volatility.  We would not conclude that owning high -quality stocks 

matters in the value universe.

In summary , for S&P500 focused long -only portfolio managers, owning average quality today that 

will improve its quality in the future but is not yet in evidence is a better idea than owning very high 

or very low quality.  We don’t see a near - term reason why that would change.  We think about using 

quality to pick stocks the same way we think about using valuation to pick stocks.  Generally, it 

isn’t a great factor, but avoiding extreme quality (very high and very low) seems prudent. 
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Among the top 500 stocks, we simulated 100 portfolios each month from 1999 through June 2026, analyzing 1999 –2018 and 2019 –2026 

separately. Each simulation randomly selected 60 stocks from different quality deciles and calculated their cap -weighted one -mon th forward 

returns. Quality is measured using Trivariate’s continuous point - in - time score.  From 1999 -2018 (left), it was clear (black bars ) that the higher 

the quality the better the overall performance.  On the contrary, since 2019, the highest quality decile has been the worst p erf orming, with the 

6 th  through 9 th  quality buckets the best (blue bars).  The 2 nd  worst performing decile is the lowest quality one.  It has remained true that the 

lower the quality, the more volatility that has occurred, both from 1999 -2018, and more recently (right). 

SINCE 2019, THE HIGHEST QUALITY DECILE HAS BEEN THE WORST
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Because returns were so strong recently, we looked at the T -statistic of performance during both time frames.  Adjusting for reg ime and 

volatility, it seems that historically the higher the quality the better the returns, but since 2019, it seems like extreme q ual ity is worse than 

central quality (left).   We then selected portfolios only from a range of deciles, from extreme (D1 and D10 meaning the high est  and lowest 

deciles) through D5 and D6 (middle quality). The worst performing portfolios were extreme quality (right).  Running quality -neut ral from the 

middle of the quality distribution generally yields better risk adjusted returns since 2019, whereas the distribution mattere d l ess before 2019.

DISTANCE FROM AVG. QUALITY HAS BEEN PENALIZED SINCE 2019
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We analyzed the growth universe and generally found similar results to the overall S&P 500 .  The higher the quality the better from 1999 -2018, 

but the highest quality decile of stocks was the weakest performing since 2019 (left).  Lower quality stocks got more volatil e r ecently than 

higher quality, though more consistent with history (right). 

THE STORY IS SIMILAR AMONG GROWTH STOCKS
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Quality has not mattered as much among value stocks historically (left), as from 1999 -2018 it appeared extreme quality (high and  low) lagged.  

More recently, the 8 th  and 9 th  highest quality deciles were best.  Volatility was similar recently to history among value stocks, with lower 

quality generally correlated to higher volatility (right).   We would not conclude that owning high -quality stocks matters in th e value universe.

QUALITY MATTERS LESS IN VALUE THAN GROWTH
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DISCLOSURES

Disclaimer  

This  presentation  is  confidential  and  may  not  be  reproduced  or  distributed  without  the  express  prior  written  permission  of  T rivariate  Research  LP  and  its  affiliates  (collectively,  “T rivariate ”) .

The  information  contained  herein  reflects  the  opinions  and  projections  of  T rivariate  as  the  date  of  publication,  which  are  subject  to  change  without  notice  at  any  time  subsequent  to  the  date  of  issue . 

Trivariate  does  not  represent  that  any  opinion  or  projection  expressed  herein  will  be  realized .  All  information  provided  is  for  informational  and  research  purposes  only  and  should  not  be  deemed  as  

investment  advice  or  a  recommendation  to  purchase  or  sell  any  specific  portfolio  investment,  security  or  other  asset . While  the  information  presented  herein  is  believed  to  be  reliable,  no  representation  or  

warranty  is  made  concerning  the  accuracy  of  any  data  or  other  information  presented .  Information  obtained  by  T rivariate  from  third  party  sources  in  connection  with  the  preparation  of  this  presentation  

has  not  been  independently  verified  by  T rivariate . Additional  information  regarding  T rivariate  is  available  on  request .    

Any  projections,  forecasts,  targets  or  other  estimates  presented  herein  constitute  “forward - looking  statements”  that  can  be  identified  by  the  use  of  forward - looking  terminology  such  as  “may,”  “will,”  

“should,”  “could,”  “would,”  “predicts,”  “potential,”  “forecasted,”  “continue,”  “expects,”   “anticipates,”  “future,”  “intends,”  “plans,”  “believes,”  “estimates,”  or  the  negatives  thereof  or  other  variations  

thereon  or  comparable  terminology . Furthermore,  any  projections,  targets,  forecasts  or  other  estimates  in  this  presentation  are  “forward - looking  statements”  and  are  based  upon  certain  assumptions  that  

may  change . Due  to  various  risks  and  uncertainties,  actual  events  or  results  or  the  actual  performance  of  the  funds  may  differ  materially  from  those  reflected  or  contemplated  in  such  forward - looking  

statements . Moreover,  actual  events  are  difficult  to  predict  and  often  depend  upon  factors  that  are  beyond  the  control  of  the  T rivariate . Nothing  herein  shall  under  any  circumstances  create  an  implication  

that  the  information  contained  herein  is  correct  as  of  any  time  after  the  earlier  of  the  relevant  date  specified  herein  or  the  date  of  this  presentation . In  addition,  unless  the  context  otherwise  requires,  the  

words  “include,”  “includes,”  “including”  and  other  words  of  similar  import  are  meant  to  be  illustrative  rather  than  restrictive . Forward - looking  statements  and  discussions  of  the  business  environment  

included  herein  (e .g ., With  respect  to  financial  markets,  business  opportunities,  demand,  investment  pipeline  and  other  conditions)  are  subject  to  the  ongoing  novel  coronavirus  outbreak  (“ COVID ”  or  

“COVID - 19 ”) . The  full  impact  of  COVID - 19  is  particularly  uncertain  and  difficult  to  predict,  therefore  such  forward - looking  statements  do  not  reflect  its  ultimate  potential .  

This  shall  not  constitute  an  offer  to  sell  or  the  solicitation  of  an  offer  to  buy  any  interests  in  any  fund,  product  or  account  that  is  or  may  in  the  future  be  advised  or  managed  by,  T rivariate  or  any  of  its  

affiliates . 

All  data  sourced  from  S&P  Global,  Bloomberg,  or  our  Trivariate  estimates .  All  forward - looking - statements  reflect  the  opinion  of  Trivariate .  
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