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RESEARCH SUMMARY AND INVESTMENT CONCLUSIONS

Background: Over the past year, many investors have lamented the fall of high -quality stocks and 

the rise of junk stocks, making it challenging for those who don’t change their investment philosophy 

to keep up with the market. Moreover, telling allocators you avoid high -quality stocks seems like a 

potentially poor marketing strategy.  We have shown in our work however, that high -quality has 

lagged junk cumulatively over the last five years, and last week ( Level Set – The Moving Parts ), we 

showed that since 2019, the majority of high -quality stocks have seen multiple contraction, whereas 

the median junk stock has seen slight multiple expansion.  Being an excellent, high -quality business, 

might mean you merit a higher multiple, but for the last six years, it has also meant modest multiple 

contraction.  With that in mind, we investigate in today’s research what has worked within the high -

quality cohort alone, believing that these trends might continue for the foreseeable future.

What variables should you use to pick high - quality stocks?: We looked at our factor library to 

identify signals that were efficacious at predicting high -quality stock winners from high -quality stock 

losers since 2020.  Buying stocks with high R&D - to - sales, high revenue growth, and low debt was 

the best approach. Avoiding relatively higher short interest also worked.  Profitability level and 

valuation did not matter for stock selection. 

How is this different from history?: We then compared what has worked since 2020 with what had 

worked from 1999 to see where history has not been helpful of late.  Revenue growth is working far 

better today than in the past, as is forecasted revenue growth, for stock selection. From a stock 

perspective, you need fast growth to offset multiple contraction. Valuation metrics – whether price -

to - forward earnings, EV -to - forecasted sales, or free cash flow yield are far worse today than in the 

past – and in some cases have been negative recently – meaning expensive stocks subsequently 

outperform cheap ones.  Revisions - i.e., one -month changes to earnings – have worked better 

recently than in the past.  
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INVESTMENT CONCLUSIONS

Revenue growth and profit margin:  Fast growers materially LAGGED from 1999 -2020, as they often 

missed expectations or had high starting valuations.  However, since 2020, and in particular over the 

last two years, the best performing quintile within high - quality has been the fastest revenue 

growers . While we constantly talk about margin expansion mattering for stock selection, the truth is, 

this has not really helped distinguish winners from losers -  either for operating margin or net margin 

over the long -term -  as nearly all five quintiles have similar performance.  This is in part true because 

many high -quality businesses, for instance in Pharmaceuticals or Software, have very high margins, 

no debt, and decent cash flow, but aren’t going to improve their margin profile – it is only about 

growth for these businesses.  Finding high -quality businesses with lower margins and therefore 

improvement potential is prudent. Since 2020, lower net and operating margin companies have 

materially outperformed high -quality stocks with high net and operating margins, meaning the 

potential for improvement has allured investors, not the maintenance of excellence.

High inventory doesn’t matter -  high short interest does:  Among high -quality stocks, inventory -to -

sales level has been a counter - indicator, meaning buying high inventory -to -sales companies and 

shorting low inventory -to -sales companies has generated excess return.  Perhaps this is because 

these businesses don’t have perishable inventory, or perhaps it is because it is change in inventory, 

and the dream of margin expansion, that drives subsequent outperformance.  While high -quality 

stocks typically don’t draw attention from short sellers, it is true that the lowest quintile of short 

interest has steadily outperformed the highest quintile of short interest in the high -quality universe. 

Long / short high - quality ideas:  On slide 10, we show Long ideas that include those with high 

forecasted revenue growth, low short interest, and recent upward revisions.  These include NVDA, 

AMD, and APH, among others.  Short ideas have low relative forecasted revenue growth, higher short 

interest, and have not seen positive EPS revisions and include SO, AMP, and DHI, among others. 
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We looked at our factor library to identify signals that were efficacious at predicting high -quality stock winners from high -qua lity 

stock losers since 2020.  Buying stocks with high R&D -to -sales, high revenue growth, and low debt was the best approach. 

Avoiding relatively higher short interest also worked.  Profitability level and valuation did not matter for stock selection.  

R&D INTENSITY, FAST GROWTH, LOW DEBT, AND LOW SI MATTER
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Best and Worst Performing Signals in High Quality Universe Since 2020
Top 2k US Equities

As of End -December, 2025

Signal Annualized Mean Return
Annualized Std. Dev

of Returns Sharpe Ratio Hit Rate

R&D -to -Sales 9.2% 19% 0.48 58%

Revenue Growth 8.8% 14% 0.65 58%

Net Debt to Market Cap 7.2% 12% 0.59 53%

Beta 5.7% 21% 0.27 54%

Short Interest - to -Value Traded 5.5% 8% 0.69 60%

Buyback Yield 5.1% 11% 0.48 54%

Dividend Coverage Ratio 4.4% 10% 0.46 60%

EV -to -Forecast Sales 4.3% 15% 0.29 54%

EPS Growth (Trailing 12Q) 3.7% 8% 0.49 56%

Indicated Dividend Growth 3.7% 7% 0.55 56%

Price - to -Forward Earnings (0.3%) 21% (0.02) 47%

Gross Margin (0.3%) 9% (0.04) 49%

Dividend Growth (Trailing) (0.5%) 7% (0.07) 47%

Price - to -Earnings (1.0%) 19% (0.05) 42%

Accruals (1.7%) 9% (0.19) 47%

Net Margin (3.1%) 15% (0.21) 46%

Quick Ratio Growth (3.5%) 6% (0.56) 40%

Inventory - to -Sales (3.5%) 10% (0.37) 46%

Operating Margin (3.8%) 16% (0.24) 44%

Indicated Annual Dividend Yield (5.5%) 15% (0.38) 46%
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We then compared what has worked since 2020 with what had worked from 1999 to see where history has not been helpful of late.   R evenue 

growth is working far better today than in the past, as is forecasted revenue growth for stock selection. You need fast growt h t o offset 

multiple contraction. Valuation metrics – whether price -to - forward earnings, EV -to - forecasted sales, or free cash flow yield are  far worse 

today than in the past – and in some cases have been negative recently – meaning expensive stocks subsequently outperform cheap ones.  

Revisions – i.e., one -month changes to earnings – have worked better recently than in the past.

VALUATION HAS FAILED RECENTLY, GROWTH AND REVISIONS WORK
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Signals with Largest Delta Between Since 2020 Mean Return and Since 1999 Mean Return
High Quality Universe, Top 2k US Equities

As of End -December, 2025

Signal
Since 2020

Sharpe Ratio
Since 1999

Sharpe Ratio
Difference

In Sharpe Ratio

Since 2020
Annualized Mean 

Return

Since 1999
Annualized Mean 

Return
Difference

In Mean Return

Revenue Growth 0.65 0.03 0.61 8.8% 0.7% 8.1%

Forecast Revenue Growth 0.11 (0.31) 0.42 1.7% (5.9%) 7.6%

1-Month % Change in Fwd EPS 0.40 (0.16) 0.55 2.6% (1.7%) 4.3%

R&D -to -Sales 0.48 0.21 0.27 9.2% 5.1% 4.2%

Beta 0.27 0.07 0.20 5.7% 1.9% 3.9%

Buyback Yield 0.48 0.09 0.39 5.1% 1.6% 3.5%

3-Month Momentum (0.01) (0.15) 0.15 (0.1%) (3.1%) 3.0%

Indicated Dividend Growth 0.55 0.14 0.41 3.7% 0.9% 2.8%

252d Momentum 0.04 (0.11) 0.15 0.5% (2.3%) 2.8%

Dividend Coverage Ratio 0.46 0.19 0.27 4.4% 1.8% 2.6%

Capital Expenditure - to -Sales 0.21 0.32 (0.12) 1.6% 2.7% (1.1%)

Operating Margin (0.24) (0.13) (0.10) (3.8%) (2.5%) (1.3%)

Inventory - to -Sales (0.37) (0.22) (0.15) (3.5%) (1.8%) (1.8%)

Forecast Net Margin Expansion 0.11 0.42 (0.31) 1.0% 3.2% (2.2%)

Forecast Gross Margin Growth 0.08 0.35 (0.28) 0.7% 3.2% (2.5%)

Accruals (0.19) 0.18 (0.36) (1.7%) 1.4% (3.0%)

Free Cash Flow Yield 0.28 0.58 (0.30) 3.3% 6.7% (3.4%)

Quick Ratio Growth (0.56) 0.04 (0.61) (3.5%) 0.4% (3.9%)

EV -to -Forecast Sales 0.29 0.68 (0.38) 4.3% 9.9% (5.6%)

Price - to -Forward Earnings (0.02) 0.21 (0.23) (0.3%) 5.3% (5.6%)

Source: Trivariate Research
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HIGH REVENUE GROWTH USED TO UNDERPERFORM, NOT ANYMORE
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Source: Trivariate Research

We show the efficacy of each revenue growth quintile, among high -quality stocks, from 1999 to present (left) and since 2020 

(right) to highlight further how metrics for stock selection have changed recently.  Fast growers materially LAGGED from 1999 -

2020, as they often missed expectations or had high starting valuations.  However, since 2020, and in particular over  the last two 

years, the best performing quintile within high -quality has been the fastest revenue growers.

Source: Trivariate Research
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MARGINS HAVE NEVER MATERIALLY MATTERED FOR HIGH QUALITY
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Source: Trivariate Research

While we constantly talk about margin expansion mattering for stock selection, the truth is, this has not really helped disti ngu ish 

winners from losers -  either for operating margin (left) or net margin (right) over the long -term -  as nearly all five quintiles  have 

similar performance.  This is in part true because many high -quality businesses, for instance in Pharmaceuticals or Software, ha ve 

very high margins, no debt, and decent cash flow, but aren’t going to improve their margin profile – it is only about growth for  

these businesses. 

Source: Trivariate Research
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LOWER MARGIN COMPANIES WITHIN HIGH - QUALITY HAVE BEEN BEST

EXCLUSIVELY FOR CLIENTS OF TRIVARIATE RESEARCH, LP, ALL RIGHTS R ESERVED 8

Source: Trivariate Research

Since 2020, lower net (left) and operating (right) margin companies have materially outperformed high -quality stocks with high 

net and operating margin, meaning the potential for improvement has allured investors, not the maintenance of excellence.

Source: Trivariate Research

(80%)

(60%)

(40%)

(20%)

0%

20%

40%

1999 2002 2005 2008 2011 2014 2017 2020 2023

Net Margin
Cumulative Q1 vs. Q5 Spread Return

Top 2k US Equities, High Quality Universe
Through End -December, 2025

(80%)

(60%)

(40%)

(20%)

0%

20%

40%

60%

1999 2002 2005 2008 2011 2014 2017 2020 2023

Operating Margin
Cumulative Q1 vs. Q5 Spread Return

Top 2k US Equities, High Quality Universe
Through End -December, 2025

874_62c428dc-cdea-4e57-a9b8-2db8f0076304.pdf



HIGH INVENTORY IS FINE, HIGH SHORT INTEREST IS NOT
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Source: Trivariate Research

Among high -quality stocks, inventory - to -sales level has been a counter - indicator, meaning buying high inventory - to -sales 

companies and shorting low inventory - to -sales companies has generated excess return.  Perhaps this is because these businesses 

don’t have perishable inventory, or perhaps it is because it is change in inventory, and the dream of margin expansion, that dri ves 

subsequent outperformance (left).  While high -quality stocks typically don’t draw attention from short sellers, it is true that the 

lowest quintile of short interest has steadily outperformed the highest quintile of short interest in the high -quality universe 

(right). 

Source: Trivariate Research
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QUANTITATIVELY DERIVED LONG / SHORT HIGH - QUALITY IDEAS
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Source: Trivariate Research

Long ideas include those with high forecasted revenue growth, low short interest, and recent upward revisions (left).  

These include NVDA, AMD, and APH, among others.  Short ideas have low relative forecasted revenue growth, higher 

short interest, and have not seen positive EPS revisions (right). Ideas here include SO, AMP, and DHI, among others. 

Source: Trivariate Research

High -Quality Long Ideas, Top 2k US Equities
Top Quintile of Forecast Revenue Growth, Bottom 40% Short Interest,

Top Quintile of 1 -Month % Change in Fwd  EPS
As of January 26 sh , 2025

Ticker Company Sector
Market Cap. 

(US $Bn.)

NVDA NVIDIA Corporation Information Technology 4,531.03

AMD
Advanced Micro 
Devices, Inc.

Information Technology 409.14

APH
Amphenol 
Corporation

Information Technology 190.41

AEM
Agnico Eagle Mines 
Limited

Materials 108.15

TEAM Atlassian Corporation Information Technology 36.43

DT Dynatrace, Inc. Information Technology 12.42

ONTO Onto Innovation Inc. Information Technology 10.27

High -Quality Short Ideas, Top 2k US Equities
Bottom Quintile of Forecast Revenue Growth, Top 40% Short Interest,

Bottom Quintile of 1 -Month % Change in Fwd  EPS
As of January 26 sh , 2025

Ticker Company Sector
Market Cap. 

(US $Bn.)

SO
The Southern 
Company

Utilities 97.07

AMP
Ameriprise Financial, 
Inc.

Financials 46.50

DHI D.R. Horton, Inc. Consumer Discretionary 43.46

ODFL
Old Dominion Freight 
Line, Inc.

Industrials 36.38

CINF
Cincinnati Financial 
Corporation

Financials 24.65

AOS
A. O. Smith 
Corporation

Industrials 9.89

DBX Dropbox, Inc. Information Technology 6.88

YELP Yelp Inc. Communication Services 1.74
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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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