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 EQ U I T Y A N A LYSI S

QUALITY UNDER PRESSURE, PATIENCE REQUIRED
Our recent lag versus the S&P 500 reflects a market led by lower-quality 
and extremely highly valued companies. While challenging, this is a well-
understood dynamic of quality investing. Low-quality phases can last for a 
time, but history has shown they were followed by renewed leadership in 
high quality. The current low-quality phase is already longer than average 
and may be nearing exhaustion. Credit and valuation signals now suggest 
downside risks are rising even as the economy continues to expand.



WHERE WE ARE NOW 

This has been a speculative stretch: lower rate hopes, and 

pro-growth policy expectations have pulled the leadership 

toward weaker balance sheets and more volatile earnings. 

In such periods, low quality has typically outperformed 

high quality — and our discipline can trail. Over the past 

year, our high-quality, “A”-Grade index rose just 2.2% 

versus a 31% gain for lower quality, “F”-Grade companies. 

This is not an aberration, but a familiar dynamic of quality 

investing. As we remind prospective clients in every WCA 

Rising Dividend fact sheet:

“High quality styles tend to perform better in flat to down 

markets, but lag in strong bull markets. Because the strategy 

avoids high debt and volatile earnings, performance can 

differ substantially from traditional value strategies.”

	 The current environment has rewarded return-seeking 

with little regard for risk. However, when risk inevitably 

reasserts, investors have historically turned back to the 

durability, flexibility, and predictability of high quality. 

We have seen this time and time again in the past.

WHAT ARE QUALITY CYCLES?

Our research has shown leadership rotates in multi-quarter 

waves that average about 22 months. We are now roughly 

30 months into the current low-quality run — already longer 

than average (Chart A, page 4).

According to our research:

•	 Low-quality phases can deliver strong “junk rallies” 

	 (e.g., 2009–10: Low-Quality +227% vs. High-Quality 

	 +58%; 2020–21: Low-Quality +119% vs. High-Quality 

	 +38%).

•	 Low quality carries enormous volatility, exciting on the 

	 way up but brutal on the way down.

•	 High quality provides steadier compounding and far 

	 better downside protection (e.g., 2007–09: High-Quality 

	 −38% vs. −72% for low quality; 2014–16: High-Quality 

	 +7% vs. −27% for Low-Quality).

Today’s low-quality rally has exceeded historical averages 

in both duration (29 vs. 22 months) and magnitude (Low-

Quality is up 66% vs. 42% average Low-Quality cycle return). 

Patience may again be rewarded as the cycle matures. Over 

the past 20 years, the WCA “A”-Quality index returned 11.9% 

annually versus 9.1% for “F”-Quality, with far less volatility, 

according to Bloomberg data. One of the keys is to remain 

invested in high quality through a complete market cycle.

CREDIT AS A CYCLE TELL

Credit markets often provide an early signal for cycle 

changes. Low-quality leadership typically coincides with 

tightening high-yield spreads, while high quality holds up 

better when spreads widen. Today, spreads sit near multi-

decade lows at ~2.7% — about two standard deviations 

below the long-run average of 5.25%. Past episodes at simi-

lar levels (late-1990s, mid-2007) were followed by violent 

repricing (Chart B, page 4). Tight spreads rarely leave much 

margin of safety and can signal tipping points long before 

any singular “event” becomes apparent.

VALUATIONS PRICING IN RAPID GROWTH

In addition to low-quality leadership, we also see 

momentum feeding unreasonable growth expectations 

and stretched valuations in some areas. Consider that U.S. 

public equities now are worth about $70 trillion versus a 

$30 trillion economy* (private equity would only add to the 
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$70 trillion figure). This large multiple, even without factor-

ing in private equity, reflects optimism but also leaves little 

compensation for risk (Chart C, page 5). As we noted in 

“The Illusion of Perpetual Growth,” more than half of the 

S&P 500’s market capitalization is priced with implied 

growth above 5% — faster than the 5% nominal growth 

rate the economy has delivered over the past decade. 

	 Among these, the average expected growth rate is about 

7.5% and can reach 16% for the most “expectation rich” 

growth equities.* Rising expectations and momentum have 

pushed valuations to levels extremely difficult to reconcile 

with fundamentals.

FOCUS ON FUNDAMENTALS

Ultimately, fundamentals act as a grounding force for stock 

prices. Despite lagging benchmarks, our Rising Dividend 

portfolio has continued to deliver strong fundamental and 

operating results:

•	 EPS growth near 10.7% annualized this year through 

	 August

•	 No dividend cuts and ongoing dividend increases

•	 Average dividend growth of ~9% with payout ratios 

	 near 50% (Chart D, page 5)

This consistency reflects the defensive and compounding 

characteristics we seek from a group of high-quality 

companies.

WHY “QUALITY AT A REASONABLE PRICE” STILL 

MAKES SENSE

We continue to believe that high quality endures, even if 

it does not lead in every period. Our approach — buying 

high-quality companies with rising dividends at reason-

able prices — has delivered durable, risk-adjusted returns 

through many cycles. With the current low-quality run 

extended, credit spreads very tight, and valuations 

stretched, the odds favor a return to the durability, flex-

ibility, and predictability of quality companies with rising 

dividends. Staying disciplined, even in the face of short-

term lag, has historically rewarded patient investors.

	 Recent market leadership has also been concentrated 

in a narrow set of companies with very high valuations and 

growth expectations. These ‘expectation-rich’ stocks have 

powered popular benchmarks higher, while more reason-

ably valued, high-quality businesses have lagged.

	 Because our Rising Dividend strategy emphasizes quality 

at a reasonable price, we expect to trail when markets are 

driven by low quality and speculation. In fact, if we were 

outperforming in this type of environment, it would be a red 

flag that we had strayed from our core discipline. Our role 

is not to chase fads, but to remain consistent in focusing on 

companies with strong balance sheets, steady earnings, and 

rising dividends.

	 History has shown that while no strategy leads in every 

market, high-quality styles tend to fare better in flat or down 

environments when fundamentals reassert themselves. By 

staying disciplined today, we aim to compound wealth more 

reliably over time.

* Source: Bloomberg, WCA
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CHART A   |   WCA QUALITY INDEX CYCLES	 Source: Bloomberg, WCA

CHART B   |   HIGH YIELD CORPORATE BOND SPREAD OVER TREASURIES	 Source: Bloomberg, WCA
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Jun 1998–Oct 2002
S&P 500 Down 30%

Jun 2007–Dec 2008
S&P 500 Down 50%

Apr 2011–Sep 2011
S&P 500 Down 20%

Aug 2015–Feb 2016
S&P 500 Down 10%

Dec 2021–Sep 2022
S&P 500 Down 25%

Feb 2025–Apr 2025
S&P 500 Down 19%

LEADERSHIP START END # MONTHS “A” QUALITY RETURN “F” QUALITY RETURN
Low Quality Sep 2004 Jul 2007 35 44% 75%
High Quality Jul 2007 Feb 2009 20 -38% -72%
Low Quality Feb 2009 Apr 2010 14 58% 227%
High Quality Apr 2010 Sep 2011 18 10% -23%
Low Quality Sep 2011 Jun 2014 33 79% 120%
High Quality Jun 2014 Feb 2016 20 7% -27%
Low Quality Feb 2016 Jan 2017 11 18% 45%
High Quality Jan 2017 Mar 2020 39 44% -21%
Low Quality Mar 2020 Mar 2021 12 38% 119%
High Quality Mar 2021 Apr 2023 25 12% -17%
Low Quality Apr 2023 ??? 29 36% 66%
Average Cycle (Months) 22
Average Annual Return 11.9% 9.9%
Average Annual Risk* 13.9% 27.0%
Return / Risk 0.86 0.37

High Quality cycles are those in which the WCA High Quality index outperformed the WCA Low Quality index. The high quality index are those companies ranked highest based 
on indebtedness, profitability, and business consistency. The low quality index are companies that generally have higher debt, less profitable assets, and greater swings in 
business conditions. During strong bull markets, lower quality tends to lead and during sideways or bear markets higher quality tends to lead. * Annual standard deviation. 

	 				  
					   



CHART C   |   HIGHLY VALUED STOCK MARKET	 Source: Bloomberg, WCA

CHART D   |   WCA RISING DIVIDEND 10-YEAR DIVIDEND GROWTH	 Source: Bloomberg, WCA
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10-Year Dividend Income CAGR = 8.2%
1-Year Dividend Income CAGR = 7.7%

2Q2025 PORTFOLIO COMMENTARY  www.washingtoncrossingadvisors.com

P E R F O R M A N C E  A N D  R I S K 
 
For 2Q2025, the market (S&P 500) returned 10.9%, while the style benchmark (Bloomberg 
1000 Value Index) returned 2.0%. Thus, the market outperformed the style benchmark 
by 8.9%. During the quarter, the Rising Dividend Portfolio returned 1.9% (gross) and 1.1% 
(net). The portfolio underperformed the market by 9% and ended the quarter lower than 
the style benchmark by 0.1%. Since inception, the portfolio’s gross return is 11.9% and 
net return is 8.6%, with less risk than the S&P 500 Index TR, the Bloomberg 1000 Value 
Index TR, and the Bloomberg 1000 Equal Weight Index TR (i.e., betas less than 1).
 
S E L E C T  O P E R A T I N G  S T A T I S T I C S 
 
All statistics are for the quarter ending June 30, 2025 unless otherwise noted. Profitability, 
as measured by Return on Assets (ROA), for the portfolio was 11.2% compared to 7.5% 
for the S&P 500. A higher ROA means a company is more efficient and productive at 
managing its balance sheet to generate profits. Indebtedness, as measured by the Debt 
to Market Cap ratio, for the portfolio was 14.0% compared to 24.0% for the S&P 500. 
A lower ratio result means that a company is less highly leveraged, which carries a lower 
risk of insolvency. Valuations, as measured by Enterprise Value-to-Sales (EV/Sales), for the 
portfolio was 5.4x compared to 9.6x for the S&P 500. Generally, a lower EV/sales multiple 
will indicate that a company may be more attractive or undervalued in the market. For the 
year ending December 31, 2024, the 1-year Dividend Growth Rate was 7.7%. 
 
P O R T F O L I O  P O S I T I O N I N G 

Portfolio turnover for the 12 months ending 6/30/2025 was 13%. Relative to the market, 
the portfolio is overweight Consumer Staples, Health Care, Materials, and Industrials. The 
portfolio is underweight Consumer Discretionary, Financials, Communication Services, 
and Information Technology.

Consumer Discretionary 6%

Consumer Staples 23%

Financials 9%

Health Care 13%

Industrials 23%

Information Technology 20%

Materials 3%

Cash and Equivalents 3%

< Data as of 6/30/25. Dividend growth chart is inclusive of, 
 but not pictured, dividend per share growth of 13.4% in 
 2012, 9.8% in 2013, and 11.1% in 2014. For full dividend 
 history refer to the WCA dividend behavior piece. 
 -Source: Bloomberg, WCA.
 -CAGR = Compound Annual Growth Rate
z  Dividend Income

WALMART, INC. WMT

MICROSOFT CORPORATION MSFT

EMERSON ELECTRIC CO. EMR

MARSH & MCLENNAN CO., INC. MMC

COLGATE-PALMOLIVE COMPANY CL

VISA, INC. CLASS A V

WASTE MANAGEMENT, INC. WM

AUTOMATIC DATA PROCESSING ADP

AMPHENOL CORP. CLASS A APH

ORACLE CORPORATION ORCL

As of June 30, 2025.
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Data as of 6/30/25. 

Dividend growth chart is 
inclusive of, but not pictured, 
dividend per share growth 
of 13.4% in 2012, 9.8% in 
2013, and 11.1% in 2014. 

Click here for full dividend 
history refer to the WCA 
dividend behavior piece.

CAGR = Compound Annual 
Growth Rate



IMPORTANT DISCLOSURES

Standard & Poor’s 500 Index (S&P 500) is a capitalization-weighted index that is generally considered representative of the U.S. large capitalization market. 

The Washington Crossing Advisors’ High Quality Index and Low Quality Index are objective, quantitative measures designed to identify quality in the 
top 1,000 U.S. companies. Ranked by fundamental factors, WCA grades companies from “A” (top quintile) to “F” (bottom quintile). Factors include debt 
relative to equity, asset profitability, and consistency in performance. Companies with lower debt, higher profitability, and greater consistency earn higher 
grades. These indices are reconstituted annually and rebalanced daily. For informational purposes only, and WCA Quality Grade indices do not reflect the 
performance of any WCA investment strategy. 

The ICE BofA U.S. High Yield Index is an unmanaged index that tracks the performance of U.S. dollar denominated, below investment-grade rated 
corporate debt publicly issued in the U.S. domestic market.

The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or 
statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions expressed are subject to change without 
notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors. There is no guarantee that 
the figures or opinions forecasted in this report will be realized or achieved. Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at 
times, release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within. Past performance is no 
guarantee of future results. Indices are unmanaged, and you cannot invest directly in an index. 

All investments involve risk, including loss of principal, and there is no guarantee that investment objectives will be met. It is important to review your 
investment objectives, risk tolerance and liquidity needs before choosing an investment style or manager. Changes in market conditions or a company’s 
financial condition may impact a company’s ability to continue to pay dividends, and companies may also choose to discontinue dividend payments.

Beta is a measure of the volatility, or systematic risk, of a security or a portfolio relative to the market as a whole. A beta of one is considered as risky as the 
benchmark and is therefore likely to provide expected returns approximate to those of the benchmark during both up and down periods. A portfolio with 
a beta of two would move approximately twice as much as the benchmark. 

Standard deviation is a measure of the volatility of a security’s or portfolio’s returns in relation to the mean return. The larger the standard deviation, 
the greater the volatility of return in relation to the mean return.

This commentary often expresses opinions about the direction of market, investment sector and other trends. The opinions should not be considered 
predictions of future results. The information contained in this report is based on sources believed to be reliable, but is not guaranteed and not necessarily 
complete. Washington Crossing Advisors LLC is a wholly owned subsidiary and affiliated SEC Registered Investment Adviser of Stifel Financial Corp (NYSE: 
SF). Registration with the SEC does not imply a certain level of skill or training.

FOR MORE INFORMATION, PLEASE CONTACT US:

Washington Crossing Advisors 
•	 Kevin R. Caron, CFA, Senior Portfolio Manager  |  (973) 549-4051
•	 Chad Morganlander, Senior Portfolio Manager  |  (973) 549-4052
•	 Matthew Battipaglia, Portfolio Manager  |  (973) 549-4047	
•	 Steve Lerit, CFA, Head of Portfolio Risk Management  |  (973) 549-4028
•	 Suzanne Ashley, Relationship Manager  |  (973) 549-4168

Sales and Marketing
•	 Eric Needham, Director, External Sales and Marketing  |  (312) 771-6010
•	 Jeffrey Battipaglia, Client Portfolio Manager  |  (973) 549-4031

About Washington Crossing Advisors  |  Washington Crossing Advisors a wholly owned subsidiary of Stifel Financial Corp. (NYSE-SF). The WCA team has 

been helping individual and institutional investors build wealth for more than 25 years. 	                  	                    www.washingtoncrossingadvisors.com
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