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The Merits of Deselection 

Brandywine Global Investment Management’s (Brandywine Global) Diversified team combines 
both quantitative and fundamental analysis within our portfolio management process and 
leverages this analysis in a disciplined deselection process. In contrast to a typical stock 
selection process, we employ the deselection approach in an effort to identify the stocks that 
potentially will become the worst performing. By avoiding these investments, we believe we 
can enhance performance and decrease portfolio downside. This deselection process in 2008 
enabled the Diversifed team to remove from both its Diversified Large Cap Value (DLCV) and 
its Diversified Large Cap Value Extended Equity – 130/30 (DLCV-130/30) certain securities, 
particularly high profile banks, before they incurred large losses. Additionally, certain names 
removed through the deselection process ultimately became shorting candidates and part of the 
DLCV-130/30 strategy’s short portfolio. 

Since its founding in 1986, Brandywine Global has pursued one investment approach: Value 
Investing. Through in-depth research studies and practical experience, Brandywine Global has 
determined that value-style investing may provide enhanced risk adjusted returns over full 
investment cycles, and it is an important strategy in today’s volatile global markets. From this 
Value foundation, the Diversified team leverages both quantitative deselection and fundamental 
deselection in a consistent disciplined manner as a means to refine the portfolio. The Diversified 
team has determined that a deselection process works well in most environments and can be an 
effective means of reducing the magnitude and duration of a portfolios’ downside performance 
versus the benchmark. The resulting portfolio process, we believe, has greater potential for 
enhanced long-term performance than a selection oriented process in a diversified investment 
discipline.

QUANTITATIVE DESELECTION

The Diversified Team has extensively studied and tested multiple deselection factors and 
has determined that the avoidance of the lowest price momentum stocks (the 25% with 
the worst recent nine month stock performance), and avoidance of stocks with the highest 
relative share change can effectively enhance long-term performance. Lower relative price 
momentum can be an indicator and measure of market sentiment, and/or an alert that the 
stock may be experiencing more than average problems, such as rapid deterioration in the firms 
fundamentals, market share, or capital structure. Deselecting the lowest relative ranked stocks 
based on nine month price momentum may improve the capital preservation characteristics 
of the portfolio and potentially reduces the portfolio’s loss of capital.  Brandywine Global 
determined through an extensive series of testing that nine month price momentum historically 
provided a strong signal for future average stock returns. The Diversified team consistently 
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and specifically removes from the portfolio the bottom quartile of the lowest nine price momentum stocks as part of our quantitative deselection 
process. 

Brandywine Global has also determined that relative share change can be an effective means of identifying potential under performance. Our 
studies tend to show that higher relative share issuance can be a sign of stress versus strength. In addition to diluting shareholders, our experience 
suggests that companies with the highest relative share issuances are too often using the proceeds to support weakening balance sheets or 
overpaying for an acquisition that fails to deliver its anticipated benefits. Conversely, we believe companies that buy back shares have healthier 
balance sheets, products and pipelines. Our studies have shown that such companies tend to outperform those that do not buy back shares. 
Brandywine Global believes that as part of the quantitative deselection process, removing from the portfolio the top quartile of companies with the 
highest relative share growth will be beneficial to the portfolio.  Weakening balance sheets and the need to raise capital resulted in an increased 
amount of desperate share issuances in 2007 and 2008. 

FUNDAMENTAL DESELECTION

After the quantitative deselection process is complete, the Brandywine Global team performs a fundamental overlay analysis on the potential 
portfolio investments focused on continuing operations earnings, accurate book value, anticipated earnings decline, write-offs, drop in market 
share, deteriorating financial status or competitive positioning. This additional layer of analysis provides the group with the opportunity to take 
an attractive value portfolio and refine it even further through the fundamental deselection steps.  This work primarily ensures the accuracy of the 
fundamental data we use in our quantitative deselection. This process also seeks to identify the stocks that fundamentally have the least return 
possibilities and/or the greatest risk to the downside. In the volatile and declining markets of 2007 and 2008 fundamental deselection proved 
valuable to the Diversified portfolio management process. 

CONCLUSION

There are many effective approaches to portfolio management. The Diversified team believes in value and the merits of a disciplined approach 
to investing leveraging both quantitative and qualitative analysis.  The investment team additionally believes that leveraging this analysis in a 
disciplined deselection process can be a particularly effective means of portfolio management. 

The views expressed represent the opinions of Brandywine Global Investment Management and are not intended as a forecast or guarantee of future results. This information should 
not be considered a solicitation or an offer to provide any Brandywine Global service in any jurisdiction where it would be unlawful to do so under the laws of that jurisdiction. It should 
not be assumed that investments in any of the sectors or industries listed were or will prove profitable. The strategy may suffer significant losses on assets related to short positions. 
Unlike the possible loss on a security that is purchased long, there is no limit on the amount of potential loss. The strategy implementation requires the use of leverage, in that cash 
proceeds related to short positions will be used to purchase additional securities; this involves special risks. The use of leverage may make any change in the strategy’s performance 
even greater and cause increased volatility of returns. Brandywine Global cannot guarantee that its leveraging strategy will be successful. Implementing the Diversified Large Cap 
Enhanced Equity - 130/30 strategy may result in active and frequent trading, leading to higher portfolio turnover and transaction costs relative to a strategy without short positions. 
There is no guarantee that holding securities with relatively high (or low) price-to-earnings, price-to-book, or price-to-cash flow ratios will cause a security to outperform its benchmark 

or index. Indices are unmanaged and not available for direct investment. Past performance is no guarantee of future results.
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