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 • Even though the U.S. equity market rally cooled in September, stocks still posted strong positive 
returns for the quarter. The S&P 500 was up 8.9% in the third quarter and gained 5.9% for the year 
despite the pandemic and its pervasive economic impacts.

 • Even with the brief retreat by growth stocks in early September, growth factors continued to perform 
very well for the quarter and the year.

 • Value factors continued to lag, and their returns were quite negative for the third quarter and year to 
date, extending a long stretch of underperformance. 

 • Higher quality and more defensive factors also did poorly in the third quarter, given the quarter’s 
market gains. For the year their returns were also negative as they did not consistently outperform 
while the market fell early in 2020, and then they mostly trailed in the subsequent rally.

 • Beta, as a pro-cyclical factor, generally did well for the quarter and the year while smaller-cap stocks, 
which often do well in up markets, lagged this quarter after performing better in the second quarter.

 • Positive stock price momentum underperformed in the second quarter as the market began to 
reverse its losses but was very strong both in the third quarter and year to date as many of the same 
technology and internet retail stocks consistently performed well throughout this market cycle.

 • Research Spotlight: Earnings Changes and Stock Returns in the Pandemic. During the COVID-19 
pandemic, we saw wide dispersion in price changes across stocks and sectors. We examine companies’ 
earnings changes during this period to analyze how these changes are related to stock returns.

Figure 1 Broad Market U.S. Equity Factor Returns
QTD; % Return Difference between Factor’s1 High and Low Quartile; Russell 1000 Index; As of 9/30/2020

Source: Brandywine Global, FactSet, FTSE Russell
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THIRD QUARTER 2020 FACTOR RETURNS

Early in the third quarter, the U.S. equities market continued its surge off March lows, and these gains accrued despite a sharp rise in new U.S. COVID-19 
cases over the same period. The market did falter in September with the S&P 500 falling 3.8%. Nevertheless, the index closed the quarter with an 8.9% 
gain and was up 5.6% for the year. The index also ended the quarter slightly above its February 2020 pre-COVID high, which at that point was an all-time 
market high. With the market up again after second quarter gains, many factor returns were similar to their previous quarter performance.

Figure 2B U.S. Equity Factor Returns
QTD; % Return Difference between Factor’s1 High and Low Quartile; As of 9/30/2020
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Source: Brandywine Global, FactSet, FTSE Russell

Figure 2A U.S. Equity Factor Returns
YTD; % Return Difference between Factor’s1 High and Low Quartile; As of 9/30/2020
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GROWTH FACTORS EXCEL WHILE VALUE FACTORS LAG

Growth factors performed well in each of the first three quarters this 
year, while value factors performed very poorly in each quarter. The 
result from this factor performance is clear in the Russell domestic 
indices, shown in Figure 3, as the growth indices significantly beat their 
value counterparts across the market cap range for the quarter and year 
to date.

The high growth segments for all three growth factors have significant weightings in technology, internet retailing, and Tesla. These growth stocks 
provided strong returns with Tesla up almost 100% in the third quarter and over 400% year to date. Growth factors generally performed well when 
the market collapsed in the first quarter and again as the market executed its strong rebound. Earnings growth was the weakest of the main growth 
factors. High earnings growth includes a more meaningful weighting in financials and healthcare than in high sales or estimate growth, and these 
two sectors underperformed in the last two quarters. Growth’s brief but sharp decline in early September (the Russell 1000 Growth Index fell 9.4% 
while the value was down only 1.6% from September 1 through 18) only slightly restrained growth’s generally strong returns.

Value factors and value stocks, on the other hand, produced weaker returns in all three quarters this year, during both the market decline and its 
rally. In the second quarter, low price-to-earnings (P/E) and low price-to-book (P/B) did produce some positive returns among smaller caps and in the 
Russell value indices. Value factors did somewhat better in those assets classes in the third quarter, but the results were still negative across all 
the market-cap and valuation ranges. Financials, which were key contributors to the low P/E and low P/B underperforming in the first two quarters, 
had a more mixed impact this quarter. Low P/E financials actually outperformed the Russell 1000 Index, though low P/B financials underperformed 
again. Energy was the largest negative contributor to these two factors in the third quarter as oil stocks as a group were down even though oil 
prices were relatively stable following their severe volatility earlier in the year. Relative underweights in technology and consumer staples also hurt 
value returns. For another value factor, high dividend yield, the largest and most important sector has been the energy group. The factor did poorly 
in the first quarter when oil price and oil stocks plummeted, did better in the second quarter when oil stocks rallied, and underperformed again this 
quarter as energy stocks dropped off. As a result, the high yield factor has been strongly negative for the year across most asset classes.

TRENDS IN DEFENSIVE AND PRO-CYCLICAL FACTORS

Most historically defensive factors, including positive earnings, positive yield, high return-on-equity (ROE), low share change, low price volatility, and 
low debt-to-equity ratio, were negative this quarter. This outcome is consistent with the general tendency for defensive factors to underperform in an 
up market. Some quality factors did perform better within the Russell large- and small-cap value indices. For the year, many of these defensive fac-
tors have performed poorly. Exceptions include high ROE, which did well in the Russell 1000 Index, and debt-to-equity across indices, because both 
factors had a significant weight in technology stocks. 

Pro-cyclical factors tend to do well in market rallies but had mixed 
results this quarter. High beta stocks did well except in the Russell 
1000 Value Index, due to a high weight in financials and a low weight 
in technology stocks in that index. With the stock market volatility this 
year, high beta produced mixed results across the market segments. 
Small caps, which generally perform better when markets rally, have not 
done well the last two quarters, primarily because the strong-performing 
stocks have been the mega-cap growth names rather than small-cap 
growth. For instance, the Russell 1000 Growth Index is up 24.3% year 
to date but the Russell 2000 Growth Index has only gained 3.9%. The 
underperformance from smaller-cap stocks is seen in Figure 4, which 
presents returns for the various Russell indices by cap range.

Third Quarter 2020 Year to Date

Russell 1000 Index 9.5% 6.4%

Russell Midcap Index 7.5% -2.4%

Russell 2000 Index 4.9% -8.7%

Russell Microcap Index 3.7% -7.9%

Figure 4
As of 9/30/2020

Source: FTSE Russell

Third Quarter 2020 Year to Date

Growth Value Growth Value

Russell 1000 Index 13.2% 5.6% 24.3% -11.6%

Russell Midcap Index 9.4% 6.4% 13.9% -12.8%

Russell 2000 Index 7.2% 2.6% 3.9% -21.5%

Russell Microcap Index -10.1% -2.0% 8.1% -19.9%

Figure 3 
As of 9/30/2020

Source: FTSE Russell

Brandywine Global Investment Management, LLC
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PRICE MOMENTUM FACTOR RETURNS

For the quarter and the year, the high price momentum factor has been among the best performing quantitative factors. This factor’s strong return 
was driven by the large weighting in technology stocks, internet retailers, and Tesla, all of which performed well late last year and through most of 
2020. The price momentum factor slowed only in the second quarter when the low momentum benefitted from the strong rebound by energy stocks 
after lagging in prior quarters, offsetting good technology performance. However, in the third quarter, energy again faltered, pulling down the low 
momentum group, while growth names continued to outperform.

RESEARCH SPOTLIGHT: EARNINGS CHANGES AND STOCK RETURNS IN THE PANDEMIC

The COVID-19 pandemic impacted various stocks and sectors very differently with some companies and industries actually benefiting from this 
disruptive surprise. We review here the earnings changes across companies and sectors to examine the varying relationship between the crisis and 
earnings as well as how these changes were reflected in stock returns. In our analysis, we find much that is consistent in terms of the earnings win-
ners and losers from the pandemic and general trends in stock prices. However, looking into the details of the analysis, we see some strong variation 
in stock returns from similar earnings changes.

For each company in the Russell 1000 Index, we examine the six months operating (non-GAAP) earnings change from the last two reported quarters 
prior to September 2019 compared to the last two reported quarters prior to September 2020. For most companies, this a comparison of March and 
June 2019 earnings versus March and June 2020 earnings, but some companies quarter end is different than the calendar quarter end. We also 
compare these earnings changes to the companies’ stock returns for the first nine months of 2020.

Figure 5 shows for each sector the total change in earnings as a percent 
of total market cap (as of 6/30/2019) as well as the total sector return 
from 12/31/2019 through 9/30/2020. The first important result is that 
the total earnings change for the Russell 1000 was negative, represent-
ing 1.2% of the benchmark’s total market cap. Consequently, the sector 
losses tend be larger than the sector gains, and in fact are much larger. 
For instance, in energy, the earnings loss was 7.1% of market value and 
in finance the loss was 3.0%, while the largest earnings gain was the 
.2% in consumer staples. The gains and losses are generally distributed 
as we might expect with energy, financials, and industrials posting large 
earnings losses, consistent with an abrupt, severe economic downturn. 
Only consumer staples, healthcare, and technology had earnings gains, 
again in-line with the understanding that these groups on net benefitted 
from the rapidly changing environment.

At a high level, the comparison of these earnings changes with each 
sector’s market performance generally produces expected results. The 
three sectors with earnings gains also had positive market returns, from 29.4% for the technology sector to 3.9% for consumer staples. At the other 
end of the spectrum, energy, finance, and industrials sectors had negative 2020 returns with energy off 48.0%. Communications services, consumer 
discretionary, and materials each had relatively small earnings losses of less than 1.0% of market value and did increase in value this year. Consumer 
discretionary returned an index best 30.4% due primarily to the very strong returns from two stocks that did improve earnings: Amazon and Tesla, 
overcoming the very poor stock returns from travel and leisure companies in particular.

Some results show less consistency. For instance, consumer staples earnings were up more than technology earnings (.24% of market cap versus 
.04%), yet technology gained 29.4% compared to consumer staples 3.9% rise. Also, utilities earnings fell only .05% while communications services 
earnings dropped .60%, but utilities stocks were down 6.6% while communications services gained 9.6%. Obviously, other factors than our measure 

Earnings Change as 
Percent of 6/30/2019 

Market Cap
Total Mkt Cap 
Change 2020

Communication Services -0.60% 10.4%

Consumer Discretionary -1.21% 33.9%

Consumer Staples 0.24% 4.2%

Energy -7.10% -46.2%

Financials -3.30% -22.1%

Health Care 0.02% 8.0%

Industrials -1.67% -3.6%

Information Technology 0.06% 32.4%

Materials -0.72% 3.4%

Real Estate -0.63% -12.4%

Utilities -0.05% -7.0%

Figure 5
As of 9/30/2020

Source: FTSE Russell, Compustat

Brandywine Global Investment Management, LLC
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of earnings change are important in determining stock performance. We suggest that one important factor is the strength of a company’s “growth” 
reputation, leading to better stock returns for otherwise similar earnings performance.

This possible impact of this reputational factor is clearer when analyzing 
individual stocks as shown in Figure 6. As an example, Amazon, Walmart, 
Lowe’s, and Home Deport are all retailers within the consumer discre-
tionary sector. All had sizeable increases in total operating (non-GAAP) 
earnings from the first half of 2019 to the first half of 2020.  Lowe’s 
matched Amazon’s $1.6 billion total earnings gain. Nevertheless, Ama-
zon’s $640 billion increase in market cap this year far exceeded the $65 
billion, $37 billion and $69 billion gains for Walmart, Lowe’s, and Home 
Depot. Similarly, Intel, Microsoft, and Apple all have earnings increase 
within a similar range, however, Intel’s market cap fell $30 billion while 
Microsoft’s rose $410 billion and Apple gained $676 billion, the largest 
increase in the U.S. equity market. Consider also Telsa with its $1.2 billion 
earnings gain. Merck, Kroger, Anthem, and CVS also had similar or larger 
earnings gains, yet their stock prices were flat to down while Tesla gained 
$310 billion in market cap this year, representing a five-fold increase in 
stock value. Finally, Alphabet’s earnings fell $2.8 billion, one of the 30 
largest drops in the Russell 1000 Index, yet the stock gained $65 billion 
in market cap. These examples suggest the glamour growth stocks, with 
their strong returns over the recent years, are being propelled by their 
reputation as much as their fundamental performance. Given the extreme 
valuation spread between growth and value companies at this point, any 
significant swing to focus on the reality of these companies’ earnings 
could lead to a pronounced value rally versus growth, as we saw in the 
early 2000s following the technology bubble.

1 Factor returns represent return differences between top quartile (75%) and low quartile (25%) equities by each characteristic. Market: Market Capitalization and Market Beta 
(Market Sensitivity Coefficient); Value: Price-to-Earnings (P/E based on trailing 12-month operating earnings), Price-to-Book, Dividend Yield (Among dividend-paying stocks); Quality: 
Positive Earnings (Positive earnings stocks - Stocks with no earnings), Positive Dividend (Dividend-paying stocks - Stocks with no dividend), Share Change (12-month change in shares 
outstanding), Return-on-Equity, Debt-to-Equity; Sentiment: Price Momentum (9-month price change), Price Volatility; and Growth: Earnings Growth (1-year earnings growth), Sales 
Growth (1-year sales growth).

2 Crisis events since 1963 include Kennedy Assassination 11/21/1963; Martin Luther King Assassination 4/4/1968; U.S. Bombs Cambodia and Kent State Shooting 4/29/1970; Olympic 
Athlete Hostage Crisis 9/15/1972; Arab Oil Embargo 10/18/1973; Nixon Resignation 8/9/1974; USSR in Afghanistan 12/24/1979; Hunt Silver Crisis 2/13/1980; Ronald Reagan Shot 
3/30/1981; Falkland Islands War 4/1/1982; U.S. Invades Grenada 10/24/1983; U.S. Bombs Libya 4/15/1986; Stock Market Crash 10/2/1987; Invasion of Panama 12/15/1989; Iraq 
Invades Kuwait 8/2/1990; Gorbachev Coup 8/16/1991; ERM U.K. Currency Crisis 9/14/1992; First World Trade Center Bombing 2/26/1993; Russia-Mexico-Orange County Crisis 
10/11/1994; Oklahoma City Bombing 4/19/1995; Asian Stock Market Crisis 10/7/1997; Russian Debt/Long-Term Capital Management 8/7/1998; Al-Qaeda - Sept. 11 Terrorist Attacks 
9/11/2001; Lehman Brothers Failure  - Global Financial Crisis 9/15/2008; European Sovereign Debt Crisis and 2010 Flash Crash 5/6/2010; 2011 Stock Market Crash 8/1/2011; 2018 
Global Stock Market Decline 10/1/2018. The coronavirus and Saudi-Russian Oil Price War 3/9/2020 are not included in test data set. Returns start with the first whole month after 
event. Research performed by Brandywine Global Investment Management, LLC., Philadelphia, PA.

Data for Russell Index simulation prior to 1985 is obtained from Compustat (©2020) through FactSet Research (©2020) using Alpha Tester and CRSP NYSE Market Capitalization 
Decile information, all of which is believed to be reliable and accurate. FactSet provides fundamental stock and return calculations. Compustat provides fundamental stock information 
and price history. CRSP (Center for Research in Security Pricing) provides historical market capitalization groupings based on NYSE listed companies. Backtest simulation of index 
first calculates the top 1,000 stocks by market capitalization or the equivalent NYSE market cap decile cut point to produce the same relative market capitalization range in earlier 
years when there were fewer listed companies. The value index is calculated using the lower half of companies in the market-cap range when ranked by price-to-book value. 
Rebalancing occurs annually at the end of June to maintain consistency with the Russell methodology. FTSE Russell was not involved in the simulation of the index prior to 1985. The 
views expressed represent the opinions of certain portfolio managers at Brandywine Global Investment Management, LLC (“Brandywine Global”) and are not intended as a forecast 
or guarantee of future results. The opinions expressed above may be contrary to active positioning within one or more of Brandywine Global’s strategies managed by a separate 
investment team. Data contained in this report is obtained from sources believed to be accurate and reliable. Brandywine Global will not undertake to supplement, update or revise 
such information at a later date. 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 Russell 1000 

Earnings 
Change

($Billions)

Market Cap 
Change 2020 
($Billions)

Amazon 1.6 649.1

Walmart 1.0 64.9

Lowe’s 1.6 37.0

Home Depot 0.7 69.3

Apple 1.7 676.3

Microsoft 2.5 412.1

Intel 2.8 -30.3

Tesla 1.2 319.4

Merck 0.9 -11.3

Kroger 0.7 4.3

Anthem 1.4 -7.7

CVS 1.5 -19.0

Google -2.8 65.0

Figure 6
As of 9/30/2020

Source: FTSE Russell, Compustat

Brandywine Global Investment Management, LLC



Topical Insight  |  September 30, 2020
Quantitative Review of U.S. Equities - 3Q 2020 | p6

Index measures the performance of the large-cap value segment of the U.S. equity universe. The Russell 2000 Index measures the performance of the small-cap value segment of the 
U.S. equity universe. The Russell 1000 Value Index and Russell 2000 Value Index include those companies with lower price-to-book ratios and lower forecasted growth values. The 
Russell 1000 Growth Index and Russell 2000 Growth Index include companies with higher price-to-book ratios and higher forecasted earnings growth values within their respective 
broad universes. The Russell Midcap Index measures the performance of the mid-cap segment of the U.S. equity universe. The Russell Microcap Index measures the performance of the 
microcap segment of the U.S. equity market. 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. Standard and Poor’s 500 Index is a capitalization-weighted index of 500 stocks. The index is designed to measure performance 
of the broad domestic economy through changes in the aggregate market value of 500 stocks representing all major industries. Standard & Poor’s S&P 500® Index is a registered 
trademark of Standard & Poor’s, a division of the McGraw-Hill Companies Inc. Indices are unmanaged and not available for direct investment. Past performance is no guarantee of 
future results.

©2020, Brandywine Global Investment Management, LLC. All rights reserved.
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