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Quantitative Review of U.S. Equities
 Fourth Quarter 2019

 • This quarter, U.S. equity markets experienced less relative volatility, moving higher from reduced 
trade tensions, continued positive economic news, and Federal Reserve (Fed) rate cuts. The S&P 500 
posted a total return of 9.1% for the fourth quarter and a historically outsized 31.5% for the year.

 • After a dismal three quarters, value factors performed relatively well, though recent gains did not 
overcome the earlier disappointing returns. Higher-yielding stocks lagged as long-term rates rose in 
the quarter and the factor was negative for the year as well.

 • Growth factors also did well this quarter, continuing their strong trend for the year. While both value 
and growth factors outperformed this quarter, the Russell growth indices beat the value indices, 
extending their lead in 2019.

 • The high price-momentum factor was negative in the quarter, primarily because of the recent 
reversal in long-term interest rates. Stocks that had benefited from rate declines through the first 
three quarters underperformed as rates moved higher this quarter. 

 • In the strong equity market rally, not surprisingly, quality factors were mixed-to-negative as investors 
tend to accept greater risk in robust markets.

 • With the market rally, higher-beta stocks also did well but smaller-cap stocks—which often do well 
in up markets—performed only marginally better than large caps. 

 • Spotlight on the decade’s factor performance. We look back at factor returns over the last decade 
to review what led and what lagged as the S&P 500 gained an historically high 13.6% annualized 
return over the last 10 years.

Figure 1 Broad Market U.S. Equity Factor Returns
QTD; % Return Difference between Factor’s1 High and Low Quartile; Russell 1000 Index; As of 12/31/2019

Source: Brandywine Global, FactSet, FTSE Russell
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A NOTE FROM BRANDYWINE 
GLOBAL’S DIVERSIFIED EQUITY TEAM

This paper is the quarterly report 
by Brandywine Global’s Diversified 
Equity team on quantitative factors 
impacting the U.S. equity markets. In 
each publication, we will provide a 
standardized report on factor behavior 
for the quarterly and year-to-date 
periods. In addition, we will provide 
brief comments highlighting impor-
tant and interesting trends in factor 
behavior and discuss recent work we 
are engaged in to better understand 
these trends. Understanding market 
performance through the unique lens 
of factor returns often brings early 
illumination to equity opportunities as 
well as areas of risk concentration. 
We use a longer-term perspective on 
the behavior of various factor returns 
to develop Diversified Equity strate-
gies at Brandywine Global. 
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Figure 2A U.S. Equity Factor Returns
YTD; % Return Difference between Factor’s1 High and Low Quartile; As of 12/31/2019
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Figure 2B U.S. Equity Factor Returns
QTD; % Return Difference between Factor’s1 High and Low Quartile; As of 12/31/2019
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FOURTH QUARTER 2019 FACTOR RETURNS

The current U.S. equity rebound began when the Fed signaled a more dovish stance following its poorly received late 2018 rate hike in the face 
of a weak stock market. The 2019 equity rally received further Fed support in the second half of the year from three rate cuts. U.S. gross domestic 
product (GDP) growth was solid—though not spectacular—and offered no indications of an impending recession. The labor market reflected the 
lowest unemployment rate in 50 years at 3.5%, along with rising wage growth. 

However, for much of the year, concerns lingered that the decade-old growth cycle might be near an end, while long-term interest rates steadily 
declined even as the stock market rallied. These recession concerns gained support from an inverted U.S. yield curve, a slowing global economy, 
and mounting negative impacts from the trade war, including a manufacturing slowdown. In September, long rates bottomed as investors seemed 
to shed their recession fears so that long rates and the U.S. stock market moved higher in tandem. These two trends were bolstered by fourth quar-
ter trade negotiation progress with a first round deal with China. The rising economic optimism and the increase in long-term rates had important 
implications across the quantitative factors underlying the U.S. equity market.

A REBOUND FOR VALUE FACTORS EXCLUDING HIGH DIVIDEND YIELD

Financials currently represent a large percentage of low price-to-earnings (P/E) and low price-to-book (P/B) stocks; this sector was hurt by the 
inverted yield curve earlier in the year and benefitted when it normalized in October. At the same time, high-dividend utilities and real estate invest-
ment trusts (REITs) reached higher valuations this decade as investors sought these yields in a low interest-rate environment. Value factors suffered 
from low exposure to these stocks when long-term rates fell earlier this year but relatively outperformed when rising rates more recently caused 
utilities and REITs to lag. Low P/B stocks within the Russell 1000 and 2000 indices underperformed this quarter in part because of the large number 
of energy stocks with this low multiple; the sector continued to lag in the fourth quarter despite rising oil prices and a better economic outlook. 
Because technology stocks have higher valuations and performed so well in 2019, they are another large contributor to the underperformance of 
low P/E and low P/B for the year in most the Russell indices. Energy stocks generally offer higher yields, which may partially explain their weaker 
returns this quarter. Technology represents a large portion of the low-yielding group, which was a major contribution to the group’s strong returns 
for the quarter and the year. The lagging returns from utilities and REITs this quarter—plus technology’s strength and energy’s stumbles throughout 
the year—are key reasons higher-yielding stocks have underperformed the lower-yielding group for 2019. 

GROWTH CONTINUES TO OUTPERFORM

Of course, technology stocks are also prevalent in the high-growth 
quartiles, including sales growth, earnings growth, and estimated 
earnings growth. High sales growth and high earnings-estimate growth 
generally performed well this quarter and year, propelled in part by 
strong technology returns. Also, within several sectors, including 
healthcare and communication services, the higher sales growth stocks 
performed significantly better than the low sales growth stocks for 
both quarter and the year. High earnings growth lagged in part because 
energy stocks make up a good portion of this group following the rise 
in oil prices off their 2016 lows. With oil prices volatile this year, en-
ergy was one of the worst performing sectors in 2019, offsetting strong 
technology returns, and dragging down the high earnings-growth 
factor. Figure 3 shows the dominant returns from the Russell growth 
indices, reflecting their higher sales and estimated earnings growth as 
well as higher P/B versus the value indices (see Figure 3). 

Fourth Quarter 2019 2019 Year-to-Date

Growth Value Growth Value

Russell 1000 Index 10.6% 7.4% 36.4% 26.5%

Russell Midcap Index 8.2% 6.4% 35.5% 27.1%

Russell 2000 Index 11.4% 8.5% 28.5% 22.4%

Russell Microcap Index 17.7% 10.5% 23.3% 21.3%

Figure 3
As of 12/31/2019

Source: FTSE Russell

Brandywine Global Investment Management, LLC
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PRICE MOMENTUM REVERSES IN THE QUARTER

High price-momentum stocks generally did well through the first three quarters of the year. Sectors such as utilities, REITs, technology, and consum-
er discretionary—that had done well—continued to outperform. Also, within several sectors, including financials, industrials, consumer staples, 
and materials, stocks that had outperformed continued to outperform while laggards remained laggards. In the fourth quarter, technology continued 
to outperform and energy continued to lag. However, rising interest rates caused utilities, REITs, and homebuilders within consumer discretionary, 
to move from top performers earlier in the year to generating the worst returns this quarter. Healthcare stocks—which had previously floundered 
during the year—rallied in the fourth quarter, further adding to the outperformance of low-price momentum. For the year, higher momentum was 
still the superior quartile within the Russell small-cap indices, but within large cap, lower momentum performed the best.

QUALITY RETURNS MATCH EXPECTATIONS THIS QUARTER

In bull markets, we generally see higher-quality stocks lagging as they tend to be more defensive and unable to keep pace in a risk-on environment. 
The higher-quality factors generally performed in line with this expectation in the fourth quarter. Stocks with negative earnings or with no dividends 
led the market higher; high return on equity (ROE) and low share-change stocks underperformed in the Russell value indices. High ROE and low 
share change were able to outperform in the Russell 1000 and 2000 indices because of the relatively high weighting in technology stocks in both 
groups in the two indices. Technology stocks also drove high ROE and low share-change factors to outperform broadly for the year despite the 
market strength in 2019. Negative earnings and no dividend stocks failed to fully participate in the market rally. Negative earnings stocks were hurt 
by their higher weighting in energy, along with the underperformance of technology stocks with no earnings. The no dividend group had a higher 
weight in healthcare—which lagged until the fourth quarter—and consumer discretionary stocks, which did not pay a dividend, also lagged.

Strong markets tend to result in strong returns for higher beta and 
higher price-volatility stocks; this generally was quite true for the quar-
ter and the year. Bull markets historically also tend to favor smaller-cap 
stocks, and this link held in the fourth quarter so that the smaller-cap 
Russell indices outperformed. However, for the year, the small-cap fac-
tor lagged and the large-cap Russell indices produced the better returns 
as seen in Figure 4. The growth and technology names that have been 
the market leaders tend to be larger cap, and in almost every sector in 
the Russell 1000 Index, the largest stocks outperformed for the year 
(see Figure 4).

SPOTLIGHT ON THE DECADE’S FACTOR PERFORMANCE

Looking at factor performance within the Russell 1000 Index over the last decade in Figure 5, there are  some expected results and perhaps some 
unexpected performance. Low P/E and low P/B underperformed, as this was a poor period for traditional value measures—low P/B was the worst 
performing factor for the decade. However, note that within the Russell 1000 Value Index, low P/E was positive and low P/B just slightly negative. 
Higher dividend-yielding stocks did well as long-term rates fell over the decade and certain high-yielding equities became popular investments to 
generate income in the lower-rate environment. While high sales growth did very well as expected in this widely recognized growth period, high 
earnings growth and high estimated-earnings growth were more neutral. High estimated growth, for instance, had a significant weighting in energy 
and financials, two groups that certainly were not currently considered growth and had below-benchmark returns for the decade. Quality factors 
were also somewhat mixed as stocks that paid a dividend trailed those that did not, and share change and debt-to-equity were relatively neutral. 
However, high ROE was one of the strongest factors in the decade in part because a large percentage of technology companies had high ROE.

Fourth Quarter 2019 2019 Year-to-Date

Russell 1000 Index 9.0% 31.4%

Russell Midcap Index 7.1% 30.5%

Russell 2000 Index 9.9% 25.5%

Russell Microcap Index 13.5% 22.4%

Figure 4
As of 12/31/2019

Source: FTSE Russell

Brandywine Global Investment Management, LLC
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High price momentum was another 
very strong factor as, in general, 
there was consistency through the 
decade on what outperformed—
particularly technology—and what 
underperformed, such as energy in 
the latter half of the period. Perhaps 
most unexpected, both higher 
beta and smaller-market cap were 
negative factors, even though these 
groups tend to do well in market 
rallies. Higher beta had a mean-
ingful weight in both energy and 
financials—two groups that trailed 
the market—while technology 
stocks were relatively evenly spread 
between high and low beta. As 
mentioned earlier, many of the very 
best-performing growth stocks were 
large caps, including the FAANG 
stocks—Facebook, Amazon, Apple, 
Netflix, and Google—rather than 
small cap (see Figure 5).

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).

 
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 
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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Figure 5 Factor Returns within the Russell 1000 Index
%, 12/31/2009 - 12/31/2019

Source: Brandywine Global 

Brandywine Global Investment Management, LLC


