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 • As the global economy gradually reopened and the COVID-19 pandemic slowed, at least temporarily, 
U.S. and global equity markets staged a powerful recovery from the first quarter’s severe decline.

 • In line with typical historical returns, cyclical factors, such as smaller cap and high beta, had lagged 
significantly in the first quarter and then outperformed in the second-quarter recovery.

 • Traditionally defensive factors, such as positive earnings and high return-on-equity, mostly trailed 
this quarter as would be expected in a strong bull market. However, many of these same factors 
defied their usual role by providing only inconsistent results during the market’s fall.

 • The value factors of low price-to-book and low price-to-earnings performed very poorly last quarter 
and only rebounded this quarter in a few market segments, including small-cap value. 

 • Growth factors were mostly positive in both quarters, led by strong returns throughout the first half of 
2020 from tech and internet retail stocks, as the world shifted to working and shopping from home.

 • Price momentum was positive in the first quarter even though the market’s performance was a sharp 
break from 2019’s strong gains. Second quarter, the price momentum factor turned negative along 
with the market’s sharp reversal.

 • Research Spotlight: Growth and Value Stock Valuation. With the relative strength in growth factors, 
the growth indices continued to outperform the value indices. We review the relative valuation levels of 
the growth indices versus the value indices as well as for several sectors within large-cap stocks.

Figure 1 Broad Market U.S. Equity Factor Returns
QTD; % Return Difference between Factor’s1 High and Low Quartile; Russell 1000 Index; As of 6/30/2020

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

The global coronavirus pandemic triggered a severe decline in the U.S. equity market in the first quarter with the S&P 500 bottoming on March 23 
down 30.4% since the start of the year. Stocks rebounded in the second quarter with the S&P 500 finishing down only 3.1% for the year as of June 
30, perhaps a surprising result given the economic devastation wrought by the virus. Through this volatile market swing, some quantitative factors 
performed consistent with their general historical pattern while others behaved in more unexpected ways. 

 

Figure 2B U.S. Equity Factor Returns
QTD; % Return Difference between Factor’s1 High and Low Quartile; As of 6/30/2020
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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 6/30/2020
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CYCLICAL FACTORS REBOUND, DEFENSIVE FACTORS LAG

Several generally market sensitive factors, including small-capitalization stocks, higher beta stocks, and lower-volatility stocks, all behaved in 
traditional ways over the two quarters. Higher beta stocks and smaller-cap stocks tend to be pro-cyclical, and these factors were very negative in 
the first quarter as they fell farther than the broad market. Conversely, they were quite positive in the second quarter as they rebounded more pow-
erfully. The returns to the FTSE Russell U.S. indices reflect the strong relationship between the market direction and returns by market capitaliza-
tion. In Figure 3, the larger-capitalization indices 
performed much better than the smaller-cap ones 
in the first quarter, but in the second quarter, the 
opposite was true. Low volatility stocks, on the 
other hand are generally defensive and, therefore, 
did outperform in the first quarter decline but then 
lagged as the market recovered in the second 
quarter. For the year to date, low volatility, higher 
beta, and smaller cap all mostly underperformed.

The normally defensive quality factors, such as positive earnings, high return-on-equity (ROE), and low share change, did not provide the expected 
downside protection in the first quarter across almost all market segments. However, these factors lagged in the market rebound, consistent with 
their historical behavior. For instance, stocks with positive earnings underperformed in the first quarter among all segments except large-cap value 
but then trailed across all FTSE Russell U.S. indices this quarter. High ROE stocks lagged this quarter after doing well only among larger caps in 
the first quarter while faring poorly within small caps. The large-cap healthcare stocks in the high ROE group did well in the first quarter but lagged 
this quarter. Low share issuance stocks generally were down more than the declining market yet also lagged this quarter, with a heavy weight in 
financials contributing to the poor performance in both quarters for this factor and for the small-cap high ROE group. For the year, the net result for 
most of the quality factors has been a negative return.

PRICE MOMENTUM REVERSAL

U.S. equity markets rose sharply in 2019 with the S&P 500 gaining 31.5%. Even though the market reversed dramatically in the first quarter, the 
high price momentum stocks continued to perform well as technology outperformed both in 2019 and in the first quarter while low momentum en-
ergy stocks were weak in both periods. In the second quarter, lower price momentum stocks outperformed as energy stocks rebounded sharply with 
oil prices while weaker healthcare returns offset continued tech strength within the higher momentum stocks. Year to date, the strong first quarter 
high momentum returns dominated, and high momentum provided a positive return across all FTSE Russell U.S. indices through June.

TRENDS IN VALUE

Value stocks were among the worst performers in the first quarter market rout but offered only mixed results as the market rebounded this quarter. 
Meanwhile growth factors mostly performed well in both quarters, with high sales growth and high estimate growth outperforming across market 
segments in the second quarter. For the value factors of low price-to-earnings and low price-to-book, a high weight in financials hurt in the first 
quarter as falling interest rates and the threat of increased delinquencies hampered returns across the cap spectrum. In the second quarter, larger-
cap financials continue to underperform as interest rates stayed low even though economic prospects brightened from the first quarter’s deep pes-
simism. Value factors performed better in the second quarter among value stocks and smaller stocks as the most undervalued financials performed 
relatively well in these segments. However, for the year, the deeply lagging performance by value factors in the first quarter easily overwhelmed 
their mixed performance from the second quarter. Higher dividend yield stocks also performed poorly in the first quarter as the defensive returns 
from utilities stocks was offset by the steep decline in the energy stocks within the group. High dividend yield did somewhat better in the second 
quarter, though still lagging within the broad large-cap universe, as energy stocks staged a strong recovery while the still-defensive utility stocks 
trailed in a rising market.

First Quarter Second Quarter 2020 Year-to-Date

Russell 1000 Index -20.2% 21.8% -2.8%

Russell Midcap Index -27.1% 24.6% -9.1%

Russell 2000 Index -30.6% 25.4% -13.0%

Russell Microcap Index -32.0% 30.5% -11.2%

Figure 3
As of 6/30/2020

Source: FTSE Russell
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TRENDS IN GROWTH

Growth factors generally performed well in both quarters, making them among the strongest performers year to date. The main exception was  
stocks with high earnings growth where weak second quarter returns pulled down year-to-date performance. Within high sales growth, high earn-
ings growth, and high estimate growth, tech, healthcare, and internet retailing stocks are a major weighting and each of these sectors outper-
formed in the first quarter. While tech and digital retailing also outperformed as the market rallied, healthcare behaved more defensively. Compared 
to the other two growth factors, high earnings growth has larger healthcare and financials weightings while the low earnings growth has more 
energy as well as some semiconductor companies. As a result, high sales growth and high estimate growth factors were able to outperform in 
both quarters while high earnings growth lagged 
in the second quarter and for the year. Since the 
FTSE Russell indices use high sales growth and 
high estimate growth as their growth metrics and 
price-to-book as their value metric, the growth 
indices easily outperformed the value benchmarks 
in the first and second quarters and year to date, 
as shown in Figure 4.

VALUATION LEVELS IN GROWTH AND VALUE STOCKS

With the continued outperformance by growth stocks, seemingly regardless of the market or economic environment, questions about when or if 
value will again lead the market have become commonplace. While we cannot claim any ability to time a possible value resurgence, we review 
valuation levels among different groups of stocks to highlight the potential for a value recovery. After all, the collapse of the tech growth bubble 
in 2000 was not triggered by any significant event but by the apparently unsustainable valuation gap between growth and value stocks. Growth’s 
dominance since the financial crisis is clear in Figure 5 with the average price-to-book for the Russell 1000 Growth Index more than tripling from the 
end of 2008 through June 30, 2020 but up only 50% for the Russell 1000 Value Index. In fact, the ratio of average valuations between the growth 
and value indices now has reached a higher level than at the peak of the tech bubble in 1999-2000 as shown in Figure 6.

As in the tech bubble, the high valuations are concentrated in certain popular growth sectors while other value sectors experience little or no valua-
tion inflations. Figure 7 (on the next page) highlights the widening disparity over the last 10 year in the average price-to-book levels across different 
sectors. Tech and internet retailing stocks, such as Amazon and Etsy, have been powerfully bid higher while valuations for financials (already at 
low valuations coming out of the financial crisis) and energy stocks (devastated by the halving of crude oil prices in 2014) remain unaffected by the 
market’s rise over the last 10 years.

First Quarter Second Quarter 2020 Year-to-Date

Growth Value Growth Value Growth Value

Russell 1000 Index -14.1% -26.7% 27.8% 14.3% 9.8% -16.3%

Russell Midcap Index -20.0% -31.7% 30.3% 20.0% 4.2% -18.1%

Russell 2000 Index -25.8% -35.7% 30.6% 18.9% -3.1% -23.5%

Russell Microcap Index -26.6% -36.1% 38.8% 22.9% 1.9% -21.4%

Figure 4
As of 6/30/2020

Source: FTSE Russell

Figure 5 Average Price-to-Book
12/1997 to 6/2020
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Figure 6 Ratio of Average Price-to-Books
12/1997 to 6/2020
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As extreme as some of these differences are, they do not guarantee that 
value will experience a period of extended outperformance or that such 
a run will begin soon. However, valuation gaps do have value stalwarts 
asking the question they asked each time growth stocks dominated the 
market, such as during the 1960’s Nifty Fifty and the tech bubble: Can 
growth stock’s valuations increase without limit? If they cannot, then value 
investing will again have its day.

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 
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.

Figure 7 Average Price-to-Book
6/2010 to 6/2020
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