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 • First quarter 2020 experienced the unprecedented shutdown of significant portions of the global 
economy to combat the novel coronavirus pandemic. U.S. equity markets responded to this 
environment with significant losses across all market segments. 

 • As might be expected in a sharp market decline, the small-cap stock and high-beta factors were 
among the worst performers this quarter.

 • Value factors, including low price-to-earnings, low price-to-book, and high dividend yield, also were 
strongly negative.

 • In contrast, growth factors, such as high sales, earnings, and estimated earnings growth, all 
performed relatively well. 

 • High price momentum did well this quarter as stocks that outperformed in last year’s strong market 
rally continued to do well during the current downdraft. 

 • Research Spotlight: Historical Market Returns after Crises. While the current situation may 
be unprecedented, the U.S. has faced numerous crises over the previous decades, and we review 
how equity markets have reacted in these difficult times.

Figure 1 Broad Market U.S. Equity Factor Returns
QTD; % Return Difference between Factor’s1 High and Low Quartile; Russell 1000 Index; As of 3/31/2020

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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FIRST QUARTER 2020 FACTOR RETURNS

Frequently, when the U.S. equity market declines, higher-beta stocks as well as smaller-
capitalization companies fall the hardest since they are most sensitive to market moves. This 
correlation clearly held in the first quarter as the two factors significantly underperformed 
across the U.S. equity indices. The relationship can also be seen in Figure 3, showing the 
returns from the Russell domestic indices, ordered by market cap from largest to smallest. 
The Russell Microcap Index underperformed the Russell 1000 Index by almost 12.0%.

Value factors were also among the worst performers while growth factors were among the 
best this quarter. These returns resulted in large part from strongly differentiated returns 
between some key sectors, including technology, healthcare, and utilities at one extreme and 
financials and energy at the other. 

TOP-PERFORMING SECTORS, SOME EXCEPTIONS

Tech stocks were among the two best-performing sectors within the Russell 1000 Index. In some ways, this outcome was expected as the work-
from-home environment has significantly increased demand for technology hardware, software, and services. The relative performance of certain 
tech stocks is less understandable. For instance, Apple fell only 13.2% even though Apple at various times closed all its stores worldwide and 
faced disruptions in its supply chain and manufacturing. Healthcare stocks were the other best-performing group, reflecting the increased demand 
for supplies and services as well as the efforts among biotech and pharmaceutical firms to develop potential treatments and vaccines for the coro-
navirus. One major exception within healthcare were hospital firms, such as HCA, which will experience the brunt of the disruption and potential 
disarray from rapidly expanding COVID-19 caseloads. 

First Quarter 2020

Russell 1000 Index -20.2%

Russell Midcap Index -27.1%

Russell 2000 Index -30.6%

Russell Microcap Index -32.0%

Figure 3
As of 3/31/2020

Source: FTSE Russell

Figure 2 U.S. Equity Factor Returns
YTD; % Return Difference between Factor’s1 High and Low Quartile; As of 3/31/2020
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UTILITIES BENEFIT WHILE OIL PLUMMETS

Utilities benefited from the drop in interest rates for these higher-yielding stocks as well as their generally defensive nature. Meanwhile, investors 
ignored any discussion of reduced electricity demands due to business shutdowns. Conversely, oil and gas stocks were hit very hard by reduced 
global demand stemming from the pandemic coupled with the oil supply war initiated between Saudi Arabia and Russia. The price of oil tumbled 
over 50% during the quarter. Financial stocks also performed poorly due to plunging interest rates, heightened credit risk from borrowers impacted 
by the economic shutdowns, and the general disorder within financial markets due to the unprecedented events associated with the virus.

SECTOR TRENDS IN VALUE

Value segments, such as low price-to-earnings (P/E) and low price-to-book (P/B), currently are heavily weighted to financials, with low P/B also hold-
ing a significant energy weight. High P/E and high P/B stocks on the other hand consist of tech and healthcare stocks to a much larger degree. These 
two outperforming groups also dominate low dividend yield. Many utilities are in the high dividend yield segment but their relatively mild declines, 
in the mid-teens, were overwhelmed by the near 50% decline of energy stocks in the group. 

SECTOR TRENDS IN GROWTH

For growth, technology, healthcare, and certain high-performing media & entertainment stocks 
dominate the high growth groups, such as in sales growth. Within low sales growth stocks, 
utilities are prominent but again outweighed by the poor returns from energy stocks in the 
group. The impact of these sector distributions is clear in the returns of the various growth 
and value factors as well as within the Russell style indices, shown in Figure 4.

IMPACT ON SENTIMENT AND QUALITY FACTORS

These sector returns also impacted the returns for sentiment and quality factors. For price momentum, tech stocks were among the best perform-
ers in 2019’s strong market rally and thus had a large weight in the highest momentum group. Their continued relative outperformance this quarter 
boosted the high price momentum factor. For low momentum stocks, healthcare stocks reversed their poor 2019 returns, but this impact was more 
than offset by the crushing underperformance from the energy sector this year. 

Quality as defined by a high return-on-equity (ROE) did relatively well because many technology and healthcare stocks were in this group. However, 
low share issuance and positive dividend, two other quality measures, performed poorly because the high share change group and the stocks with 
no dividend had a large proportion of these same high-performing tech and healthcare sectors. Meanwhile, the low share change group had a 
higher weight in the poor performing financials, industrials, and consumer discretionary stocks.

A REVIEW OF MARKET PERFORMANCE IN PAST CRISES

The combined events of the COVID-19 global pandemic and the Saudi-Rus-
sian oil price war have stunned the U.S. and global economies and equity 
markets. Using history as a guide, we have analyzed 27 past crisis events 
since 1963 that have impacted the U.S. economy, markets, and the psyche 
of investors.2 We focus here on the 10 events that resulted in at least a 
10% market drop in the first two months. Figure 5 shows the average total 
return of the broad U.S. market in a range of periods from the event’s first 
month through 36 months from the crisis’ start.

While on average, these crises led to a more than 15% drop in the first 
two months, within 12 months the average return had turned positive and 

First Quarter 2020

Growth Value

Russell 1000 Index -14.1% -26.7%

Russell Midcap Index -20.0% -31.7%

Russell 2000 Index -25.8% -35.7%

Russell Microcap Index -26.6% -36.1%

Figure 4
As of 3/31/2020

Source: FTSE Russell
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Figure 5 Russell 1000 Return Pattern when First 2 Months Are Down 
More Than -10%

Source: Brandywine Global, FactSet, FTSE Russell 
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was strongly positive after three years. Note that these longer-period returns include the initial downturn and, therefore, reflect a full recovery and 
strong gains after the initial losses.

Figure 6 presents these individual events and their return over the 
first two months, each with a minimum 10% decline. Two months out 
represents the market bottom on average for these events, though not for 
every individual crisis. If we consider that the coronavirus crisis began in 
the U.S. in February, then in the first two months of this event—February 
and March—the S&P 500 and the Russell 1000 were down about 20%.

Figure 7 shows the return for each crisis for the period beginning after 
these first two months and through 12 months after the crisis incep-
tion. In every case but one, the market was positive in this period, and 
in over half the cases, up over 30%. The one exception was the 1973 
oil embargo, a crisis that was compounded over the next 12 months by 
President Nixon’s resignation and surging inflation.

Over time, the U.S. economy and stock market have faced a variety 
of challenging crises, including presidential assassinations, financial 
disruptions, terrorist attacks, and economic difficulties. Often, though not 
always, these events triggered sudden and sharp declines in the stock 
market. In the middle of such a crisis, uncertainty dominates people’s 
perspectives and the financial markets: how bad will this crisis be and 
how long will the adverse effects last? In such uncertain times, we be-
lieve it is useful and reassuring to look back at how markets historically 
responded to crises. Financial markets, of course, cannot capture all the 
detrimental aspects of a disruptive event, but we believe they do provide 
one very important measure of the country’s overall health and a gauge 
of how soon a sense of normalcy returns. In looking back historically, 
we are reassured by the speed and the strength with which the financial 
markets have consistently recovered from sometimes devastating events. 

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 
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Figure 6 Russell 1000 Return 2 Months Forward after Major Crises
Index Down More than 10% in First 2 Months

Source: Brandywine Global, FactSet, FTSE Russell 
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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.
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