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Value Equity
3Q 2019 Commentary

Markets Review
Markets (total return) performed as follows:

The U.S. equity market finished up after a turbulent quarter.  
Meanwhile, the U.S. bond market continued to rally.  The quarter 
was littered with various types of events, like geopolitical conflict 
(i.e., U.S.-Iran after attacks on Saudi oil facilities), fiscal policy 
decisions (i.e., debt ceiling and federal spending increase), and a 
brief spike in repo rates.  Nevertheless, investors’ attention seemed 
to, once again, be fixated on the Federal Reserve (Fed) and the 
trade war between the U.S. and China.  During the quarter, the Fed 
announced two 25-basis-point rate cuts.  These cuts were largely 
in line with expectations, although Fed Chairman Jerome Powell 
chose to remain vague when asked about future cuts.  Regarding 
the U.S.-China trade war, progress was halted in the middle of the 
quarter when the U.S. government announced a 10% tariff on $300 
billion of Chinese exports.  After a month of back and forth, the two 
sides relaxed their stances and announced that they would meet in 
early October to discuss trade and a potential interim agreement.  
Despite fears of an economic slowdown, the current expansion is 
now the longest on record, with GDP growing ~2%, unemployment 
remaining low and wage growth encouraging.

Overall, the S&P 500 Index gained 1.70% in the third quarter, 
which brings its year-to-date return to 20.55%.  Concurrently, the 
Bloomberg Barclays U.S. Aggregate Index increased by 2.27% over 
the quarter, which gives the Index a year-to-date return of 8.52%.  In 
terms of style, the Russell 1000 Growth Index slightly outperformed 
its value counterpart by 0.13% this quarter.

Performance and Attribution Summary
For the third quarter of 2019, Aristotle Capital’s Value Equity 
Composite posted a total return of 2.80% gross of fees (2.76% net 
of fees), outperforming both the 1.36% return of the Russell 1000 
Value Index and the 1.70% return of the S&P 500 Index.  Please 
refer to the table for detailed performance.

Performance (%) 3Q19 1 Year 3 Years 5 Years
Value Equity Composite, gross 2.80 7.59 13.39 11.84

Value Equity Composite, net 2.76 7.28 13.03 11.47

Russell 1000 Value Index 1.36 4.00 9.43 7.79

S&P 500 Index 1.70 4.25 13.39 10.83

Past performance is not indicative of future results. Returns are presented gross and net 
of investment advisory fees and include the reinvestment of all income. Aristotle Capital 
Composite returns are preliminary pending f inal account reconciliation. Please see 
important disclosures at the end of this document.

Total Contribution to Relative Return by Sector
versus Russell 1000 Value Index

Third Quarter 2019

Total Contribution to Relative Return (%)

Source: FactSet
Past performance is not indicative of future results. Attribution results are based on sector 
returns, which are gross of investment advisory fees and include the reinvestment of all income.
Please see important disclosures at the end of this document.
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Past performance is not indicative of future results. Aristotle Value Equity Composite 
returns are presented as gross and net of investment advisory fees and include the 
reinvestment of all income. Aristotle Capital Composite returns are preliminary pending 
final account reconciliation. Please see important disclosures at the end of this document.
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The portfolio’s outperformance relative to the Russell 1000 Value 
Index this quarter can be entirely attributed to security selection, while 
allocation effect detracted modestly.  Security selection was positive 
in all but three sectors, with Materials, Consumer Discretionary 
and Health Care being the largest contributors to relative return.  
Conversely, security selection in Information Technology and 
underweight positions in Utilities and Communication Services 
detracted from relative return.  (Relative weights are the result of 
bottom-up security selection.)

Aggregates producer Martin Marietta Holdings was one of the 
leading contributors during the quarter.  Shares advanced as the 
company delivered another quarterly record for revenues, gross 
profit, EBITDA and profit margins.  In addition to results that were 
ahead of expectations, management raised full-year guidance and 
the board authorized a nearly 15% increase in the dividend.  Within 
the results, we were particularly encouraged by growth in volumes, 
stronger pricing and the expansion in profit margins.  Shipments of 
aggregates have materially increased as customers benefit from the 
continued funding of the FAST Act and the numerous weather-
deferred projects and backlogs.  (Recall the extreme weather 
experienced during 2018.)  Pricing has benefited, we believe, from 
prior acquisitions and industry consolidation, a key catalyst we 
previously identified. 

Twitter, the digital news platform, was also a leading contributor this 
quarter.  Twitter’s stock price advanced as the company reported 
strong revenue growth and profitability, as well as a significant 
increase in the average monetizable daily active users (mDAU) on 
its network.  In our view, Twitter’s investments in an easier-to-use 
interface, more relevant content and efforts to improve the health 
of the conversation seem to be paying off.  We are also encouraged 
by the improvements in total ad engagements.  However, we do not 
get overly excited by changes in the number of users from month to 
month, and we are aware that short-term investors may be looking 
at such figures from quarter to quarter to make “trading” decisions.  
As long-term investors in businesses, we look forward to increased 
user engagement, which can lead to a compelling value proposition 
for advertisers in the U.S. and abroad.  

Oshkosh, the truck and equipment manufacturer, was one of the 
main detractors this quarter.  Despite quarterly earnings that beat 
expectations and increased fiscal year 2019 guidance, shares declined 
following management commentary that access equipment markets 
in North America and Europe may face modest weakness in 2020 
before rebounding in 2021.  While Access Equipment is currently the 
largest segment at Oshkosh, and cyclical softness in demand is not 
a positive, we believe the lumpy nature of customer orders is normal, 

and that observable replacement needs of access equipment bodes 
well for the long-term health of the business.  Moreover, Oshkosh’s 
diversified business model and improved profitability profile are set 
to position the company quite well for the long term.  Lastly, the 
company is executing on a number of catalysts, including improving 
its cost structure, as evidenced by increased operating margins and a 
robust backlog in the Defense segment, as the company’s production 
of the Joint Light Tactical Vehicle has been moved to the full-rate 
production phase for the U.S. Army. 

Pioneer Natural Resources, the Permian Basin-focused oil and gas 
exploration and production company, was also a primary detractor.  
Shares fell as commodity prices and sentiment toward energy 
companies continued to decline.  More specifically, Pioneer and other 
Permian-based producers are facing heightened scrutiny regarding 
production profiles and decline rates.  We continue to study these 
issues and remain enthusiastic about Pioneer’s ongoing transition 
from an emphasis on production growth to one of capital efficiency.  
Recent positive developments relating to this catalyst that we have 
identified include enhanced free cash flow generation, lower capital 
expenditures (while maintaining production targets), increased share 
repurchases and a near tripling of the annual dividend.

Relative Contributors Relative Detractors
Martin Marietta Materials PayPal Holdings

Twitter Adobe

Sony Oshkosh

Lennar Pioneer Natural Resources

ANSYS Allegion

Recent Portfolio Activity
Consistent with our long-term horizon and low turnover, there were 
no new purchases or sales completed during the period.  

Outlook
As always, while cognizant of the broad picture of the economy 
and the political landscape, we spend the majority of our eff orts in 
identifying what we believe to be unique businesses that may have 
the opportunity to thrive regardless of the environment.  We will 
persist in our quest to add value through in-depth company research, 
focusing on what we perceive to be high-quality businesses, trading 
at discounts to intrinsic value, that possess catalysts for appreciation 
that are within management’s control.
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  Value Equity Composite Value Equity Composite Russell 1000 S&P 500
 Year (Gross %) (Net %) Value Index (%) Index (%)

 2019 YTD 22.74 22.52 17.81 20.55

 2018 -8.25 -8.58 -8.27 -4.38

 2017 22.74 22.34 13.66 21.83

 2016 17.61 17.20 17.34 11.96

 2015 3.58 3.23 -3.83 1.38

 2014 11.63 11.26 13.45 13.69

 2013 30.82 30.41 32.53 32.39

 2012 22.11 21.49 17.51 16.00

 2011 -3.21 -3.61 0.39 2.11

 11/1/10 - 12/31/10 5.30 5.21 7.32 6.70

 Supplemental Performance

 1/1/10 - 10/31/10 13.22 12.97 7.63 7.84

 2009 32.49 32.14 19.69 26.46

 2008 -36.35 -36.53 -36.85 -37.00

 2007 10.97 10.67 -0.17 5.49

 2006 22.26 21.93 22.25 15.79

 2005 12.07 11.77 7.05 4.91

 2004 30.12 29.77 16.49 10.88

 2003 35.05 34.68 30.03 28.68

 2002 -19.30 -19.52 -15.52 -22.10

 2001 -11.94 -12.18 -5.59 -11.89

Composite returns for all periods ended September 30, 2019 are preliminary pending fi nal account reconciliation.
Past performance is not indicative of future results. Performance results for periods greater than one year have been annualized. Returns presented are gross and net of investment advisory fees and 
include the reinvestment of all income. The Aristotle Value Equity strategy has an inception date of November 1, 2010; however, the strategy initially began at Mr. Gleicher’s predecessor fi rm in October 
1997. A supplemental performance track record from January 1, 2001 through October 31, 2010 is provided above. The returns are based on two separate accounts and performance results are based on 
custodian data. During this time, Mr. Gleicher had primary responsibility for managing the two accounts. Mr. Gleicher began managing one account in November 2000 and the other December 2000. 
Please see important disclosures enclosed within this document.

Aristotle Value Equity Composite Performance
All Periods Ended September 30, 2019
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The opinions expressed herein are those of Aristotle Capital Management, LLC (Aristotle Capital) and are subject to change without notice.  Past performance is not a guarantee or indicator of future results.  
This material is not financial advice or an offer to purchase or sell any product.  You should not assume that any of the securities transactions, sectors or holdings discussed in this report are or will be 
profitable, or that recommendations Aristotle Capital makes in the future will be profitable or equal the performance of the securities listed in this report.  The portfolio characteristics shown relate to the 
Aristotle Value Equity strategy.  Not every client’s account will have these characteristics.  Aristotle Capital reserves the right to modify its current investment strategies and techniques based on changing 
market dynamics or client needs.  There is no assurance that any securities discussed herein will remain in an account’s portfolio at the time you receive this report or that securities sold have not been 
repurchased.  The securities discussed may not represent an account’s entire portfolio and, in the aggregate, may represent only a small percentage of an account’s portfolio holdings.  The performance 
attribution presented is of a representative account from Aristotle Capital's Value Equity Composite.  The representative account is a discretionary client account which was chosen to most closely reflect the 
investment style of the strategy.  The criteria used for representative account selection is based on the account’s period of time under management and its similarity of holdings in relation to the strategy.  
For a full list of all recommendations made by Aristotle Capital during the last 12 months, please contact us at (310) 478-4005.

Returns are presented gross and net of investment advisory fees and include the reinvestment of all income.  Gross returns will be reduced by fees and other expenses that may be incurred in the 
management of the account.  For example, a 0.5% annual fee deducted quarterly (0.125%) from an account with a ten-year annualized growth rate of 5.0% will produce a net result of 4.4%.  Actual 
performance results will vary from this example.

The Russell 1000 Value® Index measures the performance of the large cap value segment of the U.S. equity universe.  It includes those Russell 1000 Index companies with lower price-to-book ratios and 
lower expected growth values.  The S&P 500® Index is the Standard & Poor’s Composite Index of 500 stocks and is a widely recognized, unmanaged index of common stock prices.  These indices have 
been selected as the benchmarks and are used for comparison purposes only.  The Russell 1000® Growth Index measures the performance of the large cap growth segment of the U.S. equity universe.  
It includes those Russell 1000 companies with higher price-to-book ratios and higher forecasted growth values.  The Russell 2000® Index measures the performance of the small cap segment of the U.S. 
equity universe.  The Russell 2000 Index is a subset of the Russell 3000® Index representing approximately 10% of the total market capitalization of that index.  It includes approximately 2,000 of the 
smallest securities based on a combination of their market cap and current index membership.  The Dow Jones Industrial Average® is a price-weighted measure of 30 U.S. blue-chip companies.  The Index 
covers all industries except transportation and utilities.  The NASDAQ Composite Index measures all NASDAQ domestic and international based common type stocks listed on The NASDAQ Stock Market.  
The NASDAQ Composite includes over 3,000 companies, more than most other stock market indexes.  The Bloomberg Barclays U.S. Aggregate Index is an unmanaged index of domestic investment grade 
bonds, including corporate, government and mortgage-backed securities.  The WTI Crude Oil Index is a major trading classification of sweet light crude oil that serves as a major benchmark price for oil 
consumed in the United States.  The 3-Month U.S. Treasury Bill is a short-term debt obligation backed by the U.S. Treasury Department with a maturity of three months.

The volatility (beta) of the Composite may be greater or less than its respective benchmarks.  It is not possible to invest directly in these indices.

Aristotle Capital Management, LLC is an independent registered investment adviser under the Advisers Act of 1940, as amended.  Registration does not imply a certain level of skill or training.  More 
information about Aristotle Capital, including our investment strategies, fees and objectives, can be found in our ADV Part 2, which is available upon request.  ACM-1910-22


