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Human emotions and biases affect all investors. 
Left unchecked, these emotions can sabotage financial 
decisions and generate suboptimal investment outcomes. 
However, by understanding how human emotions and 
behaviour impacts our decision making we can unlock 
opportunities for investors. The key to unlocking these 
opportunities is: 

• understanding how financial markets interact with 
human behaviour; and

• finding an investment style to exploit these biases.

Financial markets have the ability to generate and destroy wealth. They are complex and 
volatile and evoke significant emotions. Figure 1 depicts an all too common emotional roller 
coaster for investors. The worst case scenario is letting your emotions drive your investment 
decisions — buying a security near the high or capitulating and selling near the low. How 
can investors avoid the mistakes of mass psychology and turn emotional short comings into 
opportunity? Be risk averse when the market is overly optimistic (Euphoria) and risk seeking 
when the market is overly pessimistic (Panic and Capitulation). 
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Emotions are the 
Enemy for Investors

Figure 1 
The Emotional Roller 
Coaster of Investing

Source: State Street Global Advisors. The information contained above is for illustrative purposes only.
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Over the last 20 years, there are many examples of Euphoria followed by Fear and Capitulation 
(see Figure 2). 

2020 has seen it all yet again — Euphoria in January followed soon after by Fear, Panic and 
Capitulation in March; and followed by Hope and Relief and elements of Euphoria again in April, 
May and June. We can look at a number of market indicators to help us find opportunities within 
financial markets. 

What occurs at the market index level also occurs with single securities. As active managers, we 
see mispricing’s of securities every single day. The mispricing’s are often small - but can at times 
be large. Mispricing’s are usually a result of human emotions and bias, including fear, greed, herd 
mentality, over emphasising recent events and confirmation bias. We regularly see investors 
being overly optimistic about the fortunes of a company and factor in too much good news. 
Equally, we observe investors become overly pessimistic on a company’s fortunes, giving up on 
the business model. The ability to recognise these opportunities requires an unemotional, fact-
based assessment of the company’s prospects. So how can we build a unemotional assessment 
of a company’s prospects?

When it comes to making good investments, emotional decisions are your enemy - facts are 
your friend. The State Street Active Equities team have developed a process to unemotionally 
evaluate the prospects of securities in order to determine when human emotional biases have 
resulted in security mispricing. We clinically evaluate each company from a perspective of 
Quality, Relative Value, Growth Outlook and Risk to assess its opportunity set.

“ When it comes to making good investments, emotional decisions are your 
enemy — facts are your friend.”

Figure 2 
The Emotional Roller 
Coaster of Investing —  
S&P ASX 200 Index 
Over Last 20 Years

Source: Bloomberg, State Street Global Advisors. S&P/ASX 200 Index from Jan 2000 to May 2020. Index returns are 
unmanaged and do not reflect the deduction of any fees or expenses.
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Our predetermined analysis framework assesses the facts with little bias. It is not influenced by 
popular media, or the latest group think, and is designed to remain unemotional. We focus on 
buying quality businesses at reasonable value, with improving growth prospects and that have 
advantageous risk characteristics. When evaluating stocks, the key is being able to unemotionally 
assess all these elements. As you would expect, we have our largest positions in companies 
that rank the highest across all of these metrics. Our position size will vary based on how these 
attributes change over time. 

Figure 4 describes a stylised buy and sell zone (see blue box) for our Balanced Style investment 
process (incorporating a balance of Value, Quality, Growth and Risk considerations in the 
investment process) and compared that to a Value only Manager (see orange/yellow box). Both 
styles can generate excess return but tend to buy and sell at different points across a company’s 
rerating cycle. For companies that offer attractive quality and risk characteristics, we look for 
those that have a balanced combination of value and improving growth prospects. It is not 
enough for a stock to become cheap, we would also need to see the operating environment 
improving (or at the very least stop deteriorating). Focusing on this value-growth combination, 
as well as the company’s quality and risk profile, helps to avoid value traps. It is important to note 
that we can also hold companies that have become more expensive, if the operating environment 
is sufficiently positive and the quality and risk elements are also supportive enough to justify the 
higher valuations. However, once a company has become expensive it is more likely we will exit 
the position as soon the positive outlook deteriorates.

Figure 3 
Finding the Right Style and 
Balance of Value, Quality, 
Growth and Risk

V: Prefer better value companies. We asses value from a 
range of perspectives such as expected cash flows, earnings, 
dividends, enterprise value and book value as well as number 
of intangibles elements.

Q: Prefer higher quality companies. Proven business models 
that are resilient and financially robust, have higher operating 
efficiency and score well across ESG.

G: Prefer companies that are expected to see an 
improvement in their operating environment which is 
expected to flow through to better earnings and cashflows, 
dividends and growth.

R: Prefer companies which are expected to have lower 
risk, lower volatility, lower sensitivity to the market, and/or 
increase the portfolio diversification.

Source: State Street Global Advisors.

Low Quality High Quality

Negative Growth Positive Growth

Higher Risk  Low Risk 

Expensive Good Value 

Figure 4 
Stylised Comparison of 
Buy and Sell Decisions 
for a Value Only 
Manager Compared 
to a Balanced 
Style Manager

Source: State Street Global Advisors. The information contained above is for illustrative purposes only.
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Our Balanced style approach has not owned any banking companies in the last 12 months and 
has been structurally underweight compared to the index for many years. This position has been 
beneficial to investors as the big four banks have materially underperformed the broader market 
over the last 2 years. 

Our view on the banks can be decomposed into our balanced investment style that assesses 
the opportunity set for the banks with respect to the quality of the business, the valuation 
opportunity as well as the growth potential. Figure 5 provides a time series view on the big four 
banks on average and is broken down by the key elements we use to assess all companies.

The Big Four 
Banks: Quality and 
Value but Growth 
Outlook Challenged

Aurizon — Scores 
Well Across Quality, 
Growth and Value

Figure 5 
Australian 
Big Four Banks

 Value

 Quality

 Growth Outlook

Source: Bloomberg, State Street Global Advisors. The State Street Global Advisors score out of 100 results were generated 
by our Active Quantitative Equity model. The results shown were achieved by means of a mathematical formula, and are not 
indicative of actual future results which could differ substantially.

All scores are out of 100 and we prefer companies with higher scores across quality, value and 
growth outlook. Currently, the Banks do not present a strong enough investment case and this 
has been the situation in the last 2 years. As shown in Figure 5, they have consistently scored well 
in terms of quality and value but this is not enough for our balanced investment approach. At this 
stage, we continue to see a difficult operating environment for the major big four banks driven 
by a slowing economy, lower loan growth, a deteriorating bad debt cycle, ultra-low interest rates, 
as well as further regulation and competition. Our assessment of the operating environment for 
the big four banks on average has been consistently below 50 and currently sits at 40 out of a 
possible 100. A value and quality manager might already own the banks but our balanced style 
needs to see a less negative outlook before we can establish a position.

On the other hand, we have held Aurizon the Australian rail freight operator, since October 
2018. In Figure 6, we show the State Street Australian Equity Fund (“the Fund”) portfolio weight 
compared to our changing assessment of Aurizon over time. Aurizon is considered a quality 
business scoring between 64 to 84 since October 2018. The stock represented good value back 
in October 2018 but it wasn’t until the growth outlook improved that we added to our position. 
As the stock has outperformed, its valuation score has come back from 85 to 70, but still offers 
some valuation support. Quality and Growth remain supportive of our current position. Since 
28 September 2018, Aurizon has generated a total return of 16.9% p.a. outperforming the  
S&P/ASX 300 Index.1
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We have been overweight Sonic Healthcare for more than 18 months and it has been a strong 
contributor to the Funds outperformance. In Figure 7, we decompose our assessment of Sonic 
Healthcare in terms of the key components of Quality, Value and Growth. Sonic Healthcare 
scores very highly in terms of quality (from 70 to 87) and also from a volatility or risk perspective. 
Since September 2019 its growth outlook has also been high (76 to 98 out of a possible 100). 
Offsetting the strong quality and growth outlook is the valuation support, which has been 
consistently moving lower as the stock continues to outperform. Should the quality or growth 
profile deteriorate, we will likely reduce our position in Sonic Healthcare. It is a good example 
of our style which incorporates more than just Value and we recognise that value is not the only 
driver of a stock’s performance. Since 30 September 2018, Sonic Healthcare has returned 
15.3% p.a. outperforming the S&P/ASX 300 Index.1

Figure 6 
Aurizon

 Weight

 Value

 Quality

 Growth Outlook

Source: Bloomberg, State Street Global Advisors. The State Street Global Advisors score out of 100 results were generated 
by our Active Quantitative Equity model. The results shown were achieved by means of a mathematical formula, and are 
not indicative of actual future results which could differ substantially. Portfolio Weight, represents the % of the State Street 
Australian Equity Fund allocated to the company as at the date indicated, and is subject to change.

Figure 7 
Sonic Healthcare

 Weight

 Value

 Quality

 Growth Outlook

Source: Bloomberg, State Street Global Advisors. The State Street Global Advisors score out of 100 results were generated 
by our Active Quantitative Equity model. The results shown were achieved by means of a mathematical formula, and are 
not indicative of actual future results which could differ substantially. Portfolio Weight, represents the % of the State Street 
Australian Equity Fund allocated to the company as at the date indicated, and is subject to change.

Sonic Healthcare — 
High Quality and 
Growth Outlook 
Now Looking 
More Expensive

Portfolio Weight (%)State Street Global Advisors Score Out of 100
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Wesfarmers has been a core holding for more than 18 months and has contributed to the Funds 
outperformance. The figure below illustrates our changing assessment of Wesfarmers since 
February 2019. In February, all scores were above 70 out of 100 and by August the stock had run 
hard reducing the valuation score from 74 to 40. Had we been a Value Only manager we likely 
would have exited but because the quality and growth outlook components were improving to 
~90, offsetting the lack of valuation support, we continued to hold a position. However, as the 
valuation has remained ~40 out of a possible 100 and the other components have decreased, we 
have gradually reduced our fund weighting over time. Since 28 February 2019, Wesfarmers has 
generated a total return of 30.4% p.a. outperforming the S&P/ASX 300 Index.1

Wesfarmers — High 
Quality and Growth 
Outlook Now Looking 
More Expensive

Telstra — Value 
and Quality with 
a More Volatile 
Growth Outlook

Figure 8 
Wesfarmers

 Weight

 Value

 Quality

 Growth Outlook

Source: Bloomberg, State Street Global Advisors. The State Street Global Advisors score out of 100 results were generated 
by our Active Quantitative Equity model. The results shown were achieved by means of a mathematical formula, and are 
not indicative of actual future results which could differ substantially. Portfolio Weight, represents the % of the State Street 
Australian Equity Fund allocated to the company as at the date indicated, and is subject to change.

Telstra is the leading provider of bandwidth and mobile data within Australia and ranks above 
average from a quality perspective. Over the course of 2017 and 2018 the operating environment 
deteriorated significantly for Telstra with competition eroding margins and sales growth. Over this 
period the stock underperformed significantly and the growth outlook scores declined. By the 
end of 2018, the underperformance and negative sentiment toward Telstra had opened up some 
medium term value. In September 2018, Telstra ranked above average in quality and value but 
below average in terms of growth prospects. At this point we had a ~4% weight in the company 
and Telstra had been a detraction to performance. By January 2019 the growth outlook began 
to improve and we added to our position from ~4% to ~6.5%. Since January 2019 we have held 
Telstra at close to 6.5% and it has been a mixed contributor to performance. Since September 
2018, Telstra has generated a total return of 6.3% p.a. underperforming the S&P/ASX 300 Index.1
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Having a diverse approach to stock selection is designed to be more balanced and to produce 
more consistent outcomes. Figure 10 compares the excess returns (returns generated above 
or below the returns of the S&P/ASX 300 Index) for a Balanced Style manager with the MSCI 
styles of Value, Quality and Growth. In any given year a single style may dominate, but over the 
time shown, the Balanced Style approach has demonstrated greater consistency and higher 
excess returns.

Figure 9 
Telstra

 Weight

 Value

 Quality

 Growth Outlook

Source: Bloomberg, State Street Global Advisors. The State Street Global Advisors score out of 100 results were generated 
by our Active Quantitative Equity model. The results shown were achieved by means of a mathematical formula, and are 
not indicative of actual future results which could differ substantially. Portfolio Weight, represents the % of the State Street 
Australian Equity Fund allocated to the company as at the date indicated, and is subject to change.

Figure 10 
Drawing on the 
Strengths of Multiple 
Styles to Produce More 
Consistent Outcomes

Date State Street 
Australian Equity 

Fund Excess (%)

MSCI Australia 
Value Index  
Excess (%)

MSCI Australia 
Quality Index  

Excess (%)

MSCI Australia 
Growth Index  

Excess (%)

30-Jun-10* 3.1 -1.1 0.8 1.3

30-Jun-11 -1.8 2.2 -2.8 0.9

29-Jun-12 10.9 1.6 -4.3 -9.9

28-Jun-13 -1.1 1.1 -9.5 -8.9

30-Jun-14 -1.8 0.6 -1.9 -0.8

30-Jun-15 5.4 -1.6 -2.7 0.3

30-Jun-16 10.4 -4.0 4.0 8.7

30-Jun-17 -8.2 3.8 -8.2 -5.8

29-Jun-18 -3.9 -2.9 4.6 11.4

28-Jun-19 -0.6 -0.1 2.1 -0.8

30-Jun-20 2.9 -5.9 10.7 9.0

Average** 1.4 -0.6 -0.7 0.5

* Returns calculated from the State Street Australian Equity Fund inception date (30-Sep-09 to 30-Jun-10).
**  Average excess return over total period.
Excess returns are relative to the S&P/ASX 300 Index. The performance figures for the State Street Australian Equity Fund 
reflect Total Returns and are provided on a net of fees basis. Net performance figures are after management and transaction 
costs. The fund performance includes the reinvestment of dividends and other corporate earnings and is calculated in 
Australian Dollars. Past performance is not a reliable indicator of future performance. Index returns reflect capital gains and 
losses, income, and the reinvestment of dividends. Index returns are unmanaged and do not reflect the deduction of any fees 
or expenses. 
Source: Bloomberg, State Street Global Advisors.
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At State Street, our balanced unemotional assessment of companies from the perspectives 
of Value, Quality, Growth and Risk pushes us towards more stable companies and away from the 
more glamorous companies. We are unapologetic for owning such boring businesses as we 
understand the power of more consistent returns over time. As most great sports teams 
understand, having a great defense is critical in winning. In funds management having a great 
defense is the ability to reduce capital losses. “Winning by not losing” may sound unglamorous 
but it is incredibly powerful for investors. In our experience, using a Balanced Style investment 
approach has resulted in the Fund participating in about 60%2 of a given down month, generating 
most of its excess return from reducing losses. Historically, this approach has generated greater 
outperformance in more volatile periods.

“ Winning-by-not-losing may sound unglamorous but it is incredibly powerful 
for investors.”

Boring is 
Indeed Beautiful

Figure 11 
Generating Excess 
Returns by Losing Less
Investing in a Balanced 
Style Portfolio

 ASX 300 
Accumulation Index

 State Street Australian 
Equity Fund

 Theoretical = 80% Upside 
and 60% Downside

Source: Morningstar. State Street Australian Equity Fund inception 30 September 2009 to 30 June 2020. The information 
contained above is for illustrative purposes only. The blended performance shown was created by the AQE group. 
Assumptions for “Theoretical 80% Upside and 60% Downside, is a hypothetical fund and does not reflect an actual fund, 
the calculation of returns have been calculated using the S&P/ASX 300 TR benchmark returns, when the benchmark has a 
positive month return, the hypothetical fund is capturing 80% of this positive return, and when the benchmark has a negative 
month return the hypothetical fund is capturing 60% of the negative return. The results shown do not represent the results of 
any singular benchmark but were achieved by calculating a % of monthly returns, to create a new hypothetical performance 
stream. The blended performance was compiled after the end of the period depicted and reflects blended investment 
results rather than the live performance of any particular strategy or product. The blended performance data is reported on 
a gross of fees basis, but net of administrative costs. Additional fees, such as the advisory fee, would reduce the return. The 
performance includes the reinvestment of dividends and other corporate earnings and is calculated in AUD. The blended 
performance shown is not necessarily indicative of future performance, which could differ substantially.

We view human emotions and biases as an integral part of financial markets. These biases 
are both prevalent and persistent across the business cycle, providing fertile ground for savvy 
investors to extract excess returns. Compared to other investment styles, a Balanced approach 
can provide greater downside protection and consistency of returns during periods of market 
volatility. Boring by nature. Far from boring investment outcomes.

This paper was originally published on livewiremarkets.com in September 2020, as part of the 
Livewire Markets “Style Wars” series.

Endnotes 1 To 30 June 2020. 2 From 30 September 2009 to 31 March 2020.
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Our clients are the world’s governments, institutions and financial advisors. To help them achieve 
their financial goals we live our guiding principles each and every day:

• Start with rigour
• Build from breadth
• Invest as stewards
• Invent the future

For four decades, these principles have helped us be the quiet power in a tumultuous investing 
world. Helping millions of people secure their financial futures. This takes each of our employees 
in 28 offices around the world, and a firm-wide conviction that we can always do it better. As a 
result, we are the world’s third-largest asset manager with US $3.05 trillion* under our care.

*  This figure is presented as of 30 June 2020 and includes approximately US$69.52 billion of assets with respect to 
SPDR products for which State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing 
agent. SSGA FD and State Street Global Advisors are affiliated.
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