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Here's looking at you, kid

The winter holidays are a time for many different family traditions, but one that seems to be most widespread is using the
time off to settle down to a movie - often, a cultural classic. In my case, this year's film was the romantic icon Casablanca, in
which our hero, Rick - played by an ice-cool Humphrey Bogart - is thrust into a wartime intrigue, and forced to confront the
sudden arrival of his long-lost love, lIsa, the role which catapulted Ingrid Bergman to new heights of stardom.

Watching it again, | was struck by a theme that seems to flow through the story: the importance of being in the right place,
at the right time, and making the right decisions. For those unfamiliar with the story - and a modest spoiler alert here - Rick
just happens to run the bar where all the shady deals in town get done, and as such just happens to be slipped two Letters
of Transit, worth their weight in gold to refugees desperate to escape the clutches of the Nazis. By pure coincidence, after
obtaining the letters, the former love of his life llsa shows up with her husband in urgent need of someone to help them flee
from the regime; Gestapo officers arrive in short order seeking to bring the two into custody.

Baffled by this sudden series of events, Bogart's character memorably laments at the coincidence of it all:
“Of all the gin joints in all the towns in all the world, she walks into mine”

Ultimately, Rick is at the right place in the right time to help llsa flee to a better life, and must find within himself the fortitude
to seize his opportunity to come to her aid, even if it means he will never see her again.

Whilst the tears of other viewers were flowing at the passion of it all, my thoughts, as they often do, turned to investing: as
we have noted before, all forms of art hold an important lesson for the shrewd investor, and, to my mind, Casablanca is no
exception. The message that the effortlessly smooth Humphry Bogart relays to investors is that, when one finds oneself
fortuitously in the right place at the right time, one must act decisively to take advantage of the opportunity - and prevaricate
at your peril.

It's a small world, after all

From where we sit, the right place and the right time align today in one area in particular: small companies, especially cheap
small companies (in light of our general investment philosophy, the emphasis on buying things cheap should hopefully come
as no surprise to our regular readers).

For starters, as a rule, small companies - which, using the MSCI World Small Cap index as a guide, are typically those
companies smaller than ~$20bn in market capitalisation’ - are a great place to look for long-term investing outperformance:
for any given long-term time horizon, an investment in a small cap index will likely have beaten an investment made at the
same time in larger companies, or indeed in the market in general. For example, $100 invested in the MSCI World Small Cap
Index in 2000 would have been worth $951 at the end of 2025 - an annualised return of 9.1% - compared with $599 for the
MSCI World, and just $463 for the MSCI World Large Cap index (annualised returns of 7.2% and 6.1%, respectively):

T Formally, the MSCI World Small Cap Index includes the smallest c.14% of each country’s companies, adjusted for their free
float.
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Chart 1: MSCI World Small Cap vs MSCI World and MSCI World Large Cap - long-term performance
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Source: Bloomberg, December 2025. Past performance is not a guide to the future.

Whilst this is certainly a soothing backdrop for the small company enthusiast, what stands out to us today is the recent
underperformance of small cap companies when compared with larger companies, a gap which, when one looks to history,
appears to be highly anomalous, and potentially profitable.

Take, for example the most recent five years of performance of both small and large companies from across the world, as
shown below by the figures for the MSCI World Small Cap and MSCI World Large Cap, respectively. In a reversal of the long-
term trend, large companies have hugely outperformed small companies since 2021, pushing up global markets as they
become more and more concentrated, led by a handful of massive companies, and leaving smaller companies in the dust.

Chart 2: MSCI World Small Cap vs MSCI World and MSCI World Large Cap - 5-year performance
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Source: Bloomberg, December 2025. Past performance is not a guide to the future.



Whilst it might appear that the recent outperformance of large cap companies is driven by the exceptional earnings growth
achieved by today's leading tech giants, a closer look demonstrates that the aggregate earnings growth of large cap
companies has been perfectly comparable to their smaller counterparts: from 2010 - 2025, MSCI World Large Cap companies

have seen earnings grow by 126%, whilst the MSCI World Small Cap companies have grown their earnings by 209% over the
same period - see Chart 3.

Despite this, the basket of larger companies will cost you 262% more than in 2010, compared with only 181% more for the
smaller companies - much more in line with the improvement in earnings.

Chart 3: MSCI World Small Cap vs key global indices - relative earnings growth, 2010 - 2025
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Source: Bloomberg, December 2025. Past performance is not a guide to the future. No investment strategy or risk management
technique can guarantee returns or eliminate risks in any market environment.

What this shows is that the large cap outperformance is simply a function of an expansion of valuation: investors have been
willing to pay higher and higher prices for each $1 of earnings for large companies in the last five years, implying ever greater
expectations that their futures will look as rosy as their past. An important corollary of this fact is that the returns from this
valuation expansion are finite, and are at risk of unwinding: having a company go from 15x earnings to 30x earnings - with
no change in income - does double your investment, but it would be imprudent to assume, on the back of an initial doubling,
that your investment will double again. Indeed, continuing to own the same company at 30x runs the very real risk that you
in fact end up on a round trip back to 15x - and are no better off than when you started.

Alternatively, to make the valuation difference more explicit, we can chart simple valuation metrics, based on the
fundamental earnings power and value embedded in each type of company. Again, what is clear is that larger companies,
whilst certainly admirable and making great strides in business growth, are benefitting hugely of late from investors simply
being willing to pay up for their earnings:



Chart 4a: MSCI World Small Cap vs Large Cap - CAPE, 2010 - 2025

40x
35x
30x
25x
20x
15x
10x

5x

U O S R S S A L SO A S 4
SRR SR A A A

——MSCl World Large Cap —— MSCI World Small Cap

Source: Bloomberg, December 2025; CAPE refers to Cyclically Adjusted Price-to-Earnings ratio. Past performance is not a guide to
the future.

Chart 4b: MSCI World Small Cap vs Large Cap - P/B, 2010 - 2025
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Source: Bloomberg, December 2025. Past performance is not a guide to the future.



Chart 4c: MSCI World Large Cap vs Small Cap - % premium on P/E, PBV and PDvd
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Source: Bloomberg, Morgan Stanley, September 2025. Past performance is not a guide to the future.

For us, this translates into opportunity. Not only is the small cap pond an excellent one in which to fish - given the long-run
trend of superior performance - but it is being discounted today by investors whose eyes and wallets are glued to the very
largest players, making it likely to be a wonderful place to find inexpensive companies with the potential for highly attractive
returns. Looking back through history, we can be comforted thatin similar periods, where large cap returns have outstripped
those from their smaller brethren, the subsequent returns for the investor willing to take the plunge and buy cheap small
cap companies have been material:

Chart 5: Small Cap vs Large Cap - relative trailing 10yr annualised return
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Source: Fama, Eugene F. and French, Kenneth R, “Fama / French Factors”, December 2025. Past performance is not a guide to the
future. Data set includes all companies on NYSE, AMEX, and NASDAQ indices.

The key, therefore, is to realise that we may just be in the right place at the right time - and to strike whilst the iron is hot.


https://mba.tuck.dartmouth.edu/pages/faculty/ken.french/Data_Library/f-f_factors.html

Double discounts

As well as feeling giddy at today's opportunity set from buying small companies, investors should recall the return potential
of value investing, the practice of buying companies with the widest discounts to intrinsic business value. Over time, this
approach has tended to deliver persistent outperformance compared with owning more expensive companies, and this
phenomenon - the bedrock of the value investing approach, and our investment philosophy - is similarly found in small
companies:
Chart 6: MSCI World Small Cap by valuation quintile - performance
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Source: Bloomberg, December 2025. Past performance is not a guide to the future. Quintile 1 represents the cheapest group,
Quintile 5, the most expensive.

As a result, as disciplined value investors able to buy small cap companies, today we feel like children in a chocolate factory.
The environment is ripe with opportunities for the discerning investor in small companies - opportunities that we are actively
seeking to take. And as you'd expect, our money is very much where our mouth is: in our Global Intrinsic Value fund?, we
have 30% of our investments in companies smaller than $10bn in size (compared with 1% for the MSCI World), and a full
62% in companies smaller than $20bn (MSCI World: 6%)3. This is not something arrived at from some top-down plan, but
instead merely a function of our fundamental, bottom-up approach: we go where we feel the value is to be had, and today
- as our positioning can attest - we feel that there is more value on offer in small and medium sized companies:

2 This is a marketing communication. Please refer to the Fund's Prospectus and KID/KIID before making any investment
decisions.

3 Portfolio holdings are subject to change at any time without notice. This information should not be construed as a
recommendation to purchase or sell any security.



Chart 7: Redwheel Global Intrinsic Value Strategy vs MSCI World - positioning by market cap
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Source: MSCI, Bloomberg, Redwheel, December 2025. Past performance is not a guide to the future.

Indeed, so compelled are we by small cap’s prospects that we have recently launched a new, dedicated fund - the Redwheel
Global Small Cap Value fund* - to apply our seasoned value investing disciplined to small companies in a focussed and
unconstrained way. Of course, adding in a plug for our new fund makes these observations admittedly entirely self-serving
- but it does not make them wrong. We see clear value today in smaller companies across the world, are invested
accordingly, and intend to capitalise on that value.

Mindful of the imperative to seize the rewards of being in the right place at the right time, we are reminded of Rick's iconic
line at the end of Casablanca:

“If that plane leaves the ground and you're not with him, you'll regret it. Maybe not today. Maybe not tomorrow, but
soon, and for the rest of your life”

As the small cap plane heads down the tarmac, we intend to be on it - and in the cheap seats.

Key Information

No investment strategy or risk management technique can guarantee returns or eliminate risks in any market
environment. Past performance is not a guide to the future. The prices of investments and income from them may fall as
well as rise and investors may not get back the full amount invested. Forecasts and estimates are based upon subjective
assumptions about circumstances and events that may not yet have taken place and may never do so. The statements and
opinions expressed in this article are those of the author as of the date of publication, and do not necessarily represent
the view of Redwheel. This article does not constitute investment advice and the information shown is for illustrative
purposes only.

4 This is a marketing communication. Please refer to the Fund’s Prospectus and KID/KIID before making any investment
decisions.



CONTACT US

Please contact us if you have any questions or would like to discuss any of our strategies.
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Disclaimer

Redwheel ® and Ecofin ® are registered trademarks of RWC Partners Limited ("RWC"). The term “Redwheel” may include any
one or more Redwheel branded regulated entities including, RWC Asset Management LLP which is authorised and regulated
by the UK Financial Conduct Authority and the US Securities and Exchange Commission (“SEC"); RWC Asset Advisors (US)
LLC, which is registered with the SEC; RWC Singapore (Pte) Limited, which is licensed as a Licensed Fund Management
Company by the Monetary Authority of Singapore; Redwheel Australia Pty Ltd is an Australian Financial Services Licensee with
the Australian Securities and Investment Commission; and Redwheel Europe Fondsmeaeglerselskab A/S ("Redwheel Europe”)
which is regulated by the Danish Financial Supervisory Authority.

Redwheel may act as investment manager or adviser, or otherwise provide services, to more than one product pursuing a
similar investment strategy or focus to the product detailed in this document. Redwheel and RWC (together "Redwheel
Group”) seeks to minimise any conflicts of interest, and endeavours to act at all times in accordance with its legal and
regulatory obligations as well as its own policies and codes of conduct.

This document is directed only at professional, institutional, wholesale or qualified investors. The services provided by
Redwheel are available only to such persons. It is not intended for distribution to and should not be relied on by any person
who would qualify as a retail or individual investor in any jurisdiction or for distribution to, or use by, any person or entity in
any jurisdiction where such distribution or use would be contrary to local law or regulation.

This document has been prepared for general information purposes only and has not been delivered for registration in any
jurisdiction nor has its content been reviewed or approved by any regulatory authority in any jurisdiction.

The information contained herein does not constitute: (i) a binding legal agreement; (ii) legal, regulatory, tax, accounting or
other advice; (iii) an offer, recommendation or solicitation to buy or sell shares in any fund, security, commodity, financial
instrument or derivative linked to, or otherwise included in a portfolio managed or advised by Redwheel; or (iv) an offer to
enter into any other transaction whatsoever (each a “Transaction”). Redwheel Group bears no responsibility for your
investment research and/or investment decisions and you should consult your own lawyer, accountant, tax adviser or other
professional adviser before entering into any Transaction. No representations and/or warranties are made that the
information contained herein is either up to date and/or accurate and is not intended to be used or relied upon by any
counterparty, investor or any other third party.

Redwheel Group uses information from third party vendors, such as statistical and other data, that it believes to be reliable.
However, the accuracy of this data, which may be used to calculate results or otherwise compile data that finds its way over
time into Redwheel Group research data stored on its systems, is not guaranteed. If such information is not accurate, some
of the conclusions reached or statements made may be adversely affected. Any opinion expressed herein, which may be
subjective in nature, may not be shared by all directors, officers, employees, or representatives of Redwheel Group and may
be subject to change without notice. Redwheel Group is not liable for any decisions made or actions or inactions taken by
you or others based on the contents of this document and neither Redwheel Group nor any of its directors, officers,
employees, or representatives (including affiliates) accepts any liability whatsoever for any errors and/or omissions or for any
direct, indirect, special, incidental, or consequential loss, damages, or expenses of any kind howsoever arising from the use
of, or reliance on, any information contained herein.

Information contained in this document should not be viewed as indicative of future results. Past performance of any
Transaction is not indicative of future results. The value of investments can go down as well as up. Certain assumptions and
forward looking statements may have been made either for modelling purposes, to simplify the presentation and/or
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calculation of any projections or estimates contained herein and Redwheel Group does not represent that that any such
assumptions or statements will reflect actual future events or that all assumptions have been considered or stated. There can
be no assurance that estimated returns or projections will be realised or that actual returns or performance results will not
materially differ from those estimated herein. Some of the information contained in this document may be aggregated data
of Transactions executed by Redwheel that has been compiled so as not to identify the underlying Transactions of any
particular customer.

No representations or warranties of any kind are intended or should be inferred with respect to the economic return from,
or the tax consequences of, an investment in a Redwheel-managed fund.

This document expresses no views as to the suitability or appropriateness of the fund or any other investments described
herein to the individual circumstances of any recipient.

The information transmitted is intended only for the person or entity to which it has been given and may contain confidential
and/or privileged material. In accepting receipt of the information transmitted you agree that you and/or your affiliates,
partners, directors, officers and employees, as applicable, will keep all information strictly confidential. Any review,
retransmission, dissemination or other use of, or taking of any action in reliance upon, this information is prohibited. Any
distribution or reproduction of this document is not authorised and is prohibited without the express written consent of
Redwheel Group.

The risks of investment are detailed in the Prospectus and should be considered in conjunction with your investment adviser.
Please refer to the Prospectus, Key Investor Information Document (UCITS KIID), Key Information Document (PRIIPS KID),
Summary of Investor Rights and other legal documents as well as annual and semi-annual reports before making investment
decisions; these documents are available free of charge from RWC or on RWC's website: https://www.redwheel.com/ and
available in local languages where required. RWC as the global distributor has the right to terminate the arrangements made
for marketing Redwheel Funds in certain jurisdictions and to certain investors. Redwheel Europe is the sub-distributor of
shares in Redwheel Funds in the European Economic Area ("‘EEA") and is regulated by the Danish Financial Supervisory
Authority. This document is not a solicitation or an offer to buy or sell any fund or other investment and is issued in the UK
by RWC and in the EEA by RW Europe. This document does not constitute investment, legal or tax advice and expresses no
views as to the suitability or appropriateness of any investment and is provided for information purposes only. The views
expressed in the commentary are those of the investment team.

Funds managed by Redwheel are not, and will not be, registered under the Securities Act of 1933 (the "Securities Act”) and
are not available for purchase by US persons (as defined in Regulation S under the Securities Act) except to persons who are
“qualified purchasers” (as defined in the Investment Company Act of 1940) and “accredited investors” (as defined in Rule
501(a) under the Securities Act).

This document does not constitute an offer to sell, purchase, subscribe for or otherwise invest in units or shares of any fund
managed by Redwheel. Any offering is made only pursuant to the relevant offering document and the relevant subscription
application. Prospective investors should review the offering memorandum in its entirety, including the risk factors in the
offering memorandum, before making a decision to invest.

Redwheel Funds is a Luxembourg domiciled UCITS SICAV authorised by the CSSF and recognised in the UK under the
Overseas Funds Regime. It is not authorised by the UK Financial Conduct Authority. UK investors will not have access to the
UK Financial Ombudsman Service (FOS) or the Financial Services Compensation Scheme (FSCS) in respect of or in the event
that the Redwheel Funds’ Management Company or Depositary and Administration Agent (As defined under the Offering
Document of Redwheel Funds) is unable to meet its liabilities to investors. UK investors may contact the Management
Company which will, on request, provide details of how to make a complaint and how to access any applicable out of court
complaints procedures in Luxembourg.



