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As 2025 ended, Quality stocks were in the grip of their worst period of relative underperformance in 20 years. The rolling
one-year performance of MSCI Quality versus MSCI World had sunk to -10% low in September, a sharp reversal from the
highs seen in mid-2024, just before the Federal Reserve began to cut interest rates - see Chart 1.

It is tempting to see this as an opportunity to simply buy the dip and return to managers who put Quality front and centre,
whatever the price. However, the Redwheel Global Equity Income team would argue that the world has changed: disruption
is now too pervasive for ‘Quality for Quality’s sake’ to remain a workable approach.

Chart 1: MSCI Quality vs MSCI World - % relative rolling 1-yr total return
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Source: Bloomberg, 6 February 2026. Past performance is not a guide to the future.

Disruption is challenging ‘Quality at any price’

Traditional approaches to Quality lean heavily on what has gone right so far. Strong historic profitability, high returns on
capital and long records of growth are treated as robust markers of future resilience. Yet the corporate landscape continues
to shift under our feet. An EY study’ highlighted that the average lifespan of an S&P 500 company has fallen from around
60-70 years in the mid-twentieth century to just 15 years today, as competitive pressures, technology and capital markets
shorten corporate lives.

That shortening lifespan is not confined to old-economy industries. The JP Morgan “Guide to the Markets” chart showing the
churn in the largest companies in the S&P 500 over successive decades underlines how quickly today’s champions can be
displaced, even at the very top of the index.

T EY.com: ‘How businesses can stand the test of time’, June 2023



https://www.ey.com/en_gl/insights/consulting/how-businesses-can-stand-the-test-of-time

Chart 2: Top 10 largest S&P 500 companies by decade
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Source: JPMorgan, January 2026. The information shown above is for illustrative purposes.

The recent software sell-off is simply the latest expression of this trend. New Al tools and business models have raised
legitimate questions about the durability of parts of the software-as-a-service universe, triggering a broad de-rating across
companies previously regarded as near-automatic winners?.

In this world, relying on historic quality characteristics to reassert themselves is increasingly hazardous. Business models
that once looked almost immune to disruption - including those built on intellectual capital and recurring revenues - are
now being challenged. The label “quality” tells you a lot about where a company has come from, but we argue that it shows
much less about whether it can adapt, and at what price it still makes sense to own.

A more nuanced approach to Quality

Against that backdrop, the Global Equity Income team believes that two extra ingredients are essential: valuation and a
repeatable way of judging whether disruption is temporary or permanent.

The strategy starts from a simple, objective rule. Every holding must yield at least 25% more than the MSCI World Index at
purchase, and any stock whose prospective yield falls below the index must be sold within six months. That discipline
ensures that the portfolio compounds a premium income stream relative to the market and prevents style shift towards
overpriced growth stocks.

Quality businesses therefore only fall into the strategy's investable universe when they are under pressure - when
controversy has pushed the price down, the yield up and consensus towards the exit. At that point, the central question is
not “is this a quality company?” but “is this a quality investment at this price, given what might change?” Years of deliberately
exploiting such situations have created a practical library of repeating patterns that that team can use to distinguish between
problems that are temporary or permanent.

The strategy's recent ability to own Accenture? - historically too expensive on yield grounds - is a clear example of the
opportunity created when a quality company’s share price falls 45% and its free cash flow moves above 5%.

2 Bloomberg, February 2025
3 See ‘Good things come to those who wait’, Redwheel, November 2025



https://www.redwheel.com/uk/en/institutional/insights/good-things-come-to-those-who-wait/

Downside capture matters again

Each new idea is tested using structured checklists and scenario work to assess its ability to suffer change or drawdown. The
focus is on a dual margin of safety: operational - can the business keep generating enough cash to support its dividend
through a range of outcomes - and valuation - is the current price already discounting the worst, so that potential upside
meaningfully outweighs the downside. If that asymmetry is missing, however tempting, they move on.

This approach has two implications for performance. It is likely to lag in euphoric periods when investors are happy to pay
any price for perceived quality or growth leadership and when narrow themes dominate index returns. But when volatility
returns - as it appears to be doing - and crowded trades unwind, the strategy’'s focus on starting yield, durability and
valuation has historically helped it protect capital and continue compounding income. Rather than treating volatility as
something to be avoided, it becomes a source of opportunity as previously uninvestable names finally meet the strategy’s
hurdle and downside capture matters again.

Chart 3: Representative portfolio vs MSCI World - performance over cumulative down days
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Source: Bloomberg, 6 January 2025 - 6 December 2025. USD. Past performance is not a guide to the future. The return may increase
or decrease as a result of currency fluctuations. Please see the disclaimer at the end of this document for further information on
the Representative Portfolio.

Why this framework matters in the age of Al

The current Al revolution is a good example of why this framework matters for Quality investors. The first phase of
enthusiasm has centred on the “picks and shovels” of the new wave - infrastructure, platforms and tools that promise to
reshape how the economy works. As competition intensifies and the technology diffuses, the team believe Al is likely to
move towards a more commoditised stage, where the real value lies not in owning the tools but in using them to deliver
better customer service at lower costs, deepen competitive moats and drive strong cash flows.

As that transition unfolds, controversies will shift. Some current darlings may find their advantages eroded for good. Others,
marked down in the recent sell-off, may prove to be exactly the kind of durable, cash-generative franchises that can harness
new tools to reinforce their position. A global equity income strategy that insists on yield, durability and valuation - and is
comfortable buying into controversy rather than crowding into comfort - is, we believe, well placed to distinguish between
them.



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.

CONTACT US

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

E invest@redwheel.com | W www.redwheel.com

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.
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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
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.

Information Required for Offering in Switzerland of Foreign Collective Investment Schemes to Qualified Investors within the
meaning of Article 10 CISA.

This is an advertising document.

The representative and paying agent of the Redwheel-managed funds in Switzerland (the "Representative in Switzerland”)
FIRST INDEPENDENT FUND SERVICES LTD, Feldeggstrasse 12, CH-8008 Zurich. Swiss Paying Agent: Helvetische Bank AG,
Seefeldstrasse 215, CH-8008 Zurich. In respect of the units of the Redwheel-managed funds offered in Switzerland, the place
of performance is at the registered office of the Swiss Representative. The place of jurisdiction is at the registered office of
the Swiss Representative or at the registered office or place of residence of the investor.



