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A stock picker’'s market — for some

Why low correlation and elevated dispersion create opportunity,
but do not guarantee active outperformance
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October 2026

“It's a stock-picker's market.” - | know it sounds like the rallying cry of the active manager making a last stand against the
passive rout. Bear with me!

The S&P 500 has spent four months going nowhere, the index rising 0.7% from the beginning of June to the beginning of
October, with unusually low index volatility'. Yet beneath that quiet surface, individual stocks have been more volatile than
average. The market appears calm not because its constituents are calm, but because their movements are so out of sync:

stocks are moving in opposite directions much more than usual. That creates both an opportunity for stock-pickers and a
potentially fragile calm.

Chart 1: S&P 500 Index - 30-day rolling volatility
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Source: Bloomberg, October 2026. Annualised volatility. Dashed line denotes long-term historical average. The information shown

above is for illustrative purposes. No investment strategy or risk management technique can guarantee returns or eliminate risks
in any market environment.

Calm on the surface

Chart 2 shows the rolling three-month average correlation between each constituent's returns and the S&P 500 falling to a
historic low. This measures stock-to-index relationships. Low average correlation indicates weaker synchronisation with the
market: company earnings, sector developments and investment themes matter more than the direction of the broader

market and macroeconomic influences. This may be surprising given how rising bond yields (the stock market discount rate)
and geopolitical events are dominating news headlines.
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Chart 2: S&P 500 Index vs each index member - Average 3-month rolling correlation
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Source: Bloomberg, October 2026. Dashed line denotes long-term historical average. Correlation ranges from =1 to +1: +1 indicates
a perfect positive linear relationship; 0, no linear relationship; -1, a perfect negative linear relationship. The information shown
above is for illustrative purposes. Past performance is not a guide to the future.

It means that diversification has been unusually effective, but this protection is conditional. If a macroeconomic shock makes
previously offsetting stocks move together, index volatility could rise sharply, even without a further increase in individual-
stock volatility. Note: the vulnerability is a correlation shock, not necessarily an impending market fall.

It is also worth observing something further, the breakdown in the correlation between the S&P 500 Index and the S&P 500
Equal Weight Index. Both contain the same constituents, but the S&P 500 Index is behaving more like a concentrated active
fund due to the dominance of a small number of holdings that account for over 40% of the index?. Passive allocation to the
index now carries a substantial implicit bet on Al-related tech.
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Chart 3: S&P 500 Index vs S&P 500 Equal Weight index - 3-month realised correlation
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Source: Bloomberg, October 2026. Dashed line denotes historical median. Correlation ranges from -1 to +1: +1 indicates a perfect
positive linear relationship; 0, no linear relationship; —1, a perfect negative linear relationship. The information shown above is for
illustrative purposes. Past performance is not a guide to the future.

Different directions are not enough

Does low correlation make it a stock-picker's market? No, low correlation alone does not in itself create a rewarding stock-
picker's market. Stock returns must also be sufficiently far apart; we need large differences in stock price movements.
Dispersion measures that distance. Low correlations do not always mean high dispersion. For illustration, the table shows
two scenarios where Stock A and B have zero correlation, but very different profiles of periodic returns. Scenario 1 returns
are bounded between +0.7% and +1.3%, whereas scenario 2 returns are bounded between -14% and +16%.

Table 1: The distinction between correlation and dispersion

Scenario Measure Period 1 Period 2 Period 3 Period 4 Correlation

1) Low correlation, Stock A return +1.3% +1.1% +0.9% +0.7% 0.00
low dispersion

Stock B return +1.1% +0.7% +1.3% +0.9%
Dispersion 0.1 pp 0.2 pp 0.2 pp 0.1 pp
2) Low correlation, Stock A return +16.0% +6.0% -4.0% -14.0% 0.00
high dispersion
Stock B return +6.0% -14.0% +16.0% -4.0%
Dispersion 5.0 pp 10.0 pp 10.0 pp 5.0 pp

Source: Author analysis. Both pairs exhibit zero correlation across four periods. Dispersion is calculated as the cross-sectional
standard deviation (half the two-stock return gap); pp denotes percentage points. The returns shown above are hypothetical, for
illustrative purposes only, and do not represent actual results.



This year, we are experiencing a period of high stock dispersion, on a level greater than during the pandemic, while not yet
atthe TMT and GFC levels. For example, Moderna's stock price rose 177% on 19 August, IBM dropped 25% on 14 July, Marvell
Technology rose 33% on 2 June, Dell's rose 33% on 29 May?3. These are not small companies. This elevated dispersion is
shown in Chart 4.

Chart 4: The S&P 500 Equal Weight Index - Dispersion
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Source: Bloomberg, October 2026. Cross-sectional return dispersion across index constituents. Dashed line denotes long-term
average. 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.

Higher dispersion raises both the rewards from picking winners and the cost of mistakes. It widens the range of active
outcomes without creating skill or guaranteeing success, but gives skilled managers greater scope to demonstrate it.

When opportunity knocks

Anna von Reibnitz's When Opportunity Knocks: Cross-Sectional Return Dispersion and Active Fund Performance (Critical Finance
Review, 2017) examines active US equity mutual funds over 1972-2013, testing whether dispersion conditions the
relationship between activeness and performance. In the study, ‘activeness’ is assessed by tracking three years of returns:
the less a fund's performance is explained by broad market styles like size, value, or momentum (measured as 1 - R?), the
more ‘active’ the manager is considered.

[T]hose managers who pursue the most active strategies produce significant outperformance in times of high cross-
sectional dispersion in returns. During times of high dispersion, a portfolio of the most active funds significantly
outperforms a portfolio of the least active funds. This is in contrast to lower dispersion months, during which the
difference in performance between the most and least active funds is not generally significant.

— Anna von Reibnitz

Crucially, the tests use observed dispersion to examine subsequent performance, drawing on the tendency for high
dispersion to persist from month to month rather than requiring investors to anticipate its initial rise. As the paper explains,
“our strategy does not require the ability to predict high dispersion before it first occurs, which is of significant value to fund
managers and fund investors alike” (von Reibnitz).
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The implication also runs backwards: “If a sample period is dominated by low dispersion and, consequently, low active
opportunity, a skilled manager could appear to possess no skill based on performance alone” (von Reibnitz). This
underscores the importance of evaluating performance in context.

Opportunity, not guaranteed

Capturing dispersion requires correct active bets, whether through skill or luck, and sufficient freedom to express them.
Tight tracking-error budgets and closet indexing can leave little exposure to the opportunity. Today's concentrated market
creates a further complication. As Filippo Neumaier explains in The risk of measuring risk, a diversified active portfolio can
now generate substantial tracking error simply because it differs from an increasingly concentrated benchmark. The very
controls intended to limit risk may therefore restrict a manager’s ability to exploit the dispersion opportunity.

Position limits, liquidity requirements, diversification rules and factor-risk controls can further constrain active weights.
Implementation matters too. Turnover, bid-ask spreads, market impact, taxes and slow execution can erode gross gains, so
dispersion must be high enough to outweigh these costs.

Meanwhile, concentrated positions (that are not those of the benchmark) can increase drawdown, client-redemption and
career risks, creating powerful incentives for managers to hug their benchmarks. Differentiating a portfolio therefore
requires both individual conviction and an investment environment that allows it.

Amid ongoing pressure from passive alternatives, the current environment offers active managers a rare opening to
demonstrate value. However, a ‘stock-picker's market’ defines the breadth of opportunity rather than predicting success.
Capturing those excess returns still requires skill, portfolio leeway, and the nerve to endure the inevitable discomfort of
being different.

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.
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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 Fondsmaeglerselskab 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
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.



