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The Paradox of the Intangible Edge

Picture this: a company riding high on quarterly earnings, its stock chart climbing like a rocket.
Investors cheer; analysts nod approvingly. Yet beneath the surface lies something far more enduring
than numbers — a force that doesn’t appear on balance sheets but quietly determines who thrives
and who falters: Culture.

When we at MFS commissioned Oxford’s research on Financial Returns to Corporate Culture,

our goal was clear: to move beyond anecdotes and measure culture as a priced, material driver of
financial outcomes. The findings are striking. Culture is not a slogan; itis intangible capital. Rare, hard
to imitate, and capable of generating sustainable advantages. And like any form of capital, it can pay
dividends — sometimes in ways that defy short-term expectations.

Why Culture Matters Now

Markets reward what they can measure. For decades, that meant hard metrics: cash flows, margins,
multiples. But as cycles turn and volatility rises, investors are rediscovering what academics have
long suspected: the “soft” stuffis also hard stuff. Culture compounds quietly, shaping adaptability,
resilience, and trust.

In collaboration with Oxford, we analyzed 627,000 earnings calls across 5,900 firms over 20 years,
applying Natural Language Processing (NLP) to decode and reveal five cultural signals: innovation,
integrity, quality, respect, and teamwork. What emerged is a story of asymmetry: some traits, like
innovation, are systematically rewarded, while others, like integrity and teamwork, carry nuanced,
context-dependent payoffs.
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Exhibit 1: Sectoral Regressions of One-Month-Ahead Excess Returns
on Various Cultural Dimensions

imegrity  0.01 -0.16- 0.14 -0.15 -0.10 -o.15- 0.06 -0.02 -0.06

Teamwork | -0.21 -0.18 -0.19 -0.15 -0.05 -0.08 -0.06 -0.08 0.02 -0.12 -
imnovation  -0.05 0.06 0.07 0.07 0.04 0.08 - 0.14 0.10 0.06 0.11
respect  -0.02 0.04 0.09 0.04 0.00 -0.07 -0.05 0.05 0.15 0.07 0.17
Quality 0.14 - 0.05 0.01 -0.13 -0.07 0.04 0.04 -0.03 -0.01 0.16

Energy  Materials Industrials Consumer Consumer Health Financials Information Comm Utilities Real Estate
Discretionary Staples Care Technology Services

Source: Financial Returns to Corporate Culture - Oxford Research, August 25, 2025.

The analysis draws on a large panel of U.S. publicly listed firms over the period 2002-2021. The final dataset
comprises more than 5,900 unique firms and 627,134 firm-month observations, covering a broad cross-section
of industries and market capitalizations.

To measure corporate culture, the study applies modern natural language processing methods to quantify
cultural values from earnings call transcripts. The starting point is the observation that corporate culture is
frequently discussed in qualitative terms during analyst calls. The study analyzes whether five corporate
cultural dimensions—integrity, teamwork, innovation, respect, and quality—predict one-month-ahead excess
stock returns. Using several panel regression models with different fixed effects structures, the authors control
for firm characteristics, industry effects, and time-varying industry trends.

Three Stories That Matter
1. Innovation: A Signal of Adaptability

Innovation isn’t just a buzzword; it’s a survival instinct. In knowledge-intensive sectors like communication
services, technology and financials, innovation predicted higher returns with coefficients as high as 0.23
(aone-unitincrease in the innovation score in financials, as shown in Exhibit 1, implies a 23-basis-point increase
in expected monthly excess return; a material effect in equity markets).' According to the Oxford analysis,
innovation delivered the strongest long-short performance of any cultural factor — generating a cumulative
excess return of roughly 102% over the 20-year sample period.

Why? Because markets chronically underprice adaptability. During crises — the 2008 financial meltdown, the
COVID-19 pandemic — the innovation premium spikes. Investors flock to firms that can pivot, experiment, and
reinvent (quickly).

Case in point: Moderna'’s response to COVID-19. Before the pandemic, Moderna had no commercialized
products, but it had institutionalized a culture of scientific autonomy, transparent data sharing, and rapid
iteration. When the crisis hit, that cultural infrastructure allowed the company to compress timelines and
progress from sequence identification to a viable vaccine candidate in a matter of weeks. The markets didn’t
simply reward Moderna’s technology; they repriced the organizational capability to advance faster than the rate
of environmental change.”

But innovation isn’t free; it comes with trade-offs. The research shows that innovation is also historically
associated with slower asset and sales growth. Firms that innovate invest heavily in research and development
(R&D), sacrificing short-term profitability for long-term resilience.
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2. Teamwork: Quiet Resilience

Teamwork rarely makes headlines. In fact, normally, markets penalize it. Across sectors like energy, materials,
and industrials, teamwork predicted lower short-horizon returns, with coefficients dipping to -0.21, with the
lowest being in energy.' Why? Because collaboration looks costly when efficiency rules the day.

But here’s the twist: when a storm hits, teamwork flips from liability to lifeline. The Oxford research shows that
during periods of systemic stress, teamwork’s payoff becomes positive and significant (reaching coefficients
0f0.110).> Cohesion becomes a form of organizational insurance: it allows firms to coordinate rapidly, absorb
shocks, and execute under pressure. It also correlates with higher R&D intensity, signaling along term,
innovation-enabling mindset even if margins compress in the short run.

Case in point: Toyota during the 2011 Tohoku earthquake. Toyota’s operating system integrates hands-on
problem solving (“genchi genbutsu,” which translates to “go and see”) and shared accountability at the

plant level. When supply chains fractured due to the earthquake, cross-functional teams rapidly mapped
dependencies, re-sequenced production, and collaborated with suppliers to stabilize output. Despite being
closest to the epicenter of disruption, Toyota’s recovery outpaced many of their global peers — illustrating
teamwork’s counter-cyclical value.*

3. Integrity: Stability at a Cost

Integrity whispers rather than shouts. The research finds that it consistently lowered volatility and market beta,
providing downside risk management when risks surge — one reason utilities and regulated industries tend to
score high on this front.” Investors read integrity as a proxy for trust, discipline, and compliance. But the same
analysis reveals a sharper edge: in capital-intensive sectors such as materials, industrials, and financials, firms
with high integrity scores often generated lower near-term returns, particularly during periods of heightened
uncertainty. The logic follows that when markets reward aggressive positioning, conservatism can look like
rigidity. Integrity can constrain growth and margins, even as it mitigates tail risk.

Case in point: Goldman Sachs in the Global Financial Crisis. Long before 2008, Goldman cultivated a

risk culture where the stature of control functions was deliberately elevated — risk and compliance could
challenge trading desks in real time, and conservative calls were respected. That cultural design constrained
upside in benign markets but protected the firm when the cycle turned, avoiding the worst impairments that hit
more aggressively.®
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Case Study: Compass Group - Culture as an Execution Advantage
MFS Holding: $1.65 billion’

In labor-intensive, operationally complex businesses, culture is not an abstraction; it shows up in safety
outcomes, employee retention, client stickiness, and, ultimately, financial performance. Compass Group offers
a clear example of how culture operates as hidden capital and how active engagement can help surface it.

Compass operates tens of thousands of client sites globally, with frontline employees forming the backbone
of service quality. Execution risk is therefore high. Over multiple engagements, our dialogue with Compass
has focused less on aspiration and more on how their culture is governed, measured, and reinforced at the
ground level.

Arecurring theme in our conversations has been health and safety as a cultural signal, not just a compliance
exercise. We have found that Compass consistently performs better than their peers on safety measures;
however, the firm recently decided to pause disclosure of lost-time injury rates. We value this data as a clear
signal of operational quality, so we engaged with Compass’ global head of safety. The discussion revealed that
senior leadership understood why this metric matters to us as a proxy for operational discipline and frontline
culture, and they were open to reinstating the disclosure. That willingness to re-engage on difficult data points is
itself a signal of cultural maturity.

We have also consistently engaged Compass on employee turnover, a critical indicator in an industry where
churnis often structurally high. Compass’ turnover trends in the high 20% range — materially better than
industry peers — which reflects a culture that prioritizes training, site-level accountability, and managerial
continuity. Management has acknowledged the importance of transparency in this area and has offered to
explore more complete reporting, potentially including business unit manager turnover. Again, culture shows
up notinslogans, but in how seriously leadership treats measurement and accountability to their stakeholders
(employees and shareholders alike).

Importantly, this cultural foundation translates into the outcomes that investors care about. Compass’ high
client retention rates, resilience through downturns, and ability to consistently outgrow peers all hinge

on repeatable execution across thousands of decentralized locations. That kind of consistency cannot be
mandated centrally; it must be culturally embedded.

From an investment perspective, Compass illustrates a key insight from our research with Oxford: qualities like
teamwork, integrity, and operational discipline may look lackluster in benign markets, but they compound
quietly. In periods of disruption — labor shortages, regulatory changes, cost inflation — these qualities become
sources of relative advantage.

The Future of Investing

Numbers tell us where we’ve been. Culture tells us where we’re going. Our research with Oxford proves what
intuition has whispered for years: culture is priced, measurable, and predictive. It doesn’t just shape behavior —
it shapes markets. In a landscape defined by disruption, the most enduring advantage is the one you can’t see
on a balance sheet.

For investors, the question isn’t whether culture matters. It's whether you're ready to act on it. Because in the
next cycle, intangible capital may be the most tangible edge you own. 4
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MFS may incorporate environmental, social, or governance (ESG) factors into its investment decision making, fundamental investment analysis and engagement activities when communicating
with issuers. The statements or examples provided above illustrate certain ways that MFS has historically incorporated ESG factors when analyzing or engaging with certain issuers but they

are not intended to imply that favorable investment, ESG outcomes or engagement outcomes are guaranteed in all situations or in any individual situation. When engaging with companies,
including engagements on ESG topics, MFS' focus is discussing, gathering information about, and seeking appropriate transparency on matters that could be material to the long-term economic
valuation of the company so that MFS may make an informed investment decision that advances MFS clients’ long-term economic interests. MFS does not engage for the purpose of trying to
change or influence control of a company. Engagements often consist of ongoing communications with an issuer. Engagement with an issuer may not result in any direct changes to any issuer’s
ESG-related practices. Favorable investment or engagement outcomes, including those described above, may be unrelated to MFS analysis or activities. The degree to which MFS incorporates
ESG factors into its investment decision making, investment analysis and/or engagement activities will vary by strategy, product, and asset class, and may also vary over time, and will generally
be determined based on MFS’ opinion of the relevance and materiality of the specific ESG factors (which may differ from judgements or opinions of third-parties, including investors).

Any examples above may not be representative of ESG factors used in the management of any investor’s portfolio. Any ESG assessments or incorporation of ESG factors by MFS may be reliant on
data received from third-parties (including investee companies and ESG data vendors), which may be inaccurate, incomplete, inconsistent, out-of-date or estimated, or only consider certain ESG
aspects (rather than looking at the entire sustainability profile and actions of an investment or its value chain), and as such, may adversely impact MFS' analysis of the ESG factors relevant to an
investment. The information included above, as well as individual companies and/or securities mentioned, should not be construed as investment advice, a recommendation to buy or sell oran
indication of trading intent.

The views expressed are those of the author(s) and are subject to change at any time. These views are for informational purposes only and should not be relied upon as a recommendation to
purchase any security or as a solicitation or investment advice. No forecasts can be guaranteed. Past performance is no guarantee of future results.

Diversification does not guarantee a profit or protect against a loss. Past performance is no guarantee of future results.

GLOBAL DISCLOSURE
Unless otherwise indicated, logos and product and service names are trademarks of MFS® and its affiliates and may be registered in certain countries.

Distributed by: U.S.- MFS Institutional Advisors, Inc. ("MFSI"), MFS Investment Management and MFS Fund Distributors, Inc., Member SIPC; Latin America - MFS International Ltd.; Canada -
MFS Investment Management Canada Limited.; Note to UK and Switzerland readers: Issued in the UK and Switzerland by MFS International (U.K.) Limited ("MIL UK"), a private limited company
registered in England and Wales with the company number 03062718, and authorised and regulated in the conduct of investment business by the UK Financial Conduct Authority. MIL UK, an
indirect subsidiary of MFS®, hasiits registered office at One Carter Lane, London, EC4V 5ER.; Note to Europe (ex UK and Switzerland) readers: Issued in Europe by MFS Investment Management
(Lux) S.arl. (MFS Lux) - authorized under Luxembourg law as a management company for Funds domiciled in Luxembourg and which both provide products and investment services to
institutional investors and is registered office is at S.arl. 4 Rue Albert Borschette, Luxembourg L-1246. Tel: 352 2826 12800. This material shall not be circulated or distributed to any person other
than to professional investors (as permitted by local regulations) and should not be relied upon or distributed to persons where such reliance or distribution would be contrary to local regulation;
Singapore - MFS International Singapore Pte. Ltd. (CRN 201228809M); Australia/New Zealand - MFS International Australia Pty Ltd ("MFS Australia") (ABN 68 607 579 537) holds an Australian
financial services licence number 485343. MFS Australia is regulated by the Australian Securities and Investments Commission.; Hong Kong - MFS International (Hong Kong) Limited ("MILHK"),
a private limited company licensed and regulated by the Hong Kong Securities and Futures Commission (the "SFC"). MIL HK is approved to engage in dealing in securities and asset management
requlated activities and may provide certain investment services to "professional investors" as defined in the Securities and Futures Ordinance ("SFO").; For Professional Investorsin China -
MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 Century Avenue, Shanghai World Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese
limited liability company registered to provide financial management consulting services.; Japan - MFS Investment Management K K., is registered as a Financial Instruments Business Operator,
Kanto Local Finance Bureau (FIBO) No.312, a member of the Investment Trust Association, Japan and the Japan Investment Advisers Association. As fees to be borne by investors vary depending
upon circumstances such as products, services, investment period and market conditions, the total amount nor the calculation methods cannot be disclosed in advance. All investments involve
risks, including market fluctuation and investors may lose the principal amount invested. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of Financial
Instruments and Exchange Act carefully before making the investments. For readers in Saudi Arabia, Kuwait, Oman, and UAE (excluding the DIFC and ADGM). In Qatar strictly for
sophisticated investors and high net worth individuals only. In Bahrain, for sophisticated institutions only: The information contained in this document is intended strictly for professional
investors. The information contained in this document, does not constitute and should not be construed as an offer of, invitation or proposal to make an offer for, recommendation to apply for or
an opinion or guidance on a financial product, service and/or strategy. Whilst great care has been taken to ensure that the information contained in this document is accurate, no responsibility
can be accepted for any errors, mistakes or omissions or for any action taken in reliance thereon. You may only reproduce, circulate and use this document (or any part of it) with the consent

of MFS international UK. Ltd ("MIL UK"). The information contained in this document is for information purposes only. It is not intended for and should not be distributed to, or relied upon by,
members of the public. The information contained in this document, may contain statements that are not purely historical in nature but are “forward-looking statements”. These include, amongst
other things, projections, forecasts or estimates of income. These forward-looking statements are based upon certain assumptions, some of which are described in other relevant documents or
materials. If you do not understand the contents of this document, you should consult an authorised financial adviser. Please note that any materials sent by the issuer (MIL UK) have been sent
electronically from offshore. South Africa - This document, and the information contained is not intended and does not constitute, a public offer of securities in South Africa and accordingly
should not be construed as such. This document is not for general circulation to the public in South Africa. This document has not been approved by the Financial Sector Conduct Authority and
neither MFS International (U.K.) Limited nor its funds are registered for public sale in South Africa.
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