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Al disruption and opportunity

Introduction

e Generative artificial intelligence (genAl) has the potential to transform industries.
We view this technology transition as a platform shift, owing to the underlying per-
formance of the technology and its ubiquitous applicability.

e As use cases continue to be defined, we see genAl broadening outside of the
technology sector to have wide-reaching implications. Moreover, entrepreneurs
need to remember that the underlying technology is improving at a rapid pace and
being embraced by new industries. We believe underlying model improvements will
expand the total addressable market of genAl.

e We believe culture will be a key determinant as to which firms capture the value from
genAl rather than be disrupted by it over the long term. In the near term, we're
monitoring to see whether the scaling laws are holding.

The range of problems that artificial intelligence (Al) can Figure 1
address keeps growing, enhancing the productivity of know-
ledge workers every day'. With 1 billion knowledge workers
worldwide, the productivity gains could easily surpass that
of the internet—possibly making it one of the biggest
investment opportunities over the next decades. The poten- 2943
tial of this new productivity boom has kicked off a capex

cycle to build Al data centers that will likely surpass the size 30 25.80 ‘
of traditional data centers in the next few years. We view 2224 ‘
these investments as sustainable, given the rate of underly- 25 ‘
ing model improvements is expanding the long-term reve-

nue potential of this technology at an accelerating rate. 20
Moreover, we see the early returns on investment data

points as healthy and would note that, in fact, the average 15
return on total capital across the Big 4 (Alphabet, Amazon,

Meta, and Microsoft) grew from 22% in 2022 to 29% in 10
2024 (see Figure 1).

Big 4 average return on total capital 2022-2024
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T High-level workers who apply theoretical and analytical knowledge,

acquired through formal training, to develop products and services Source: Factset, UBS estimates, company reports
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Figure 2

Annual growth in revenue per employee

for each of the sectors in scope
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Across the sectors, we also see good growth in productivity
as measured by revenue per employee over the 2022-24
period. Indeed, all major sectors saw healthy annualized
growth in this metric (see Figure 2), which we view as partly
driven by Al—particularly in the TMT (technology, media, and
telecommunications) sectors, as these are the first to be expo-
sed to genAl—and as a strong indicator of Al's potential.

The early superpowers of the LLMs (large language models)
include coding, digital advertising, and customer care. On
coding and digital advertising: Alphabet disclosed several
guarters ago that its internal genAl models are now writing
25% of all their engineers’ code, whereas Meta has announ-
ced that genAl models have increased engagement on Face-
book and Instagram by 6% and 8%, respectively, as well as
conversion by 7%.

We continue to view the enabling layer, which we define as
Al-linked semiconductors and cloud computing platforms, as
the most attractive positioning within genAl as the pace of
infrastructure buildout should continue to be supported by
Al model improvements and monetization. We also see less
disruption risk on the enabling layer given the consolidated
nature of the industry, attractive valuations, and visibility into
strong near-term growth. These should result in robust
returns on investment and favor our top-down market esti-
mate for a USD 1.1tr revenue opportunity across the ena-
bling, model, and intelligence layers by 2027.

For private companies, we see greater potential in the appli-
cation layer as genAl simplifies and empowers smaller teams
to have outsized impact. We have seen faster time to signifi-
cant revenues, smaller teams achieving unicorn status, and
fewer years to achieve unicorn status for Al native startups
(see Figure 3).

For entrepreneurs, we expect the usage and implementation
of genAl to offer more scope for startups to scale and dis-
rupt incumbents. Building genAl infrastructure hasn’t been
disruptive on the supply side. This is largely due to the con-
solidated nature of semiconductors and cloud computing
platforms as well as the capital intensity of developing genAl
leading-edge technology. Indeed, the pre-training, post-trai-
ning, and test-time compute scaling laws mean that building
genAl (as opposed to using it) is reserved for the most well-
capitalized businesses.
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However, the usage of genAl should create new markets
and thus potential for start-ups and entrepreneurs. We also
note that the speed to scaled revenues for new genAl
startups has strongly exceeded Saa$S (software-as-a-service)
startups from 2018 (see Figure 4). With the average Al star-
tup on Stripe reaching USD 5mn of annual recurring reve-
nue in 24 months versus 37 months for Saa$, this speed to
scale represents a compelling opportunity for entrepreneurs,
in our view.

Thus far, the benefits of genAl have been relatively concen-
trated, as those incumbents building the technology are also
the first and best positioned to capture the value of genAl.
We expect this to broaden as the cost of Al inferencing con-
tinues to fall. We would note that Deepseek represents an
attractive development in this regard. Below, we summarize
the main long-term implications that we see for genAl
across most sectors. We expect some of the biggest impact
to be in the technology, communication services, financial,
and health care sectors, among others.

- - -

Figure 4

Al vs. SaaS companies time to scale to USD 5mn of
annualised recurring revenue (ARR) in months

— Al companies revenue (USD mn) — Saa$S companies revenue (USD mn)

Source: Stripe 2024 Annual letter, UBS
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Sector overview

< Automobiles

Generative Al is poised to impact the automotive industry
across its entire value chain, from R&D to after-sales services.
The primary effects will be reduced costs and lower entry bar-
riers, with limited immediate revenue opportunities. The indus-
try faces only temporary margin improvement because of
intense competitive pressure as well as new entrants like Chi-
nese companies and potentially tech firms. Suppliers face
intense price competition, keeping margins low despite pro-
ductivity gains, and Al is unlikely to change this significantly.

Revenue opportunities from Al are limited, with in-car entertain-
ment features offering some potential, though consumers may pre-
fer their handheld devices. We believe autonomous driving tech-
nology, particularly full self-driving (FSD), presents the greatest
opportunity, as vehicles already have the necessary hardware.
However, achieving full automation (level 4 for personal vehicles
and level 5 for robotaxi services) faces significant legal and tech-
nological challenges.

Al-driven productivity gains could be substantial across the value
chain. Auto companies spend heavily on R&D, and generative Al
could enhance design and R&D efficiency, reducing expenses over
time. Al could further optimize production processes, purchasing,
and logistics planning. While the impact on the blue-collar sector
is likely limited, white-collar sectors could see significant efficiency
gains, particularly in product planning, sales, and pricing. Predictive
power could improve repair assessments and spare parts planning,
while personalized marketing could enhance sales campaigns.

For consumers, software increasingly shapes vehicles more
than hardware. Autonomous driving technology and entertain-
ment systems now play a key role in purchasing decisions. Vir-
tual and augmented reality may enhance navigation, and
voice-controlled systems are becoming common. Privacy and
data security concerns are becoming paramount as modern
cars generate vast amounts of data.

Al is primarily a cost-efficiency tool, potentially lowering costs
across the value chain. Electric powertrains have reduced indus-
try entry barriers, benefiting disruptors from Asia. However, Al
could disrupt these disruptors, as incumbents leverage techno-
logy to improve their competitive positioning. Companies could
see their market share leads quickly competed away, maintai-
ning pressure on pricing and margins.

Communication services

Generative Al presents diverse opportunities across the communi-
cation services sector. Interactive media companies are leveraging
Al to enhance user engagement and boost advertising revenue,
positioning them as beneficiaries in the coming years. Conversely,
the media and entertainment industry faces challenges, as poten-
tial cost savings from Al may be countered by declining viewership
and engagement. Telecom companies remain largely unaffected
by generative Al other than the benefits to customer care servi-
cing. However, within the telecom industry, we expect most of
the value accrued from Al to flow to the consumer.

Al offers new revenue opportunities, particularly for internet
companies, through increased engagement monetized via
advertising. However, entertainment companies may experience
mixed trends; while Al can aid in creating compelling content, it
may also democratize content creation, posing challenges for
media and entertainment firms. Traditional media may continue
to be overshadowed by online content.

Generative Al could modestly improve sector margins. Internet
companies, already utilizing Al extensively, may see limited mar-
gin gains. Media and entertainment firms might achieve cost
savings from Al-generated content, but these could be offset by
reduced revenue. Telecom companies might experience slight
margin improvements through Al-enhanced customer care.

We expect the industry structure within communication services
to remain stable. The internet industry, already concentrated,
may benefit from scale effects. Generative Al could lower entry
barriers for media and entertainment, aligning with Web 2.0
and internet adoption. The telecom industry, a competitive
industry, is unlikely to be reshaped by Al.

Overall, the communication services sector should modestly
benefit from Al adoption. The internet industry, a major reve-
nue and profit contributor, stands to gain, while media and
entertainment may face limited headwinds.
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) Consumer staples

Al is enhancing productivity in the consumer staples sector by
driving production efficiency, sales planning, and supply chain
optimization. It aids in tracking inventory, predicting demand,
and improving shipment routes, which minimizes waste and
optimizes logistics, leading to reduced transportation costs and
improved delivery times. Al-powered quality control ensures
consistent product quality through real-time monitoring. Auto-
mation of repetitive tasks and better-integrated systems result
in cost reductions and improved efficiency. For instance, Carre-
four uses Al to predict demand accurately, reducing excess
inventory and food waste, saving 5 million croissants in a year.
Beverage companies like Heineken and Coca-Cola European
Partners use Al to enhance market routes, while Unilever opti-
mizes design and manufacturing through virtual simulations
and data-driven decisions.

Al also opens new revenue opportunities by enabling compa-
nies to understand consumer behavior better and cater to chan-
ging needs. Personalized marketing, driven by Al algorithms,
targets specific customer segments with tailored promotions,
enhancing customer satisfaction and loyalty. Insights into con-
sumer preferences help identify emerging opportunities and
drive relevant product innovation. For food retailers, Al's main
revenue opportunity lies in retail media, leveraging first-party
data collected through loyalty programs for advertising and
marketing campaigns. This connectivity with consumers fosters
better product innovation and faster adaptation to market
trends, ultimately boosting revenue and customer loyalty.

Energy

Generative Al offers the energy sector operational and cost effi-
ciencies, with indirect revenue opportunities from increased
energy demand for Al data centers. Al's role in exploration and
production services enhances operational performance and pri-
cing power, particularly in oil field services. Al applications in
subsurface geologic analysis, well design, and production effi-
ciencies improve productivity. The energy industry, accustomed
to complexity, faces limited challenges in Al integration, which
may slow operational efficiency gains. Al could disrupt the sec-
tor by advancing energy efficiency and alternative energy
sources, accelerating the shift towards lower-carbon-intensity
energy systems.

= Financials

Generative Al presents significant cost-saving opportunities
for the financial sector, particularly in IT and personnel, which
constitute a large portion of expenses. Accenture estimates
that over two-thirds of US financial sector workers are in roles
with high automation potential. A 10% reduction in bank
personnel costs could improve return-on-equity by about 100
basis points, according to S&P Global Ratings. We expect Al
to enhance productivity rather than replace humans, with
varying effects across companies based on scale, profitability,
and digital readiness. North American financials lead in Al
adoption, while European and Japanese firms are increasing
investments. We also note that recent anecdotal proof points
of Al monetization within financials suggest healthy trends.
Indeed, KBC talked about its “Kate” platform and how it is
already reducing human intervention in the mortgage and cre-
dit card processes—with the aim to increase the autonomy
rate from 70% to 80% in the next version. KBC also mentio-
ned that it is developing “intent factories” to proactively antici-
pate customer needs through data analysis. ING also discussed
genAl, noting that 60% of its customer interactions today
involve genAl. Other areas that were mentioned by several
banks are genAl being used in the anti-money laundering due
diligence process and obviously in coding. Finally, BNP quanti-
fied the anticipated Al impact by announcing a EUR 750 mil-
lion Al value creation target by 2026, with half derived from
cost efficiency and the other half from revenue generation.

Al-driven revenue opportunities arise from enhanced client
interaction, new product development, and market expan-
sion, benefiting corporate and retail banks. Al chatbots and
virtual assistants offer 24/7 support, increasing cross-selling
and upselling. In insurance, Al aids in risk assessment, fraud
detection, and cost reduction. However, increased competi-
tion may pressure margins.

Challenges to Al integration include legacy technology, cultural
shifts, and the need for transparency in Al outputs. Fintech dis-
ruptors pose a threat, with low barriers to entry in some mar-
kets. Al's complexity may raise regulatory concerns, potentially
leading to fines. Al is expected to be highly disruptive, transfor-
ming business models and operations. Large firms with capital
can invest in Al, gaining a competitive edge, while others may
face consolidation due to inefficiencies.
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Health care

Al's role in drug research aims to shorten the drug discovery
cycle and improve success rates from discovery to FDA (Food
and Drug Administration, US federal agency) approval. While
biopharma companies are increasingly discussing Al's role, tan-
gible achievements remain limited. DeepMind's AlphaFold pre-
dicts protein structures, potentially aiding drug candidate iden-
tification. However, Al-driven drug discovery platforms have yet
to significantly increase viable drug candidates. Al enhances
R&D efficiencies, such as patient recruitment and regulatory
interactions, but doesn't represent a productivity step-change.
If Al becomes standard, costs may be absorbed within existing
R&D budgets, favoring larger companies with more budget for
technology. Specifically, genAl could be used to drive efficien-
cies in R&D within drug discovery processes such as in Onco-
logy. Figure 5 shows the main drivers of Oncology R&D costs as
an example of where genAl can be used.

Al's impact on health care revenue is limited, as drug costs
are a small part of health care spending, constrained by payer
budgets. GenAl could improve health care services by facilita-
ting better data use for diagnoses, treatment algorithms, and
cost reduction. Benefits may accrue to payers, potentially
affecting wages, benefits, or taxes. Medtech companies use
Al for diagnostics, but pricing benefits are unclear. GenAl
could lead to value-based pricing, targeting therapies more
effectively, potentially increasing per-person treatment costs
but lowering aggregate industry volume. Barriers include
health care regulation, data control, and anti-trust concerns.

The sector is unlikely to be an early Al beneficiary, with little
current value ascribed to large-cap health care stocks for Al
efforts.

Figure 5

Oncology R&D pipeline by modality
Total number of Phase 1-3 trials as of 2023 (n=1924)
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Source: IQVIA

My  Industrials

The industrials sector, encompassing a wide range of indus-
tries, is set to benefit positively from Al, enhancing both
top-line innovation and bottom-line cost reductions. In the
capital goods sector, Al has been utilized for years to pro-
cess data from equipment with embedded sensors, predict
maintenance intervals, and optimize manufacturing proces-
ses. This has led to higher factory uptime and reliability, with
value shared between users and equipment providers. John
Deere's See and Spray technology, which uses Al to reduce
herbicide use by 77%, exemplifies Al's potential. Al-driven
robots offer predictive maintenance and autonomous deci-
sion-making, enhancing mass manufacturing efficiency. The
next development phase is poised to streamline internal pro-
ductivity in areas like back-office tasks and product design,
akin to enterprise resource planning systems. Al's role in
data center infrastructure is significant, with UBS expecting
15-20% growth in demand for electrical equipment in
2024-25. The professional services sector faces disruption,
with Al reducing workforce needs and affecting pricing.

Al also presents new opportunities in outsourcing labor-
intensive services, as companies with professional Al chat-
bots gain a competitive edge. The credit bureau industry
benefits from Al's data-driven decision-making capabilities,
enhancing credit scoring and risk models. The staffing
industry integrates Al in candidate matching and job
description writing. In transportation, Al optimizes fleet
management, route planning, and customer service, offe-
ring cost savings and improved customer experiences. Air-
lines can reduce costs by optimizing flights in real-time,
while Al personalizes the customer journey during booking
and flights.

The construction sector, challenged by standardization issues,
can leverage Al for productivity gains in building design and
information technology. Al's potential for predictive mainte-
nance and cost reduction is notable, though its revenue
impact remains neutral in the short to medium term. Overall,
we expect Al to drive sales through value-added products and
improve processes, positioning the industrials sector as a
long-term beneficiary of Al applications.
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Figure 6

Steady growth in US adoption rates

Al adoption across 1.2 million firms in the US
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Source: Business Trends and Outlook Survey (BTOS), US Census Bureau,
UBS as of April 2025

Information technology

Generative Al is poised to be the tech theme of the decade,
with the information technology sector offering prime expo-
sure to this trend. While lower-margin hardware and IT services
industries face long-term disruption risks, higher-margin soft-
ware, and semiconductor industries stand to benefit signifi-
cantly from generative Al, positioning the sector favorably. The
US IT sector, with its first-mover advantage, is expected to
experience above-average growth, though Al trends will even-
tually benefit companies globally, particularly those in Asia and
Europe. Al is anticipated to drive mid-single-digit percentage
earnings growth for the global IT sector in the coming years.

Semiconductors have seen a strong rally, with Al accelerated
investment in computing power, particularly in graphics pro-
cessing units (GPUs), which are crucial for Al training and
inferencing. This investment benefits logic semiconductors
and other fields like memory, with high-bandwidth memory
(HBM) offering market changes. The semiconductor equip-
ment industry is poised for growth, driven by Al spending and
demand for edge-Al computing.

Al can fundamentally transform software, affecting produc-
tion and user interaction. The software layer of the compu-
ting stack is positioned to see significant value, with a fore-
casted USD 395bn Al applications market by UBS estimates.
Foundational models from major tech companies can unlock
new use cases, with data access providing a competitive
edge. Software is seen as a medium-term beneficiary of
generative Al, with increased monetization and price hikes.
We are encouraged by the continued growth in Al adoption
by enterprises as shown by Figure 6 (see above), where the
pace of adoption remains strong and steady.

While hardware and IT services face long-term disruption
risks, they should benefit in the near term from Al-driven
hardware refresh cycles and consulting opportunities. Gene-
rative Al could automate functions like coding and testing,
affecting IT services, but integration offers immediate
opportunities.

&% Materials

The materials sector, primarily involving raw and intermediate
materials production, is expected to see marginal revenue
impact and modest cost productivity gains from Al, with benefits
quickly competed away in commoditized markets. In chemicals,
Al's role in streamlining prototyping and production may reduce
costs temporarily, but structural gains are limited as companies
vie for market share. Larger players benefit from scale and lower
costs. Downstream companies may use Al to identify chemical
compounds, shifting market share without significantly affecting
demand. In metals and mining, Al's impact is neutral, though
tools for resource modeling and autonomous machinery offer
interim benefits. Investments in Al infrastructure may boost
demand for metals like copper and aluminum, supporting a
potential upcycle as supply aligns with future demand.

&, Real estate

Al offers significant opportunities for the real estate sector,
particularly for data centers, which are poised to benefit
from increased demand due to Al's extensive data proces-
sing requirements. However, the implementation of Al in
real estate will be gradual, influenced primarily by cost con-
siderations. Data centers also face challenges regarding
access to power and water. In addition to that new data
centers development is hindered by delivery delays and
regulatory issues. Beyond data centers, the impact of Al on
other real estate subsectors, such as logistics, retail, self-
storage, residential, health care, and offices, remains uncer-
tain. Investment costs and supply-demand dynamics are
expected to play a more significant role than Al applications
in shaping the future of these subsectors.

Al can enhance the sector’s marketing efforts by generating
persuasive property descriptions, incorporating relevant key-
words to increase visibility. However, this may lead to con-
flicts with copyrights and author responsibilities. The integ-
ration of Al with existing proptech solutions, such as smart
contracts in facility management, will be gradual, focusing
on cost savings and business growth. Companies that
already exemplify the use of technology to gain market
share demonstrate that rapid exploration of proptech and
Al opportunities can provide a competitive edge.
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Office demand in some areas where Al technologies are
developed is increasing, driven by the need for space by Al
development teams. And there is no evidence that Al will
significantly reduce office space demand in the foreseeable
future. Al's impact on jobs is likely to be minimal initially, as
companies use Al to expand their business, requiring more
staff rather than less. The real estate sector will continue to
face challenges related to private data, copyrights, and
information sources, with Al serving as an extension of exis-
ting proptech solutions.

Overall, we expect Al to be an evolution rather than a revo-
lution in real estate, with big companies set to implement Al
in their operations and strategic planning. Landlords and
tenants will likely use Al alongside existing systems to opti-
mize locations and forecast demand flows, adapting their
footprint in strong regional markets.

/°  Utilities

Generative Al is expected to significantly increase electricity
demand, particularly for Al data centers, which require three to
eight times more electricity than traditional centers. In the US,
this could add 2-5% to annual electricity demand growth, a
notable increase in a sector with stagnant growth for over
three decades. This surge in demand will likely boost capital
investment in electricity generation, transmission, and distribu-
tion infrastructure. However, due to the regulated nature of
the electric utility industry, the benefits from rising demand
may be limited. Utilities, regulated based on allowed returns on
investment, could see modest earnings benefits from increased
capital spending to meet Al data center demands.

Unregulated generation companies stand to benefit more
directly from rising electricity prices and demand, particularly in
the wholesale market. Al data centers are expected to accele-
rate renewable energy infrastructure development, as develo-
pers seek to offset electricity demand with renewable power.
This trend should create opportunities for renewable power
developers. Regulated utilities should benefit from increased
electricity sales and infrastructure investments to meet new
demand, alongside the global push for decarbonization and
renewable energy expansion. However, benefits will likely be
region-specific, depending on data center locations.

Al's impact on utility productivity is limited but could enhance
grid operations, dispatch, and preventative maintenance. While
Al may not significantly boost utility profit margins due to
regulatory constraints, it could drive productivity gains through
capital investment. Regulated utilities, operating as monopo-
lies, are likely to be late Al adopters, as implementation requi-
res regulatory approval. Overall, Al's growth will likely drive
electricity demand and infrastructure development, benefiting
utilities and renewable energy sectors.
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Manager or an External Financial Consultant, UBS expressly prohibits that it is redistributed by the External Asset Manager or the
External Financial Consultant and is made available to their clients and/or third parties.

USA: Distributed to US persons only by UBS Financial Services Inc. or UBS Securities LLC, subsidiaries of UBS AG. UBS Switzerland AG,
UBS Europe SE, UBS Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, UBS Asesores Mexico, S.A. de C.V., UBS SuMi
TRUST Wealth Management Co., Ltd., UBS Wealth Management Israel Ltd and UBS Menkul Degerler AS are affiliates of UBS AG. UBS
Financial Services Inc. accepts responsibility for the content of a report prepared by a non-US affiliate when it distributes
reports to US persons. All transactions by a US person in the securities mentioned in this report should be effected
through a US-registered broker dealer affiliated with UBS, and not through a non-US affiliate. The contents of this report
have not been and will not be approved by any securities or investment authority in the United States or elsewhere. UBS
Financial Services Inc. is not acting as a municipal advisor to any municipal entity or obligated person within the meaning
of Section 15B of the Securities Exchange Act (the “Municipal Advisor Rule”) and the opinions or views contained herein
are not intended to be, and do not constitute, advice within the meaning of the Municipal Advisor Rule.

For country information, please visit ubs.com/cio-country-disclaimer-gr or ask your client advisor for the full disclaimer.

Additional Disclaimer relevant to Credit Suisse Wealth Management

You receive this document in your capacity as a client of Credit Suisse Wealth Management. Your personal data will be processed in
accordance with the Credit Suisse privacy statement accessible at your domicile through the official Credit Suisse website. In order to
provide you with marketing materials concerning our products and services, UBS Group AG and its subsidiaries may process your basic
personal data (i.e. contact details such as name, e-mail address) until you notify us that you no longer wish to receive them. You can
optout from receiving these materials at any time by informing your Relationship Manager.

Except as otherwise specified herein and/or depending on the local Credit Suisse entity from which you are receiving this report, this
report is distributed by UBS Switzerland AG, authorised and regulated by the Swiss Financial Market Supervisory Authority (FINMA).

Version A/2025. ClI082652744
© UBS 2025. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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