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Value investing
N Al narrative-driven
markets

Investors should look beyond technological
inevitability to price durability, adaptability
and long-term cash generation.




As Al narratives accelerate,
investors risk confusing
technological inevitability
with economic inevitability,
Steve Magill argues: the key
question is which business
models will turn an Al
reshaped economy into
durable returns.

Steven Magill
Co-Head of Global Equity
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strategies and serving as Lead PM for flagship ESG Integrated and Sustainable strategies. He joined
UBS Asset Management in 1986, returning after a degree in Accounting as a UK Equity PM. He
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2 The Red Thread

Artificial intelligence is

now best understood as

a general-purpose enabling
layer — one that augments
decision-making,
automation and
information processing
across the economy. Its
applications span public
services, global enterprises,
science, healthcare, defense
and consumer platforms,
embedding themselves into
workflows rather than
standing alone.

This is not controversial. What is far
less settled is how this technological
shift translates into economic value,
competitive advantage and long-term
returns. As Al moves rapidly from
promise to deployment, we believe
the central challenge for investors
is in determining where it will
sustainably create value, and
where market narratives are
moving faster than fundamentals.

Few technologies have attracted
capital at the scale and speed of Al.
Hyperscale cloud providers — namely
Microsoft, Alphabet, Amazon,

Meta and Oracle — have collectively
committed over USD 1 trillion in
data centers, networking and
semiconductors over the past three
years.! Annual capital expenditure at
the largest players is running at levels
previously associated only with oil
majors or national infrastructure
programs.

Critically, Al exhibits non-linear
improvement characteristics. Model
performance may improve through
scale, data feedback loops and self-
learning architectures, while demand
may expand as costs fall and
capabilities improve. We are seeing
rapid and compounding gains in
functionality. Al token consumption
and overall compute demand are
growing exponentially, while the unit
cost of computation is declining.
Progress is no longer governed by
Moore's Law's predictable,
hardware-driven gains, but by scale,
data and software effects that allow
capability to compound far more
rapidly.?

While Al adoption curves will vary by
industry, we expect this technology
to become universally embedded in
digital workflows, in much the same
way the internet moved from a
standalone product to invisible
infrastructure within two decades.

1 Big Tech to Spend USD 650 Billion This Year as Al Race Intensifies, Bloomberg, Feb 6, 2026 and Charted: The USD 448B Al Spending Surge by Big Tech, Visual Capitalist, 20 April 2026.

2 Moore's Law is the empirical observation that the number of transistors on a microchip doubles roughly every two years, while the cost of computers is halved. Coined by Intel
co-founder Gordon Moore in 1965, this principle has served as the guiding roadmap for the semiconductor industry for over half a century.
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How Al will impact the corporate
world: Winners, losers and
the middle ground

Al will not impact all companies equall
financial impact will be uneven, creating clear winners,
structural losers and a wide middle ground.
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e business and .

Winners

The primary beneficiaries fall into two distinct groups. The
first are infrastructure and picks-and-shovels providers:
companies that design, own or control critical Al intellectual
property and infrastructure, spanning leading-edge :
semiconductor manufacturers, cloud platforms,
foundational model developers, specialist networking firms
and data center infrastructure iders.

-~

Technological relevance alof€, however, does not
guarantee attractive returns*— capital intensity, competitive
dynamics and pricing power generally determine economic
outcomes. In many technology markets, returns can be
ighly concentrated on a winner-takes-most basis, but the
identity of thg winner is not always obvious. This makes
balance sheet s&ength, reinvestment capacity and
ecosystem lock-in\critical when underwriting long-duration
cashflows.

The second group are pragmatic Al adopters: businesses
that deploy Al to improve returns on capi than to
create headline products. Applicatio
accelerating revenue growth and im
personalizing offerings, optimizingg8pply chains and

structurally reducing costs — in eaélf case, Al functions as a
margin and productivit?ﬁgr rather than a product in itself.
Many of the most successful users may never be branded
as ‘Al companies’. We believe the most attractive adopters
ith proprietary data, high-frequency

he ability to embed Al into workflows

that customers are reluctantto rip and replace.

»

Losers

The downside also polarizes into two groups. The first are
under-adopters — companies that underinvest in Al and
organizational change due to complacency or weak
execution — who risk the slow erosion of competitiveness as
peers adapt more quickly.

The second, and more dangerous category for value
investors, are structurally disrupted franchises: businesses

whose underlying economics are undermined by third-party,

Al-enabled competitors.

These are particularly treacherous
because headline revenues or earnings
may appear stable even as returns on
iInvested capital deteriorate.

Rapid innovation compresses the timeframe in which
ng pricing to | disruption shows up in the financial statements, meaning

alue traps can form faster than in most areas, and
seemingly cheap multiples can be a mirage rather than a
margin of safety.
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How should value
Investors approach Al?

Value investors traditionally
place greater weight on the
present and past, favouring
tangible evidence over
more speculative views of
the future.

Al challenges this instinct. Past success
is no longer a reliable guide to future
durability, and value investors must
explicitly accept that business model
disruption risk has increased. It also
challenges a second core assumption:
mean reversion. In many technology
markets, supernormal returns can
persist longer than expected because
software economics and network
effects can deepen moats over time.
Meanwhile, losers can fade into
irrelevance rather than reverting back
to “fair’ returns.

Avoiding losers is the primary
discipline. Crucially, losers are rarely
obvious ex-ante. Many disrupted
companies are screening as cheap,
stable and cash-generative. This
reinforces the central role of value-trap
analysis within our investment process.
By systematically assessing
reinvestment rates, management’s
ability to adapt, pricing power,
customer switching costs and balance-
sheet flexibility, we seek to distinguish
temporary mispricing from structural
decline. History shows that assets with
eroding strategic relevance tend not to
recover — remaining cheap or
becoming cheaper still.

Clearly though, opportunities do
exist. Al-driven uncertainty has
created cases where bad news is
over-discounted and optionality
ignored. Applying a large margin of
safety remains critical. One area we
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find interesting is software companies
that support industry verticals. Here,
SaasS (software as a service)
applications are industry specific,
bespoke and deeply embedded. This
software is routinely used in regulated
or operationally complex industries
where switching costs are high due to
proprietary datasets and deeply
integrated customer relationships.
Where these businesses can
incorporate Al as an enhancement
rather than a replacement, we see
scope for durable moats alongside
valuation underwriting that is
currently overlooked by
narrative-driven markets.

Additionally, value investors can
uncover hidden value in businesses
with undiscovered or latent Al
exposure. This logic also extends to
parts of the "picks and shovels' layer
of Al. While much investor attention
has gravitated toward highly visible
infrastructure winners, crowded
positioning means these stocks are
trading at very high multiples in
many cases. By contrast, we have
focused on less obvious enabling
segments — for example, specialized
semiconductors tied to mobile and
Internet of Things devices.

Overall, valuation nuance
matters: a company on a headline
'high’ multiple can still be value if
it has sustainably high returns on
capital, strong cash conversion
and reinvestment runway -
whereas a low multiple can be
expensive if durability is
deteriorating.

What Is actually
happening in markets?

Equity markets are actively
trying to discount Al's
economic impact, but with
very limited hard data.
Investor behaviour has
swung between enthusiasm
and fear; at times defaulting
to a 'shoot first, ask
guestions later” mindset:
SaaS models are
pronounced dead, and
entire layers of middleware
and platform businesses are
treated as structurally
compromized.

Our view is deliberately contrarian.
This is rarely how technological
transitions resolve. In our view, Al does
not eliminate software demand; it
reshapes value pools, pricing models
and delivery mechanisms. History
suggests that fear-driven extrapolation
and fear of missing out (FOMO)-led
trend following may generate
momentum, but they seldom produce
durable long-term value.

Disciplined investors need to look
through the narrative noise to identify
where perceived disruption may be
mispriced as permanent decline. In
software specifically, disruption risk is
real — but it is also uneven. Businesses
with proprietary datasets not freely
available to general models, and
‘systems of record’ embedded in
customer workflows, may be harder
to displace than markets assume. In
some cases, Al features (e.g., copilots
and automation layers) may create
incremental revenue streams or
improve retention, rather than purely
commaoditizing the core product.

Conversely, parts of semiconductor
manufacturing and enabling
infrastructure may benefit from Al in
structurally different ways. These
areas are demonstrating improving
oligopoly-like characteristics, where
tighter supply discipline and durable
demand can change the long-term
earnings power relative to prior
cycles. However, this is only investable
where industry structure, capital
intensity and pricing behaviour
support it.

Taken together, these dynamics
emphasize the importance of
fundamental investing: differentiating
between narrative disruption and
structural change requires granular
analysis of competitive position,
industry economics and cash-flow
durability, not thematic exposure
alone.
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| esso INnternet

While we are cautious about drawi
direct comparisons with the internet,
history can offer useful lessons.

Profound technological advances with broad applications
tend to become universal, but this universality is often
underestimated early on. At the same time, early leaders do
not always prevail — AOL dominated early internet access but
then failed to adapt as economics shifted. Some of the
companies that are first movers at present may ultimately lag
if they are unable to commercialize and to finance growth.

Finally, technology exhibits a persistent bias towards
concentration. Search consolidated around Google; social
networking around Meta; e-commerce around Amazon. \We
think Al is unlikely to be different. The mechanism of that
concentration often includes aggressive reinvestment,
product suite expansion and acquisitions of nascent
competitors — which can entrench leaders but also creates a
moving target for ‘who’ the long-term winners are.

For value investors,

the challenge is not to predict

the narrative, but to price durability,
adaptability and cash generation
correctly as that narrative evolves.

8 The Red Thread
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‘ Disclaimer

For global professional / qualified /institutional clients and in-
vestors.

Americas

The views expressed are a general guide to the views of UBS Asset
Management as of March 2026. The information contained herein
should not be considered a recommendation to purchase or sell secu-
rities or any particular strategy or fund. Commentary is at a macro lev-
el and is not with reference to any investment strategy, product or
fund offered by UBS Asset Management. The information contained
herein does not constitute investment research, has not been pre-
pared in line with the requirements of any jurisdiction designed to
promote the independence of investment research and is not subject
to any prohibition on dealing ahead of the dissemination of invest-
ment research. The information and opinions contained in this docu-
ment have been compiled or arrived at based upon information ob-
tained from sources believed to be reliable and in good faith. All such
information and opinions are subject to change without notice. Care
has been taken to ensure its accuracy but no responsibility is accepted
for any errors or omissions herein. A number of the comments in this
document are based on current expectations and are considered “for-
ward-looking statements.” Actual future results, however, may prove
to be different from expectations. The opinions expressed are a re-
flection of UBS Asset Management'’s best judgment at the time this
document was compiled, and any obligation to update or alter for-
ward-looking statements as a result of new information, future events
or otherwise is disclaimed. Furthermore, these views are not intended
to predict or guarantee the future performance of any individual secu-
rity, asset class or market generally, nor are they intended to predict
the future performance of any UBS Asset Management account, port-
folio or fund. This material is provided for informational purposes only
and does not constitute investment advice, a recommendation, or an
offer to buy or sell any financial instrument. All investments involve
risk, including the possible loss of capital. Alternative investments in-
volve a high degree of risk and are intended for sophisticated inves-
tors only. These investments may be speculative, illiquid, and involve
the risk of loss of principal. This document has been issued by UBS As-
set Management (Americas) LLC. for distribution to professional cli-
ents or sophisticated investors only. UBS Asset Management (Ameri-
cas) LLC. (an investment adviser registered with the US Securities and
Exchange Commission) is a wholly owned subsidiaries of UBS AG.
Funds are offered through UBS Asset Management (US) LLC./UBS
Fund Services Inc. (@ member of FINRA and SIPC). UBS Asset Manage-
ment (Americas) LLC. is a member of the UBS Asset Management
business division of UBS Group AG, a publicly traded Swiss bank
(NYSE: UBS). UBS Asset Management (Americas) is an indirect wholly
owned subsidiary of UBS Group AG.

Canada

Services to Canadian persons for any strategy herein are provided by
UBS Asset Management (Canada) Inc., a Nova Scotia corporation and
a member of the UBS Asset Management business division of UBS
AG, a publicly traded Swiss bank (NYSE: UBS). UBS Asset Manage-
ment (Canada) Inc. is an indirect wholly-owned subsidiary of UBS AG
and is registered as a portfolio manager and exempt market dealer (in
all provinces of Canada), commodity trading manager (Ontario), advis-
er — commodity futures (Manitoba) and investment fund manager
(Ontario, Quebec and Newfoundland), all pursuant to Canadian secu-
rities law. This document can be distributed in Canada to Accredited
Investors who qualify as Permitted Clients only. The investment or
fund referred to in this presentation may be a connected or related is-
suer of UBS Asset Management (Canada) Inc. in connection with a
distribution of the investment or fund to investors in Canada.

EMEA

For marketing and information purposes by UBS.

Before investing in a product please read the latest prospectus and
key information document carefully and thoroughly. Any decision to
invest should take into account all the characteristics or objectives of
the fund as described in its prospectus, or similar legal documenta-
tion. Investors are acquiring units or shares in a fund, and not in a giv-
en underlying asset such as building or shares of a company. The in-
formation and opinions contained in this document have been
compiled or arrived at based upon information obtained from sources
believed to be reliable and in good faith, but is not guaranteed as be-
ing accurate, nor is it a complete statement or summary of the securi-
ties, markets or developments referred to in the document. Members
of the UBS Group may have a position in and may make a purchase
and / or sale of any of the securities or other financial instruments
mentioned in this document. Units of UBS funds mentioned herein
may not be eligible for sale in all jurisdictions or to certain categories
of investors and may not be offered, sold or delivered in the United
States. The information mentioned herein is not intended to be con-
strued as a solicitation or an offer to buy or sell any securities or relat-
ed financial instruments. Past performance is not a reliable indicator
of future results. The calculated performance takes all costs on the
fund level into consideration (ongoing costs). The entry and exit costs,
which would have a negative impact on the performance, are not tak-
en into consideration. If whole or part of the total costs to be paid is
different from your reference currency, the costs may increase or de-
crease as a result of currency and exchange rate fluctuations. Com-
missions and costs have a negative impact on the investment and on
the expected returns. If the currency of a financial product or financial
service is different from your reference currency, the return can in-
crease or decrease as a result of currency and exchange rate fluctua-
tions. This information pays no regard to the specific or future invest-
ment objectives, financial or tax situation or particular needs of any
specific recipient. Future performance is subject to taxation which de-
pends on the personal situation of each investor and which may

change in the future. The details and opinions contained in this docu-
ment are provided by UBS without any guarantee or warranty and are
for the recipient's personal use and information purposes only. This
document may not be reproduced, redistributed or republished for
any purpose without the written permission of UBS Asset Manage-
ment Switzerland AG or a local affiliated company. Source for all data
and charts (if not indicated otherwise): UBS Asset Management. This
document contains statements that constitute “forward-looking
statements”, including, but not limited to, statements relating to our
future business development. While these forward-looking state-
ments represent our judgments and future expectations concerning
the development of our business, a number of risks, uncertainties and
other important factors could cause actual developments and results
to differ materially from our expectations. A summary of investor
rights in English can be found online at: ubs.com/funds-regulatoryin-
formation. More explanations of financial terms can be found at ubs.
com/am-glossary

Australia

Confidential. For Professional/Institutional Investors only. Not for Re-
tail distribution. This document is intended to provide general infor-
mation only and has been provided by UBS Asset Management (Aus-
tralia) Ltd (ABN 31 003 146 290) (AFS Licence No. 222605). For
professional/institutional investors only. This document and its con-
tents have not been reviewed by, delivered to or registered with any
regulatory or other relevant authority in any jurisdiction. This docu-
ment is for informational purposes and should not be construed as an
offer or invitation to the public, direct or indirect, to buy or sell securi-
ties. This document is intended for limited distribution and only to the
extent permitted under applicable laws in any jurisdiction. No repre-
sentations are made with respect to the eligibility of any recipients of
this document to acquire interests in securities under the laws of any
jurisdiction. Using, copying, redistributing or republishing any part of
this document without prior written permission from UBS Asset Man-
agement is prohibited. Any statements made regarding investment
performance objectives, risk and/or return targets shall not constitute
a representation or warranty that such objectives or expectations will
be achieved or risks are fully disclosed. The information and opinions
contained in this document is based upon information obtained from
sources believed to be reliable and in good faith but no responsibility
is accepted for any misrepresentation, errors or omissions. All such in-
formation and opinions are subject to change without notice. A num-
ber of comments in this document are based on current expectations
and are considered “forward-looking statements”. Actual future re-
sults may prove to be different from expectations and any unforeseen
risk or event may arise in the future. The opinions expressed are a re-
flection of UBS Asset Management's judgment at the time this docu-
ment is compiled and any obligation to update or alter forward-look-
ing statements as a result of new information, future events, or
otherwise is disclaimed. You are advised to exercise caution in relation

to this document. The information in this document does not consti-
tute advice and does not take into consideration your investment ob-
jectives, legal, financial or tax situation or particular needs in any oth-
er respect. Investors should be aware that past performance of
investment is not necessarily indicative of future performance. Poten-
tial for profit is accompanied by possibility of loss. If you are in any
doubt about any of the contents of this document, you should obtain
independent professional advice.

Source for all data and charts (if not indicated otherwise): UBS Asset
Management.

Singapore

This document and its contents have not been reviewed by, delivered
to or registered with any regulatory or other relevant authority in any
jurisdiction. This document is for informational purposes and should
not be construed as an offer or invitation to the public, direct or indi-
rect, to buy or sell securities. This document is intended for limited
distribution and only to the extent permitted under applicable laws in
any jurisdiction. No representations are made with respect to the eli-
gibility of any recipients of this document to acquire interests in secu-
rities under the laws of any jurisdiction. Using, copying, redistributing
or republishing any part of this document without prior written per-
mission from UBS Asset Management (Singapore) Ltd. is prohibited.
Any statements made regarding investment performance objectives,
risk and/or return targets shall not constitute a representation or war-
ranty that such objectives or expectations will be achieved or risks are
fully disclosed. The information and opinions contained in this docu-
ment is based upon information obtained from sources believed to be
reliable and in good faith but no responsibility is accepted for any mis-
representation, errors or omissions. All such information and opinions
are subject to change without notice. A number of comments in this
document are based on current expectations and are considered “for-
ward-looking statements”. Actual future results may prove to be dif-
ferent from expectations and any unforeseen risk or event may arise
in the future. The opinions expressed are a reflection of UBS Asset
Management (Singapore) Ltd's judgment at the time this document is
compiled and any obligation to update or alter forward-looking state-
ments as a result of new information, future events, or otherwise is
disclaimed. You are advised to exercise caution in relation to this doc-
ument. The information in this document does not constitute advice
and does not take into consideration your investment objectives, le-
gal, financial or tax situation or particular needs in any other respect.
Investors should be aware that past performance of investment is not
necessarily indicative of future performance. Potential for profit is ac-
companied by possibility of loss. If you are in any doubt about any of
the contents of this document, you should obtain independent pro-
fessional advice.

Source for all data and charts (if not indicated otherwise): UBS Asset
Management (Singapore) Ltd. (UEN 199308367C )



China

For eligible investors under the relevant laws and regulations of the
People's Republic of China ("PRC") only. This document and its con-
tents have not been reviewed by, delivered to or registered with any
regulatory or other relevant authority in the PRC. This document is for
informational purposes and should not be construed as an offer or in-
vitation to the public, direct or indirect, to buy or sell securities. This
document is intended for limited distribution and only to the extent
permitted under applicable laws in the PRC. No representations are
made with respect to the eligibility of any recipients of this document
to acquire interests in securities under the laws of the PRC. Using,
copying, redistributing or republishing any part of this document
without prior written permission from UBS Asset Management is pro-
hibited. Any statements made regarding investment performance ob-
jectives, risk and/or return targets shall not constitute a representation
or warranty that such objectives or expectations will be achieved or
risks are fully disclosed. The information and opinions contained in
this document is based upon information obtained from sources be-
lieved to be reliable and in good faith but no responsibility is accepted
for any misrepresentation, errors or omissions. All such information
and opinions are subject to change without notice. A number of com-
ments in this document are based on current expectations and are
considered “forward-looking statements”. Actual future results may
prove to be different from expectations and any unforeseen risk or
event may arise in the future. The opinions expressed are a reflection
of UBS Asset Management's judgment at the time this document is
compiled and any obligation to update or alter forward-looking state-
ments as a result of new information, future events, or otherwise is
disclaimed. You are advised to exercise caution in relation to this doc-
ument. The information in this document does not constitute advice
and does not take into consideration your investment objectives, le-
gal, financial or tax situation or particular needs in any other respect.
Investors should be aware that past performance of investment is not
necessarily indicative of future performance. Potential for profit is ac-
companied by possibility of loss. If you are in any doubt about any of
the contents of this document, you should obtain independent pro-
fessional advice. Source for all data and charts (if not indicated other-
wise): UBS Asset Management. The securities or products mentioned
herein may only be permitted to be offered to approved PRC investors
and/or eligible investors under the relevant PRC laws and regulations.
The relevant PRC investors shall obtain applicable approvals/licenses/
registrations from the relevant authorities (if applicable), and comply
with the relevant laws and regulations.

Hong Kong

This document and its contents have not been reviewed by, delivered
to or registered with any regulatory or other relevant authority in any
jurisdiction. This document is for informational purposes and should
not be construed as an offer or invitation to the public, direct or indi-
rect, to buy or sell securities. This document is intended for limited

distribution and only to the extent permitted under applicable laws in
any jurisdiction. No representations are made with respect to the eli-
gibility of any recipients of this document to acquire interests in secu-
rities under the laws of any jurisdiction. Using, copying, redistributing
or republishing any part of this document without prior written per-
mission from UBS Asset Management is prohibited. Any statements
made regarding investment performance objectives, risk and/or return
targets shall not constitute a representation or warranty that such ob-
jectives or expectations will be achieved or risks are fully disclosed.
The information and opinions contained in this document is based
upon information obtained from sources believed to be reliable and in
good faith but no responsibility is accepted for any misrepresentation,
errors or omissions. All such information and opinions are subject to
change without notice. A number of comments in this document are
based on current expectations and are considered “forward-looking
statements”. Actual future results may prove to be different from ex-
pectations and any unforeseen risk or event may arise in the future.
The opinions expressed are a reflection of UBS Asset Management's
judgment at the time this document is compiled and any obligation to
update or alter forward-looking statements as a result of new infor-
mation, future events, or otherwise is disclaimed. You are advised to
exercise caution in relation to this document. The information in this
document does not constitute advice and does not take into consider-
ation your investment objectives, legal, financial or tax situation or
particular needs in any other respect. Investors should be aware that
past performance of investment is not necessarily indicative of future
performance. Potential for profit is accompanied by possibility of loss.
If you are in any doubt about any of the contents of this document,
you should obtain independent professional advice.

Source for all data and charts (if not indicated otherwise): UBS Asset
Management. © UBS 2026. The key symbol and UBS are among the
registered and unregistered trademarks of UBS. All rights reserved.
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UBS Asset Management is a large-scale asset manager, with a pres-
ence in more than 20 countries worldwide. We take a globally con-
nected approach to find the answers to our clients' investment chal-
lenges and draw on the best ideas and capabilities of our global
set-up. To provide you with first class solutions, UBS Asset Manage-
ment may outsource business areas and services to (other) business
divisions of UBS Group AG, affiliated companies of UBS Group AG
and carefully selected third party service providers on a global level.
This applies both with respect to different services provided to you as
a prospect and as a client, such as analyzing and providing investment
solutions, negotiations regarding our future relationship, onboarding,
as well as to ongoing know-your-client due diligence, transactions,
processing of securities and other financial instruments, compliance,
risk management and monitoring, data processing, and IT and back-

and middle-office services. Such a global approach may require trans-
mitting client data to affiliated companies and carefully selected third
party service providers. This might include entities that are not subject
to banking secrecy (if applicable at all) and or that are not subject to
the data protection laws applicable in your location, the location of
the UBS Asset Management entity you are in contact with, or to your
future relationship with UBS Asset Management. This global approach
also may require storing client data in global IT systems. UBS Asset
Management is subject to statutory obligations regarding the confi-
dentiality of data relating to the business relationship with its clients.
You can rely on UBS Asset Management and its affiliated companies
treating all data with strictest confidentiality; third party service pro-
viders are carefully selected and contractually bound to strictest confi-
dentiality obligations in line with highest UBS standards.
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