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e The sell-off across the software sector last week was
severe, triggering a debate about Al disruption risk.

e Momentum reversals and increasing dispersion
related to Al have impacted equity investors
significantly. At the same time, market leadership
is broadening beyond the US, offering new
opportunities in other regions and sectors.

e While we maintain a positive outlook for US
equities and anticipate further gains in the S&P
500, we downgrade the IT sector to Neutral. We
believe diversification is essential for managing risks
and supporting long-term returns. To capture a
broadening market rally, we favor US financials,
health care, utilities, and consumer discretionary
sectors, and identify compelling opportunities in
Asia and Europe.

Market focus during the past week has centered on
Al disruption risks. Software stocks have been at the
center of that focus, with the MSCI Software and Services
Index plunging by 4% over the past week (vs. 2.6%
for the overall IT sector) and 16% since the beginning
of the year (vs +4.5%). Across the market, stocks in
data-intensive industries—including media, education, and
business services—have also been caught in the sell-off, as
have some asset managers. We expect volatility to persist
in the coming weeks, as monetization will likely remain
in focus and as investors weigh the impact of potential
business model disruptions from Al.

Markets are increasingly differentiating between Al
beneficiaries and laggards. After three years of strong
Al rallies fueled by capex expansion, investors are now
rewarding Al spending only when it comes with strong
revenue growth. We have also highlighted that, as with
past innovation cycles, companies that leverage new
technologies to improve business outcomes are likely to see
tangible financial benefits. With Al continuing to reshape
industries, we think the latest sell-off is unlikely to be a
one-off event. Firms that can successfully generate revenues
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and profits from Al investment and adoption will likely be
favored by investors.

Software valuation multiples have sharply fallen,
although the analyst growth estimates embedded
in those multiples remain elevated. The forward P/E
multiple for software has declined from 35x in 2025 to 26x
currently, representing the lowest absolute level since 2019
and the smallest premium to the average S&P 500 stock
over the last 10 years. However, current profit margins and
consensus revenue growth estimates stand at their highest
levels in at least 20 years of data history. Implicitly, the
decline in valuations indicates an expectation that these
estimates will also decline.

The issue is not earnings today—but uncertainty
around margins tomorrow. Analyst estimates remain
stable, indicating that analysts see no immediate threat to
corporate profits. However, there is growing uncertainty
around future profit margins. Software and IT services firms
currently enjoy very high margins, with the most significant
increases seen over the past decade—making the sector
more exposed to competitive pressures.

This report has been prepared by UBS Europe SE, Succursale de France. Please see important disclaimers and

disclosures at the end of the document.

Page 1 of 4



Investment strategy insights

Advances in Al are dramatically lowering the cost and
time needed to develop software, which could lead to
an exponential increase in available solutions. Although
enterprises are unlikely to switch vendors quickly due to the
complexity of existing systems, a flood of new offerings may
intensify competition, resulting in downward pressure on
prices and margins over time. If supply expands as expected,
we believe that at least half of software companies could
face substantial disruption risks within five years.

We are downgrading the information technology
sector from Attractive to Neutral. Disruptions in the
software industry, a sharp rise in capex spending that
could absorb nearly all operational cash flow, and elevated
hardware valuations may weigh on investor sentiment. We
maintain Attractive views on other US sectors, including
those with major tech companies such as communications
services and consumer discretionary. We also retain our
Attractive view on Al, noting that the Al opportunity extends
beyond the S&P 500 IT sector.

Recent developments highlight productivity gains
that extend beyond the tech sector. Just as past
structural investments have boosted productivity, the latest
advances add to growing evidence of Al-driven efficiency
improvements. Last week, one major platform reported a
30% increase in output per engineer (and 80% for power
users) since the start of 2025 thanks to the adoption of
agentic coding, and management expects this productivity
growth to accelerate. Regardless of how widely specific tools
are adopted, the potential for productivity gains across areas
should reassure investors about the long-term returns on Al
investments.

Diversification remains essential in a volatile market.
The S&P 500 Equal Weight Index has recently outperformed
the traditional benchmark, signaling a broadening rally
supported by a favorable macroeconomic backdrop. Gains
in Asian and European markets also point to opportunities
arising from regional fiscal expansion and structural reforms.
In today's environment, where risks are higher and
outcomes less predictable, we believe diversification across
sectors and geographies is especially important.

So, while we remain positive on the outlook for US
equities and expect the S&P 500 to move higher, we
believe diversification is key to managing market risks and
enhancing long-term returns. To position for a broadening
rally, we like financials, health care, utilities, and consumer
discretionary in the US, and see attractive opportunities
across Asia and Europe.
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Global asset class preferences definitions

The asset class preferences provide high-level guidance to make investment decisions. The preferences reflect the collective
judgement of the members of the House View meeting, primarily based on assessments of expected total returns on liquid
and commonly known indices, House View scenarios, and analyst convictions over the next 12 months. Note that the tactical
asset allocation (TAA) positioning of our different investment strategies may differ from these views due to factors including
portfolio construction, concentration, and borrowing constraints.

Attractive: We consider this asset class to be attractive. Consider opportunities in this asset class.

Neutral: We do not expect outsized returns or losses. Hold longer-term exposure.

Unattractive: We consider this asset class to be unattractive. Consider alternative opportunities

Note: For equities, we have a five-tier rating system with two additional preferences

Most Attractive: We consider this asset class to be among the most attractive. Investors should seek opportunities to add
exposure.

Least Attractive: We consider this asset class to be among the least attractive. Seek more favorable alternatives
opportunities.

When equities are included with the other asset classes in the three-tier rating system, we collapse “Most Attractive” with
“Attractive” and “Least Attractive” with “Unattractive.”

Appendix

Risk Information

UBS Chief Investment Office's ("CIO") investment views are prepared and published by the Global Wealth Management
business of UBS Switzerland AG (regulated by FINMA in Switzerland) or its affiliates ("UBS"), part of UBS Group AG ("UBS
Group"). UBS Group includes former Credit Suisse AG, its subsidiaries, branches and affiliates. Additional disclaimer relevant
to Credit Suisse Wealth Management follows at the end of this section.

The investment views have been prepared in accordance with legal requirements designed to promote the independence
of investment research.

Generic investment research — Risk information:

This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell
any investment or other specific product. The analysis contained herein does not constitute a personal recommendation or
take into account the particular investment objectives, investment strategies, financial situation and needs of any specific
recipient. It is based on numerous assumptions. Different assumptions could result in materially different results. Certain
services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted basis and/or may
not be eligible for sale to all investors. All information and opinions expressed in this document were obtained from sources
believed to be reliable and in good faith, but no representation or warranty, express or implied, is made as to its accuracy
or completeness (other than disclosures relating to UBS). All information and opinions as well as any forecasts, estimates
and market prices indicated are current as of the date of this report, and are subject to change without notice. Opinions
expressed herein may differ or be contrary to those expressed by other business areas or divisions of UBS as a result of
using different assumptions and/or criteria. UBS may utilise artificial intelligence tools (Al Tools”) in the preparation of this
document. Notwithstanding any such use of Al Tools, this document has undergone human review.

In no circumstances may this document or any of the information (including any forecast, value, index or other calculated
amount ("Values")) be used for any of the following purposes (i) valuation or accounting purposes; (i) to determine the
amounts due or payable, the price or the value of any financial instrument or financial contract; or (iii) to measure the
performance of any financial instrument including, without limitation, for the purpose of tracking the return or performance
of any Value or of defining the asset allocation of portfolio or of computing performance fees. By receiving this document
and the information you will be deemed to represent and warrant to UBS that you will not use this document or otherwise
rely on any of the information for any of the above purposes. UBS and any of its directors or employees may be entitled at
any time to hold long or short positions in investment instruments referred to herein, carry out transactions involving relevant
investment instruments in the capacity of principal or agent, or provide any other services or have officers, who serve as
directors, either to/for the issuer, the investment instrument itself or to/for any company commercially or financially affiliated
to such issuers. At any time, investment decisions (including whether to buy, sell or hold securities) made by UBS and its
employees may differ from or be contrary to the opinions expressed in UBS research publications. Some investments may not
be readily realizable since the market in the securities is illiquid and therefore valuing the investment and identifying the risk
to which you are exposed may be difficult to quantify. UBS relies on information barriers to control the flow of information
contained in one or more areas within UBS, into other areas, units, divisions or affiliates of UBS. Futures and options trading
is not suitable for every investor as there is a substantial risk of loss, and losses in excess of an initial investment may occur.
Past performance of an investment is no guarantee for its future performance. Additional information will be made available
upon request. Some investments may be subject to sudden and large falls in value and on realization you may receive back
less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on

Page 3 of 4



Investment strategy insights

the price, value or income of an investment. The analyst(s) responsible for the preparation of this report may interact with
trading desk personnel, sales personnel and other constituencies for the purpose of gathering, synthesizing and interpreting
market information.

Different areas, groups, and personnel within UBS Group may produce and distribute separate research products
independently of each other. For example, research publications from CIO are produced by UBS Global Wealth
Management. UBS Global Research is produced by UBS Investment Bank. Research methodologies and rating systems
of each separate research organization may differ, for example, in terms of investment recommendations, investment
horizon, model assumptions, and valuation methods. As a consequence, except for certain economic forecasts (for which
UBS CIO and UBS Global Research may collaborate), investment recommendations, ratings, price targets, and valuations
provided by each of the separate research organizations may be different, or inconsistent. You should refer to each relevant
research product for the details as to their methodologies and rating system. Not all clients may have access to all products
from every organization. Each research product is subject to the policies and procedures of the organization that produces it.
The compensation of the analyst(s) who prepared this report is determined exclusively by research management and senior
management (not including investment banking). Analyst compensation is not based on investment banking, sales and
trading or principal trading revenues, however, compensation may relate to the revenues of UBS Group as a whole, of which
investment banking, sales and trading and principal trading are a part.

Tax treatment depends on the individual circumstances and may be subject to change in the future. UBS does not provide
legal or tax advice and makes no representations as to the tax treatment of assets or the investment returns thereon both in
general or with reference to specific client's circumstances and needs. We are of necessity unable to take into account the
particular investment objectives, financial situation and needs of our individual clients and we would recommend that you
take financial and/or tax advice as to the implications (including tax) of investing in any of the products mentioned herein.
This material may not be reproduced or copies circulated without prior authority of UBS. Unless otherwise agreed in writing
UBS expressly prohibits the distribution and transfer of this material to third parties for any reason. UBS accepts no liability
whatsoever for any claims or lawsuits from any third parties arising from the use or distribution of this material. This report
is for distribution only under such circumstances as may be permitted by applicable law. For information on the ways in
which CIO manages conflicts and maintains independence of its investment views and publication offering, and research
and rating methodologies, please visit www.ubs.com/research-methodology. Additional information on the relevant authors
of this publication and other CIO publication(s) referenced in this report; and copies of any past reports on this topic; are
available upon request from your client advisor.

Important Information About Sustainable Investing Strategies: Sustainable investing strategies aim to consider
and incorporate environmental, social and governance (ESG) factors into investment process and portfolio construction.
Strategies across geographies approach ESG analysis and incorporate the findings in a variety of ways. Incorporating ESG
factors or Sustainable Investing considerations may inhibit UBS’s ability to participate in or to advise on certain investment
opportunities that otherwise would be consistent with the Client's investment objectives. The returns on a portfolio
incorporating ESG factors or Sustainable Investing considerations may be lower or higher than portfolios where ESG factors,
exclusions, or other sustainability issues are not considered by UBS, and the investment opportunities available to such
portfolios may differ.

External Asset Managers / External Financial Consultants: In case this research or publication is provided to an External
Asset 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: This document is not intended for distribution into the US and / or to US persons.

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).
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