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Navigating Al’s creative destruction

The shift towards digital labour represents one of the
biggest business model pivots of all time, with huge
ramifications for virtually every industry. It is already
propelling US growth through unprecedented corporate
capital spending, which shows no sign of abating even if
financing is increasingly debt-fuelled and circular in places.
The hugely cash-generative hyperscalers continue to commit
to massive investments, underpinning impressive earnings
from Al infrastructure supply chain businesses such as
semiconductor manufacturers, energy providers and
certain commodity suppliers, especially where inventories
are scarce.

However, technological revolutions rarely proceed smoothly.
Investors’ focus is increasingly shifting towards the question
of whether capex and equity valuations will be justified

by the monetisation of Al-driven productivity. Elevated
valuations and astronomical financing requirements simply
raise the bar for success. Not every Al project will justify its
capital outlays, so it will be a critical year for non-profitable
Al companies as investors will demand clarity that their
business models are workable amid rising competition.

The 4th industrial revolution

Fortunately, our bottom-up analysts are increasingly
reporting that Al will boost corporate profitability across
sectors. To date, this has mostly been through automation
and cost reduction, but gradually creative capabilities that
drive revenue generation are also being delivered, as we
discussed in our 2026 Outlook.

For now, market narratives are swinging between optimism
about productivity gains to pessimism about creative
destruction. For example, Q325 US productivity data
(Figure 1), the fastest in over a decade outside Covid-

era distortions and Q323 when source data was revised,
catalysed a bout of broad positive performance across
potential Al adopters by suggesting that Al is boosting
firms’ efficiency. However, indiscriminate sell-offs have also
taken place in sectors as diverse as software, logistics,
wealth management, law and commercial real estate which
are perceived as threatened by Al disruption.

The reality is more complex. Individual businesses have

different characteristics, competitive positions, economic
moats and cost bases. Some will suffer from disruption,

but others will adapt and emerge stronger. Where there
are successes, the winners and losers will largely be
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Figure 1: Thematic evolution: Productivity growth accelerates
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Source: Fidelity International, 31 January 2026.

Policymakers will hope that Al can usher in an era of productivity gains
akin to the 1995-2005 period when growth was boosted by broad adoption
of computers.

determined by whether incumbents can adopt Al and
increase their effectiveness, or whether they become
dependable on (or replaced by) more efficient Al
companies. These dynamics will play out differently across
industries and geographies.

Bifurcation and dispersion: A stock-pickers paradise

Either way, exuberance will result in excessive valuations

in places as investors chase outsized gains, while fear will
leave prices implying an unlikely degree of impairment

in others. Any resulting market bifurcation will present

both opportunities and risks, the latter including elevated
concentration, which increases the importance of certain
idiosyncratic stock-level drivers to its overall returns. This
comes at a time when Al represents perhaps the greatest
threat that some of the largest companies have seen to key
business lines, in areas like internet search and advertising.
High capex plans also represent a risk to near-term payout
ratios, which can be a key determinant of valuations
through share buyback activity. Each of these factors
challenges the credibility of a capitalisation-weighted
approach to equity investment, but they do not warrant
disengagement. Rather, a fertile hunting ground has been
created for nimble active investors to identify mispricings
and deliver alpha through in-depth research.

“In the short run, the stock market is a
voting machine. Yet, in the long run,
it is a weighing machine.”

Benjamin Graham
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Macro implications of Al

Al has the potential to usher in an era of elevated growth
by reshaping supply chains, enhancing product design, and
creating entirely new markets. By unlocking efficiency gains
across industries, it could even deliver a disinflationary
growth impulse which might allow more accommodative
monetary and fiscal policy. Indeed, this is the hope of

Fed Chair nominee Warsh, who has asserted that Al will
restrain inflation by boosting productivity, justifying lower
interest rates.

However, given that businesses are deploying Al
technologies to save on labour costs, it is also difficult

to envisage a scenario where this will not result in any
adverse labour market effects. We have already witnessed
a few highly publicised instances of corporate layoffs and
there are signs of reduced reliance on labour as a factor of
production in some industries. Al has been at least partly
responsible for the failure of current elevated growth to
reflect in stronger employment, even if the primary driver
of weaker employment growth may have been lower net
migration. Meanwhile, concerns about weak labour market
prospects are partly responsible for low US consumer
confidence (Figure 2) and perceptions of K-shaped
economic outcomes, which will be an important factor in
November’s mid-term elections.

As consumption represents the lion’s share of economic
activity in many economies, the labour-market effects of
Al’s proliferation are a risk worth monitoring. For now,
there is limited evidence that it is putting large swathes of
people out of work, but it is possible that such a scenario
will play out over time, especially as wage bills represent

Al and geoeconomic fragmentation

Figure 2: K-Shaped Al economy: Robust growth but gloomy
consumer confidence
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Source: Fidelity International, 31 January 2026.
Despite resilient GDP growth, US consumer confidence reached its lowest
level in 12 years recently amid ongoing concerns about the cost of living.

low-hanging fruit for ambitious Al disruptors. If labour
market weakness begins to outweigh the positive dynamics
associated with Al investment and wealth effects from rising
corporate profitability, economic trajectories might begin to
shift downward.

Under such a scenario, Al capex plans, monetisation
timelines and overall value creation would likely be
scrutinised more intensely. Moreover, the socioeconomic
and political ramifications could be significant.

In today’s era of intensifying international competition,
such developments could draw protectionist policy
reactions, propelling the world more rapidly towards

a multi-polar system.

The US holds a clear early lead in the Al supply chain, although it faces bottlenecks in areas like energy
supply and skilled labour. Meanwhile, the rest of the world is playing catch up. In particular, China is scaling
its capabilities rapidly, igniting fears of a race between the two superpowers. Once China enters a space, it
has historically tended to flood the market with supply and bring down prices and margins. The release of
DeepSeek’s open-source Al model in early 2025 highlighted this potential and drove a bout of market volatility
by demonstrating that use cases do not necessarily require the most expensive, cutting-edge technology.

Increased supply chain competition would be detrimental to many Al infrastructure companies, but could have
positive implications for Al adopters. We note that the benefits from new technologies have historically tended
to accrue mostly to those that employ them effectively through higher returns on investment, rather than early-
stage innovators that benefit from hype. With this in mind, China might benefit disproportionately in relative
terms as it holds some advantages in terms of adoption, including its more open-source approach, state-driven
industrial strategy, less stringent data laws, access to raw materials, and abundant energy capacity.
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Strategies for navigating Al’s creative destruction

Thematic exposure

The complexity of technological disruption
makes it hard to assess. Economic outcomes
can diverge meaningfully across business
models, industries and regions, while investors
tend to extrapolate the effects too rapidly as
legal, regulatory, security and operational
considerations need to be addressed before
new technologies are adopted. As a result,
valuations can dislocate from fundamentals,
creating both opportunities and risks for
investors. Those investing in the Al theme should
remain highly selective, seeking companies with
durable competitive positions and credible Al
integration potential that can deliver through
execution. Valuation discipline is critical and

an anti-momentum bias is often warranted as
attractive risk-adjusted opportunities are seldom
found in the most crowded trades.

Broaden exposure

The narrowness of global equity leadership
and increased market concentration have
reduced the market’s natural diversification and
raised the beta risk associated with potential
rotations. Timing the latter will be difficult
given the uncertainties surrounding innovation,
corporate adoption and regulation across the
Al theme. However, investors can employ
selective diversification across geographies,
sectors (Figure 4) and return drivers to benefit
from Al's potential while also enhancing
portfolio resilience.

For illustrative purposes only.

Figure 3: Top-down and bottom-up considerations for assessing the Al theme
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Figure 4: Disruption potential: US sector exposure to generative Al
and robotics
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Chart source: OECD, Fidelity International. Data retrieved from “Miracle or Myth? Assessing the macroeconomic productivity gains from Artificial Intelligence”

OECD Al papers, November 2024.

Growth at reasonable price

The growth potential of disruptive, innovative
companies is often underappreciated by the
market, both in terms of speed and duration.
However, hype and momentum can also lead to
exuberant valuations. By differentiating between
hype and reality, in-depth fundamental research
can be used to identify mis- or reasonably-
priced investments with the potential to deliver
compounding long-term returns, while also
managing risk from the bottom up.

Figure 5: High market concentration demands a discerning approach
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Since Meta was listed in 2012, the Magnificent 7 has grown from 9% to over 30% of the S&P 500 Index by capitalisation. The US’s weighting in the global
equity market has increased from around 50% to over 70% (MSCI USA and World indices).
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Important Information

This material is for Institutional Investors and Investment Professionals only and should not be distributed to the general public or be relied upon
by private investors.

This material is provided for information purposes only and is intended only for the person or entity to which it is sent. It must not be reproduced
or circulated to any other party without prior permission of Fidelity.

This material does not constitute a distribution, an offer or solicitation to engage the investment management services of Fidelity, or an offer to
buy or sell or the solicitation of any offer to buy or sell any securities in any jurisdiction or country where such distribution or offer is not authorised
or would be contrary to local laws or regulations. Fidelity makes no representations that the contents are appropriate for use in all locations

or that the transactions or services discussed are available or appropriate for sale or use in all jurisdictions or countries or by all investors or
counterparties.

This communication is not directed at and must not be acted on by persons inside the United States. All persons and entities accessing the
information do so on their own initiative and are responsible for compliance with applicable local laws and regulations and should consult their
professional advisers. This material may contain materials from third parties which are supplied by companies that are not affiliated with any
Fidelity entity (Third-Party Content). Fidelity has not been involved in the preparation, adoption or editing of such third-party materials and does
not explicitly or implicitly endorse or approve such content. Fidelity International is not responsible for any errors or omissions relating to specific
information provided by third parties.

Fidelity International refers to the group of companies which form the global investment management organization that provides products and
services in designated jurisdictions outside of North America. Fidelity, Fidelity International, the Fidelity International logo and F symbol are
trademarks of FIL Limited. Fidelity only offers information on products and services and does not provide investment advice based on individual
circumstances, other than when specifically stipulated by an appropriately authorised firm, in a formal communication with the client.

Europe: Issued by FIL Pensions Management (authorised and regulated by the Financial Conduct Authority in UK), FIL (Luxembourg) S.A.
(authorised and supervised by the CSSF, Commission de Surveillance du Secteur Financier), FIL Gestion (authorised and supervised by the
AMF (Autorité des Marchés Financiers) N°GP03-004, 21 Avenue Kléber, 75016 Paris) and FIL Investment Switzerland AG.

UAE: The DIFC branch of FIL Distributors International Limited is regulated by the DFSA for the provision of Arranging Deals in Investments only.

All communications and services are directed at Professional Clients and Market Counterparties only. Persons other than Professional Clients

and Market Counterparties, such as Retail Clients, are NOT the intended recipients of our communications or services. The branch is established
pursuant to the DIFC Companies Law, with registration number CL2923, as a branch of FIL Distributors International Limited, registered in Bermuda.
FIL Distributors International Limited is licensed to conduct investment business by the Bermuda Monetary Authority.

In Hong Kong, this material is issued by FIL Investment Management (Hong Kong) Limited and it has not been reviewed by the Securities and
Future Commission.

FIL Investment Management (Singapore) Limited (Co. Reg. No: 199006300E) is the legal representative of Fidelity International in Singapore.
This document / advertisement has not been reviewed by the Monetary Authority of Singapore.

In Taiwan, independently operated by Fidelity Securities Investment Trust Co. (Taiwan) Limited 11F, No.68, Zhongxiao East Road, Section 5,
Taipei 110, Taiwan, R.O.C. Customer Service Number: 0800-00-9911.

In Korea, this material is issued by FIL Asset Management (Korea) Limited. This material has not been reviewed by the Financial Supervisory
Service and is intended for the general information of institutional and professional investors only to which it is sent.

Issued in Japan, this material is prepared by FIL Investments (Japan) Limited (hereafter called “FIJ”) based on reliable data, but FIJ is not held
liable for its accuracy or completeness. Information in this material is good for the date and time of preparation and is subject to change without
prior notice depending on the market environments and other conditions. All rights concerning this material except quotations are held by FIJ and
should by no means be used or copied partially or wholly for any purpose without permission. This material aims at providing information for your
reference only but does not aim to recommend or solicit funds /securities.

For information purposes only. Neither FIL Limited nor any member within the Fidelity Group is licensed to carry out fund management activities in
Brunei, Indonesia, Malaysia, Thailand and Philippines.

FIL Investment Management (Australia) Limited (ABN 34 006 773 575, AFSL No. 237865) and FIL Responsible Entity (Australia) Limited (ABN 33

148 059 009, AFSL No. 409340) are the legal representatives of Fidelity International in Australia. This is intended as general information for a
person who is a “wholesale client” under section 761G of the Corporations Act 2001 (Cth) and has been prepared without taking into account any
person’s objectives, financial situation or needs. Not for distribution to or use by retail clients.
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