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Yrety  Disruption and the
price of patience

Key takeaways

— Quality has rarely lagged momentum by
this much, not since the dot-com era, and
much of the sell-off has been indiscriminate
rather than analytical.

— Disruption itself isn’t new. We've navigated
consumer, mobile and cloud disruption
cycles before, and the portfolio has evolved
through each one.

— Not all heavy spending carries the same risk:
capital that entrenches a genuine advantage
is different from capital that merely funds
a boom (memory chipmakers).

— What we look for hasn’t changed - durable
moats, cash generation and disciplined capital
allocation - but our assessment of durability
must stay forward-looking.

— Our Global Franchise portfolio is higher quality,
better valued and growing earnings faster than
at almost any point in its history — an opportunity
we believe should reward patience.

Clyde Rossouw
Head of Quality


https://ninetyone.com/en/south-africa/funds-strategies/funds/global-franchise-a-acc-usd-lu0426412945

Disruption and the price of patience

Markets are working through two related but distinct shocks.
The first is straightforward and sentiment-driven: chipmakers
and the industrial suppliers of the Al build-out have seen
share prices climb sharply, with the market largely assuming
the trend would continue rather than expecting the
recalibration that usually follows a big wave of spending.
Some of that recalibration has since come through,

and semiconductors have eased back from their highs.

The second shock has run the other way. When investors start worrying
about the long run, they sell first and sort later, and that’s roughly what
happened to capital-light software and information-services businesses
tagged as Al-exposed. Some probably deserved it. But many were caught
in the crossfire, marked down alongside the genuinely vulnerable because
the market hadn’t had time to tell them apart. That sorting has begun,

and parts of software have recovered some ground, though it is still early.

For quality investors, this split has been a real headwind - quality hasn’t
lagged momentum by this much since the dot-com era. The interesting
questionisn’t which style is in favour this year. It's whether the advantages
that used to make a business hard to compete with - its data, its place in

a customer’s workflow, its network effects, the cost of switching away -
still hold. We don’t think they have broken, for most businesses, and both

history and the outlook back that up.

A familiar pattern

Every disruption cycle produces a similar argument - that the
incumbents are finished. We've had this argument before, more
than once, over the nearly two decades we’'ve managed the
Ninety One Global Franchise Fund.

In the 2010s it was the consumer space, traditionally a
comfortable home for high-quality businesses with strong
brands and distribution. E-commerce and digital advertising
lowered the barriers that had protected those businesses for
decades, and the slowest to respond saw their fundamentals
erode. We reduced exposure to the companies least able to
adapt, parts of food and household products among them, and
reallocated toward technology businesses that were higher

quality and more cash-generative. That wasn’t drift. It was the l
same discipline, applied to a market that had moved.
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Mobile was expected to end desktop software. The cloud was expected to end
on-premise vendors. Each time, the pattern ran through the same stages: early
euphoria, a sell-off in legacy’ names, a reality check as displacing an incumbent
proved harder than expected, and the incumbents that adapted regaining
control by embedding the new technology into what they already owned.

We made a similar call within the portfolio during the shift to digital advertising,
exiting WPP as its scale advantage eroded under algorithmically optimised
advertising from Google and Meta. We built a position in ASML instead, where
extreme ultraviolet (EUV) lithography was emerging as the new source of moat.
ASML’s earnings have since compounded roughly 13-fold; WPP’s have roughly
halved (Figure 1). Microsoft shows a different route to the same outcome,
adapting in place rather than being replaced, moving from per-PC licensing

to subscriptions and now into an Al platform without losing its grip on the
workflows it already owned. We believe the current Al cycle is following the
same course and is sitting somewhere in that uncomfortable middle stage.

Figure 1: The evolution of quality
Share prices follow earnings
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Source: Bloomberg, Ninety One, 31 December 2015 to 31 August 2026. Forward earnings per share
(EPS) is Bloomberg consensus (BEST_EPS): ASML in EUR, WPP in GBP, both rebased to 100, log
scale. For illustrative purposes only - not a recommendation to buy or sell any particular security.

The thread running through all three cycles is the same. Disruption

isn’t new; it’s how markets renew themselves, and we’ve navigated it
successfully more than once. What doesn’t survive is a moat that stops
where it was five years ago. A competitive advantage that isn’t being
actively extended is, by definition, allowing competitors to catch up.
The businesses worth owning aren’t the ones that once built a wide
moat; they’re the ones still digging it.



Expenditure scrutiny

The same market that has rewarded Al infrastructure spending is
starting to look more closely at how it’s financed. Cloud companies
used to fund this kind of expansion out of their own cash flow;
increasingly, they’re borrowing instead, which raises the stakes if the
payoff takes longer than hoped. Memory chipmakers like Micron and
SK Hynix are especially exposed: shortages let them charge premium
prices today, but that kind of pricing power has historically faded
once new supply came online. That’s spending to ride a boom, not
spending to build something that outlasts it.

Not all heavy spending carries the same risk. Contemporary
Amperex Technology (CATL), the world’s leading maker of lithium-
ion batteries for EVs and energy storage, is more capital intensive
than our typical holdings. The business sits at the centre of two
long-term growth trends and has built a position on manufacturing
scale, supply chain control and hard-to-replicate technology. It also
spends less per unit of capacity than its peers and funds its own
growth rather than relying on debt. That’s spending that entrenches
an advantage. Spending to keep pace with a boom is a different
kind of risk, and the portfolio remains less capital intensive than the
market, even as expensive, capital-hungry tech names take over
more of the index.
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What this means for
the portfolio

We don’t dismiss the idea that businesses can be disrupted
and lose the edge that once protected them. Some caught

up in the current sell-off have real cause for concern, and
some will undoubtedly be disrupted. But what separates a
company from the narrative around it is how it adapts, not how
convincingly it talks about the threat it faces. On that measure,
many of today’s supposed losers have a stronger defence than
the market is pricing in.

Distinguishing between the sustainable and the unsustainable
is the real work of quality investing. The differentiated insight

is rarely in spotting that a quality attribute exists; it’s in judging
how durable it is, which must be a forward-looking assessment.
What we look for hasn’t changed: a hard-to-replicate
competitive advantage, a dominant position in a growing
market, sustainable cash flow and disciplined capital allocation,
alongside the low cyclicality and balance sheet strength that
provide resilience through the cycle.

It's worth noting, in passing, that passive flows do the
opposite almost by construction, following whatever is
driving the index, which today is an unusually narrow and
expensive slice of the market. An active approach is forced
to ask the harder question: whether today’s leadership can
still justify tomorrow’s price.

Markets evolve.

The opportunities within them
evolve too, and so does the
portfolio built to capture them.

We believe many of the advantages that predate the current
disruption narrative still hold, but businesses need to keep
adapting. Our track record through previous cycles suggests
the underlying discipline can travel well across environments
that look nothing alike.

Markets evolve. The opportunities within them evolve too, and
so does the portfolio built to capture them. Figure 2 shows that
evolution playing out over nearly two decades, as leadership
shifts from a staples-heavy market toward technology,
communication services and financials — several cycles of
disruption, condensed into one chart.



Figure 2: Sector breakdown since inception
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Source: Ninety One, FactSet, 30 September 2026.

What hasn’t changed underneath any of that rotation is what we're
looking for: durable moats, real cash generation, and the discipline
to keep extending an advantage rather than simply defending one.
The portfolio’s return on invested capital has climbed to a record
high over the past decade, while its valuation relative to the market
has fallen to a decade low." By most measures we track, it is higher
quality, growing earnings faster than at almost any point in its history,
and more attractively valued. We don’t believe that disconnect
persists indefinitely, and the underlying earnings keep compounding
while we wait, an opportunity we believe should reward patience.

1. Sources: Ninety One and FactSet, 30 September 2026.
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Important information

Allinformation, representations and opinions provided are of a general nature and provided for information purposes
only. We are not acting and do not purport to act in any way as an advisor or in a fiduciary capacity. No one should
rely or act upon such information or opinion without appropriate professional advice. We endeavour to provide
accurate and timely information but make no representation or warranty, express or implied, with respect to the
correctness, accuracy or completeness of the information and opinions. Forecasts or commentary about expected
future asset class or market performance in general are based on disclosed reasonable assumptions and not a
reliable indicator of future results. We do not undertake to update, modify or amend the information on a frequent
basis or to advise any person if such information subsequently becomes inaccurate.

The Fund is a sub-fund of the Ninety One Global Strategy Fund (the Management Company), which is a UCITS
société anonyme under the laws of the Grand Duchy of Luxembourg and is supervised by the Commission de
Surveillance du Secteur Financier and is managed by managed by Ninety One Fund Managers UK Limited. For
further information on the Fund including application forms and a schedule of fees and commissions, please contact
Ninety One. Fund fact sheets, prices and English language copies of the Prospectus, Report & Accounts and
Articles of Incorporation and local language copies of the Key Investor Information Documents may be obtained
from our website and free of charge from the following country specific contacts: Luxembourg - Ninety One Global
Strategy Fund, 49 avenue J.F. Kennedy, L-1855 Luxembourg. The sub-funds offered for public sale in South Africa are
approved under the South African Collective Investment Schemes Control Act.

CIS are generally medium to long-term investments, the value of which may go down as well as up. Past performance
is not necessarily a guide to future performance. The Management Company does not provide any guarantee

either with respect to the capital or the return of a portfolio. CIS are traded at ruling prices and can engage in
borrowing and scrip lending. A schedule of fees and charges may be requested from the Management Company.
Where performance fees are charged, these are applied daily and performance is quoted net of fees with income
reinvested. Though portfolio performance is shown, individual performance may differ depending on factors such as
initial fees, date of actual investment and reinvestment of earnings and withholding tax where applicable. The fund
may invest in foreign securities. This can expose the fund to specific material risks, such as potential constraints on
liquidity and the repatriation of funds, macroeconomic risks, political, foreign exchange, tax and settlement risks, and
potential limitations on the availability of market information.

References to particular investments or strategies are for illustrative purposes only and should not be seen as a buy,
sell or hold recommendation. Unless stated otherwise, the specific companies listed or discussed are included as
representative of the Strategy or Strategies. Such references are not a complete list, and other positions, strategies,
or vehicles may experience results which differ, perhaps materially, from those presented herein due to different
investment objectives, guidelines or market conditions. The securities or investment products mentioned in this
document may not have been registered in any jurisdiction. More information is available upon request.

The Management Company may close the fund to new investors or stop additional investments by existing investors,
to ensure the fund remains in line with its investment mandate or objectives. If there are too many withdrawals

from the fund, it could impact its liquidity. In such cases, withdrawal instructions may be processed differently to
safeguard the fund.

Additional advisor fees may be paid and if so, are subject to the relevant FAIS disclosure requirements.

Except as otherwise authorised, this information may not be shown, copied, transmitted, or otherwise given to any
third party without Ninety One’s prior written consent. Ninety One Investment Platform (Pty) Ltd and Ninety One SA
(Pty) Ltd are authorised financial services providers. © 2026 Ninety One. All rights reserved. Issued by Ninety One,
November 2026.

Contact information

36 Hans Strijdom Avenue
Foreshore, Cape Town 8001
Telephone: +27 (0)219011000

Client Service

Client service support: 0860 500 100
International clients: +27 (0)11 508 3801
Email: clientservice@ninetyone.com

Financial advisors
Advisor Service Centre: 0860 444 487
Email: advisor.service@ninetyone.com

www.ninetyone.com

Alternatively, please contact your Ninety One investment consultant.
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