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In Brief

= The 2010s muted competition, allowing dominant firms to sustain high profits and
market concentration.

= Al lowers the cost of challenging incumbents, while renewed investment expands
rival capacity.

= As competition returns, scarce advantages and stock selection should matter more.

In a Strategist’s Corner from August titled Why Index Concentration Will End, | argued that
today’s market concentration reflects concentrated profits and investors’ beliefin their durability,
rather than merely passive flows. An index records the profit takers, but it doesn’t create their
customers, margins, or returns on capital.

In this piece, | follow up by asking why those profits became so durable and, more importantly,
what might bring that durability to an end. Spoiler alert: we think the catalystis Al.

That answer may sound obvious, but what is less obvious is why Al may affect corporate
economics very differently from Internet 2.0. Internet 2.0, with its focus on cloud computing,
user-generated content, and two-way interaction, often strengthened incumbents through
network effects. Al, or what we are calling “Internet 3.0,” may give new challengers the tools
to compete.

That Distinction Matters

To be clear, I'm not so bold as to suggest that Al will rewrite the laws of economics. Quite the
opposite. I’'m suggesting that it may reactivate forces that have been present for centuries.

Long before investors were counting ad clicks in the 2010s or comparing tokens per watt today,
capitalism had developed a remarkably reliable habit of turning extraordinary profits into an
invitation for competition.

The process is usually straightforward. First, something new appears, demand exceeds supply,
and returns rise. Those returns then attract entrepreneurs and capital. New supply follows,
customers gain alternatives, and pricing power weakens. As profits fall, less efficient
competitors fail. Finally, supply and demand move back toward equilibrium, and economic
returns normalize.

We saw this with railroads, automobiles, radio, telecommunications, and personal computers.
While the products have changed over time, capitalism’s response has not.

Capitalism is persistent, but itis not always punctual. Case in point: the last market cycle. As
Exhibit 1 illustrates, Internet 2.0 produced “winner-take-most” economics in several large
industries, while Internet 3.0 may make sophisticated capabilities available to more challengers.
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Exhibit 1: Internet 2.0 vs. Internet 3.0
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Two different competitive cycles

Why Competition Was Muted

From 2009 through 2021, two forces slowed capitalism’s response to high returns. First, less capital
was directed toward rival supply. Asset-light models and offshoring reduced the need for new
productive capacity, while more cash was returned to shareholders or deployed into acquisitions.
Second, Internet 2.0 made some leading businesses harder to challenge as they grew. More users
generated more data, attracted advertisers, strengthened distribution, and raised switching costs.

Less rival capacity was being built as digital barriers rose. Profit margins and returns on capital stayed
elevated, investors treated those profits as durable, and valuation multiples expanded.

The 2010s didn’t repeal capitalism, but they did subdue it.

The Return of Competition

Both conditions are now changing. Reshoring, supply-chain resilience, trade fragmentation, and
infrastructure needs are pulling investment back into the cost base.

Alis changing the competitive architecture. Basic model capabilities are becoming more abundant,
accessible, and substitutable. Al is also making once-expensive functions such as research, coding,
marketing, customer service, and administration increasingly rentable.

Put simply, Al is capital intensive to build but increasingly capital light to use. That lowers the minimum
scale and cost required to try to compete. Startups, adjacent incumbents, and even customers can
attack established profit pools without recreating an incumbent’s entire organization.

Al does not guarantee success, but it lowers the cost of trying. Incumbents need not disappear for their
economics to weaken. They only need to capture less incremental profit, spend more to defend their
position, lose pricing power, or earn lower returns on new investment.

What Changes for Investors?

The investment question is not simply who adopts Al; nearly every company will. It is whether a
business earns above its cost of capital today, can compound by reinvesting at attractive incremental
returns, and can keep the gains after customers and competitors respond.
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- Durable advantages will remain, but they are more likely to reside in what stays scarce and difficult to
replicate, including physical capacity, proprietary context, trusted distribution, permissions, switching
costs, and customer relationships.

The prior cycle rewarded exposure to established profit pools. The emerging cycle should instead reward
selectivity. A capitalization-weighted benchmark adjusts after prices move, but fundamental investors
can assess whether the economics are changing before the index does.

Renewed investment and Al are restarting the capital cycle, and when competition returns, stock
selection should matter more than it has in some time. 4

Keep in mind that all investments carry a certain amount of risk, including the possible loss of the principal amount invested.

The views expressed are those of the author(s) and are subject to change at any time. These views are for informational purposes only and should not be relied upon as a recommendation to
purchase any security or as a solicitation or investment advice. No forecasts can be guaranteed. Past performance is no guarantee of future results.

GLOBAL DISCLOSURE
Unless otherwise indicated, logos and product and service names are trademarks of MFS® and its affiliates and may be registered in certain countries.
Distributed by: U.S. - MFS Investment Management; Latin America - MFS International Ltd.

Please note that in Europe and Asia Pacific, this document is intended for distribution to investment professionals and institutional use only. In Canada, this document is intended
for distribution to institutional clients only. In Qatar this document is strictly for sophisticated investors and high net worth individuals only.

Note to readers in Canada: Issued in Canada by MFS Investment Management Canada Limited. Note to UK and Switzerland readers: Issued in the UK and Switzerland by MFS International
(U.K) Limited (“MIL UK”), a private limited company registered in England and Wales with the company number 03062718, and authorised and regulated in the conduct of investment business
by the UK Financial Conduct Authority. MIL UK, an indirect subsidiary of MFS®, has its registered office at One Carter Lane, London, EC4V 5ER. Note to Europe (ex UK and Switzerland)
readers: Issued in Europe by MFS Investment Management (Lux) S.a r.l. (MFS Lux) - authorized under Luxembourg law as a management company for Funds domiciled in Luxembourg and
which both provide products and investment services to institutional investors and is registered office is at S.a r.l. 4 Rue Albert Borschette, Luxembourg [-1246. Tel: 352 2826 12800. This material
shall not be circulated or distributed to any person other than to professional investors (as permitted by local regulations) and should not be relied upon or distributed to persons where such
reliance or distribution would be contrary to local regulation; Singapore - MFS International Singapore Pte. Ltd. (CRN 201228809M); Australia/New Zealand - MFS International Australia Pty
Ltd (“ MFS Australia”) (ABN 68 607 579 537) holds an Australian financial services licence number 485343. MFS Australia is regulated by the Australian Securities and Investments Commission.;
Hong Kong - MFS International (Hong Kong) Limited (“MIL HK”), a private limited company licensed and regulated by the Hong Kong Securities and Futures Commission (the “SFC”). MIL HK

is approved to engage in dealing in securities and asset management regulated activities and may provide certain investment services to “professional investors” as defined in the Securities
and Futures Ordinance (“SFO”).; For Professional Investors in China - MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 Century Avenue, Shanghai World
Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese limited liability company registered to provide financial management consulting services; Japan - MFS Investment
Management K K., is registered as a Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No.312, a member of the Investment Management Association of Japan. As
fees to be borne by investors vary depending upon circumstances such as products, services, investment period and market conditions, the total amount nor the calculation methods cannot be
disclosed in advance. All investments involve risks, including market fluctuation and investors may lose the principal amount invested. Investors should obtain and read the prospectus and/or
document set forth in Article 37-3 of Financial Instruments and Exchange Act carefully before making the investments ; For readers in Saudi Arabia, Kuwait, Oman, and UAE (excluding the
DIFC and ADGM). In Qatar strictly for sophisticated investors and high net worth individuals only. In Bahrain, for sophisticated institutions only: The information contained in this
document is intended strictly for professional investors. The information contained in this document, does not constitute and should not be construed as an offer of, invitation or proposal
to make an offer for, recommendation to apply for or an opinion or guidance on a financial product, service and/or strategy. Whilst great care has been taken to ensure that the information
contained in this document is accurate, no responsibility can be accepted for any errors, mistakes or omissions or for any action taken in reliance thereon. You may only reproduce, circulate and
use this document (or any part of it) with the consent of MFS international U.K. Ltd (“MIL UK”). The information contained in this document is for information purposes only. It is not intended for
and should not be distributed to, or relied upon by, members of the public. The information contained in this document, may contain statements that are not purely historical in nature but are
“forward-looking statements” These include, amongst other things, projections, forecasts or estimates of income. These forward-looking statements are based upon certain assumptions, some
of which are described in other relevant documents or materials. If you do not understand the contents of this document, you should consult an authorised financial adviser. Please note that
any materials sent by the issuer (MIL UK) have been sent electronically from offshore. South Africa - This document, and the information contained is not intended and does not constitute, a
public offer of securities in South Africa and accordingly should not be construed as such. This document is not for general circulation to the public in South Africa. This document has not been
approved by the Financial Sector Conduct Authority and neither MFS International (U.K.) Limited nor its funds are registered for public sale in South Africa.

MFS FUND DISTRIBUTORS, INC. MEMBER SIPC, BOSTON, MA MFSE_FLY_5365651_10_26
69543.1



