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The Long-Term Case for Compounders

In brief

= Market booms often lure investors into cyclical businesses, but history shows these cycles can be
short-lived and expose investors to severe drawdowns and difficult recovery math.

= Compounders tend to deliver steadier, more durable profit growth across full cycles, making them
better suited for long-term investors.

= Selectivity is especially important given the unique, negative economies of scale of some Al
businesses.

In the heat of a market boom, the siren song of cyclical businesses can be almost impossible for
investors to ignore. Whether it was the credit-fueled surge of the mid-2000s, the post-lockdown
commodity spike, or the current frenzy surrounding hardware-heavy technology cycles, the narrative
is always the same: this time, the scale is different.

History is filled with “must-own” stories that were cycles in disguise. In the 1720s, it was the South
Sea Company, where investors rushed to own a global trade monopoly, only to see their capital
evaporate when profits failed to meet expectations. A century later, railways were going to change
the world — and they did. However, excess competition and overcapacity wiped out the investors
who funded them.

The lesson history teaches us is that cycle booms are finite. While the “up cycle” provides the
dopamine hit of outperformance, it’s the full cycle that determines total return on capital.

This informs why we at MFS structurally lean away from “cyclicals” and towards “compounders.” To
put this into greater context as we head into 2026 and navigate the heat of a technology “up cycle,”
we offer a hypothetical look at the hard math of losses during a full cycle.

A Tale of Two P&Ls

Consider a hypothetical 10-year window involving two businesses: Compounder Industries and
Cyclicals Incorporated.

As shown in Exhibit 1, both start at the same place: $100 million in revenue and a healthy 30% profit
margin. For the first few years, Compounder Industries raises revenue and costs at a steady 10% clip,
maintaining its margin. It follows the mantra of “build it once, sell it a bunch,” utilizing high operating
leverage and differentiated products to generate consistent profits.
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Exhibit 1: Math can work against cyclicals once the boom ends

Year 1

State

Year2 Year3

State

Steady Steady Boom

Start

Boom

Peak

Late
Cycle

Bust

Bust

Year4 Year5 Year6 Year7 Year8 Year9

Year 10

Recovery Recovery

Compounder Industries

Revenue  $100 $110 $121 $133 $146 $161 $177 $195 $214  $236
Growth rate 10%  10% 10% 10% 10% 10% 10% 10%  10%
Costs §70  $77  $85  $93  $102 $113 $124 $136  $150  $165
gfet inflation 0% 10% 10% 10% 10% 10% 10% 10%  10%
ﬁ%ﬂgﬁ:’e’;der $30  $33  $36  $40 944 $48 953 958 64§71 9478
ProfitMargin -~ 30%  30% 30% 30% 30% 30% 30% 30% 30%  30%

Cyclicals Inc.

Revenue  $100 $105 $110 $154 $201 $221 $132 $109 $114  $120
Growth rate 5% 5%  40% 30% 10% -40% -18% 5% 5%
Costs §70  $74  §77  $93 $110 $126 $106 $87  $86 84
gfe“”ﬂa“"” 5% 5% 20% 19%  14% -16% -18% 2% 2%
CyclicalsInc. ~ $30  $32  $33  $62 $90  $95 $26 $22  $28 $36  $454
ProfitMargin-~ 30%  30%  30% 40% 45% 43% 20% 20% 25%  30%

Source: This example is hypothetical and does not represent any actual data. This is for informational purposes only.

Then comes the “boom.” A new technology or economic shift emerges, directly benefiting Cyclicals Inc.
Revenues explode by 40%. Investors, captivated by the sudden margin expansion to 45%, rotate out of
shares of Compounder Industries and into Cyclicals Inc. For the next three years, Cyclicals Inc’s margins
and profits materially outpace the market.

The Asymmetry of the Bust

By Year 7, the cycle peaks as new competition saturates the market with supply. Cyclical Inc’s sales fall

by 40%. Despite aggressive cost-cutting and layoffs, profit margins are halved.

Though this scenario is hypothetical, the assumptions are rooted in history and designed to expose the
mathematical trap that investors often overlook: to recover from a 40% drop in revenue and return to
its Year-6 peak, Cyclicals Inc. doesn’t just need a “good” year — it needs to grow by 67% in a single year
just to get back to even. That is an enormous hurdle that Compounder Industries never has to face.
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- The Full-Cycle Experience

So, while both companies reach approximately the same total profits of just over $450 billion, their
pathways are different. Compounder Industries’ annual returns were almost double and with less
volatility, as illustrated below.

Exhibit 2: Compounders tend to offer a smoother ride
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Source: This example is hypothetical and does not represent any actual data. This is for informational purposes only.
While Cyclicals Inc. won the sprint during the boom, it lost the marathon of the full cycle.

Conclusion

In recent years, we’ve seen a massive rotation into companies tethered to product cycles —
specifically technology hardware driven by Al. Some of today’s Al models operate with negative
economies of scale: every query triggers expensive compute costs that exceed revenue. This is the
antithesis of the Internet 2.0 era, in which network effects created monopolies with historic profit
growth. We believe these changed fundamentals warrant selective, rather than broad-based,
exposure to today’s technology businesses.

“Quality” is a term used so often in this industry that it has lost its teeth. At its core, quality isn’t
about a label; it’s about the ability to avoid the “math of the bust”

We favor companies that we think can compound earnings through differentiated products and
scalable structures. While the compounder might be a laggard during a boom, like today, they
are often the ones delivering better financial outcomes for the patient, long-term investor who
possesses a deep, fundamental framework. 4
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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 i 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
(UK) 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 . 4 Rue Albert Borschette, Luxembourg L-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 Trust Association, Japan and the Japan
Investment Advisers Association. 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.
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