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PUTTING TODAY’'S MARKET IN CONTEXT

Public software multiples have reset primarily be-
cause growth expectations have reset. As consensus
next 12-month (NTM) growth expectations fell to
~12% from their long-term average of ~25%, sector
multiples compressed to roughly ~3x forward reve-
nue, versus a long-term average closer to ~8x.

The drop in multiple is mostly because implement-
ing AT has taken top of mind for all enterprises’
boards and C-level, above traditional software, and
there’s the fear that Al will even replace software
from vibe-coding or from doing agentic actions.

However, we view the recent public-market sell-off
in software (“SaaSmagedon”, “SaaSpocalyse”, “Al is
eating software”) on the concern of Al-driven re-
placement as a knee-jerk and indiscriminate reac-
tion that fails to distinguish between potential win-
ners with deep moats or enabling Al (i.e. Microsoft,
Snowflake, Datadog) and losers like feature-level
point tools with limited defensibility or headcount-

rooted revenue model (i.e. Adobe).

It is not the first time Wall Street has turned sour
on the sector; for instance, the rise of mobile was
once thought to threaten software as user attention
shifted to phones, yet that platform expansion only
widened the total addressable market (TAM) as
software became multi-platform.

Other industries had similar Armageddon mo-
ments. For example, critics once claimed that retail-
ers like Walmart would not survive against Ama-
zon; yet Walmart’s market cap has now surpassed
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$1trn, showing that agile incumbents can adapt to
changes.

“We view the recent public-
market sell-off in software as a
knee-jerk and indiscriminate
reaction that fails to distinguish
between potential winners with
deep moats or enabling Al and
losers with limited defensibility”

DISPERSION ALREADY EVIDENT

Given these multi-faceted “incumbent versus insur-
gent” and “agile versus static” dynamics, it’'s im-
portant to note that the headline drop in multiples
masks dispersion already. If we peel the onion, we
realise that companies still delivering structural
growth and that have more consensus around their
defensible positioning, such as Palantir,
CrowdStrike, and Cloudflare, continue to com-
mand materially higher multiples (Figure 1).

Every major technology wave has produced this
same bifurcation dynamic. It then becomes a mat-
ter of whether they have the talent density and for-
ward-thinking ability to reinvent themselves simi-
larly to previous waves of change - from on-prem-
ise to cloud, or from internet to mobile internet. At
every single one of those waves, some legacy com-
panies made it and some others did not.
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Figure 1. The market narrative has been “Al is eating software” and SaaSmagedon. Is software structurally

broken?
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Source: Clouded Judgement, Altimeter as of 27 February 2026. Pictet has not acquired any rights or licence to reproduce the
trademarks, logos or images set out in this document except its own. The trademarks, logos and images in this document are
used only for the purpose of this document. Any reference to a specific company or security does not constitute a recommen-

dation to buy, sell, hold or directly invest in that company or security.

Some previous technology shifts with successful
and unsuccessful pivots to illustrate the point in-
clude:

«  On-premise to cloud: Do you want to be IBM
or Microsoft?

«  Physical distribution to streaming: Do you
want to be Blockbuster or Netflix?

«  Mobile: Do you want to be BlackBerry or Ap-
ple?

o  From desktop media internet to mobile inter-
net: Do you want to be Yahoo or Meta?

Technology cycles don’t kill companies. Cultural re-
sistance to self-disruption does. So no, software
isn’t dead, but it will create bifurcation between the
winners and the losers.

In fact, software is the main form in which AI will
be delivered and consumed. Al can dramatically ex-
pand what software companies can do and how fast
they do it, and how large the markets they serve
can become. Therefore, companies who adapt and
implement valuable Al features can even accelerate
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their growth, but those who cannot do face a bad
fate.

Indeed, our core thesis is that Al expands the to-
tal addressable market for software rather than
merely redistributes value within a fixed TAM.
Software spend (~$1tn) is increasingly converging
with IT services (~$3.6tn, “service-as-software”) and
portions of knowledge labour (~$10tn+, “Al for la-
bour”), as automation, copilots, and agents take
over tasks historically delivered through man. This
creates new categories, new budgets, and structur-
ally larger monetisation pools from new economic
output, rather than simply cannibalising existing
SaaS revenues.

In practice, many large incumbents remain systems
of record and workflow backbones for enterprises.
As Jensen Huang recently argued, it doesn’t make
sense for startups to rebuild basic software tools
from scratch when existing offerings - given their
sunk costs - remain highly functional. As he put it:
“Would you use tools or reinvent tools? The an-
swer, obviously, is to use tools.”

Al-native vendors cannot wholesale replace these
platforms. Even frontier lab leaders like Anthropic
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see themselves as complements to software provid-
ers. Tools and applications are becoming the “home
page” for the user by expanding and complement-
ing the value layer around them, such as through
Al agents for contract review/drafting, copilots for
sales and support, automated IT incident triage,
agentic customer service, and Al-driven developer
productivity. This is done while continuing to en-
gage with underlying business systems, which
could drive even higher engagement and interactiv-
ity for those core systems of record.

OUR APPROACH

Given that growth is such a determinant, we be-
lieve that private market valuations are generally
more justified because they are the source of the
disruption. Illustratively, as of 2025, the top 10 pri-
vate software companies (Figure 2) had a com-
bined value of $1.3tn, having added $1tn to their
aggregate value over the past year. At this level,
the top 10 private enterprise software companies
equate to 19% of the entire US-listed public market
software universe, a group which lost 5% of its
value since the beginning of 2025 as Al risks con-
tinue to be perceived as a headwind for the sector.
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The group of 10 private market standouts also
had a combined total annual recurring revenue
(ARR) of $52bn and were growing at a combined
rate of 205%, compared to a total revenue base of
$755bn for the entire public market software
universe, which exited 2025 growing at just over
10%. In fact, OpenAl and Anthropic have added
more new ARR in 2025 than the rest of the pub-
lic market software universe combined.

Nevertheless, we should not be complacent as allo-
cators or owners. Distinguishing between high-
quality software and commoditised apps is now
critical to identifying “moats”. This is a test we
apply not only towards legacy SaaS companies to
assess their disruption risk, but even to new Al-na-
tive companies, as an Al company from 2026 could
equally be disrupted by an Al company of 2027.

Software defensibility has never been about code
alone, which is a basic misunderstanding of what
software companies sell. Sustainable moats we have
looked out for are driven by mission-criticality and
high cost of downtime, embedded workflows, deep
vertical knowledge, proprietary customer data, high
switching costs, dense integration into complex
cross-departmental enterprise IT stacks & business
processes, network or ecosystem effect, the brand,

Figure 2. Private companies have experienced the fastest growth rates, leading to greater market capitali-

sation creation
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Source: Sapphire Ventures, as of December 2025. Peer set is OpenAl, Anthropic, xAl, Databricks, Stripe, Canva, Ramp,
Anysphere, Scale Al and Perplexity. For discussion and illustrative purposes only. Pictet has not acquired any rights or licence
to reproduce the trademarks, logos or images set out in this document except its own. The trademarks, logos and images in this
document are used only for the purpose of this document. Any reference to a specific company or security does not constitute
a recommendation or an invitation to buy, sell, hold or directly invest in that company or security. There is no assurance that
any trends depicted or described above will continue or that any projections will ultimately materialise.
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and trust around data privacy, security and compli-
ance. Software companies who did not possess the
above were disruptable even before Al came in the
equation.

Given the mission-critical nature of these types of
company’s technology, we do not expect any enter-
prise to rip out battle-tested, enterprise-grade secu-
rity software of record in favour of any “equivalent”
that was essentially vibe-coded.

The same advances in AI that lower the cost of
building software also benefit scaled incumbents
and high-quality private companies by accelerat-
ing their product velocity, maintaining unit eco-
nomics under pricing pressure, and enabling
faster cross-selling of Al-driven functionality
into their large and sticky installed bases - with
CIO surveys indicating that enterprises prefer pur-
chasing Al add-ons, when available, from their ex-
isting, trusted vendors, entrenching customers fur-
ther into their ecosystem.

It is true that the traditional seat-based model is
under pressure. However, this is also where incum-
bents can adapt and gain share. Instead of being
hurt by seat reductions, they can move toward con-
sumption- or value-based pricing tied to measura-
ble outcomes - such as tickets resolved, complaints
handled, legal contracts reviewed, or transactions
processed. As software increasingly performs high-
ROI tasks autonomously, monetisation can shift
from headcount-based pricing to business-impact-
based pricing. That transition not only protects
revenue but can expand TAM beyond the historical
constraint of seats and inflation.

Finally, in private equity we can benefit from pri-
vate ownership and active operational control. The
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companies on which we focus are backed by dig-
itally sophisticated, operations-focused spon-
sors, enabling faster strategic and operational
change than is typically feasible in public mar-
kets. This includes decisive intervention on replac-
ing management or entire teams, go-to-market exe-
cution, implement an Al product strategy, pricing
and monetisation (e.g. shifts from seat-based to
value-based models) while prioritising long-term
value creation over short-term quality earnings.

Lower marginal costs of software development ac-
crue disproportionately to our target companies, as
they can ship materially faster with the same R&D
spend and monetise innovation into an existing
customer base through upsell and cross-sell.
Thoma Bravo for example has seen core positions
in its portfolio growing bookings 22% in Q4 2025
year-on-year by successfully integrating Al func-
tionality into their products, proving that for high-
quality software companies, Al is a tailwind for
growth rather than a threat to existence. Similarly.
PSG Europe has helped its portfolio companies
build up to 70% of customer support being taken
care of by Al away from humans, while increasing
R&D productivity by 50% with Al leading to about
5% EBITDA margin expansion in 2025 alone.

The companies that have the
talent density, that are forward-
looking, and that are willing to

cannibalise themselves before
someone else does it for them -
they will adapt, survive and win.
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Disclaimer

This Document (the “Document”) has been issued by Pic-
tet Alternative Advisors S.A., a Swiss based public limited
liability company (société anonyme), having its registered
office at 60, route des Acacias, CH-1211 Geneva, Switzer-
land, authorised and regulated by the FINMA as an asset
manager of collective assets within the meaning of the
Swiss Federal Act on Collective Investment Schemes (re-
ferred to as “Pictet”).

This Document is not intended for and shall neither be
provided to nor used by persons who are citizens of, dom-
iciled or resident in, or entities registered in a country or a
jurisdiction in which its distribution, publication, provi-
sion or use would violate current laws and regulations.
The contents of this Document are intended for investors
who are sophisticated investment professionals and who
are either authorised or regulated to operate in the finan-
cial markets or persons who have been vetted by Pictet
and/or any of its affiliates as having the expertise, experi-
ence and knowledge of the investment matters set out in
this Document. If you are not such an investor, you are
kindly asked to return this document or to destroy it.

The information and material presented in this Document
are provided for information purposes only and are not to
be used or considered as an offer or invitation to sub-
scribe, purchase, sell or hold any securities or financial in-
struments. The information contained herein is the result
neither of financial analysis within the meaning of the
Swiss Bankers Association’s Directives on the Independ-
ence of Financial Research, nor of investment research for
the purposes of the relevant EU MiFID provisions. Neither
this Document nor any part of it shall form the basis of, or
be relied on in connection with, any contract to purchase
or subscription for any fund’s shares. Any such acquisi-
tion may only be made on the basis of the official docu-
ments of a fund each in their final form. This Document
does not contain personalised recommendations or advice
and is not intended to substitute any professional advice
on investment in financial products. Before entering into
any transaction, an investor should consider carefully the
suitability of such transaction to his/her particular cir-
cumstance and, where necessary, obtain independent
professional advice in respect of risks, as well as any legal,
regulatory, credit, tax, and accounting consequences.

All information and opinions expressed in this material
were obtained in good faith from sources believed to be
reliable. Pictet uses its best effort to ensure the timeli-
ness, accuracy, and comprehensiveness of the infor-
mation contained in this material as of the date hereof.
Nevertheless, all information and opinions as well as the
prices, market, valuations and calculations indicated
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herein may change without notice. Pictet is under no obli-
gation to update the information contained in this mate-
rial and no representation or warranty, express or implied,
is made to its accuracy or completeness after the date of
issuance of this Document. Accordingly, Pictet accepts no
liability for loss arising from the use of this Document pre-
sented for information purposes only.

Many factors may affect the value of a financial instru-
ment. The market value of financial products may vary on
the basis of economic, financial or political changes, the
remaining term, market conditions, the volatility and sol-
vency of the issuer or the benchmark issuer. Some invest-
ments may not be readily realisable as the relevant market
may be illiquid. Moreover, exchange rates may have a pos-
itive or negative effect on the value, the price or the return
of the respective product. Forecasts and past performance
are not reliable indicators or guarantees of future results,
and no representation or warranty, expressed or implied,
is made by Pictet regarding future performance. Further-
more, any performance shown does not take into account
commissions and costs (which negatively impact the per-
formance).

Information and material contained in this Document are
strictly confidential and aimed at addressees only. Recip-
ients of this Document acknowledge and agree to the
above and undertake to keep this Document strictly confi-
dential including all information and material contained
therein. This Document and confidential information con-
tained cannot be disclosed nor distributed to any third
party without the prior consent of Pictet. Should any re-
cipient disclose this Document or any information con-
tained therein to any unauthorised third party, recipient
understands that it will be held liable to Pictet and recipi-
ent shall hold harmless Pictet, its partners, employees,
agents and affiliates (together the “Pictet Entities”) from
and against any and all claims, damages, losses, costs, Ii-
abilities and expenses incurred by the Pictet Entities as a
result or in connection with any undue disclosure.

Pictet has not acquired any rights or licence to reproduce
the trademarks, logos or images set out in this document
except its own. The trademarks, logos and images in this
document are used only for the purpose of this document.
Any reference to a specific company or security does not
constitute a recommendation or an invitation to buy, sell,
hold or directly invest in that company or security. For dis-
cussion and illustrative purposes only.

All rights reserved.
© Pictet Alternative Advisors S.A. 2026.



