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Level Set: Maybe Level Will Matter?

There was a lot to digest this past week, but the two areas of focus for investors are the upcoming earnings season and the Oil

situation. The consensus bottom-up EPS growth expectations for 2026 are now 17.3%, fueled largely by Technology, which is

expected to grow 42.9% on a year-over-year basis. With higher Oil prices, Energy, Materials, and Utilities are also expected to

grow double digits this year. Communication Services is also projected to grow 10.3%. Overall, market forecasts embed some

breadth, and strong growth, belying what is clearly a growth scare related to the Iran War.

Earnings Expectations Are Higher YTD

Source: Trivariate Research, LP

The Bar for Q1 Is Lower, and Recent Economic Data Points Have Been Strong

The current bottom-up EPS estimates are actually 2.9% higher today than they were at year-end, fueled primarily by

Technology, where big reports from NVDA and MU, among others, have 2026 EPS expectations 12.1% higher now than on

January 1st. As we get ready for April earnings season, it is interesting to note that Q1 EPS expectations are lower today than

they were at the beginning of the year in every sector except for Technology, including in Materials, Energy, Industrials, among

others (see below).
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Is War News Skewed to the Positive from Here?

While CEOs are in a perpetual state of uncertainty about macro conditions, earnings have continued to grow reasonably

well. Recent economic data have been relatively strong. Friday’s jobs report was a clear positive, including Healthcare and

Construction jobs which are an important sign the economy is not collapsing. Both services and manufacturing data points

have been relatively robust. The bottom line is that we think the April earnings season and guidance of July is going to be

reasonably robust. Handicapping the Iran War, and the commentary on the Straight of Hormuz is impossible. But, the VIX

has moved sharply lower in the last week (from $31.05 to $23.87), and the market responded with a big move higher off

of recent lows. We can’t be certain, but it does seem to us that ‘second derivative of war’ news is now positive, and on the

margin, that makes us more bullish on risk-taking today than we were three months ago.

The Technology Sector Is Crucial

The most important data points during this EPS season will likely come from the Great 8, Semiconductors, Software, and

Communication Equipment. After all, the Technology sector is projected to account for 63.4% of the EPS growth in the entire

S&P500 this year (see below).
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For context, the S&P500 aggregate earnings have grown more than 5% in a year in 14 of the last 20 years, and are projected

again, as we mentioned, to grow strongly in 2026. We looked back at the years when earnings have grown more than 5% to

see if there have been any years when one sector has mattered to overall market growth as much as the Technology sector

does this year. The answer is - NO.

In 2023, the S&P500 EPS was $223.83, and the consensus expectations are for $322.52 in EPS in 2026. That represents $98.69

in total EPS growth over three years. The S&P500 Technology sector had $45.31 in 2023 EPS, and is projected to have $100.58

EPS in 2026, representing $55.27 in growth over the same three years. That means over a three-year period, the Technology

sector is projected to account for 56% percent of the total EPS growth for the entire market. This year's Technology earnings

represent the highest growth of earnings in any on sector in a quarter-century (see below). Note, this does not include GOOGL,
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AMZN, META, or TSLA, which are not in the Technology classification, and are collectively projected to have over $70 billion

more net income dollars in 2026 than in 2025.

Source: Trivariate Research, LP

Most equity investors understand that rate of change typically matters more than level. The biggest variable that has

prevented us from getting more bullish to date, has been that the penalty for missing estimates remains harsh vs. the reward for

beating estimates. We would love to see an important stock miss estimates or guidance and not go down as an “all clear” signal,

but so far, we have seen the opposite behavior, with no better examples than the blowout quarters from MU and NVDA last

month, both resulting in strong upward earnings revisions, and both greeted by the market with sharply lower multiples. Other

than stocks that were in the worst 5% of performance into their earnings reports, where evidently a beat is very surprising, the

other 95% of stocks have had a harsher penalty for missing estimates than a reward for beating (see below). Any evidence

that this is changing would cause us to get more bullish.
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Many investors think that cheap valuation will protect them from an earnings miss. But, so far, valuation hasn’t mattered. In

fact, the stocks that are the cheapest on price-to-forward earnings that miss estimates are going down more than they ever

have in 25 years. At the same time, stocks that are expensive are also going down, but less than cheap stocks, and less than

expensive stocks normally do (see below).
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The result is that the market is punishing cheap stocks that miss more than expensive stocks that miss the most it ever has

so far this year. But perhaps even more interestingly, cheap stocks that miss really have not provided protection vs. expensive

stocks for more than fifteen years. The answer appears to be - don’t own something that you think is going to miss, but

“everyone knows it.”
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Some investors asked us this week about whether we had a view on whether Oil prices are too high for the equity market to

do well. We think we have learned through the years that the periodicity and amplitude matter in both directions to make this

call. How fast oil rises and how long it stays at this level, and how fast it falls, are all part of what matters. Moreover, when you

analyze history, sometimes Oil goes up because DEMAND is good, and sometimes because of supply shocks like the current

situation, and the implications are somewhat different for subsequent risk taking. Taking this into account, and being wary of

saying things we know are not provable with data like “The market can’t work when Oil gets to $100” which we have read a lot

in the last couple of weeks, we decided to analyze the quintiles of changes in net income growth forecasts for the Energy sector

and see if this had any S&P500 market level predictive value. Our logic is that the change in the Oil price is highly correlated

to the change in the net income of the Energy sector, so big changes should have some impact. Over the last quarter-century,

there is only modest evidence that big upward revisions to Energy sector net income impact the stock market (see below).

We aren’t that surprised, because Energy over time has become such a small piece of the S&P500. At one point in the 1980s,

eight of the ten biggest stocks in the S&P500 were in the Energy sector. Today, the whole sector is less than 5% of the S&P500

market capitalization, so the overall impact is assuredly lower.
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Amidst all the macro noise, there has still been a solid amount of deal activity. Of course the big news last week was the

SpaceX IPO appears to be coming in Q2. The impact this could have on portfolios could be massive. While current rules

don’t allow for a new issue to be in the index, there were some stories last week that its size - likely a Top 10 US equity by

market cap. - will make it fast-tracked to index inclusion . If it is $1.5 Trillion in market cap., this would be a 2.5% position in the

S&P500 today - and if it hits $2 Trillion soon after - as many expect - that would be a 3.4% weight, too much of an underweight

to own none for many tracking-error focused long-only investors. Given the IPO is likely in the $50 to $75 billion range in terms

of initial float, there will be a massive amount of clamoring for shares, and some investors have suggested to us this could be

a $3 Trillion market cap. stock within a year. We have no view on this - but if the whispers of $35 billion in 2027 revenue are

directionally accurate, there is ample evidence that stocks can trade at 50x sales at this point in their life cycle.

Another deal last week that struck us as worth pointing out was the Unilver - McCormick Reverse Morris Trust. The market

negatively reacted to both stocks , and what stood out to us was the massive dilution to the McCormick shareholders. We

decided to study what happens when share counts go up significantly , to see what the distribution of outcomes are for this

type of event. When stocks are in the top vigintile of increases in shares outstanding, as was the case with McCormick, they

tend to be an inferior asset class over time (see below). We are surprised this deal went through the way it did, with both sets

of shareholders seeming pretty unhappy.
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CONCLUSION

Mark-to-market, we are more bullish today than we were at the beginning of the year, when we were concerned that the

probability of multiple contraction was far greater than the probability of multiple expansion. The absolute level of growth

seems high enough, that if it is even remotely true, stocks will likely appreciate before year-end. Eventually this level will matter

more than change for investing. For instance, the Technology sector is down 7.55% year-to-date, and earnings are forecasted

to grow 42.9%. Let’s say earnings grow 35%. If the stocks don’t meaningfully appreciate by year-end, this would represent a

TMT-like bubble implosion for this year, which is not our base case. The challenge is always that the devil is in the details. Year-

to-date performance within the Technology sector has been very diverse, with some winners like SNDK up 195% and CIEN up

91%, while APP is down 43% and WDAY is down 38%. We continue to think Software is going to lag, though likely not at the

rate it has. Bigger picture, the market is down 3.5% with EPS growth forecasted to be 17%. If earnings grow 12-13%, and not

17%, and look like they will grow closer to the long-term average of 8-9% in 2027, it is hard to think the market won’t rally 10%

from here before year-end. Any evidence Hormuz is opening, or stocks aren’t going down on misses would be big positives.

The negatives we outlined at the beginning of the year remain, which are that median stock’s gross margins are going down,

hyper-scaler capital spending needs to come up at a Goldilocks rate, and if the Fed is accommodative it likely is not going to

be as good for multiples as it was earlier in the cycle.

Non-Technology Compounders

We launched a new ideas basket this year, which is 20 Non-Technology Compounders. Ideas below.
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The portfolio is down -2.92% YTD, vs. its comparable index of -2.04%.

Source: Trivariate Research, LP
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preparation of this research report certifies that: all the views expressed in this research report accurately reflect the research

analyst's personal views.

Disclaimer

This presentation is confidential and may not be reproduced or distributed without the express prior written permission of

Trivariate Research LP and its affiliates (collectively, “Trivariate”).

The information contained herein reflects the opinions and projections of Trivariate as the date of publication, which are subject

to change without notice at any time subsequent to the date of issue. Trivariate does not represent that any opinion or projection

expressed herein will be realized. All information provided is for informational and research purposes only and should not be

deemed as investment advice or a recommendation to purchase or sell any specific portfolio investment, security or other

asset. While the information presented herein is believed to be reliable, no representation or warranty is made concerning the

accuracy of any data or other information presented. Information obtained by Trivariate from third party sources in connection

with the preparation of this presentation has not been independently verified by Trivariate. Additional information regarding

Trivariate is available on request.

Any projections, forecasts, targets or other estimates presented herein constitute “forward-looking statements” that can be

identified by the use of forward-looking terminology such as “may,” “will,” “should,” “could,” “would,” “predicts,” “potential,”

“forecasted,” “continue,” “expects,” “anticipates,” “future,” “intends,” “plans,” “believes,” “estimates,” or the negatives thereof or

other variations thereon or comparable terminology. Furthermore, any projections, targets, forecasts or other estimates in this

presentation are “forward-looking statements” and are based upon certain assumptions that may change. Due to various risks

and uncertainties, actual events or results or the actual performance of the funds may differ materially from those reflected

or contemplated in such forward-looking statements. Moreover, actual events are difficult to predict and often depend upon

factors that are beyond the control of the Trivariate. Nothing herein shall under any circumstances create an implication that the

information contained herein is correct as of any time after the earlier of the relevant date specified herein or the date of this

presentation. In addition, unless the context otherwise requires, the words “include,” “includes,” “including” and other words of

similar import are meant to be illustrative rather than restrictive. Forward-looking statements and discussions of the business

environment included herein (e.g., With respect to financial markets, business opportunities, demand, investment pipeline and

other conditions) are subject to the ongoing novel coronavirus outbreak (“COVID” or “COVID-19”). The full impact of COVID-19

is particularly uncertain and difficult to predict, therefore such forward-looking statements do not reflect its ultimate potential.

This shall not constitute an offer to sell or the solicitation of an offer to buy any interests in any fund, product or account that

is or may in the future be advised or managed by, Trivariate or any of its affiliates.

All data sourced from S&P Global, Bloomberg, or our Trivariate estimates. All forward-looking-statements reflect the opinion of

Trivariate.
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