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Level Set - Short-Term and Long-Term

Driven by Energy, Technology, and Materials, 2026 earnings expectations are now 3.4% higher than they were on January 1st. We

suspect strong fundamentals might calm some nerves in the next couple of weeks, as while full-year estimates are higher now

than at the beginning of the year, the Q1 estimates, outside of Technology, are lower today than at the beginning of the year.

Source: Trivariate Research, LP

At some point, the level of growth for the overall market will be high enough that even some disappointment vs. expectations

will eventually not be a problem. In fact, there is ample precedent that January optimism from the consensus on year-ahead

earnings can disappoint, and the market can still appreciate. The challenge in the current environment has been that the penalty

for missing earnings estimates has been quite harsh. The market has been penalizing companies that are missing earnings far

more than it has been rewarding those that beat estimates. Last week, we highlighted that valuation mattered -in that CHEAP

stocks that missed estimates were being punished MORE than expensive stocks that missed estimates. A client asked us this

week whether prior price action mattered, under a thesis that if a stock is down a lot into a print, and is cheap, and misses,

that offers a higher margin of safety than cheap stocks that aren’t down meaningfully prior to reporting their results. We

studied this, and the answer is NO. Below, we show stocks in the bottom quintile of price momentum (i.e., the 20% worst

performing stocks) that miss estimates. While those that are expensive and cheap both underperform meaningfully today, the

cheap stocks perform WORSE than the expensive ones, among those down a lot into their earnings reports, with only 2019

being worse for this cohort. We suspect that this relationship will moderate later this year, with the penalties being less harsh,

but we don’t have any evidence of this recently.
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While full-year consensus estimates for 2026 are higher, the bar has been set relatively low for this coming April earnings

season, and we made it through the first two weeks of trading in April with no noteworthy negative pre-releases. The bottom-

up consensus EPS estimates today vs. January 1st are lower in every sector except Technology, where the strong results from

MU and NVDA, among other companies drove higher than expected earnings. Financials estimates are unchanged. While there

is clearly uncertainty about the sustainability of higher oil prices and the impact this has on the consumer, we think the near-

term fundamentals might exceed the lowered bar for most companies starting with earnings results tomorrow. Importantly,

while the penalty for missing has been harsh, more companies have been beating estimates than missing, so the old but silly

sounding mantra - don’t own stuff that misses - continues to matter.

Source: Trivariate Research, LP

The current bottom-up EPS expectations for 2026 are for 17.9% growth to $324 in earnings, and the initial bottom-up EPS

expectations, now fully available, are for 16.7% more growth on top of that, to $378 in earnings in 2027. We have our doubts that

this type of growth can be achieved. We think 13% growth in 2026 (higher than our earlier projections of 10-12% growth) and

10% growth for 2027 are reasonable starting points. That leaves us with $311 and $342 in 2026 and 2027 top-down expectations

(see below).
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We varied the earnings assumptions for 2026 and 2027 in the grid below, to show a range of outcomes for 2027 earnings.

Source: Trivariate Research, LP

Taking a range of 2027 earnings, we then multiplied by a range of price-to-forward earnings multiples to get a range for

the S&P500 for 2027. In blue is the Trivariate 2027 earnings assumption multiplied by a range of price-to-forward earnings

assumptions. 20x our 2027 top-down EPS assumption yields a market at $6840, or essentially “at” the current price of $6820.

21x the bottom-up consensus expectations, the column in black, yields $7938. In our year-ahead outlook, we wrote that the

probability of multiple contraction was higher than the probability of multiple expansion. Our conclusion was that the market

was more likely to have modest appreciation this year, than the double-digit years we have seen from 2023 through 2025.

Looking at the range of outcomes on earnings and multiples that is still our view, though we can’t help but notice the huge

buying power that surfaces around positive Hormuz news. For now, looking at the below assumptions, we think upside is likely

by year-end, even if the second half of the year estimates prove to be too high.
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CONCLUSION

Many investors said to us this past week that the market doesn’t seem like it is trading on fundamentals. Instead, it appears

to be trading largely on Hormuz-related news in the short-term, and otherwise hard-to-prove speculation about AI’s impact.

Our view is that perhaps the market IS trading on fundamentals, i.e. a distribution of earnings outcomes in 2030, not 2026. We

don’t think that logic is flawed, even if hard to prove. Perhaps Software is down because its 2030 sales outcomes are skewed

to the downside. Perhaps Industrials are expensive because many over-indexed toward end-markets that will likely grow above

global GDP for the rest of the decade. Perhaps Healthcare is down because government spending will eventually be arrested.

Our judgment on these three issues is: Underweight Software, Market-Weight Industrials, Overweight Healthcare. We think

the market is right that many Software companies will miss earnings and sales assumptions by 2030. We think Industrials are

incredibly diversified, but several will grow above trend, and into their valuation. We think Healthcare is unlikely to be as impaired

as what is in the price, with both political parties unwilling or incapable of solving the issue. Hence, Healthcare Services, Drug

Distribution, Healthcare Technology, and Managed Care, among others, will outperform meaningfully by the end of the decade.

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 has returned -1.69% YTD, vs. its comparable index of 0.83%.
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Important Disclosures

Analyst Certification

The analysts, Adam Parker, Maxwell Arnold, Colin Cooney, Chang Ge, Jesse Goodman and Ryan McGovern, responsible for the

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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