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Level Set - Context Around the Rally, Earnings, Margins, and Multiples

For long-only institutional investors benchmarked against the S&P 500, a primary focus is on constructing a portfolio of risk-

managed stocks capable of outperforming the benchmark.

Portfolio managers typically spend far less time trying to predict the overall market direction, than identifying individual stocks

to own. Yet, over the last 1167 months, April 2026 will go down as the 25th best month ever, making it about a once in every

50 months event. Below are the best monthly returns since 1928.

Source: Trivariate Research, LP

All of our previous work tells us that trying to make short-term market calls is a Fool's Game. Yet, after a rally this strong,

we, and many institutional investors can’t help but acknowledge that a pullback after this huge rally seems more likely-than-

not. This double-digit monthly appreciation we saw in April, the best for the S&P500 since November 2020, which was the

month the Pfizer COVID vaccine was announced, came during a period when the Iran War did not completely de-escalate and

the price of Oil remained elevated.

It is just hard to think that we won’t have a bad month in the next couple of months. There is an old mantra, “Sell in May and go

away, and come back on St. Leger’s Day.” St. Leger’s Day is a September horse race in the UK, where the saying originated. We
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evaluated whether there is any statistical merit to that saying, and the answer is no. May is the third-worst month on average

since 1928, up 0.08% on average. Only September and February have averaged lower returns over the last century.

Source: Trivariate Research, LP

However, this result is NOT statistically significant. If we chose a monthly return at random, we would expect to get a month

with performance this low about 14.9% of the time (see below) - hardly enough of a reason to sell equities.

Source: Trivariate Research, LP

What happened in the past the month after double-digit returns in the last 100 years? The range of outcomes on the 24

better-performing months than April 2026 was down 12.35% in September 1933, to up 39.13% in August 1932. Only three times

was the next month up double-digit returns also, and all three were in the 1930s. The average return in the following month

was 1.36%, with a median return of negative 82bps. Only seven of the 24 times the market was up more than it was in April

2026 was the next month down more than 5%; all but November 1974 were in the 1930s. Again, history isn’t strongly supportive

that there is a big sell-off coming.

2



Source: Trivariate Research, LP

Taking in history, we aren’t in a panic that the market has appreciated this quickly. There are some investors who have been

arguing that the strong rally is justified by the fundamentals. It seems to us that is partially true. We compared the current

bottom-up consensus 2027 EPS estimates to what they were at the beginning of the calendar year. While typically out-year

estimates are too high and decline, the S&P500 estimates are 6.6% higher today than on January 1st. Fueled by MU, NVDA,

and other AI beneficiaries, the 2027 Technology estimates are 19.9% higher today than at the beginning of the year. The big

increase in Google’s outlook also has the entire Communication Services estimates 8.8% higher. Higher Oil prices unsurprisingly

have created larger increases in the Energy sector’s expectations.
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But the market is up more than just the increased outlook to consensus earnings. The multiple has also expanded. We came

into this year believing that the multiple had a higher probability of contracting than expanding. However, if multiple expansion

proves to continue, it is likely because a larger percentage of the US stock market will have higher gross margins in the future

than in the past. With Google’s print causing its gross margins to go from 59% to just over 60%, we now have 42.8% of the

market cap. of the Top 3000 US equities above 60% gross margins - the highest ever. For those investors who think the

S&P500 is overvalued at the market level, all they are really saying is that a huge percentage of the US equity market will have

a material gross margin contraction - since valuation and gross margins are so highly correlated.
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We think it is likely that the median stock’s gross margins will have some challenges, particularly related to impact that higher

Oil prices have on input costs for many businesses. At the end of April, the median stock’s gross margins were 44.5%, hovering

near the end-March level of 44.7%, but below the recent highs of 46.2% from August 2025 (see below). Our conclusion is that

the median stock might see multiple contraction, but the market valuation level may stay elevated.
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So we have this challenge where the average stock might struggle to have margin expansion, expectations could be too high,

complacency about the eventual impact of higher Oil prices and other input costs is high, and yet, there’s some justification for

high multiples and the absolute earnings outlook is strong. We continue to point to the Great 8 quarterly earnings results as

crucial. The market reaction to Great 8 Performance has been extremely volatile around earnings reports, with the narratives

quickly changing. For instance, Google’s results, reported in January 2025, created a narrative that their share loss in search

was a fait accompli. Five quarters later they are barking on the door of the largest market cap. company in the world, having

reported a monster quarter in April. Meta has oscillated between long-term winner and loser it seems like every print. See

below for the earnings day reactions for the Great 8 over the last two years.
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Our view has been and remains that this whole conversation about breadth is stupid. The Great 8 are nearly 40% of the market

cap. of the S&P500 - and when the market has done well, the bulk of these stocks have done well. MSFT was essentially in-line

with the S&P500 in April, and Meta and Apple modestly lagged. Only Tesla was a large laggard. But, AVGO, GOOGL, AMZN,

and NVDA all outperformed. We think investors should be at least market-weight these names on a beta-adjusted basis.

Source: Trivariate Research, LP

Most investors focus on the hyper-scaler capital spending, and try to make a judgment call about whether the reported numbers

and guidance comport with reason. We are not sure. A couple of investors mentioned to us an emerging view that the Great

8 will have negative FCF in 2027. We don’t think that is true, but we do think the FCF dollars will decline - in fact that is the

consensus bottom-up analysts forecast today (see below).
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The truth is that for now, it just looks like most of the incremental capital spending dollars from the hyper-scalers are working

their way on to the cash flow statements of the memory complex. The year-over-year change in free cash flow dollars essentially

shows AMZN, GOOGL, and META moving money to NVDA, MU, and the other memory names (see below).
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We still recommend a market-weight for the Great 8, and we still think Semiconductors will work. But, because the S&P500 is

so exposed to the AI theme, and the moves in April were so strong in Semiconductors and select Hardware associated with

the AI build out, it is crucial investors look for exposure that has a low correlation to this theme. Stocks up 10% or more in

the last six months that have a low correlation to our AI Semiconductors basket are ideas for managing risk and searching

for uncorrelated alpha

(see below).
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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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