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BACKGROUND AND METHODOLOGY

Background: We have been recommending Healthcare stocks, and this has, in aggregate, been a bad call. We have
noticed that sometimes a sub-industry, like Drug Distributors, works well for a few months while Managed Care acts
poorly, and then, the Distributors sell off sharply and Managed Care rallies. Sometimes one sub-industry’s
fundamental strength comes from the relative demise of another, but there is not prima facie a reason why both Drug
Distributors and Managed Care can’t rally at the same time. It got us thinking that intra-sector rotations are often not
fundamentally driven. In today’s note, we evaluated in detail the sub-industry returns of Healthcare, and all sectors, to
determine which pockets of the market are best for sub-industry pair-trading, and which sub-industries are best for
stock pair-trading inside the sub-industry. Our goal is to determine whether poor sector-level performance is being
driven by a broad sector issue, or by unusually sharp rotations among sub-industries inside the sector. To do this, we
addressed four related questions: are sub-industries trading off against each other, are they still moving
together in absolute terms, does leadership persist or reverse, and what is the main axis of rotation?

Rotation: We first calculate each sub-industry’s monthly sector-relative return: the sub-industry return minus the
return of the rest of the sector excluding that sub-industry. This avoids comparing a large sub-industry partly against
itself and isolates whether it is truly leading or lagging its sector peers. Rotation intensity is the rolling 12-month
average pairwise correlation of these returns. A low value means sub-industries are moving against each other.

Cohesion: We separately measure whether sub-industries are still moving together in absolute return terms. Cohesion
is based on beta-adjusted, sector-inclusive sub-industry returns, so it captures whether the sector remains tied to a
common market or sector force. A low cohesion value means sub-industries are decoupling in absolute terms.

Structure: We used principal components analysis to understand the shape of the rotation. PC1 measures whether one
common driver dominates the sector, while PC2 helps identify the main rotation axis across sub-industries. This turns
the framework from a simple “is rotation high?” into a map of which groups are on opposite sides of the trade.

Leadership: We test whether sub-industry leadership tends to persist or reverse. We rank sub-industries by trailing 6-
month sector-relative return and measure the rolling 12-month rank correlation with subsequent returns. A positive
value means recent winners tend to keep leading.
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INVESTMENT CONCLUSIONS

Together, these measures distinguish a broad sector call from a within-sector leadership problem. That distinction
matters for portfolio construction: in a highly rotational sector, being right on the sector may not be enough if the
sub-industry exposure is wrong.

Healthcare sub-industry rotations are extreme: Our observation that two sub-industries within Healthcare can’t
seem to work at the same time is borne out by the analysis. Drug Distributors and Managed Care have recently
struggled to work at the same time on a sector-relative basis. Their rolling 12-month correlation is quite negative
today. While this has happened previously, usually a fundamental rationale was responsible, such as opioid-related
fines for Distributors or medical cost ratios ballooning for Managed Care. This time there is no such rationale. The
broader Healthcare sector shows the same issue beyond this single pair. We took the 10 sub-industries within
Healthcare and looked at the average pairwise sub-industry correlation of sector-relative returns on a rolling 12-month
basis. Negative and near-low correlations suggest the problem is not simply “Healthcare is weak,” but rather that
the sector has had high “Rotation Intensity” or unusually sharp sub-industry moves.

On a standard cap-weighted basis, Healthcare today screens as the most rotational sectors versus its own
history. After removing the largest 5% of stocks, the ranking changes in some sectors — notably Consumer Staples
and Consumer Discretionary — showing that a few large names can dominate sector behavior. Healthcare, however,
still screens as highly rotational after this adjustment. Healthcare, Financials, and Consumer Staples are rotational, but
all still have normal to high cohesion vs. their own histories. This means their rotation is more of a relative reshuffle
within the sector than an absolute decoupling of the sub-industries.

Structure: Healthcare does not look like a sector dominated by a single long-run common driver. Its first principal
component (PC1) variance share is roughly 24%, below sectors such as Energy, Communication Services, Utilities, and
Real Estate. This supports the idea that Healthcare contains multiple independent sub-industry stories rather than one
clean sector trade, though that is also true for Tech, Consumer, and Industrials. The main Healthcare rotation axis has
historically separated Managed Care, Services, Facilities, Distributors, and Pharma from Biotech, Life Sciences Tools,
Technology, Supplies, and Equipment. Recently, the axis has shifted: Pharma has moved to the other side, while
Equipment and Supplies have moved closer to the Managed Care / Facilities side. The key point is not the sign of the
PCA loading itself, but which sub-industries are on opposite sides of the rotation factor.
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INVESTMENT CONCLUSIONS

Leadership: Intra-sector leadership over a 6-month period in the Healthcare sector has near-zero predictive value for
how that sub-industry will do over the next six months. Across sectors, Energy and Consumer Discretionary show
clearer reversal behavior, while Materials, Staples, Communication Services, and Industrials show stronger persistence
- the idea that once a sub-industry works (or fails) for six months this behavior is likely to continue. Healthcare sits
closer to the middle. This means the recent price action where Drug Distributors sell-off and Managed Care
appreciates is not a typical long-term rotational behavior. On the contrary, for other sectors like Energy, when a
certain sub-industry does relatively well for six months, that tends to be negatively correlated with it doing well over
the next six months.

Long-term correlations differ from more recent correlations: Healthcare has not historically traded as one unified
sector on a sector-relative basis. Many sub-industry correlations are low or negative, which means relative
outperformance in one Healthcare group has often coincided with relative underperformance elsewhere. The most
notable long-term relationship is that Pharmaceuticals and Biotechnology are negatively correlated with many
other Healthcare sub-industries and are most negatively correlated with each other.. However, the last 12 months
show a sharper and more polarized Healthcare rotation regime than the long-term average. Managed Care has been
strongly negatively correlated with Biotechnology and Pharmaceuticals. Distributors have also been negatively
correlated with Managed Care, matching the original client observation. Pharma and Biotech. have been positively
correlated. The recent heatmap should be interpreted as a current-regime snapshot, not a permanent structural map,
because it uses only 12 monthly observations. Still, it reinforces the conclusion that recent Healthcare performance has
been driven by distinct sub-industry leadership camps that are different from history over the last 12 months.

Conclusion: Recent trading behavior within sub-industries of Healthcare is quite unusual. For a factor investor,
this would imply that historical covariance matrices based on the last 20-25 years may significantly underestimate
diversification opportunities within Healthcare today. The correlations that portfolio managers assumed were
structural may actually have been a product of a very different regulatory, interest-rate, and innovation regimes.
While 12 months isn’t a long time, our bias is to assume that these intra-sector rotations within Healthcare will persist,
meaning investors should focus on making sub-industry calls.
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MANAGED CARE AND BIOTECHNOLOGY ARE QUITE DIFFERENT

We studied the principal components (multicollinearity) of the sub-industry returns within each sector. Healthcare does not look like a sector
dominated by a single long-run common driver. Its first principal component (PC1) variance share is roughly 24%, below sectors such as
Energy, Communication Services, Utilities, and Real Estate. This supports the idea that Healthcare contains multiple independent sub-industry
stories rather than one clean sector trade (left), though that is also true for Tech, Consumer, and Industrials. The main Healthcare rotation axis
has historically separated Managed Care, Services, Facilities, Distributors, and Pharma from Biotech, Life Sciences Tools, Technology, Supplies,
and Equipment. Recently, the axis has shifted: Pharma has moved to the other side, while Equipment and Supplies have moved closer to the
Managed Care / Facilities side. The key point is not the sign of the PCA loading itself, but which sub-industries are on opposite sides of the
rotation factor (right). Today, Managed Care and Biotechnology are quite different.

PC1 Variance Share by Sector
(Higher = One Common Driver Dominates)
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PC2 Variance Share by Healthcare Sub-Industry
Long-term vs. Last 12-Month
Through End-May, 2026
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SUB-INDUSTRY LEVEL ROTATIONS IN HEALTHCARE ARE ACUTE

Our observation that two sub-industries within Healthcare can’t seem to work at the same time is borne out by the analysis. Drug Distributors
and Managed Care have recently struggled to work at the same time on a sector-relative basis. Their rolling 12-month correlation is quite
negative today (left). While this has happened previously, usually a fundamental rationale was responsible, such as opioid-related fines for
Distributors or medical cost ratios ballooning for Managed Care. This time there is no such rationale. The broader Healthcare sector shows
the same issue beyond this single pair. We took the 10 sub-industries within Healthcare and looked at the average pairwise sub-industry

correlation of sector-relative returns on a rolling 12-month basis. Negative and near-low correlations suggest the problem is not simply

Healthcare Distributors vs Managed Healthcare
Monthly Cap-weighted Sector-relative Return
Rolling 12-Month Correlation
Through End-May, 2026
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‘Healthcare is weak,” but rather that the sector has had high “Rotation Intensity” or unusually sharp sub-industry moves (right).

Healthcare: Rotation Intensity
Cap-weighted Sector-relative Return
Rolling 12-Month Average Pairwise Correlation
Through End-May, 2026
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HEALTHCARE IS ROTATIONAL, BUT NOT PARTICULARLY COHESIVE

We compare each sector’s current Rotation Intensity with its own history and then test whether the result is driven by the largest stocks. On a
standard cap-weighted basis, Healthcare today screens as the most rotational sector versus its own history. After removing the largest

5% of stocks, the ranking changes in some sectors — notably Consumer Staples and Consumer Discretionary — showing that a few large
names can dominate sector behavior. Healthcare, however, still screens as highly rotational after this adjustment (left). Cohesion is a measure
of whether sub-industries are moving similarly in absolute terms. Healthcare, Financials, and Consumer Staples are rotational, but all still have
normal-to-high cohesion vs. their own histories (right). This means their rotation is more of a relative reshuffle within the sector than an
absolute decoupling of the sub-industries. Rotation and cohesion appear to be largely independent axes, and no sector currently screens as

both extremely rotational and extremely decoupled vs. its own histories.

Rotation Intensity Percentile vs. History By Sector Rotation vs. Cohesion Intensity Percentile
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1999 Through End-May, 2026
100%
90% 100% Consumer
Staples
80% 5 90%
70% £
2 80% Consumer
60% § ” Discretionary
50% 8 70% Financials ()
40% ; 0% @ industrials
30% 9 0 @ utilities
2 ! ()
20% 2 50% @ Healthcare Materials
10% @
O 40%
0% & 0
O,o@ O@\(’ Q\vﬁ \ocg\ @@* {\7}9 y\@ & {;‘\@6 '\dz? Q,b@ S 30% Information
& o & B % <@ D Q Re) B Technology o
NG o & 2 \ 3@ S 3 & @ (/] Communication
5 < e & <& @ Qo ¢ 5 20% Services
> & (\'\ <& SR O o ()
&% S 10%
C @ S < ° Real Estate
& & o4 Energy
<0 N &
& X O 0%
0% 20% 40% 60% 80% 100%
m Cap-Weight B Cap-Weight Excluding Largest 5% Stocks Rotation Percentile (Low = Rotating)
Source: Trivariate Research Source: Trivariate Research
TRIVARIATE RESEARCH EXCLUSIVELY FOR CLIENTS OF TRIVARIATE RESEARCH, LP, ALL RIGHTS RESERVED 7



KNOWING A SUB-INDUSTRY JUST WORKED HAS NO PREDICTIVE VALUE

Intra-sector leadership over a 6-month period in the Healthcare sector has near-zero predictive value for how that sub-industry will do over
the next six months. We measure this by looking at the correlation of how a sub-industry within Healthcare ranked over the last 6 months
compared with how it ranked over the next six months (left). Across sectors, Energy and Consumer Discretionary show clearer reversal
behavior, while Materials, Staples, Communication Services, and Industrials show stronger persistence - the idea that once a sub-industry
works (or fails) for six months this behavior is likely to continue. Healthcare sits closer to the middle. This means the recent price action where
Drug Distributors sell-off and Managed Care appreciates is not a typical long-term rotational behavior (right). On the contrary, in Energy,
when a certain sub-industry does relatively well for six months, that tends to be negatively correlated with it doing well over the next six

months.
Healthcare Sub-Industries
Intra-Sector Return Rank Correlation between Trailing and
6-Month Forward Returns
Rolling 12-Month Averages
Through End-May, 2026
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Leadership Persistence (Positive) vs Reversal (Negative)
Rank Correlation by Sector of Last 12-Month
Through End-May, 2026
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HISTORICALLY PHARMA AND BIOTECH WERE ANTICORRELATED

Healthcare has not historically traded as one unified sector on a sector-relative basis. Many sub-industry correlations are low or
negative, which means relative outperformance in one Healthcare group has often coincided with relative underperformance
elsewhere. The most notable long-term relationship is that Pharmaceuticals and Biotechnology are negatively correlated
with many other Healthcare sub-industries and are most negatively correlated with each other. This should still be read
through the rotation lens: the heatmap measures sector-relative returns, not absolute stock returns.

Pairwise Correlation of Monthly Sector Relative Return of Healthcare Sub-Industry
1999 Through End-May, 2026
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OVER THE LAST YR. PHARMA AND BIOTECH HAVE BEEN CORRELATED

The last 12 months show a sharper and more polarized Healthcare rotation regime than the long-term average. Managed Care has been
strongly negatively correlated with Biotechnology and Pharmaceuticals. Distributors have also been negatively correlated with
Managed Care, matching the original client observation. Pharma and Biotech. have been positively correlated. The recent heatmap
should be interpreted as a current-regime snapshot, not a permanent structural map, because it uses only 12 monthly observations.
Still, it reinforces the conclusion that recent Healthcare performance has been driven by distinct sub-industry leadership camps that
are different from history over the last 12 months.

Pairwise Correlation of Monthly Sector Relative Return of Healthcare Sub-Industry (Last 12-Month)
Through End-May, 2026
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DISCLOSURES

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 of 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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