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Level Set — A Disconnect and An Opportunity

US GDP Is Slowing

The spike in the VIX and the market sell-off this past week is not surprising in our view. While many were calling for a tactical

bounce in risk-taking, we have learned that making short-term market calls is a fool’s game. Our primary concern for the market

is that we see a high probability of negative pre-releases during the next two weeks. Moreover, most of the economists at the

major firms have lowered their GDP forecasts this year.

On Friday, according to a survey of 85 economists from March 21 to March 26 conducted by Bloomberg News:

• Q1 2025 GDP forecast at +1.2% q/q annualized versus prior survey +2.2% (see below).

• Q2 2025 GDP forecast at +1.5% q/q annualized versus prior survey +2%

This sharp reduction in the short-term outlook is likely consistent with the lower and more volatile equity market we have

seen this quarter.

Q1 GDP Expectations Are Now Much Lower

Source: Trivariate Research, LP, ECGDUS Q1 2025 Bloomberg
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But EPS Estimates Have Only Modestly Been Revised

At the same time however, there has not been a commensurate reset in the bottom-up analysts earnings expectations for 2025,

with S&P500 expectations only 1.6% lower for the full year now than they were on January 1st (see below). Expectations have

been reset the most in Materials and Industrials, but are higher for Financials now than they were to start the year.

Analyst Earnings Expectations for 2025 Are Only 1.6% Lower

Source: Trivariate Research, LP

As we head into April next week, we continue to believe that the risk-reward is skewed to the negative for the S&P500.

We expect either some negative pre-releases in the second half of this week, and / or poor guidance during April reporting

season, as the economic outlook and earnings outlook look too disconnected in our view. Importantly, we have not yet seen

any evidence that the stocks of companies guiding down or missing estimates are performing well, indicating that lower

expectations are not “in the price.”

We continue to think the estimates for Healthcare are more achievable than other parts of the market, which is partly our

rationale for this sector being our top pick.

But, this week, we heard a tariff-related pitch from an investor that really resonated with us. It was a pitch to own US-focused

Metals. Most of the major metal spot prices are up year-to-date (see below), meaning these companies should have above

average estimate achievability as spot prices and their earnings are highly correlated. We think investors should have a goal

heading into earnings season of avoiding companies with poor relative revisions and owning those with better relative revisions.

Through that lens, Metals stocks are looking incrementally attractive. Steel, Copper, and Gold prices are all up year-to-date,

which would not have been our default assumption in a world when the economy and GDP forecasts are slowing (see below).
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While Aluminum has been up the least year-to-date, the US produces quite a small amount of Aluminum relative to its total

consumption and this Administration’s goal in part appears to be to make sure the US is not excessively reliant on China and

other countries for Metals and Materials. Aluminum has been trending higher since Trump’s probability of winning started to

grow last Fall, but tariffs clearly benefit US-centric companies. The tariffs have yet to impact reported results. The US produces

less than 1% of the world’s Aluminum, but consumes closer to its GDP percentage, meaning it is extremely reliant on China and

Canada, the 1st and 4th largest producers to supply Aluminum for finished good consumption. Century Aluminum (Ticker: CENX)

and Alcoa (Ticker: AA) are the two stocks in our database with the highest correlation to changes in the Aluminum prices.

Source: Trivariate Research, LP

The Metals and Mining stocks have outperformed over the last three months (see black bars below) but still have a long way to

go before catching up on a relative basis for longer horizons. We think the combination of relative strong 3-month momentum

and relatively more achievable earnings estimates makes for good risk-reward heading into April, unlike many other areas of

the market.
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CONCLUSION: We like Healthcare, and we like Metals and Mining heading into April earnings, as both seem to have above

average estimate achievability.
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Important Disclosures

Analyst Certification

The analysts, Adam Parker, Maxwell Arnold, Chang Ge, Colin Cooney 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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