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Level Set - Change in Consensus Sentiment, Mag 7, and Barbell

We did several meetings this past week, and as is always the case, sentiment lags price momentum by two weeks. Three weeks
ago, when we spent two days doing meetings in Canada, sentiment was decidedly negative. The market had declined well
more than 10% year-to-date, and emotions were running high. This past week we spent three days meeting investors in San
Francisco and Los Angeles, and there was a notable positive inflection in the US equity-investor’s outlook on the stock market.
The market is up 14% since the close of April 8th, and commentary from investors has changed.
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The bullish narratives most often discussed were in a handful of areas:

1. Technicals: Several investors mentioned the typical market behavior that follows a period where the VIX reaches 50 and
declines. Others discussed moving average thresholds. Most investors who moonlight as technicians mentioned to us with
confidence that they thought the short-term market movement would continue.

2. Market reaction: The market appears to have a less negative reaction to China-related tariff news than it had previously.
The huge market moves higher on days when it is contemplated a Trump-Xi conversation is imminent has scared investors
away from being too negative. So, if the market was down 4.8% on April 3rd and 5.97% on April 4th because of tariff
implementation, the logic now is that the same commentary would make the market go down way less. Immunity is being
built up.

3. Tariff news less negative: The consensus view now is that the second derivative of tariff news can only get positive —

meaning we are unlikely to see tariff percentages with China grow — and we may even see some more stories about
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willingness to talk or discuss compromise.

4. Earnings season so far has been good: We admit we thought this earnings season would be worse than it has been
so far. The consumer, from a high level, started to erode before earnings season and most of the corporate conference
presentations were negative in March. But, starting early in the earnings season with Banks, continuing with many
Technology companies last week, and perhaps punctuated by Visa (Ticker: V) in the middle of the week, we have seen very
few notable disappointments. Airlines and Autos removing guidance is far from surprising and is having limited broader

impact on the market.

But, we are MORE NEGATIVE now than we were two weeks ago. After all, the S&P500 is down only 3.3% year-to-date after
this huge rally, and there is no doubt in our minds that conditions are meaningfully worse and more uncertain now than
they were at the beginning of the year.

The consensus bottom-up analyst estimates for the S&P500 earnings per share in 2025 are only 2.9% lower today than they
were on January 1st (see below). The sector with the most negative revisions is Energy, down 14.4% this year, which makes
logical sense to us since Brent oil prices closed Friday 17.9% below where they started the year, and the correlation between
the change in the Energy sector earnings and the change in the oil prices is very high. Materials have seen the second most
downward revisions since the beginning of the year.
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One challenge we see is the Technology sector, which not only has seen less negative revisions than the broader market, but
also has extremely high second half earnings expectations. In fact (see below), Q3 and Q4 EPS expectations are currently
HIGHER than the typical seasonality Technology enjoys. We see estimate achievability as well below average.
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Sure, there is ample evidence to suggest that the stock market can rally even as bottom-up earnings estimates are downwardly
revised. But, estimates that are for higher-than-normal seasonal growth, six months lagged from tariffs? That seems unlikely
to us. We think it is more logical that there was some pull-forward in demand, and that there is a 3-9 month lagged impact
between the tariff announcements and the “maximum impact” on the P&Ls of many S&P500 companies. Two conversations
that consistently came up in our meetings this week were around the Mag 7, and the barbell strategy. Let’s take them in order.

For the Mag 7, we think we are in the last year of using that phrase. It already should be called the Mag 6 plus AVGO and BRK/
B. Broadcom and Berkshire Hathaway are currently larger than TSLA by market cap. So we need a new phrase already. The
fundamentals, risks, and valuations of these are likely to deviate in the coming years, and big moves in the performance are
likely. TSLA is evidently a humanoid company now. It is forecasted to have declining net income in 2025, followed by the fastest
net income growth of the group in 2026 (see below). AAPL is forecasted to have low single-digit revenue growth in 2026,
while all the other companies are forecasted to have double-digit top line growth. We are already seeing enough fundamental
deviations to make this less of a group call.

Consensus Estimates for Mag 7
As of End-April, 2025

2025 2026
Met Met

Met Income Revenue  Net Income Revenue
Company Income Revenue Growth Growth Income Revenue Growth  Growth
Amazon.com, Inc. 675 6965 14.0% 92% g27 766.0 22.4% 10.0%
Mcrosoft Corporation 1027 294 3 107% 139% 1188 3337 15.6% 13.4%
Apple Inc. 1092 4151 26% 49% 1147 4252 50% 2.4%
Alphabet Inc. 1161 3877 16.0% 108% 1222 4287 53% 10.6%
NVIDIA Corporation 1096 2000 47 5%  A33% 1368 2450 24 9% 22 5%
Meta Platforms, Inc. 64.9 1870 41% 14.6% 73 2104 12.7% 12.5%
Tesla, Inc. 6.7 977 (22.7%) 00% 104 1184 55.0% 212%
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China competition, China demand, Automobile, Industrial, anti-trust, capital intensity, US consumer, and other exposures vary
widely among the Mag 7. In the end, we see the stocks trading less alike in the future than they did in the past. AMZN and MSFT
currently have the highest correlation of returns to each other in the last year of any other pair in the Mag 7 (see below).
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AAPL and NVDA have the lowest correlation of returns of any Mag 7 pair, though it has been rising of late.

AAPL and NVDA
Rolling 252-Day Correlation
Through End-April, 2025
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Our judgment is that investors should own less than the bench weight of the Mag 7, as increased competition and capital
intensity, relatively weak free cash flow yield, and the recent snapback in performance after some relative weakness in February
through April, make an overweight stance less compelling.

As for the investment barbell, many investors last week asked us about the offensive side of the barbell we most liked. We
had hoped the answer to that question was “Semiconductors,” but we did a deep dive 10 days ago (Is Now The Time To Buy

Semiconductors?), and concluded it was too anticipatory of the trough to make a big overweight recommendation. One new
area of interest for us is the Alternative Asset Managers and the M&A-sensitive Banks. We had liked this group post the election,
but volatile markets destroyed the near-term outlook. Some stocks, like KKR, Blackstone (Ticker: BX), and Apollo (Ticker: APO)
are still well down from 2024 highs, and likely rally more if sentiment improves. When we ultimately get bullish on equities, we
have to recommend more Technology and Financials, given they are two of the three biggest sectors in the market and the
concentration of market cap. in the biggest three sectors is quite high vs. history (see below).
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Largest Three Sectors
Market Cap Share of S&P500
Through End-April, 2025

65%

60%

55%

50%

45%

40%
1999 2002 2005 2008 201 2014 2017 2020 2023

Source: Trivariate Research, LP

CONCLUSION: We would be cautious about thinking that all the negative tariff news is in the price. If you want to be contrarian,
be more cautious, as the consensus has decidedly shifted to the positive given the huge rally in the market. The Mag 7 will have
differing fortunes going forward. Accelerating revenue growth and margin expansion will matter the most. On the offensive
side of the barbell, Alternative Asset Managers look interesting.
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