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Level Set: Great Call, Mr. President and New Thoughts on a Barbell

It turns out the best market call this year was President Trump’s proclamation on April 8th to “Go out and buy stocks now.”
We have been analyzing and creating quantitative signals for the better part of two decades, and forgive us, we never studied
the “buy stocks because the President says so” factor. Our bad. The market was up all five days this week, and 16 of the

last 19 days.

We are surprised by the magnitude and speed of the market rally since April lows. As we have written several times, we are
NOT surprised that Technology has performed well in the recovery, as in 19 of the last 20 quarters that followed S&P500 sell-
offs of 10% or more, Technology was up in absolute terms, performing the best on average of any sector.

We appreciate that there can be meaningful disconnects between price action and fundamentals. However, we are starting to
think the upside-downside ratio for the S&P500 is not particularly attractive.

Firstly, the 2H 2025 earnings estimates generally appear too high. The 20-year median Q3 year-over-year earnings growth is
4.7%. The growth in 2024 was 7.2% (higher than the long-term average) and yet estimates for 2025Q3 call for 7%. This is an
above normal expectation for growth, against a more challenging than average comparison, six months lagged from the first
major tariff implementation in nearly a century. Does this holistically make sense? We don’t think so. At the sector level, the
highest absolute year-over-year growth assumptions in Q3 are in Industrials up 19.1%, vs. a long-term Q3 median of 5.4%. While
that may seem preposterously high, it is important to observe it is against an easy “compare” of a decline of 9.5% in Q3 of
2024. Energy and Materials also declined a year ago. Hence, the sector with the highest @3 expectations vs. typical seasonal

growth is Technology, with 15.3% EPS expectations vs. 21.1% a year ago, and a long-term average of 6.0%. The forecasted

growth in Consumer Discretionary in Q3 is expected to be 10.1% less than the growth seen in @3 2024,perhaps a primary

reason the sector has been the worst-performing sector year-to-date.

Long-Term Average Quarterly Growth
vs, 2025 Bottom-Up Estimataes

Consumer Consumar Communication
Quartar S&P500 Discretionary Staplas Energy Financials Industrials  Info Tech Matearials Sarvicas Utilities Real Estatae
Average QI 4.8% 8.4% 4.0%, (7.8%) 5.1% 5.1% 5.4% 6.0% 2.4% 14.1% 4.9% 17.1%

2024Q73 Growth 7.2% G6.8% 27% (29.3%) 8.0% 12.4% (2.5%) 211% (10.7%) 220% 18.3% 28%
2025Q3E F.0% (1.7%) 1.8% (10.5%) =k 5" 13.8% 1.7% (0.8%) I.4%
Differance 2.5% (10.13%) (21%) (2.73%) 2.4% 2.5% 13.7% 9.3% T.4% (12 4%) (5.7%) (13.7 %)
Average Q4 G.1% 12.3% 47% (12.2%) 10.3% 6.7% 10.0% 9.8% 0.7% 12.6% 5.1% 16.3%

2025Q4E G6.2% (2.9%) 5.2% (3.0%) 2% 2.8% 1.1 12.6% 14.8% 4.1% 8.3% I.3%
Difference Q1% 12.3% 4% (2.2%) 10.3% 6.7% 10.0% 9.8% 0.7% 12.6% S.1% 18.5%

Source: Trivariate Research, LP

On an annual basis, the bottom-up consensus earnings estimates embed 7.7% year-over-year growth for 2025 and 13.6% growth
for 2026. We think a better assumption is that the total earnings in 2027 will be closer to the current expectations for 2026
— if not lower. Now, just because estimates are too high, does not mean the market has to go lower. There is ample history
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of downward revisions being accompanied by rising markets, particularly if there is optimism about higher earnings or more
certainty in the following year.

S&P500 Earnings Per Share Growth
Estimates Through May 16th, 2025
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We expect many companies to disappoint in the second half of this year, and see the risk-reward as skewed to the negative for
risk-taking today. The median stock saw some gross margin contraction in April, despite the strong market rally. The median
company’s gross margins fell to 45.5% in April, down nearly 100bps from the two months earlier (see below). Given tariffs
may cause some companies to be challenged in passing along pricing without a commensurate loss in unit demand, and /

or they might see rising input costs in certain areas, we think there is risk to lower margins for more than half the S&P500
in the coming quarter.

Median Gross Margin
Top 500 US Equities, Ex-Financials & Real Estate
Through End-April, 2025
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In

our judgment, margin expansion will matter for multiple expansion this year. There has consistently been a relationship

between gross margin level and valuation. Below we show the relationship between stocks in each decile of gross margins and

the average stocks’ enterprise value-to-forecasted sales.

Median EV-to-Forecast Sales by Gross Margin Decile
Top 3000 US Equities with Revenue >$100m
Through End-April, 2025
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CONCLUSION: Given the huge market rally and this backdrop of uncertainty, what can we do to outperform? Many investors

are trying to use an investment barbell as part of their strategy, owning some defensive stocks in case we have a correction,

but are too afraid not to own some offense in case of a continued rally.

In

In

light of the large market movements, we are making some changes to our sector recommendations today.

We are downgrading Industrials from Overweight to Equal-Weight, reducing our recommended exposure from 12% to

9%, vs. the S&P500 bench weight of 8.2%. Industrials have been the best-performing sector year-to-date, up 8.92% vs.

the S&P500 up 1.3%. We upgraded the sector as part of our year-ahead outlook because we thought the Industrial sector
recession last year would lead to easy comparisons in the second half of this year. However, with high inventory that is likely
rising in the current environment, and an uncertain spending environment for some Industrials customers, we no longer
think the risk-reward is quite as attractive.

We are upgrading Financials from Equal-Weight to Overweight. We added 1% to Financials, a sector that has also beaten

the market this year, up 6.6%, but the rally has largely been fueled by Insurance (up 8.7%). We like several names in this
group for “offense” if the risk-on trade continues, including the Alternative Asset Managers. KKR, (Ticker: KKR), Blackstone

(Ticker: BX), and Apollo (Ticker: APO) are all down more than 10% year-to-date and will likely continue to rally off their

recent lows.

We are tweaking our weights in 3 other sectors, adding 2% to Materials, now at 4% vs. the bench weight of 1.8%, 1% to
Technology, now at 29% vs. bench weight at 29.4%, and lowering our massive Healthcare Overweight from 15% to 14%,
vs. the bench weight of 9%.

absolute terms, our biggest positions are Technology (29%), Financials (17%), and Healthcare (15%). See our

recommendations below.



Overweight Healthcare and Financials, Underweight Consumer Discretionary and Comm.

Services
Trivariate Sector Recommendations as of May 18th, 2025
Trivariate
Total S&P 500 Current S&P Old Trivariate Trivariate New Trivariate-
Market Cap. 500 Recommended JNeGELGECERTAN Recommended Relative Trivariate
Sector (US$ Trillion.) Weight Weight May 18, 2025 Weight Weight Recommendation Comments
We think Healthcare has above
average estimate achievability, many
5.02 9.0% 15% %) 14% 5.0% Overweight companies that could benefit from
Al-fueled productivity, and likely
participates if M&A picks up
Think the alternative asset managers
7.88 14.2% 16% 17% 2.8% Overweight and money center banks can be
good offense
" . If the economy improves, some
L) 0, o 0, -
Materials 0.99 1.8% 2% 4% 2.2% Equal-Weight Metals & Mining have material upside
Sector has been the best performing
Industrials 4.55 8.2% 12% 9% 0.8% Equal-Weight Y1 D: and we now think tariffs could
hurt the earnings margins for some
business
Some idiosyncratic investments are
Utilities 1.26 2.3% 3% 3% 0.7% Equal-Weight sensible, and the power euphoria has
regained steam
Qil is tough to forecast, and its hard
Energy 1.63 2.9% 3% 3% 0.1% Equal-Weight to see a sustained period of multiple
expansion
There is substantial bifurcation of
Consumer Staples 3.40 6.1% 6% 6% (0.1%) Equal-Weight fortunes here, and pricing power is
starting to be a challenge
farmatien Keeping market-weight the group,
16.35 29.4% 28% 29% (0.4%) Equal-Weight Semis have rallied too much in our
Technology view
Real Estate 112 2.0% 1% 1% (1.0%) Equal-weight ~ Fockets of success, but likely a very
low recovery to CRE
Cautious on businesses that are
7.52 13.5% 9% 9% (4.5%) Underweight heavily indebted and need ARPU
growth
5.93 10.7% 5% 5% (5.7%) Underweight The consumer appears to be slowing,

Source: Trivariate Research, LP

and many face structural challenges
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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
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