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Level Set - Four Ideas for Offense

In last week’s Level Set, we discussed ways for investors to get defensive (see here). We received pushback from some of our

clients who asked why we thought it made sense to offer defensive ideas given recent strong price momentum and relatively

stable economic data. Earlier this past week, we held a cross-asset idea dinner where the mood was markedly brighter than two

months ago, undoubtedly born from the resilience of the equity market. The only bear case that’s now remotely plausible to

many is a material slowdown in the US consumer or a back-up in yields born out of fears of unmet supply. Oh, how times have

changed. While we think the risk-reward is at best balanced, due to high earnings expectations that need to be downwardly

revised, a lagged impact from tariffs on all but the mega-cap stocks (see SJM this past week as the latest example), and

valuation that is not discounting a miss, we do think a barbell strategy is prudent. While we see Friday’s Israel-Iran escalation

as worrisome, the US equity market has rarely had a sustained reaction to geopolitical risks.

Moreover, we are still waiting for a slew of AI-proof cases to see if the billions invested are successful at reducing costs and

better predicting customer and employee behavior and driving sales and margins higher. We expect to see rich evidence of AI-

driven synergies later this year and into 2026. Moreover, it does appear that the top 50 US equities are fairly immune to rising

prices. As we mentioned last week, the post-COVID inflation era did not cause a decline in these companies' gross margins,

and the top 50 companies represent nearly 50% of the gross profit dollars of the S&P500. Hence, the S&P500 valuation is

likely to remain relatively elevated. With all that in mind, even if we do have an inevitable growth scare sometime between

July and October earnings seasons, we wanted to offer some offensive ideas, so that when we inevitably hit all-time highs

and beyond, we have less FOMO.

Below we show FOUR approaches to offense:

1. What’s Worked Since April 8th

2. What Worked the Last 15 Times and What Has worked so far this cycle in those industries

3. Gross Margin Expanders

4. Things Are Going Well But Not Too Well

OFFENSE IDEA #1: Continued Momentum: What Has Worked Since April 8th

We analyzed the returns of the major cohorts since the market bottom on April 8th to see what has worked so far, under

the thesis that this cycle might be different from previous ones, and we may see continued price momentum. Construction &

Engineering, Electrical Equipment, Semiconductors, and Airlines have been the best performing cohorts since President Trump

said “Buy stocks.”
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The best performing stocks since April 8th among the mega-/large- and mid-cap universes are shown below, and include OKLO,

ELF, NBIS, FIVE, HIMS, and HOOD, among others.

Source: Trivariate Research, LP

OFFENSE IDEA #2: What's Worked the Last 15 Times

We looked back at the last 15 times the S&P500 went up 10% or more in a six-month period and determined the cohorts

that performed best during those regimes. Transportation Infrastructure, Building Products, Internet, Semiconductors, and

Hardware were among the industries that did the best. Building products and Homebuilders have performed poorly recently,

and perhaps are areas for a potential rebound if the perception of economic recovery continues to improve. For now, Technology

and Industrials have performed well, but Housing-sensitive stocks have lagged.
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Within these industries that typically work, we looked for stocks in the top 30% of upward revisions, and in the top 30% of

price momentum. Below we show INTU, UBER, AMAT, APP, and CRWD are among those that performed best.

Source: Trivariate Research, LP

OFFENSE IDEA #3: Gross Margin Growth

With rampant concerns about rising potential prices from tariffs and a slowing US consumer, profit margins will likely be a

crucial differentiating factor in stock performance in the second half of this year. With that in mind, we analyzed the consensus

sell-side gross margin forecasts, and show below the stocks with the highest gross margin growth expectations. RTX, UBER,

and MU are at the top of the list, and all have performed well. Only SBUX, REGN, and CNC are down in absolute terms.
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OFFENSE IDEA #4: Things Are Going Well, But Not Too Well

These are stocks that are in the top half of price momentum, meaning they have performed at least as well as the median stock

in the last year. They are expensive - in the middle through 2nd most expensive deciles on enterprise value-to-forecasted sales –

but in a zone back-tested to have outperformed. We want to avoid stocks in the most expensive decile. Thirdly, their forecasted

revenue growth is in the middle to second-fastest growing deciles, but not in the fastest, as again, on average, avoiding the

fastest forecasted growers is prudent. Stocks greater than $50 Billion US Market Cap. in this category include MSFT, GOOGL,

META, NFLX, ORCL, and PM, among others.

Source: Trivariate Research, LP

Stocks less than $50 Billion US Market Cap. in this category include SRE, FAST, FANG, TTWO, IDXX, and VRT, among others

(see below).
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CONCLUSION: Last week’s prudent defense needed to be balanced by a prudent offense. We offer four approaches today.

Please don’t hesitate to reach out with any questions.
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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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