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Level Set: A Change Of Our View on S&P500 Earnings

In our year-ahead outlook, we predicted that tariffs and other policies were not in the price. When the early April tariffs were
initially implemented, we lowered our earnings estimates, taking the view that a year of growth was removed, and at that time,
we pushed our estimates out a year, turning our initial 2026 earnings estimates into our new 2027 view. With retrospect, we

now think our initial reaction was too punitive, not only because some of the most potentially damaging comments from

President Trump were not implemented, but also because of our updated view on some important profit-related dynamics.
On January 1st of this year, we forecasted $261in 2025 and $271in 2026 S&P500 earnings based on our top-down assessment.
In early April 2025, we changed our estimates to $247 in 2025, $257 in 2026, and $271in 2027 earnings, representing 1% growth
this year, 4% in 2026, and 5.3% in 2027. Today, we are raising our earnings estimates, though we remain below the bottom-

up consensus. We now forecast $255 in 2025 earnings, $273 in 2026 earnings, and $295 in 2027 earnings (see below). This
represents a 3% increase for 2025 vs. our earlier view, but is 3.2% below consensus. Our 2026 and 2027 estimates are 9.2%,
and 10.6% below the consensus forecasts, respectively.

Trivariate Top-Down Earnings Estimates
vs. Bottom-Up Consensus

June 22nd, 2025

Trivariate Trivariate Vs,
Consensus Cld New Change Consensus
2025E 265,40 247 255.0 3.2% (3.2%)
2026k 30048 257 2729 0.2% (9.2%)
2027E 330.51 271 2564 9.0% (10.6%)

Source: Trivariate Research, LP

Why did we change our view of S&P500 earnings growth? Firstly, we have shown in our recent work that the biggest 50

companies are relatively immune to higher prices. If the problem with tariff implementation is in part it slows demand, and in
part it raises prices, the biggest US equities showed in the inflation spike after COVID that their margins were relatively immune
from higher CPIl. Now that environment was NOT one of stagflationary fear, as we had both high nominal GDP and high prices,
so it is likely the second half of this year is slightly different, as any price increases will probably be more localized, and demand
and GDP will undoubtedly be weaker than it was when prices spiked three years ago. However, the relationship between the
consensus forecasted gross margins and the year-over-year change in CPl was extremely strong and negative for large-and-
mid-cap stocks when the CPI rose sharply three years ago (see below), but the relationship was near zero, and not statistically
significant for mega-cap stocks (which are the top 50 by market capitalization).
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Importantly, the top 50 stocks by market capitalization represent nearly 50% of all the gross profit dollars of the S&P500.

Hence, inflationary concerns impacting the gross margins of the S&P500 are probably not a problem for HALF the market
dollars, even if that is concentrated in the top 50 names.
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Moreover, the Financials, which are excluded from the above chart, are positioned well, with balance sheets and Tier 1 Capital
Ratios in much better positions than previous downturns. Many of the companies can make more money if the interest rate
curve steepens, and while they would be impacted by a slowing economy, they will likely not suffer widespread credit losses.
We recommend an Overweight in the Financials.

So, if the top 50 names are in decent shape, and the Financials are in decent shape, what about the rest of the market? It is
true that the median stock has seen 110bps of gross margin erosion over the last three months (see below).
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However, some of the items that impact the gross margins, will likely turn into tailwinds later this year. The dollar, for instance
(see below), is now the weakest it has been in three years against a broad basket of other currencies. This should, all else equal,
create an earnings tailwind for multinational Technology, Consumer Staples, Pharmaceutical, and Industrial companies, among
others, in the second half of 2025.
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A broad basket of commodities, such as those embodied by the Bloomberg Commodity Index, have been relatively stable for
the last three years (see below), and are unlikely to create a headwind for most US companies later this year, despite the recent
move in Oil from $60 in early May to $77 today.



Bloomberg Commodities Index, Last 5 Years
Through June 20th, 2025
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In our judgment, the biggest risk to margins is likely inventory levels, which remain high across many sub-industries. Below
we show the 20th, 50th, and 80th percentile days of inventory and that percentile vs. the 25-year history. Many economically-
sensitive parts of the market, including Semiconductors, Electrical Components, and Construction and Machinery have high
inventory levels vs. history.
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Personal Care Products 123 171 B 957 959 5T K¥UE, EL, BEREBR
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CONCLUSION: We think the earnings path is less difficult than we previously forecasted, due to currency, commodities, and the
relative immunity of the largest companies. Inventory levels are a big counterargument. We see the risk-reward as balanced,

and we don’t want to get more negative given we think 2026 is the year when many companies are likely to see margin
benefits from their 2023 and 2024 Al investments. That is the primary reason we increased our outlook for earnings. We
recommend a barbell approach, with defensive stocks like Drug Distributors, Waste Disposal, and Aggregates. For offense, we

like Financials, including Alternative Asset Managers and large Banks, as well as select Healthcare stocks where productivity
benefits likely accrue earlier in the Al-deployment than other industries.
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