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Level Set: Earnings and Momentum

While it is always challenging to ingest the myriad of data points that come during earnings season, we have found this month’s

data points to be particularly confusing. There are some positives and some negatives, and hence, we wanted to take a step

back and use this week’s Level Set to evaluate the trends so far. Part of our confusion comes from the fact that in aggregate,

the best performing sectors so far this year have had the worst earnings revisions! We show the ratio of up-to-down earnings

revisions divided by the total revisions as a proxy for whether the majority of analysts are getting more or less optimistic about

future earnings estimates. We count those for each stock in each sector and tally them up. So far during this earnings season,

Energy and Materials have been the best two performing sectors, but have had the worst earnings revisions to the forward year

estimates of any sectors in the market. On the other side of the ledger, Technology estimates have had the biggest increase

in analyst optimism, but have performed poorly in aggregate (see below).

Source: Trivariate Research, LP

To drive home this point, we show a scatter plot below of the 2027 (fiscal out year) up-to-down earnings revisions and year-

to-date performance. There is a strong and negative relationship - something we DOUBT will continue for the rest of the year.

Normally, an increase in out year estimates is associated with higher stock prices.
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Revenue expectations have remained solid, and the bottom-up consensus now sees above trend revenue per share growth for

S&P500 companies excluding Financials.
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At the sector level however, we are worried the expectations are becoming excessive in the second half of the year, particularly

in Consumer Discretionary, Industrials, and Technology (see below).

Source: Trivariate Research, LP

A big part of the Technology estimates (and the Comm. Services sector’s estimates, given GOOGL and META are in that sector)

depend on the Great 8 results. Given how big the Great 8 stocks are, we wanted to update our grid below that shows the

T+1 performance of these massively important stocks. Half the Great 8 recently reported, with GOOGL reporting this Wed

(February 4th), AMZN this Thursday (February 5th), NVDA reports February 25th, and AVGO on March 6th, but the other four

stocks that have already reported have shown the same volatility that has surfaced over the last two years whenever these

companies report. Only AAPL is relatively devoid of a massive one-day reaction to their prints. For instance, look at META. Up

9.7%, down 11.3%, and up 10.5% on their last three earnings prints. Check out AVGO. Down 12.8%, up 10.7%, and down 5.4% the

last three points. Evidently, NVDA, down 0.4%, down 0.9%, and up 2.7% is the low volatility security. We continue to think that

investors benchmarked against the S&P500 in a long only fund have to be close to benchweight these eight stocks, as their

ability to trade in and out of these names and consistently be correct is dubious.
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We wrote last week (Ten Ways To Look At The Software Sell-off) that Software is the most battleground sector, and it wasn’t just

MSFT’s down print this week. Of the 31 stocks in the S&P500 Level 2 Software & Services GIC, 26 are down so far this year,

with only Akamai (AKAM) up double-digits. In fact, 19 Software & Services companies (out of the 31) were down more than

10% in January. APP, INTU, and NOW are down more than 20%.

Source: Trivariate Research, LP
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We are convinced that this much downside in Software likely means a year from now that many more companies in the sector

will have lost money than analysts currently expect. In fact, in the prior 5 corrections of this size, the median company’s Software

net margins were negative - and that was not forecasted by the consensus (see below). We would remain cautious on Software.

Source: Trivariate Research, LP

Despite the large rotation in some parts of the market, momentum seems to be working in other parts. An investor asked

us this past week what is the “right” price momentum to look at, and with that in mind, we evaluated a range of prior price

movements (from 1 to 12-month on the x-axis below) and subsequent performance (from 1 to 12-month on the y-axis below).

The current “top of the mountain” is to use prior five-month price momentum to predict the next 12-month returns. This has

changed some from when we last updated this analysis in 2023, and our judgment is that the post-COVID return profile is likely

more relevant than using history much further back in time.

Source: Trivariate Research, LP
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With that in mind, the stocks that have the strongest 5-month price momentum in the mid-cap or larger universe (Top 900)

stocks and have positive 1-month revisions, which our prior work has shown is correlated to subsequent short-term return are

shown below.

Source: Trivariate Research, LP

Stocks with the weakest momentum and earnings revisions in the mid-cap or larger universe are potential short ideas, and

they are shown below.

Source: Trivariate Research, LP

CONCLUSION

We continue to believe this year will be a good, not great, year for equities, meaning mid-single digit returns with some

volatility. We don’t think the multiple is likely to expand for the overall market, despite the well-telegraphed dovish Fed Chair

announcement this past week. High earnings expectations, some challenges to gross margin expansion for the median stock,

and a harsh penalty for missing are part of our rationale. Our highest conviction sector ideas are to long Healthcare and

Underweight Industrials. Our non-Technology compounders are lagging the market, though the basket is upon the year and

has relatively lower correlation to the Great 8 (performance below).

Non-Technology Compounders

We launched a new ideas basket this year, which is 20 Non-Technology Compounders. Ideas below.
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The portfolio is up 1.82% YTD, vs. its comparable index of 2.77%.

Source: Trivariate Research, LP
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Analyst Certification

The analysts, Adam Parker, Maxwell Arnold, Chang Ge, Jesse Goodman, 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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