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Level Set - Volatility, Achievability, and Credibility

Market Volatility Is "Crisis Level"

Sometimes the market seems incredibly anticipatory, and other times it seems surprisingly reactive.

Interestingly, this past week the market has appeared to embody both qualities simultaneously.

The market volatility, AI proliferation, policy commentary, changing perceptions about interest rates, the policy path from the

coming mid-term elections and the war with Iran have all resulted in huge moves in stocks, even as the market’s overall price

level is muted year-to-date (the S&P500 price return is down 3.12% year-to-date). Focusing on mid-cap or larger stocks (top

900 by market cap.), we computed the percentage of stocks that were up or down more than 15% in absolute terms each

quarter, and compared that to what has happened quarter to date. The current volatility is extreme, with only periods before

and after the TMT bubble, the Financial Crisis, and COVID showing as much under the surface movement as we have seen so

far in Q1 2026 (see black line below).
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We have shown that the penalty for missing estimates has been harsher than the reward for beating estimates in this recent

market regime. This has been true for all stocks except the 5% going down the most in the two weeks prior to their earnings

reports (see below).
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Achievability

Revenue expectations are very high vs. long-term performance, and that has us increasingly worried in a world where

stagflationary fears are growing. The bottom-up consensus analyst estimates call for 23.2% revenue growth for the Technology

sector in 2026, well above the long-term average of 7.1%. On the contrary, despite the rising Oil price and the steady demand for

Healthcare Services, both Energy and Healthcare expectations for revenue are well below their 20-year medians (see below).
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With that in mind, we think it is particularly prudent to own stocks where the consensus forecasts both accelerating revenue

growth and gross margin expansion. Interestingly, however, the percentage of Top 900 stocks (mid-cap and larger) that have

both revenue forecasted to accelerate and gross margins forecasted to expand was at a twenty-year-high late in 2024, and is

now rolling over (see below). The opportunity set is shrinking.
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At the same time, there are plenty of stocks that are forecasted to have both decelerating revenue and gross margin contraction,

and history dictates that multiple expansion for this group is unlikely. Below are stocks that are up more than 10% in the last six

months, are forecasted by consensus to have decelerating revenue growth and gross margin contraction, have below 70% gross

margins, and have a correlation of 0.2 or higher to our AI Semis basket. We think these are candidates to reduce exposure

to, given their risk profile.
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Credibility

Given the significant underlying stock level volatility YTD, we are re-evaluating several of our Sector recommendations. We

have had a good market call year-to-date, but some of our sector recommendations have been poor, and we are attempting

to increase our credibility with some changes in today’s work.

Firstly, we are Downgrading Financials: We have been writing for weeks now that we are teetering on our overweight Financials

recommendation, and we are now moving to make a downgrade. We no longer see estimate achievability as above average.

Financials typically don’t perform well after Oil spikes, and we are sufficiently worried about credit issues spreading that the

risk-reward on multiple expansion appears increasingly poor. Reading that OWL or ZION, or Deutsche Bank has issues is one

thing, but the private credit parts of Blackstone and Morgan Stanley are gating their investors according to reports this past

week, and that is enough to make us throw in the towel on our overweight recommendation. Moreover, as we wrote several

weeks ago, we are no longer as optimistic that many of the larger financial institutions are AI beneficiaries as we were previously.

Large institutions invariably compete on pricing and pay their employees more when times are good, making it less likely that

any AI benefits accrue to the shareholders. Typically, financial institutions will spend money and run “AI systems” in parallel

to legacy systems for some trial periods, potentially making Bank efficiency ratios more stagnant than many investors are

currently discounting. We should have known when top-down strategists were universally bullish at the year-ahead outlooks

that we should run for the hills.

Secondly, we are increasing our weights for Energy and Materials: Our recommended weights starting the year were slightly

above the market weights for both Energy and Materials. We have further increased those today, preferring these sectors to

Financials based on estimate achievability and a guess there will be some sustainably higher prices to Oil and LNG following

the Iran war. The correlation between changes in the Oil price and changes in the net income of the Energy sector are

high, fueling our view. We published recently that Energy stocks with low short interest typically perform well following Oil

spikes, including CVX, WMB, XOM, COP, LNG, PSX, and KMI.

Lastly, the rest of our changes were minor, but overall we are recommending Healthcare, Materials and Energy, over the

Consumer - including both Staples and Discretionary (see recommendations below), as estimate achievability likely remains

at a premium during these uncertain times.
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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 down -2.13% YTD, vs. its comparable index of -1.18%.

Source: Trivariate Research, LP
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Important Disclosures

Analyst Certification

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