
The “AI trade” in markets has been unwinding for several months now, and got a sharp kick after the mid-terms on 
worries about AI data centers along with likely leveraged position unwinding. Many Tech/AI stocks screen well on 
MAER, since many (not all) still have positive estimate trends, but valuation changes have been the main driver as 
investors seek to reduce risk on worries of a cyclical peak developing. We are growing more cautious on equities and 
will likely be looking for opportunities to tilt more defensive on market bounces. We also offer some updated stock 
screens for those that want Tech/AI exposure and those that do not.

As is often the case, big news events produce sharp market reactions, and we then see that the underlying trends already 
in place resume. The US mid-term elections were a surprise only in magnitude, not direction. The polls consistently showed 
the likelihood of Democrats taking control of Congress, but not quite the breadth of the shift. This includes the US Senate 
(South Carolina was a late-breaking surprise, and Mississippi is still yet to be called but would be an even bigger shock), but 
also state governors and many state legislatures and key state positions. 

The main initial responses have been to assume that the new Congress (which is not in place until January 3rd) will do more 
to restrain Trump in trade policy and foreign policy, reject the more extreme appointees (possibly protecting the Fed), not 
vote for any more tax cuts (tax increases would be vetoed by Trump), try to reverse the cuts to Medicaid and SNAP benefits, 
and possibly act to limit the expansion of AI data centers. 

The view on data centers is one of the key parts for the stock market, given that at least half of the S&P 500 by weight is 
somehow tied to the AI theme. However, much of the political pushback to data centers is at the state and local level, not  
the federal level, and was already tilting that direction before the mid-terms. There may be more “sand in the gears” of AI 
data center building now, but development will continue even if at a slower and more expensive pace.

The bigger issue for the equity markets is investor risk appetite, which is tied to the question of whether the AI boom is at, or 
possibly past, a cyclical peak. If so, then the US economy is also likely to slow down, given the direct and indirect impacts 
of the AI buildout on economic growth. Our Global Equity Risk Model has been deteriorating for several months now, and 
remains close to its bearish threshold. The Implied Growth Model has been showing high long-run growth expectations for 
a good while now, and so far those expectations have been met, but extrapolating the huge margin surge in the S&P 500 
into the future looks riskier here. We see risk appetite following its traditional path of an initial surge (from the April 2025 
lows) into the riskiest stocks, to progressively less risky stocks and less momentum. We look to be in the later stages of 
that process, though it can go on for a while. We have been neutral on equities, underweight bonds, and overweight cash 
in our asset allocation, and see the next likely move to reduce equity (beta) exposure and add to cash.

MACRO BRIEF

Mid-terms and AI: initial thoughts on market and economic impacts

November 9, 2026 Sam Burns, CFA   Chief Strategist

www.millstreetresearch.comMILL STREET RESEARCH, LLC P.O. Box 282 Sherborn, MA 01770 ©2026 Mill Street Research, LLC. All rights reserved. Mill Street Research, LLC is a Registered Investment Advisor.

MARKETING AFFILIATE: (212)452-3115 INFO@MILLSTREETRESEARCH.COMTELEPHONE: EMAIL:



2

Our indicators remain cautious on equities as risks of cyclical peak in 
earnings growth have risen

Source: Mill Street Research, Factset, Bloomberg

A key issue highlighted in our indicators right now is that relative 
stock returns have not aligned with the earnings indicators lately, 
mostly due to Tech/AI stocks being knocked down even as their 
earnings indicators mostly hold up.

In some ways this is a parallel to the fact that stock prices have 
been weaker and bond yields have fallen lately despite strong 
GDP and labor market data in the US. Why sell stocks if growth 
is strong and/or improving, and why sell Tech stocks if earnings 
estimates are still rising?

The key driver in these divergences is investor risk appetite, which 
is being affected by growing perceptions that we may be nearing a 
cyclical peak in earnings and the final stages of a late-1990s-style 
Tech boom, this time driven by AI instead of the internet.

Our Equity Risk Model has been weakening for some time now, and 
so far the mid-term election results have not helped it. At 41%, it is 
sitting right near the threshold of outright bearish territory (40% on 
the model), reflecting rapidly weakening risk appetite, equity price 
momentum, and monetary policy backdrop (top chart).

One of the highest-profile reflections of the “AI trade” has been 
the semiconductors industry, captured by the widely-watched 
Philadelphia Semiconductor Index, or SOX. It peaked in June after 
a massive surge in Q2, and has just recently broken down below 
its 200-day average for the first time since early 2025. Perhaps 
not coincidentally, one measure of pricing for LLM models (dollars 
per million tokens used) also peaked around the same time and 
has plunged as competition among models has increased (middle 
chart).

With the two biggest LLM producers still yet to come public, the 
global Technology sector’s revisions indicators are still holding up, 
as are Energy’s (for now at least). Those two sectors stand out, 
as the aggregate revisions for all other sectors have decisively 
weakened globally and are close to turning net negative (bottom 
chart). So earnings estimates point to Technology and Energy 
but markets have favored other areas lately due to fading risk 
appetite (and volatile oil prices). We suspect there will be some 
tactical rebounds in Tech/AI, but given the risk that Tech earnings 
estimates weaken from current high levels, we will be likely be 
scaling back beta exposure in our asset allocation and sector 
allocations soon.
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Stock ideas for Tech and non-Tech

Source: Mill Street Research, Factset, Bloomberg

Many Technology stocks still score well on MAER, as the pullbacks in stock prices combined with continued strong estimate 
revisions metrics have kept many (but certainly not all) Tech stocks near the top of the ranks. But our top-down views of 
equity risk argue for less beta in portfolios, which would limit high-beta Tech exposure. So here we offer two global large-
cap stock screens for ideas from the MSCI ACWI universe: one for the Technology and Communication Services sectors 
(though no Communication Services stocks make the screen right now), and one for the sectors excluding Technology/
Communication Services and commodity sectors (Energy and Materials), as they are volatile (risky) and largely driven 
by underlying commodity prices right now. The screens aim to balance the earnings, price, and valuation components of 
MAER in this difficult environment.
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The research provided in this report is based on strategic analysis provided by Mill Street Research LLC (“Mill Street”), an 
investment adviser registered with the Massachusetts Securities Division. Strategic analysis is based on fundamental, 
macroeconomic and quantitative data to provide investment analysis with respect to the securities markets.  The 
report is not intended to provide personal investment advice.  This report does not constitute an offer or solicitation to 
buy or sell any securities discussed herein in any jurisdiction where such offer or solicitation would be prohibited. The 
securities mentioned in this report may not be suitable for all types of investors. This report does not take into account 
the investment objectives, financial situation or specific needs of any particular client of Mill Street. Recipients should 
consider this report as only a single factor in making an investment decision and should not rely solely on investment 
recommendations contained herein, if any, as a substitution for the exercise of independent judgment of the merits and 
risks of investments.  Mill Street has no actual, implied or apparent authority to act on behalf of any issuer mentioned in 
the report. Employees of Mill Street may have positions in securities mentioned in this report, disclosures are available 
on request. Before making an investment decision with respect to any security recommended in this report, the recipient 
should consider whether such recommendation is appropriate given the recipient’s particular investment needs, 
objectives and financial circumstances. We recommend that investors independently evaluate particular investments and 
strategies, and encourage investors to seek the advice of a financial advisor.  Mill Street will not treat non-client recipients 
as its clients solely by virtue of their receiving this report. Past performance is not a guarantee of future results, and no 
representation or warranty, express or implied, is made regarding future performance of any security mentioned in this 
report. The price of the securities mentioned in this report and the income they produce may fluctuate and/or be adversely 
affected by exchange rates, and investors may realize losses on investments in such securities, including the loss of 
investment principal. Mill Street accepts no liability for any loss arising from the use of information contained in this report.

All information, opinions and statistical data contained in this report were obtained or derived from public sources 
believed to be reliable, but Mill Street does not represent that any such information, opinion or statistical data is accurate 
or complete (with the exception of information contained in the Important Disclosures and Certifications section of this 
report), and they should not be relied upon as such. All estimates, opinions and recommendations expressed herein 
constitute judgments as of the date of this report and are subject to change without notice. Nothing in this report 
constitutes legal, accounting or tax advice. Since the levels and bases of taxation can change, any reference in this 
report to the impact of taxation should not be construed as offering tax advice on the tax consequences of investments. 
As with any investment having potential tax implications, clients should consult with their own independent tax adviser. 
This report may provide addresses of, or contain hyperlinks to, Internet web sites. Mill Street has not reviewed the linked 
Internet web site of any third party and takes no responsibility for the contents thereof. Each such address or hyperlink 
is provided solely for the recipient’s convenience and information, and the content of linked third party web sites is not 
in any way incorporated into this document. Recipients who choose to access such third-party web sites or follow such 
hyperlinks do so at their own risk. The market indices mentioned in this report are unmanaged, hypothetical portfolios 
of securities that are often used as a benchmark in evaluating the relative performance of a particular investment, as 
constructed by the index providers. Index return figures do not reflect any fees, expenses or taxes. An index should only 
be compared with a mandate that has a similar investment objective. An index is not available for direct investment, 
and does not reflect any of the costs associated with buying and selling individual securities or management fees.  This 
report or any portion hereof may not be reprinted, sold, or redistributed without the prior written consent of Mill Street.
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