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

The “Al trade” in markets has been unwinding for several months now, and got a sharp kick after the mid-terms on
worries about Al data centers along with likely leveraged position unwinding. Many Tech/Al 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/Al 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 Al 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 Al 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 Al
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 Al 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 Al 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.
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Our indicators remain cautious on equities as risks of cyclical peak in

earnings growth have risen

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/Al 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 Al 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 “Al 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/Al, 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

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.

Top-Ranked Large-Cap ACWI Technology + Comm. Services Stocks

oy Mow Gedh e g WMo e uee
600183-CN  Shengyi Technology Technology  Electronic Equipment 25,668 92.6 94.0 92.3 100.0 88.3 56.3 99.9
APH-US Amphenol Technology Electronic Equipment 184,182 100.0 90.9 95.1 91.5 97.7 26.7 99.7
6669-TW  Wiwynn Technology ~ Technology Hardware, 26,630 84.3 92.3 711 95.2 98.7 87.9 99.4
6981-JP  Murata Manufacturing ~ Technology  Electronic Equipment 60,557 96.6 96.8 88.9 100.0 54.4 38.5 99.3
2059-TW  King Slide Works Technology ~ Technology Hardware, 22,038 90.4 79.9 99.3 95.2 77.6 48.3 99.0
DELL-US  Dell Technologies Cla Technology Technology Hardware, 103,629 93.6 56.5 97.5 97.2 58.5 72.3 98.1
ASM-NL  ASM Intl N.V. Technology  Semiconductors & Sem 35793 96.1 98.3 56.1 92.7 88.2 30.1 97.8
8035-JP  Tokyo Electron Technology  Semiconductors & Sem 122,187 92.9 100.0 64.0 97.2 67.5 36.0 97.7
2383-TW  Elite Material Technology Electronic Equipment 41,844 95.0 92.3 65.7 95.2 59.4 50.1 97.6
LITE-US Lumentum Holdings Technology Communications Equip 48,850 93.8 89.4 67.7 97.2 751 36.1 97.4
603986-CN Giga Device Semiconduc Technology ~ Semiconductors & Sem 25,343 78.3 82.0 64.9 90.5 100.0 81.0 97.2
300408-CN Chaozhou Three-Circle ~ Technology  Electronic Equipment 21,129 76.8 100.0 83.4 95.2 70.5 29.1 96.9
MRVL-US  Marvell Technology Technology  Semiconductors & Sem 123,818 91.1 65.0 87.1 97.2 78.3 25.9 96.2
CRDO-US  Credo Technology Group Technology  Semiconductors & Sem 22,650 81.7 44.7 98.3 91.5 99.2 51.9 95.8
2330-TW  Taiwan Semiconductor M Technology  Semiconductors & Sem 1,692,517 91.9 79.9 54.5 92.0 63.9 52.8 94.3
3017-TW  Asia Vital Components ~ Technology ~ Technology Hardware, 27,729 89.4 45.6 84.9 97.2 69.7 51.7 93.9
WDAY-US  Workday Technology Software 37,808 93.9 41.5 98.3 1.7 90.7 51.0 93.4
2327-TW  Yageo Technology Electronic Equipment 23,588 66.3 78.8 87.0 92.0 50.5 68.5 93.2
PTC-US PTC Technology Software 21,191 80.1 75.9 95.7 54.4 74.8 25.9 93.0
NVDA-US  NVIDIA Technology ~ Semiconductors & Sem 4,498,024 89.9 30.0 71.0 85.7 99.2 61.1 91.9
Top-Ranked ACWI Stocks: All Sectors Excluding Technology/Comm. Services/Commodities
ey MOw G e s Mo e e
EXPE-US  Expedia Group Cons. Disc.  Hotels, Restaurants 29,682 85.9 86.9 65.0 59.2 74.4 75.1 95.6
2887-TW TS Financial Holding Financials Banks 29,520 100.0 84.2 97.9 83.3 59.3 67.8 99.6
PYPL-US  PayPal Holdings Financials Financial Services 49,208 87.9 94.0 91.5 34.5 86.4 771 98.6
SOFI-US  SoFi Technologies Inc  Financials Consumer Finance 21,038 91.4 74.5 95.1 47.3 96.6 31.8 96.7
XYZ-US Block Financials Financial Services 46,548 89.2 80.8 83.9 32.3 71.8 44.9 94.2
6178-JP JAPAN POST HOLDINGS  Financials Insurance 39,952 86.5 49.8 82.4 80.8 50.8 67.3 91.0
EQT-SE EQT AB Financials Capital Markets 40,595 79.6 85.6 713 333 75.0 441 90.0
BPAC11-BR Banco BTG Pactual SAU  Financials Capital Markets 39,299 71.2 55.6 60.9 95.2 65.2 82.1 88.7
ADM-GB  Admiral Group plc Financials Insurance 16,037 77.8 80.8 80.6 27.8 61.8 53.8 87.8
1050-SA  Banque Saudi Fransi Financials Banks 13,481 72.7 69.0 67.3 50.7 67.1 85.0 86.8
1080-SA  Arab National Bank Financials Banks 11,200 81.4 42.6 57.6 81.3 69.7 87.5 85.0
2359-HK  WuXi AppTec ClassH  Health Care Life Sciences Tools 68,370 96.6 84.2 95.5 71.1 57.1 39.2 98.0
NOVO.B-DK Novo Nordisk A/S Health Care  Pharmaceuticals 136,206 72.2 92.3 54.5 4.7 86.9 67.0 88.6
7733-JP  Olympus Health Care  Health Care Equipmen 12,275 71.1 61.0 71.0 82.2 63.5 45.4 86.1
KRX-IE Kingspan Group Plc Industrials Building Products 19,399 83.2 82.0 91.7 67.0 56.3 39.8 94.9
BNZL-GB  Bunzl plc Industrials Trading Companies & 12,044 97.1 70.0 79.5 26.5 62.6 53.5 92.4
532155IN  GAIL (India) Limited Utilities Gas Utilities 12,987 79.5 100.0 73.3 28.7 56.5 78.6 94.0
9503-JP  Kansai Electric Power Utilities Electric Utilities 17,997 94.2 67.3 57.0 72.2 54.2 88.2 93.5
EDP-PT EDP S.A. Utilities Electric Utilities 23,318 79.8 98.9 76.5 42.2 50.4 50.2 92.3
NTGY-ES  Naturgy Energy Group S Utilities Gas Utilities 31,925 82.5 76.6 64.3 54.8 60.5 59.5 88.4

Source: Mill Street Research, Factset, Bloomberg



Important Disclosures and Certifications

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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