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Chris Hussey: This is The Markets. I'm Chris Hussey, 

and today is Thursday, November 5th, and we're here on 

the Goldman Sachs trading floor with Lou Miller, who is 

our global head of our custom baskets business within 

FICC and Equities. And on the back of the midterm 

elections, we're going to explore the market reaction and 

where we go from here. 

Lou, thanks so much for joining us. 

Lou Miller: Thanks for having me. 

Chris Hussey: Let's start with the rotation trade that you 

can see from your baskets group. In particular, that 

there was a rotation already happening before the 
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midterms. How is that evolving post midterms? Where do 

you think it heads into the year end?  

Lou Miller: Yeah, so we've seen, especially in the second 

half of the year, it's been a really challenging 

environment for active investors, and we've seen people 

get very defensive. If you look at beta-adjusted net 

exposure in our prime book, it's definitely at very low 

levels versus history. 

Chris Hussey: Let me peel back the onion a little bit on 

the rotation. Let's talk about data centers if we can. How 

is that data center trade holding up in the post-election 

world? 

Lou Miller: Worse than I would've thought. I think it's 

bigger picture concerns like ROI, open-source 

competition, limits on capital markets came into picture 

the last few months. The AI data center trade, the right 

tail of that trade has increasingly gotten removed, and 

multiples have dramatically dropped to much healthier 

levels. 

We now see data center stocks down 36% from their 

highs earlier this year. And then some of the higher beta 

areas like memory down 42%, optical networking down 
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46%, even NeoCloud's down 57%. So the early reaction 

was way more extreme than I would've expected, but I 

think the silver lining is the bar is much, much lower for 

surprises and there are positive catalysts ahead. 

Think about this: the multiple for the data center trade is 

about half of what it was in June. We're at liberation day 

lows in terms of multiples. So you can't argue valuation 

is a headwind anymore, and there are some positive 

catalysts ahead. 

Chris Hussey: Okay. I want to dive now into a little bit of 

a comment you made about defensives, and I want to go 

back to the post-pandemic era where tech became the 

new defensives. 

Let's explore the AI trade more broadly. You talked about 

a rotation. You talked about the data center trade. What 

about the AI trade more broadly? Is that a new defensive 

kind of trade, or is that really evolving?  

Lou Miller: I think the next leg of the AI trade is actually 

healthcare, and I think that's also a very defensive sector 

that historically is very uncorrelated to AI. 
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Healthcare, we notice those companies are getting very 

involved at, like, the tools and diagnostics level and that 

there's now we're going from headwinds to tailwinds 

there. There's both cyclical and secular drivers there and 

it's really one of the few sectors that we're going to see 

accelerating growth next year. 

AI touches a lot of different parts of the economy, a lot of 

different parts of the market everything from the 

application layer, like cybersecurity, but I think 

healthcare is an area that increasingly looks more and 

more credible.  

Chris Hussey: All right. If the new defensives aren't the 

new defensive, what is the new defensive? What do you 

want to play defense? 

Lou Miller: So yeah. So expensive defensives I don't 

think are defensive. 

Chris Hussey: Oh my God, expensive defensive.  

Lou Miller: In a slowing growth environment, not just for 

the AI CapEx complex, but the real economy it does 

make sense to be defensive, but you don't want to take it 

too far. 
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You don't want to bury your head in the sand. So you 

take staples, for example, the earnings yield of staples is 

half of the high yield bond yield. The dividend yield of 

staples is half of the 10-year treasury yield. To me, that's 

not a good deal for investors. I think people should look 

beyond the traditional defensive label and look for other 

characteristics, like quality or free cash flow yield or 

earnings yield in this higher nominal growth backdrop. 

I think those dynamics are going to be a lot more 

defensive than a traditional defensive like staples. 

Chris Hussey: All right, great. So, we've walked through 

it. We've walked through the AI trade, the data center 

trade, the expensive defensives. Let's put a bow on it. 

What's the trade?  

Lou Miller: I think the S&P 500 excluding AI is the 

trade. 

So rather than pay 25 times earnings for some, you 

know, boring consumer product, you can pay a high teen 

multiple for low teens earnings growth. These are some of 

the highest quality balance sheets in the market. You're 

buying quality compounders in a decelerating growth 

environment. 
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That seems like a safe play here over the next six 

months.  

Chris Hussey: I'm just curious, if you buy the S&P ex AI, 

how many stocks is that?  

Lou Miller: Well, you can, you can get about 500 if you- 

Just got to add a few extra.  

Chris Hussey: I like that. I love that. All right. As we go 

deeper into the end of the year, what are you watching 

for? 

Lou Miller: Employment, inflation, the geopolitical 

events that have passed, and then the rest of earnings 

season. Those are key. And then longer term, I'm 

watching the equity capital markets quite closely, debt 

capital markets closely, and then the FOMC decision on 

December 9th.  

Chris Hussey: I know it's early yet, but I've already 

gotten some Hallmark ads in front of me. 

Santa Rally or no Santa Rally this year?  

Lou Miller: I think a relaxed Santa Rally, yes.  
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Chris Hussey: Oh, a relaxed Santa Rally. I like myself a 

relaxed Santa. Lou, thanks so much for joining us. 

Lou Miller: Thanks for having me.  

Chris Hussey: That does it for this week's episode of The 

Markets. I'm Chris Hussey. Thanks for listening. 
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