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On the Markets

Waiting for the Fall

With the post-Liberation Day equity rally breaching 30% as the
calendar turned toward the seasonally weak months of September
and October, many investors were bracing for meaningful
consolidation that has yet to materialize. In fact, on the back of
better-than-expected economic growth, positive earnings revisions
and renewed Federal Reserve easing, the S&P 500 Index finished up
3.5% in September, only slightly below its 6,700 all-time high.

As has been the case for much of the year, valuations have not been an impediment.
They continue to be stretched, with an S&P 500 forward price/earnings ratio of 23
and the “Buffet indicator” (total market cap relative to GDP) at 232%. Likewise,
shifting geopolitics has not increased risk premiums. Despite hand-wringing over
labor market softening, equity markets have broadened, with the surging cyclicals-
to-defensives ratio indicating more confidence in growth acceleration, and the
Russell 2000 Index's first all-time high in four years suggesting 2026 will produce
much-vaunted “Goldilocks” conditions of disinflation and another 100-125 basis
points of easing through next December. Thus, it appears for now that the bull
market is on its way to celebrating its three-year anniversary and Morgan Stanley &
Co.’s June 2026 S&P 500 bull-case target of 7,200 remains in play.

Despite the fact that sometimes the best bull case is the absence of a high-
conviction bear case, now is not the time for complacency. Specifically, we are
sensing signs of maturation in this bull market’s foundation—the generative Al
capex boom. Not only is Al capex as a share of sales near prior capex-bubble highs,
it is contributing close to 100 basis points of annual GDP growth. Among the richly
valued US tech “hyperscalers,” more than $400 billion in Al capex investment per
year is driving negative free-cash-flow growth, while competition for data center
capacity is coming from new contenders like Oracle and CoreWeave, not to mention
private equity and private credit projects. Meanwhile, there has been a more
aggressive stance toward investments that are the equivalent of extending vendor
financing. Remember, when markets are priced for perfection, there is little room for
disappointment. Therefore, we continue to look for diversification opportunities by
asset class, geography and sector, as well as via security selection. Global financials,
health care and real assets are among our favorite fishing ponds. Winter is
eventually coming! m
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GLOBAL EQUITIES

Cybersecurity: Growing Share of IT
and Investors’ Wallet

Meta Marshall, Equity Analyst, Morgan Stanley & Co. LLC

With a host of secular tailwinds likely to expand corporate
cybersecurity budgets, we believe the $270 billion industry
will continue to generate excess returns for investors while
achieving a 12% compound annual growth rate from 2025 to
2028. Notably, results from our survey of chief information
officers indicate that cybersecurity spending will increase
some 50% faster than software spending as a whole. In fact,
ClOs expect cybersecurity to be the most defensive area of
spending on information technology (IT), while the rapid
growth of artificial intelligence (Al) further powers
opportunities.

As a result of the outsized growth, there will continue to be a
number of new competitors, complicating an already-
fragmented marketplace. Of the $120 billion cybersecurity
software market, companies in our security software
coverage universe account for only about 25%, and about
40% if including the greater software/networking universe.

Furthermore, cybersecurity investments are not undiscovered,
as security software stocks have outperformed the broader
software sector across major time periods over the past three
years (see table). Not surprisingly, valuations for the group
are higher too, with security software companies recently
trading at an average 9.1 times enterprise value to next-12-
months’ sales versus 7.1 for the broad software sector.

Performance of Security vs. Software Over Multiple
Periods

Median
. Nasdagq
Security Software Composite S&P 500
Year to Date 10% 8% 17% 13%
One Year 1% 4% 26% 17%
P —————— b |
29% 1 96% 1%

Three Year L 67%

Source: FactSet, Morgan Stanley & Co. Research, Morgan Stanley Wealth
Management Global Investment Office as of Sept. 22, 2025

Investors appear to accept the higher valuations because of
stronger expected spending rates for security software (see
chart). According to our AlphaWise survey, security spending
is expected to increase 9.2% this year versus 6.2% for general
software spending. The survey also indicates that security
spending is defensible, as it's the least likely IT project to be

Please refer to important information, disclosures and qualifications at the end of this material.

cut. After all, attacks and threats are growing faster than IT
budgets.

That said, and with the increasingly complicated marketplace
for security in mind, we highlight five “mega themes" that we
believe will differentiate longer-term growth opportunities
and change in competitive positioning.

Security Spend Indications Continue to Track Well
Above IT and Software Spend

Expected Software Spending Growth
Expected Security Spending Growth

10.6%

2024 vs. 2023 2025 vs. 2024

Source: AlphaWise, Morgan Stanley & Co. Research, Morgan Stanley Wealth
Management Global Investment Office as of Sept. 2, 2025

Platformization. This has been the most topical subject for
the past few years. In our research, we look at whether
investors actually pay for platforms, where platforms have
been successful and where they are more challenged and
need to be replaced. Customers move to platforms to
consolidate spending and make their cybersecurity more
efficient by closing security gaps between multiple products.

Al Security. The opportunity for security with Al is often
broken down into “security for Al" and “Al for security.” In
terms of security for Al—with the surface area for attacks
growing amid more sophisticated and frequent attacks—we
see increased need for cybersecurity, presenting growth
opportunities. Additionally, with security teams largely
understaffed, we look at the opportunities for Al to help
automate security-operation-center tasks, particularly as
attack frequency picks up.

Hyperscaler Security Intentions. While security software is
largely discussed in terms of public pure plays, with public
clouds hosting upward of 40% of applications, many of the
clouds have sizeable security businesses. Microsoft, with
about 10% of the security software market, is the largest and
most present. With recent mergers and acquisitions, other
hyperscalers are more meaningfully entering the security
business.

Morgan Stanley Wealth Management 3
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Operational Technology (OT) Security/National Security.
While cybersecurity stocks are principally considered in terms
of enterprise security, we look to explore where the software
extends to national/physical security. OT security is
increasingly important, and emerging investment areas like
humanoids and drones will need advanced security as well.

Refresh Cycles/Token Plans. With firewall refreshes underway
and platformization/token plans set to be adopted or

Please refer to important information, disclosures and qualifications at the end of this material.

refreshed in coming years, it is important to explore how to
measure these opportunities. m

This article was excerpted from the Sept. 2 Morgan Stanley &
Co. Research report, “Cybersecurity: Growing Share of IT and
Investors’ Wallet.” For a copy of the full report, please
contact your Financial Advisor.

Morgan Stanley Wealth Management &
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GLOBAL EQUITIES

The Nuclear Renaissance Is Here—
What's Next?

Tim Chan, CFA, Equity Strategist, Morgan Stanley Asia Limited+
Stephen C. Byrd, Equity Strategist, Morgan Stanley & Co. LLC

The nuclear renaissance that we forecast in June 2024 has
already made substantial progress. During the past year,
global policy support—especially in the US—has
strengthened significantly. Hyperscalers are increasingly
focused on securing clean, reliable energy 24/7, highlighting
the strategic importance of nuclear power for their artificial
intelligence (Al) data centers. The dual imperatives of
decarbonization and energy security, a gradual decline in
investors excluding nuclear investments from their portfolios
and more favorable financing conditions are making the
nuclear renaissance a truly global investment theme.

NEW CAPACITY. In our base case, new nuclear capacity
globally will be 586.8 gigawatts (GW) by 2050, up 53% from
last year. Asia, especially India and China, will still be the
center of growth based on the current project pipeline.
Compared with last year, we have revised upward the
estimated capacity for China, India and the US (see chart).
India and the US both have significant upside based on the
latest government targets.

Global Nuclear Capacity Under Our Base Case—
Nuclear Renaissance Scenario
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Source: Morgan Stanley & Co. Research estimates, Morgan Stanley Wealth
Management Global Investment Office as of Aug. 12, 2025

The base case assumes only half of the US and Indian targets
are met by 2050, as we remain conservative on the pace of
large-scale buildout. Small modular reactors (SMRs) are still a
next-decade technology; only four are in operation globally,
and five are under construction. Elsewhere, we have been
surprised by the capacity growth in the Central and Eastern
Europe, Middle East and Africa region (CEEMEA). In this
multipolar world, such growth could benefit South Korea and

Please refer to important information, disclosures and qualifications at the end of this material.

Japan. Based on the current pipeline of projects under
construction, planned or proposed, CEEMEA is the second
biggest market after China.

With these capacity projections, we expect capital investment
will be around $2.2 trillion, up from the $1.5 trillion we
estimated last year, mainly driven by the higher projected US
and Indian capacity. Overall, our forecasts tend to be more
conservative than those from the International Energy Agency
(IEA) and International Atomic Energy Agency (IAEA) across
most scenarios.

MORE POSITIVE SENTIMENT. Importantly, investors and
financiers are exhibiting more positive sentiment toward
nuclear power. Stocks in the global nuclear value chain—
power generators, uranium miners and suppliers of plant and
equipment—are registering strong returns for the year to
date and are outperforming the MSCI ACWI Index.

Nuclear Value Chain Stocks: Total Return Year to Date

Nuclear Value Chain Stocks, Total Return Year to Date
All Nuclear Power Generation Stocks
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Source: Bloomberg, Morgan Stanley & Co. Research, Morgan Stanley Wealth
Management Global Investment Office as of Oct. 1, 2025

The proportion of global assets under management (AUM)
that excludes nuclear power has declined. As of December
2024, only 2.3% of global AUM had an investment policy to
exclude nuclear power. This is lower than exclusions for
alcohol (2.9%), military contracting (4.7%) and gambling
(51%). While European investors maintain the highest
exclusion rate, it fell to 8.4% in December 2024 from 10.9% in
December 2023. In contrast, exclusion rates are significantly
lower in other regions: Just 0.3% of North American-
domiciled AUM and 0.6% of Asia-domiciled AUM currently
put nuclear power investments off limits.

Development banks are beginning to reassess their stance on
nuclear energy. The World Bank has taken the lead by lifting
its decades-long ban on financing nuclear power projects. This
marks a significant policy shift and the institution’s first
concrete step toward reengaging with nuclear energy in
decades. The World Bank now aims to support efforts to
extend the life of existing reactors and accelerate the
deployment of SMRs. The Asian Development Bank is

Morgan Stanley Wealth Management 5
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considering a similar move, signaling broader momentum
among development finance institutions to support nuclear
power as part of the global energy transition.

EXPANDING FINANCING OPTIONS. Green bonds and
transition finance instruments are expanding, too. Last year,
we noted that the EU, China and Japan have included nuclear
power in their taxonomies, which could facilitate sustainable
financing for the nuclear supply chain. The trend has
continued as we have seen more bond issuance. For example,
Korea Hydro sold Asia’s first green bond for nuclear energy
for around $154 million. Power producer Constellation said
last year that it had issued the first corporate green bond in
the US that can be used to finance nuclear energy projects.
Similarly, Japan's Kansai Electric Power Co. issued a transition
bond in 2024 to finance nuclear power.

In the US, we believe power plants fueled by natural gas will
be the primary near-term solution for powering Al data
centers given the energy source's speed to market, reliability
and flexibility. That said, gas exposes hyperscalers to more
volatile fuel costs and potential carbon costs if they are
committed to their sustainability goals. Nuclear power, on the
other hand, has higher cost visibility. It represents a longer-
term clean energy solution that will likely gradually increase
in importance as new facilities come online. The two energy
sources will likely work in complementary roles, with gas
addressing immediate power needs and nuclear providing
sustainable baseload power over the longer term.

BUILDING NEW PLANTS. The US is the largest producer of
nuclear power, accounting for about 30% of global
generation. However, the country has not seen any new large-
scale projects in the past 15 years. The last nuclear plants
built in the US—Vogtle Units 3 and 4 in Georgia—began
operation in 2023 and 2024, respectively, but construction on
them started in 2009. However, in June 2025, New York state
announced it will build a new nuclear plant upstate. China
and Russia dominate in building new nuclear plants. From
2017 through 2024, 52 nuclear reactors began construction
around the world, and all but four were designed by either
China (25) or Russia (23), according to the IAEA.

Please refer to important information, disclosures and qualifications at the end of this material.

While SMRs are a nascent technology, the US currently has
the strongest pipeline, with a total of 17 projects. We
estimate that SMRs in the US could come online by the early
2030s and reach 2-5 GW by 2035. To arrive at this estimate,
we ran a hypothetical analysis on US data center power
capacity through 2035 using semiconductor sales volume
forecasts through 2027 from Morgan Stanley & Co.
Research’s semiconductors team and estimates based on our
own assumptions of US data center growth rates for 2028-
2035 (see chart). We then sensitized the percent of power for
data centers that would come from SMRs to provide a range
of options from 1% to 3%, highlighting the great deal of
execution uncertainty that comes with deploying SMRs.

US Data Center Power Capacity Could Potentially Grow
to Around 190 Gigawatts by 2035

200 US Data Center Power Capacity, Gigawatts

150

Source: Morgan Stanley & Co. Research, Morgan Stanley Wealth Management
Global Investment Office as of Aug. 11, 2025

While SMRs are aimed at streamlining the manufacturing and
construction process that may help hamper large-scale
projects, we see several risks to their adoption, including local
pushback; financing availability; regulatory risks such as
delayed timing for design and license approval; and
construction delays and cost overruns. m

This article was excerpted from the Aug. 12 Morgan Stanley &
Co. Research report, “The Nuclear Renaissance Is Here—
What's Next?” combining input from various MS & Co. teams.
For a copy of the full report, please contact your Financial
Advisor.

Morgan Stanley Wealth Management 6
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US EQUITIES

Using Al to Tame Health Care Costs

Terence C. Flynn, Ph.D., Equity Analyst, Morgan Stanley & Co. LLC

US health care spending growth, primarily driven by the aging
population and rising costs per individual, is on an
unsustainable path. With spending relative to GDP having
reached about 18% in the US in 2023 versus an average of
1% for peer counties, the gap between the US and peers has
been widening since 1970. Going forward, not only is US
spending versus GDP expected to increase to 20% by the
early 2030s (see chart), but assuming the same trajectory as
that projected for 2022-2033, it could reach 25% by 2050.

US Health Care Spending as a Percent of GDP Is
Expected to Rise

US Projected Health Care Spending as a Percent of GDP
Actual Share of GDP

Projected Share of GDP
21%

20%
19%
18%
17%
16%
15%

Source: KKF, Morgan Stanley & Co., Morgan Stanley Wealth Management
Global Investment Office as of Sept. 4, 2025

Estimates this far into the future can vary widely, but absent
any major structural changes to the health care system, the
overall trend is clear. We calculate that to maintain health
care costs at 20% of GDP versus a projected 2050 range of
25% to 30% would require gross savings of $2.3 trillion to
$4.6 trillion, assuming US GDP of $46 trillion in 2050, per
the Congressional Budget Office (CBO). As a result,
policymakers are searching for ways to bend the cost curve.

We believe the diffusion of artificial intelligence (Al) through
select segments of the US health care ecosystem will drive
disruption and cost savings, and help counter the
demographic trends of an aging population. Specifically, the
UN projects the proportion of the population 60 years or
older will reach about 35% in Europe and 30% in North
America in 2050. In the US, for every 100 people aged 25-64,
the CBO projects that those aged 65 or older will increase
from about 30 in 2020 to 45 in 2050 (see chart).

Al IMPACT. We specifically look at 2050 for two main
reasons. It will likely take at least five-plus years for Al to
start having a meaningful impact on drug discovery; and it
takes time for drugs to reflect the full impact on health care
costs, particularly preventative medicines.

Please refer to important information, disclosures and qualifications at the end of this material.

Demographic Trends Point to US Population Aging

Population Age 65 or Older as a Share of the Population
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Source: CBO, Morgan Stanley & Co. Research, Morgan Stanley Wealth
Management Global Investment Office as of Sept. 4, 2025

However, there are likely to be beneficial impacts recognized
from Al earlier than 2050, particularly on the hospital/payer
side. In many case studies, hospitals can recognize at least a
few million dollars in savings in the first year after adopting
Al strategies. We expect the speed of savings can certainly
compound more quickly in this area, though the total savings
may be impacted by the willingness/likelihood of widespread
adoption. We also note that as with many new technologies,
faster uptake, or adoption, and greater benefits could yield
nonlinear returns in terms of savings, but this is more difficult
to project.

For our analysis, we've initially focused on drug
discovery/research and development (R&D) productivity;
hospitals; and managed care/value-based care. We also see
broader opportunities across the health care landscape. We
look at both public and private companies. In aggregate we
project these efforts could save $400 billion to $1.5 trillion,
representing 17% to 53% (out of $2.3 trillion) or 11% to 33%
(out of $4.6 trillion) of the total savings required to keep
health care spending at 20% of GDP.

PREVENTION AND CURE. While there’s continual rhetoric and
noise around the cost of drugs, medicines actually represent a
fairly modest percent of total health care expenditures—
about 9% according to the Centers for Medicare & Medicaid
Services (CMS). Furthermore, medicines at their best cure
disease or prevent people from being admitted to a hospital
or doctor’s office. Equally important, medicines can get
people out of the hospital more quickly and back to
participating in society.

Academic research has shown that over time newly launched
drugs have reduced hospital stays by 11% to 16%, depending
on the time period. If Al can boost pharmaceuticals’ R&D
productivity and hence drive an increase in the number of
approved medicines (10%-40% from the baseline), we
believe the resultant savings from hospital care and

Morgan Stanley Wealth Management 7
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physician/clinical services can be meaningful. Specifically, we
estimate the potential savings in 2050 could be anywhere
from $100 billion to $600 billion.

DISCOVERIES. Many biopharma companies, both public and
private, are leveraging Al for drug discovery through internal
efforts, external partnerships or both. There are wide views
on the potential impact of Al and the timeframe of
implementation, which is true with any new technology. For
example, Amgen believes we could potentially see an impact
in three to six years and almost certainly in a decade. On the
other hand, Eli Lilly holds that Al for drug discovery is more
evolutionary than revolutionary at this point, as there is still a
lot of biology that has yet to be understood.

In contrast, hospital care represents the largest component of
US health care spending—nearly one third of the total. CMS
predicts that hospital spending will continue to grow by an
estimated 5.4% annually, on average, through 2032. Unlike
with drugs, savings can be realized quickly. Many hospitals
have already begun to implement Al and recognize notable
cost savings by optimizing their staffing, supply chain, patient
scheduling, drug adherence expectations, labs run and more.
Even so, there is a meaningful runway across the industry to
fully embrace and adopt Al that we believe can generate
substantial cost savings of 10% to 20% for the US health
system, or $300 billion to $900 billion in 2050 health care
expenditures.

By spending category, we highlight some examples below and
our savings expectations for hospitals overall:

LABOR. Labor is the most significant component of hospital
spending and thus a critical area for cutting costs. Automated
documentation and charting tools, as well as staffing
optimization, can help save time, reduce burnout and increase
retention. Mercy Health System has saved $30 million by
enacting an Al workforce management platform for recruiting
a flexible force of nurses and health professionals that
reduced the rate of premium labor spending. This also
reduced time spent on staffing by 20% and turnover by 8%.
We estimate that Al can save 5% to 15% of labor costs.

Please refer to important information, disclosures and qualifications at the end of this material.

DRUGS. Saving on spending for drugs can be realized through
selecting cost-effective medications via Al-driven formulary
management, reducing adverse drug effects using clinical
decision Al and using predictive models to anticipate
medication nonadherence. Studies show that Al-supported
medication adherence programs improve medication
adherence and reduce health care expenditures. We estimate
that Al can reduce costs for drugs by 5% to 10%.

SUPPLIES. Inventory optimization tools and predictive
analysis can aid in supply cost management. Mercy Health
saved $2.4 million in lab supply chain and strategic sourcing
costs within one year of implementing supply chain cost
management. We estimate 5% to 15% in savings via Al.

ADMINISTRATION. Al offers significant opportunity for
administrative cost savings. Revenue cycle management
systems can assist with auto-coding, claims generation and
prior authorization. Patient scheduling can also be optimized,
and predictive analytics can identify denial risks or fraud.
Using one Al tool, Beacon Health System saved $95 million
from Al solutions streamlining medical necessity reviews,
documentation and other administrative tasks, and
Providence Health saved $40 million by streamlining
authorization and review processes, decreasing observation
length of stay by 23%. We see this as the highest potential
savings category, with 25% to 30% possible savings.

LABS. Al image analysis reduces the time to read results and
improves detection accuracy. Labs can be optimized to reduce
duplicative and unnecessary tests and to prioritize urgent
tests. University of Pittsburgh Medical Center saved $6.2
million using Al tools to analyze and understand patient risk
factors and illnesses in the intensive care unit, reducing time
spent on ventilators by a cumulative 2,000-plus days. We
estimate this can save 15% to 20% of costs. m

This article was excerpted from the Sept. 4 Morgan Stanley &
Co. Research report, "Exploring How Al Can Bend the US
Health Care Cost Curve.” For a copy of the full report, please
contact your Financial Advisor.
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Short Takes

Investment Banking Activity Boosts Large Banks

After a slow start to 2025, investment banking activity
picked up in the third quarter. According to Morgan
Stanley & Co. Research, global equity capital markets
volume trends have improved 41% year over year, with
initial public offerings (IPOs) up 77% through Sept. 24.
Announced global mergers and acquisitions are up 35%,
led by North America with a gain of 53%. The financials
research team further notes that median investment
banking fees among large US banks have risen 22%,
according to Dealogic, solidly beating consensus
estimates. Momentum in capital markets is expected to
persist through year-end, given improving market
conditions, greater regulatory clarity and pent-up demand
in investment banking.—Joe Logan, CFA
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Source: FactSet, Morgan Stanley Wealth Management Global Investment Office as
of Sept. 30, 2025

Is Artificial Intelligence Already Hampering Youth Employment?

Unemployment Rate, Percentage Point Change From January 2024
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As the US labor market has softened over the past year, the
youth segment (ages 16—24) has been especially weak, with
unemployment for the group climbing to 10.5% in August,
up from 9.7% a year earlier. By contrast, the broader
unemployment rate is 4.3%. Notably, Al is a likely
contributor. A Stanford University study found that
employment for those aged 22 to 25 in jobs most exposed
to Al—Llike software development and customer support—
has fallen up to 20% since late 2022. Meanwhile, SignalFire
reports the 15 largest tech firms cut entry-level hiring
sharply, with recent college graduates just 7% of hires in
2024, If sustained, we believe these dynamics could
foreshadow wider dislocations across the labor market.—
Sarah Wolfe

Japanese Equities: Favoring Unhedged Exposure

The relationship between Japanese equities’ US dollar
returns and the Japanese yen has shifted over time.
Before the Great Financial Crisis (GFC), yen appreciation
coincided with higher dollar-based equity returns,
reflecting the yen's role as a proxy for strength in Japan's
economy and corporate fundamentals. Post-GFC, that
dynamic reversed, with dollar-based equity returns
strongest during yen weakening—when Japan'’s exporters
enjoyed a competitive boost and the yen became a global
risk barometer. Since COVID, yen strength has realigned
with higher dollar-based equity returns, signaling renewed
confidence in Japan's corporate fundamentals and easing
deflation risk. With the trade-weighted yen now near its
weakest ever, appreciation could provide a fresh tailwind
for US-based investors who favor unhedged exposure.—
Alfredo Pinel, CAIA and Sonny Mendez

Please refer to important information, disclosures and qualifications at the end of this material.

Average Monthly Returns of the MSCI Japan Index by Quintile of
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GLOBAL CREDIT
Accelerating Into the Turn

Andrew Sheets, Global Head of Corporate Credit Research, Morgan Stanley
& Co. International plc+

Despite above-target inflation, easy financial conditions, large
government deficits and an accelerating Al-driven capex cycle,
the Federal Reserve lowered rates in September and signaled
further cuts over the coming months. Its argument is that
risks to the labor market are high enough to err on the side of
letting conditions run hotter. The Fed is accelerating into the
turn.

WIDER TAILS. Time will tell if this is prudent. Indeed, US
credit investors face rising chances that one of two outcomes
will be true:

1. The Fed is right to be worried about the labor market,
which is about to face a meaningful downturn.

2. The Fed is wrong about labor weakness and is loosening
policy into already easy financial conditions, raising the
chances of a more speculative boom.

Government bond markets can get excited by the potential
upside of the first scenario, while equities could be winners in
scenario two. Credit markets, in contrast, are [osers under
both “tails.”

For now, Morgan Stanley & Co. Research splits the difference
between these two scenarios, forecasting slowing growth
that remains greater than 1%—still reasonable for credit. But
the margin of error is low.

THIS CONFUSING CYCLE. The Fed's task is difficult. Not only
do major changes to US trade and immigration policy have
the potential to skew inflation and employment data, but
usually reliable indicators are divergent. Below, we show a
basic “cycle” framework based on many well-followed
indicators. The composite is currently below average and
falling, something that has tended to pose risks to credit in
the past, as noted in the chart.

Yet, other factors look better. Earnings growth is inflecting
positively, GDP has been solid and credit is still flowing. US
commercial loan growth, one of our favorite measures of the
credit cycle, is inflecting higher, which is something we

did not see at previous cyclical turns.

For the Fed and the credit markets, this may all hinge on
labor. It matters to the Fed as part of its mandate. It matters
to credit because every major labor cycle in the past 40-plus
years has coincided with a recession, and recessions

are consistently bad for spreads.

Our base case is that slowing job growth is partly a function
of immigration shifts and therefore still consistent with
avoiding recession, with US GDP growth of more than 1%

Please refer to important information, disclosures and qualifications at the end of this material.

expected this year and next. But uncertainty is high, and the
weakest growth period in our US forecast lies ahead—the
fourth quarter this year and the first quarter of 2026. If data
is weaker than we expect and the labor market turns
significantly, we'd expect it to be credit-negative immediately.

A "Confusing" Cycle: Broad Indicators Do Show
Weakness

US Composite Indicator
Average Percentile

Feb '01 Nov '07 Dec'15 Mar'20

N

|25
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25%
0%
gep'®®

Sep 105 Sep "5
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Note: Average percentile of consumer confidence, leading indicators, jobless
claims, US Treasury 25/10s, capacity utilization, C&l loan growth and heavy
truck sales.

Source: Bloomberg, Morgan Stanley & Co. Research, Morgan Stanley Wealth
Management Global Investment Office as of Sept. 30, 2025

RUNNING IT HOT. In response to these risks, the Fed is
cutting rates into already easy financial conditions. How easy?

o Credit spreads are near 30-year lows, and equity valuations
are near 30-year highs across a variety of metrics.

o Interest rates are meaningfully lower year to date; the five-
year US Treasury yield, for example, has dropped around
70 basis points in 2025.

o The US dollar is down about 10% year to date.

« Oil prices are also down roughly 10% year to date.

o Fiscal policy is accommodative, with the US federal deficit
at a historically high 6.2% of GDP.

Importantly, these easy financial conditions are showing up in
real corporate activity. Initial public offerings (IPOs) in the US
were recently up 68% year over year, while announced
mergers and acquisitions (M&A) were up 45%. As US
commercial loan growth accelerates, leveraged loan and high
yield volume is also up significantly. Meanwhile, capex is
growing and expected to accelerate further. Al-driven
spending is the biggest part of the coming capex cycle, but
the trend of greater investment is broad-based, with a
corporate investment cycle underway.

In short, if the labor market doesn't weaken, easier Fed policy
amid already easy financial conditions could raise the chances
of a more speculative boom.

WHICH IS WORSE? While both tails of this wider distribution
pose challenges to credit, we think that the weaker growth
scenario would be far worse and the impact more immediate:

Morgan Stanley Wealth Management 10
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Bad is bad.

The risks of a hotter scenario, coming from a low base, have
some time to build. Specifically, we see four mitigating factors
in the boom scenario. First, while capex should pick up, many
tech companies are starting with extremely strong balance
sheets. Hotter growth and a more dovish Fed should also
steepen the yield curve, which is helpful for bond demand. In
addition, while M&A has become credit-negative when
volumes have been above trend in the past, there have been
many exceptions to this, and further, it is not a concern yet.
Finally, the initial mix of M&A should remain skewed toward
strategic buyers versus sponsors, which is somewhat more
credit friendly.

In summary, we think that the risks from a hotter backdrop
are less acute and more drawn out for credit than the risks
from a weaker growth scenario.

WHAT IT MEANS FOR INVESTORS. Our currency team has
been and continues to be bearish on the US dollar because of
what may result from the two scenarios we have described
here. If the Fed is right to worry that labor markets are
weaker than expected, we could see the markets price in an
even faster pace of Fed rate cuts. If the Fed is wrong and
growth holds up, it may have tipped its hand—showing its
willingness to run easier policy all else equal—which is also
dollar-negative.

Please refer to important information, disclosures and qualifications at the end of this material.

These risks lead us to forecast that the euro will strengthen
against the dollar, reaching 1.26 for the third quarter of next
year, up from the current 1.17. And therein lies an opportunity.
The Bank of England and the European Central Bank, also
facing sluggish job growth and above-target inflation in their
regions, are taking a different tack from the Fed and holding
rates unchanged. We think that this should result in less-
pronounced tails. It could also mean attractive total returns
on euro-denominated investment grade credit in US dollar
terms: about 10%, including coupon and currency returns, by
our current estimate.

In US credit, we believe utilities could provide investment
portfolios with defense if economic data weakens sharply and
market volatility rises. Utilities in general have lagged other
investment grade sectors despite sound fundamentals.
Specifically, hybrids, a type of junior subordinated debt, offer
attractive carry and have shown resilience relative to other
high-beta sectors in volatile markets.

Finally, a Fed that is more willing to let conditions run hot
could be positive for select CCC loans, where the average
price is still around 80 cents on the dollar. m

This article was excerpted from the Sept. 21 Morgan Stanley
& Co. Research report, “Accelerating Into the Turn.” For a copy
of the full report, please contact your Financial Advisor.
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SUSTAINABILITY

Al's Growing Thirst for Water

Ehsernta Fu, Equity Strategist, Morgan Stanley Asia Limited+

Water is as critical to artificial intelligence (Al) as power—and
while solutions to manage water consumption are already
emerging, it remains an underappreciated theme. Here we
evaluate Al's water footprint and spotlight industries poised
to benefit in a more water-conscious Al landscape.

AI'S EXPANDING WATER FOOTPRINT. Al's water usage comes
from on-site data center cooling (scope 1), electricity
generation (scope 2) and semiconductor manufacturing
(scope 3). Although water use may vary according to
technology, energy supply and climate, electricity generation
generally takes up the largest portion of Al water
consumption, followed by cooling and semiconductor
manufacturing.

We now expect Al data centers to drive annual water
consumption for cooling and electricity generation to
approximately 1,068 billion liters by 2028 (our base case)—
an increase of 11 times from 2024 estimates (see chart). Our
forecast is based on Morgan Stanley & Co. Research'’s
expectation that generative Al power will expand 8.5 times
from 2024 by 2028.

Al Data Centers: Incremental Scope 1and Scope 2
Consumption—2024E vs. 2028E (base case)

Al Data Center Capacity, Water Consumption Forecasts
Scope1 Scope2 Water Replenishment

1,068

Billion Liters

200 95
0 I

-200

2024E 2028E

Source: Morgan Stanley & Co. Research, Morgan Stanley Wealth Management
Global Investment Office as of Sept. 2, 2025

Separately, semiconductor manufacturing is also water-
intensive, as a typical facility requires up to five million
gallons of ultrapure water each day.

Al's water footprint could be even larger as technology
advances. Al training-efficiency gains, as exemplified by
DeepSeek earlier this year, could allow the cost of compute
to fall by about 90% over the next six years, resulting in a
“levons Paradox,” in which underlying demand for Al compute
will rise rapidly as Al adoption grows. This means that water
demand for Al would only continue to grow. Also, the more

Please refer to important information, disclosures and qualifications at the end of this material.

advanced semiconductors get and the more processes there
are, the more water will be required.

We note that while the increase in Al's water consumption is
expected to be substantial, the absolute amount remains
modest compared with traditional global water withdrawals
across major sectors. For instance, irrigation has historically
dominated water use and saw the largest increase between
1960 and 2014, followed by industrial, domestic and livestock
use. However, the rapid growth trajectory of Al signals a need
for proactive water stewardship as Al infrastructure scales
globally.

WATER STRESS AS A LOCALIZED RISK. Al's water use is
locally concentrated. More than half of the world's top data
center hubs are in areas already facing medium basin physical
risk, or medium-level vulnerability, to threats from drought,
flooding and declining water quality. Secondary markets and
growth pipelines for data centers show similar vulnerabilities,
with many regions facing high or very high water stress. In
fact, in a recent survey by Schneider Electric, AlphaStruxure
and Data Center Frontier, 73% of respondents stated that
they believe water availability is slowing down data center
projects (see chart).

Of Survey Respondents, 73% Believe Water Availability
Is Slowing the Development of Data Centers

What's Slowing Down Data Center Projects?
Extremely Significant Very Significant Somewhat Significant

Trarlljstr::lizvsig:lpés:syt::ints LA S RS
Permitting Issues 26% 30% 30%
Fiber Availability 26% 33% 26%
Access to Computer Chips 32% 34% 15%
Natural Gas Availability [I37) 23% 34%
Land Availability &) 30% 27%
Public Opposition (73 25% 33%
Water Availability 21% 20% 32%

Source: Schneider Electric, AlphaStruxure and Data Center Frontier; Morgan
Stanley & Co. Research; Morgan Stanley Wealth Management Global
Investment Office as of Sept. 2, 2025

Local authorities have restricted data centers and cut water
use by semiconductor manufacturers due to water stress.
Most recently, Amazon-backed Project Blue was rejected by
Tucson, Arizona, due to concerns of high water use in the
drought-prone city. Governments have also taken actions to
restrict water use: In 2021, Taiwan imposed water rationing on
semiconductor manufacturers during a severe drought, and in
2019, Singapore paused new data center development due to
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water and energy concerns. The Netherlands placed a
moratorium on hyperscale data centers in 2022. These
interventions highlight the fragility of Al's physical
infrastructure and the need for strategic planning.

REGULATORY LANDSCAPE. While past actions focused on
restrictions and moratoriums, emerging policies are
increasingly geared to setting standards over data centers’
water usage effectiveness and incentivizing sustainable
practices:

o Enforcement Mechanisms. In addition to the examples
discussed earlier, Reno, Nevada, is considering a
moratorium on new data centers, while the EU could
propose minimum performance standards to curb water
usage by the end of 2026.

« Incentives and Tax Exemptions. Regulations are being
developed to incentivize water-efficient infrastructure. For
example, California is proposing tax credits for facilities
adopting sustainable cooling systems.

« Disclosure and Green Standards. Regulatory bodies across
the EU, Singapore and China are enforcing water usage
transparency and performance benchmarks.

INVESTMENT IMPLICATIONS. We believe investors can
respond to this emerging challenge through three strategic
avenues.

First, consider investing in enablers. These are companies that
provide technologies to reduce water consumption and offer
exposure to regulatory tailwinds and operational demand.
These include liquid cooling technology players, and water
recycling and treatment technologies.

Also consider renewable energy players. These offer indirect
exposure from reducing off-site water consumption via
electricity generation.

Finally, seek out companies that follow best practices.
Companies with better water stewardship practices will
benefit, we believe. We have developed a list of key indicators
that could assist investors in gauging companies’ water
stewardship (see chart).

Please refer to important information, disclosures and qualifications at the end of this material.

Commonly Disclosed Water Usage and Effectiveness
Metrics

Company Metrics

Percentage of data centers/portfolio in

water-stressed regions
Hyperscalers and

Colocation Providers Water usage effectiveness (WUE) metrics

Water recycling/reuse rates
Ultrapure water/water usage per wafer
Percentage of fabs in water-stressed regions

Water recycling rates

Semiconductor

Foundries Total water withdrawal

Reclaimed water usage
Total water saved annually

Water pollution indicator

Source: Morgan Stanley & Co. Research, Morgan Stanley Wealth Management
Global Investment Office

While companies’ water-positive commitments are an
important step, they are not a comprehensive solution to
global water stress. Unlike carbon emissions, which disperse
globally and can be addressed through universal mitigation
strategies, water challenges are deeply local and regional in
nature. To truly address water stress, companies must
complement water-positive targets with basin-specific actions,
collaborative governance and localized investments that align
with the needs of the communities and ecosystems where
they operate. m

This article was excerpted from the Sept. 2 Morgan Stanley &
Co. Research report, "Al's Growing Thirst for Water.” For a
copy of the full report, please contact your Financial Advisor.
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Q8&A
A New Era in Infrastructure

Sticky inflation, the Al data center boom, a power grid in need
of rehabilitation—and now, falling interest rates: The stars
seem aligned for a long run of infrastructure expansion. Alex
Greenbaum, partner at global investment manager EQT and
head of EQT Active Core Infrastructure, spoke about the
opportunities, as well as the risks, in infrastructure investing
with Dan Skelly, head of Market Research and Strategy at
Morgan Stanley Wealth Management. Below is an edited
version of their conversation on Sept. 11.

Dan Skelly (DS): For many investors, the macro background
has been confusing, given global dynamics and US policy
changes. What's your broad view of the world today in terms
of growth, inflation and interest rates?

Alex Greenbaum (AG): In my view, the direction of travel for
rates is probably more downward, but inflation seems to be
sticky—and that's a difficult and potentially scary macro
setup to invest behind. But we position ourselves for that by
seeking to buy businesses with great inflation protection.
That way, revenues are ideally growing with inflation: If it
remains sticky or shoots higher, our investments can still
maintain stable margins and preserve real returns. And if the
direction of travel on rates is flat to declining at the same
time, there is likely to be some benefit in terms of overall
cost of capital and increasing multiples.

As investors, we assume that we don't know what the macro
picture will be. So we ask ourselves if we are buying great
businesses that have pricing power or, ideally, contracted
inflation protection in their business models—this is the moat
that will help maintain very stable, steady margins almost
regardless of what inflation looks like.

DS: Turning to infrastructure specifically, what do you see in
the environment today that supports infrastructure
investing?

AG: If you look back at the history of infrastructure, it gets
built in waves, generally speaking. Looking at the US
railroads, the highway system and the electrical network, you
can see these eras when we go from having very low
penetration of one kind of infrastructure to a massive 20-to-
30-year buildout cycle.

What's so interesting right now, certainly in North America
and Western Europe, is we actually have a dual expansion of
infrastructure going on. First, there is the buildout of what |
call the fourth utility, or digital infrastructure. Think of the
fiber, the data centers, the cell phone towers and all the
things that support Al. That's in its early to mid-life. At the
same time, we have a rebuilding, or replumbing, of the
electrical network, the likes of which this country has not
seen in 100 years. Some of that is green energy, but

Please refer to important information, disclosures and qualifications at the end of this material.

ultimately, it's all energy needed to support Al and data
center loads.

More than half of US GDP growth in the first half of 2025
was from either information processing equipment, such as
chips and servers, or software.

The investor-owned electric utilities in the US are projected
to invest about $11 trillion of capital in the electrical grid over
the next five years, and the entire value of their assets in
service today is about $1.4 trillion—so we are basically
building an entire second electrical grid over the next five
years.

| can't think of a time when the US has had two massive
infrastructure buildouts going on at the same time. Perhaps
the closest corollary is post-World War Il Europe, where the
roads, power and airports were rebuilt all at once.

DS: Could there be a similar rebuild scenario in Europe again
in the aftermath of the Ukraine conflict?

AG: | think what Ukraine has highlighted is the importance of
energy security: the need to have a stable, reliable energy
market and the infrastructure for it. Related to that, many
countries, Germany in particular, are reconsidering military
investment, and that includes investment in road and rail
networks.

Another area of investment in both Europe and the US is
nearshoring and onshoring, which follows out of the COVID-
19 pandemic and many of President Trump's policies. | think
one aspect of this is often missed. When you nearshore or
onshore one unit of production, it doesn't just result in one
additional move in the rail, road or logistics network. That
one unit of production—for example, making one more
automobile in a domestic market—means that you are also
moving the inputs, the intermediary pieces and the final
output. For that automobile to be made domestically versus
imported, you're bringing in iron ore, rolling it into steel,
making it into an auto part, shipping that auto part to the
factory for assembly and then finally shipping the finished
vehicle. That can result in logarithmic growth in the logistics
network, which | think is underestimated by most people.

DS: Given these positive dynamics for infrastructure, how do
you get a sense of where the investment opportunities lie?
What is the core of your investment process?

AG: EQT is a thematic investor. We start by identifying
investment themes in which we have high conviction and
believe will be driving infrastructure businesses over the
coming 10 and 20 years. Growth in energy demand and the
rebuild of energy infrastructure networks, Al and data
infrastructure, and the nearshoring-onshoring trend are three
themes that we see playing out across all the markets in
which we invest. They drive much of our current thesis
creation.
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Since inception, EQT has tried to bring an industrial approach
to private equity and infrastructure investment, and to help
achieve this we use a network of over 600 industrial advisors
to help us develop our theses, pressure-test them and
diligence the companies that we look to buy. Ultimately,
these industrial advisors sit on the board of directors at the
companies we buy and work with us to create value in them.

We believe this allows us to approach businesses quite
differently than many peers. We're able to think about them
from the perspective of different stakeholders, including the
customers and regulators of these businesses. We try to get
more of a 360-degree, or holistic, view because there are
ancillary side effects of each theme that need to be
considered. For example, in the growth of Al and data centers,
what is the rate impact on electric bills to the average
consumer? The growth trend can be there, but who's going to
pay for it? Are there actually enough electrical engineers to
build it all? Our use of industrial advisors allows us to look at
what a business brings to the ecosystem in which it
participates, not just the pure dollars and cents it generates.

DS: What are one or two industries that you favor at the
moment and why?

AG: In addition to businesses that follow the three thematic
trends | mentioned, in our Active Core Infrastructure strategy
we have a bias toward businesses that benefit from long-term
inflation-linked contracts. We think businesses that have
strong inflationary pricing power, proven through cycles, and
that perhaps have been beaten down by the higher-rate
environment and would benefit from falling rates over the
coming years, would be very well positioned today.

That could include utilities, which have the positive trends of
both Al and data center growth and electric transmission
growth in their favor. We could include cell phone tower
companies, which have similar contractual arrangements and
strong pricing power, and have been impacted by the higher-
rate environment. Both of these industries fit a trend or
theme and also offer strong inflation hedging, low downside
risk and attractive cash yield.

DS: Are there any recent transactions that illustrate the type
of investments you make?

AG: We acquired a business in France called Ocea, which
installs heat and hot water meters in homes across the
country. Each individual meter involves a small amount of
upfront capital investment, but when you install many of
them, you develop a very large fleet of assets that are
diversified across hundreds of thousands of customers. And

Please refer to important information, disclosures and qualifications at the end of this material.

typically, each contract can be longer than a decade, with
direct inflation increases through CPI-linked revenue streams.

What we love about a business like this is that once the
meters are installed, they are generally there for a long time,
without a lot of maintenance or operating costs. And the
business has a true moat: If you deliver well and your
customers are happy with the service you provide, they have
very little reason to switch to a different provider when
contracts come up for renewal. In a way, the business also
promotes sustainability because each customer can monitor
their own heat and hot water use, and therefore is
incentivized to conserve heat and hot water to save money.

To us, that's a great business to own in this type of
environment.

DS: On the flip side, are there any areas or sectors that you've
been avoiding? And are there risks investors need to be aware
of?

AG: We're cautious on infrastructure that is what I'd call a
“crown jewel” asset—a highly concentrated, single asset that
is more likely to face regulatory issues. Think of a business
that can impose large inflationary increases on customers
without clearly increasing the benefits to those customers.
For example, a privately owned toll road or airport might
have excellent pricing power, but we're concerned about what
that can do to the average consumer, especially when the
customer is receiving the same product but at a higher price.
If consumers are negatively affected, | think you will
eventually see regulatory pressure and pushback.

In terms of risk, any low-risk asset can become high risk by
adding too much leverage or too much complexity. If you look
back at the Great Financial Crisis, COVID and other shock
events, great core infrastructure assets survived. When
COVID hit, for example, one place where there was no shock
and confusion was utilities: The lights were on, and the power
kept running. People also kept paying their cell phone bills—
not only using their mobile connectivity but using it even
more than they had previously.

The advice | generally offer to investors is, make sure you're
buying assets that are going to perform well through crises
like those. That's what good core infrastructure should
provide. m

Alex Greenbaum is not an employee of Morgan Stanley
Wealth Management or its affiliates. Opinions expressed by
him are his own and may not necessarily reflect those of
Morgan Stanley Wealth Management or its affiliates.
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Global Investment Committee
Tactical Asset Allocation

The Global Investment Committee provides guidance on asset allocation decisions through its various allocation models. The
five models below include allocations to traditional assets, real assets and hedged strategies. They are based on an increasing

scale of risk (expected volatility) and expected return.
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The Global Investment Committee provides guidance on asset allocation decisions through its various allocation models. The
five models below include allocations to traditional assets and alternative investments, including privates, and are
recommended for investors with over $10 million in investable assets. They are based on an increasing scale of risk (expected

volatility) and expected return.
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Tactical Asset Allocation Reasoning

Weight Relative

Global Equities to Model Benchmark

Stock indexes have experienced a round trip of April's bear market shock from tariffs, and
aggregate valuations are as rich as they were in January on 3%-5% lower earnings estimates. That
said, uncertainty remains elevated as equity investors appear highly complacent. An economic soft

us Overweight landing is still the base case as long as the labor market holds. The S&P 500 Index appears poised
to grind out a 5%-10% gain this year, with interest rates (debt/deficits) the biggest constraint. We
are buying equal-weighted indexes, quality-cash-flow stories in both growth and value universes
and midcap growth names.

Recent outperformance has been catalyzed as responses to the “America First” agenda have
International Equities Und ight driven fiscal stimulus and concerns about tariffs have been cooling rest-of-world (ROW) inflation.
(Developed Markets) nderweig This is creating ROW opportunities to simultaneously enjoy monetary, fiscal and currency-related

stimulus. The outlook is improving in Japan, Germany and the UK. Lower global oil prices help.

China stimulus, while potentially insufficient to address the challenges of the country’s secular
bear market, is likely enough to help stabilize the downturn in the short term. The US-China trade
conflict remains a wild card, and we expect the “bazooka” of China stimulus may come in light of

Emerging Markets Overweight ongoing trade tensions. Given that valuations in the region are already nondemanding, we are
inclined to be patient and wait for recovery. A weaker US dollar and lower global energy prices
are positives for Latin America and Southeast Asia.

Weight Relative

Global Fixed Income to Model Benchmark
Corporate cash flows remain resilient, especially as odds of a soft landing continue to solidify.
Spreads have partially adjusted to these realities, and default risk remains modest. While interest
rates have backed up to reflect “higher-for-longer” expectations, there is good value and “coupon”
US Investment Grade Overweight in the belly of the curve. With geopolitical uncertainty high and equity valuations broadly rich, we
like coupons of bonds with index-matching and shorter durations. Municipal securities are
exhibiting good value but should be actively managed for credit concerns in a new world of
federal funding priorities.

International Investment s Yields are decent, central banks have begun to cut rates and there is room for spread tightening
Market-Weight - ; : ; i )
Grade as economic growth improves. Currency impact is a tailwind for US dollar investors.
Inflation-Protection ek Real yields have sold off and are now bordering on cheap relative to the past two years. The
o Market-Weight - - ; ; ;
Securities securities could be a potential buy in a stagflationary environment.

We have eliminated our exposure to the equity-like asset class to reduce equity beta of portfolios.
High yield bonds rallied aggressively after the unprecedented provision of liquidity from the Fed
High Yield Market-Weight* and fiscal stimulus from Washington. However, we believe there is currently limited upside. Ultra-
tight spreads may be the result of increasing competition for capital among private credit financial
sponsors and general partners and may not fully reflect adequate compensation for default risk.

Weight Relative

Alternative Investments to Model Benchmark

We expect higher stock-bond correlations, which places a premium on the diversification benefits

REITs Market-Weight of investing in real assets. Nevertheless, with real interest rates positive and services inflation
remaining quite sticky, we would need to be selective in adding to this asset class broadly. We are
focused on interesting opportunities aimed at solving the residential housing shortage.

Global reflation, tense geopolitics, especially in the Middle East, and ongoing fiscal spending
Commodities Market-Weight suggest decent upside potential for precious metals and industrial commodities, including energy-
related.

We previously increased exposure to real assets, with a preference for energy infrastructure and
MLP/Energy Infrastructure Overweight MLPs. Competitive yields and expectations for continued capital discipline amid stable oil and gas
prices underpin our decision, as does hedging against geopolitical risks.

We recently added to equity hedged positions, noting the pickup in idiosyncratic risk, falling

Hedged Strategies borrowing costs and rising volatility. The current environment appears constructive for hedge
(Hedge Funds and Overweight fund managers, who are frequently good stock pickers and can use leverage and risk management
Managed Futures) to potentially amplify returns. We prefer very active and fundamental strategies, especially high

quality, low beta, low volatility and absolute return hedge funds.

*The GIC asset allocation models' benchmarks do not include any exposure to this asset class.
Source: Morgan Stanley Wealth Management GLC as of Oct. 1, 2025
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riskier the security.
Hedged Strategy Definitions

Absolute return: This type of investing describes a category of investment strategies and mutual funds that seek to earn a positive return over
time—regardless of whether markets are going up, down, or sideways—and to do so with less volatility than stocks.

Equity Hedge is a hedge fund investment strategy with a typical goal of providing equity-like returns while limiting the impact of downside
market movements and volatility on an investor's portfolio. Managers utilize long and short positions, primarily in equity and equity-related
instruments, to achieve this goal.

Risk Considerations

The sole purpose of this material is to inform, and it in no way is intended to be an offer or solicitation to purchase or sell any security, other
investment or service, or to attract any funds or deposits. Investments mentioned may not be appropriate for all clients. Any product discussed
herein may be purchased only after a client has carefully reviewed the offering memorandum and executed the subscription documents.
Morgan Stanley Wealth Management has not considered the actual or desired investment objectives, goals, strategies, guidelines, or factual
circumstances of any investor in any fund(s). Before making any investment, each investor should carefully consider the risks associated with
the investment, as discussed in the applicable offering memorandum, and make a determination based upon their own particular circumstances,
that the investment is consistent with their investment objectives and risk tolerance.

Alternative Investments

Alternative investments may be either traditional alternative investment vehicles, such as hedge funds, fund of hedge funds, private equity,
private real estate and managed futures or, non-traditional products such as mutual funds and exchange-traded funds that also seek alternative-
like exposure but have significant differences from traditional alternative investments. Alternative investments often are speculative and include
a high degree of risk. Investors could lose all or a substantial amount of their investment. Alternative investments are appropriate only for
eligible, long-term investors who are willing to forgo liquidity and put capital at risk for an indefinite period of time. They may be highly illiquid
and can engage in leverage and other speculative practices that may increase the volatility and risk of loss. Alternative Investments typically
have higher fees than traditional investments. Investors should carefully review and consider potential risks before investing. Certain of these
risks may include but are not limited to: Loss of all or a substantial portion of the investment due to leveraging, short-selling, or other
speculative practices; Lack of liquidity in that there may be no secondary market for a fund; Volatility of returns; Restrictions on transferring
interests in a fund; Potential lack of diversification and resulting higher risk due to concentration of trading authority when a single advisor is
utilized; Absence of information regarding valuations and pricing; Complex tax structures and delays in tax reporting; Less regulation and higher
fees than mutual funds; and Risks associated with the operations, personnel, and processes of the manager. Further, opinions regarding
Alternative Investments expressed herein may differ from the opinions expressed by Morgan Stanley Wealth Management and/or other
businesses/affiliates of Morgan Stanley Wealth Management.

Certain information contained herein may constitute forward-looking statements. Due to various risks and uncertainties, actual events, results
or the performance of a fund may differ materially from those reflected or contemplated in such forward-looking statements. Clients should
carefully consider the investment objectives, risks, charges, and expenses of a fund before investing.

Alternative investments involve complex tax structures, tax inefficient investing, and delays in distributing important tax information. Individual
funds have specific risks related to their investment programs that will vary from fund to fund. Clients should consult their own tax and legal
advisors as Morgan Stanley Wealth Management does not provide tax or legal advice.

Interests in alternative investment products are offered pursuant to the terms of the applicable offering memorandum, are distributed by
Morgan Stanley Smith Barney LLC and certain of its affiliates, and (1) are not FDIC-insured, (2) are not deposits or other obligations of Morgan
Stanley or any of its affiliates, (3) are not guaranteed by Morgan Stanley and its affiliates, and (&) involve investment risks, including possible
loss of principal. Morgan Stanley Smith Barney LLC is a registered broker-dealer, not a bank.

It is important to note that only eligible investors can invest in alternative investment funds and that in order for an FA/PWA to engage a
prospective investor in general discussions about Alternative Investments and specifically with regards to Private Funds, the prospective
investor will need to be pre-qualified through the Reg D system.

Managed futures investments are speculative, involve a high degree of risk, use significant leverage, have limited liquidity and/or may be
generally illiquid, may incur substantial charges, may subject investors to conflicts of interest, and are usually appropriate only for the risk
capital portion of an investor's portfolio. Before investing in any partnership and in order to make an informed decision, investors should read
the applicable prospectus and/or offering documents carefully for additional information, including charges, expenses, and risks. Managed
futures investments are not intended to replace equities or fixed income securities but rather may act as a complement to these asset
categories in a diversified portfolio.

Hedge funds may involve a high degree of risk, often engage in leveraging and other speculative investment practices that may increase the risk
of investment loss, can be highly illiquid, are not required to provide periodic pricing or valuation information to investors, may involve complex
tax structures and delays in distributing important tax information, are not subject to the same regulatory requirements as mutual funds, often
charge high fees which may offset any trading profits, and in many cases the underlying investments are not transparent and are known only to
the investment manager.

Hedge Funds of Funds and many funds of funds are private investment vehicles restricted to certain qualified private and institutional investors.
They are often speculative and include a high degree of risk. Investors can lose all or a substantial amount of their investment. They may be
highly illiquid, can engage in leverage and other speculative practices that may increase volatility and the risk of loss, and may be subject to
large investment minimums and initial lockups. They involve complex tax structures, tax-inefficient investing and delays in distributing important
tax information. Categorically, hedge funds and funds of funds have higher fees and expenses than traditional investments, and such fees and
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expenses can lower the returns achieved by investors. Funds of funds have an additional layer of fees over and above hedge fund fees that will
offset returns.

Private Real Estate: Risks of private real estate include: illiquidity; a long-term investment horizon with a limited or nonexistent secondary
market; lack of transparency; volatility (risk of loss); and leverage.

An investment in an exchange-traded fund involves risks similar to those of investing in a broadly based portfolio of equity securities traded on
an exchange in the relevant securities market, such as market fluctuations caused by such factors as economic and political developments,
changes in interest rates and perceived trends in stock and bond prices. Investing in an international ETF also involves certain risks and
considerations not typically associated with investing in an ETF that invests in the securities of U.S. issues, such as political, currency, economic
and market risks. These risks are magnified in countries with emerging markets, since these countries may have relatively unstable governments
and less established markets and economics. ETFs investing in physical commodities and commodity or currency futures have special tax
considerations. Physical commodities may be treated as collectibles subject to a maximum 28% long-term capital gains rates, while futures are
marked-to-market and may be subject to a blended 60% long- and 40% short-term capital gains tax rate. Rolling futures positions may create
taxable events. For specifics and a greater explanation of possible risks with ETFs, along with the ETF's investment objectives, charges and
expenses, please consult a copy of the ETF's prospectus. Investing in sectors may be more volatile than diversifying across many industries. The
investment return and principal value of ETF investments will fluctuate, so an investor's ETF shares (Creation Units), if or when sold, may be
worth more or less than the original cost. ETFs are redeemable only in Creation Unit size through an Authorized Participant and are not
individually redeemable from an ETF.

Investors should carefully consider the investment objectives and risks as well as charies and expenses of an exchange-traded fund or mutual
fund before investing. The prospectus contains this and other important information about the mutual fund. To obtain a prospectus, contact
your Financial Advisor or visit the mutual fund company’s website. Please read the prospectus carefully before investing.

An investment in a money market fund (MMF) is not insured or guaranteed by the Federal Deposit Insurance Corporation or any other
government agency. Although the Fund seeks to preserve the value of your investment at $1.00 per share, it is possible to lose money by
investing in the fund. The price of other MMFs will fluctuate and when you sell shares they may be worth more or less than originally paid.
MMPFs may impose a fee upon sale or temporarily suspend sales if liquidity falls below required minimums. During suspensions, shares would
not be available for purchases, withdrawals, check writing or ATM debits.

Master Limited Partnerships (MLPs) are limited partnerships or limited liability companies that are taxed as partnerships and whose interests
(limited partnership units or limited liability company units) are traded on securities exchanges like shares of common stock. Currently, most
MLPs operate in the energy, natural resources or real estate sectors. Investments in MLP interests are subject to the risks generally applicable
to companies in the energy and natural resources sectors, including commaodity pricing risk, supply and demand risk, depletion risk and
exploration risk. MLPs carry interest rate risk and may underperform in a rising interest rate environment.

International investing entails greater risk, as well as greater potential rewards compared to U.S. investing. These risks include political and
economic uncertainties of foreign countries as well as the risk of currency fluctuations. These risks are magnified in countries with emerging
markets and frontier markets, since these countries may have relatively unstable governments and less established markets and economies.

Investing in currency involves additional special risks such as credit, interest rate fluctuations, derivative investment risk, and domestic and
foreign inflation rates, which can be volatile and may be less liquid than other securities and more sensitive to the effect of varied economic
conditions. In addition, international investing entails greater risk, as well as greater potential rewards compared to U.S. investing. These risks
include political and economic uncertainties of foreign countries as well as the risk of currency fluctuations. These risks are magnified in
countries with emerging markets, since these countries may have relatively unstable governments and less established markets and economies.

Bonds are subject to interest rate risk. When interest rates rise, bond prices fall; generally the longer a bond's maturity, the more sensitive it is
to this risk. Bonds may also be subject to call risk, which is the risk that the issuer will redeem the debt at its option, fully or partially, before
the scheduled maturity date. The market value of debt instruments may fluctuate, and proceeds from sales prior to maturity may be more or
less than the amount originally invested or the maturity value due to changes in market conditions or changes in the credit quality of the issuer.
Bonds are subject to the credit risk of the issuer. This is the risk that the issuer might be unable to make interest and/or principal payments on a
timely basis. Bonds are also subject to reinvestment risk, which is the risk that principal and/or interest payments from a given investment may
be reinvested at a lower interest rate.

Bonds rated below investment grade may have speculative characteristics and present significant risks beyond those of other securities,
including greater credit risk and price volatility in the secondary market. Investors should be careful to consider these risks alongside their
individual circumstances, objectives and risk tolerance before investing in high-yield bonds. High yield bonds should comprise only a limited
portion of a balanced portfolio.

Interest on municipal bonds is generally exempt from federal income tax; however, some bonds may be subject to the alternative minimum tax
(AMT). Typically, state tax-exemption applies if securities are issued within one's state of residence and, if applicable, local tax-exemption applies
if securities are issued within one's city of residence.

Treasury Inflation Protection Securities’ (TIPS) coupon payments and underlying principal are automatically increased to compensate for
inflation by tracking the consumer price index (CP|§ While the real rate of return is guaranteed, TIPS tend to offer a low return. Because the
return of TIPS is linked to inflation, TIPS may significantly underperform versus conventional U.S. Treasuries in times of low inflation.

Ultrashort-term fixed income asset class is comprised of fixed income securities with high quality, very short maturities. They are therefore
subject to the risks associated with debt securities such as credit and interest rate risk.

Although they are backed by the full faith and credit of the U.S. Government as to timely payment of principal and interest, Treasury Bills are
subject to interest rate and inflation risk, as well as the opportunity risk of other more potentially lucrative investment opportunities.
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