Key takeaways
e Central banks remain focused on inflation: The ECB has already raised rates, and stronger-than-

expected U.S. jobs and inflation data have led the Fed to increase rates by 0.25%.

e A Fed hike during an easing cycle is a bit unusual: With policy rates already above the Fed’s
estimated long-term neutral range, further hikes could have uneven effects—especially if
inflation is being driven by energy shocks and geopolitical factors outside the Fed’s control.

e Alinvestment is a key economic wildcard: Data center and Al spending may support growth
and productivity, but higher rates may do more damage to rate-sensitive sectors like housing
than to the Al.

(Approximately 3-5 min. read)

Last week, the European Central Bank (ECB) increased short-term interest rates by 0.25% (25 basis
points). The rate hike was unanimous amongst the ECB’s Governing Council and was widely expected by
markets. Meanwhile, both the U.S. Federal Reserve and the Bank of Japan (Bol) are meeting this week.

0.25% rate hike by the U.S. Fed was mainly anticipated, but it was also a bit unusual, and perhaps
dangerous, at least as far as the past generation of monetary policy goes.

Why was it anticipated? Because the U.S. has experienced both above-consensus job growth and
above-consensus inflation. As a result, futures markets are pricing in three to four rate hikes in the next
12 months, but that could be too much at this point. Rate increases tend to come in pairs when trying
to influence economic liquidity. One and done rarely happens; small, steady and several rate increases
are the norm in a non-crisis economic environment.

But even one 0.25% rate hike would be unusual given that the Fed started cutting rates about two years
ago. Rate hikes, in the midst of an easing cycle, are unusual. Moreover, Fed policymakers believe the
long-term neutral federal funds rate is somewhere between 3% and 3.25%, which is below the current
target of 3.75% to 4% after the rate increase.

Normally, or at least in the past generation, once the Fed starts cutting rates, it keeps cutting rates
until rates have reached a long-term bottom. Going backward in time, that is what happened before
and during COVID, before and during the Global Financial Crisis, as well as during the collapse of the first
internet boom in 2000-02. All three of these episodes included a recession that the Fed felt it could
alleviate. For now, at least, a recession does not seem to be in the cards so the Fed is less worried
about that. It’s more worried about inflation.

The last time the Fed raised rates during a general rate cutting cycle was in early 1997 under then-
Chairman Greenspan, who justified the one-time 0.25% rate hike based on strong economic growth that
he thought was due to a “wealth effect” from booming stock markets. Using a Keyneisan approach, the
Fed was worried that low unemployment (then just above 5%) could stoke inflation even though it
hadn’t happened yet.

This same thing is playing out today. The unemployment rate is 4.1%, the Atlanta Fed projects third
quarter real GDP growth at 4.4%, investment in data centers is soaring, and inflation remains
stubbornly high. All of this is complicated by multiple wars. Energy prices have spiked because of the
conflict in the Middle East while the Ukraine-Russia conflict has reduced global refining capacity. But,
there is nothing the Fed can do about this and hiking rates during war-time is highly unusual.



Another important point is that in 1997, when Greenspan hiked rates, interest rates and the money
supply were tied together because the Fed operated under a system of scarce reserves. Now, with
abundant reserves, a rate hike will not directly influence the money supply in the same way. If rates rise,
but the money supply grows, the rate hike will have less impact on inflation than investors (and the Fed)
seem to think.

As Chairman Warsh pointed out in Jackson Hole, Al and the investment in data centers is a wild card. It
could lift productivity growth, which would reduce inflation. But it could also be over-investment (like
fiber optic investment during the late 1990s) that comes to an abrupt end.

One thing is for certain. The buildout of Al and data centers, which has been rapid, is not as rate-
sensitive as the rest of the economy, which is not performing nearly as well. Housing in particular is
very weak, and rate sensitive! In other words, raising rates may not slow Al, but it could impact other
areas of the economy. When corporate earnings and employment are strong, investor confidence
usually follows as well.

Source: First Trust, Economic Research Report, September 14, 2026
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If you know anyone who would benefit from the information in this newsletter, please feel free to
connect them with us and/or forward it to them.

We are all around this week.

Please enjoy this week’s commentaries and links to reports below. To read the full report of any of the
excerpts below, feel free to reach out to us and request a copy of the full report.
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Global Investment Committee (GIC) Weekly
Distractions?

As we approach mid-September and the historically weakest season for equities—in a midterm-election
year no less—investor anxiety is understandable. This year’s concerns are certainly formidable: rising
rates, resurgent oil prices, currency volatility, a confusing policy backdrop and declining market breadth.
But while our approach to crosscurrents is always to lean into prudent risk management, this time we’re
more sanguine, as markets have exhibited appropriate pricing discipline given the mix of headwinds and
nearly unprecedented earnings. First consider the flushing out of equity market excesses, with the S&P
500's forward price/earnings (P/E) ratio now below 19.5. Credit spreads, meanwhile, have widened in
response to surging Al capex. And critically, global bond markets appear to be repricing risks fairly, with
around 3.5 Fed hikes signaled over the coming year, term premiums being restored and the neutral real
rate reset. Focus on earnings and strategic asset allocation, adding to positions during meaningful
weakness. Equity returns can still average 7% to 10% in the year ahead, as risks matter, but how they
are priced matters more. Consider using stock and bond weakness to reload for long-term investing.



Also consider rebalancing fixed income toward strategic benchmarks and neutralizing tactical tilts, as we
expect policy-related volatility to remain above average. In equities, add to equal-weighted index
exposure or active stock selection. Financials, health care and some defensives fit the bill, along with
select overweights to cloud-dominant hyperscalers. We still like non-semiconductor-oriented EM and
Japan and prefer intermediate rates to credit, with added diversification from hedge funds, real assets,
venture capital and growth equity.

Fixed Income Insight
Price-Insensitive Buyers’ Exit Pressures Term Premiums

US investors are wringing their hands over higher US Treasury yields, with the two-year rate up 48 basis
points in just month. While short-term inflation pressure is the immediate driver, government debt as a
share of total borrowing and GDP is the longer-term issue. In the past decade, US government interest
payments as a share of GDP have risen to around 3.5%, while corporate interest payments have
plummeted to 0.5%. For the US government, and the Treasury in particular, rising rates boost financing
costs and constrain fiscal flexibility. In many ways, this is the outcome of the Fed’s post-Great Financial
Crisis bargain that allowed corporations to refinance and lock in very low rates while the government
grew more dependent on front-end issuance, which could now put the Fed and Treasury at odds. The
current scenario, with corporations relatively insulated from rate hikes, favors our equity overweight in
portfolios.

Source: Morgan Stanley — Global Investment Committee, The GIC Weekly, September 14, 2026

First Trust’s Monday Morning Outlook
Rate hike likely, but unsual

Please use this link to read a special edition of First Trust’s Economic Research Report:

Rate hike likely, but unusual

Source: First Trust, Economic Research Report, September 14, 2026
J.P. Morgan’s U.S. Weekly Market Recap

This week in review
e Headline and core CPI rose 3.4%/2.4% y/y
e PPlrose 0.4% m/m

This week ahead
o FOMC meeting
e Retail sales

Last week, the European Central Bank (ECB) hiked interest rates by 25bps. The rate hike was unanimous
amongst the ECB’s Governing Council and was widely expected by markets, with all eyes now focused on
whether they will deliver another rate hike in either of their two remaining meetings this year.
Meanwhile, both the Fed and the Bank of Japan (BoJ) are scheduled to meet this week. While markets
had expected that the BoJ would hike rates by 25bps, there wasn’t as much certainty in the Fed’s next


https://www.ftportfolios.com/Commentary/EconomicResearch/2026/9/14/rate-hike-likely,-but-unusual
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move until Friday’s CPI print showed hotter than expected core inflation. Markets are now pricing in a
nearly 90% probability of a Fed rate hike on Wednesday.

Further out, markets are currently pricing in an additional three rate hikes from the ECB, three from the
BoJ and three from the Fed by the summer of 2027. While the ECB, with resilient economic growth and
elevated inflation from higher energy costs, and the BoJ, with strong wage growth and similar
inflationary pressures, may continue on this path, we believe that the Fed will ultimately be less
hawkish. Coupled with declining wage growth and receding tariff effects, inflation could quickly
decelerate if hostilities with Iran cool after the midterm elections. If the Fed doesn’t hike while other
central banks do, short-term yield differentials narrow. This causes foreign currencies to strengthen
against the U.S. dollar, which could be a tailwind for international equities due to the currency boost to
earnings and returns and the capital rotation abroad that a weaker dollar causes.

Despite already strong EPS growth this year, international equity valuations remain at a 32% discount to
the S&P 500 on a forward P/E basis. Throw in the potential currency pickup, and the case for adding
international exposure to portfolios continues to be attractive.

Source: J.P. Morgan Asset Management, Weekly Market Recap, September 14, 2026
Weekly Market Recap (jpmorgan.com)

BlackRock’s Global Weekly Commentary
EM equities: back to overweight

Key Points
e We stay pro-risk despite higher rates. Strong fundamentals and Al scarcity support our U.S.
equity overweight and return to an overweight in EM equities.
e Qil topped $100 and long-term yields remain near multi-decade highs, yet stocks are near
records. We think higher rates and strong equities can coexist.
e The Fed, BoE and BolJ take center stage this week. Their rate decisions will keep global yields and
currencies in focus as policy paths diverge.

Higher global rates are raising the hurdle for returns, but they have not knocked us off our pro-risk
stance. Higher rates and strong equities need not be contradictory — what drives yields matters. When
higher yields reflect stronger investment and growth, the resulting earnings strength can help offset a
higher cost of capital. That explains why we maintain our U.S. equity and Al overweights. Our return to
an overweight in EM equities offers another way to invest in the Al scarcity theme.

The bar for taking risk is rising as rates reset higher, making the durability of earnings more important.
We think Al-related investment can support growth and profits even as the same investment boom
absorbs capital, power and other scarce resources. EM equities now offer another place where earnings
can clear that higher hurdle. The fundamental case has strengthened: earnings growth is exceptional
even as valuations remain well below those in the U.S. See the chart. The tactical backdrop has
improved too. We closed our previous overweight in EM equities in our Midyear Outlook in June as
leverage concerns built, particularly in Korea. Korean equities subsequently experienced losses, and
summer deleveraging has since eased those leverage concerns, supporting our return to overweight.


https://am.jpmorgan.com/content/dam/jpm-am-aem/americas/us/en/insights/market-insights/wmr/weekly_market_recap.pdf
https://am.jpmorgan.com/content/dam/jpm-am-aem/americas/us/en/insights/market-insights/wmr/weekly_market_recap.pdf

The numbers reinforce the case for returning to EM equities. Consensus expects headline earnings per
share for the MSCI Emerging Markets Index to grow over 34% over the next 12 months versus about
20% for the MSCI USA Index. Yet EM equities trade at only 10 times forward earnings versus nearly 20
times for their U.S. counterparts. That is a 50% discount, with the EM multiple in the bottom 10% of its
20-year history. A weaker U.S. dollar could add support by easing financial conditions, supporting local
currencies and encouraging foreign capital inflows. But our view does not depend on it. We see dollar
weakness and stronger inflows as additional support rather than the foundation of our EM call.

EM at the center of Al scarcity

The headline EM rally masks very different sources of returns, but Al scarcity is one thread connecting
them. South Korea and Taiwan sit at the heart of semiconductor, memory and hardware supply chains.
Latin America, including Brazil, offers exposure to the resources and physical infrastructure needed for
the Al buildout. These are different expressions of the Al scarcity theme that is an important part of our
U.S. equity overweight. That overlap is deliberate and concentrates some of our equity exposure to the
Al buildout. Over time, cheaper models and greater commaoditization could shift where Al profits accrue.
We therefore prefer to stay selective and dynamic rather than assume today’s winners will remain
tomorrow’s.

We remain pro-risk, but see little room for complacency. We maintain our U.S. equity and Al
overweights, return to an overweight in EM equities and downgrade short-term European government
bonds to neutral. Two risks could challenge that stance. First, markets have absorbed the Middle East
shock well, but Strait of Hormuz traffic remains severely constrained and scarcity has shifted
downstream into refined products. Renewed energy pressure could keep inflation elevated just as the
Fed faces a difficult policy choice. A hold despite persistent inflation and a tight labor market could test
its credibility, with the term premium acting as a release valve as investors demand more compensation
to hold long-term bonds. That could push long-end yields higher and raise the hurdle for equity returns.
We stand ready to adjust as conditions change.

Bottom line: Strong fundamentals keep us pro-risk despite higher rates. Exceptional earnings growth,
attractive valuations and a cleaner tactical backdrop support our U.S. and Al overweights and a return to
an overweight in EM equities. But this is not an unqualified bullish call. A lot can still go wrong, and we
stand ready to shift from risk-on if the signposts change.

Market backdrop

Markets are balancing mounting macro pressures against strong corporate fundamentals. Brent crude
topped $100 a barrel for the first time since July after the U.S. and Iran traded fresh attacks, while new
U.S. inflation data prompted markets to ramp up Fed rate hike expectations. Long-term government
bond yields remain near multi-decade highs. Yet stocks remain close to record highs. We think strong
earnings help explain that resilience: U.S. earnings expectations have continued to rise, giving equities a
cushion against higher rates and energy prices and reinforcing our overweight in U.S. stocks.

Central banks take center stage this week, with the Federal Reserve, Bank of England and Bank of Japan
all setting rates. Strong jobs and sticky inflation have sharply raised the market odds of a Fed hike,
though we don’t see one as a foregone conclusion. The BoE is expected to hold and the BoJ may need to
normalize faster. We expect the decisions to keep global yields and currencies in focus.

Source: BlackRock Investment Institute, September 14, 2026
Click here for entire commentary including important disclosures
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Named to the 2025 Forbes Best-In-State Wealth Management Teams Ranking

Source: Forbes.com (Awarded Jan 2025) Data compiled by SHOOK Research LLC based for the period from
3/31/23-3/31/24. Awards Disclosures

NMLS: #1412445

Since 1935, Morgan Stanley has focused on the needs of private investors, and today, our clients entrust us with over
$4 TRILLION in assets. If you know someone with concerns about a life transition, their investments, retirement
plans, access to credit and/or lending, or the market in general, please allow us to be a trusted and experienced
resource for them. We appreciate the opportunity to help.

Diversification does not guarantee a profit or protect against loss in a declining financial market.

The views expressed herein are those of the author and do not necessarily reflect the views of Morgan
Stanley Wealth Management or its affiliates. All opinions are subject to change without notice. Neither
the information provided nor any opinion expressed constitutes a solicitation for the purchase or sale of
any security. Past performance is no guarantee of future results.

Morgan Stanley Smith Barney LLC offers insurance products in conjunction with its licensed insurance
agency affiliates.

Because of their narrow focus, sector investments tend to be more volatile than investments that
diversify across many sectors and companies.

Since long-term care insurance is medically underwritten, you should not cancel your current policy until
your new policy is in force. A change to your current policy may incur charges, fees and costs. A new
policy may require a medical exam. Actual premiums may vary from any initial quotation.
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Guarantees and contractual obligations are backed by the claims-paying ability of the issuing insurance
company.

International investing may not be suitable for every investor and is subject to additional risks, including
currency fluctuations, political factors, withholding, lack of liquidity, the absence of adequate financial
information, and exchange control restrictions impacting foreign issuers. These risks may be magnified
in emerging markets.

Information contained herein has been obtained from sources considered to be reliable, but we do not
guarantee their accuracy or completeness.

The strategies and/or investments discussed in this material may not be suitable for all investors.
Morgan Stanley Smith Barney LLC recommends that investors independently evaluate particular
investments and strategies, and encourages investors to seek the advice of a Financial Advisor or Private
Wealth Advisor. The appropriateness of a particular investment or strategy will depend on an investor’s
individual circumstances and objectives.

The Global Investment Committee is a group of seasoned investment professionals who meet regularly
to discuss the global economy and markets. The committee determines the investment outlook that
guides our advice to clients. They continually monitor developing economic and market conditions,
review tactical outlooks and recommend model portfolio weightings, as well as produce a suite of
strategy, analysis, commentary, portfolio positioning suggestions and other reports and broadcasts.

The returns on a portfolio consisting primarily of Environmental, Social and Governance (“ESG”) aware
investments may be lower or higher than a portfolio that is more diversified or where decisions are
based solely on investment considerations. Because ESG criteria exclude some investments, investors
may not be able to take advantage of the same opportunities or market trends as investors that do not
use such criteria.

The Standard & Poor's (S&P) 500 Index tracks the performance of 500 widely held, large-capitalization
US stocks. An investment cannot be made directly in a market index.

The Barclays Capital Global Aggregate Bond Index is a market-weighted index of global government,
government-related agencies, corporate, and securitized fixed-income investments. An investment
cannot be made directly in a market index.

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.

Investing in commodities entails significant risks. Commodity prices may be affected by a variety of
factors at any time, including but not limited to, (i) changes in supply and demand relationships, (ii)
governmental programs and policies, (iii) national and international political and economic events, war
and terrorist events, (iv) changes in interest and exchange rates, (v) trading activities in commodities
and related contracts, (vi) pestilence, technological change and weather, and (vii) the price volatility of a
commodity. In addition, the commodities markets are subject to temporary distortions or other
disruptions due to various factors, including lack of liquidity, participation of speculators and
government intervention.

Alternative investments 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, short-
selling and other speculative practices that may increase volatility and the risk of loss, and may be
subject to large investment minimums and initial lock-ups. They may involve complex tax structures, tax
inefficient investing and delays in distributing important tax information. They may have higher fees and
expenses that traditional investments, and such fees and expenses can lower the returns achieved by
investors.

Equity securities may fluctuate in response to news on companies, industries, market conditions and the
general economic environment. Companies cannot assure or guarantee a certain rate of return or
dividend yield; they can increase, decrease or totally eliminate their dividends without notice.

This material is intended only for clients and prospective clients of the Portfolio Management
program. It has been prepared solely for informational purposes only and is not an offer to buy or sell
or a solicitation of any offer to buy or sell any security or other financial instrument, or to participate in
any trading strategy.

The individuals mentioned as the Portfolio Management Team are Financial Advisors with Morgan
Stanley participating in the Morgan Stanley Portfolio Management program. The Portfolio Management
program is an investment advisory program in which the client’s Financial Advisor invests the client’s
assets on a discretionary basis in a range of securities. The Portfolio Management program is described
in the applicable Morgan Stanley ADV Part 2, available at www.morganstanley.com/ADV or from your
Financial Advisor.

This communication contains links to third party websites that are not affiliated with Morgan Stanley.
These links are provided only as a convenience. The inclusion of any link is not and does not imply an
affiliation, sponsorship, endorsement, approval, investigation, verification or monitoring by Morgan
Stanley of any information contained in any third party website. In no event shall Morgan Stanley be
responsible for the information contained on that site or your use of or inability to use such site.
Furthermore, no information contained in the site constitutes a recommendation by Morgan Stanley to
buy, sell, or hold any security, financial product, particular account or instrument discussed therein. You
should also be aware that the terms and conditions of such site and the site's privacy policy may be
different from those applicable to your use of any Morgan Stanley website.
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Morgan Stanley Smith Barney LLC does not accept appointments nor will it act as a trustee but it will
provide access to trust services through an appropriate third-party corporate trustee.

Indices are unmanaged. An investor cannot invest directly in an index. For index, indicator and survey
definitions referenced in this report please visit the following: https://www.morganstanley.com/wealth-
investmentsolutions/wmir-definitions"

Investments and services offered through Morgan Stanley Smith Barney LLC. Member SIPC.

Attendance at this Video Conferencing meeting is through direct invitation by Morgan Stanley Smith
Barney LLC (Morgan Stanley).

All attendees should identify if anyone else is present with them at the start of the session so that the
meeting organizer is aware of everyone in attendance. Attendees who are joining via a forwarded
invitation from someone outside of Morgan Stanley should provide their full name and email address
when attending the meeting or excuse themselves from this meeting.

All information, content, products and services discussed during the meeting are intended only for
individuals accepted into the meeting and residing in states where the meeting organizer is registered.
You may not record, reproduce, publish, or distribute any of the content or materials discussed and/or
presented during the meeting without the express written consent of Morgan Stanley.

Any information or content shared by an attendee as a meeting participant (including but not limited to
documents or applications) will be visible to all other attendees. Do not share information or content if
you do not want it visible to other attendees.

NOTICE: Morgan Stanley is not acting as a municipal advisor and the opinions or views contained herein
are not intended to be, and do not constitute, advice within the meaning of Section 975 of the Dodd-
Frank Wall Street Reform and Consumer Protection Act. If you have received this communication in
error, please destroy all electronic and paper copies and notify the sender immediately. Mistransmission
is not intended to waive confidentiality or privilege. Morgan Stanley reserves the right, to the extent
permitted under applicable law, to monitor electronic communications. This message is subject to terms
available at the following https://www.morganstanley.com/disclaimers . If you cannot access these
links, please notify us by reply message and we will send the contents to you. By communicating with
Morgan Stanley you acknowledge that you have read, understand and consent, (where applicable), to
the foregoing and the Morgan Stanley General Disclaimers.

Please see our Privacy Pledge for details about how Morgan Stanley handles personal information.

If you would like to update your email preferences or unsubscribe from marketing emails from Morgan
Stanley Wealth Management, you may do so here. Please note, you will still receive service emails from
Morgan Stanley Wealth Management.

Not all products and services may be available to persons living outside of the United States.
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