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To Our Clients,

The S&P 500 rose to an all-time high in the fourth quarter as economic data showed solid growth, the Fed met investor
expectations and cut interest rates and massive investment in Al infrastructure continued apace, supporting expectations for
continued economic and corporate earnings growth in 2026. The S&P 500 logged a modestly positive return for the fourth

i _—
quarter and an annual return of close to 18%, continuing a strong three-year run.

Q4 Review

The S&P 500 started the quarter by hitting a new all-time high in early October, although volatility struck markets mid-
month as trade tensions between China and the United States escalated once again. After several weeks of tit-for-tat trade
restrictions and fee increases, in mid-October, President Trump threatened 100% tariffs on Chinese goods, dramatically
escalating trade tensions between the two countries. That caused a short, sharp drop in U.S. stocks, although the volatility
was ultimately short-lived thanks to a strong Q3 earnings season, rising expectations for a Fed rate cut and some de-
escalatory rhetoric from President Trump about the U.S./China trade war. In the final days of October, those positive
expectations were fulfilled as the Fed cut rates another 25 basis points and President Trump and Chinese President Xi met

and struck another trade “deal” that de-escalated trade tensions and resulted in tariff reduction for Chinese imports to the
u.s.

Volatility returned to markets in a more sustained way in November, thanks to rising doubts about future Fed rate cuts and
disappointing Al-related news. Stocks dropped early in the month on further digestion of the recent Fed decision, which
provided markets with a desired rate cut but also injected some doubt over whether the Fed would cut rates again in
December. Then, in mid-November, several headlines and corporate updates cast some doubt about the expected return
on investment of massive Al infrastructure spending. New York Fed President Williams helped stabilize markets around
Thanksgiving, as Williams, who is seen as one of the most influential Fed members, implied he did expect the Fed to cut
rates again in December. Williams’ comments sent expectations for a December rate cut surging.

Volatility remained elevated in early December, however, thanks to the same forces that caused the November pullback
(uncertainty over Fed policy and mixed Al news). Unlike November, though, none of the news was bad enough to cause a
sustained pullback in stocks. Starting with the Fed, it cut interest rates a third time in 2025 at the December meeting but
also signaled that it did not plan to cut rates again in early 2026. The mixed message wasn’t bad enough to disrupt markets,
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however, and with a new Fed chair looming in 2026, markets still believe more rate cuts are on the way. Turning to Al,
corporate results remained mixed as underwhelming earnings reports were offset by strong results from a memory maker.
However, none of the news was bad enough to disrupt market momentum and with no more surprises lurking in 2025,
year-end momentum carried the S&P 500 to new all-time highs late in the month.

In sum, 2025 was another strong year for markets, as continued investor enthusiasm for artificial intelligence, more Fed rate
cuts and stable economic growth helped to offset decades-high tariff rates and general policy volatility.

2026 Market Outlook

Markets begin the new year riding an impressive three-year winning streak that’s been powered by rate cuts, solid economic
growth and extreme investor enthusiasm over artificial intelligence, and those positive factors remain in place as we begin
2026.

Starting with economic growth, despite major shifts in global trade policy and the longest government shutdown in U.S.
history, the economy starts the new year on solid footing. Major economic metrics regarding consumer spending, service
sector demand, business investment and employment are showing solid growth and that is important support for risks assets
as we begin 2026.

On monetary policy, the Federal Reserve has cut rates aggressively over the past year and a half, easing the headwind on the
U.S. economy. And despite some uncertainty about the number of future rate cuts in 2026, investors do still expect a
generally “dovish” Fed as the Fed projections show another rate cut in the new year while a new Fed chair (likely to be
appointed soon, and who will take office in May) is expected to push harder for more rate cuts and generally be more
dovish than current Fed Chair Powell.

Finally, investor enthusiasm for the productivity and profit-boosting potential of artificial intelligence has been the main fuel
behind this remarkable three-year bull market, and as we start 2026, Al enthusiasm remains broadly in place. In fact, major
U.S. tech companies remain committed to spending hundreds of billions on Al infrastructure buildout and that should
continue to power broader economic growth and strong tech sector earnings growth.

Bottom line, the factors that have fueled this three-year bull market remain in place as we start the new year and that means
the outlook for markets and risk assets remains positive. However, that positive outlook should not be confused as being
one without risks. And while the outlook is positive, it is also fair to say the market enters 2026 with weaker tailwinds than
it’s had in the past few years.

Starting with economic growth, it’s true that most economic metrics are showing solid growth and there are few, if any,
major economic metrics warning of an economic slowdown. However, the labor market has been losing momentum for
most of 2025. The unemployment rate hit a four-year high late in 2025, and broadly speaking the labor market is in a current
state of “No Hire/No Fire.” If layoffs start to increase in 2026, it will negatively shift the economic outlook and that could be
a new, substantial headwind on stocks.

Turning to the Fed, while most expect the Fed to continue to cut rates in 2026, the reality is that the Federal Reserve is as
divided as any of us have seen in a long time. Fed members appear torn over whether to continue to cut rates or hold them
steady at current levels, and while the new Fed chairman is expected to be dovish, he is still only one vote on the
committee. If the Fed more forcefully signals that rate cuts are over for the foreseeable future, that can be a negative
surprise for markets.
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Finally, enthusiasm for artificial intelligence stocks and the tech sector remains generally high, but skepticism about the
massive amount of money being poured into Al infrastructure is rising and we saw that in mixed performance of tech stocks
in the fourth quarter. If investor sentiment towards Al sours in 2026, that could remove a major tailwind from the tech
sector and the entire market more broadly, and this is a risk that we will continue to closely monitor.

Perhaps one of the biggest surprises of 2025 was that continued geopolitical tensions and trade policy volatility did not
negatively impact markets. But the reality is that both geopolitics and trade policy volatility are still potential negative
influences on risk assets. An expansion of Russia’s war with Ukraine, a military confrontation between the U.S. and
Venezuela, and the Supreme Court invalidating the 2025 tariffs are just some of the geopolitical and policy unknowns we
must monitor in 2026, as each has the potential to cause surprise volatility.

Bottom line, while the outlook for markets is positive as we start the year, we won’t allow that to create a sense of
complacency because, as the past several years have shown, markets and the economy don’t always perform according to
Wall Street’s expectations.

As such, while we are prepared for the positive outcome currently expected by investors, we are also focused on managing
both risk and return potential because, as last year once again demonstrated, a well-planned, long-term-focused and
diversified financial plan can withstand virtually any market surprise and related bout of volatility.

We thank you for your ongoing confidence and trust and please rest assured that our entire team will remain dedicated to
helping you successfully navigate this market environment.

Sincerely,
Brad Schatz

Financial Advisor

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
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guarantee of future results.
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believed to be reliable but in no way are guaranteed by Morgan Stanley as to accuracy or completeness. There is no guarantee that the investments mentioned will be in each client's portfolio.
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This material does not provide individually tailored investment advice. It has been prepared without regard to the individual financial circumstances

and objectives of persons who receive it. The strategies and/or investments discussed in this material may not be appropriate for all investors. Morgan Stanley Wealth Management recommends
that investors independently evaluate particular investments and strategies, and encourages investors to seek the advice of a Financial Advisor. The appropriateness of a particular investment or
strategy will depend on an investor's individual circumstances and objectives.

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.

Investing in commodities entails significant risks. Commaodity prices may be affected by a variety of factors at any time, including but not limited to, (i) changes in supply and demand relationships,
(i) 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.

International investing may not be appropriate 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.
Because of their narrow focus, sector investments tend to be more volatile than investments that diversify across many sectors and companies

Growth investing does not guarantee a profit or eliminate risk. The stocks of these companies can have relatively high valuations. Because of these high valuations, an investment in a growth stock
can be more risky than an investment in a company with more modest growth expectations.

Value investing does not guarantee a profit or eliminate risk. Not all companies whose stocks are considered to be value stocks are able to turn their business around or successfully employ
corrective strategies which would result in stock prices that do not rise as initially expected.

Asset Allocation and Diversification do not guarantee a profit or protect against loss in a declining financial market.

Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustration purposes only and do not show the performance of any specific investment. Reference to an
index does not imply that the portfolio will achieve return, volatility or other results similar to the index. The composition of an index may not reflect the manner in which a portfolio is
constructed in relation to expected or achieved returns, portfolio guidelines, restrictions, sectors, correlations, concentrations, volatility, or tracking error target, all of which are subject to change

over time.

For index, indicator and survey definitions referenced in this report please visit the following: https://www.morganstanley.com/wealthinvestmentsolutions/
wmir-definitions
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