The Breakwater Group at Morgan Stanley

Q2 2026 Update

Dear Clients and Friends,

Happy Spring! For those who celebrate, we hope you had a wonderful Easter or Passover. The team continues to carry
optimism and gratitude into the second quarter. Caroline continues to plan her wedding, which brings joyful anticipation to
many. Shannon has done some meaningful volunteer work at the Center for Grieving Children and with Junior Achievement.
Gary and Tanner enjoyed a fun winter ski season. We welcome a new Portfolio Management Associate Director. Lauren
Stone joins us from previous roles at Morgan Stanley and brings over 20 years of experience to the team. Cam, with a
highlight for the group, welcomed a new daughter, Tate Evelyn Shorey, to the family! Join us in welcoming Tate and Lauren.

THE ECONOMY: US gross domestic product (GDP), the total of all goods and services exchanged in an economy, grew at
a moderate clip in 2025, reporting 2% real growth (actual growth less inflation) for the year. GDP remained positive but
weaker, with most recent reports for Q4 2025 recording 0.7% real growth. As we’ve written in prior notes, the economy has
remained much more resilient than many economists believed. Credit the US consumer who continues to spend with
confidence, increasing their spending over 1% in the most recent quarter. Business investment also increased roughly 1%,
highlighting the confidence businesses have in the coming commercial environment and potential efficiency gains from
artificial intelligence. (Thomson One 4-1-2026)

Current Account Balance % YoY Money Supply M2 5 Unemployment 5 Inflation GDP % YoY
150 30 16 10 15

! 5
100 25 14 10
50 20 12
0 15 10 5
. NS, " ’ e
-100 5 ~
R 0 - 5 v

2018 2020 2022 2024 2026 2018 2020 2022 2024 2026 2018 2020 2022 2024 2026 2018 2020 2022 2024 2026 B 2018 2020 2022 2024 2026
Source: LSEG Datastream Source: LSEG Datastream Source: LSEG Datastream Source: LSEG Datastream Source: LSEG Datastream

o N & o w

On the labor front, the US seems to be in a “low hire, low fire” environment. The February 2026 unemployment rate rose 0.1
to 4.4% but remained below the November 2025 mark of 4.5%, which was the highest since 2021. Initial jobless claims held
steady around 200K per week which indicates job layoffs remain relatively subdued. Job openings have fallen to roughly 7%
from the same time last year, making it tougher on those looking for a new job or just leaving college. On the bright side,
average hourly earnings continue to increase ahead of inflation, with most recent reports showing nearly a 4% increase year
over year. (Thomson One 4-1-2026)

US inflation continues to stay stubbornly above the US Federal Reserve’s (FED) 2% target but continues to drop from the
near 9% peak of Summer 2022. February data reported year-over-year inflation of 2.4%. While the change in inflation has
been relatively flat, we are now seeing near-term changes due to recent global conflicts. Producer prices, as measured by the
producer price index, started to creep up in February, increasing nearly 4% compared to last year. This is an important
leading indicator. Producer price changes happen first in the global supply chain and often are a good indicator of future
inflation. Energy prices, of course, have risen substantially since the start of the Iran conflict. Brent Crude, one of the more
popular global benchmark prices for oil, has roughly doubled since the beginning of the year, and now trades at roughly $120
a barrel (although it has fallen in recent days). Energy, as we all know, is a critical input for most homes, businesses and
transportation services. It is impossible to predict how the conflict will evolve, but it seems logical to us that inflation will be
a legitimate concern as long as oil is priced at over $100 a barrel. (Thomson One 4-1-2026)

As energy and producer prices increased, investors grew more concerned about rising inflation and rising interest rates. As
we’ve often discussed, the 10-year US treasury bond rate is an important benchmark in the interest rate world. After starting
the year at roughly 4.1%, the 10-year treasury bond yield recently increased to about 4.35%. This may seem like a small
increase, but anyone who has every had a mortgage or borrowed for a business can attest that it would be a meaningful
change. Given the rise in energy prices and the rise in rates, it is not surprising to us that the FED has held rates steady in
recent meetings. (Thomson One 4-1-2026)

Outside the US, economic growth is also relatively modest. Q4 GDP growth was 1.2% year-over-year in the Euro Area and a
paltry 0.5% in Japan. China and India, two leading emerging market economies, reported GDP growth of 3.8% and 7.8%,
respectively. Interest rates outside the US are currently more supportive of growth than in the US. In the Eurozone, 10-year
bond yields are generally between 3 and 4%. Japan, still trying to fight its way out of a decades long malaise, enjoys 10-year
bond rates around 2%. China’s 10-year bond rate is roughly 1.8% while India’s is about 7%, showing that they are fighting
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different battles. Lower rates are generally supportive of economic growth. Time will tell if the efforts of global governments
will be successful. (Morgan Stanley GIC Weekly 3-30-2026)

Looking Ahead: All eyes are on the situation in Iran. The reduction in oil supply stemming from the war may lead to near-
term increases in inflation and a slowing of global economic growth. However, the magnitude and duration of those moves
and longer-term impacts are largely dependent upon how decisively the conflict is halted and the Strait of Hormuz is re-
opened. As for how the global energy shock will impact the US, Michael Gapen, Morgan Stanley’s Chief US Economist,
writes “As the conflict in the Middle East continues, our outlook for the US economy depends heavily on oil prices and

the tradeoff between inflation and growth.... ... a moderate increase in oil prices may push inflation higher and dampen
activity while a sharper increase in oil prices may destroy demand such that growth effects dominate any near-term inflation
impulse. In the former scenario, monetary policy may lean against firm inflation; in the latter, they (the FED) may cut to
support activity and labor markets.” (US Economics Weekly 3-27-26)

Speaking of growth and inflation, Morgan Stanley’s Chief Global Economist, Seth Carpenter, writes: “I still see the playbook
essentially as look through transitory inflation, and because higher energy prices will be a tax on consumer spending, watch
out for softer growth. It seems the market is focusing too much on inflation, not enough on growth.... The inflation impulse
should fade once oil prices simply stop rising, let alone retrace.” (Morgan Stanley Sunday Start 3-22-26)

THE MARKETS: 2025 was a great year to be an investor. 2026 has started off more slowly.

Market / Index Performance Ending 3/31/2026
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S&P 500 US Equity Market -4.4% -4.4%

MSCI EAFE Eurcope and Far East Equity -1.1% -1.1%

MSCI JAPAN lapan 1.6% 1.6%

MSCI EM Emerging Markets Equity -0.1% -0.1%

MSCI ACWI All Country World Equity Index -3.1% -3.1%
Bloomberg Capital Aggregate US Fixed Income Aggregate 0.0% 0.0%
Barclays Capital HY US High Yield Fixed Income -0.5% -0.5%
Global Barclays Capital ex US Global Fixed Income excluding US -1.9% -1.9%

Source: Capital Market Indices 4-1-2026

US stocks lost 4.4% in the first quarter, while the climb in interest rates limited US bonds to roughly zero quarterly return.
Returns abroad were again stronger than in the US. After nearly a decade of underperformance vs the US, we were thrilled to
see these markets continue their positive relative momentum. Japan led the way in the first quarter of 2026, gaining 1.6%.
Emerging Markets finished the quarter roughly flat after a strong start, and International Developed Markets lost 1.1%. On
the bond side of the ledger, international bonds returned -1.9%. The “risk off” vibe of US markets showed in the US High

Yield bond sector. Despite annual yields of over 7%, the high yield space was down roughly 0.5% in Q1. (Morgan Stanley
Capital Market Indices 4-1-2026)

Although US stock markets held up quite well, given the very volatile and uncertain world news, the story when we look at
sectors shows great volatility. No surprise, the winner in Q1 was the energy sector, up a whopping 38% as investors bid up
energy shares betting they could capitalize on the high prices caused by the conflict in Iran. A similar story played out in the
utilities sector, with the belief that demand would stay steady despite rising input costs driving the sector up over §%.
Materials and consumer staples sectors also showed positive results. The financials sector led the losers for the quarter,
losing 9.5%, as investors worried that higher interest rates and a private credit scare would dim financial company margins.
Information technology stocks were also down 9.1% as investors worried that share prices were too high after multiple years

of steady gains and that artificial intelligence would challenge many software company models. (Morgan Stanley Capital Market
Indices 4-1-2026)
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Looking Ahead: At the end of 2025 we asked, “Can the good times keep rolling in 2026?” Well, the first quarter answer is
no, but the full year answer may be yes. If nothing else, the US equity markets have become cheaper, and overall price to
earnings ratios are now back to nearly normal long-term, fairly attractive ranges. Our equity strategists highlight a few
reasons that they are still constructive despite the slow start and continued global uncertainty. Morgan Stanley’s Chief US
Equity Strategist Michael Wilson writes: “Why Is Our Constructive 6-12 Month View Still Intact? The main reason is that
the earnings acceleration is continuing and that the current set-up looks very different than prior late-cycle periods when an
oil spike ended the business cycle. Specifically, earnings growth for the S&P 500 is +13% and accelerating today whereas it
was decelerating & entering negative territory in those periods. In addition, as discussed in prior notes, oil spikes that have
ended cycles were ~100% Y/Y whereas this one is currently around 40%. Finally, we have significant fiscal support today
($65B income tailwind in 2026 & capex/R&D incentives) and clear momentum in the business cycle (ISM Composite PMI
best since '22). We think about risks in rate of change terms: pace of the crude move accelerates higher tanker flow through
the Strait of Hormuz doesn't pick up, dollar/bond yields continue to rise.” In summary, our team continues to see many
positive elements that make us generally constructive for the year ahead. Yes, there will be volatility, but if projections hold

up, companies are increasing profits, which almost always leads to an increase in share prices. (Morgan Stanley US Equity Strategy
3-16-2026)

OTHER INTERESTING OR USEFUL INFORMATION: Some useful and interesting thoughts for you.

1. We are just about done with tax season. As always, we have made significant efforts to be sure all clients and CPAs
have the appropriate documents and that clients have made IRA contributions where appropriate. Please reach out
promptly if you have any questions or need our help to organize a conversation with your CPA.

2. 2026 will be an important policy year as we approach the November mid-term elections. We’ll share pieces regularly
throughout the year. The most recent US Policy Pulse can be found here for those who just can’t get enough of the
goings-on in Washington.

3. Morgan Stanley’s Global Investment Committee has updated their most recent On The Markets piece. This is a broad
ranging collective of interesting macro and more tactical investing updates. Check out the updated information here.

All the best!
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Morgan Stanley Smith Barney LLC is a registered Broker/Dealer, Member SIPC, and not a bank. Whete appropriate, Morgan Stanley Smith Barney
LLC has entered into arrangements with banks and other third parties to assist in offering certain banking related products and services. Investment,
insurance and annuity products offered through Morgan Stanley Smith Barney LLC are: NOT FDIC INSURED | MAY LOSE VALUE |
NOT BANK GUARANTEED | NOT A BANK DEPOSIT | NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY * The
Annual Percentage Yield (APY) as advertised is quoted as of December 19, 2024. APY is subject to change at any time without notice, including
during the availability period. Barclays Capital Global Aggregate Bond Index contains investment grade and high yield credit securities from the
Multiverse Index. (The Multiverse Index is the merger of two index groups: the Global Aggregate Index and the Global High Yield Index.) The
investment grade component of the Global Credit Index is a subset of the Global Aggregate Index, and contains credit securities from the U.S.
Aggregate, Pan-European Aggregate, Asian-Pacific Aggregate, Eurodollar, 144A, and Euro-Yen indices. The high yield component is a subset of the
Global High Yield Index, and contains securities from the U.S. Corporate High Yield, Pan-European High Yield, and Emerging Markets indices. The
index is denominated in U.S. dollars. The Barclays Capital U.S. Aggregate Index covers the U.S. Dollar-denominated, investment-grade, fixed-rate,
taxable bond market segment of SEC-registered securities. The index includes bonds from the U.S. Treasury, Government-Related, Corporate,
Mortgage-Backed, Asset-Backed, and Commercial Mortgage-Backed Securities sectors. The MSCI ACWI Index is a free float-adjusted market
capitalization weighted index that is designed to measure the equity market performance of developed and emerging markets. The MSCI ACWI
consists of 44 country indices comprising 23 developed and 21 emerging market country indices. The developed market country indices included are:
Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Hong Kong, Ireland, Israel, Italy, Japan, Netherlands, New Zealand,
Norway, Portugal, Singapore, Spain, Sweden, Switzerland, the United Kingdom and the United States. The emerging market country indices included
are: Brazil, Chile, China, Colombia, Czech Republic, Egypt, Greece, Hungary, India, Indonesia, Korea, Malaysia, Mexico, Peru, Philippines, Poland,
Russia, South Affica, Taiwan, Thailand, and Turkey. The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is
designed to measure equity market performance of emerging markets. As of May 30 2011, the MSCI Emerging Markets Index consists of the
following 21 emerging market country indices: Brazil, Chile, China, Colombia, Czech Republic, Egypt, Hungary, India, Indonesia, Korea, Malaysia,
Mexico, Morocco, Peru, Philippines, Poland, Russia, South Africa, Taiwan, Thailand, and Turkey. The MSCI EAFE Index (Europe, Australasia, Far
East) is a free float-adjusted market capitalization index that is designed to measure the equity market performance of developed markets, excluding
the US & Canada. As of May 30, 2011, the MSCI EAFE Index consists of the following 22 developed market country indices: Australia, Austria,
Belgium, Denmark, Finland, France, Germany, Greece, Hong Kong, Ireland, Israel, Italy, Japan, the Netherlands, New Zealand, Norway, Portugal,
Singapore, Spain, Sweden, Switzerland, and the United Kingdom The MSCI Japan Index is a free-floated adjusted market capitalization weighted index
that is designed to track the equity market performance of Japanese securities listed on the Tokyo Stock Exchange, Osaka Stock Exchange, JASDAQ
and Nagoya Stock Exchange. The MSCI Japan Index is constructed based on the MSCI Global Investable Market Indices Methodology, targeting a
free-float market capitalization coverage of 85%.5¢>P 500 Index is an unmanaged, market value-weighted index of 500 stocks generally representative
of the broad stock market. The Russell 3000 Growth Index measures the performance of those Russell 3000 Index companies with higher price-to-
book ratios and higher forecasted growth values. The stocks in this index are also members of either the Russell 1000 Growth or the Russell 2000
Growth indexes. The Russell 3000 Value Index measures the performance of those Russell 3000 Index companies with lower price-to-book ratios and
lower forecasted growth values. The stocks in this index are also members of either the Russell 1000 Value or the Russell 2000 Value indexes. An
investment cannot be made directly in a market index. 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. Information
contained herein has been obtained from sources considered to be reliable, but we do not guarantee their accuracy or completeness. 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. Tax laws are complex and subject to change. Morgan Stanley Smith Barney LLC (“Morgan Stanley”) , its affiliates and Morgan Stanley
Financial Advisors and Private Wealth Advisors do not provide tax or legal advice and are not “fiduciaries” (under the Investment Advisers Act of
1940, ERISA, the Internal Revenue Code or otherwise) with respect to the services or activities described herein except as otherwise provided in
writing by Morgan Stanley and/or as described at www.morganstanley.com/disclosures/dol. Individuals are encouraged to consult their tax and legal
advisors (a) before establishing a retirement plan or account, and (b) regarding any potential tax, ERISA and related consequences of any investments
made under such plan or account. 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. Investing in smaller companies involves greater risks than those
associated with investing in more established companies, including significant stock price fluctuations and illiquidity. 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 atre 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 citcumstances, objectives and risk tolerance
before investing in high-yield bonds. High yield bonds should comprise only a limited portion of a balanced portfolio. Diversification does not
guarantee a profit or protect against loss in a declining financial market. Certified Financial Planner Board of Standards, Inc. (CFP Board) owns the
certification marks CFP®, CERTIFIED FINANCIAL PLANNER™, and CFP® (with plaque design) in the United States, which it authortizes use of
by individuals who successfully complete CFP Board’s initial and ongoing certification requirements.

The Morgan Stanley Mobile App is cutrently available for iPhone® and iPad® from the App StoreSM and AndroidTM on Google PlayTM. Standard
messaging and data rates from your provider may apply. This material contains forward looking statements and there can be no guarantees they will
come to pass. The information and statistical data contained herein have been obtained from sources believed to be reliable but in no way are
guaranteed by Morgan Stanley as to accuracy or completeness. There is no guarantee that any investments mentioned will be in each client's portfolio.
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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, (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.

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

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.
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