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Dear Clients and Friends, 

Happy Summer! We hope you all enjoyed a wonderful July 4th holiday as this amazing country of ours celebrated its 250th 

birthday! The team heads into summer with excitement and a generally positive view for the rest of the year. On the personal 

side, Geoff and his family continue to treasure times with their first granddaughter. Cam and his family are joyfully busy 

with both baby and toddler. Shannon can’t believe her son is now a rising high school senior. Lauren’s son just completed his 

coursework and is enjoying his new career as a barber. Caroline is still glowing after getting married, as any newlywed 

should be. Tanner is enjoying summer golf and time with family. And Gary is proud to celebrate his son’s college graduation 

and his official launch into the working world. 

THE ECONOMY: US gross domestic product (GDP), the total of all goods and services exchanged in an economy, grew at 

a healthy clip in Q1 2026, reporting 2.8% real growth (actual growth less inflation).  Despite regular calls for slower growth, 

the economy remains resilient and in a very healthy growth range, in our opinion. Forward-looking projections for Q2 have 

some variation but also remain in a generally healthy range of 2-3% real growth. Credit for ongoing growth continues to go 

to the US consumer, whose spending increased over 2% and continues to make up roughly 70% of US GDP. We are also 

seeing very significant increases in capital expenditures, driven by the artificial intelligence boom, with business equipment 

spending up over 8%. In the most recent June report, unemployment remained relatively low at just over 4%. The “no hire, 

no fire” economy, where employers are keeping the employees they have but hiring more slowly, seems to be continuing 

with job openings remaining roughly flat at around 7 million. Inflation is likely one of the major stories for the quarter, with 

global energy inflation seeping into the broad economy and driving roughly 4.2% inflation in the most recent May report. 

While the most recent numbers are a significant decline from the roughly 9% reading in 2022, inflation is still quite high 

compared to the generally accepted and new Fed chairman Kevin Warsh’s target of 2%. Interest rates remain relatively stable 

in the US, with the 10-year US Treasury, a common and often-used benchmark, yielding roughly 4.3%, just above the 

roughly 4.2% rate we experienced at the start of the year. (Thomson One 7-1-2026) 

 

Outside of the US, the picture remains mixed. In the Eurozone, Q1 GDP grew at a paltry 0.3% vs last year. Unemployment 

remains an issue at over 6%. Japan is finding some strength after a multi-decade malaise, with Q1 GDP roughly 0.5% and 

relatively low unemployment in the 2% range. China, the second-largest economy in the world, reported strong Q1 GDP of 

roughly 5% but continues to struggle with labor, as their unemployment rate is also roughly 5%. (Thomson One 7-1-2026) 

Our view of this data is that the economy is generally healthy. GDP is growing, most people who want to work are working, 

interest rates are behaving relatively well, and both consumers and businesses seem to have money to spend. One of the 

unique things about the first half of this year is that despite generally positive economic and market numbers, investors seem 

to feel a general malaise. Indeed, The Wall Street Journal recently published a fairly impactful piece titled America’s 

Economic Anxiety Is Rising Up the Income Ladder. The article, published on June 19th, 2026, reports how investors feel and 

describes their general state of mind. One of the opening lines sums up the article well: “A new Wall Street Journal poll finds 

that even those who consider themselves among the wealthiest classes in America carry high levels of concern about their 

current finances, the years ahead, and the prospects for their children.” Wow, certainly not light summer reading!  They 

include some powerful data: 86% of those who responded and consider themselves in the upper and middle classes lack 

confidence that life for their children will be better than theirs has been. That is nearly the same as the 87% of the working 

and lower classes who responded the same way. The article goes on to identify the paradox we highlighted at the beginning 

of this segment. More specifically, the article reported that many survey respondents noted they now belong to a higher 

economic class than they grew up in. “Pessimism about the economy in recent years has puzzled many economists, who said 

it appeared out of proportion to traditional metrics, such as hiring and consumer spending, which remained healthy in the 

post-covid period. Most recently, stock markets continue to climb to records, and hiring is robust." Which of the many biases 

of psychology are driving us to enjoy so many great aspects of the world today yet feel so glum about the future? We are not 
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psychologists, but in our view the uncertainty in the world and the pace of change are having an impact. While we can’t solve 

the issues troubling society today, we can at least remind folks to pause and offer some gratitude for the family, friends, and 

good fortune they enjoy. 

Looking Ahead: Morgan Stanley forecasts steady growth of the US economy moving forward. Chief US Economist Michael 

Gapen writes: “We expect trend-like growth in US real GDP, assuming a gradual de-escalation of the Middle East conflict: 

2.3% in 2026 and 2.6% in 2027. A minor drag on consumer spending is offset by AI capex.” Despite the positive base case, 

the key phrase remains “assuming a gradual de-escalation of the Middle East conflict.” The on-again, off-again ceasefire 

agreement and peace talks continue to elevate uncertainty. In our previous quarterly commentary, we highlighted two 

possible outcomes of the conflict depending upon its magnitude and duration: (1) a moderate increase in oil prices pushing 

inflation higher and dampening activity; or (2) a sharper increase leading to demand destruction with growth effects 

dominating any near-term inflation concerns. To date, we remain on the former path, but extended disruptions to global trade 

stemming from the effective closure of the Strait of Hormuz will increase downside risk for economic growth. (Morgan 

Stanley US Economics Mid-Year Outlook 5-12-26)  

Globally, the story is largely similar. Morgan Stanley’s Chief Global Economist, Seth Carpenter, titled his 2026 Mid-Year 

Outlook “A Fluid Outlook,” highlighting the uncertain nature of today’s geopolitical landscape and the need to constantly 

revisit, and potentially revise, forecasts and assumptions. He writes: “Coming into this year, we were constructive on growth 

and remain so, but with increased caution amid the energy supply shock. Energy volatility generates a wide range of 

outcomes, particularly on the inflation front. The AI boom remains a critical driver of demand, but its effects on productivity 

are a wild card.” (Morgan Stanley Global Economics Mid-Year Outlook 5-12-26) 

THE MARKETS:  

 

If you feel like 2026 stock performance has been the tale of two cities, you are correct. After falling roughly 5% in Q1, US 

S&P 500 found solid ground and rose 15.2% in Q2, leaving the index up roughly 10% for the first half of the year. More 

specifically, technology stocks, fueled by the artificial intelligence boom, boosted the Nasdaq index by just over 21% in Q2, 

an exceptional quarterly performance. Outside of the US, the stories were similar. After falling roughly 1% in Q1, the EAFE 

index, Europe and Far East equity, rose by about 11% in the quarter. The MSCI EM or emerging markets index, was the 

winner for the quarter, rising over 24% in Q2 after a roughly flat showing in Q1. By comparison, and as is generally true, 

bonds have had a much more subdued year. US bonds, as measured by the Bloomberg US Aggregate index, rose 0.7% for 

the quarter and are positive by roughly the same amount for the year. High-yield bonds continue to outperform traditional 

corporate bonds and were positive by roughly 2.5% in Q2. International bonds have been slightly more challenged, largely 

by the strength of the US dollar, and are roughly flat year to date.  (Morgan Stanley Capital Market Indices 7-1-2026)  

The amount of news, activity, innovation, uncertainty, and change has been a bit head-spinning in the first half of the year. 

We have multiple global wars in progress, a US-led military action in the Middle East, a spike and then sudden drop in 
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energy prices, ongoing global political turmoil, a record-setting IPO, and a rocket explosion, just to name a few. If you are 

feeling like your news feed is turbocharged, you are not alone. This may have also been the best quarter in recent history to 

illustrate that the market has its own focus and personality. Specifically in Q2, the market has zeroed in and focused on the 

core fundamentals of business. One might even say it has largely ignored much of what has been going on in the world and 

pushed through the noise as it grinds higher. Two themes stand out and highlight the market narrative. US stocks have rallied 

on the simple principle that when companies perform well, share prices rise. With US corporate profits expected to rise over 

20% for Q2, it’s no surprise that stock markets have felt healthy and strong. In addition, the artificial intelligence boom and 

following capital expenditure tsunami are real and very significant to both the markets and economy overall. (Morgan Stanley 

GIC Weekly 6-29-2026) 

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 for US stocks now sit around 20X. Over the next 6-12 months, Morgan Stanley’s outlook for US 

equities is constructive, with potential upside driven primarily by earnings, rather than further valuation expansion. 

The core thesis is that operating leverage persists, and AI adoption increasingly supports productivity and margins, 

helping earnings growth stay strong and resilient, even amid geopolitical noise. That said, the path may not be 

smooth, with near-term support from interest rate cuts by the Federal Reserve less certain and a volatile news cycle 

as we approach mid-term elections in November. In this framework, pullbacks and choppiness are viewed as 

opportunities, particularly in areas where fundamentals are improving, but prices may not fully reflect the earnings 

backdrop. Morgan Stanley Chief Investment Officer Michael Wilson suggests: “Over the next 12 months, we see 

the rolling recovery continuing to progress, driven by a strong earnings environment as positive operating leverage 

persists and is further enhanced by AI adoption. Resiliency in earnings data despite geopolitical risk, private credit 

concerns and AI disruption is supportive of our view.” (Morgan Stanley US Equities Mid-Year Outlook 5-13-26) 

For fixed income markets, key questions entering the latter half of 2026 include the directionality of inflation, 

interest rates, and whether or not financial conditions can remain supportive. There is a wide range of potential 

scenarios for the directionality of interest rates, with oil price levels in flux and a new chair of the Federal Reserve 

in Kevin Warsh. Morgan Stanley’s base case assumes inflation subsides through the second half of 2026, enabling 

two Fed cuts in 2027. Corporate bonds are expected to generate solid returns, supported by attractive coupon 

income. (Morgan Stanley Fixed Income Playbook 6-23-2026) 

OTHER INTERESTING OR USEFUL INFORMATION:  

1. We are deeply honored to serve our clients and take that responsibility very seriously. We are also humbled to have 

been recognized again in 2026 by leading publications. Forbes honored our team for the third consecutive year, 

recognizing us as the #2 advisory team in Maine in their America’s Best in State Wealth Management Teams list. 

Forbes also recognized Gary as the #2 advisor and top Morgan Stanley advisor in the state in his 7th consecutive year 

on their list of Best-In-State Wealth Advisors. In addition, Barrons recognized Gary as the #2 advisor, and top 

Morgan Stanley advisor, in his third consecutive inclusion in their list of Top 1500 Advisors: State by State.* 

2. 2026 will be an important policy year as we approach the November midterm elections. 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. We have had a number of clients inquire about social security benefit planning recently. For those interested, check 

out some highlights on this planning piece we’ve created for clients, and please reach out if you would like us to 

model benefit scenarios for you. 

 

All the best! 

The Breakwater Group at Morgan Stanley 

 

https://advisor.morganstanley.com/the-breakwater-group/documents/field/b/br/breakwater-group/US_Policy_Pulse_-_The_Rise_of_AI_Policy_5-21-26.pdf
https://advisor.morganstanley.com/the-breakwater-group/documents/field/b/br/breakwater-group/Social_Security_Fact_Card_2026.pdf
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Morgan Stanley Smith Barney LLC is a registered Broker/Dealer, Member SIPC, and not a bank.  Where 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 Africa, 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%.S&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 

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 
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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. 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 authorizes use of by individuals who successfully complete CFP Board’s initial and ongoing certification requirements.  

The Morgan Stanley Mobile App is currently 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. 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. 

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. 

* Recognized for years  ’24, ’25, ’26. Source: Barron's (Awarded March 2026) This ranking was determined based on an evaluation process conducted by Barron's for the period 

Oct 2024-Sept 2025. Neither Morgan Stanley Smith Barney LLC nor its Financial Advisors or Private Wealth Advisors paid a fee to Barron's to obtain or use the ranking. This 

ranking is based on a formula that includes client retention, industry experience, review of compliance records, firm nominations, and quantitative criteria, including assets under 

management and revenue generated for their firms. Investment performance is not a criterion. Rankings are based on the assessment of Barron's and may not be representative of 

any one client’s experience. This ranking is not indicative of the Financial Advisor’s future performance. Morgan Stanley Smith Barney LLC is not affiliated with Barron's. 

Barron’s is a registered trademark of Dow Jones & Company, L.P. All rights reserved. © 2026 Morgan Stanley Smith Barney LLC. Member SIPC.  

* Recognized for years ’19, ’20, ’21, ’22, ’23, ’24, ’25, ’26. Source: Forbes.com (Awarded April 2026). This ranking was determined based on an evaluation process conducted by 

SHOOK Research LLC (the research company) in partnership with Forbes (the publisher) for the period 6/30/24-6/30/25. Neither Morgan Stanley Smith Barney LLC nor its 

Financial Advisors or Private Wealth Advisors paid a fee to SHOOK Research LLC for placement on its rankings. This ranking is based on in-person, virtual and telephone due 

diligence meetings to evaluate each Financial Advisor qualitatively, a major component of a ranking algorithm that includes client impact, industry experience, client retention, 

credentials, review of compliance records, firm nominations, and quantitative criteria, including assets under management and revenue generated for their firms. Investment 

performance is not a criterion. Rankings are based on the opinions of SHOOK Research LLC and may not be representative of any one client’s experience; investors must 

carefully choose the right Financial Advisor or team for their own situation and perform their own due diligence. This ranking is not indicative of the Financial Advisor’s future 

performance. Morgan Stanley Smith Barney LLC is not affiliated with SHOOK Research LLC, or Forbes. For more information, see www.SHOOKresearch.com. © 2026 

Morgan Stanley Smith Barney LLC. Member SIPC.  

* Recognized for years ’23, ’24, ’25, ’26. Source: Forbes.com (Awarded January 2026). This ranking was determined based on an evaluation process conducted by SHOOK 

Research LLC (the research company) in partnership with Forbes (the publisher) for the period 3/31/24–3/31/25. Neither Morgan Stanley Smith Barney LLC nor its Financial 

Advisors or Private Wealth Advisors paid a fee to SHOOK Research LLC, for placement on its rankings. This ranking is based on in-person, virtual and telephone due diligence 

meetings and a ranking algorithm that includes: a measure of each team’s best practices, client retention, industry experience, review of compliance records, firm nominations; and 

quantitative criteria, including assets under management and revenue generated for their firms. Investment performance is not a criterion. Rankings are based on the opinions of 

SHOOK Research LLC and may not be representative of any one client’s experience; investors must carefully choose the right Financial Advisor or team for their own situation 

and perform their own due diligence. This ranking is not indicative of the Financial Advisor’s future performance. Morgan Stanley Smith Barney LLC is not affiliated with 

SHOOK Research LLC or Forbes. For more information, see www.SHOOKresearch.com. © 2026 Morgan Stanley Smith Barney LLC. Member SIPC. 
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