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The second quarter has been a reminder that markets don’t need a recession to become unstable. A
credible supply shock and a reason to reprice risk can do the job all on their own. With the Iran
conflict feeding directly into energy, shipping, and inflation expectations, investors have watched oil
and equities swing sharply on each incremental headline tied to the Strait of Hormuz. Public reporting
in mid-to-late April has also underscored how quickly this moved from “geopolitical concern” to
tangible disruption in the shipping lanes, including incidents involving ships fired on and seized in the
strait. Alongside that, the macro backdrop is not standing still either. The market is digesting a
meaningful transition at the Federal Reserve, with reporting that Jerome Powell’s term as Chair
expires on May 15, 2026, and that Kevin Warsh has been formally nominated to succeed him.

Our Morgan Stanley Global Investment Committee (GIC) has begun turning more attention to the
geopolitical risks tied to the Iran conflict, with the most immediate concern being the energy and
supply-chain shock that shows up quickly through oil, freight, and inflation expectations. A big part of
the market'’s sensitivity here is simply the plumbing of global energy. In normal times, roughly one-fifth
of the world’s oil moves through the Strait of Hormuz, so when that corridor is constrained, markets
don’t wait around for “perfect clarity.” They price in risk right away. Recent reporting has pointed to
sharply reduced ship traffic through the strait, driven not just by physical risk, but by the real-world
constraints that come from shipping behavior, routing decisions, and insurance availability.

We’'ve also seen mixed messaging about whether Hormuz is “open,” but the practical question for
markets is whether commercial shippers and insurers treat it as reliably transitable. That can be much
harder to restore than a headline, even if tensions temporarily cool. In other words, we continue to
expect intermediate-term risk to remain elevated: prices can pull back on optimistic updates, but the
risk premium can return quickly if incidents recur or the insurance market stays restrictive.

From a portfolio standpoint, the point is not to predict tomorrow’s headline. The point is to recognize
what supply shocks typically do next. They don’t just raise a commaodity price; they push into
transportation costs and input costs, complicate the inflation picture, and tighten financial conditions
at the margin.

We've certainly seen markets rebound off the early April weakness, but the broader setup still feels
headline-sensitive. When energy is the transmission mechanism, markets can reprice quickly,
especially if the shock starts showing up in inflation data and then bleeds into rate expectations.

Al: it’s in every meeting now, and it’s changing what “defensible” means

We’'re also actively monitoring how more advanced Al is changing the underwriting conversation.
Practically speaking, | have not sat in a management meeting or an investment banking meeting
lately where the question isn’t asked in some form: will this business still be defensible in five years if
Al compresses margins, automates workflows, or changes pricing power?

That theme is showing up well beyond “tech,” because Al is increasingly a horizontal capability rather
than a standalone sector. For private markets, this becomes very real very quickly. Private equity
doesn’t want to pay peak multiples for cash-flow streams that can be automated away. Private credit
lenders are increasingly being forced to underwrite business model durability, not just leverage ratios.
And software exposure is being re-rated in many underwriting discussions, not necessarily because
“software is bad,” but because buyers and lenders are now mapping out how quickly Al could change
the competitive moat.

Liquid markets: the opportunity set is improving, and international still matters

On the liquid side, we’'ve been presented with a growing number of opportunities to rotate into
companies that were priced too high for too long, and that are now being forced to re-earn their
valuation. We’re also maintaining meaningful exposure outside the U.S., where valuations and cycles
can diverge and where different parts of the world can offer a better risk/reward setup at the margin.

Rates and duration: a Fed transition is now part of the macro

Looking forward, one of the major macro variables is the Federal Reserve leadership transition.
Public reporting indicates Jerome Powell’s term as Chair ends May 15, 2026, and that the White
House has formally nominated Kevin Warsh to succeed him.

That transition matters because markets are constantly trying to handicap how aggressively the Fed
prioritizes inflation versus growth, how quickly the balance sheet is unwound (or not), and how rapidly
the rate path could shift. We still like duration as a portfolio component, but we are watching the data
and the Fed path closely, because if the inflation impulse from energy persists, the “easy cuts”
narrative can get delayed.

Local / business-owner lens: M&A is active, and Al diligence is spreading

At a local level, M&A activity still feels fairly robust. At the same time, the uncertainty around Al is
creating new diligence questions, even for businesses that aren’t traditionally viewed as tech. Many
traditional businesses have gotten a bit of a pass so far, but our expectation is that this will keep
spreading. Buyers are underwriting customer concentration, pricing power, labor leverage, and
whether Al changes the competitive moat.

Finally, we continue to be impressed by the number of planning vehicles that exist, and that are being
created, to help business owners avoid, defer, or manage taxation around liquidity events. The
opportunity set is real, but so is the complexity, and our team is well positioned to guide clients
through it as the landscape continues to evolve.

Introducing our Newest Team Member

Shannon Long

Registered Client Service Associate

Email: Shannon.Long@morganstanley.com

We’re pleased to welcome our newest team member, Shannon Long, a Registered Client Service
Associate who serves as a key point of contact for clients and helps keep our day-to-day operations
running smoothly.

What Shannon enjoys most about the role is building genuine, personal relationships with clients. She
values the opportunity to support individuals and families through both the rewarding moments and
the more challenging seasons that come with long-term financial plans. That commitment to clients is
what motivates her to keep learning and improving in the field.

Originally from St. Louis, Missouri, Shannon
remains closely connected to family back home and
enjoys spending time together supporting her
nieces and nephew at concerts and athletic
competitions, as well as attending various charity
auctions.

Outside the office, Shannon often spends her time
reading and curating a personal home library. She
particularly enjoys hunting for original editions of
her favorite novels at estate sales and antique
shops.

A former college athlete, Shannon is also a strong
supporter of women’s sports and tries to catch
Phoenix Mercury games whenever possible.
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Al and Jobs: Limited Disruption So Far

Al adoption is rising, but its impact on the labor market remains
narrow, echoing past innovation cycles that ultimately expanded
employment over time.

Read More

3 Ways to Help Keep Your Phone Safe

Prevent criminals from using your phone to perpetrate identity
theft and fraud.

Read More

To ensure the fastest possible turnaround on service-related requests, please utilize
our new dedicated team email:

This helps us respond promptly, even if a team member is out of office
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When Morgan Stanley Smith Barney LLC, its affiliates and Morgan Stanley Financial Advisors and Private Wealth
Advisors (collectively, “Morgan Stanley”) provide “investment advice” regarding a retirement or welfare benefit
plan account, an individual retirement account or a Coverdell education savings account (“Retirement Account”),
Morgan Stanley is a “fiduciary” as those terms are defined under the Employee Retirement Income Security Act
of 1974, as amended (“"ERISA"), and/or the Internal Revenue Code of 1986 (the “Code”), as applicable. When
Morgan Stanley provides investment education, takes orders on an unsolicited basis or otherwise does not
provide “investment advice”, Morgan Stanley will not be considered a “fiduciary” under ERISA and/or the Code.
For more information regarding Morgan Stanley’s role with respect to a Retirement Account, please visit
www.morganstanley.com/disclosures/dol. Tax laws are complex and subject to change. Morgan Stanley does not
provide tax or legal advice. Individuals are encouraged to consult their tax and legal advisors (a) before
establishing a Retirement Account, and (b) regarding any potential tax, ERISA and related consequences of any
investments or other transactions made with respect to a Retirement Account.

This material has been prepared for informational purposes only. It 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. Morgan Stanley Smith Barney LLC (“Morgan Stanley”) recommends that investors
independently evaluate particular investments and strategies, and encourages investors to seek the advice of a
Morgan Stanley Financial Advisor. The appropriateness of a particular investment or strategy will depend on an
investor’s individual circumstances and objectives.

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.

This report 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 the
investments mentioned will be in each client's portfolio.

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.

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

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 than traditional
investments, and such fees and expenses can lower the returns achieved by investors.

Morgan Stanley Smith Barney LLC (“"Morgan Stanley”), its affiliates and Morgan Stanley Financial Advisors or
Private Wealth Advisors do not provide tax or legal advice. Individuals should consult their tax advisor for
matters involving taxation and tax planning and their attorney for matters involving trusts, estate planning,
charitable giving, philanthropic planning or other legal matters.

This material is intended only for 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.

In this program the client pays a wrap fee to MSWM (the "MSWM Fee"”), which covers MSWM investment
advisory services, custody of securities (if we are the custodian), trade execution with or through MSWM, as
well as compensation to any Financial Advisor. The Portfolio Management program fees are described in the
applicable Morgan Stanley ADV Part 2, available at www.morganstanley.com/ADV or from your Financial Advisor.

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

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.

Morgan Stanley Smith Barney LLC. Member SIPC.
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