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February was a bit of a seesaw for the markets. While the biggest theme for the month was Al
(artificial intelligence), we also got updates on tariffs, jobs, and inflation.

Al has continued to dominate headlines as companies announce spending and plans for
implementing it into their companies. According to a recent MSN article, the four largest tech
companies are likely to spend approximately $650 billion on Al infrastructure this year alone.
For the major technology companies who are spending so much to build the Al infrastructure
and develop products, the biggest question is what the return on this investment will be and how
it will drive revenue; uncertainty of that answer is what is creating the volatility. In addition, the
markets are trying to determine the impact to all software companies as Al has been shown to
have the ability to do basic programing.

We have continued to see mixed news on the job front. The recent ADP payroll report showed
private companies added just 22,000 positions for January. The total was less than the
downwardly revised 37,000 increase in December and below the consensus forecast for 45,000.
However, the US Non-Farm Payroll numbers showed that the US added 130,000 jobs in January,
which was higher than the forecast of 70,000 (source: Trading Economics). In an updated
number for 2025 monthly growth, US Non-Farm Payrolls showed an estimated average monthly
job gain of 15k per month compared to the previously reported average of 49k, some of these
revisions have happened due to data delays from the government shutdown last year.

On February 20™, the Supreme Court ruled that Trump did not have the power to levy the tariffs
he implemented last April under the International Emergency Economic Powers Act. Trump
almost immediately rescinded them and then threatened new 15% tariffs under Section 122 of
the Trade Act of 1974, which he then implemented at 10%. This has injected some uncertainty
into the business markets as companies continue to adjust supply chains and look at prices. The
biggest thing to look at is not the headline tariff rates but the effective rate (the actual monetary
number of tariffs paid). In 2025 the effective tariff rate was 7.7% (source: First Trust). The Tax
Foundation estimates that even if the 10% tariffs that Trump just announced expires, the
effective rare could still be around 5.6% which is the highest since 1972. Analysts at the New
York Federal Reserve have estimated that last year nearly 90% of the tariffs’ economic burden
fell on US firms and consumers. We may have seen some of this in the new inflation figures.

On the inflation front, the Bureau of Labor Statistics reported that wholesale prices rose at a
faster than expected pace in January, PPI (producer price index) rose 0.5%, which was above the
0.3% forecast. They also reported that for the full year, core wholesale prices (this excludes food
and energy prices) rose 3.6% while headline prices rose 2.9%; both are well ahead of the Federal
Reserve’s 2% inflation goal. However, on the Consumer side, the Core Consumer Price Index
(excludes food and energy) rose 2.5% on a 12-month basis while the headline CPI which
includes food and energy, rose 2.4% which is more in line with what the Fed is looking for. Just
for clarification, PPI measures the overall economic health of producers and tracks inflation from
the standpoint of manufacturers and suppliers. CPI tracks the inflation that consumers pay. With
the appointment of the new Federal Reserve Chair, Kevin Warsh, we will have to wait and see



what the Fed does with interest rates. The general consensus among analysts is they will not cut
further until the summer (Morgan Stanley).

As we get closer to tax season, Morgan Stanley has been sending out documents in waves. If you
have questions, need your tax documents or would like us to send them directly to your
accountant, please let us know.
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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.

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/ADYV 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.

The strategies and/or investments discussed in this material may not be appropriate for all
investors. The appropriateness of a particular investment or strategy will depend on an investor’s
individual circumstances and objectives.

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. Clients should
consult their tax advisor for matters involving taxation and tax planning and their attorney for

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

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