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The S&P 500 Index delivered a positive return of 2.7%, while nine of its 11 sectors posted gains quarter-over-
quarter. Healthcare stocks were the standout performers advancing over 11% during that time. All major US
equity benchmarks climbed higher, with the S&P 500, Nasdaq, and Dow reaching new all-time highs amid
strong quarterly earnings and expectations for easing monetary policy. Over the same timeframe, the Russell
2000 Index, the small-cap benchmark, rose 2.2%, while the Bloomberg US Aggregate Index, a broad measure
of the US bond market, increased by 1.1%. International stocks continued their strong performance with both
developed and emerging markets gaining nearly 5%. The yield on the 10-year US Treasury note closed the
quarter at 4.17%, while the three-month US Treasury bill yield ended at 3.63%

The strong fourth quarter capped out a very good year across nearly all asset classes. In the US, the cap
weighted S&P lead the way with an increase of 17%, followed by the Dow gaining 14.9%. The impact of the
concentrated market continued to show, with the average S&P stock, mid cap and small cap stocks all returning
between 11 and 12 percent in 2025. The US trailed the rest of the world by the most since 2009, as
international stocks returned over 32% in 2025.2 The bond market had its best year since 2020 returning over
7%, while gold prices surged 65%.,

As | shared a year ago, the S&P did not gain as much in 2025 as it did in 2024, but diversified portfolios
generally performed better, helped by higher returns from the bond market, which gained over 7%, and
international stocks, which outperformed the US by 12%.2 All of this made for a good year for diversified
balanced and equity portfolios.

One risk that persists as we start 2026, is the extreme concentration of the market. Just five companies make
up over 30% of the market’s value, and the ten largest companies account for 41% of the value of the S&P
500.2 There is a chart included in your report illustrating this, as well as the diverging performance of the Mag 7
stocks last year.

The Federal Reserve reduced its federal funds target range by 25bps in its October and December FOMC
meetings. More hawkish voices emerged throughout the quarter, with Chairman Powell reiterating the FOMC's
data-driven approach to decision making.

Inflation data was moderately lower throughout the quarter, measuring 2.7% in November. Labor markets
weakened, with the unemployment rate hitting a four-year high of 4.6% in November. MS & Co.’s US
Economics team expects the Fed to cut rates by 25 bp in January and April 2026, bringing the terminal target
range to 3.0% to 3.25% by the end of 2026.

With the current economic backdrop, the Global Investment Committee is overweight equities, as the base case
is a year-end target for the S&P 500 of approximately 7800. In equities, we sense that the cross-currents of
stimulus will likely continue to favor large cap over small. We see potential opportunity to rotate portfolios up in
quality, where prospects for achieving ambitious earnings growth forecasts in 2026 are higher. The GIC is
modestly underweight in fixed income assets and recommends slightly underweight-duration positioning, as the
trajectory of US debt and deficits may crimp potential declines in longer-term US Treasury yields.
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If you have any questions or would like to discuss your investment portfolio, please give me a call. Our team
wishes you a healthy and prosperous 2026!

Best Regards,
W c
Porter Vergon
Executive Director
Financial Advisor
Portfolio Management Director

Alternative Investment Director
NMLS# 1282437

Sources:

1 Morgan Stanley Q4 2025 client market commentary letter
2 Capital Market Indices, January 1, 2026

3 Morgan Stanley Wealthbook slides, December 2025

Please contact your Financial Advisor for a complete listing of all transactions that occurred during the last twelve
months.

The views expressed herein are those of the author and do not necessarily reflect the views of Morgan Stanley
Wealth Management of 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 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.

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.morgan stanley.com/ADV or from your Financial Advisor.

Past performance of any security is not a guarantee of future performance. There is no guarantee that this
investment strategy will work under all market conditions.

Information contained herein has been obtained from sources considered to be reliable, but we do not guarantee
their accuracy or completeness. Third party data providers make no warranties or representations relating to the
accuracy, completeness or timeliness of the data they provide and are not liable for any damages relating to this
data.

Morgan Stanley Wealth Management has no obligation to notify you when information in this presentation changes.
Morgan Stanley and its Financial Advisors do not provide tax or legal advice. Individuals should seek advice based
on their particular circumstances from an independent tax advisor.



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.

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/wealth-investmentsolutions/wmir-definitions

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.

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.

Equity securities may fluctuate in response to news on companies, industries, market conditions and the general
economic environments. Companies cannot assure or guarantee a certain rate of return or dividend yield: they can
increase, decrease, or totally eliminate dividends without notice.

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

Value investing does not guarantee a profit or eliminate risk. Not all companies whose stocks are considered 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 expected.

Small- and mid-capitalization companies may lack the financial resources, product diversification and competitive
strengths of larger companies. In addition, the securities of small- and mid-capitalization companies may not trade as
readily as, and be subject to higher volatility than, those of larger, more established companies.

Technical analysis is the study of past price and volume trends of a security in an attempt to predict the security's
future price and volume trends. Its limitations include but are not limited to: the lack of fundamental analysis of a
security's financial condition, lack of analysis of macroeconomic trend forecasts, the bias of the technician's view and
the possibility that past participants were not entirely rational in their past purchases or sales of the security being
analyzed. Investors using technical analysis should consider these limitations prior to making an investment decision.

Asset Allocation and diversification do not assure a profit or protect against loss in declining financial markets.

The Global Investment Committee is a group of seasoned investment professionals who meet regularly to discuss
the global economy and markets. The committee determines the investment outlook that guides our advice to clients.
They continually monitor developing economic and market conditions, review tactical outlooks and recommend
model portfolio weightings, as well as produce a suite of strategy, analysis, commentary, and portfolio positioning
suggestions and other reports and broadcasts.



The GIC Asset Allocation Models are not available to be directly implemented as part of an investment advisory
service and should not be regarded as a recommendation of any Morgan Stanley investment advisory service. The
GIC Asset Allocation Models do not represent actual trading or any type of account or any type of investment
strategies and none of the fees or other expenses (e.g. commissions, mark-ups, mark-downs, advisory fees, fund
expenses) associated with actual trading or accounts are reflected in the GIC Asset Allocation Models which, when
compounded over a period of years, would decrease returns.
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