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Happy New Year...plus another month or so! 2025 entered the history books with the S&P
500 index up +2.7% during the 4™ quarter, finishing at +17.9% for the full year for its third
consecutive year of double-digit gains'. The S&P closed at a new all-time high of 6,932 reached on
Christmas Eve. Continuing the trend of the past few years, the top 10 companies of the index
comprised over 40% of the index weighting, with the “Magnificent 7" mega-cap tech stocks
contributing almost 46% to the total return of the index.
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2025 was also the third straight year of gains of at least +10% for the Dow Jones Industrial
Average and the technology-heavy Nasdaq indexes. The only streak lasting as long or longer was the
five years leading up to the dot-com bubble peak in years 1995 through 1999",
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Stocks outside of the US continued their strong returns through the 4™ quarter. The MSCI
EAFE Index (the benchmark for stocks in countries with more mature and developed economies) was
up +4.9% during the final quarter of the year, delivering a +31.2% return for 2025. The MSCI
Emerging Markets Index {measuring stocks in countries with smaller and still-developing economies)
delivered a total return of +33.6% for 2025, including a gain of +4.7% for the 4" quarter'”. The
overscas markets benefited from both the declining US dollar (down -9% in 2025 relative to other
major currencies as measured by the DXY US dollar index) and much lower starting valuations than
US stock indexes.

Bonds and fixed income also delivered solid returns in 2025, with the Bloomberg US
Aggregate Index (the measurement for taxable bonds) up +1.1% in the 4™ quarter and +7.3% for the
entire year. While the super short-term Fed funds rate (set by our Federal Reserve Board) declined
0.75% to 3Y2-3%% after three 0.25% rate cuts in 2025, the closely-watched US Treasury 10-year
maturity bond closed at 4.18%. This was down from 4.58% at the beginning of 2025".

Outside of traditional stock and bond markets, the Bloomberg Commodity Index, a broad
measurement of a diversified basket of commodity prices, gained +5.9% during the 4" quarter,
bringing its full year return up to +15.8%. The price of oil finished the year just above $57/bbl, down
from almost $72/bbl at the beginning of the year. Our team’s favorite investment area over the past
few years has been gold, which continued to shine (pun intended) in 2025 climbing to $4314/0z, a gain
of +64% for the year after beginning 2025 at just $2624/0z"". The metal's move higher made the
increases of many of the gold-mining stocks even more dramatic. Gold’s parabolic move has
continued into the new year, leaving it up more than the stocks on a 20-year basis. Through late
January, gold has been up +11.3% per year since January 2006 compared to +10.9% for the S&P
500"".

The US stock market continues to appear largely unbalanced, overpriced and risky. Not only
have the returns and composition appear to be very top-heavy, but the 2025 return of the “high beta”
(1.e., most volatile) stocks reached +33%, the “lowest quality” stocks returned +45%. Meanwhile,
“high quality” stocks only delivered a gain of +6% with the “low volatility” stocks puttering to only a
+4% return*™. Overall investor positioning has reached levels of exuberance that show a near-total
disregard for risk, a classic hallmark of speculative complacency. It’s certainly been an environment
dominated by risk takers!



While there is a powerful psychological compulsion to “stick with what has worked” within an
investment portfolio, this approach can end up being hazardous to one’s financial health, especially in
the later stages of manias. There was a much celebrated and admired approach to focus on leading
technology stocks and the S&P 500 index in the late-1990s and early-2000s (which was heavily
promoted by Wall Street and other financial “advisors”) as the dot-com bubble and internet-hysteria
were peaking. This certainly looked to be a “no-brainer” approach for a while, but the resulting -50%
decline in the S&P 500 index and -80% decline in the Nasdaq index from March 2000-October 2002
thoroughly discredited that “stick with what has worked” investment approach! Not only were those
declines significant, but it also took indexes 12 and 15 years, respectively, just to get back and
breakeven.

Our team has always been a strong adherent to the “straw hats in winter” principle of bargains.
To paraphrase John Templeton, who is considered one of the greatest stock pickers in the past century:
Would you rather buy a stock at a discounted or at a premium price? If it seems everyone loves a stock
or industry, do you think the price will be high or low? Conversely, if it seems that nobody likes a
stock or industry, do you think its price will be high or low? Our team leans towards those overlooked
and out-of-favor areas where we think the best bargains may hide.

In today’s challenging market environment, our team continues to favor exposure to overseas
stock markets, hard assets such as precious metals, and a strong defensive foundation of short- to
intermediate-maturity bonds. We have no qualms about investing in more mainstream areas such as
technology and S&P 500-type stocks, but only when the deck isn’t stacked so heavily against the
chance of favorable returns like it is today.



Please do not hesitate to reach out to us with any questions about any of these topics. We’d be
happy to discuss how these points pertain to your personal portfolio and financial plans. As always,
our entire team appreciates our relationship, and we thank you for the opportunity to be of service. We
are readily available to help address any concerns that may be on your mind.

All the best, 0
A,
Steven W. Wilde, CFPe ErjeM. Fetterman, CFPz, RICPa
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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.

Any mention of any individual security of asset class should NOT be construed as either a solicitation for or against that particular investment.

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 ERISA, the Internal Revenue Code or
otherwise) with respect to the services or activilies described herein except as otherwise provided in writing by Morgan Stanley and/or as
described at www.morganstanley.com/disclosures/dol. Individuais are encouraged to consult their tax and legal advisors (a} before eslablishing
a retirement plan or account, and (b) regarding any potential tax, ERISA and related consequences of any invesiments made under such plan
or account.

Informalion contained herein has been obtained from sources considered to reliable, but we do not guarantee their accuracy or completeness,
Asset allocation and diversification do not guarantee a profit or protect against a loss in a declining financial market.

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 suitable for all
investors. Morgan Stanley Wealth Management recommends that investors independently evaluate particular investments and strategies and
encourage investors to seek the advice of a Financial Advisor. The appropriateness of a particular investment or strategy will depend on an
investors individual circumstances and objectives.

The value of a fixed income securily will fluctuate and, upon a sale, may be worth more or less than their original cost or maturity value.
Equily securities may fluctuate in response to news on companies, industries, markets conditions and general economic environment.

Bonds are subject to interest rate risk. When interest rates rise, bond prices fall; generally, the longer a bond’s maturity, the more sensitive 1o 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 ils 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 1o 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.

A basis point is defined as one hundredth of one percent {1%), used chiefly in expressing differences of interest rates.

An investment cannot be made directly in a market index. For index and indicator definitions referenced in this report please visit the
following: https:/fwww.morganstanley.com/wealth-investmentsolutions/wmir-defnitions

Investing in commeodities 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} governmentat programs and policies, {jii) national and international political and
economic evenls, 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, patticipation of speculators and
government intervention.

International investing may not be appropriate for every investor and is subject to additional rigks, 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.

The invesiments listed may not be appropriate for all investors. Morgan Stanley Smith Barney LLC recommends that investors independently
evaluate particular investments and encourages investors to seek the advice of a financial advisor. The appropriateness of a parlicular
investment will depend upon an investor's individual circumstances and objectives.

Buying, selling, and transacling in Bitcoin, Ethereum or other digital assets (“Digital Assels”), and related funds and products, is highly
speculative and may result in a loss of the entire investment.

Because of their narrow focus, sector investments tend to be more volatile than investments that diversily across many seclors and companies.
Morgan Stanley Smith Barney LLC, member SIPC
CRC #5250174 2/2026



