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April showers bring May flowers, but this year, Wall Street didn’t want to wait. U.S. equities
bloomed early with markets pushing toward all-time highs in the month of April. After a bumpy
start to the year, the S&P 500, which had briefly touched 7,000 for the first time back in January
before pulling back, came roating back to reclaim and exceed this milestone.! This was no small
teat, given that markets were simultaneously navigating an active U.S.-Iran conflict, elevated oil
prices, lingering inflation concerns, and a Fed that is in no hurry to cut rates. It seems Wall Street
had its own idea of what spring was supposed to look like.

The S&P 500 closed April up more than 10%, its best monthly showing since late 2020. The
Nasdaq led U.S. benchmarks with a 15.3% advance, and the Dow finished up 7.2%.! The strength
was not limited to the United States, with the Eurozone STOXX 50 gaining 8.1%, the Nikkei
advancing 17.9%, and the Hang Seng up 4.1%." The lone voice of caution came from the bond
market, where the 10-yr Treasury yield ticked up to 4.37% to close the month, continuing it’s climb
trom 4.32% in March and well above the 3.94% touched in February.! With Inflation concerns
lingering, the Fed unmoved, and an active conflict in the Middle East, investors needed a reason to

believe, and corporate earnings delivered.

The numbers being reported are impressive to say the least. As of this writing, roughly two-thirds
of the S&P 500 have reported Q1 results with 84% of companies beating analysts’ earnings
estimates, which is above both the 5 and 10-year averages.” In total, these companies beat earnings
by a margin of roughly 20%, which is nearly three times higher than the 5 and 10-year average.” The
blended earnings growth rate of more than 27%, if it stands, will represent the highest on record
since 4QQ2021.7 This would also extend the streak of year-over-year double-digit earnings growth to
six consecutive quarters. The large tech companies continued to lead the charge, and some analysts

have already raised some of their 2Q2026 earnings estimates with sizable revisions.



The earnings season euphoria was not entirely uncomplicated. As we’ve previously mentioned, big
tech’s capital expenditures are, by any means, staggering. The market is not entirely overlooking
this as several tech stocks traded lower, even after producing strong earnings. The enthusiasm for
Al is not in question. What is in question is whether the spending required to compete in this race
will generate returns that justify the scale or if the floor for what it costs to stay relevant is simply
rising. Those are very different propositions, and the market is being asked to take a great deal on
faith. As we’ve mentioned in previous letters, we question at what point this aggressive capital
spending becomes a liability rather than a competitive advantage. The returns on Al infrastructure
may be seen in some places. We are not suggesting that Al buildout is a costly mistake, but we have
seen throughout history examples of cycles where infrastructure gets built well ahead of the
economics. We use Al every day and anticipate a future where this technology may make our lives

marginally easier.

With strong earnings results, markets appear to be looking past the Iran conflict. Last month we
highlighted just how critical the Strait of Hormuz can be to global energy flows, and one month
later that picture has only grown more complex. A ceasefire brokered by Pakistan on April 8" sent
stocks surging and gave investors hope that a resolution was within reach. But let’s be honest, hope
and reality have not yet aligned. Iran has signaled it will not reopen the Strait until the U.S. lifts its
naval blockade and formally ends the war, among other requests like reparations, security
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As discussed last month, the Federal Reserve is in a tough position given the undetlying
circumstances. During their April meeting, the Fed decided to hold rates at 3.50% to 3.75%." The
more interesting story, however, was in the details. The vote was 8 to 4, the most dissenting voices
in over thirty years, with three of those four dissenters not asking for cuts, but asking for removal
of the easing bias.” Core inflation at 3.2% is drifting the wrong way and the labor market has
produced almost no net job growth over the past three months.” The Fed also added explicit
language acknowledging that the conflict in the middle east has introduced uncertainty into an
outlook that was already far from clear, but the world already knew this. This meeting was almost
certainly Powell’s last press conference as Chair, which means that Wall Street’s peculiar obsession
with whether he opened with “good afternoon” has finally run its course. We’ll pour one out for
our friends using prediction markets. On the flip side, Kevin Warsh’s nomination cleared the
Senate Banking Committee that same morning and markets tend to expect a Warsh Fed to lean
toward easier policy. Whether the data will allow him that luxury is a separate question and he may

tind the institution somewhat less eager to follow suit than the administration might hope.

The stock market’s strong performance in the month of April does not change what every
American experienced the last time they filled up their tank. The national average price of a gallon
of gasoline has risen to roughly $4.45, since the conflict in Iran began in late February." This can
have a significant impact on consumer purchasing power and it can often land the hardest on
households that have been struggling with higher prices. When more of a family’s budget goes to
the gas pump, less of it finds its way to restaurants, retailers, and the broader consumer economy



that accounts for the majority of U.S. GDP. The stock market and the kitchen table are not always
telling the same story, and right now they seem to be telling quite different ones.

April was a remarkable month for equities, and we would be remiss not to offer an additional word
of caution alongside the good news. A month like April has a way of making investors want to act.
The S&P 500 experienced significant losses earlier this year before recovering, and that kind of
round trip, while uncomfortable, is entirely normal. Large swings within a calendar year are a
regular feature of equity markets, not an exception to them. Chasing returns after a strong month
carries its own risks, and a portfolio decision made in the glow of a 10% rally deserves the same
scrutiny as one made in the depths of a selloff. If the volatility of recent months has you
questioning your comfort level, your allocation, or your long-term plan, we would rather have that

conversation now than after the next move either direction. We are always here.

One last thing... Mothet’s Day is May 10™. Call her, send her flowers, take her to a nice dinner, and
make her feel like the most important person in the world, because if your mom is anything like

mine, she is.
As always, should you have specific questions or concerns, please never hesitate to reach out.

We look forward to hearing from you.

Graystone Consulting | Chatleston, WV
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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
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foreign issuers. These risks may be magnified in emerging markets.
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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.
Asset allocation and diversification do not assure a profit or protect against loss in declining financial markets.

The indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not

represent the performance of any specific investment. For index, indicator and survey definitions referenced in this report please visit the

following: https://www.morganstanley.com/wealth-investmentsolutions /wmir-definitions
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