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August has a reputation for sluggishness, and the month waiting behind it has earned one of its
own. September holds the unenviable distinction of being the historically worst month of the year
for the S&P 500.' This year, August had no intention of blending in. Equities finished the month in
positive territory despite the seasonal headwinds, and the Treasury made a surprise intervention in
the bond market that briefly sent yields sharply lower, before the market thought better of it and
team, as we recently added some exceptional talent and look forward to introducing you to them.

This month we will cover all of it, starting where we always do, with the numbers.

In the United States, the S&P 500 gained 2.7% for the month, pushing its year-to-date (YTD) total
return to 13.1%. The Nasdaq had a strong 4.0% monthly gain with the Dow adding a steady 1.5%.
Overseas, the results were similarly constructive. The Eurozone STOXX 50 advanced 1.9% and the
Nikkei posted a solid 2.9% gain for the month, adding to what has been an extraordinary year for
Japanese equities with a YTD return of 30.1%. On the fixed income side, the 10-year Treasury yield
closed the month at 4.75%, while the 30-year settled at 5.24%. Both yields continue to reflect the
fiscal and inflationary pressures we’ve been tracking throughout the year. And then, there was gold.
Gold futures surged 9.8% in August, a strong move that on the surface may appear disconnected
from the equity market’s strength. It was not. As we will explain in the next section, gold’s sharp
rise and the events surrounding the Treasury’s surprise intervention in the bond market tell the
same story from two different angles.”

The defining market event of August had nothing to do with earnings, economic data, or the
Federal Resetve. It happened at 8:15 in the morning on August 19", when the U.S. Treasury
Department announced it would at least double its longer dated bond buyback program, from $2



billion to $4 billion, targeting the 10-30 -year portion of the Treasury market.” The stated rationale
was improving liquidity in longer-dated securities and showing the Treasury’s view that yields don’t
reflect the underlying fundamentals. The unstated rationale was simple, the 30-year Treasury yield
touched its highest level since 2007." The administration decided it had seen enough.

The initial market reaction was everything the Treasury could have hoped for as yields fell sharply,
the dollar fell, gold surged, and stock futures jumped. For a matter of hours, it appeared that
Secretary Bessent had successfully called the market’s bluff. By the following morning, the 10-year
climbed back and even surpassed the pre-announcement level." The 30-year followed suit and
within 48 hours, the entite move had essentially been erased.” The bond market, it turned out, was
not particularly impressed.

To understand why the market reacted this way, you first need to understand what the Treasury
did, and what they did not do. The buyback that was announced does not reduce the national debt
by a single dollar. When the Treasury purchases a long-dated bond from the market, it typically
funds that purchase by issuing short-term Treasury bills. A 30-year bond is removed from one end
of the maturity spectrum, and a short-term bill takes its place at the other. To be clear, this is not a
debt paydown, it is simply a debt restructuring. By funding long-dated buybacks with short-term
bill issuance, the Treasury is shortening the average maturity of the national debt. That is not a
neutral act. The shorter the average maturity of outstanding government debt, the more frequently
it must be refinanced, and as a result, the governments annual interest cost becomes more sensitive
to wherever short-term rates happen to be when each bill matures. In an environment where short-
term interest rates remain elevated, this compounds the interest burden, rather than reliving it. The
government has already made $963 billion in net interest payments in the first ten months of fiscal
year 2026, according to the Congressional Budget Office.” This figure represents roughly 15% of
total federal spending and now exceeds what the government spends on national defense.
Shortening the maturity of that debt does not make that problem smaller. We tend to think it can
make it more volatile and sensitive to short-term rates. To be fair, the Treasury did not explicitly
say they would issue short-term debt to fund these operations, it was implied and Bessent even
stated these repurchases could be funded by tapping into the Treasury General Account, but we
won’t get into those details in this month’s letter.

What we are left with is a bond market that has now received explicit confirmation from the
Treasury that current yield levels are uncomfortable for the administration, and it is willing to
intervene to manage them. This month’s episode may suggest that structural pressures such as
record deficits, Al-driven corporate issuance competing with Treasuries for a similar pool of
buyers, and softening foreigh demand are not going away simply because the Treasury doubled a $2
billion operation.™



As we have mentioned in recent letters, we have been intentional about investing
in our team, to help provide a high level of service and support structure for the
wealth management needs of our clients. This month, we are pleased to formally
introduce several new members of the Graystone Charleston Family. We’d like to
welcome Amanda Kugel, who joins our Graystone team as Chief of Staff, with 19
years of Morgan Stanley experience behind her. In her new role, she will focus on

improving execution across our practice, supporting talent development, and

leading special projects designed to help our advisors spend more time serving you.

We are also pleased to welcome two registered client service associates who can
help support the day-to-day experience our clients receive. Jacob Gomolak joins us
trom Morgan Stanley’s Pittsburgh office, where he built a strong foundation in
wealth management before relocating to the Charleston area. Quin Cable joins us
from a competing firm, bringing firsthand wealth management experience along
with a strong background in client relationship management, financial planning
support, and operational efficiency. We are grateful to have these new additions in
our corner and look forward to the ways they may help support our clients and our
practice. We mention all of this because none of it is possible without you. Our
clients are the reason this practice exists and the reason we hold ourselves to the
standard we do. As our client base grows and the complexity of the work deepens,
we are committed to focusing on strengthening the resources and support available
to our clients.

Amanda Kugel
Chief Of Staff

Quin Cable
Registered Client
Service Associate

Jacob Gomolak
Registered Client
Service Associate

As always, should you have any questions or concerns, please never hesitate to reach out. We look

forward to hearing from you.

Graystone Consulting | Charleston, 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
solicitation for the purchase or sale of any security. Past performance is no guarantee of future results.

This material 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 any investments mentioned will be in each client's portfolio.

Morgan Stanley Wealth Management has no obligation to notify you when information in this presentation changes.

International investing may not be appropriate for every investor and is subject to additional risks, including currency fluctuations, political
factors, withholding, lack of liquidity, and the absence of adequate financial information, and exchange and control restrictions impacting
foreign issuers. These risks may be magnified in emerging markets.

Bonds ate 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 ate 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. Interest on municipal bonds is generally exempt from federal income tax, however

some bonds may be subject to the alternative minimum tax, acctued market discount taxes and / ot capital gains taxes.

Bonds rated below investment grade may have speculative characteristics and present significant risks beyond those of other securities,
including greater credit risk and price volatility in the secondary market. Investors should be cateful to consider these risks alongside their
individual circumstances, objectives and risk tolerance before investing in high-yield bonds. High yield bonds should comprise only a limited
portion of a balanced 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.
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

This material is disseminated in the United States of America by Morgan Stanley Smith Barney LLC.

Morgan Stanley Smith Barney research, or any portion thereof, may not be reprinted, sold or redistributed without the written consent of
Morgan Stanley Smith Barney.

Morgan Stanley Smith Barney LL.C (“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.

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

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

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


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

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 (“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.

The NASDAQ Composite Index is a broad-based capitalization-weighted index of stock in all three NASDAQ tiers: Global Select, Global
Market, and Capital Market. An investment cannot be made directly in a market index.

The Standard & Poor’s (S&) 500 Index tracks the performance of 500 widely held, large-capitalization US stocks. An investment cannot
be made directly in a market index.

Dow Jones Industrial Average (DJIA). A price-weighted average of 30 blue-chip stocks that are generally the leaders in their industry.
Euro STOXX 50 Index: Provides a blue-chip representation of super-sector leaders in the Eurozone.
NIKKEI 225 Index: This price-weighted index is comprised of Japan’s top 225 blue-chip companies on the Tokyo Stock Exchange.

Hang Seng Hong Kong: The Hang Seng Index is a free-float capitalization-weighted index of a selection of companies from the Stock
Exchange of Hong Kong.

DAX Index: This index represents 30 of the largest and most liquid German Companies that trade on the Frankfurt Exchange.

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

Investing in commodities 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, (ii) governmental programs and policies, (iii) national and international political
and economic events, 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, participation of
speculators and government intervention.

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

Investments and services offered through Morgan Stanley Smith Barney LLC. Member SIPC. Graystone Consulting, a business of Morgan
Stanley.

Morgan Stanley Smith Barney LLC offers a wide array of brokerage and advisory services to its clients, each of which may create a different
type of relationship with different obligations to you. Please visit us at http://www.motganstanleyindividual.com ot consult with your

Financial Advisor to understand these differences.
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