














GLOBAL INSIGHTS

MACRO AND QUANTITATIVE

Fed Dovishness Could Reverse, With Substantial Implications for Global
Fixed Income
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Inflation data surprised to the downside in 2025, as
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the index fell into the bottom 2% of readings since 1998,
as tariff-related inflation fears failed to materialize.
Meanwhile, surprises in the Eurozone and Japan reversed
and moved lower. The year-over-year change in the US Jan'21 Oct'21 Jul'22 Apr'23 Jan'2% Oct'24 Jul'25 1995 1999 2003 2007 20T 2015 2019 2023
core CPI slowed from 3.2% at the end of 2024 to 2.6% as <y ce Morgan Stanley Wealth Management GIO, Haver Analytics, Bloomberg as
of November 2025, with some questions on the impact of  of Jan. 2, 2026

the US government's extended shutdown starting in

October. As inflation concerns eased, US Treasuries regained some diversification benefits, with weekly return correlations
between the Bloomberg US Long Treasury Index and the S&P 500 Index reversing from 0.20 in 2024 to below -0.20 in 2025.
Looking ahead, however, the GIC expects stock-bond correlations to remain unstable.
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Bond Index (EUR) gained 1.3%, and the unhedged
Bloomberg Japan Aggregate Bond Index (JPY) fell 6.1%. A
weaker US dollar lifted international returns, allowing the unhedged Bloomberg Global Aggregate ex-USD Bond Index (USD)
to outperform the US index by 1.6 percentage points, while the hedged index lagged by 4.6%—its worst relative performance
since 1991. Markets suggest roughly 0.5 percentage points of Fed easing over the next 12 months—more than any other major
developed market. A reversal of this view—for example, if inflation were to reaccelerate—could have significant implications
for the US dollar and global fixed income.

Source: Morgan Stanley Wealth Management GIO, Bloomberg as of Jan. 2, 2026
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. . o US Mid Blend Russell Mid Ca 30 24 46 18| |US Corporate Bond Bloomberg US Investment Grade Corporat 39 75 71 69
their benchmarks—with the worst results exhibited g | et
. 0 f US Small Blend Russell 2000 17 25 75 43| |US High Yield Bond Bloomberg US High Yield Corporate 31 19 38 13
across US Smal.l. Bl'end’ Wlth onl'y 17& o managers International Large Blend MSCI EAFE 39 29 21 29‘ US Multi Bond L 1 US Aggregate 71 98 100 98
outperforming. The broad-based underperformance of EmcrgngMarkets M Emerging Mkets 35 41 41 36| [Emarging Markats Bond  Fst Emwrgistos sl 65 45 T3 68
active equity managers likely reflected the pronounced
outperformance of large-cap, momentum and high-beta Source: Morgan Stanley Wealth Management GIO, Morningstar as of Jan. 2, 2026

factors, which ran counter to active managers' typical

quality bias. In fixed income, active managers outperformed across most fund categories, with the notable exceptions of US
Intermediate Core Bond, Corporate and High Yield. More muted-than-expected tariff effects on inflation expectations may have
left core active managers wrong-footed, while the strong performance of high-beta assets drove swift credit spread
compression following an initial surge in April, which limited corporate and high yield managers’ performance, given their
higher-quality posture.
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GLOBAL INSIGHTS

GLOBAL PORTFOLIO STRATEGY

US equities hold an edge over global peers given stronger earnings growth, with valuation support from Fed rate cuts.
Japanese, Indian and Latin American equities represent attractive sources of diversification.

Cautious central bank monetary policy and rising term premiums should drive global yield curve steepening. Tariff inflation
could weigh on duration in the short term, while decelerating US growth could support it in the intermediate term.

Gold remains an attractive hedge against various risks, including fiscal largesse and geopolitics. Softening activity in China
and decelerating US growth suggest a mixed outlook for industrial commodities like oil and copper.

The US dollar will likely weaken in the first half of 2026 and recover in the second half, leaving it unchanged from the
current level. The Japanese yen has runway to appreciate, given that Japan's deflationary period is likely ending. Meanwhile,
the euro could see modest upside from any fiscally induced cyclical growth in Europe.

Global Equities vs. Global Fixed Income US Equities vs. Non-US Equities

++ + 0 + ++ ++ + 0 + ++
Equities —@—————— Fixed Income us —@——— Non-US
Global Value vs. Global Growth Global Cyclicals vs. Global Defensives
+H+ + 0 + ++ +H+ + 0 + ++
Value ——@—— Growth Cyclicals —— @ Defensives
Asset - - 0 + ++ Rationale -+

Equities
We recommend quality cash-flow ideas in growth and value universes, and midcap growth stocks. An economic soft landing is
us —————@— still the base case if the labor market holds. A potential rise in interest rates, driven by debt and deficits, could be the biggest
constraint. Rich valuations amid high policy uncertainty point to investor complacency.

Underweighting European equities looks sensible, given declining domestic demand, tariff risks from the ExUK @—
Europe i) Trump administration and a weakening China. Should European and Chinese stimulus prove effective, a
reinvigoration of global cyclical growth could benefit European equities. uw —@—

Japanese equities merit an overweight, given what we expect to be a multiyear revaluation, driven by stronger economic growth
Japan —————@— that could boost pricing power, corporate efforts to return on investment and shareholder-friendlier policies. A strengthening
yen from a low base would help boost US dollar-based returns.

Indian equities are favored as monetary easing and a capital spending recovery lift multiples. Chinese China —@—
Emerging Asia @) —— equities merit a market weight, with efforts to stimulate likely stabilizing the economy but potentially
insufficient to spur reflation. The US-China trade conflict is a wild card. India —@
Brazil —
Latin America Brazilian equities could benefit from an easing in real yields from exceptionally restrictive levels. In Mexico, rezt L4
] ._we expect nearshoring to remain an important growth driver, with rising metal prices a possible tailwind. Max
exico —@—

Morgan Stanley & Co. Research expects the US dollar to weaken in the first half of 2026, and rebound in the Euro —@-—
US Dollar ———@—— second half, leaving it unchanged from the current level. We believe the yen has runway to appreciate with
the winding down of Japan's deflationary regime. Yen —@

Commodities

Oil prices face downside pressure from a soft supply-demand balance, given continued growth in non-OPEC

Energy —@— supply and OPEC production entering 2026 at an elevated level. Energy infrastructure and MLPs look Crude Oil —@—
attractive.
Industrial Softening activity indicators in China and an end to the frontloading of tariff-related US demand may weigh
Metal @~ on copper prices, as US inventories are now well stocked. Significant supply challenges are likely to limit Copper —@—
etats downside.
Precious | ____ Demand for real assets to hedge against inflation and uncertainty and secular central bank buying, should Gold —@
Metals support precious metals like gold. We like the metal as a hedge against geopolitical risks and fiscal deficits.

Fixed Income

Core vs. Opportunistic Duration (Bloomberg US Aggregate = 6.04) Credit Quality (0 = BBB Avg.)

+ + 0 + ++ +H+ + 0 + ++ +H+ + 0 + ++
Core —@————— Opportunistic Lower ——@—————— Higher Higher ——@-————— Lower

See our Fixed Income Insights weekly publication for our most recent perspectives.

Note: 12-month investment horizon. ++ most attractive, + moderately attractive, O neutral, - moderately unattractive, - most unattractive.
Source: Morgan Stanley Wealth Management GIO as of Jan. 2, 2026

Please refer to important information, disclosures and qualifications at the end of this material. Morgan Stanley Wealth Management 7



GLOBAL INSIGHTS

MACRO
GLOBAL ECONOMIC GROWTH

MANUFACTURING PURCHASING MANAGER INDICES (PMI) REAL GDP GROWTH (%)
Jan'25 Feb25 Mar'25 Apr'25 May'25 Jun'25 Jul25 Aug225 Sep'25 Oct'25 Nov'25 Dec25 COUNTRY QoQ YoY
us 512 527 502 502 520 529 498 530 520 525 522 518 us 43 23
@ ¥ Japan 487 490 484 487 494 501 49.0 497 486 482 487 50.0 @ “ Japan -0.6 0.6
9. E Canada 51.6 478 463 453 46.1 45.6 46.1 483 477 496 484 486 9. E Canada 26 0.4
w E UK 483 469 449 44 464 477 48.0 47.0 462 497 502 506 [T E UK 0.1 13
E 2 France 450 458 485 487 498 481 48.2 50.4 482 488 478 50.7 E = France 0.5 0.9
Germany 450 465 483 484 483 490 491 49.8 495 496 482 470 Germany 0.0 03
China 50.1 50.8 51.2 504 483 504 495 50.5 51.2 506 499 50.1 China 11 5.0
g E India 577 563 581 582 576 584 591 593 577 592 566 55.0 L E India 2.0 8.2
© & Taiwan 511 515 498 478 486 472 46.2 414 46.8 477 488 50.9 © & Taiwan 44 8.2
& % Korea 503 499 491 475 477 487 480 483 507 494 494 501 & Z Korea 13 18
E = Brazil 507 530 518 503 494 483 482 477 465 482 488 476 E = PBrazil 0.1 1.8
Mexico 491 476 465 448 467 463 491 50.2 496 495 473 46.1 Mexico -0.3 -0.1

Note: PMIs above 50 represent month-over-month economic expansion; below 50 represent contraction.
Source: Morgan Stanley Wealth Management GIO, Bloomberg as of Jan. 2, 2026

INFLATION, INTEREST RATES, UNEMPLOYMENT AND FX

YOY INFLATION (%) 10-YR GOVT.BOND YIELD (%) UNEMPLOYMENTRATE (%) USD EXCHANGE RATE CENTRAL BANK

COUNTRY CURRENT YEARAGO  CURRENT YEAR AGO CURRENT  YEARAGO CURRENT  YOY (%) POLICY PHASE
us 27 27 42 46 46 42 Easing
2 w» Japan 2.0 31 21 11 26 25 PY 156.76 -0.5 Holding
S E Canada 2.2 1.9 3.4 3.2 65 6.9 CAD 138 4.1 Holding
§ EEE UK 32 26 45 46 5.1 43 GBP 0.74 75 Easing
a France 0.9 13 3.6 33 75 7.2 EUR 0.85 13 Holding
Germany 23 22 29 2.4 6.3 6.1 Holding
China 0.7 0.2 1.9 1.6 4.0 42 CNY 6.99 4.9 Holding
Q w India 0.7 55 6.6 6.8 77 71 INR 9029 49 Holding
G ¥ Taiwan 12 21 14 17 34 34 TWD 3154  -4.2 Holding
E £ Korea 23 1.9 34 2.8 2.7 27 KRW %47  -09 Holding
& = Brazl 45 49 13.7 14.8 5.2 6.1 BRL 5.41 131 Easing
Mexico 3.8 46 9.0 10.4 27 2.6 MXN 1792 134 Holding

Source: Morgan Stanley Wealth Management GIO, Bloomberg as of Jan. 2, 2026

ECONOMIC SURPRISE INDEXES

Citi Economic Suprise Indexes for Select Developed Economies Citi Economic Suprise Indexes for Select Emerging Economies
—US —Eurozone —Japan —Emerging Markets China ——Latin America
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GLOBAL INSIGHTS

GLOBAL EQUITY MARKET FUNDAMENTALS

GLOBAL EQUITY MARKET VALUATIONS AND EARNINGS

12-MONTH FORWARD P/E 12-MONTH FORWARD P/E RELATIVE TO:  TRAILING 3-YEAR 12-MONTH FORWARD EPS

MSCI INDEX CURRENT (x) HISTORY (x) MSCI ACWI (x) EPS GROWTH (%) EST. GROWTH (%) REVISIONS
a USA 221 1.3 1.2 6.7 15.0 0.6
Y E Japan 171 11 0.9 15 34.4 1.2
g X Canada 17.2 1.2 0.9 0.9 12.0 2.0
o g UK 13.5 11 0.7 2.7 31 0.8
e Europe ex UK 16.1 1.2 0.9 1.6 1.0 0.5
© China 2.4 11 0.7 6.1 174 0.4
Z I India 22.1 13 1.2 17.9 18.9 -0.1
g X Taiwan 19.2 13 1.0 2.5 215 21
= < Korea 9.8 1.0 0.5 3.9 30.1 23.4
Latin America 10.8 0.9 0.6 123 14.3 5.4

Note: History is based on MSCI data since 2006. Revisions are changes in consensus estimates relative to trailing two-month average.
Source: Morgan Stanley Wealth Management GIO, Bloomberg as of Jan. 2, 2026

GLOBAL PRICE-TO-BOOK RATIOS AND ROE

6.0x us
*
5.0x
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.g 1.0x South China —/’\ \
a - Korea Italy Brazil
0.0x
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Return-on-Equity

Note: Based on MSCl indexes.
Source: Morgan Stanley Wealth Management GIO, Bloomberg as of Jan. 2, 2026

GLOBAL EQUITY RISK PREMIUMS
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Equities are Cheaper Than Bonds
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Bonds are Cheaper Than Equities
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Note: Risk premium is the forward-12 month earnings yield less 10-year govt. bond yield.
Source: Morgan Stanley Wealth Management GIO, Bloomberg as of Jan. 2, 2026
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GLOBAL INSIGHTS

ASSET CLASS PERFORMANCE

EQUITIES
Last 12-Month Country Relative Returns: MSCI Country Last 12-Month Sector Relative Returns: MSCI ACWI ex USA
o, Indexes vs. the MSCI USA Index Index vs. MSCI USA Index
100% 35%
80% 30% Non-US Sectors Outperform
60% 25%
40% 20%
20% 15%
10%
0% 5%
20% Non-US Underperforms 0%
India Japan Europe UK China Canada Brazil Taiwan Mexico Korea Health Comm. Energy Cons. Cons. Inf. Real Indus- Utili- Finan- Mate-
ex UK Care Svcs. Disc. Staples Tech. Estate trials ties cials rials
Note: Total returns on a US dollar basis based on MSCl indexes. Note: Total returns on a US dollar basis based on MSCl indexes.
Source: Morgan Stanley Wealth Management GIO, Bloomberg as of Jan. 2, Source: Morgan Stanley Wealth Management GIO, Bloomberg as of Jan. 2, 2026
2026
COMMODITIES CURRENCIES
Last 12-Month Returns by Commodity
0%
120%
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-20%
-40%
Crude Soy- Iron Nat. Alumi- Copper Gold Palla- Plati- Silver
Oil bean Ore Gas num dium num
Note: Returns are based on USD terms.
Source: Morgan Stanley Wealth Management GIO, Bloomberg as of Jan. 2, Source: Morgan Stanley Wealth Management GIO, Bloomberg as of Jan. 2, 2026

2026

GLOBAL GOVERNMENT BONDS

Note: Total returns in USD terms are for 7-10 year duration.,; local currency returns used for Brazil and India.
Source: Morgan Stanley Wealth Management GIO, Bloomberg as of Jan. 2, 2026
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