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Q2 2025 Municipal Market Review

WEAK TECHNICALS LATE IN Q2 RESULT IN TAX-EXEMPT MUNICIPAL UNDERPERFORMANCE VS TAXABLE INDICES
* Muni Bond Index: -0.12% | HY Muni Index: -1.14% | Taxable Muni Index: +0.81%
* US Treasury: +0.85% | Corporate: +1.82%

MUNICIPAL CURVE ‘TWIST STEEPENS’ IN Q2 AND YTD, AS INVESTORS SHOW PREFERENCE FOR SHORTER

MATURITIES

Q2 25 AAA Muni YTD 25 AAA Muni

« 2-Year: 2.68% > 2.58% -10 bps * 2-Year: 2.82% > 2.58% -24 bps
* 5-Year 2.86% - 2.67% -19 bps * 5-Year 2.87% - 2.67% -20 bps
* 10-Year 3.26% > 3.26% +0 bps « 10-Year 3.06% - 3.26% +20 bps
« 30-Year 4.24% > 4.54% +30 bps « 30-Year 3.90% > 4.54% +64 bps

MUNICIPAL FUND FLOWS NEGATIVE IN EARLY Q2, BUT TURN POSITIVE IN MAY AND JUNE
« Post ‘Liberation Day’ volatility, fund flows turn positive but ended Q2 with outflows of approximately $0.3bn.

» Short (+$2.7bn), Short/Intermediate ($1.3bn) and Intermediate (+$0.5bn) fund flows were strong, while demand for Long
Duration (-$4.9bn) funds weakened in Q2 vs Q1.

Past performance is no guarantee of future results. It is not possible to invest directly in an index. See end of report for important additional information. This commentary may contain statements that are not historical fatcs, referred to as
“forward looking statements”. Actual future results may differ significantly from those stated in any forward-looking statement, depending on factors such as changes in securities or financial markets or general economic conditions.
Source: Index Performance: Bloomberg, AAA YTD changes as of 6/30/2025. Fund Flows: J.P Morgan, Ratios: Bloomberg
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Overview
. In June, the Fed held rates steady at 4.25-4.5% and forecasted higher
inflation, higher unemployment and lower growth versus their projections in
in March.
. However, at the same time they kept their policy rate forecast to two cuts in

2025, unchanged between March and June.

. In short, the Fed is prioritizing the fight against inflation and wants to see
more labor data and the effects of tariffs, before considering further
adjustments to monetary policy.

. Short treasury yields declined during the quarter with 2-year and 5-year
yields 14bps and 12bps lower, respectively, while 10-year and 30-year
yields rose 8 bps and 26 bps, respectively.

. Similarly, municipal yields fell by 19bp in 5-years, while yields rose further
out on the curve with 10-year yields flat and 30-year yields higher by 30 bps.

Major Asset Class Returns
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Source: Bloomberg and Morningstar Direct as of 6/30/25. Past performance is no guarantee of future results. It is not possible to invest directly in an index. See end of report for important additional information. *Basis points (BPS) is a unit

that is equal to 1/100th of 1% and is used to denote the change in a financial instrument.
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Index Returns

. Q2 performance was positive out to approximately 9 years but turned
negative further out the curve.

. After outperforming in 2024 and Q1, high yield municipals underperformed
in Q2, down 1.14%.

. Short duration, investment-grade muncipals continued to outperform as the
3-year Index returned +1.05% while the 22+ year Index declined 1.94%.

. Given the volatility mitigation that short duration municipals provide and the
improving attractiveness of the longer end of the curve, we continue to like
barbell curve positioning heading into Q3.

Tax-Exempt and Taxable Index Returns
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Source: Bloomberg, MMA and Morningstar Direct as of 6/30/25. Past performance is no guarantee of future results. Performance less than one year is cumulative. It is not possible to invest directly in an index. See end of report for important

additional information.
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Municipal Fund Flows

Muni Mutual Fund Flows

. Though municipal fund flows were positive overall in Q2, they did turn
. . 1 32 o 9 one ang 0,
negative early in the quarter due to ‘Liberation Day’ volatility and April’s tax 6.00% 15
filing deadline. 5.00% 10
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Muni Fund Flows By Category
. By duration, long-term fund flows weakened during the quarter, while YTD Municipal Fund Flows ($Bn)
short/intermediate and short-term fund flow momentum accelerated.
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. By credit quality, both investment grade and high yield funds posted positive
flows. 37 4.1
2.7 2.2
- -_-l
0.0
All Investment High Long Intermediate Short/ Short
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Source: Thomson Reuters Municipal Market Data. Date Range: June 2010— June 2025.
Flow data provided by J.P. Morgan as of 6/30/2025.
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Municipal Issuance

. Following record issuance in 2024 ($496bn), new deal activity remained
robust in Q1 and Q2. At $282bn, new issuance is up 30% year-over-year.
Approximately 77% of issuance was new money and 23% refunding deals.

. We anticipate issuance will remain elevated in the second half of 2025 and
likely surpass 2024’s record levels.

. At $21.7bn, high yield municipal issuance in the first half of 2025 was up
relative to its trailing five-year average. However, it has represented only
~8% of overall municipal supply in 2025.

Municipal Bond Issuance: New vs. Refunding
Issuance (Billions)
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. Elevated yields, moderate issuance and strong fund flows continue to
provide a supportive backdrop for high yield municipals heading into the $20B
second half of the year. $10B
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Source: Municipal Bond Issuance data from Bloomberg Barclays Research and J.P. Morgan as of 6/30/2025. Private placement issuance counted as new capital.
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High Yield Municipals

. The yield-to-worst on the High Yield Municipal Index increased 22bps
during the quarter from 5.59% to 5.81%.

. The 5.81% vyield is 104 basis points (bps) higher than the average yield on
the Index over the last five years.

. With starting yield as one of the largest components of future returns in fixed
income, we believe now is a good time to be considering high yield munis.

. Municipal credit will not be immune to a slowing economy or the impacts of
tariffs. However, many municipal credits provide essential services to U.S.
based customers (hospitals, senior living providers, charter schools,
essential housing), which do not experience significant demand declines in
economic slowdowns.

. On the flip side, Medicaid cuts will negatively impact Medicaid dependent
healthcare credits while certain higher education and research facilities may
be impacted if the Trump administration permanently scales back grants
and federal funding. However, we do not expect widespread credit
weakening, and we believe that muni credit will remain resilient.
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Source: Barclays and Bloomberg, as of 6/30/2025. The index performance is provided for illustrative purposes only and is not meant to depict the performance of a specific investment. Past performance is no guarantee of future results.
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Muni-to-Treasury Yield Ratios

. Muni-to-treasury ratios richened slightly across the curve in Q2 but
remained near their most attractive levels in approximately 18 months.

. Specifically, the 5-year muni/treasury ratio decreased from 74% to 70%,
while the 10-year decreased from 78% to 77% however the 30-year
increased from 92% to 95%.

. Longer-dated municipal yields increased in Q2, a continuation of the YTD
trend. In the face of heavy supply, the muni curve has (twist) steepened, to

a greater degree than treasuries, resulting in attractive Muni/UST ratios out
on the curve.

. Between elevated starting yields and compelling relative value, we believe
now is a great entry point for the asset class.

AAA Muni-to-Treasury Yield Ratios (%)
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Source: Thomson Reuters as of 6/30/25, Bloomberg as of 6/30/25. Past performance is no guarantee of future results. See end of report for important additional information.
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Municipal Yield Curve

. . . . _ AAA Muni Yield Curve Comparison
. Consistent with Q1, the municipal curve twist steepened in Q2 as 2-year o ) P
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% of Municipal Curve Captured by 2-Yr Municipal Bond
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. With the curve steepening, the 2-year municipal now captures 57% of the 80%
30yr yield compared to 84% one year ago.
60%
. Despite the steepening, we believe short-term municipals remain attractive
for their defensive characteristics and value relative to taxable alternatives. 40% 6%
(]
19%
20%

o o . . . 0, [0}
At the same time, we continue to believe investors should consider a barbell 9% 11% gop 11% goy

approach by adding duration and locking in longer-term yields. 0ot
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Source: Thomson Reuters as of 6/30/25, Bloomberg as of 6/30/25. Past performance is no guarantee of future results. See end of report for important additional information.
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Most Sectors Will Likely Experience Stable Credit Quality in 2025

However, we believe credit pressure could arrive amid new administration federal policy decisions

4 N Y4 Y4 A

States & Water & Higher Charter

« State and Local Governments outlook remains stable. The median Locals Sewer Education Schools
rainy day fund balance as a percentage of general fund expenditures =D )
has grown every year since the aftermath of the Great Recession in é:]
fiscal 2011, and states are expecting to continue this streak. Revenues @ W
have increased this year but still less than the record setting year of / \ —

2022. Most states’ revenues are coming in line or above their g Stable ) Q Stable ) \ Mixed ) Q Stable >
estimates.

+ Higher education is mixed, and credit bifurcation continues to CCRCs Toll Roads Airports Essen_tial
widen. Strong institutions are holding their market position with Housing
healthy balance sheets while struggling schools face enrollment OOO
declines leading to weak operating performance and potential liquidity
issues. O U

* Healthcare is also mixed. Baby-boomer driven demand, combined ¢

. - ARy R0 anc, com Stable Stable Stable \_ Stable
with the sector’s track record of innovation and adaption remain central
to the sector’s overall resilience. Sector uncertainty persists as weaker e N/ N/ N\ / \
providers continue to work towards stabilizing cash flow and prioritizing Public Tobacco Hospitals Puerto
capital investments, while facing a new federal administration. Power Rico

* We have a negative outlook on the Tobacco sector. The negative
outlook is primarily driven by US smoker demographics, proliferation of
smoking alternatives and price inflation. -

( Stable > g Negative ) \_ Mixed > < Stable )

Source: Eaton Vance. For informational purposes and does not constitute an offer or a recommendation to buy or sell any particular security or do adopt any specific investment strategy.
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Municipal Credit Has Weakened in Recent Months but Remains Positive

Q1 2025’s ratio of 1.3 to 1 is the weakest since Q4 2020’s 0.3 to 1 ratio

Historical Ratings Activity (Upgrades/Downgrades Ratio)

Y M, f\/\/\/\v/\\/\\ M
~ ¥

1002 1003 1004 1005 1006 1007 1008 1009 1010 1017 1012 1Q13 1014 1015 1016 1017 1018 1019 1020 1021 1022 1023 1024 1025

Sector Count of actions | Upgrade/downgrade ratio

School District 615 1.6
General Obligation 484 3.3
Appropriation 249 24
WWater & Sewer 207 1.0
Hospital 166

Sales & Excise Tax 129 151
Higher Education 105 07
Miscellaneous Tax 101 102
General Obligation District {Other) 72 55
Economic/Iindustrial Development B4 2.1
Secondary Education 55 6.3
Municipal Utility (Mixed) 53 1.6
Municipal Utility District 58

Appropriation (Self} 46 56
Airport 43 13.3
General Revenue Tax-Guaranteed 35 25
Tax Increment Financing 32 15.0
Hotel Occupancy Tax 30 14.0
Toll Highway/Bridge/Tunnel 30 14.0
Pension Obligation 29 6.3
Public Power System 28 3.0
Charter School 27 0.9
Community College District 26 12.0
General Obligation Hospital/Health District 26

Continuing Care Retirement Community 22

Metro Development District 20 19.0

Source: BofA Global Research, Moody’s Ratings, S&P Global Ratings. For informational purposes and does not constitute an offer or a recommendation to buy or sell any particular security or do adopt any specific investment strategy.
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Municipal Default Overview

Annual Technical Defaults have increased in recent years and could translate to increased monetary defaults in
the near future
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Source: MMA, as of 6/24/2025
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Municipal Default Overview

Number of Unique Annual Defaults YTD 2025 Number of Unique Defaults Decreased 11% YoY
Number of Unique Defaults
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Source: MMA. Default data as of 6/24/2025
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Taxable Equivalent Yields
Municipal Taxable-equivalent Yields Appear Very Attractive Relative to Other High-Quality Options

Taxable Equivalent Yields
11%
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Bloomberg US Aggregate Index Bloomberg US IG Corporate Bloomberg Municipal Bond Index

= Nominal Yield = Tax-Equivalent Yield

Sources: Barclays Live as of 6/30/25, Tax Policy Center. This table is for illustrative purposes only and uses the highest current applicable federal tax rates plus 3.8% health care tax.
not possible to invest directly in an index. See end of report for important additional information.

Bloomberg HY Muni Bond Index

Past performance is no guarantee of future results. Itis

Municipal Bond Market Monitor | Q2 2025
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Municipal Market Outlook

» The Federal Reserve left rates unchanged during both the May and June FOMC meetings, as Chairman Powell urged patience in the
evaluation of potential inflationary effects resulting from tariff policy.

« Weak seasonal technicals in Q2, coupled with macro uncertainty, resulted in a steeper muni curve and higher yields for longer-dated
securities, providing investors additional opportunity to lock in starting yields near decade highs

« Given attractive absolute yields and relative value, coupled with an improving technical picture, we anticipate net positive flows to the
asset class for the remainder of 2025.

» With the election behind us, we remain focused on the proposed legislation related to changes to marginal tax rates, the standard
deduction, the cap on State and Local Tax deductions (SALT) and the phaseout of the Alternative Minimum Tax (AMT) exemption.

Municipal Bond Market Monitor | Q2 2025
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Overview of Legislation and Municipal-Related Spending in Relief Bills

The Below Table Provides a High-level Summary of the Fiscal Support for Municipals Through the Four Most Recent Pieces of Legislation
Passed by Congress. In Aggregate, over $1.7 Trillion of Capital has Been Allocated to Various Parts of the Municipal Bond Market.

2021 Infrastructure Bill American Rescue Plan Dec. Federal Stimulus CARES Act
Total Muni Market Support $550 $650 $157 $347
States $136 $408 $30 $169
Locals - $182 $30 $164
Community based orgs. -- - - $1
Not for Profits - $0.8 $15 -
Healthcare -- $13 $4 $108
Primary/Sec Education -- $137 $58 $25
Higher education -- $40 $26 $17
Airports/Ports $42 $11 $2 $10
Surface transit $110 - $10 -
Mass transit $39 $30 $14 $25
Other Transportation $78 $2 $2 -
Housing -- $39 $25 -
Utilities $143 - - -

Source: US Congress, J.P Morgan. Note: Sum of individual sector amounts may not add up to aggregate total due to double counting, as much of the capital is shared across sectors.
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RISK CONSIDERATIONS

An imbalance in supply and demand in the municipal market may result in valuation uncertainties and
greater volatility, less liquidity, widening credit spreads and a lack of price transparency in the market.
There generally is limited public information about municipal issuers. Investments in income securities
may be affected by changes in the credit worthiness of the issuer and are subject to the risk of non-
payment of principal and interest. The value of income securities also may decline because of real or
perceived concerns about the issuer’s ability to make principal and interest payments. As interest rates
rise, the value of certain income investments is likely to decline. Diversification cannot ensure a profit or
eliminate the risk of loss. Debt securities are subject to risks that the issuer will not meet its payment
obligations. Low rated or equivalent unrated debt securities of the type in which a strategy will invest
generally offer a higher return than higher rated debt securities, but also are subject to greater risks that
the issuer will default. Unrated bonds are generally regarded as being speculative.

Municipal Bond Market Monitor | Q2 2025
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ADDITIONAL INFORMATION

Credit ratings that may be referenced are based on Moody's, S&P or Fitch, as applicable. Credit ratings
are based largely on the rating agency's investment analysis at the time of rating and the rating assigned
to any particular security is not necessarily a reflection of the issuer's current financial condition. The
rating assigned to a security by a rating agency does not necessarily reflect its assessment of the volatility
of a security's market value or of the liquidity of an investment in the security. Ratings of BBB or higher by
Standard and Poor's or Fitch (Baa or higher by Moody's) are considered to be investment grade quality.

There is no guarantee that any investment strategy will work under all market conditions, and each
investor should evaluate their ability to invest for the long-term, especially during periods of downturn in
the market. A separately managed account may not be appropriate for all investors. Separate
accounts managed according to the Strategy include a number of securities and will not
necessarily track the performance of any index. Please consider the investment objectives, risks
and fees of the Strategy carefully before investing. A minimum asset level is required. For
important information about the investment managers, please refer to Form ADV Part 2.

The views and opinions and/or analysis expressed are those of the author or the investment team as of
the date of preparation of this material and are subject to change at any time without notice due to market
or economic conditions and may not necessarily come to pass. Furthermore, the views will not be
updated or otherwise revised to reflect information that subsequently becomes available or circumstances
existing, or changes occurring, after the date of publication.

The views expressed do not reflect the opinions of all investment personnel at Morgan Stanley
Investment Management (MSIM) and its subsidiaries and affiliates (collectively “the Firm”), and may not
be reflected in all the strategies and products that the Firm offers.

Forecasts and/or estimates provided herein are subject to change and may not actually come to pass.
Information regarding expected market returns and market outlooks is based on the research, analysis
and opinions of the authors or the investment team. These conclusions are speculative in nature, may not
come to pass and are not intended to predict the future performance of any specific strategy or product
the Firm offers. Future results may differ significantly depending on factors such as changes in securities
or financial markets or general economic conditions.

This material has been prepared on the basis of publicly available information, internally developed data
and other third-party sources believed to be reliable. However, no assurances are provided regarding the
reliability of such information and the Firm has not sought to independently verify information taken from
public and third-party sources.

This material is a general communication, which is not impartial and all information provided has been
prepared solely for informational and educational purposes and does not constitute an offer or a
recommendation to buy or sell any particular security or to adopt any specific investment strategy. The
information herein has not been based on a consideration of any individual investor circumstances and is
not investment advice, nor should it be construed in any way as tax, accounting, legal or regulatory
advice. To that end, investors should seek independent legal and financial advice, including advice as to
tax consequences, before making any investment decision.

The Firm does not provide tax advice. The tax information contained herein is general and is not
exhaustive by nature. It was not intended or written to be used, and it cannot be used by any taxpayer, for
the purpose of avoiding penalties that may be imposed on the taxpayer. Each Jurisdiction tax laws are
complex and constantly changing. You should always consult your own legal or tax professional for
information concerning your individual situation.

Charts and graphs provided herein are for illustrative purposes only. Past performance is no guarantee
of future results.

The indexes are unmanaged and do not include any expenses, fees or sales charges. It is not possible to
invest directly in an index. Any index referred to herein is the intellectual property (including registered
trademarks) of the applicable licensor. Any product based on an index is in no way sponsored, endorsed,
sold or promoted by the applicable licensor and it shall not have any liability with respect thereto.

This material is not a product of Morgan Stanley’s Research Department and should not be regarded as a
research material or a recommendation.

Municipal Bond Market Monitor | Q2 2025
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ADDITIONAL INFORMATION
Important Information and Disclosure

TERMS

Municipal-to-Treasury Yield Ratios are relative value indicators that measure the richness or
cheapness of Municipal bond yields to comparable maturity Treasury bond yields.

Yield to Worst is a measure which reflects the lowest potential yield earned on a bond without the issuer
defaulting. The yield to worst is calculated by making worst-case scenario assumptions by calculating the
returns that would be received if provisions, including prepayment, call or sinking fund, are used by the
issuer.

INDEX DEFINITIONS
Bloomberg Municipal Bond Index is an unmanaged index of municipal bonds traded in the U.S.

Bloomberg High Yield Municipal Bond Index is an unmanaged index of non-Investment Grade
Municipal bonds traded in the U.S.

Bloomberg Taxable Municipal Bond Index is an unmanaged index of Taxable Municipal Bonds traded
in the U.S.

Bloomberg U.S. Treasury Index measures public debt instruments issued by the U.S. Treasury.

Bloomberg U.S. Aggregate Index is an unmanaged index of domestic investment-grade bonds,
including corporate, government and mortgage-backed securities.

Bloomberg U.S. Corporate High Yield Index measures USD-denominated, non-investment grade
corporate securities.

Bloomberg U.S. Corporate Index is an unmanaged index that measures the performance of investment-
grade corporate securities within the Barclays Capital U.S. Aggregate Index.

S&P/LSTA Leveraged Loan Index is an unmanaged index of the institutional leveraged loan market.

Standard & Poor’s 500 Index is an unmanaged index of large-cap stocks commonly used as a measure
of U.S. stock market performance.

“Bloomberg®” and the Bloomberg Index/Indices used are service marks of Bloomberg Finance L.P. and
its affiliates, and have been licensed for use for certain purposes by Morgan Stanley Investment
Management (MSIM). Bloomberg is not affiliated with MSIM, does not approve, endorse, review, or
recommend any product, and. does not guarantee the timeliness, accurateness, or completeness of any
data or information relating to any product.

Municipal Bond Market Monitor | Q2 2025
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ADDITIONAL INFORMATION

The Firm has not authorised financial intermediaries to use and to distribute this material, unless such use
and distribution is made in accordance with applicable law and regulation. Additionally, financial
intermediaries are required to satisfy themselves that the information in this material is appropriate for any
person to whom they provide this material in view of that person’s circumstances and purpose. The Firm
shall not be liable for, and accepts no liability for, the use or misuse of this material by any such financial
intermediary.

This material may be translated into other languages. Where such a translation is made this English
version remains definitive. If there are any discrepancies between the English version and any version of
this material in another language, the English version shall prevail.

The whole or any part of this material may not be directly or indirectly reproduced, copied, modified, used
to create a derivative work, performed, displayed, published, posted, licensed, framed, distributed or
transmitted or any of its contents disclosed to third parties without the Firm’s express written consent.
This material may not be linked to unless such hyperlink is for personal and non-commercial use. All
information contained herein is proprietary and is protected under copyright and other applicable law.

Eaton Vance and is part of Morgan Stanley Investment Management. Morgan Stanley Investment
Management is the asset management division of Morgan Stanley.
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