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How High Can Vol Go Up Under Warsh?

Market sensitivity to data surprises went down from Greenspan to Powell. Now Warsh could reverse
this.
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Please Return to Your Seats — The Seatbelt Sign Is On

Fed pricing has overshot, but reduced forward guidance means more symmetrical volatility in
pricing. The stretched USD rally and a dovish narrative pivot raise risks of a volatile ‘snapback’.

The hawkish Fed repricing has propelled the USD to FX vol is under-pricing ‘the noisiest front-end in a
YTD highs generation’
100 .
40 . \ 90 /*‘
Average June SEP End-2026 'Dot |
ER: Y T 80 f ¥
36 WigHase Case T ARGAS T 70 g ——
3.4 60
3.2 50 ‘ LA, 10th %il
_ 40 | U\
3.0 30, | s
Percent 20 w ,
10 4
3 0 WY
1 1.25
0.50
-1 -
0.25 " haa o o
-3 -1.00
Jan Feb Mar Apr May Jun Jan Feb Mar Apr May Jun

2026
= Market Pricing for Dec '26 Fed Funds =DOLLAR INDEX SPOT

Source: Bloomberg, Macrobond, Morgan Stanley Research

2026
FXVIX (%ile) = EUR/USD 3m IV (%ile) = EUR/USD 3m 25d RR




Morgan Stanley

Vishwas Patkar
Head of US Credit Strategy



Morgan Stanley

The Pain Trade for Credit Is Lower Yields More than Rates Vol

Credit remains more insulated from rates vol than other markets. Persistent rates volatility could
dent fund flows, but high all-in yields support robust demand from insurance companies and

overseas investors.

Persistent rates volatility might dent strong inflows...
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... but attractive all-in yields provide a strong anchor

US IG Corp Spreads vs. Yields
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BB Loans for Carry, Credit Vol Extremely Low, Skew Steep

BB loans provide a spread pick-up versus similar-rated bonds, and cushion against front-end
rates volatility. Credit vol remains very low, and skew steep.

We like BB loans to cushion against front-end rates Credit volatility relative to equities at multi-year lows,
volatility while downside skew is very steep
CDX IG Vol (Price) / SPX Vol (1wk MA)
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The Signal From Gold and Equities Is That Warsh Was the Right Pick for Fed Chair
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The Broadening Out Story Is Re-Emerging as Market Starts to Believe the “Run it Hot”
and Rebalancing Strategy Is Sustainable
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And, It Could Be Aided by a Peak in Momentum Leadership—Semis
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Principal is returned on a monthly basis over the life of the security. Principal prepayment can significantly affect the monthly income stream and the maturity of any type of MBS, including standard MBS, CMOs and Lottery
Bonds. Yields and average lives are estimated based on prepayment assumptions and are subject to change based on actual prepayment of the mortgages in the underlying pools. The level of predictability of an
MBS/CMO's average life, and its market price, depends on the type of MBS/CMO class purchased and interest rate movements. In general, as interest rates fall, prepayment speeds are likely to increase, thus shortening
the MBS/CMO's average life and likely causing its market price to rise. Conversely, as interest rates rise, prepayment speeds are likely to decrease, thus lengthening average life and likely causing the MBS/CMO's market
price to fall. Some MBS/CMOs may have "original issue discount" (OID). OID occurs if the MBS/CMO’s original issue price is below its stated redemption price at maturity, and results in "imputed interest" that must be
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value of the CMO and not to any premium paid.
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The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (DIFC Branch), regulated by the Dubai Financial Services Authority (the DFSA) or by Morgan Stanley & Co.
International plc (ADGM Branch), regulated by the Financial Services Regulatory Authority Abu Dhabi (the FSRA), and is directed at Professional Clients only, as defined by the DFSA or the FSRA, respectively. The financial
products or financial services to which this research relates will only be made available to a customer who we are satisfied meets the regulatory criteria of a Professional Client. A distribution of the different MS Research ratings or
recommendations, in percentage terms for Investments in each sector covered, is available upon request from your sales representative.

The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (QFC Branch), regulated by the Qatar Financial Centre Regulatory Authority (the QFCRA), and is directed at business
customers and market counterparties only and is not intended for Retail Customers as defined by the QFCRA.

As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment advisory activity. Investment advisory service is provided exclusively
to persons based on their risk and income preferences by the authorized firms. Comments and recommendations stated here are general in nature. These opinions may not fit to your financial status, risk and return preferences. For
this reason, to make an investment decision by relying solely to this information stated here may not bring about outcomes that fit your expectations.

The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no warranties or representations relating to the accuracy, completeness, or
timeliness of the data they provide and shall not have liability for any damages relating to such data. The Global Industry Classification Standard (GICS) was developed by and is the exclusive property of MSCI and S&P.

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

Indicators and trackers referenced in Morgan Stanley Research may not be used as, or treated as, a benchmark under Regulation EU 2016/1011, or any other similar framework.

The issuers and/or fixed income products recommended or discussed in certain fixed income research reports may not be continuously followed. Accordingly, investors should regard those fixed income research reports as providing
stand-alone analysis and should not expect continuing analysis or additional reports relating to such issuers and/or individual fixed income products.

Morgan Stanley may hold, from time to time, material financial and commercial interests regarding the company subject to the Research report.

Registration granted by SEBI and certification from the National Institute of Securities Markets (NISM) in no way guarantee performance of the intermediary or provide any assurance of returns to investors. Investment in securities
market are subject to market risks. Read all the related documents carefully before investing. dr2006
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