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When we wrote about the role of credit markets in financing the Al and data center
build-out around the middLle of last year, the direction of travel was clear: realizing
Al's transformative potential would require an unprecedented level of capex. What
has surprised us since is the scale and speed of that spending, both of which have
exceeded our expectations by a wide margin. Credit channels have not only proven
broader and deeper than we anticipated, spanning public and private markets, but
have seen remarkable structural innovation that is blurring the lines between the
two. This week we take stock of the credit markets, how the financing ecosystem is
evolving, and where constraints may appear as this cycle matures.

The upward revision to capex expectations has been dramatic. A year ago, we
projected the combined capex of the five large hyperscalers at ~$450 billion in both
2026 and 2027. Following first quarter earnings reports and calls, Morgan Stanley's
internet equity analysts, led by Brian Nowak, now expect hyperscaler capex of
roughly $800 billion in 2026 and $1.16 trillion in 2027. One data point captures the
surge in underlying compute demand: according to OpenRouter, global weekly
token usage—a key proxy for compute—nhas risen by roughly 350% since early
January, increasing from about 6 trillion to 28 trillion tokens.

Credit markets have proven far more flexible than we anticipated. YTD, we estimate
over $200bn of public Al-related issuance across the different credit channels. We
assumed unsecured issuance would be limited by the scale of the largest non-
financial issuers, confined to investment grade credit, and largely USD denominated.
Instead, some hyperscaler issuance has exceeded even the largest telecom names—
Oracle and Amazon are now among the top three non-financial issuers in the I1G
index. At the same time, funding has expanded well beyond USD into EUR, GBP, CHF,
and CAD markets. The issuer base has also broadened to include data center REITs
and neoclouds, particularly in the high-yield market.

The scope of financing has widened beyond the data center shells themselves. GPU
financing, which we assumed would be funded almost entirely with equity capital,
has begun to migrate into credit markets. Funding is now coming through broadly
syndicated loans and asset based financing, with ABS structures not far behind. This Morgan Stanley does and seeks 1o do business with
is an important shift in financing the Al build-out, highlighting the growing reach of companies covered in Morgan Stanley Research. As a result,
investors should be aware that the firm may have a conflict of

interest that could affect the objectivity of Morgan Stanley
Research. Investors should consider Morgan Stanley

credit markets in this cycle.

Structural innovation illustrates how rapidly the credit ecosystem is adapting to the Research as only a single factor in making their investment
demands of Al-driven capex. We have seen financings that combine elements of decision. o ) )
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the investor base, reduced funding frictions, and further blurred traditional
boundaries — between both corporate and project finance and public and private

credit.

At the same time, physical, operational, and political constraints are beginning to
shape the pace and the composition of the Al infrastructure build-out—and, by
extension, the demand for financing. Grid access, power generation equipment,
skilled labor, and permitting delays are emerging as binding constraints,
compounded by political and regulatory frictions at the local, national, and
international level.

Stephen Byrd, Morgan Stanley's head of thematic research, estimates a 55 gigawatt
power shortfall facing data center developers, highlighting the scale of the
challenge. The financing needs of Al infrastructure and the energy system itself are
starting to converge. “Off grid” power solutions (from fuel cells and gas turbines to
energy storage) and “time to power” solutions (e.g., repurposing Bitcoin mining
sites) are increasingly likely to be acquired or financed directly by Al players. As
power availability becomes a gating factor, the Al build-out is likely to pull energy
infrastructure financing more tightly into its orbit.

Another potential fault line lies on the capital supply side. To date, life insurers have
emerged as a critical source of funding for Al and data center infrastructure,
supported by strong inflows into fixed annuities in a higher rate environment that
has positioned insurers as natural yield buyers. This source of capital, however, is
not immune to macro shifts. A meaningful decline in interest rates could slow
annuity sales, tempering the availability of insurance capital just as financing needs
are accelerating.

Geopolitics also adds uncertainty. Capital from the Middle East has been an
important source of funding both in the region and globally, for data centers, energy
infrastructure, and adjacent assets. It remains unclear whether the current conflict
will dampen these flows through heightened risk aversion, or intensify them as
capital seeks strategic, long duration investments. Either way, the interaction
between geopolitics and global capital allocation is likely to affect the trajectory of
Al-related infrastructure financing.

The capex requirements underpinning Al infrastructure are expanding exponentially,
and with them the role of credit markets in financing this build-out. Along the way,
there will be winners and losers, periods of adjustment, and a range of physical,
financial, and political constraints that shape outcomes on the margin. But the
broader trajectory is clear. The scale, duration, and strategic importance of Al
infrastructure investment mean that its financing will remain a defining theme for
credit markets and credit investors for years to come.

Enjoy your Sunday.
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Quantitative Equity Strategy: Launching QAML — Stock Selection Framework: Quant

+ Analyst + Machine Learning

Quantitative Equity Research: Quant Driven Earnings Ideas — Stocks Poised for
Earnings Surprises in May 2026

Asia Economics: Humanoids and Robots — The Next Chapter in China's Dominance in
Global Manufacturing

The Oil Manual: US Gasoline: Tight Balance; Fair Value For Now

What We Are Watching This Week
MONDAY, MAY 11

China Credit (one day during May 10-15): Total social financing likely came
in at Rmb1,250bn (vs. Rmb1,160bn in Apr-25).

China Inflation: PPI likely picked up to 1.9%Y (vs. 0.5% in Mar-26). CPl may
soften to 0.8%Y (vs. 1.0% in Mar-26). Core CPI likely held flat at 11%Y.

US Existing Home Sales: Existing home sales have been bouncing along the
bottom and declined 3.6% m/m in March. Inventories remain low but have
increased. Affordability has improved from the 2023 troughs but is still
challenged, and this has yet to spark demand. We do not expect a change

from the low trend in sales in the near term.
TUESDAY, MAY 12

US CPI: Core CPI will be firm in April; we forecast 0.36% m/m, 2.7% y/y (vs.
0.20% in March). Tariffs keep core goods inflation positive, while services
accelerate on shutdown payback in shelter and oil pass-through to airfares.
Headline is expected at 0.64% m/m, 3.8% y/y, NSA Index: 332.832. This
would be consistent with core PCE at 0.22% m/m in April.

Brazil IPCA (Apr): We expect IPCA decelerating to 0.74% m-o-m.

Japan Household Survey: We forecast real household consumption
expenditure decreases by -13% YoY in March.

Germany ZEW Expectations: We expect ZEW expectations for the next six
months to decline a touch in May (-17.5 from —17.2) on the back of elevated
energy prices and continued geopolitical uncertainty.

India CPI: We expect CPI to edge up on a YoY and sequential basis as food
and core prices tick up.

WEDNESDAY, MAY 13

Japan Balance of Payments: Current account surplus is expected to be
3920.0 billion yen in March.

EA Industrial Production: Solid business surveys until April in the

manufacturing sector suggest industrial production continued increasing in
March (0.3%M after 0.4%M).

EA GDP: The second estimate of 1Q26 GDP is expected to confirm the flash
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print of 0.1%Q. We foresee EA employment increased 0.1%Q on the quarter.

US PPI: PPI, and import prices the next day, will factor into our PCE price
forecasts. Ahead of CPI and PPI, we expect core PCE prices rose 0.22% m/m
in April.

THURSDAY, MAY 14

Peru Monetary Policy Meeting: We expect BCRP to remain on hold at 4.25%
amid higher inflation surprises driven by weak EL Nifio Costero, higher global
oil prices, and the Camisea disruption.

Japan Money Stock: We forecast money stock M2 increases +2.0% YoY in
April.

India WPI: We expect WPI to accelerate in YoY terms, led by a broad-based
uptick in prices, barring food prices. In sequential terms, however, we expect
WHPI to soften, as global commodity and fuel prices increase at a softer pace.

UK GDP: We expect flat activity, following what looked like a sharp monthly
acceleration in February. 1Q GDP data have been coming in stronger than
what we estimate is consistent with survey indicators for three years now,
and the BoE has also noted that the ONS might be producing non-seasonally
adjusted data. With such data quality issues, we accept that the band of
uncertainty around the central forecast is very wide. In any case, we think a
flat March print, paired perhaps with mild downside adjustments to the
February data, result in 1Q GDP growth of 0.6%Q. We think growth will be
boosted by capex and government spending, with less of a contribution from
private consumption. We expect GDP to flatline in 2Q and thereafter.

US Retail Sales: We expect weak control group sales, up 0.1% m/m, as higher
prices weigh on real income. Credit card transaction data, which we use as an
input, were also weak in April. Headline sales are stronger, boosted again by
gas, at 0.4% m/m. We expect restaurant sales declined 0.2% m/m.
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Mortgage Backed Securities (MBS) and Collateralized Mortgage Obligations (CMO)
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
inthe 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,
asinterest rates fall, prepayment speeds are likely toincrease, thus shortening the MBS/CMO's average life and likely causing its market price to rise. Conversely, asinterest 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 reported annually for tax purposes, resulting in a tax liability even
though interest was not received. Investors are urged to consult their tax advisors for more information. Government agency backing applies only to the face value of the CMO and not to any
premium paid.
The information and opinions in Morgan Stanley Research were prepared or are disseminated by Morgan Stanley & Co. LLC and/or Morgan Stanley CTV.M. S.A. and/or Morgan Stanley México,
Casa de Bolsa, S.A. de CV. and/or Morgan Stanley Canada Limited and/or Morgan Stanley & Co. International plc and/or Morgan Stanley Europe S.E. and/or RMB Morgan Stanley Proprietary
Limited and/or Morgan Stanley MUFG Securities Co,, Ltd. and/or Morgan Stanley Capital Group Japan Co, Ltd. and/or Morgan Stanley Asia Limited and/or Morgan Stanley Asia (Singapore)
Pte. (Registration number 1992062987) and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd (Registration number 200008434H), regulated by the Monetary Authority of Singapore
(which accepts legal responsibility for its contents and should be contacted with respect to any matters arising from, or in connection with, Morgan Stanley Research) and/or Morgan Stanley
Taiwan Limited and/or Morgan Stanley & Co International plc, Seoul Branch, and/or Morgan Stanley Australia Limited (ABN. 67 003 734 576, holder of Australian financial services license
No. 233742, which accepts responsibility for its contents), and/or Morgan Stanley Wealth Management Australia Pty Ltd (A.BN. 19 009 145 555, holder of Australian financial services license
No. 240813, which accepts responsibility for its contents), and/or Morgan Stanley India Company Private Limited having Corporate Identification No (CIN) U22990MH1998PTC115305, regulated
by the Securities and Exchange Board of India (SEBI") and holder of licenses as a Research Analyst (SEBI Registration No. INHOOOOOTI05), Stock Broker (SEBI Stock Broker Registration No.
INZ000244438), Merchant Banker (SEBI Registration No. INMOOOOT11203), and depository participant with National Securities Depository Limited (SEBI Registration No.
IN-DP-NSDL-567-2021) having registered office at Altimus, Level 39 & 40, Pandurang Budhkar Marg, Worli, Mumbai 400018, India; Telephone no. +91-22-61181000; Compliance Officer Details:
Mr. Tejarshi Hardas, Tel. No.: +91-22-61181000 or Email: tejarshihardas@morganstanley.com; Grievance officer details: Mr. Tejarshi Hardas, Tel. No.: +91-22-61181000 or Email: msic-compli-
ance@morganstanley.com which accepts the responsibility for its contents and should be contacted with respect to any matters arising from, or in connection with, Morgan Stanley Research,
and their affiliates (collectively, "Morgan Stanley"). Morgan Stanley India Company Private Limited (MSICPL) may use Al tools in providing research services. All recommendations contained
herein are made by the duly qualified research analysts.
For important disclosures, stock price charts and equity rating histories regarding companies that are the subject of this report, please see the Morgan Stanley Research Disclosure Website
at www.morganstanley.com/eqr/disclosures/webapp/generalresearch, or contact your investment representative or Morgan Stanley Research at 1585 Broadway, (Attention: Research
Management), New York, NY, 10036 USA.
Forvaluation methodology and risks associated with any recommendation, rating or price target referencedin this research report, please contact the Client Support Team as follows: US/Canada
+1 800 303-2495; Hong Kong +852 2848-5999; Latin America +1 718 754-5444 (U.S.); London +44 (0)20-7425-8169; Singapore +65 6834-6860; Sydney +61(0)2-9770-1505; Tokyo +81
(0)3-6836-9000. Alternatively you may contact your investment representative or Morgan Stanley Research at 1585 Broadway, (Attention: Research Management), New York, NY 10036 USA.

Analyst Certification
The following analysts hereby certify that their views about the companies and their securities discussed in this report are accurately expressed and that they have not received and will not

receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report: Raquel Kanner; Vishwas Patkar; Vishwanath Tirupattur.

Global Research Conflict Management Policy
Morgan Stanley Research has been published in accordance with our conflict management policy, which is available at www.morganstanley.com/institutional/research/conflictpolicies. A
Portuguese version of the policy can be found at www.morganstanley.com.br

Important Regulatory Disclosures on Subject Companies

The equity research analysts or strategists principally responsible for the preparation of Morgan Stanley Research have received compensation based upon various factors, including quality
of research, investor client feedback, stock picking, competitive factors, firm revenues and overall investment banking revenues. Equity Research analysts' or strategists' compensation is not
linked to investment banking or capital markets transactions performed by Morgan Stanley or the profitability or revenues of particular trading desks.

Morgan Stanley and its affiliates do business that relates to companies/instruments covered in Morgan Stanley Research, including market making, providing liquidity, fund management,
commercial banking, extension of credit, investment services and investment banking. Morgan Stanley sells to and buys from customers the securities/instruments of companies covered in
Morgan Stanley Research on a principal basis. Morgan Stanley may have a position in the debt of the Company or instruments discussed in this report. Morgan Stanley trades or may trade
as principal in the debt securities (or in related derivatives) that are the subject of the debt research report.

Certain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions.

STOCK RATINGS

Morgan Stanley uses a relative rating system using terms such as Overweight, Equal-weight, Not-Rated or Underweight (see definitions below). Morgan Stanley does not assign ratings of Buy,
Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not the equivalent of buy, hold and sell. Investors should carefully read the definitions of all
ratings used in Morgan Stanley Research. In addition, since Morgan Stanley Research contains more complete information concerning the analyst's views, investors should carefully read Morgan
Stanley Research, in its entirety, and not infer the contents from the rating alone. In any case, ratings (or research) should not be used or relied upon as investment advice. An investor's decision
to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings) and other considerations.

Global Stock Ratings Distribution

(as of April 30,2026)

The Stock Ratings described below apply to Morgan Stanley's Fundamental Equity Research and do not apply to Debt Research produced by the Firm.

For disclosure purposes only (in accordance with FINRA requirements), we include the category headings of Buy, Hold, and Sell alongside our ratings of Overweight, Equal-weight, Not-Rated
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and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not the equivalent of buy,
hold, and sell but represent recommended relative weightings (see definitions below). To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a

buy recommendation; we correspond Equal-weight and Not-Rated to hold and Underweight to sell recommendations, respectively.

Other Material Investment Services

Coverage Universe Investment Banking Clients (IBC) )
Clients (MISC)
Stock Rating % of Rating % of Total Other
Count % of Total Count % of Total IBC Count
Category Category MISC
Overweight/Buy 1546 42% 467 51% 30% 709 44%
Equal-weight/Hold 1568 43% 358 39% 23% 715 44%
Not-Rated/Hold 4 0% 0 0% 0% 1 0%
Underweight/Sell 555 15% 84 9% 15% 202 12%
Total 3,673 909 1627

Data include common stock and ADRs currently assigned ratings. Investment Banking Clients are companies from whom Morgan Stanley received investment banking compensation in the

last 12 months. Due to rounding off of decimals, the percentages provided in the "% of total" column may not add up to exactly 100 percent.

Analyst Stock Ratings

Overweight (O or Over) - The stock's total return is expected to exceed the total return of the relevant country MSCl Index or the average total return of the analyst's industry (or industry
team’s) coverage universe, on a risk-adjusted basis over the next 1218 months.

Equal-weight (E or Equal) - The stock's total return is expected to be in line with the total return of the relevant country MSCl Index or the average total return of the analyst's industry (or
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industry (or industry team's) coverage universe, on a risk-adjusted basis, over the next 12-18 months.

Underweight (U or Under) - The stock's total return is expected to be below the total return of the relevant country MSCl Index or the average total return of the analyst's industry (or industry
team’s) coverage universe, on a risk-adjusted basis, over the next 12-18 months.

Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months.

Analyst Industry Views

Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the relevant broad market benchmark, as indicated
below.

In-Line (): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant broad market benchmark, as indicated below.
Cautious (O): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant broad market benchmark, as indicated below.
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; Europe - MSCI Europe; Japan - TOPIX; Asia -
relevant MSCI country index or MSCI sub-regional index or MSCI AC Asia Pacific ex Japan Index.

Important Disclosures for Morgan Stanley Smith Barney LLC Customers

Important disclosures regarding any material conflict of interest that can reasonably be expected to have influenced Morgan Stanley Smith Barney LLC's choice of a third-party research provider
or the subject company of a third-party research report, are available on the Morgan Stanley Wealth Management disclosure website at www.morganstanley.com/online/researchdisclosures.
For Morgan Stanley specific disclosures, you may refer to https//www.morganstanley.com/eqr/disclosures/webapp/generalresearch.

Each Morgan Stanley research report is reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval is conducted by the same person who reviews the
research report on behalf of Morgan Stanley. This could create a conflict of interest.
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Morgan Stanley Research policy is to update research reports as and when the Research Analyst and Research Management deem appropriate, based on developments with the issuer, the
sector, or the market that may have a material impact on the research views or opinions stated therein. In addition, certain Research publications are intended to be updated on a regular periodic
basis (weekly/monthly/quarterly/annual) and will ordinarily be updated with that frequency, unless the Research Analyst and Research Management determine that a different publication
schedule is appropriate based on current conditions.

Morgan Stanley is not acting as a municipal advisor and the opinions or views contained herein are not intended to be, and do not constitute, advice within the meaning of Section 975 of the
Dodd-Frank Wall Street Reform and Consumer Protection Act.
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Stanley Research products are also made available to clients through third-party vendors or redistributed to clients through alternate electronic means as a convenience. For access to all
available Morgan Stanley Research, please contact your sales representative or go to Matrix at http:/www.morganstanley.com/matrix.

Any access and/or use of Morgan Stanley Research is subject to Morgan Stanley's Terms of Use (http;//www.morganstanley.com/terms.html). By accessing and/or using Morgan Stanley
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