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Key Insights:

o What is the role of the debt ceiling, and why is it important?

« How do government spending and monetary policy affect the debt ceiling?

o What can the Treasury General Account tell us about the X-date?

o Could periods of tension concerning the debt ceiling pressure the US Treasury
market?

o How have equity markets responded to prior debt ceiling standoffs?

« What options are available to Congress to resolve the debt ceiling problem?

What is the role of the debt ceiling, and why is it so important?

When the US federal government spends more than it receives in revenues, it is said
to be running a deficit, and it borrows funds by issuing Treasuries to finance the
difference. The debt limit is the legal limit, set by Congress, that the government
can borrow to pay bills and fund programs. The debt limit was established in 1917 to
facilitate and streamline government borrowing. The convention was based on both
an aggregate limit on federal debt and discrete limits for different types of issuance.
The structure and function of the federal debt ceiling weren't formally addressed
again until 1939 when a general maximum limit became law, establishing the
playbook for present-day negotiations.

According to the Congressional Research Service, roughly 99% of the federal debt is
subject to the $36.1 trillion debt limit (approximately 123% of US GDP), which the
government reached on Jan. 21. The Congressional Budget Office (CBO) projects
that by the end of 2035, $59.3 trillion (approximately 203% of 2024 GDP) will be
subject to the limit. While the debt ceiling has not led to default, it has fostered
significant tension when the government has moved dangerously close to the limit,
and it has pressured the Treasury's ability to pay for basic government operations
and conduct necessary borrowing. Since 2002, the statutory debt limit has been
lifted or suspended over 20 times, with efforts to raise the limit supported by both
Democratic and Republican parties (see Exhibit 1).

Morgan Stanley Wealth Management is the trade name of Morgan Stanley Smith Barney LLC, a registered broker-dealer in the United States. This
material has been prepared for informational purposes only and is not an offer to buy or sell or a solicitation of any offer to buy or sell any
security or other financial instrument or to participate in any trading strategy. Past performance is not necessarily a guide to future performance.
Please refer to important information, disclosures and qualifications at the end of this material.
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Exhibit 1: Both Parties Have Supported Debt Limit
Increases
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Source: Bloomberg, Congressional Budget Office (CBO), Morgan Stanley
Wealth Management Global Investment Office as of Jan. 17, 2025

How do government spending and monetary policy
affect the debt ceiling?

Debt accrual approaches its limit as a result of government
spending outpacing revenues, causing persistent deficits year
after year. The relationship between debt and government
spending becomes especially important in a high interest rate
environment, when a high fed funds rate increases the
amount of interest owed on government debt, known as net
interest costs. This is particularly relevant now, as the fed
funds rate has increased from 0% in March 2022 to as high as
5.25%, and to 4.25% today. Rising interest rates and mounting
debt from major fiscal stimulus initiatives have pressured net
interest spending. Net interest outlays, at over $1 trillion in
2024, grow as deficit spending increases and new debt is
issued at higher rates. Annual net interest costs currently
amount to 18% of tax revenue, the highest since the early
1990s, and budget growth is likely to keep federal deficits
higher for longer (see Exhibit 2). On the current trajectory,
the CBO estimates that by 2035, net interest outlays could
rise from 3.2% to 4.1% of GDP, comprising 66% of the federal
deficit—the highest since the Great Financial Crisis.

Exhibit 2: Deepening Federal Deficits Driven by Net
Interest Outlays
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Source: Strategas, Bloomberg, Morgan Stanley Wealth Management Global
Investment Office as of Jan. 6, 2025

Please refer to important information, disclosures and qualifications at the end of this material.

What can the Treasury General Account tell us about
the X-date?

The projected date of default, frequently referred to as the
“X-date,” varies because it is closely linked to the Treasury’s
daily needs. In 2023, the X-date occurred in May. In 2025, we
expect the X-date to arrive in the third quarter. Reaching the
debt ceiling triggers the use of extraordinary measures, which
prohibits net new debt issuance as the Treasury draws on the
Treasury General Account (TGA) balance, a cash account that
sits outside of the Treasury and the banking system. Today,
the TGA sits at $769 billion, its highest level at the beginning
of extraordinary measures entering a debt ceiling episode and
well above its $182 billion average during those time periods.
This may suggest a later X-date, with significant cash cushion
to spend down (see Exhibit 3).

Exhibit 3: The TGA Is at Its Highest Level Ever Entering
a Debt Limit Episode
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Source: Bloomberg, Morgan Stanley & Co. Research, Morgan Stanley Wealth
Management Global Investment Office as of Jan. 24, 2025

However, while April tax revenues may provide a budget
boost due to rising household wealth, the recent Los Angeles
wildfires could potentially pull the X-date forward for two
reasons. First, disaster aid for the LA fires passed by Congress
could expedite a TGA drawdown. Second, the IRS is allowing
individuals and businesses impacted by the fires to postpone
filing tax returns until October, which is important since
California is the fifth largest economy in the world, and Los
Angeles County accounted for 4% of total US tax due at the
time of filing in 2021.

Could periods of tension concerning the debt ceiling
pressure the US Treasury market?

Performance of US Treasuries reflects market uncertainties
related to the debt ceiling. We analyzed average three-month
Treasury bill performance from 2000 to 2023, isolating for
three-month periods before and after Congress voted to raise
or suspend the debt limit. We found that, on average, in the
three month period leading up to resolution, rate volatility
increased, with notable jumps in yields up to two weeks
before. Once the debt limit was addressed, however, volatility
did not subside, as the government replenished its coffers and
debt supply increased. The supply influx pushed rates higher
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during the subsequent week, followed by a period of falling
rates, as default risk subsided and macroeconomic factors
once again took hold (see Exhibit 4). While the same pattern
of rate volatility may be repeated in coming months,
monetary policy and macroeconomic conditions are likely to
dominate, as debt limit episodes tend to be resolved more
gracefully amid unified-government scenarios.

Exhibit 4: US Treasury Rates Experience Volatility in
the Weeks Prior to a Debt Ceiling Resolution

Three-Month US Treasury Bill Rate Around Debt Ceiling Resolution
Average 2000-2023
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Source: Bloomberg, Morgan Stanley Wealth Management Global Investment
Office as of Jan. 27, 2025

How have equity markets responded to prior debt
ceiling standoffs?

When the debt limit is approached, it isn't always
accompanied by political standoff. However, we have found
that uncertainty related to the debt limit, no matter how
modest, is reflected in equity market volatility. In examining
the CBOE Volatility Index (VIX) in the three-month period
before and after votes to raise or suspend the debt ceiling
between 2000 and 2023, we note a steady increase in
average market volatility beginning about a month in advance.
Volatility, on average, peaked about two months after
congressional action, and as risk dissipated, macroeconomic
factors began to drive performance (see Exhibit 5).

Exhibit 5: Market Volatility Increases Around Debt
Ceiling Final Votes

CBOE Volatility Index Around Debt Ceiling Resolution
Average 2000-2023
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Source: Bloomberg, Morgan Stanley Wealth Management Global Investment
Office as of Jan. 27, 2025

Please refer to important information, disclosures and qualifications at the end of this material.

What options are available to Congress to resolve the
debt ceiling problem?

Investors should be aware that there is broad political
willingness from both sides of the aisle to resolve the debt
ceiling, yet unified partisan control does not guarantee swift
resolution. Intraparty disagreements are also at play, with
some GOP House members potentially conditioning votes on
tax- and/or budget-related concessions. That said, while we
do not expect a default, we highlight that upcoming debt
negotiations are apt to be entangled with fiscal policy
concerns over growing debt and deficits.

The debt ceiling is just one of many budget-related items and
goals that the new Congress must address, including a
looming March government funding deadline, the Tax Cuts
and Jobs Act, which expires at the end of this year, and other
policy priorities of the new administration, including border
security and potentially disaster aid. Given these important
agenda items and the risks associated with default, we expect
a unified Republican White House and Congress to aim for a
quick resolution that limits obstacles that could slow the
pace of Trump's agenda in 2025.

Republicans hold slim majorities in both legislative chambers
and are seeking creative solutions to passing the debt limit.
For example, one proposal includes pairing it with California
disaster aid or other policy priorities. While President Trump
has floated the idea of eliminating the debt ceiling in order to
accommodate his policies, we view this as unlikely.
Republicans are also considering attaching it to a party-line
reconciliation package that would require a simple majority
and avoid the need for Democratic votes (see Exhibit 6).
Regardless, timely resolution is expected, and the
government is highly unlikely to depart from precedent and
default on its debt.

Exhibit 6: Congress Has Several Imperfect Options

Bipartisan bill that attaches debt limit

increase/suspension to one or all of the

following: disaster aid, border security,
government funding

Somewhat likely outcome, but requires
Republican majority to make concessions to
gain Democratic votes

Republican reconciliation bill that attaches
GOP priorities and avoids the need for
Democratic votes

Somewhat unlikely outcome, as internal GOP
factions may demand deep spending cuts

Discharge Petition: an absolute majority of
legislators in the House could bypass
committee approval and bring a bill to the
House floor for consideration

Highly unlikely outcome, as discharge
petitions are rarely successful and override
the speaker of the House's authority

President may issue a proposal to raise the
debt ceiling, subject to a Congressional
motion of disapproval, which the president
then vetoes to pass it

Highly unlikely outcome, but could be a last
resort measure. This method was used
during the Obama administration

Source: Congressional Research Service, Morgan Stanley Wealth Management
Global Investment Office as of Jan. 27, 2025
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While unlikely, if partisan divisions prevent legislators from
raising or suspending the debt ceiling before the X-date, a
major catalyst, such as a credit rating agency downgrade or a
significant negative bond market reaction could spur
bipartisan support for a joint measure. The potential for a
catalyst could result in increased market volatility related to
a debt ceiling vote.

Should the X-date come and go without resolution, we
remind investors that Congress may invoke a government

Please refer to important information, disclosures and qualifications at the end of this material.

sequester until the debt limit is addressed, with few
consequences for economic performance. In the event of
sequestration, we encourage investors to be cognizant of the
relationship between sector-level stock market performance
and sequestration. Defense contractors, select health care
companies and companies heavily reliant on government
contracts could be pressured as a sequester could reduce or
temporarily cease contract payments.

Morgan Stanley Wealth Management
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Disclosure Section

Index Definitions
For index, indicator and survey definitions referenced in this report please visit the following:

httpsy/www.morganstanley.com/wealth-investmentsolutions/wmir-definitions

Glossary

Artificial Intelligence (A A field of study that seeks to train computers to process large amounts of unstructured information in a manner
similar to human intelligence, capable of performing tasks such as learning and problem solving.

Important note regarding economic sanctions. This report may reference jurisdiction(s) or person(s) that are the subject of sanctions
administered or enforced by the U.S. Department of the Treasury’s Office of Foreign Assets Control ("OFAC”), the United Kingdom, the
European Union and/or by other countries and multi-national bodies. Any references in this report to jurisdictions, persons (individuals or
entities), debt or equity instruments, or projects that may be covered by such sanctions are strictly incidental to general coverage of the
relevant economic sector as germane to its overall financial outlook, and should not be read as recommending or advising as to any investment
activities in relation to such jurisdictions, persons, instruments, or projects. Users of this report are solely responsible for ensuring that their
investment activities are carried out in compliance with applicable sanctions.

Risk Considerations
Equity securities may fluctuate in response to news on companies, industries, market conditions and general economic environment.

Investing in foreign markets entails greater risks than those normally associated with domestic markets, such as political, currency, economic
and market risks. Investing in currency involves additional special risks such as credit, interest rate fluctuations, derivative investment risk, and
domestic and foreign inflation rates, which can be volatile and may be less liquid than other securities and more sensitive to the effect of varied
economic conditions. In addition, international investing entails greater risk, as well as greater potential rewards compared to U.S. investing.
These risks include political and economic uncertainties of foreign countries as well as the risk of currency fluctuations. These risks are
magnified in countries with emerging markets and frontier markets, since these countries may have relatively unstable governments and less
established markets and economies.

Growth investing does not guarantee a profit or eliminate risk. The stocks of these companies can have relatively high valuations. Because of
these high valuations, an investment in a growth stock can be more risky than an investment in a company with more modest growth
expectations.

Value investing does not guarantee a profit or eliminate risk. Not all companies whose stocks are considered to be value stocks are able to turn
their business around or successfully employ corrective strategies which would result in stock prices that do not rise as initially expected.

Because of their narrow focus, sector investments tend to be more volatile than investments that diversify across many sectors and
companies. Technology stocks may be especially volatile. Risks applicable to companies in the energy and natural resources sectors include
commodity pricing risk, supply and demand risk, depletion risk and exploration risk. Health care sector stocks are subject to government
regulation, as Wet% as government approval of products and services, which can significantly impact price and availability, and which can also be
significantly affected by rapid obsolescence and patent expirations.

Artificial intelligence (A is subject to limitations, and you should be aware that any output from an IA-supported tool or service made available
by the Firm for your use is subject to such limitations, including but not limited to inaccuracy, incompleteness, or embedded bias. You should
always verify the results of any Al-generated output.

Asset allocation and diversification do not assure a profit or protect against loss in declining financial markets.

Environmental, Social and Governance (‘ESG”) investments in a portfolio may experience performance that is lower or higher than a portfolio
not employing such practices. Portfolios with ESG restrictions and strategies as well as ESG investments may not be able to take advantage of
the same opportunities or market trends as portfolios where ESG criteria is not applied. There are inconsistent ESG definitions and criteria
within the industry, as well as multiple ESG ratings providers that provide ESG ratings of the same subject companies and/or securities that
vary among the providers. Certain issuers of investments may have differing and inconsistent views concerning ESG criteria where the ESG
claims made in offering documents or other literature may overstate ESG impact. ESG designations are as of the date of this material, and no
assurance is provided that the underlying assets have maintained or will maintain and such designation or any stated ESG compliance. As a
result, it is difficult to compare ESG investment products or to evaluate an ESG investment product in comparison to one that does not focus
on ESG. Investors should also independently consider whether the ESG investment product meets their own ESG objectives or criteria. There is
no assurance that an ESG investing strategy or techniques employed will be successful. Past performance is not a guarantee or a dependable
measure of future results.

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. The indices are not subject to expenses or fees and are often comprised of securities and other
investment instruments the liquidity of which is not restricted. A particular investment product may consist of securities significantly different
than those in any index referred to herein. Comparing an investment to a particular index may be ot limited use.

The indices selected by Morgan Stanley Wealth Management to measure performance are representative of broad asset classes. Morgan
Stanley Wealth Management retains the right to change representative indices at any time.

Performance of indices may be more or less volatile than any investment product. The risk of loss in value of a specific investment (such as
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with an investment manager or in a fund) is not the same as the risk of loss in a broad market index. Therefore, the historical returns of an
index will not be the same as the historical returns of a particular investment product.

Disclosures

Morgan Stanley Wealth Management is the trade name of Morgan Stanley Smith Barney LLC, a registered broker-dealer in the United States.
This material has been prepared for informational purposes only and is not an offer to buy or sell or a solicitation of any offer to buy or sell any
sec?rity or other financial instrument or to participate in any trading strategy. Past performance is not necessarily a guide to future
performance.

The author(s) (if any authors are noted) principally responsible for the preparation of this material receive compensation based upon various
factors, including quality and accuracy of their work, firm revenues (including trading and capital markets revenues), client feedback and
competitive factors. Morgan Stanley Wealth Management is involved in many businesses that may relate to companies, securities or
instruments mentioned in this material.

This material has been prepared for informational purposes only and is not an offer to buy or sell or a solicitation of any offer to buy or sell any
security/instrument, or to participate in any trading strategy. Any such offer would be made only after a prospective investor had completed its
own independent investigation of the securities, instruments or transactions, and received all information it required to make its own
investment decision, including, where applicable, a review of any offering circular or memorandum describing such security or instrument. That
information would contain material information not contained herein and to which prospective participants are referred. This material is based
on public information as of the specified date, and may be stale thereafter. We have no obligation to tell you when information herein may
change. We make no representation or warranty with respect to the accuracy or completeness of this material. Morgan Stanley Wealth
Management has no obligation to provide updated information on the securities/instruments mentioned herein.

The summary at the beginning of the report may have been generated with the assistance of artificial intelligence (Al).

The securities/instruments discussed in this material may not be appropriate for all investors. The appropriateness of a particular investment or
strategy will depend on an investor's individual circumstances and objectives. Morgan Stanley Wealth Management recommends that investors
independently evaluate specific investments and strategies, and encourages investors to seek the advice of a financial advisor. The value of and
income from investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates,
securities/instruments prices, market indexes, operational or financial conditions of companies and other issuers or other factors. Estimates of
future performance are based on assumptions that may not be realized. Actual events may differ from those assumed and changes to any
assumptions may have a material impact on any projections or estimates. Other events not taken into account may occur and may significantly
affect the projections or estimates. Certain assumptions may have been made for modeling purposes only to simplify the presentation and/or
calculation of any projections or estimates, and Morgan Stanley Wealth Management does not represent that any such assumptions will reflect
actual future events. Accordingly, there can be no assurance that estimated returns or projections will be realized or that actual returns or
performance results will not materially differ from those estimated herein.

This material should not be viewed as advice or recommendations with respect to asset allocation or any particular investment. This
information is not intended to, and should not, form a primary basis for any investment decisions that you may make. Morgan Stanley Wealth
Management is not acting as a fiduciary under either the Employee Retirement Income Security Act of 1974, as amended or under section 4975
of the Internal Revenue Code of 1986 as amended in providing this material except as otherwise provided in writing by Morgan Stanley and/or
as described at www.morganstanley.com/disclosures/dol.

Morgan Stanley Smith Barney LLC, its affiliates and Mor§an Stanley Financial Advisors do not provide legal or tax advice. Each client should
always consult his/her personal tax and/or legal advisor for information concerning his/her individual situation and to learn about any potential
tax or other implications that may result from acting on a particular recommendation.

This material may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the material refers to website
material of Morgan Stanley Wealth Management, the firm has not reviewed the linked site. Equally, except to the extent to which the material
refers to website material of Morgan Stanley Wealth Management, the firm takes no responsibility for, and makes no representations or
warranties whatsoever as to, the data and information contained therein. Such address or hyperlink (including addresses or hyperlinks to
website material of Morgan Stanley Wealth Management) is provided solely for your convenience and information and the content of the
linked site does not in any way form part of this document. Accessing such website or following such link through the material or the website
of the firm shall be at your own risk and we shall have no liability arising out of, or in connection with, any such referenced website.

By providing links to third-party websites or online publication(s) or article(s), Morgan Stanley Smith Barney LLC ("Morgan Stanley”) is not
implying an affiliation, sponsorship, endorsement, approval, investigation, verification with the third parties or that any monitoring is being done
by Morgan Stanley of any information contained within the articles or websites. Morgan Stanley is not responsible for the information
contained on the third-party websites or your use of or inability to use such site. Nor do we guarantee their accuracy and completeness. The
terms, conditions, and privacy policy of any third-party website may be different from those applicable to your use of any Morgan Stanley
website. The information and data provided by the third-party websites or publications are as of the date when they were written and subject
to change without notice.

This material is disseminated in Australia to “retail clients” within the meaning of the Australian Corporations Act by Morgan Stanley Wealth
Management Australia Pty Ltd (A.BN. 19 009 145 555, holder of Australian financial services license No. 240813).

Morgan Stanley Wealth Management is not incorporated under the People's Republic of China ('PRC") law and the material in relation to this
report is conducted outside the PRC. This report will be distributed only upon request of a specific recipient. This report does not constitute an
offer to sell or the solicitation of an offer to buy any securities in the PRC. PRC investors must have the relevant qualifications to invest in such
securities and must be responsible for obtaining all relevant approvals, licenses, verifications and or registrations from PRC's relevant
governmental authorities.
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If your financial adviser is based in Australia, Switzerland or the United Kingdom, then please be aware that this report is being distributed by
the Morgan Stanley entity where your financial adviser is located, as follows: Australia: Morgan Stanley Wealth Management Australia Pty Ltd
(ABN 19 009 145 555, AFSL No. 240813); Switzerland: Morgan Stanley (Switzerland) AG regulated by the Swiss Financial Market Supervisory
Authority; or United Kingdom: Morgan Stanley Private Wealth Management Ltd, authorized and regulated by the Financial Conduct Authority,
approves for the purposes of section 21 of the Financial Services and Markets Act 2000 this material for distribution in the United Kingdom.

Morgan Stanley Wealth Management is not acting as a municipal advisor to any municipal entity or obligated person within the meaning of
Section 15B of the Securities Exchange Act (the "Municipal Advisor Rule”) and the opinions or views contained herein are not intended to be,
and do not constitute, advice within the meaning of the Municipal Advisor Rule.

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

Third-party data providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the data
they provide and shall not have liability for any damages of any kind relating to such data.

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

© 2025 Morgan Stanley Smith Barney LLC. Member SIPC.
RSI1738180884612 01/2025
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