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Base Rates 2024

Base rates provide a frame of reference for evaluating different measures of economic and market activity.

When trying to develop a forecast of the stock market, interest rates, or anything else, the key question is “how

good or how bad might things be? ”. “Uncertainty” is the range of outcomes of each of the measures we are

trying to forecast. Base rates can provide historical perspective about the likely future range of those measures.

But first, we have to know the base rates....
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Introduction

Purpose

Base rates 2024 provides information about
economic and market trends, that can help
investors evaluate how the state of the economy
and markets will be a factor in the expected
performance of their investments.

Key Points

1) Forecasting the performance and growth of
the economy and markets is different than
forecasting household and investor behavior,
but they are related. Investing involves
anticipating shifts in economic and market
trends, but also shifts in behavior.

2) Historical trends in U.S. economic growth,
and long-term performance of the stock
market show stability in a wide range of
underlying trends. The stability of these trends
provides a basis for making forecasts of future
economic and market performance.

3) The U.S. stock market is generally self-

financing, providing enough profit each year
to fund reinvestment for future growth and
distribute dividends to investors. We think the
stock market “growth formula” is working.

Although the corporate and consumer sector
can be viewed as “net savers”, the government
sector has been a consistent “net borrower”.
The size of the government sector, relative to
the overall economy, influences resource
allocation and the potential for economic
growth.

Government polices have managed interest
rates to levels that have been different than
rates that might have been established through
equilibrium market forces. For investors,
distortions in market prices can impact
valuation and expected returns, requiring
adjustments to investment strategy.
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The Investment Backdrop:
GDP, The Stock Market, and Household Net Worth
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» Household net worth is considerably more than the value of the stock market, and annual GDP. The amount of wealth, relative
to the stock market and GDP, influences household behavior associated with resource allocation (saving and spending) and
economic trends.

» In the past decade, household net worth and the S&P 500 have grown faster than GDP. Unprecedented government stimulus
and monetary policy may have contributed to recent growth in household net worth.

» How has the fact of significant existing household wealth influenced investor behavior? Investing includes considering a wide
range of economic “trends”, and expectations about these trends influences investor behavior.

» In recent decades, economic conditions have contributed to ongoing value creation for investors in the stock market. We
believe sufficient conditions exist for trends in value creation to continue.
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» The upper chart shows U.S. GDP, personal income and consumer spending.
» The lower chart shows the unemployment rate.

» When we measure the economy to calculate GDP, we are measuring aggregate income and spending throughout all sectors
of the economy. Strong trends in employment contribute to stable trends in personal income, and provides the “wherewithal
to spend”.

» For investors, stable trends in employment, employment income and consumer spending provide the basis for expectations
of sustainable economic growth.
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Macroeconomic Trends: Economic Growth and Inflation
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» Economic and market forecasting use the concept of “economic regimes” to frame the key relationship between economic
growth and inflation. With average “real” GDP growth of 2% and “average” inflation of 2% we can describe “where we
are” in terms of a “regime” of high or low economic growth, and high or low inflation. The range of annual growth and

inflation has generally been narrow, a key consideration for making long-term forecasts.

» The impact of the COVID pandemic on macroeconomic trends was significant.

» For investors, macroeconomic trends, in particular the stability of those trends, provide a backdrop for framing the outlook
for the potential returns and risks to determine whether investing is likely (or not) to accomplish financial planning

objectives.
- - - JOHN F. REIM
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The Price Level and Inflation
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» The upper chart shows the cumulative CPI index and the lower chart shows annual changes in the rate of growth of the index.
The CPI Index provides a measure of the “general price level” in the economy. For investors, long-term trends in the general
price level are more consequential than short term changes in the annual rate of inflation.

» Changes in the general price level can be partially attributed to shifts in supply and demand, but we believe is strongly
influenced by the Fed’s management of the rate of growth of the M2 money supply.

» For investors, appreciating the steady upward march of the “general price level” provides a baseline for investment
performance required to maintain “sustainability”.
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The “Cost of Money” for Borrowers and “Return on Savings” for Investors
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> Despite generally stable macroeconomic trends, monetary policies have periodically influenced the level of interest rates.

These policies include management of the Federal Funds rate.

» We think declining interest rates from 2009 until 2022 contributed to higher valuations of all financial assets.

» Government polices to manage the economy can distort the market-determined level of interest rates, favoring the “cost of

money” for borrowers versus the “return on savings” for investors.

> Investors must anticipate both market conditions and monetary policies to develop a forward view about interest rates.
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The U.S. Market Provides Great Opportunities for Investors
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» U.S. investors, whose spending is generally denominated in U.S. dollars, would like to have the ability to match their dollar-
based spending with dollar-based investments, to manage the impact of currency fluctuations on their annual budget.

» The United States is the largest economy in the world, proving extensive opportunities for investment. The upper chart
shows GDP for the United States, the Eurozone, Japan and China.

» GDP per capita is higher in the U.S. than the Eurozone, Japan or China. Higher GDP per capita in the U.S. may reflecta
combination of the profitability and continuing growth of U.S. companies, making the U.S. an attractive place to invest.
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The Appeal of the U.S. Dollar for U.S. Investors
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» For financial planning purposes, we think investors should generally prefer to match the currency used for spending with the
currency exposure of their investments.

» The historical performance of the U.S. dollar relative to other world currencies provides perspective about the attractiveness
of making commitments to US dollar-based investments.

» Currency pricing relationships are influenced by macroeconomic trends, including relative levels of economic growth,
interest rates available in one country versus another, and the outlook for inflation.
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» Gold has an unusual status and represents a unique category within the opportunity set of investments. Gold has been a

part of the global financial system for longer than any modern sovereign currency.

» The intrinsic value of stocks and bonds is based upon expectations of future cash flows, whereas gold’s intrinsic value is
based upon the marginal costs of production, and the supply and demand for gold. Gold often trades above its production

costs, representing a speculative component of its valuation.

» For “sustainable income” investors, gold does not provide cash flow to meet financial planning objectives. Gold’s role in

portfolios can be a hedge, against inflation or monetary instability.
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The upper chart compares total U.S. Debt to GDP. “Total Debt” includes government, corporate and consumer debt.

The middle chart shows the ratio of total debt to GDP, showing a structurally growing level of debt in the U.S. economy.

What are the implications of higher levels of debt for investors? In our view, recent trends in corporate reinvestment and
consumer spending do not suggest adverse affects of higher leverage.

Is there a tipping point where leverage becomes unsustainable and begins to have an adverse impact on economic growth?
Recent low interest rates may have limited the negative impact of higher leverage, but higher interest rates might have a great

impact on macroeconomic trends, going forward.
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» The S&P 500 is “self-financing”, meaning that ongoing needs for reinvestment and dividends are provided from “internal”
profits provided by company operations, as opposed to requiring “external” equity or debt capital. This chart suggests that
asset growth has been accomplished primarily by reinvesting profits rather than adding debt.
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» Leverage can enhance returns for many companies, and we believe debt levels are generally manageable, and do not

represent a threat to sustainability.
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» This chart shows S&P 500 debt to cashflow, showing a trend toward lower leverage.

» A scenario in which corporate America significantly relied upon debt to fund growth might lead to excessive leverage and a
systematic risk to investors. These charts currently suggest a better, healthy scenario in which asset growth is funded by
profits, and that in general, corporate debt has not created a growing threat to sustainability.
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. Stock Market Engine ) ) ) )
i » The upper chart shows the relationship between personal income and the level of consumer debt and personal income.
. Strong Correlation
Stock Market Valuation » The lower chart shows the stable relationship between the level of consumer debt and personal income.
_ Difference in Performance > We think higher interest rates will reduce incentives to increase consumer debt.
. Volatility
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. Investment Cycle Data Source: Bloomt;erg 02/29/24

. Sales & Earning Growth > Federal government expenditures have exceeded tax receipts, creating annual budget deficits for decades.

. Stock Market Engine > Federal debt has grown faster than GDP, taking a large portion of resource allocation in the economy.

. Strong Correlation > In recent decades, GDP growth has been higher than the cots of borrowing, enabling economic growth to possibly
. Stock Market Valuation “manage” higher levels of public debt.

. Difference in Performance > Is there a “tipping point” at which higher interest rates and lower economic growth make the public debt untenable? For
investors, we think the level of economic growth versus interest rates will be an important spread to monitor.

. Volatility
. Reinvestment
. Dividends - - - JOHN F. REIM
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Investment Performance
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The Stock Market Has Been a Great Story over the Long Term

Annual Growth Rate 12/31/1993 - 12/31/2023
S&P 500 10.13%
60/40 (S&P 500/Bloomberg Agg) 8.73%
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Data Source: Bloomberg 02/29/24

> Despite periodic declines, cumulative returns provide perspective about forward progress, for investors.
> Low interest rates in recent years have led to significant differences between the performance of stocks and bonds.

» The investment strategy tradeoff between return and risk has historically led many investors to a preference for a balanced
asset allocation of stocks and bonds.

But Short-Term Returns are Often Negative
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» While long-term charts provide perspective about stock market performance, the “lived experience” of short-term fluctuations
can shake confidence in maintaining long-term commitments to the stock market.
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Two Benchmarks: Investment Performance and Spending

12/31/2000- 12/31/2023

CPI+ 5% ALY B B _eﬁghﬁ—a;lzf;)r- I(/I;r_k;t_R-eE _rﬁ T~ 200.00%
S&P 500 Index 6.82% S&P 500 urns :\
60/40 Index 6.19% 000 Tmee NV =T 400.00%
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------------- 60/40 Index ~ 200.00%
100.00%
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- 0.00%
2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022
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Annualized Returns (With Dividends Reinvested)
Index 2000-2023 2000-2009 2010 - 2023
S&P 500 Index 6.82% -1.20% 12.94%
Bloomberg US Agg Index 3.88% 6.26% 2.21%
60/40 Balanced Index 6.19% 2.36% 8.98%
CPI Inflation + 5% 7.74% 7.69% 7.78%
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Data Source: Bloomberg 02/29/24

» The most familiar frame of reference for investment performance is provided by historical returns of stocks and bonds. A

balanced asset allocation consisting of stocks and bonds is typically used for diversified portfolios. A blended benchmark

consisting of 60% S&P 500 and 40% Bloomberg Aggregate is a commonly used benchmark for investment performance.

» We think investors should consider a second frame of reference, one that is more relevant to their personal investment

objectives. The second frame of reference is sustainability, which quantifies the level of returns needed to meet long-term

spending forecasts. To account for portfolio withdrawals, inflation and taxes, we think a performance benchmark for

sustainability can be year-over-year CPI Inflation + 5%.
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VRl @ o s The Investment Cycle: Turing Investments into Profits
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. Investment Cycle
. Sales & Earning Growth

» The investment cycle is an ongoing process in which companies raise capital to buy assets, convert those assets into sales and
profits, reinvest profits for growth, and return excess cash to investors.

. Stock Market Engine

» This chart shows trends in each of the elements of the investment cycle, and how those trends relate to each other. The
combination of these trends is the “pace of monetization”.

. Stock Market Valuation

» The “pace of monetization” suggests to us that the stock market growth formula is working.
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Sales and Earnings Growth Trends Private Wealth Management

S&P 500 Sales Per Share: 1993 to 2023*
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» Trend earnings growth of 7% and dividend yields of 2% add to 9%, which is close to the long-term actual annual performance
of the S&P 500.

» Having a view about future earnings and dividend trends provide a basis for expectations of future returns from the stock
market.
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The Stock Market Growth Engine:
Scalable Growth + Steady Profitability = Value Creation

W sPX Index - Trailing 12M Sales Per Share 1799.2957

S&P 500 Sales Growth

Annual SalesGrowth3.49% | - _ ﬁ .
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’ “Good”
\ e ! ; Growth

Reim-Moss Group
Private Wealth Management

. |

e 1600
ofl 1400
bl
1000
800
600
400

l W SPX Index - Trailing 12M EBITDA Margin 20.1824

Average18:73%

24.0000

22.0000
18.0000
16.0000

14.0000

[ SPX Index - Current Market Cap 44,2947]

S&F? 500 Market Value

'93 '94 '95 '96 '97 '98 '99 '00 '01 '02 '03 '04 'O5 '06 '07 '08 '09 '10 '11 '12 '13 '14 '15 'le '17 '18 '19 '20

SPX Index (SGP 500 INDEX) Graph 4287 Monthly 31JAN1993-28FEB2024 CopyrightE 2024 Bloomberg Finance L.P.

30T
20T
10T

0
#4287

28-Fab-2024 13:54:07

'21 '22 '23
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» The combination of continuing sales growth, in the context of the large size of the U.S. economy, and maintaining high levels

of profitability, contributes to ongoing value creation for investors in the stock market.

» Slowing sales growth, and diminished profitability, could lead to stagnant stock market performance. Continuing reinvestment

and sustained profitability suggest to us that recent trends in value creation can continue.
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The S&P 500 Index Value and S&P 500 Earnings are Strongly Correlated

. Stock Market Engine

. Strong Correlation
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»  Over longer time periods, earnings growth and dividends are the primary sources of stock market returns
. el —
Annual Growth Rate 12/31/1993 - 12/31/2023 S&P 500 Earnings J W

S&P 500 Return 8.45% ,. /\/\/ p -

S&P 500 Earnings Per Share 8.12% AN, ' cos

| aVa Vand -~ / oo

Y Voo T A : e . .
—— M ST S&P 500 Price .
#4270
Data Source: Bloomberg 02/29/24
The Total Shareholder Return Framework
(1) + (2 + (3) = (4)
. . . EPS Change P/E Multiple Change Dividend Yield Estimated Total Actual Total

Year Index Earnings Per Share| Price / Earnings % % % Return Return
2013 1848 99.0 16.4 8.1 15.4 1.9 25.4 31.2
2014 2059 108.9 17.9 10.0 9.1 2.0 21.1 15.9
2015 2044 92.5 18.0 -15.1 0.6 2.1 -12.3 1.1
2016 2239 93.8 20.6 1.4 14.4 2.1 17.9 12.5
2017 2674 108.8 22.0 16.0 6.8 1.9 24.7 20.6
2018 2507 131.8 16.7 21.1 -23.8 2.1 -0.5 -5.4
2019 3231 134.4 21.2 1.9 26.7 1.8 30.5 32.8
2020 3756 101.3 28.8 -24.6 35.7 1.6 12.6 17.3
2021 4766 179.1 25.8 76.8 -10.4 1.3 67.8 30.4
2022 3840 190.3 18.2 6.2 -29.3 1.8 -21.3 -18.4
2023 4770 190.5 22.9 0.1 25.8 1.5 27.4 25.9

> Where do stock market returns come from?

Data Source: Bloomberg (02/21/2024)

The “total shareholder return” framework provides a way to explain the primary sources of annual returns in the stock market.
The three components are:

. Volatility

. Reinvestment

. Dividends

. Bond Market Valuation

. Disclosures

1) Annual earnings growth
2) Changes in the valuation multiple of the stock market
3) Dividend yield

The “total shareholder return” framework does not reconcile perfectly to “actual” performance, but provides useful information

about why returns were different from one year to the next.
Having a long-term perspective about “valuation drivers” helps to interpret the significance of short-term trends.
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» Various measures can be used to measure valuations of the stock market. We prefer to monitor the price/earnings ratio and

free cash flow vield.

about the potential for earnings growth often provide the reasons for changes in valuation.
Measures of current valuation versus long-term averages can provide perspective about whether expectations might be too

high or too low
>

Stable GDP growth and inflation might suggest that valuation trends would be stable, but they are not.
Changes in valuation measures occur for different reasons at different times. We believe interest rate trends and sentiment

Investing when expectations, and valuations are too high might lead to poor future returns... if expectations shift lower.
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» Performance differences, or “dispersion” between equity styles have varied during different time periods, making the choice
of one style versus another more consequential.

» Low dispersion between equity styles enables preference for “growth” or “income” to be less likely to have an opportunity

cost.

» Unprecedented monetary polices and government stimulus in recent years, leading to very low interest rates, has led to sharp
differences in the performance of equity styles. In particular, low interest rates benefitted the valuation and performance of
growth stocks.

» Higher interest rates may lead to less dispersion in the future between different equity styles.
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» A shortcut to monitoring risk is to chart trends in volatility.
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Investment Risk: Price and Earnings Volatility

Data Source: Bloomberg 02/29/24

» \olatility in the S&P 500 index value is a visible measure of investor behavior, showing how news and events are interpreted

by the market.

» \olatility in corporate earnings provide an indication of trends in the fundamental drivers of corporate profitability.

» Price volatility is generally higher than earnings volatility, showing the significance of investor behavior in market activity. It
may also suggest that more weight is attached to short-term news than may ultimately be warranted by long-term trends.
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- e o everiee >  What level of reinvestment are companies making for future growth? Over the past 30 years, approximately 2/3 of
. Debt annual profits are reinvested and 1/3 are distributed as dividends.
. Consumer Debt »  “Capital intensity”, measured as annual capital expenditures as a percentage of sales and invested capital, moved lower

after 2000, which we believe reflects the broad economic impact of the internet.
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. Difference in Performance ~ »  Has reinvestment been successful? The lower chart shows the profitability of the S&P 500, measured by return on equity.

. Volatility We think the stable trend in profitability is evidence that capital allocation decisions to reinvest profits have been

successful.
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Dividends
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Annual growth rate 5.86% S&P 500 dividend per share
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» The upper chart compares trends in S&P 500 earnings and dividends. Earnings are significantly more than dividends,
providing a sense of the capital allocation between reinvestment and dividends. We think the “coverage” of dividends by
earnings is sustainable, and may suggest that allocation toward dividends could be higher.

» Are dividends sustainable? Will dividends grow in the future? We believe a strong linkage exists between growth of
assets, sales, earnings and dividends. Stable trends in asset, sales and earnings growth provide a basis for expectations of
stability and future growth of dividends.

» The lower chart compares the growth of the S&P 500 dividend with the CPI price index. The chart shows the S&P 500
dividends have grown faster than inflation.
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Bond Market Valuation
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» Bond market valuation is based upon estimating the “fair value” of bonds, which we estimate using a “building blocks”
approach, that includes four components:

1) Real Interest Rate: The opportunity cost of lending money.

2) Inflation: Compensation for expected inflation.

3) Term Spread: Compensation for lending for a long time period.

4) Credit spread: Compensation for lending to lower quality borrows.

There are many categories and structures of bonds, having different terms and tax treatment. These differences can be compared
using the building blocks approach, to evaluate whether an investor is being adequately “paid” for each component of return.

Although expected inflation has generally been stable, bond yields have fluctuated based upon a combination of economic and
market conditions, and government policies to manage the economy.

Measures of bond “fair value” relative to the long-term average, can provide perspective about whether bond investors are being
reasonably compensated for the risks associated with investing their capital.
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Disclosures

Please note: Source of Data is Bloomberg as of 03.01.24

This material is intended only for clients and prospective clients of the Portfolio Management program. It has been prepared solely 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.

The individuals mentioned as the Portfolio Management Team are Financial Advisors with Morgan Stanley participating in the Morgan Stanley Portfolio Management program. The Portfolio Management program is an investment advisory
program in which the client’s Financial Advisor invests the client’s assets on a discretionary basis in a range of securities. The Portfolio Management program is described in the applicable Morgan Stanley ADV Part 2, available at
www.morganstanley.com/ADV or from your Financial Advisor.

Holdings are subject to change daily, so any securities discussed in this material may or may not be included in your account if you invest in this investment strategy.

There is no guarantee that this investment strategy will work under all market conditions. Do not assume that any holdings mentioned were, or will be, profitable.

The performance, holdings, sector weightings, portfolio traits and other data for an actual account may differ from that in this material due to various factors including the size of an account, cash flows within an account, and restrictionson an
account.

Top holdings, sector allocation, portfolio statistics and credit quality are based on the recommended portfolio for new investors as of the date specified. Holdings lists indicate the largest security holdings by allocation weight as of the specified
date. Other data in this material is believed to be accurate as of the date this material was prepared unless stated otherwise. Data in this material may be calculated by Morgan Stanley or by third party providers licensed by the Financial
Advisors or Morgan Stanley.

Past performance of any security is not a guarantee of future performance. There is no guarantee that this investment strategy will work under all market conditions.
Material in this presentation has been obtained from sources that we believe to be reliable, but we do not guarantee its accuracy, completeness or timeliness. Third party data providers make no warranties or representations relating to the
accuracy, completeness or timeliness of the data they provide and are not liable for any damages relating to this data.

Morgan Stanley Wealth Management has no obligation to notify you when information in this presentation changes.
Please contact your Financial Advisor for a complete listing of all transactions that occurred during the last twelve months.

For index, indicator and survey definitions referenced in this report please visit the following: http://www.morganstanleyfa.com/public/projectfiles/id.pdf
An investment cannot be made directly in a market index.

The views expressed herein are those of the author and do not necessarily reflect the views of Morgan Stanley Wealth Management or its affiliates. All opinions are subject to change without notice. Neither the information provided nor any
opinion expressed constitutes a solicitation for the purchase or sale of any security. Past performance is no guarantee of future results.

Asset Allocation and diversification does not assure profit or protect against loss in declining financial markets.

This material does not provide individually tailored investment advice. It has been prepared without regard to the individual financial circumstances and objectives of persons who receive it. The strategies and/or investments discussed in this
material may not be appropriate for all investors. Morgan Stanley Wealth Management recommends that investors independently evaluate particular investments and strategies, and encourages investors to seek the advice of a Financial
Advisor. The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and objectives.

Morgan Stanley Smith Barney LLC (“Morgan Stanley”), its affiliates and Morgan Stanley Financial Advisors or Private Wealth Advisors do not provide tax or legal advice. Clients should consult their tax advisor for matters involving
taxation and tax planning and their attorney for matters involving trust and estate planning and other legal matters.

Investments and services offered through Morgan Stanley Private Wealth Management, a division of Morgan Stanley Smith Barney LLC. Member SIPC.

Bonds are subject to interest rate risk. When interest rates rise, bond prices fall; generally, the longer a bond's maturity, the more sensitive it is to this risk. Bonds may also be subject to call risk, which is the risk that the issuer will redeem the
debt at its option, fully or partially, before the scheduled maturity date. The market value of debt instruments may fluctuate, and proceeds from sales prior to maturity may be more or less than the amount originally invested or the maturity
value due to changes in market conditions or changes in the credit quality of the issuer. Bonds are subject to the credit risk of the issuer. This is the risk that the issuer might be unable to make interest and/or principal payments on a timely
basis. Bonds are also subject to reinvestment risk, which is the risk that principal and/or interest payments from a given investment may be reinvested at a lower interest rate.

Equity securities may fluctuate in response to news on companies, industries, market conditions and the general economic environment. Companies cannot assure or guarantee a certain rate of return or dividend yield; they can increase,
decrease or totally eliminate their dividends without notice.

Any type of continuous or periodic investment plan does not assure a profit and does not protect against loss in declining markets. Since such a plan involves continuous investment in securities regardless of fluctuating price levels of such
securities, the investor should consider their financial ability to continue their purchases through periods of low price levels.

Investing in commodities entails significant risks. Commodity prices may be affected by a variety of factors at any time, including but not limited to, (i) changes in supply and demand relationships, (ii) governmental programs and policies, (i)
national and international political and economic events, war and terrorist events, (iv) changes in interest and exchange rates, (v) trading activities in commodities and related contracts, (vi) pestilence, technological change and weather, and
(vii) the price volatility of a commodity. In addition, the commodities markets are subject to temporary distortions or other disruptions due to various factors, including lack of liquidity, participation of speculators and government intervention.
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