Morgan Stanley

Chris Benedict, CFA
The Benedict-McLoughlin Group

May 3, 2021

No, “Monthly Musings” hasn'’t turned into “Semi-Annual Musings” but, yes, this is the first
Musings | have written since September. It's not that there haven’t been some interesting
developments in the past 7 months...frankly, | have just been busy (mostly in a good way)
with the day to day but, also, have recently undergone double hip replacement surgery
(progress is slow and steady, thank you). Fortunately, the investment world has generally
unfolded along the lines we had predicted in September.

Anyway, let’s get to it...

A Return to Normalcy?

Anyone else feel like this is the 17th month of 2020 instead of the 5" month of 20217
Expectations that a turn in the calendar along with a new U.S. Administration and a vaccine
rollout would swiftly get us back to normal have been, well, maybe a bit too optimistic.
Unfortunately, the debate surrounding COVID 19 continues to be highly politicized (along
with just about every other important subject in 2021). Picture a Venn diagram...do you
remember the overlap where common sense Americans from either side of the political
spectrum could find some common ground? Now, it seems that the diagram is just two
separate circles passing each other in the night. At the very least as it relates to this
pandemic, | hope that, as a society, we perform some careful analyses and determine how
we can improve our crisis management skills.

So, how can we move to de-politicize how we run society, the economy and how we teach
our children? I've often said and written that campaign finance reform is the “one thing” that
would likely lay the groundwork to allow us to solve around 90% of our issues. The amount
of money being spent on campaigns alone is staggering. In the two senate races in



Georgia, more than $830 million was spent by the candidates and their allies.” This is just
one state and just one part of the government. Imagine if the many billions of dollars spent
on the election process was instead used to address the issues that most of these politicians
are running on? Could $830 million spent on education and addressing the homeless
problem in Georgia, for example, bring about some real progress? Imagine if each
candidate in a given race had a limited but, equal amount to spend? Think about how much
more time each elected official would have to work for the people instead of how to raise
more money for the next election. And, imagine if these elections were tax payer funded or
funded in some other anonymous fashion...wow, no political debt to repay to your big
donors after you get elected!

Of course, it's not easy to change the rules because the people making the rules are the
same people benefiting from the status quo. I've always said/written that we would most
likely need a crisis like a pandemic, a nuclear war or an alien invasion to actually enable a
change of this magnitude. Well, it looks like you can scratch pandemic off of the list...1
guess we would need to see another Black Plague to shake things up enough. | do,
however, think a nuclear war or alien invasion are still legitimate candidates and | also think
we can add another one...revolution...or a credible threat of one.

In any case, something’s gotta give...and | expect a fair amount of political, societal and
market volatility for the foreseeable future. One can only hope that we won’t require a true
crisis to improve our election/political system. The potential ramifications for investors and
society as a whole are enormous.

Greater Fool Theory

So, the investment landscape has developed much as | had thought it would per my last
“Monthly Musings” in September 2020. Investors have, in fact, changed their focus to
companies and sectors that benefit from a re-opening of the economy. For example, the
S&P Value Index has outperformed the S&P 500 Growth ETF by almost 11% from 9/30/20 —
4/30/21.2 | believe this relative outperformance will continue...there is still a significant
reversion to the mean story (see graph below) along with some important fundamental
reasons.
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As the economy continues to re-open, the potential headwinds (absolute and relative) are
multi-fold for many technology and many growth stocks in general. First, the fundamental
boost that many technology companies experienced due to a forced stay-at-home economy
will begin to wane. True, a certain % of the digitization of the economy will remain but, there
has been a significant pull-forward of growth, in my opinion. | would expect a reduction in
expected growth rates for many of these companies...and even a modest reduction in
expected growth is all you need to knock down P/E multiples. Additionally, we're likely to
see rising interest rates over the next year or two, which also puts pressure on P/E multiples,
all else equal. Morgan Stanley estimates that a 50 basis point rise in the 10-Year US
Treasury yield would result in a 13% decline in the P/E ratio of the tech heavy Nasdaqg 100
Index.3

On the flip side, value stocks are still relatively cheap and are in the middle of a significant
earnings recovery. This acceleration of earnings for value stocks combined with a
deceleration of earnings for growth stocks will, | believe, be the most influential force in the
global stock market for the foreseeable future. Let’s not forget that all companies (really, all
financial instruments) make the same thing...CASH FLOW!!!I' There simply is more cash
flow per market cap available in value stocks right now vs. growth stocks, even after
adjusting for growth differentials, in my opinion.

Finally, another interesting set up in all of this is how crowded the technology/growth trade
has become. A large portion of investable assets are already allocated here along with
another unattractive and overvalued asset class, U.S. Treasuries. Given how much larger
these two asset classes are compared to others, any meaningful move out of these two
areas could provide meaningful firepower to global value stocks.



*Tactical Allocation Tilts in my Global Growth and Global High Income Model

Portfolios (as of 5/3/21):

Overweight

Long/Short Equity, Quality Dividend
Paying Global Equities, Value Equities,
Emerging Market Consumer Equities,
Short-Term High Yield Fixed Income,

Underweight

High P/E Technology/Growth Equities,
U.S. Treasuries, “High Quality”
Corporate and Municipal Bonds,
Long-Term Fixed Income

Total Return Strategies

* These weightings do not consider each client’s unique profile, preferences and/or constraints and therefore may not be
applicable to you.

The Benedict-McLoughlin Group always strives to use sound judgment...at every
decision point.

We bring experience, credentials and tenacity which we expect to continue to enable us
fo help achieve our clients’ goals over time.
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The investments listed may not be suitable for all investors. Morgan Stanley Smith Barney LLC recommends that
investors independently evaluate particular investments, and encourages investors to seek the advice of a financial
advisor. The appropriateness of a particular investment will depend upon an investor's individual circumstances and
objectives.

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.

Alternative investments often are speculative and include a high degree of risk. Investors could lose all or a substantial
amount of their investment. Alternative investments are appropriate only for eligible, long-term investors who are willing to
forgo liquidity and put capital at risk for an indefinite period of time. They may be highly illiquid and can engage in
leverage and other speculative practices that may increase the volatility and risk of loss. Alternative Investments typically
have higher fees than traditional investments. Investors should carefully review and consider potential risks before
investing.

Past performance is no guarantee of future results. Actual results may vary. Diversification does not assure a profit or
protect against loss in a declining market.

Alternative investments involve complex tax structures, tax inefficient investing, and delays in distributing important tax
information. Individual funds have specific risks related to their investment programs that will vary from fund to fund.
Clients should consult their own tax and legal advisors as Morgan Stanley Wealth Management does not provide tax or
legal advice.

Interests in alternative investment products are only made available pursuant to the terms of the applicable offering
memorandum, are distributed by Morgan Stanley Smith Barney LLC and certain of its affiliates, and (1) are not FDIC-
insured, (2) are not deposits or other obligations of Morgan Stanley or any of its affiliates, (3) are not guaranteed by
Morgan Stanley and its affiliates, and (4) involve investment risks, including possible loss of principal. Morgan Stanley
Smith Barney LLC is a registered broker-dealer, not a bank.

Actual results may vary and past performance is no guarantee of future results.

International investing may not be suitable for every investor and is subject to additional risks, including currency
fluctuations, political factors, withholding, lack of liquidity, the absence of adequate financial information, and exchange
control restrictions impacting foreign issuers. These risks may be magnified in emerging markets.

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.

Bonds rated below investment grade may have speculative characteristics and present significant risks beyond those of
other securities, including greater credit risk and price volatility in the secondary market. Investors should be careful to
consider these risks alongside their individual circumstances, objectives and risk tolerance before investing in high-yield
bonds. High yield bonds should comprise only a limited portion of a balanced portfolio.

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. 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. Do not assume
that any holdings mentioned were, or will be, profitable.

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 suitable 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.
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