PRIVATE WEALTH MANAGEMENT Morgan Stanley

THOUGHTS FOR THE WEEK

VALUES IMMUNE SYSTEM

March 22, 2024

People are a collection of systems and values. Systems and values organize on the personal level, and
aggregate on the cultural level, multiplying their power. Some of those systems and values are static,
such as the laws of thermodynamics, a set of scientific laws characterizing thermodynamic systems in
equilibrium. Others are dynamic, built from the compounding effects of experience. In the US, the
difference between the rigid values that defined the Victorian era and the expressions of individualism
that emerged during the Jazz Age exemplify the dynamic. Values shifted over time.

Inherent within a value system is an immune response. We’re not talking about a physical immune
defense, like that which resides within the body, rather a system of collective defenses that work to
keep outside influences from altering the value system. Some immune systems are weak — an example is
the swift fall of the Berlin Wall in 1989. The communist system was unable to ward off the infection of
free principles. Some are strong and not easily penetrated, for example, the five precepts in Buddhism —
abstain from killing, stealing, sexual misconduct, lying, and intoxication. Universally applicable and
secular, people may choose not to abide, but the immune system protecting those values has so far
warded off any challenges to the validity of those values.

There is a crux, though — determining if a figurative immune defense is protecting a system of enduring
values. Or protecting a system in decline, and in need of a refresh. And that is where we segue to
thinking about investing your capital. We operate with a strong value system, centered around long-
term thinking, a gradual pace, and a willingness to endure short-term pain. And we have defenses built
up that protect that value system. We keep a “too hard” pile, investments that might produce
wonderful returns but ones in which we’re unable to get comfortable with the odds of success. We limit
reading material geared to short-term views. We don’t watch financial television. We don’t spend much
time thinking about the macro-economic environment. All of these defenses help protect long-term
thinking and a deliberate pace.

But that doesn’t make us “right”. We are also believers that we exist in a state of impermanence. The
world is an entropic place, and change is inevitable. Look no further than Eastern Europe or Hong Kong,
two regions which have experienced immense social change in the near term, quickly testing, and
eroding value systems that had arisen over the prior decades. The probability that the value system
guiding our investment decisions is flawed is not zero. In fact, if it ever reached a “perfect moment”,
that it somehow was the perfect strategy for the time (we are not claiming this, of course), the likely
path from there would be one of decline (again, think entropy).

So, we test the system. Continuously. We read views and thoughts at odds with our own. When
researching a company, we think about how it could fail — what circumstances or decisions could shift it
from a position of strength to one of weakness. We consider whether we are relying on mental models
that are outdated, or no longer relevant in a changing world.
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We believe our value system is strong, but it is not strong in the sense of the five precepts referred to
earlier. It is impeachable, and will almost certainly degrade over time. We do not think it is degrading
now, and the system has been reasonably successful at producing positive investment outcomes. But
there always remains a risk that we are clinging to a structure that is losing effectiveness. Change is
inevitable, but accepting change is challenging, as we get comfortable with the status quo and the
immune response gears to protect that status quo. The majority of time, the immune response is a
positive effect, but not always.

While we don’t anticipate a change to the value system governing our investment decisions, we are on
guard against complacency, and we test for weakness. In aggregate, our vigilance likely strengthens the
immune response, much like the body, once exposed to chicken pox, develops antibodies rendering
future chicken pox outbreaks unlikely. But we can’t assume we’re safe. We like to think we operate with
bedrock principles, but that flies against the idea of entropy. So, we’re on guard. At all times.
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2017-2022 Barron's Top 1,200 Financial Advisors: State-by-State (formerly referred to as Barron's Top 1,000 Financial Advisors: State-by-State)
Source: Barrons.com (Awarded 2017-2022). Data compiled by Barron's based on 12-month period concluding in Sept of the year prior to the
issuance of the award.

2013-2020 Financial Times 400 Top Financial Advisors
Source: ft.com. Data compiled by the Financial Times based the following time periods:
Awarded 2013-2020; data 12/31/12 - 6/30/19

2019-2020 & 2022 Forbes Best-In- State Wealth Advisors

Source: Forbes.com (Awarded 2019-2020 & 2022). Data compiled by SHOOK Research LLC based 12-month time period concluding in June of
year prior to the issuance of the award.
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accuracy or completeness. Morgan Stanley is not responsible for the information contained on the third-party web site or the use of or inability
to use such site.

The information and data contained in this piece are from sources considered reliable, but their accuracy and completeness are not
guaranteed.

This illustration in this piece is hypothetical and shown for illustrative purposes only. The illustration is not intended to predict the returns of
any particular investment, which will fluctuate with market conditions. Actual results may differ from those depicted in the illustration. The
Burbank Hafeli Group at Morgan Stanley Private Wealth Management is focused on serving the investment and financial planning needs of the
founders of food, beverage, and consumer products companies and private equity and investment banking professionals.

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.

Asset allocation, diversification and rebalancing do not assure a profit or protect against loss. There may be a potential tax implication with a
rebalancing strategy. Please consult your tax advisor before implementing such a strategy.

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.

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.

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 his
financial ability to continue his purchases through periods of low-price levels.

S&P 500 Index is an unmanaged, market value-weighted index of 500 stocks generally representative of the broad stock market. An investment
cannot be made directly in a market index.

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.

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.

Morgan Stanley Private Wealth Management, a division of Morgan Stanley Smith Barney LLC. Member SIPC.

CRC 6493601 dtd 03/22/2024



