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USE YOUR COMPASS
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We’ve worked through a number of exceptionally cloudy environments. The last “normal” recession we
worked through was in the early 2000’s, when excess supply and investment in technology businesses
tipped the economy into negative growth. Since then, it’s been a panoply of one-off major events: a
financial crisis during which the banking system teetered; a pandemic that shut down the world economy;
and now a trade war that is re-writing a world order that’s built up over the past 80 years. It’s the difference
between catching a nasty flu — you kind of know what to expect — and a total shock to the system — you
wake up in a new reality.

The common thread across one-off events? There is no map to help find your way. Consider the plight of
an auto company CEO. In a normal recessionary environment, your inventory grows as sales decelerate,
and margins slip as factory efficiencies degrade. You alter your production schedules, and perhaps furlough
a portion of your workforce. Your CFO leans on suppliers for discounts and extended terms. Your moves
ripple through your supplier base, and they execute similar moves. Finding equilibrium takes a bit of time,
but eventually your sales decline bottoms and growth reappears. There’s a roadmap for how to respond.

Now consider that same CEO today. Signs of a slowdown are on the horizon, but you just sold a boatload
of cars as buyers anticipate a price hike. Your production lines need to run but you don’t know your input
costs. Your costs could be exponentially higher due to tariffs, but you don’t know what those tariffs will
be. You don’t know whether tariffs will be heavy, or revert back to levels when the year began. You sell
globally, so you also don’t know how other customer countries will respond. You are essentially flying the
plane with no map.

But you have a compass. A compass won’t illuminate the path, but it will guide you in the right direction.
It can keep you from veering too far to one side or the other. And it stays true. Handed a map, you first
need to question the map’s veracity —who drew it; is it accurate and updated; what has changed since the
map was drawn? A map, after all, is completely man-made — based on observations and inputs at a static
time. A compass, on the other hand, relies on the earth’s magnetic field, which is stable. Even today, when
navigation uses GPS and a sophisticated system of satellites, sailors are still trained to use a compass in
the event the technology fails.

So, what constitutes an investing compass — an instrument to navigate a world that exists primarily in
intangible form, and is impacted by continual updates of forecasts on the future? A world that exhibits
reflexive properties, in which the actions of one participant ripple through markets, influencing the actions
of other participants? A world in which your map is often out of date before it’s even printed? We employ
a set of operating principles that, while not failsafe, keep us pointed in the right direction.

A few Key Principles
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1. Avoid Permanent Loss of Capital — Price volatility is often unavoidable, but you can significantly
reduce the odds of losing permanent capital by avoiding excess leverage, employing sober
forecasts when valuing an asset, and steering clear of investments with binary outcomes.

2. Respect That Bad Things Happen — Make your personal balance sheet more resilient by holding a
portion of your assets in conservative investments like US Treasury Bills and living within or below
your means.

3. Practice Humility — Financial markets can make smart people look stupid, especially in the short
run. Keep a flexible mind and be willing to admit you’re wrong and change course.

In summary, this year’s investment environment has been a shock to the system. We feel like we’ve
awakened in a new reality.

Unfortunately, there’s no map to illuminate the path forward. No GPS to tell us which way to turn. But like
a sailor navigating a vessel without modern-day technology, we still have our compass, and we’re confident
this tool will help shepherd us through the current economic environment and unforeseen challenges to
come.
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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.

This material has been prepared for (informational)\(educational)\(lllustrative) purposes only. It 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. Morgan Stanley
Smith Barney LLC ("Morgan Stanley") recommends that investors independently evaluate particular investments and strategies, and encourages
investors to seek the advice of a Morgan Stanley Financial Advisor. The appropriateness of a particular investment or strategy will depend on an
investor's individual circumstances and objectives. Past performance is no guarantee of future results.

Indices are unmanaged. An investor cannot invest directly in an index. For index, indicator and survey definitions referenced in this report please
visit the following: https://www.morganstanley.com/wealth-investmentsolutions/wmir-definitions

Asset Allocation does not assure a profit or protect against loss in declining financial markets.
Diversification does not guarantee a profit or protect against loss in a declining financial market.
Information contained herein has been obtained from sources considered to be reliable, but we do not guarantee their accuracy or completeness.

This communication contains links to third party websites that are not affiliated with Morgan Stanley. These links are provided only as a
convenience. The inclusion of any link is not and does not imply an affiliation, sponsorship, endorsement, approval, investigation, verification or
monitoring by Morgan Stanley of any information contained in any third party website. In no event shall Morgan Stanley be responsible for the
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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.
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