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Market Trends and Interest Rates

Big Changes and Housing Affordability

Since our last newsletter back in September of last year, many things have changed. The U.S. Presidential
election has come and gone, the trade war has mostly come and went, interest rates started coming down, and
the stock market hit all-time highs many times this year. Residential real estate values are at all-time highs,
while commercial real estate is in the tank. The housing affordability index is now at all-time lows because
wages have not kept pace with the increasing cost of housing along with higher mortgage rates. In fact, most
homeowners cannot move or upgrade due to the low mortgage rates they have locked into since the pandemic
induced mortgage refinancing boom. If they have a 2.5 to 3% mortgage, they will now have to take on a 6 to 7%
mortgage, and at much higher values if they buy a bigger home. For most existing homeowners, they could
barely even afford buying their own homes at the estimated Zillow prices of today. This could slow the
economy because real estate transactions triggers massive spending by the consumer.

Inflation and the Wealth Effect

Inflation may be slowing a bit, but prices are still up dramatically in the past 5 years, making it difficult to get by
for most Americans. The disequilibrium of wealth between the haves and the have nots continues to widen.
The top 10% of investors in the U.S. own 80% of U.S. stocks according to Moody’s. In addition, this same 10%
account for almost 50% of all consumer spending. Although the stock market and home values are both at all
or near all-time highs, any significant correction to the downside could likely hurt consumer spending due to
the wealth effect. This wealth effect is far more important to the economy at this point than interest rates. So
even as the economy slows or declines interest rate reductions will have to be quite substantial to have a
positive effect.
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High Speculation Continues

Major speculation in the U.S. stock market is getting quite extreme with momentum investing in A.l,,
guantum computing stocks and many others trading at levels that make no sense whatsoever. Crypto is off
the charts as well. This type of investing is never done at the bottom of a market, so investors need to be
smart and careful to own companies that are undervalued and not chase the next hot thing. The vast
amount of speculation on these stocks at extremely high valuations continues to allow us to take
advantage of value-based opportunities that can become the growth stocks of the future. This is a lower
risk way of building wealth and generating significant long-term returns.

The Debt Buildup and Onshoring

Meanwhile, U.S. Government debt levels have risen to very high levels, and although, if the economy
slows and the Fed continues to reduce short term interest rates, it might not have the effect of lowering
long-term rates and mortgage rates could continue to stay at higher rates inhibiting the economic
recovery a bit. The good news is the recent tax incentives passed by Congress is helping with the
onshoring of U.S. businesses from abroad. This increased capital spending should help the economy
continue to grow in the years ahead and create many more jobs. There also has been a dramatic increase
in mergers and acquisitions this year and this is expected to continue in the new year.

Geopolitical Risks and A.l.

The biggest risk we see in terms of the U.S. and world economy is geopolitical risks with China and Russia.
China wants Taiwan and Russia wants Ukraine and to destroy the West. Another concern we have is the
unrest regarding the growing high unemployment rates among the youth around the world. The other risk
is what everyone seems to be ignoring right now and that is A.l. or artificial intelligence. There are
certainly many enormous benefits of A.l. such as increased efficiencies and increased productivity going
forward. However, that could come with a significant reduction in employment and increases in electricity
demand. This may exacerbate the unemployment situation especially for our youth at least temporarily
but may help keep inflation at bay. On the plus side over the longer term A.l. may help to create new jobs
as has every major technological revolution has in our U.S. history. In addition, the enhanced profitability
at many companies from employing A.l. could be quite beneficial as well.
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Long Term Value investing

There is no sugarcoating the current challenges; this is a very difficult environment to navigate if you do
not have true long term investing experience. We have managed portfolios and guided clients over the
past four decades and endured some difficult times. We know the pain that can be caused by
mismanagement of our Country, and devastating events like the dotcom bubble bursting, the great
recession, Russia’s invasion of Ukraine, and the global pandemic to name a few. Our focus in managing
portfolios is how to avoid risks to a great degree, and still have significant upside potential, and we
prefer to be getting dividends or the promise of them in the future. We continue to be investing in the
companies that make economic sense, that have strong balance sheets, good managements, good
fundamentals, and that are priced at low valuations relative to their estimated private market values. By
investing this way, as merger and acquisitions activity continue to increase, we could certainly benefit.
We also believe in adequate diversification, but not over-diversification which we believe is more like
hiding, not real investing.

The Bottom Line

The bottom line is that there are many challenges ahead and It is not going to be easy to make
significant returns in the years ahead. Cerulli Associates anticipates $124 trillion of wealth transfers will
be occurring through 2048 so we need to stay focused on your financial and estate plans for you and
your families. As the current speculative environment gets deflated investors will likely be rotating into
more conservative approaches. This should allow us to continue to benefit with above average long-
term results. Although the economy and the general stock market may be in for some turbulence in the
years ahead, we feel we are well positioned compared to most investors and the over-all investing
environment. We encourage you to contact us if you have any questions or concerns or if you are facing
any major life changing situations.
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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 atwww.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.

Morgan Stanley Wealth Management has no obligation to notify you when information in this
presentation changes.

An investment cannot be made directly in a market index.

The Dow Jones Industrial Average is a price-weighted average of 30 blue-chip stocks that
are generally the leaders in their industry.

The Standard & Poor's (S&P) 500 Index tracks the performance of 500 widely held, large
capitalization US stocks.

Investments and services offered through Morgan Stanley Smith Barney LLC. Member
SIPC.

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.

Information contained herein has been obtained from sources considered to be reliable, but
we do not guarantee their accuracy or completeness.

Buying ,selling and transacting in Bitcoin, Ethereum or other digital assets Digital Assets”)
and related funds and products, is highly speculative and may result in a loss of the entire
investment.

The material contains forward looking statements and there can be no guarantees they will
come to pass. The information and statistical data contained herein have been obtained
from sources believed to be reliable but in no way are guaranteed by Morgan Stanley as to
accuracy or completeness. There is no guarantee that any investments mentioned will be in
each client’s portfolio.

Morgan Stanly Smith Barney LLC. Member SIPC
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