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Love and inflation in the air

So far, by the middle of February, the markets have
continued to perform well, and investors are still in love
with stocks. Which is appropriate given | am writing this on
Valentine's Day morning. The S&P 500 hit a record high of,
eclipsing 5000 for the first time ever, up 2.3% so far this
month, and the tech heavy NSADQ up 1.6%. On Feb 12
the S&P 500 hit an Intraday high of 5048."

However, the market did retrace quite a bit for a one day
move on the 13™. The worst day since March of 2023, down
1.4% in a single day. Why did the market drop so much? In
my opinion, this is because CPl was reported, and investors
guided higher on inflation concerns, which in turn, also
means investors believe the Fed will postpone rate cuts for
fear of reigniting inflation.

CPl came in at .39% month over month vs .28% (consensus
expectations was .3%). On a 3-month annualized rate, core
CPl increased from 3.3% to 4%, coming back to levels we
saw

in TH23. Most of this inflation increase data was in housing,
goods, and services.? It appears the consumer is still
spending, and prices have not affected consumption...yet.

But PCl and PCE isn't the only thing the Fed looks at.
Employment and wage growth, as | said last month, are
important contributing factors. The 3-month rolling Wage
growth avg is slightly lower at 5% vs 5.2% last month.® But
still strong and on Friday, the Bureau of Labor Statistics
reported an increase of 353,000 headline nonfarm
payrolls in January, exceeding expectations.* With strong
wages and surprisingly good employment numbers like
these, the Fed's task of returning to a nonrestrictive interest
rate still seems far away, meaning rates will stay elevated
for a bit longer than expected.*
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The pullback on the 13% is a good example on how
investors are interpreting the Fed's current rate pause, and
the expectations of when they may ease. But it still does
not appear that the market is expecting a rate increase. Fed
funds futures do not currently reflect an increase this year.®

Despite the pullback on the 13th, upside momentum in the
market is still intact and 5200-5400 is where | think this
market may be heading. Positive earnings growth
expectations and the Fed Put (a term used by financial
professionals that imply the fed will not let the economy go
into a deep recession) is what is continuing to drive the
market higher. And until either of those move to a more
bearish outlook; for example, earnings guidance wain from
higher input costs and a weaker consumer, or the inflation
data makes the Fed think twice about quantitative easing.
Until either of these happen, this market should continue to
climb higher. Although one should keep an eye out for a
reversal in momentum stocks that have led the way so far.

The greatest compliment one can give us is a referral to their friends and family.
As always, please call or email us with any questions or concerns about the management of your family’s wealth.

1 Dow Jones/ Reuters news and Thompson One

2 CPI Data Imply 0.29% Core PCE

3 Wage Growth Tracker - Federal Reserve Bank of Atlanta (atlantafed.org

4 Daily Positioning: Early 2024 Insights from January's Labor Data (ms.com)

5 Market Probability Tracker - Federal Reserve Bank of Atlanta (atlantafed.org)




Shawn M. Reed, CPM®, CFP® Richard Colbert

CERTIFIED FINANCIAL PLANNER™ practitioner Senior Vice President,

Certifie.d Portfolio Manager® Wealth Advisor, Financial Advisor

Pprtfo!lo Mana?gement Director Morgan Stanley | Wealth Management

First Vice President Willis Tower | 233 S. Wacker Dr. | Suite 8600 |
Financial Advisor Chicago, IL 60606

Morgan Stanley | Wealth Management Richard.Colbert@morganstanley.com

Willis Tower | 233 S. Wacker Dr. | Suite 8600 | +1(312) 827-6529

Chicago, IL 60606
shawn.m.reed@morganstanley.com
+1(312) 827-6712

Disclaimers:

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.

The strategies and/or investments discussed in this material may not be appropriate for all investors. The appropriateness of a particular investment or strategy will depend
on an investor’s individual circumstances and objectives.

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. 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.

This 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.

For index, indicator and survey definitions referenced in this content please visit the following:
https://www.morganstanley.com/wealth-investmentsolutions/wmir-definitions
An investment cannot be made directly in a market index.

Technical analysis is the study of past price and volume trends of a security in an attempt to predict the security's future price and volume trends. Its limitations include but
are not limited to: the lack of fundamental analysis of a security's financial condition, lack of analysis of macro-economic trend forecasts, the bias of the technician's view and
the possibility that past participants were not entirely rational in their past purchases or sales of the security being analyzed. Investors using technical analysis should consider
these limitations prior to making an investment decision.
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