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“There’s something happening here. But what it is ain’t exactly clear”
- Buffalo Springfield

We entered the year wearing a cautious hat feeling a tad uncomfortable since everyone else
seemed to be wearing the same hat. We wrote “The one setup into the new year that gives us
hesitancy in our current cautious stance is the fact that to be cautious seems to be the consensus
call.” To rehash a quote, one we have used before and utter often from the retired Wall Street vet
Walter Deemer; “The stock market will do whatever it has to do to embarrass the greatest number
of people to the greatest extent possible.” The major index surely did that posting a 16.9% total
return for the first halfl. But as always there is more than meets the eye.

It was late 1966 when Buffalo Springfield recorded and released “For What It’s Worth”; the opening
lyrics don the top of this letter. Around the same time the Nifty Fifty started to become the darlings
of Wall Street. This group of companies were deemed to be “one-decision” stocks so appealing that
their shares should be bought and never sold — no matter the valuation. While there is no exact list
of these companies an old article out of Forbes states “One old-timer believes that Kidder Peabody’s
monthly list of 50 Big Board stocks with the highest [P/E] multiples probably came closest”2. In the
early 1970’s some of these companies where trading north of 50x earnings and inevitably got taken
to the woodshed in the bear market that soon followed. Today Wall Street has their own set of
darlings which are known as the “Magnificent Seven.” We are prohibited from mentioning
individual stocks however many of you know a vast majority of the member of this small elite group
(if not feel free to contact us or a quick internet search will give you the answer). For the first half of
2023 the “Magnificent Seven” was the market.

Per the work of Howard Silverblatt, S&P Dow Jones Indices Senior Index Analyst?, the “seven” were
responsible for about 75% of the year-to-date return of the S&P 500 and the sectors where they are
members of were responsible for roughly 97% of the gains. Every sector without a “Magnificent”
member lagged the index:

S&P 500 Sectors - 1H 2023

uUtlity
Energy
Health Care
Financials
Con Staples -
Real Estate —
Materials
Industrials
S&P 500
Con Disc.
Comm Services
Technology

-7.5% 2.5% 12.5% 22.5% 32.5% 42.5%
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This so called “bad breadth” has been a top bullet point for bears and rationalized by bulls. We are
fully congizent in the power of momenetum and money flows especially in the age of computer
trading/algorithms and ETF’s (exchange traded funds) so in the short term we would not be
surprised if the “mangificent” continue to be just that. Our preference, as it always is, is to find
companies/sectors/areas that we see as of value rather than chase momentum. Our homework in
equity land will be on the “not so great 493” the small and mid cap space as well as outside of the
US. Whether the markets girggles some mouthwash or not may depend on the path of the
economy and rates.

The bevy of economic data that we have noted in prior missives has not altered much which is why
we still belive a recession could still be in the cards down the road; we just are not sure how long
the road is. The Conference Board US Leading Index continues to be negative for a
staggering 11 months in a row with only a 0.01% rebound from its lows®. The yield curve has been
inverted for now a full calender year while manufacutring data (Dall Fed, Philly Fed) sit in the red®.
Employement and the consumer have held up much better than we would have guessed however
for both the future may sour a bit. Jobless claims are slowly rising; (left chart) while temp jobs have
been declining since March (right chart). Morgan Stanley’s chief economist see’s the possibliy of a
negative payroll print later this year®; though she is still in the soft-landing camp.

Source: Bloomberg Source: Bloomberg

As for the US consumer according to research published recently by the Federal Reserve Board
accumulated savings during Covid has been unwound’ while post the FOMC's historic tightening any
debt now utilized is that much more expensive: credit cards, mortgage, home equity loans, etc.

While our cautious stance to start the year has indeed been incorrect, we do not see it as prudent to
chase what has already worked out especially when there are many un-loved pockets of the markets
that in our opinion exhibit an attractive risk/reward especially if we are incorrect and the economy is
entering an expansion. As for those whose goals is not just soley capital appreciation (which is many
of you) most of the US treasury curve is now over 4% - something we have not seen since before
the Great Financial Crisis of 2008-2009.

As we enter the back half of the year we are watching to see the path of financial conditions. Post
the regional bank crisis conditioned eased (chart on the following page) which has been positive for
risk assets. It will be interestersing to watch this path over the next six to twelve months.

Enjoy the remaining few months of summer. Thank you for allowing us to be of service.

The Hudson River Group
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S&P 500 Index (black) & Chicago Fed National Financial Conditions Index (yellow -inverted)

Source: Bloomberg
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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 at www.morganstanley.com/ADV or from your Financial Advisor.

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.

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 Standard & Poor's (S&P) 500 Index tracks the performance of 500 widely held, large-capitalization US
stocks. An investment cannot be made directly in a market index.

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.

Investing in smaller companies involves greater risks than those associated with investing in more established
companies, including significant stock price fluctuations and illiquidity.

The investments listed may not be appropriate 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.

Morgan Stanley Smith Barney LLC offers a wide array of brokerage and advisory services to its clients, each of
which may create a different type of relationship with different obligations to you. Please visit us at
http://www.morganstanleyindividual.com or consult with your Financial Advisor to understand these
differences.

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.
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The sole purpose of this material is to inform, and it in no way is intended to be an offer or solicitation to
purchase or sell any security, other investment or service, or to attract any funds or deposits. Investments
mentioned may not be appropriate for all clients. Any product discussed herein may be purchased only after a
client has carefully reviewed the offering memorandum and executed the subscription documents. Morgan
Stanley Wealth Management has not considered the actual or desired investment objectives, goals, strategies,
guidelines, or factual circumstances of any investor in any fund(s). Before making any investment, each
investor should carefully consider the risks associated with the investment, as discussed in the applicable
offering memorandum, and make a determination based upon their own particular circumstances, that the
investment is consistent with their investment objectives and risk tolerance.

When Morgan Stanley Smith Barney LLC, its affiliates and Morgan Stanley Financial Advisors and Private
Wealth Advisors (collectively, “Morgan Stanley”) provide “investment advice” regarding a retirement or
welfare benefit plan account, an individual retirement account or a Coverdell education savings account
(“Retirement Account’), Morgan Stanley is a “fiduciary” as those terms are defined under the Employee
Retirement Income Security Act of 1974, as amended (“ERISA”), and/or the Internal Revenue Code of 1986
(the “Code”), as applicable. When Morgan Stanley provides investment education, takes orders on an
unsolicited basis or otherwise does not provide “investment advice”, Morgan Stanley will not be considered a
“fiduciary” under ERISA and/or the Code. For more information regarding Morgan Stanley’s role with respect
to a Retirement Account, please visit www.morganstanley.com/disclosures/dol. Tax laws are complex and
subject to change. Morgan Stanley does not provide tax or legal advice. Individuals are encouraged to consult
their tax and legal advisors (a) before establishing a Retirement Account, and (b) regarding any potential tax,
ERISA and related consequences of any investments or other transactions made with respect to a Retirement
Account.

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.

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.

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

Morgan Stanley Smith Barney LLC. Member SIPC
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