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As we embark on the new year, we continue to navigate the long-term effects of
robust fiscal spending and the hawkish monetary policy response to rising inflation.
While inflation has recently moderated and market strategists and economists have
increased the odds of a soft economic landing, the policy narrative of the past is
positioned to inform our expectations for market and economic performance. For
example, the fiscal year 2024 budget remains unresolved and geopolitical risks
place notable pressure on additional spending priorities. That said, though the 2024
election cycle is likely to stymie the development of legislation that is not budget-
related, Washington will still be active as foreign policy and domestic regulators
take center stage. In this report, we discuss the top public policy and regulatory
actions we anticipate may impact the markets and the economy in 2024,

Morgan Stanley Wealth Management is the trade name of Morgan Stanley Smith Barney LLC, a registered broker-dealer in the United States. This
material has been prepared 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. Past performance is not necessarily a guide to future

performance. Please refer to important information, disclosures and qualifications at the end of this material.



US POLICY PULSE

1. 2024 Budget Fight Continues as Temporary Market
and Economic Risks Loom

The House and Senate are quickly approaching a partial-
government shutdown on Jan. 19, but it appears both
Democratic and Republican leadership are negotiating in
earnest in a bid to avert the partial closure. The most recent
proposal to emerge from leadership conversations includes a
less than 1% cut to nondefense budgets and a 3% increase to
military spending, consistent with the already-passed National
Defense Authorization Act. Importantly, this deal is unlikely to
be final, as the spending decreases are less than those
included in the previously negotiated debt limit deal (the
Fiscal Responsibility Act), which reduced expenditures not
related to defense by 1% across the board.

Legislators are likely to seek to avoid a shutdown during an
election year, which would damage reelection prospects for
both parties. If legislators are unable to move beyond budget
trench warfare, the FRA's 1% budget cut will be triggered and
go into effect on April 30. An inability to resolve the budget
crisis between February and late April could cause interim
market volatility and economic weakness before the FRA
goes into effect. Turmoil is likely to be limited, as government
shutdowns tend to result in only modest GDP losses, though
a lengthy shutdown may have a greater impact on growth.
During the last shutdown, which lasted 30 days and occurred
in 2018-2019, the Congressional Budget Office (CBO)
estimated that GDP declined $3 billion in the following
quarter, which is a notably minor sum in what was then a
$21.4 trillion economy. Economic activity rebounded,
highlighting the temporary nature of potential risks.

We expect that legislators will resolve budget concerns in the
first quarter, either through the approval of a bipartisan 2024
budget bill or by passing a year-long continuing resolution,
which would extend the prior year's funding at least through
the election.

2. General Election Certainties May Drive Sector-
Specific Market Volatility

While the 2024 general election play-by-play is likely to
dominate the headlines, investors should focus on the
relationship between electoral cycles and the markets. In an
analysis of market performance during presidential election
years, we find that the S&P 500, on average, shows positive
returns of about 3% regardless of which party wins.
Furthermore, returns during post-primary months report
average excess returns of 0.7% versus nonelection years, due
to the confirmation of party nominees and policy initiatives
that emerge during the final months of the campaign.

While markets tend to rally in response to election certainty,
we highlight that sector and industry specific volatility is
likely. For example, utilities and energy significantly
outperformed in election years when a Republican president
won office (27.8% and 21.9%, respectively), while information
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technology and consumer discretionary performed best when
a Democrat won that year (11.1% and 9.4%, respectively) (see
Exhibit 7).

Exhibit 1: Sector Returns By Democrat and Republican
Election Year Wins

Democratic Win Average Performance in Election Year

Full Year Q1 Q2 o) Q4|

S&P 500 32% -33% 37% 2.0% 0.0%
Information Technology 1M1% 0.7% 6.5% 24%  -1.0%
Health Care 0.6% -53% 22% 28% 03%
Energy -103%  -121% 10.6% -5.8% 1.0%
Consumer Discretionary 94% 0.5% 5.0% 42% -0.7%
Consumer Staples 47% -2.6% 24% 53% -04%
Communication Services 20% -871% 72% -0.8% 44%
Utilities T4%  -19% 45% -3.0% -0.9%
Real Estate 113% -2.9% 31% 0.8% -12.0%
Materials 0.8% -04% 41% 1% -17%
Financials 61% -3.6% -19%  3.8% 3.3%
Industrials 19% -2.8% 0.7% 2.3% 13%

Republican Win Average Performance in Election Year
Full Year Q1 Q2 Q3 Q4

S&P 500 28% 14% 01% -0.1% 1.3%
Information Technology 89% 44% -33% -3.8% -64%
Health Care 105% -23% 104% -19%  3.7%
Energy 219% 32% 67% 67% 3.8%
Consumer Discretionary 14% -06% -35% -14% 3.5%
Consumer Staples 177% -2.5% 57% -25% 8.5%
Communication Services 20% 58% -34% -41% -2.8%
Utilities 208% 83% 28% 103% 4.5%
Real Estate 10.9% 56% -04% 09% 4.8%
Materials 24% -40% -34% -0.7%  11.2%
Financials 173% 02% -1.6% 9.0% 9.8%
Industrials 122% 05% 25% 39% 5.1%

Note: Indicates sector performance for each election year quarter, ending on
Dec. 31 of that election year.

Source: Bloomberg, Morgan Stanley Wealth Management Global Investment
Office as of Jan. 9, 2023

3. Basel lll: Endgame Could Provide Upside Surprise for
Financials

The government's initial Basel Ill Endgame (Basel Ill) proposal
was released in July 2023 to significant financial industry
resistance. While the proposal is comprehensive, we focus on
potential changes to capital requirements within the banking
system as limitations to liquidity could affect financial sector
performance. Basel lll is estimated to increase capital
requirements for banks with at least $100 billion in assets by
16% on average, due to the inclusion of more risk-weighted
assets on bank balance sheets. When considering the impact
to Global Systemically Important Banks, capital reserves are
estimated to increase by approximately 2%. The current
proposal also includes a three-year phase-in period starting
July 1, 2025.
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We expect that regulators will release a final Basel rule later
this year, but that the provisions are likely to be less onerous
than originally anticipated, in part due to the robust industry
backlash. That said, if changes are not satisfactory to the
industry, it is likely that lawsuits will follow, with the final
parameters for the regulation decided in court. Should the
final rule purport less stringent requirements for risk-
weighted assets, the sector is well positioned for upside
surprise.

4. Geopolitical Risks Positioned to Benefit Defense

Geopolitical tensions remain high across the globe, as the
Russia-Ukraine conflict drags on and the risks of a wider
Middle East conflict increase. Since Russia’s invasion of
Ukraine in February 2022, both US and European defense
contractors have outperformed the S&P 500 and MSCI
Europe indexes. However, differences in regional defense
performance are difficult to ignore: European defense stocks
have outperformed US defense stocks by more than 30%, and
the MSCI Europe Index by more than 40%, since the start of
the conflict (see Exhibit 2). Performance is likely driven by
higher NATO defense spending and the Russian threat on
Europe's doorstep.

Nevertheless, greater global defense expenditures and a
renewed focus on military competitiveness serve as strong
tailwinds for US contractors. Congress recently approved a
3.2% increase to the defense budget and remains committed
to considering over $100 billion in supplemental spending.
We see opportunities particularly in categories that are
expected to benefit from spending increases such as missiles,
munitions and shipbuilding manufacturers, as well as
cybersecurity, semiconductor and satellite developers.

Exhibit 2: European Defense Has Outperformed On the
Back of the Russia-Ukraine War

MSCI Europe Aerospace & Defense Index
S&P Aerospace and Defense Select Industry Index
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Source: Bloomberg, Morgan Stanley Wealth Management Global Investment
Office as of Dec. 31,2023
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5. Retirement Policy Remains in the Spotlight

Changes to retirement policy are likely to remain a priority in
2024, with the Department of Labor, IRS and Congress
pursuing various efforts. These include fixing technical errors
in prior retirement legislation, weighing comments on pending
regulatory actions and the consideration of new policy
proposals. We believe individual investors are likely to receive
more clarity regarding product and industry investing options,
as well as more guidance on the legality of certain retirement
investing strategies.

For example, we expect clarification of certain Secure 2.0
provisions including, but not limited to, changes to allow
increased catch-up contributions to retirement accounts and
updates reflecting the bill's original intention to increase the
required minimum distribution (RMD) age to 73 starting on
Jan. 1, 2023 and age 75 starting on Jan.1, 2033. In addition, the
DOL will continue to weigh a proposed change to the
definition of fiduciaries which could have numerous
implications for certain investors and may limit the use of
non-securities investment products like fixed income annuities
in retirement accounts. A final rule is expected mid-2024.
Furthermore, legislators may seek to reintroduce legislation
in the next session that would allow retirement savers to roll
over their Roth IRA savings into a Roth workplace retirement
plan such as a Roth 401(k), Roth 403(b) or Roth 457(b) plan.
It is unclear if the legislation has a path toward enactment.

6. Clean Energy Tax Credits Constructive in Near Term

Clean energy received a $369 billion allocation in 2023 as
part of the Inflation Reduction Act (IRA). This is the largest
one-time clean energy appropriation in US history, which
supports our long-term market expectations favoring clean
energy stocks and also bolsters capital spending. While a
GOP win in 2024 could result in the repeal of certain clean
energy tax credits in 2025, policy action this year is likely to
remain constructive for the industry as the IRS clarifies
qualification requirements and awards tax credits.

This fiscal policy support provides tailwinds for our
expectation for a decades-long shift in the US energy mix. For
example, Morgan Stanley and Co. analysts project solar and
wind to comprise approximately 50% of US energy
generation mix by 2035, absent the introduction of future
policy roadblocks (see Exhibit 3).

Morgan Stanley Wealth Management 3
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Exhibit 3: Solar and Wind Are Projected to Comprise
50% of US Energy Mix by 2035
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Source: Morgan Stanley & Co. Research, S&P Capital IQ, Morgan Stanley
Wealth Management Global Investment Office as of Dec. 8, 2023

7. States Likely to Accelerate Al Regulation

Last year's wave of ambitious and exciting Al initiatives caught
the attention of policymakers. The White House recently
issued a first-of-its-kind Al executive order that sets new
standards for Al safety and security, while Congress has
signaled bipartisan interest in creating legislative frameworks
for future regulation. For example, the SAFE Innovation
Framework for Al Policy was released in the Senate to help
guide Congress when considering the future of Al legislation
and, in the House, the bipartisan National Al Commission Act
was introduced, which would create a panel of experts to
review the current US approach to Al regulation.

While we expect Congress to remain relatively quiet on Al
this year, states are increasingly taking action. To date, 12
states have enacted various policies concerning Al reform,
which range from increased government review and
understanding of the industry, to monitoring the use of Al in
government and data privacy programming. The continued
adoption of Al throughout industry and government is likely
to continue to highlight risks and opportunities of the
developing technology and places the industry squarely in the
sights of regulators.

8. Increased Tariffs on Chinese Goods and Decreased
US Investment in China Could Benefit Mexico

Recent deglobalization, derisking and trade policy trends are
likely to remain in focus in this year. US-China relations have
been strained in recent years, and though relatively calm of
late, they broadly remain a risk in 2024 with upcoming
elections in the US and Taiwan. The Biden administration has
tightened export restrictions on advanced Al chips and
manufacturing equipment to China as recently as October
2023, in an effort to limit China's access to critical US
technology and protect national security interests.
Additionally, the administration has retained Trump-era tariffs
on about $300 billion of Chinese goods and recently signaled

Please refer to important information, disclosures and qualifications at the end of this material.

the potential for greater tariffs in 2024 on Chinese electric
vehicles to promote US electric vehicle production.

As trade restrictions have increased, US direct investment in
China has decreased, falling to $8 billion in 2022 from $13
billion in 2019, a 38% reduction (see Exhibit 4). Furthermore,
global direct investment in China turned negative in 2023's
third quarter for the first time in 25 years, highlighting the
broader implications of comprehensive global de-risking. As
the reshoring and friendshoring of key supply chains and
goods continues, Mexico is positioned to overtake China as
the US' largest source of imports.

Exhibit &4: US Investment in China Has Waned as Global
Trade Becomes More Restrictive

US Direct Investment in China (left axis)
Total Number of Global Trade Restrictions Imposed (right axis)
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Source: Rhodium Group, Strategas, Morgan Stanley & Co. Research, Morgan
Stanley Wealth Management Global Investment Office as of Sep. 12, 2023

9. Democrats Likely to Support Record Oil Production
in an Effort to Lower Gas Prices

While clean energy policy has dominated the priority list for
Democratic legislators, the Biden White House has been one
of the more pro-fossil fuel administrations in recent history.
For example, the administration has failed to curb offshore
drilling and, according to the US Bureau of Land Management,
has also auctioned off approximately 593 drilling leases
during the past three years. While this pales in comparison to
the Trump administration's auction of 2,740 leases in 2019-
2020, Biden has done little to meaningfully offset
production.

In fact, US crude oil production has reached all time highs, at
13.2 million barrels per day, a 19% increase from January 2021.
Importantly, robust US production has likely offset upward
pricing pressure from recent OPEC production cuts. This has,
in part, led to a fall in the average US price of a gallon of
gasoline to $3.62 today from a peak of $5.47 in June 2022—a
33% decrease (see Exhibit 5). We expect the Biden
administration to continue to rely on crude oil production and
support pro-fossil fuel policies in 2024 in an effort to increase
voter support and bolster election prospects.

Morgan Stanley Wealth Management &
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Exhibit 5: The US Has Produced More Oil Than Ever in
the Wake of OPEC Cuts
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Source: Bloomberg, Morgan Stanley Wealth Management Global Investment
Office as of Dec. 31,2023
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10. Health Care Risks Are Likely Priced-in; Managed
Care May Benefit From Robust ACA Enrollment

Health care has already become a talking point in the 2024
election cycle with some candidates suggesting future efforts
to dismantle the Affordable Care Act (ACA). However, it is
unlikely that politicians will ultimately pursue this as the ACA
remains well-fortified legally and has become entrenched in
the health care system. That said, the S&P 500 outperformed
the health care sector in 2023 by 24% and managed care by
more than 27%. Broad weakness was attributable to several
factors including the expirations of COVID-era Medicaid
expansion, the introduction of pharmaceutical price
restrictions and macro trends favoring cyclicals over
defensives. We expect recent health insurance enrollment
trends to support the sector.

While the end of Medicaid auto-enrollments in March 2023
caused a 6% net reduction in total Medicaid participants by
September 2023, we believe the Medicaid fall-off has been
priced into the market. A potential offset to these pressures
include recent ACA enrollment, reporting a 13% rise in 2023,
which will likely continue to support certain managed care
companies and their related industries.
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Disclosure Section

Index Definitions
For index, indicator and survey definitions referenced in this report please visit the following:

httpsy/www.morganstanley.com/wealth-investmentsolutions/wmir-definitions

Glossary

Volatility This is a statistical measure of the dispersion of returns for a given security or market index. Volatility can either be measured by using
the standard deviation or variance between returns from that same security or market index. Commonly, the higher the volatility, the riskier the
security.

Risk Considerations

The returns on a portfolio consisting primarily of environmental, social, and governance-aware investments (ESG) may be lower or higher than
a portfolio that is more diversified or where decisions are based solely on investment considerations. Because ESG criteria exclude some
investments, investors may not be able to take advantage of the same opportunities or market trends as investors that do not use such
criteria.

Yields are subject to change with economic conditions. Yield is only one factor that should be considered when making an investment decision.
Disclosures

Morgan Stanley Wealth Management is the trade name of Morgan Stanley Smith Barney LLC, a registered broker-dealer in the United States.
This material has been prepared 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. Past performance is not necessarily a guide to future
performance.

The author(s) (if any authors are noted) principally responsible for the preparation of this material receive compensation based upon various
factors, including quality and accuracy of their work, firm revenues (including trading and capital markets revenues), client feedback and
competitive factors. Morgan Stanley Wealth Management is involved in many businesses that may relate to companies, securities or
instruments mentioned in this material.

This material has been prepared 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/instrument, or to participate in any trading strategy. Any such offer would be made only after a prospective investor had completed its
own independent investigation of the securities, instruments or transactions, and received all information it required to make its own
investment decision, including, where applicable, a review of any offering circular or memorandum describing such security or instrument. That
information would contain material information not contained herein and to which prospective participants are referred. This material is based
on public information as of the specified date, and may be stale thereafter. We have no obligation to tell you when information herein may
change. We make no representation or warranty with respect to the accuracy or completeness of this material. Morgan Stanley Wealth
Management has no obligation to provide updated information on the securities/instruments mentioned herein.

The summary at the beginning of the report may have been generated with the assistance of artificial intelligence (AD.

The securities/instruments 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. Morgan Stanley Wealth Management recommends that investors
independently evaluate specific investments and strategies, and encourages investors to seek the advice of a financial advisor. The value of and
income from investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates,
securities/instruments prices, market indexes, operational or financial conditions of companies and other issuers or other factors. Estimates of
future performance are based on assumptions that may not be realized. Actual events may differ from those assumed and changes to any
assumptions may have a material impact on any projections or estimates. Other events not taken into account may occur and may significantly
affect the projections or estimates. Certain assumptions may have been made for modeling purposes only to simplify the presentation and/or
calculation of any projections or estimates, and Morgan Stanley Wealth Management does not represent that any such assumptions will reflect
actual future events. Accordingly, there can be no assurance that estimated returns or projections will be realized or that actual returns or
performance results will not materially differ from those estimated herein.

This material should not be viewed as advice or recommendations with respect to asset allocation or any particular investment. This
information is not intended to, and should not, form a primary basis for any investment decisions that you may make. Morgan Stanley Wealth
Management is not acting as a fiduciary under either the Employee Retirement Income Security Act of 1974, as amended or under section 4975
of the Internal Revenue Code of 1986 as amended in providing this material except as otherwise provided in writing by Morgan Stanley and/or
as described at www.morganstanley.com/disclosures/dol.

Morgan Stanley Smith Barney LLC, its affiliates and Morgan Stanley Financial Advisors do not provide legal or tax advice. Each client should
always consult his/her personal tax and/or legal advisor for information concerning his/her individual situation and to learn about any potential
tax or other implications that may result from acting on a particular recommendation.

This material may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the material refers to website
material of Morgan Stanley Wealth Management, the firm has not reviewed the linked site. Equally, except to the extent to which the material
refers to website material of Morgan Stanley Wealth Management, the firm takes no responsibility for, and makes no representations or
warranties whatsoever as to, the data and information contained therein. Such address or hyperlink (including addresses or hyperlinks to
website material of Morgan Stanley Wealth Management) is provided solely for your convenience and information and the content of the

Morgan Stanley Wealth Management 6


https://www.morganstanley.com/wealth-investmentsolutions/wmir-definitions

US POLICY PULSE

linked site does not in any way form part of this document. Accessing such website or following such link through the material or the website
of the firm shall be at your own risk and we shall have no liability arising out of, or in connection with, any such referenced website.

By providing links to third-party websites or online publication(s) or article(s), Morgan Stanley Smith Barney LLC (“Morgan Stanley") is not
implying an affiliation, sponsorship, endorsement, approval, investigation, verification with the third parties or that any monitoring is being done
by Morgan Stanley of any information contained within the articles or websites. Morgan Stanley is not responsible for the information
contained on the third-party websites or your use of or inability to use such site. Nor do we guarantee their accuracy and completeness. The
terms, conditions, and privacy policy of any third-party website may be different from those applicable to your use of any Morgan Stanley
website. The information and data provided by the third-party websites or publications are as of the date when they were written and subject
to change without notice.

This material is disseminated in Australia to “retail clients” within the meaning of the Australian Corporations Act by Morgan Stanley Wealth
Management Australia Pty Ltd (ABN. 19 009 145 555, holder of Australian financial services license No. 240813).

Morgan Stanley Wealth Management is not incorporated under the People's Republic of China ('PRC") law and the material in relation to this
report is conducted outside the PRC. This report will be distributed only upon request of a specific recipient. This report does not constitute an
offer to sell or the solicitation of an offer to buy any securities in the PRC. PRC investors must have the relevant qualifications to invest in such
securities and must be responsible for obtaining all relevant approvals, licenses, verifications and or registrations from PRC's relevant
governmental authorities.

If your financial adviser is based in Australia, Switzerland or the United Kingdom, then please be aware that this report is being distributed by
the Morgan Stanley entity where your financial adviser is located, as follows: Australia: Morgan Stanley Wealth Management Australia Pty Ltd
(ABN 19 009 145 555, AFSL No. 240813); Switzerland: Morgan Stanley (Switzerland) AG regulated by the Swiss Financial Market Supervisory
Authority; or United Kingdom: Morgan Stanley Private Wealth Management Ltd, authorized and regulated by the Financial Conduct Authority,
approves for the purposes of section 21 of the Financial Services and Markets Act 2000 this material for distribution in the United Kingdom.
Morgan Stanley Wealth Management is not acting as a municipal advisor to any municipal entity or obligated person within the meaning of
Section 15B of the Securities Exchange Act (the "Municipal Advisor Rule”) and the opinions or views contained herein are not intended to be,
and do not constitute, advice within the meaning of the Municipal Advisor Rule.

This material is disseminated in the United States of America by Morgan Stanley Smith Barney LLC.

Third-party data providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the data
they provide and shall not have liability for any damages of any kind relating to such data.

This material, or any portion thereof, may not be reprinted, sold or redistributed without the written consent of Morgan Stanley Smith Barney
LLC.

© 2024 Morgan Stanley Smith Barney LLC. Member SIPC.
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