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The Economy Is Not Homogeneous

Measuring the economy as if it was a single entity is difficult.

Not only is it a network of immense complexity, but it is a result of the
combination of the actions of millions of people who act on their own
behalf, many with differing objectives.

Just as the internal complexity of the network changes with time, the
actions of the participants may change as their objectives are modified as
they live their individual lives.

Jobs may disappear, new ones may emerge. Businesses may operate with
fewer employees and modify their services or shrink their footprint to serve
fewer customers.

Other businesses may decide to focus on the work-from-home crowd and
change their structure entirely.

All of these differences may require a new modeling of the indices
economists use to measure economic activity.

A newly organized business structure may not be accurately represented by
the former legacy metrics, and this could represent opportunity for those
who can appreciate the changes.

In my opinion, many of the components that we currently use to analyze
the economy are of questionable value.

One of my least favorites is the CPI. !

It determines the rate of inflation by examining the monthly change in
prices on shelter, energy, food, clothing, and transportation.
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The report on May 2023 listed the components relative importance as:

Shelter:

Rent of primary residence 7.542 % 1

Owners’ equivalent rent of residences 25.432 % !
Food:

Food at home 13.436 % *

Other food at home 2.345 % 1

Food away from home 4.804 % !
Energy:

Gasoline 3.459 % 1

Electricity 2.511 % !
Apparel:

2.565 % !

I think that the OER, the owner’s equivalent rent is the most obvious anomaly. If one owns their
home outright or has a fixed rate mortgage, the monthly variation in the theoretical alternative
value that could be obtained by renting it to another party is probably of no interest to anyone
except an economist. In my opinion, no homeowner, contemplating their monthly budget considers

this variation, yet it is the single biggest item in the CPI at 25.432 %. !

Even ‘food’, at 20.585 % seems to me an excessive proportion of a family budget, but could
certainly be accurate for lower quintile earners, just as 3.459 % for gasoline could be undercounted
for those with a long commute to work.

This data can represent elements to be used as components of an investment decision. To me, what
Is of more importance is the degree of connection it has to the reality of human behavior that will
result.

In a consumer based, free market society, the actions of the individual can be of supreme
importance to the success of any endeavor and individual motivations can be complex.

It might be satisfying to have simple explanations for complex situations, but | suggest that simple
solutions may not accurately reflect reality or lead us to actionable courses of behavior.

Simple solutions are rarely available to solve complex problems. Even Einstein looked in vain for a
‘Unified Field Theory’. Humans have been described as ‘questing beasts’, animals who search for

answers. In economics and the stock market this questing can lead to volatility.

Although this can be upsetting to some, it is, in my opinion, normal.
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Broad measures of the economy or even those of specific sectors rarely give the information
needed for a business owner to create an actionable business plan.

What | think could be more important than collecting a multitude of data specifics on various
economic components in order to create an all- encompassing model of the market similar to a
“unified field theory’, is to rely more on so-called behavioral economics.

Behavioral Economics describes how people behave in their economic and consumer decisions. It’s
Nobel Prize winning founders, Daniel Kahneman, Richard Thaler, Robert Shiller, among others,
have written on economics and the psychology that leads to decision making in economic matters.

An important aspect of these economic decisions is enthusiasm. 2

In December 1996 Federal Reserve Chairman Alan Greenspan used the phrase, ‘irrational
exuberance’ to describe what he then thought was an overheating stock market. It continued

expanding for another three years. 3

Exuberance, optimism, and enthusiasm in the prospects for the future can help move the economy
forward. Investors with a positive outlook may have the capability to overcome those whom a
former vice President once labeled as the ‘nabobs of negativism’.

What may make a difference is the specificity of those enthusiasms.

As usual, we have investment ideas that we think may be used to take advantage of the current
economic environment.

Please call to discuss which of these may be applicable for your individual goals.

Sincerely, -
/ ril L
'(r,’t-;vug 7 / . P

James P Dretler

Senior Portfolio Management Director
Senior Vice President

Financial Advisor

1. Bureau of Labor Statistics, Economic News Release, Consumer Price Index, https://www.bls.gov>cpi.

Consumer Price Index: Examines the weighted average of prices of a basket of consumer goods and services.

2. ‘What Is Behavioal Economics? Theories, Goals, and Applications https://www.investopedia.com/terms/terms/b/behavioraleconomics.asp
3. Reflections on Greenspan’s “Irrational Exuberance” Speech after 25 Years | Cato at Liberty Blog,
https://www.cato.org/blog/reflections-greenspans-irrational-exuberance-speech-after-25-years
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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

Investing in commodities, futures and options on futures contracts entails significant risks. Prices of futures and options on futures contracts may be affected
by a variety of factors at any time, including but not limited to, (i) changes in supply and demand relationships, (ii) governmental programs and policies, (iii)
national and international political and economic events, war and terrorist events,(iv) changes in interest and exchange rates, (v) trading activities in the
underlying assets or commodities and related contracts, (vi) pestilence, technological change and weather and (vii) the price volatility of a commodity or asset.
In addition, the futures markets may be subject to temporary distortions or other disruptions due to various factors, including lack of liquidity, participation of
speculators and government intervention

Please note that by clicking on the URLs or hyperlinks in the document you will leave a Morgan Stanley Smith Barney LLC website and enter another
website created, operated and maintained by a different entity. Morgan Stanley Smith Barney LLC is not implying an affiliation, sponsorship, endorsement
with/of the third party or that any monitoring is being done by Morgan Stanley of any information contained within the linked site; nor do we guarantee its
accuracy or completeness. Morgan Stanley is not responsible for the information contained on the third-party web site or the use of or inability to use such
site

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.

Equity securities may fluctuate in response to news on companies, industries, market conditions and the general economic environment.
Companies cannot assure or guarantee a certain rate of return or dividend yield; they can increase, decrease or totally eliminate their dividends without notice.

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

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.

Morgan Stanley and its Financial Advisors do not provide tax or legal advice. Individuals should seek advice based on their particular circumstances from an
independent tax or legal advisor.

Morgan Stanley Smith Barney LLC is a registered Broker/Dealer, Member SIPC, and not a bank. Where appropriate, Morgan Stanley Smith Barney LLC
has entered into arrangements with banks and other third parties to assist in offering certain banking related products and services.

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. An investment cannot be made directly in a market index.
Morgan Stanley Smith Barney LLC. Member SIPC.
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