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After a strong 2™ quarter, global stock markets continued their momentum into the 3% with the
technology sector and, more-specifically, artificial intelligence (Al) trade showing no signs of slowing.
The 3" quarter brought positive returns across all major US stock market indices with 10 of the S&P
500 index’s 11 sectors posting gains quarter-over-quarter. The market’s run has resulted in the S&P
500 being pushed to 27 record highs since June'. The Federal Reserve opted to trim interest rates in
September — its first cut since last December — by a quarter-point (i.e., 0.25% or 25bps) citing a
slowing labor market and signs of moderating inflation. Since then, the Fed has cut rates again by
another 25bps in late-October. All eyes are now on the Fed’s move during their next scheduled
meeting in December. Expectations are still high that rates will be cut again, although the certainty of
an additional cut has diminished with Fed Chair Jerome Powell indicating a year-end cut is not a

foregone conclusion. The record-long government shutdown has also not helped matters by impacting
key economic data releases.

With technology stocks leading the market’s charge higher, it’s not at all shocking to see the
benchmarks with the greatest weightings to these investments having the strongest performance during
the 3" quarter. The S&P 500 climbed +8.1% during the quarter while the tech-heaviest Nasdaq index
surged +11.4%. This brings their year-to-date (YTD) gains to +14.8% and +17.9%, respectively".

Stocks outside of the US remained strong during the 3" quarter, helped by a continued weak
US dollar. Stock markets in more-mature and developed economies are now up +25.1% for the year
after a gain of +4.7% during the most recent quarter, as measured by the MSCI EAFE Index. Stocks in
smaller and still-developing economies, as measured by the MSCI Emerging Markets Index, are now
up +27.5% YTD after their markets surged +10.6% in the 3" quarter™.
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Bonds and fixed income continued to reward investors with positive returns during the quarter,
while still serving their primary roles of a level of stability and predictability within diversified
portfolios. Taxable bonds, as measured by the Bloomberg US Aggregate Index, gained +2.0% and are
now up +6.1% YTD". The interest rate on the closely-watched US Treasury 10-year maturity bond
fell to 4.16%, down from 4.58% at the beginning of the year".

Qutside of traditional stock and bond markets, the Bloomberg Commodity Index, a broad
measurement of commodity prices such as energy, industrial and precious metals, grains and livestock,
gained +3.7% during the 3" quarter, bringing its YTD gain up to +9.4%". The price of oil finished the
quarter at about $62/bbl, down about -13% from almost $72/bbl at the beginning of the year. Gold
continued to sparkle, climbing to $3858/0z, a gain of nearly +17% during the quarter and +53% since
the start of the year*®, Despite gold pulling back a bit since more recent highs of around $4300/0z set
in mid-October, the shiny metal has more than doubled in price since December 2023.

The US stock market now appears to be well into a historical mania phase, focused on Al,
quantum computing, and cryptocurrencies. This mania has many similarities to the “dot-com” bubble,
which peaked in the year 2000. While that bubble bursting caused the S&P 500 to fall nearly -50%
(and took about /2 years to fully recover) and the Nasdaq to plummet nearly -80% (with about /5
years (o fully recover), today’s bubble seems to have exceeded the dot-com bubble’s peak in many
quantitative measurements. Much as the seemingly unlimited potential of the internet fueled
unsustainable and financially impossible levitation in stocks of companies involved with the internet
during the dot-com bubble, stocks of many companies involved with Al and quantum computing have
now ascended to extraordinary and unprecedented market values. The dot-com bubble was highlighted
by some great, dominant, and world-leading tech companies that led us into the internet-revolution,
helping us transform our daily lives, but many of those companies still ended up with their stock prices
dropping as much as -90%. Even the best companies can falter when valuations are stretched and
expectations are exuberant. During the ensuing dot-com crash, Microsoft and Cisco saw their stocks
lose 1/3 of their value in a matter of a single week. And Amazon saw its stock shed nearly -80% of its
value over 12 months*', Our team is afraid that today’s leading Al tech companies, as solid as their
businesses may be, their stock prices may not end up benefitting from the Al-revolution as much as
currently expected. This brings to mind the view of famed-strategist Howard Marks of Qaktree Capital
that there are no bad assets, only bad prices. Today feels like a time where bad prices are rampant.

Even if you don’t listen to us, take it from Sam Altman, CEO of OpenAl (creator of ChatGPT)
and Al poster child. Mr. Altman made the candid comment: “When bubbles happen, smart people get
overexcited about a kernel of truth. Are we in a phase where investors as a whole are overexcited
about AI? My opinion is yes.*"



Currently, the most highly-valued (and perhaps the most universally-admired) stock is now by
itself valued larger than all but five of the world’s entire stock markets®. It is now valued at about 16%
of US GDP (the annualized output of the entire US economy). This compares to the leading-stock

during the dot-com bubble (Cisco Systems) which attained a market valuation of *only* 4% of US
GDP at its peak™,
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More broadly, the domestic US stock market is ultraconcentrated. The 10 largest US
companies are now valued at about 22% of the entire global stock market (vs. 14% at the dot-com
bubble peak) and comprise 42% of the entire S&P 500 index. This compares to the top- 10 largest
stocks only reaching about 27% of the index at the dot-com peak™i, This unprecedented concentration

can — and has — turbocharged returns with the majority of the index returns coming from just 10 of the
index’s 500 stocks.

Exhibit 26: Concentration of S&P 500 market cap and earningsin the
10 largest index constituents
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The “Buffett Indicator” (the total value of the US stock market relative to US GDP, made
famous by Warren Buffett, who was quoted in the past as believing the ratio was “the best single
measure of where valuations stand at any given moment.”) stood at 2.16x as of the end of September
and has since reached 2.29x - the highest ever recorded in US history*ii.
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Maybe this is the reason why Buffett has kept his Berkshire Hathaway company’s holdings in

record amounts of cash...
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The louder the alarm bells blare about the stock market getting excessive, the more investors
seem to be tuning them out. In a market that goes from one record to the next, Wall Street secems too
busy chasing performance to worry about risks like a government shutdown and off-the-charts
valuations. US households now have 52% of their financial assets allocated to stocks, and margin debt
now exceeds $1 trillion — both the highest levels in history*". Sentiment gauges that reflect how
willing investors are to take on additional risk suggest markets are back to a manic zone.

Given the current US stock market valuation and disproportionately large weighting and index
influence by a small number of popular Al/technology stocks, our team continues to caution our clients
to make sure they are not overly dependent on the mania continuing to reach or maintain their financial
goals. The market’s ultraconcentration comes with ultraconcentrated risks as well. If the market tone
shifts and technology stocks start to lag, many investors will experience an outsized downturn as well.
Our team suspects that most investors aren’t fully aware of how concentrated some of the most popular

investments are right now, in particular passive index funds, and don’t fully appreciate the associated
risk.

Please do not hesitate to reach out to us with any questions about any of these topics, or how
they may pertain to your portfolio and financial plan. We are always available to help address any

concerns you may have. And as always, our team appreciates and highly values the trust you have
placed in us,

All the best,

Stgven|W. Wilde, CFPe Eric M_Fetterman, CFP®, RICP®
Sedor Vice President jco-President
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Family Wealth Advisor Financial Advisor
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The views expressed herein are those of the author and do not necessarily reflect the views of Morgan Stanley Weaith 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.

Any mention of any individual security of asset class should NOT be construed as either a solicitation for or against that particular investment.

Tax laws are complex and subject to change. Morgan Stanley Smith Barmey LLC (“Morgan Stanley”), its affiliates and Morgan Stanley Financial
Advisors and Private Wealth Advisors do not provide tax or legal advice and are not “fiduciaries” (under ERISA, the Internal Revenue Code or
otherwise) with respect to the services or aclivities described herein except as otherwise provided in writing by Morgan Stanley and/or as
described at www.morganstanley.com/disclosures/dol. Individuals are encouraged to consult their tax and legal advisors (a) before establishing
a retirement plan or account, and (b) regarding any poltential tax, ERISA and related consequences of any investments made under such plan
or account.

Information contained herein has been obtained from scurces considered to reliable, but we do not guarantee their accuracy or completeness.
Asset allocation and diversification do not guaraniee a profit or protect against a loss in a declining financial market.

This material does not provide individually tailored investment advice. It has been prepared withoul regard to the individual financial
circumstances and objectives of persons who receive it. The strategies and/or investments discussed in this material may not be suitable for all
investors. Morgan Stanley Wealth Management recommends that investors independently evaluate panicular investments and strategies and
encourage investors to seek the advice of a Financial Advisor. The appropriateness of a particular investment or strategy will depend on an
investor's individual circumstances and objectives.

The value of a lixed income security will fluctuate and, upon a sale, may be worth more or less than their original cost or maturity value.
Equity securities may fluctuate in response to news on companies, industries, markets conditions and general economic environment.

Bonds are subject to inlerest rate risk. When interest rates rise, bond prices fall; generally, the longer a bond’s malurity, the more sensitive to it
is 1o this risk. Bonds may also be subiject 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.

A basis point is defined as one hundredth of one percent {1%), used chiefly in expressing differences of interest rates.

An investment cannot be made directly in a market index. For index and indicator definitions referenced in this report please visit the
following: hitps./'www.morganstanley.comiwealth-investmentsolutions/wmir-defnitions

Investing in commodities entails significant risks. Commeodity prices may be affected by a variety of faclors at any time, including but not limited
to, (i) changes in supply and demand relationships, (i) governmental programs and pelicies, (ii) national and international political and
economic events, war and terrorist events, (iv) changes in interest and exchange rates, (v} trading aclivities in commodities and related
contracts, (vi) pestilence, technological change and weather, and {vii) the price volatility of a commodity. In addition, the commodities markets
are subjecl to temporary distortions or other disruptions due 1o various factors, including lack of liquidity, participation of speculators and
government intervention.

International investing may not be appropriate for every investor and is subject to additional risks, including currency fluctuations, political
factors, withholding, lack of liquidity, the absence of adequale financial information, and exchange control restrictions impacting foreign issuers.
These risks may be magnified in emerging markets.

The investments listed may not be appropriate for all investors. Morgan Stanley Smith Bamey LLC recommends thal investors independently
evaluate particular investments and encourages investors to seek the advice of a financial advisor. The appropriateness of a particular
investiment will depend upon an investor's individual circumnstances and objectives.

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

Because of their narrow focus, sector invesiments tend to be more volatile than investments that diversify across many sectors and companies.
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