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INFLATION MEASURES ARE SPIKING

FRED k;j — Consumer Price Index for All Urban Consumers: All Items in U.S. City Average
' - Consumer Price Index for All Urban Consumers: All Items Less Food and Energy in U.S. City
Average
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HOUSEHOLD NET WORTH BOOMING

FRED %/j -— Households and Nonprofit Organizations; Net Worth, Level/Gross Domestic Product
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RECORD PERSONAL INCOME
FRED -~/ — personal income per capita
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PERSONAL SAVINGS RATE - %o OF DISPOSABLE PERSONAL INCOME

FRED ~/y — Personal Saving Rate
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DEBT SERVIGE — RECORD LOWS

FRED ,,gj — Household Debt Service Payments as a Percent of Disposable Personal Income
. — Household Financial Obligations as a Percent of Disposable Personal Income
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Contributing Factors:
1. Soaring Income
2. Low Interest Rates
3. Debt Paydowns
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CONSUMER DEMAND — CONTINUING BUT EASING

Easing Factors Continuing Factors
Stimulus done Income gains
deferred demand waning Wealth effect

Low debt service
high confidence in job market
strong GDP
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PARTICIPATION RATE DOWN AND NOT RECOVERING, ESPECIALLY
PRIME AGE AND WOMEN

& w= Labor Force Participation Rate

Labor Force Participation Rate - 25-54 Yrs.
w= Labor Force Participation Rate - Women
w== Labor Force Participation Rate - Men
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NEGATIVE (AND FALLING) REAL INTEREST RATES

FRED -4/ — 10-Year Breakeven Inflation Rate

- Market Yield on U.S. Treasury Securities at 10-Year Constant Maturity
Market Yield on U.S. Treasury Securities at 10-Year Constant Maturity-10-Year Breakeven Inflation
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HIGH CORRELATION BETWEEN CAP RATES AND REAL INTEREST RATES
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INFLATION AND HOUSING PRICES

FRED Q,//J - Consumer Price Index for All Urban Consumers: All Items in U.S. City Average
' - Consumer Price Index for All Urban Consumers: All ltems Less Food and Energy in U.S. City
Average
= S&P/Case-Shiller U.S. National Home Price Index
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HOUSING PRICES AND REAL INTEREST RATES
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REAL INTEREST RATES AND HOUSING PRIGES
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OUTCOMES

Structural or Transitory?
Supply Chain - Transitory

Consumer demand - Continuing
but easing

Minus: Stimulus done, deferred
demand waning

Plus: Income gains, Wealth effect
of housing, Low debt service, high
confidence in job market, strong
GDP

Resignation - Continuing but
easing
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Bottom Line

Inflation now bifurcated into CPI
and API

Fed will be pressured to raise rates,
but limited by mid-term elections

Negative real rates drive up asset
prices

CPI will rise, but unevenly

Local goods and services affected
the most - restaurants

Offshoring boom in mfg. For
example no inflation in Asia, little in
EU

Re-shoring trend will accelerate -
strategic goods
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STOCKS AND HIGH YIELD PERFORMANGE IN INFLATION
ENVIRONMENTS

Real Yields

Falling

Rising

Inflation Expectations (10Y Breakeven)
Falling Rising

Economic Slow Growth
Slowdown Expectations

Economic Recovery High Growth
Expectations Expectations

15



INVEST LIKE A
BILLIONAIRE

EXHIBIT 1

Exhibit 1: Stocks and high yield perform best in weeks when real rates and inflation

rise together
Average Weekly Return
Inflation A
Real Yield A Falling Neutral Rising
Falling 0.0% 0.7%
MSCI ACWI Neutral 0.2%
Rising 0.7%
Falling -0.3% 0.2%
US HY XS Neutral 0.1% 0.6%
Rising 0.5%

Source: Bloomberg, Morgan Stanley Research; 'Falling’ bucket represents the tercile with the lowest changes and 'Rising’ bucket represents
the tercile with the highest changes for the metric. Weekly returns data from 2000, where available.. We bold terciles which are significantly
different from average at a 5% leve! of significance.
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