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June 23, 2025

Scott Colbert: Good morning. It's Monday, June 23rd, and the markets are just now opening and
they're opening in slightly positive territory. So far this year, the market has eked out a bit of a positive
return, with the S&P 500 (Index) generating a positive 2.12% so far year-to-date, despite last week's
modest drop going into this weekend's big worries about Iran. Small cap (capitalization) stocks
continue on in negative territory but are making some modest positive improvement, only down about
4% or 5% as measured by the Russell 2000 (Index).

International stocks have been the big winner. The EAFE (MSCI EAFE Index), a measure of large cap
international stocks, is up 15.81% so far year-to-date, pushed along by that (U.S.) dollar depreciation
and perhaps some deficit spending coming from the EU (European Union). Emerging market stocks
have also continued to make forward progress up more than 12%, as measured by the Morgan Stanley
Emerging Market Index (MSCI Emerging Markets Index).

Bonds have been winners in general, with the taxable market up 2.95% as measured by the Bloomberg
Aggregate (Index), the broadest measure of the taxable bond market. And even municipal bonds are
clawing their way back to even (as measured by the Bloomberg Municipal Bond Index). Note that the
municipal market has been pressured by the worries about the tax bill (One Big Beautiful Bill Act)
reducing some of the tax-exempt status of state and local government bonds.

Of course, this is Monday morning now, and | mentioned that the markets are opening in positive
fashion. This is despite U.S. military intervention over the weekend with regards to the Iranian nuclear
production and those facilities. Why is it that the markets are taking this in such a nonplussed fashion?

Well, first off, probably it's that Iran largely stands alone. Their big helpers, if you will, are Russia, who's
involved in their own shooting war (Ukraine-Russia war), and China, who very much wants them to
continue production of oil because they purchase almost all of it on the on the foreign markets. The
key focus of the world is probably on the Straits of Hormuz. And so far, we haven't seen much impact
there.

It's pretty recognizable that Iran has a very limited ability to strike back, particularly given the what
happened over the weekend and limited shots being fired. And then finally, in the back of everybody's
mind is the fact that OPEC (Organization of the Petroleum Exporting Countries) has a tremendous
amount of excess capacity or excess production capacity that they could bring on market to the extent
that we lose any Iranian production at all.
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So let's take a look at some key energy statistics. First off, let's take a look at the price of a WTI barrel
of oil. WTI stands for West Texas Intermediate, and it's the price that people pay down in Cushing
Oklahoma for a barrel of oil. Last year, in 2024, oil prices averaged $75 to $76 a barrel. So far this year,
in 2025, oil prices have actually only averaged $67 to $68 a barrel as the economy has cooled and as
OPEC continues to produce oil.

So we have seen energy prices spike recently, and they were about $75 a barrel as we entered the
weekend. But today, post the Iranian strikes over the weekend, oil is trading at about $71 a barrel,
down S$4 from its recent run up. How could that be?

The number one reason is the Straits of Hormuz are still open to traffic. You can see here that average
traffic is still about what it's been basically all year long. And while it moved up a little bit earlier in the
year and has moved down recently, as far as we know right now, there's no constraint on capacity to
move oil through the Straits of Hormuz. You've probably heard, of course, that about 19% of all liquid
natural gas moves through the strait and about 12% of global oil production. And quite a bit, of course,
of OPEC production moves down the strait.

The second reason is that the rest of OPEC has quite a bit of excess production capacity. Now Iran only
produces, and | say only produces, about 3.3 to 3.4 million barrels per day of oil. And this is relative to
the world that consumes about 100 million barrels of oil per day. But when you look at OPEC and its
excess capacity, there is approximately 6 to 7 million excess barrels of production that OPEC itself
could produce even if Iran was to totally go offline. This provides the market a considerable cushion
about daily supply.

Third, and we don't think about this a lot, but the U.S. is fairly energy independent. And while the rig
count in the United States has been coming down, primarily because energy prices have been so low,
we have the ability to bring our rig count up. Recently, you can see that our rig count has declined
here, and we have the immediate ability at $75 a barrel to bring that capacity back online.

Now, with all this focus on energy, we almost forgot that the Federal Reserve met last week. And the
Federal Reserve basically didn't change interest rates. Nobody was expecting them to. The biggest
reason is the impact or the recent impacts to the tariffs, with regard to the CPI (Consumer Price Index).
We have projected that short-term inflation might continue to rise as the year progresses, moving
from today’s 2.8% rate to something around 3.6% to 4% by the end of the year. Before then, it would
begin to roll over and absorb the one-time inflationary impact of the tariffs.
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This appears to be an overly assertive estimate. So far, per a recent report by Goldman Sachs, is that
only four basis points of the tariffs have filtered through to the CPI, as basically importers and
corporate America absorbs most of the price increase in terms of their margin. And the consumers are
absorbing much less of a direct blow.

If we had to revise our estimates, we would take our estimates down as to the ultimate impact of
tariffs. And of course, to the extent the tariffs are not impacting the economy as much as people are
focused on, then that also increases the probability that the economy continues to make forward
progress. And it certainly reduces the odds of a recession.

And finally, we would note as an expression of this ongoing, likely positive economic momentum, while
we had this huge run up in container traffic, cargo ships from China to the United States to beat the
tariff. And we had a collapse in the second quarter, which will probably actually boost growth. We've
seen a recent rebound now that the tariffs have come down to more reasonable numbers.

In fact, shelves are being restocked. Christmas doesn't look so bad. The GDP (gross domestic product)
now forecast produced by the Atlanta Fed (Federal Reserve Bank of Atlanta) is about 3.5% for the
second quarter, making up almost entirely for the near 0% growth in the first quarter. And it certainly
looks like recession fears are largely being put aside and moved off the table.

So certainly, with this weekend's activity and all the recent gyrations in the market, there's a lot to
absorb. And we'll be back in several weeks to discuss how it's all impacting your portfolios.
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Important material disclosures regarding the content of this program follow. Commerce Trust is a
division of Commerce Bank. Generally, non-depository investments offered in connection with
Commerce Trust and its affiliates are not guaranteed, are not FDIC insured, and may lose value.
Opinions and other information provided are effective as of the date of the recording and presented
for the purpose of general education, information, or illustration only.

This material provided should not be construed as a recommendation to buy, hold, or sell securities or
as advice relating to the profitability of any investment product, strategy, or plan. You, as the investor,
are fully responsible for any investment transaction you choose to enter into, including determining
whether such investment is appropriate in light of your investment objectives and personal
circumstance, and you shall not have relied on the preceding information from Commerce as the basis
for any investment decision.

This material is not intended to replace the advice of a qualified attorney, tax advisor, or investment
professional. In considering whether to trade or invest, you should inform yourself and be aware of the
risks. Past performance is no guarantee of future results, and the information in the commentary
provided is subject to change based on market or other conditions.

Diversification does not guarantee a profit or protect against all risk.

Commerce Trust does not offer tax, legal, or specific estate planning advice. And while we may provide
information or express general opinions from time to time, such information or opinions are not
offered as professional tax or legal advice. Commerce Trust does not provide advice relating to rolling
over retirement accounts. Commerce Trust is not a Municipal Advisor under Section 15B of the
Securities Exchange Act and does not offer advice or recommendations concerning bond proceeds or
other municipal advice subject to this section.

Any data contained herein from third-party providers is obtained from what we considered reliable
sources. However, its accuracy, completeness, or reliability cannot be guaranteed. This material may
not be reproduced or referred to in any publication, in whole or in part, or in any form or manner,
without the express written consent of Commerce Trust. Any unauthorized use is prohibited.

June 23, 2025
Commerce Trust is a division of Commerce Bank.

A
l\;:} Com merce TrUSt commercetrustcompany.com

Banking | Investments | Planning

Investment Products: Not FDIC Insured | May Lose Value | No Bank Guarantee
Commerce Trust is a division of Commerce Bank.



