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Scott Colbert: Good morning. It's January 29th and the markets are open. So far this year, we've
seen a continuation of last year's fairly narrow market returns. The S&P 500 (Index) is positive, up
2.62%, having broken into new technical high territory on January 19th. Smaller cap stocks have
not participated, the Russell 2000 (Index) is down 2.37%, international stocks (as measured by the
MSCI EAFE Index) are slightly negative (-0.57%), and emerging market stocks (MSCI Emerging
Markets Index) are deeply negative, down 3.73%, basically being pushed down by the problems
over in China. Even interest rates have risen, which has pushed bond prices negative. Year to date
both municipals (as measured by the Bloomberg Municipal Bond Index) and taxable bonds (as
measured by the Bloomberg Aggregate Bond Index) are down a little more than 1%.

What are the markets paying attention to, and what is likely to begin to push the markets around
going forward? Essentially, we think it's basically three things: Number one is growth, economic
growth, which continues to remain robustly positive. Secondly, inflation, which, of course, is coming
down, rapidly cooling last year, but the question becomes how quickly will it cool this year? Then the
interaction of those two with regard to the Federal Reserve (Fed) and the likely path that the short-
term interest rate market will take as the Fed probably begins to cut interest rates at some point
this year.

Real (gross domestic product) growth last year came in at 2.5%. That's up slightly from the previous
year's, 2022's growth rate, of 1.9%. The most interesting part of that though is that the real growth
is not being driven by accelerating nominal growth. It's being driven by the rapid rollover in inflation.
In fact, nominal growth continues to cool, as you might expect, as higher interest rates begin to bite
into economic activity.

What's helping inflation roll over? Employment growth remains firm, but it's cooling. We only added
about half the number of jobs last year as we did in 2022. While wages and salaries are growing,
they're down a bit from the 2022 growth rates. Our supply lines are largely unclogged and then
probably at the margin, the Chinese troubles, particularly in residential real estate, also are acting
as a deflationary force around the globe.

Just today (Jan. 29, 2024) in fact, Evergrande (Group), the second largest property developer in

China, was declared bankrupt by the Hong Kong courts and basically forced to liquidate. They have
$300 billion in cumulative liabilities within their banking system, and they even have $17 billion of
U.S. dollar-denominated debt. Companies of similar size with similar U.S. dollar-denominated debt
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include Caterpillar Tractor (Caterpillar, Inc.) and (The) Coca-Cola (Company) to show you how large
that impact is likely to be.

With growth re-accelerating a bit, but inflation continuing to cool, what is the likely path of short-
term interest rates? The Federal Reserve, of course, has the ultimate say in this, but the markets
have been expecting the Federal Reserve to cut rates as soon as March. The Federal Reserve, on
the other hand, with their dot plot, suggested they're likely to start cutting rates in May. | always
harken back to the old phrase, “don't fight the Fed.” | think the markets are likely to begin to listen
more and more to the Fed as the year progresses and likely to temper their enthusiasm for interest
rate cuts. Eventually, short-term interest rates are likely to begin to fall and this, of course, will help
buoy financial markets as the year progresses.

We'll know more about this after this week's Fed meeting and be back in several weeks to talk
about how all this economic news is impacting your investment portfolios.

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. Neither Commerce nor any of its affiliates,
officers, employees, or agents have made any recommendations to buy, hold, or sell securities, or given any
advice as to the terms, beneficial interests, or profitability of any investment strategy or market activity. And
information provided may not be relied upon as such.

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 any of the proceeding or following 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.
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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
therefore 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 are
considered reliable sources. However, its accuracy, completeness, or reliability cannot be guaranteed.
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