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Scott Colbert: Good morning, it's Tuesday, February 20th, we're back from a three-day weekend and 

the markets are open. So far this year, we've seen positive returns, particularly to larger cap stocks. 

The S&P 500 (Index) is up now 5.15% including dividends on a year-to-date basis. Those returns, 

though, of course, are still driven by a very narrow subset of stocks. Just four of those stocks 

account for 60% of the return. 

 

There's an awful lot of movement in the top 10 stocks over (long) periods of time. If we go all the 

way back to the year 2000, we actually only have one stock that remains in the top 10 today and 

that's Microsoft. As you can see from the graphic, we've highlighted the top 10 stocks at the turn of 

the century, year 2000, and the top 10 stocks today. Microsoft still remains the largest stock, but 

all the others have disappeared. You can see that it's a volatile list and that's why we don't really 

want to focus on only the top four or five stocks that tend to drive returns in the short period and 

recognize that over long periods of time, the list changes.  

 

While equity market returns are generally positive so far this year, bond market returns are 

negative. Interest rates have been gradually rising as the years progressed. The two-year Treasury is 

now up about 35 basis points from where it started the year, with a current yield of about 4.6%.The 

10-year Treasury has marched up about 40 basis points, beginning of the year with a 3.88% yield, 

and now a 4.28% yield as the markets opened this morning.  

 

What is driving those interest rates higher? Basically, the three trends that are affecting the market 

overall. What are those three trends? Number one has to do with economic growth. The idea of a 

soft landing has pretty much taken hold with consensus. Frankly really, it's no landing at all, 

because economic growth last year accelerated. 

 

GDP (gross domestic product) last year increased by 2.5%, in 2002 it only increased by 1.9%. The 

unemployment rate has held very steady at 3.7%. Basically, there aren't too many cracks in the job 

market. New unemployment claims are exceptionally low, and job openings actually ticked back up, 

and they're still higher than they were pre-pandemic. The second trend has to do with inflation, and 

this is a little more complicated. 

 

As you probably heard, inflation is coming in a little hotter than the markets expected so far this 

year. For January's CPI print, the Consumer Price Index, we saw the overall price index increase by 

31 basis points. More troublesome was the core CPI, which increased by 39 basis points. Now a 



 

 

little bit of inflation for one month doesn't sound so bad, but the CPI in aggregate, the top line CPI, 

including food and energy, is still up on a 12-month trailing basis by 3.1%. The markets were hoping 

to see the CPI finally break that 3% threshold and were disappointed. 

 

Probably even more disappointing was that re-acceleration in core prices. The core CPI, when we ex 

out food and energy, is still up a rather stubborn 3.9% on a year-over-year basis, identical to where 

we ended the year.  

 

What's driving these higher inflationary results? Probably two things, both of them we believe are 

probably temporary. First off, you've got seasonality. Early in the year, many industries try to raise 

their prices and generally, it tends not to stick or it's a one-time-only increase. The second point, 

and probably a little less seasonal, has to do with the easing of financial conditions, which is also 

pushing up some prices. 

 

Our third point would then be, of course, with higher inflation and the Federal Reserve (Fed) 

pushing back on the timing for the first interest rate cut, we've seen a bit more volatility in the 

market and, of course, higher interest rates. The market at the beginning of the year expected to 

see the first Fed rate cut in March. They were almost 100 percent certain it was coming that 

quickly. In fact, they had priced in two rate cuts by May.  

 

The Federal Reserve, of course, had never suggested they were about to cut rates in March and 

even produced that so-called dot plot that suggested the first rate cut was coming in May or June, 

and now the market has heard them. The market is pretty certain that the first rate cut will come in 

June, but, of course, as they push back on the rate cuts, interest rates have risen.  

 

How have these trends impacted your portfolio and has it changed any of our conviction? Number 

one, we like the bond market, and we only like it even better today with interest rates a bit up. 

You're able to lock in now higher interest rates than you were at the beginning of the year for 

basically five, six, seven, eight years and earn 5% to 5.5%. In terms of the stock market, we 

recognize that it's still a fairly narrow market, but we continue to look downward in capitalization for 

better values, particularly in those mid-cap stock areas, the kind of companies that we want to grow 

into the S&P 500, probably at a more rapid pace than the overall large-cap market can grow this 

year.  

 

We'll be back in several weeks to talk with you about all the economic and financial market 

information that's 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. 

 

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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