Commerce Trust Market Brief with Scott Colbert
August 5, 2024 - Equity sell off and recession fears

Scott Colbert: Good morning. It's Monday, August 5%, it's about noon, and the markets are awfully rocky,
having been pushed around by a weak employment report last Friday. Through July 31st, stock market
returns were exceptionally positive. The S&P 500 (Index) was up 16.7%, just five calendar days ago. Small
cap stocks, as measured by the Russell 2000 (Index), were up 12.1%, having broadened out materially,
once it was pretty clear that the Fed (Federal Reserve) would ultimately lower rates sometime this year.
And international large-cap stocks (as measured by the MSCI EAFE Index) were up about 8.5% through July
31st. The bond market was positive, but it's even more positive today. Why? Because this weak
employment report has roiled the stock market and pushed investors towards the bond market. Since July
31st, the S&P 500 is down about 5.7%, small cap stocks are down nearly 10%, international stocks have
fallen 6.2%, and the bond market (as measured by the Bloomberg Aggregate Index) has rallied about 1.7%.

So, what's causing all this market turmoil? First, let's focus on the S&P 500. Through July 16th, when the
market peaked, the S&P 500 was up 19.7%. Let's face it, that surprised just about everybody that the
market could move so forcibly forward, so fast. In fact, when you look at the oscillator, the Relative Strength
Index, you can see that the relative strength was peaking out at about the highest levels that the market
really ever attains.

The good news is the market hasn't broken through its long-term trend resistance. Its 200-day moving
average is still down about 300 (basis) points from where stocks are trading today, but even if the market
bottoms somewhere around its 200-day moving average, which we expect it might, that's still a positive
return on a year-to-date basis from the stock market.

With the stock market having given back a lot of its gains so far this year, what about treasury rates, and
returns to the bond market? The two-year Treasury began the year at 4.25%. It peaked at about 5.04% in
April, but now has declined all the way to 3.91%, as we sit here today, based upon these recent weak
economic reports. The 10-year Treasury followed a similar path, peaking also in April, and having rallied
now on a year-to-date basis. It's about eight basis points lower than where it started the beginning of the
year.

This has moved bond market returns from the negative side, as interest rates (yields) rose, to the positive
side. Through April 30th, the return to the broad bond market, as measured by the Bloomberg Aggregate,
was actually down 3.2%. Today, the total return to the broad investment-grade bond market is actually a
positive 3.3%.

So, what's pushing these markets around so much? Well, basically, it's a cooling of economic activity, as
signaled by the most recent employment report. Last month, it appears that employment only grew by
about 114,000 jobs, down quite a bit from where we were growing jobs for most of the year. In fact, if we
annualize that 114,000 jobs report for the next quarter, the third quarter of 2024, you're looking at job
growth that's just about half what it was the first quarter of the year.
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In addition to this slowdown of employment growth, we've also seen some other cracks appear in the
employment landscape. Initial unemployment claims have been rising a bit. The quit(s) rate has been
falling, and in fact, now is lower than it was pre-pandemic. Job openings have declined, even though they're
still slightly higher than pre-pandemic. And hourly earnings have fallen quite a bit. In the last employment
report, the average hourly earnings growth on a year-over-year basis fell to just 3.6%. It had peaked at
5.9%. So, effectively, we've seen quite a slowdown in wage growth.

Now, of course, the market is worried that this slowdown in employment growth will lead us towards a
recession. And recessions in this country have historically coincided with the first month that we actually
lose employment. We view this as just a fairly typical slowdown that one might expect after having had such
robust employment growth.

Where does that leave us today? Well, it certainly leaves us with an economy that is cooling. It leaves us
with tightening financial conditions as the S&P 500 falls, as inflation falls, and yet the Fed remains with
their 5.25-5.50(%) restrictive fed funds policy. We think it most likely leads to some material interest rate
cuts, as the year progresses.

The market is now projecting as much as a 50-basis point cut in September, as well as an additional 25-
basis point cut in November and December. We would tend to agree with the markets. Why? Clearly, the
bias to higher inflation has diminished, and the bias towards weaker economic growth has increased. This
suggests that we ought to have a more neutral monetary policy, rather than the restrictive one we have
today.

In the long run, the fed funds rate tends to be about 1% higher than trailing inflation. The CPI (Consumer
Price Index) on a year-over-year basis has fallen to 3% and will likely fall further as the year progresses. With
Fed funds at about 5.38%, this affords the Federal Reserve, even as we sit here today, the ability to lower
rates about six times, or down 1.5%, and just bring the fed funds rate down to neutral. We think that's likely
to happen as the year progresses, and this will be more than enough to keep our economic momentum
moving forward.

We'll be back in a couple of weeks to discuss all the recent market volatility. We'll find out if the markets
settle down a bit, and we'll certainly know more about the direction that interest rates are likely headed as
the year progresses.

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.
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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. 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.

August 5, 2024
Commerce Trust is a division of Commerce Bank.
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