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Scott Colbert: Good morning. It's Monday, August 26th, and, of course, the financial markets are broadly 
positive on a year-to-date basis, masking some of the volatility we've recently experienced. The S&P 500 
(Index) so far through last Friday is up 19.2%. Small-cap stocks, as measured by the Russell 2000 Index, 
are up 10.4%. Even the equal-weighted S&P 500 Index (S&P 500 Equal Weight Index) that we don't talk a 
lot about is now up a positive 11.5%, not up as much of course as the S&P 500, (which is) driven by those 
super mega cap names, but we're beginning to see a bit of a reversal that I want to talk to you a little bit 
about today.  

Bonds have helped your portfolio too. Interest rates have declined slightly as the year has progressed. The 
two-year Treasury down from about 4.25% to 3.88% and even the 10-year Treasury falling five or six or 
seven basis points so far. The Bloomberg Aggregate (Index), the broadest measure of the investment-grade 
bond market, is up 3.6% now year to date, and municipals have also been pulled along positive. The 
Bloomberg Municipal Index up 1.3% so far this year.  

These positive returns, of course, have masked all the recent volatility that I alluded to. The S&P 500 in the 
past month fell 8.5% and has nearly recovered all those losses. The equal-weighted S&P 500 Index fell, but 
actually has recovered now more than its losses.  

So, what caused all of this market volatility? Well, initially it was sparked by a change in monetary policy at 
the Bank of Japan where they've hinted that they're going to be raising interest rates. This began then the 
so-called unwind of the carry trade because interest rates in Japan were going up and of course the 
Japanese yen was strengthening based upon those higher interest rates. 

Secondly, it was sparked by weaker employment here in the United States. Initially in late July, we saw the 
initial unemployment claims jump significantly from about a 230,000 per week average to something closer 
to 250,000. And you might say, “What is a 20,000 increase in unemployment in a weekly basis?” But 20 
times four, four weeks in a month, that's an increase of 80,000 people losing their jobs in a month. And of 
course, that has also been just about the same amount of reduced employment that we've seen because in 
the last employment report, we only created 114,000 jobs compared to the 209,000 jobs averaged over 
the past 12 months.  

So, the combination of change in direction over in Japan plus the weaker employment reports here sparked 
a great deal of market volatility.  

What changed the market's direction and what brought the markets back? Well, probably three things. The 
first and normally not the most important statistic to come out in a month was a very positive retail sales 
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report, suggesting that the consumer was not nearly as worried about their employment situation as 
perhaps the slowdown in employment might've indicated. Secondly, we saw a drop in those initial 
unemployment claims, somewhat surprisingly, suggesting that the 250,000 per week loss of jobs was 
perhaps an outlier. And then finally, we've seen a massive Fed (Federal Reserve) pivot from one of 
restrictive monetary policy to flat out explaining to us that they will be lowering interest rates by the end of 
the year.  

With all eyes on the Fed, what's going to push it towards either cutting slowly to start or a more rapid 50 
basis point cut in September? We see three key economic reports as the likely “push” that would push the 
Fed towards either less or more accommodation. The first of course, is the unemployment report, which 
comes out in early September. The second will be the CPI (Consumer Price Index) report. Recall that the CPI 
has fallen all the way from 9.1 to 2.9%. In fact, with inflation as low as it is today and with the Fed having 
told us that they're moving from a restrictive policy to one that's more neutral, neutral policy would indicate 
probably perhaps as much as six interest rate cuts coming in the future. Finally, just before the September 
meeting, we're going to get the retail sales report and the market's keenly focused to see how the 
consumer is holding up.  

We expect the Fed will be able to start with a modest 25 basis point reduction and probably continue that.  

So, we'll be back in about three weeks to talk about the interest rate cutting cycle that we're about to 
embark upon. 
 
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.  
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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. 
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