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Scott Colbert: Good morning. It's Monday, October 30th, the markets are open and trending higher.
So far this year, the S&P 500 (Index) is up 8.66%, but that masks what the average stock is doing.
Value stocks are down on a year-to-date (YTD) basis, the average S&P 500 stock is down on a YTD
basis, small cap stocks are down, emerging market stocks are down, and large cap international
stocks are positive, but not positive by a heck of a lot. Even bonds aren't helping your portfolio down
about 2.5% as measured by the Bloomberg aggregate, and muni (municipal) bonds are down a
similar amount.

Let's talk a little bit about stock prices and interest rates. It's been an interesting year because
most of the returns in the stock market accrued over the first seven months, while the 10-year
Treasury was relatively unchanged. For the first seven months of the year, the S&P 500 was up
more than 20%, but in the last three months, it's given back more than half of those gains. Why is
that? We think primarily it's because of the change in interest rates. The 10-year Treasury started
out the year at 3.87%, was still less than 4% by July 31st, but in the last three months, the 10-year
Treasury has moved basically from about 4% to almost 5%, or an increase of over 1% in yields.
You say, "But 1% doesn't sound all that much." | want you to think about the difference between a
million dollars earning less than $40,000 a year, and today, with risk-free rates having risen to
where they are, a million dollars now earns almost $48,000 to $49,000 a year, creating quite a bit
of competition for the stock market.

We mentioned that third quarter growth (Gross Domestic Product, or GDP) was exceptionally strong.
As first reported, growth increased in the U.S. at a 4.9% pace. That's a real pace adjusted for
inflation. That's about 2.5 times faster than the first half (of 2023) ---growth rate of about 2% or
2.1%. Driving this growth is basically good old-fashioned consumption, with consumption growing at
3.9% pace, but was also added to with an inventory accumulation that isn't likely to be repeated in
the fourth quarter.

Driving this real growth though, in addition to just nominal spending, was a lowering in inflation. The
Fed's (Federal Reserve) favorite measure of inflation was just reported, and core PCE (Personal
Consumption Expenditures Prices Index) for the third quarter was reported to continue to fall. In
fact, on a trailing six-month basis now, core PCE is down to 2.8%. The Fed's favorite measure, on a
trailing 12-month basis, it's 3.7%. Both of those numbers are materially lower than the start at the
beginning of the year, and quite a bit lower than their highs reported back in 2022. Clearly boosting
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growth has been this fall or rollover in inflation. There's one other part that we don't talk about a lot
that's also boosting growth, and it’s deficit spending.

I'd like to talk a little bit about deficit spending, which accelerated materially last year from the
previous year. When we talk about growth, it's hard to separate actual growth from deficit spending.
Nominal growth, as measured by total GDP output, has increased basically from about $21.3
trillion, during the year of the pandemic (2020), to $27 trillion today. Underneath that, of course,
has been a growing budget deficit. On average, per year, each year was pushed forward by about
9.3% deficit spending, with cumulative deficit spending over the last four years approaching $9
trillion. Of course, this is relative to about $96 trillion of total cumulative economic growth. Another
way to say this is basically if it weren't for deficit spending, growth would have been 9.3% per year
slower than it was. Now, it's not unexpected that we'd have deficit spending during the pandemic,
but of course, it was the highest amount of deficit spending we've ever had.

When we compare this to the subprime crisis (2007-2010), relative to the size of the country or
relative to GDP, it was about 33% more deficit spending. | don't want to get carried away with the
deficit and the nominal amounts because they are kind of scary. The biggest worry, though, with
regard to our deficits, though, is the increase in interest expense that is likely to come along with it.
Interest expense two years ago, to manage the entire budget when interest rates were nearly zero,
was only $440 billion. Last year, it was $660 billion. It's projected this year to be closer to $880
billion.

Ultimately, this begins to crowd out domestic spending. Of course, it likely means that budget deficit
spending can't continue at this pace. It's also our strongest argument probably going forward —
other than the fact that the Fed has been raising interest rates— to suggest that the economy is
likely to cool next year.

Finally, there's going to be a great deal of economic data to digest this month. We're going to get
home prices on Tuesday (Oct.31). The Federal Reserve meets on Wednesday (Nov. 1). On Thursday
(Nov. 2), we're going to get the Institute for Supply Management's manufacturing and service side
indexes, which are very coincident indicators of economic activity and have been cooling lately.
Most importantly on Friday (Nov.3), we're going to get the jobs report. Recall last month, jobs
surprised on the upside, with a strong 336,000 job report. Everybody is expecting that job growth to
cool, but if it doesn't cool, that likely raises the probability of an eventual increase in interest rates
at some point, perhaps in December or January of next year.
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We'll be back in a couple of weeks to talk about all this economic data, and how it's impacting your
investment portfolios.

Disclosures:

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
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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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