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Five Minutes with Commerce Trust’s Chief Economist — Scott Colbert
1/28/22

Scott Colbert:

Good afternoon. It's Friday, January 28th, and the markets have closed for the week, down once again.
Fourth consecutive decline for the stock markets this year.

As we sit here one month into the year, it feels a little bit like the Tale of Two Cities. “It's the best of
times and it's the worst of times.” In terms of the best of the times, the real economy is doing
exceptionally well. Economic growth last year was up 5.7%. Job growth, we literally created 6.4 million
jobs. Of course, the unemployment rate has fallen to 3.9%. Wages and salaries have grown at about 5%.
About the only thing holding the real economy back is inflation. Of course, inflation has grown faster
than people expected.

This year should be another good year, though, for the economy. While we don't expect to see 5-plus
percent growth, it wouldn't surprise us to see at least 4% growth. As job growth is likely to be closer to
2% and 3%, wage gains of 4% and 5% this year, as well, provide a lot of economic stimulus as we
progress through the year to make forward progress.

The worst of the times, though, seems to be focused in the financial markets. As we've grown so quickly,
we mentioned inflation, of course, has risen relatively dramatically. The Federal Reserve was even
perplexed, was hoping to see it (inflation) roll over by now, but yet it hasn't. They've even admitted that
they were probably wrong about the transitionary status, and likely to be sticking around. They want to
take action, and they're going to be forceful this year about trying to push back with their monetary
accommodation, taking some of this stimulus away.

The market had been discounting a few months ago perhaps two rate hikes this year, and then it was
three, and now it's probably closer to five. Even today, a major bank came out and suggested perhaps
there is a rate hike coming at every central bank meeting, and there are seven of them left this year,
which, of course, would drive cash rates up from zero to maybe as much as 1 %%

As such, the S&P 500 peaked basically the second day of the year, third day of the year, on January 3rd,
and it's fallen about 10%. Small-cap stocks and technology stocks, the NASDAQ, sniffed this out earlier,
though. Back in November, they peaked, and small cap stocks are down almost 21% now, as measured
by the Russell 2000. And the NASDAQ Composite is down about 15% or 16% as well.
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What does this mean for the markets? Well, historically, the markets are now in what you would call a
technical situation where they're below their long-term moving averages. And we've seen this three
times since 2008, essentially when the market bottomed in the last recession, in March of 2009, in the
last recession, and have made a lot of forward progress. It's hard to believe, but as we sit here today,
the S&P 500 is up 14-plus percent over a trailing 10-year period, and it's still up 30% from its peak prior
to the pandemic.

So as the market breaks down and moves through its moving averages, it typically has to settle in, and
this takes a while. This takes a process. Bottoming is a process. It typically takes an entire quarter, and of
course, we're only about a month into this.

The good news is, is that we think that this is a correction in the midst of an economic expansion, and
that's a lot different than a bear market that accompanies a recession. So, in other words, while we
expect to see the markets pull back, we also expect to see them bottom, and then we eventually expect
to see them make some forward progress.

Our equity team still thinks that stocks have a chance to be up by the end of the year. On average, one
year after the Fed begins to raise rates, stocks are up, on average, 5%. Two years into a rate-hiking cycle,
they're actually up 10%. What could make stocks do this? Well, earnings are still growing very rapidly,
valuations are getting better, and eventually the market will over-discount the amount of Fed
accommodation that they're going to take away. So we're still optimistic that the market can pull out a
gain for the year.

It's been a tough year, too, for bonds as well, because, of course, interest rates are moving up. The two-
year Treasury is up about 40 to 50 basis points, and the 10-year Treasury is up over 25 and almost 30
basis points year to date. Of course, bond prices move inversely to the changes in interest rates. They're
down as well.

So it's been a lot of tough financial market news, but a lot of good economic news so far to digest. We'll
be back in a week or two to talk about whether we're any closer to a stock market bottom. I think we
will be. We're likely to try and work through this in the first quarter, and then we'll try and build a base
and finish out the rest of the year, in what's going to amount to basically a very strong year for the
economy, but a much tougher year, finally, for financial markets.

Securities and Advisory services provided through Commerce Brokerage Services, Inc., member FINRA, SIPC, and a registered investment advisor. Insurance
products are offered through Commerce Insurance Services, Inc. Both entities are subsidiaries of Commerce Bank.

Investment and Insurance Products:
Not FDIC Insured | May Lose Value | Not Bank Guaranteed | Not Insured by Any Federal Government Agency




i) Commerce Financial Advisors

A\ } 4
Investments « Retirement « Insurance

Disclosures:

Commerce Trust Company is a division of Commerce Bank. Generally, non-depository investments offered in connection with Commerce Bank
and its affiliates are not guaranteed, are not FDIC insured, and may lose value. Information provided is effective as of today, January 28, 2022,
and is presented for the purpose of general education, information or illustration only. It is not to be considered as the opinion of Commerce
Trust Company or Commerce Bank regarding any individual investment, investment account or market behavior. Neither Commerce nor any of
its affiliates, officers, employees, or agents have made any recommendation or given any advice as to the terms, beneficial interest or
profitability of any investment on market activity which may be referenced here, and this information may not be relied upon as such.

Accordingly, you understand that you are always fully responsible for any investment transaction you choose to enter into, and that you shall
not have relied only on any of the proceedings or following information for Commerce as a basis for any investment decision. In considering
whether to trade or invest, you should inform yourself and be aware of the risks. The risk of loss from investing in securities and other
investments can be substantial. You should consider whether investments entered into directly by you or on a discretionary managed basis
through Commerce Trust Company or elsewhere are appropriate for you in light of your investment objectives, financial circumstances, tax
status, your tolerance to risk, investment time horizon, and your investment experience. Past performance is no guarantee of future results, and
any opinions and other information in the commentary provided as of this date are subject to change. Diversification does not guarantee a profit
or protect against all risk. Markets, economic forecast and aspects of specific investments can change from time to time based on a variety of
individual interrelated or complex factors.

This disclosure statement cannot present all the risks and other significant aspects of investments, economies, or markets in which you may elect
to transact from time to time. You should therefore carefully study investment arrangements in advance of making decisions about investing.
Providing this information, which may be a value to you or others does not detract from an investor's responsibility to take all such steps and
make all such inquiries as may be necessary to ensure a full understanding and familiarity with any potential future investment. If you are in
doubt about the risks involved in trading or investment arrangements, or have not understood any aspect of this risk disclosure statement, you
should seek independent professional advice. Please also note that Commerce 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.

January 28, 2022
Commerce Trust Company is a division of Commerce Bank.

Securities and Advisory services provided through Commerce Brokerage Services, Inc., member FINRA, SIPC, and a registered investment advisor. Insurance
products are offered through Commerce Insurance Services, Inc. Both entities are subsidiaries of Commerce Bank.

Investment and Insurance Products:
Not FDIC Insured | May Lose Value | Not Bank Guaranteed | Not Insured by Any Federal Government Agency




