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A key measure of U.S. producer prices unexpectedly fell in December and the overall gauge declined more than forecast amid lower oil prices, 
signaling potential inflation pressures in the economy are contained.  Excluding food and energy, producer prices decreased 0.1% from the prior 
month, the first decline in a year, according to a Labor Department report released earlier this week.  The overall producer-price index fell 0.2% from 
November after a 0.1% rise. The Bloomberg survey median called for an increase in the core PPI and a drop in the main index.  On an annual basis, 
core producer-price gains held steady at 2.7% -- missing forecasts for nearly 3% -- while the broad gauge rose 2.5%, also unchanged from the 
prior reading.  Food and energy prices are typically volatile. 
 
The above PPI figures, which measure wholesale and other selling costs at businesses, suggest prices are firming up only gradually.  They’re also in 
line with consumer-price data that showed a drag from energy costs while core inflation held steady, giving the Fed little urgency to raise interest 
rates any time soon.  Producer costs excluding food, energy, and trade services – a measure preferred by economists because it strips out the 
most volatile components -- softened to an unchanged month-on-month reading and the annual gain held for a third straight month at 2.8%. 
 
Although jobs growth remains strong, according to the latest payrolls report, measures of activity have weakened.  The Institute for Supply Man-
agement’s key manufacturing gauge is at a two-year low, and the housing market is cooling.  Overall expansion is forecast to moderate this year, 
partly due to a fading boost from the Trump administration’s tax cuts.  Additionally, trade disputes combined with the current government shut-
down weigh on economic growth projections.  With inflation contained, Fed policy makers continue to suggest they could pause their interest-rate 
hike cycle as they await clarity. Chairman Powell said last week that the Fed can be “patient and flexible and wait and see what does evolve.”  Yes-
terday, Fed President Evans stated that the Fed is “at a good point for pausing.” Just this morning, Fed President Williams stated that “tailwinds have 
lost their gust, interest rates are closer to normal levels, and inflation is tame.  The approach we need is one of prudence, patience, and good judg-
ment. The motto of “data dependence” is more relevant than ever.”  
 
This year’s first FOMC meeting is scheduled for January 29-30.  Based on the fed funds futures market, no action is expected at this two-day meet-
ing.   Based on the below chart, the futures market show traders do not anticipate any additional tightening as the probability of further rate hikes 
is less than 25%.  Furthermore, the probability of the Fed cutting its benchmark rate is 14%.   
 
If you haven’t already, prepare your balance sheet/portfolio for lower interest rates!  Not sure how best to add downside protection?  Reach out to 
any member of the CMG sales team as they have the tools and resources necessary to effectively manage earnings within acceptable levels of 
risk.          
 
Your comments/questions are encouraged.   
 
Dennis Zimmerman Jr.  
Senior Vice President  
Manager—Asset/Liability Services   
800-548-2663  
dennis.zimmerman@commercebank.com 
 
 
 
 

Weekly Review—January 18, 2019 

NEW ISSUE MUNICIPAL CALENDAR 

Date Amount ($) Description Maturity 

01/21/2019   Martin Luther King Jr. Day – Bank Holiday   

01/22/2019  $3.4MM  Olathe KS Stormwater System Revs 2019 AA  2019-2038  
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***If you no longer wish to receive this weekly review, please send an email to CapitalMarketsGroup@commercebank.com*** 
 

The Weekly Review is a publication of the Capital Markets Group of Commerce Bank.   

KEY INDICES 
 Current           Last Month One Year Ago 

Prime Rate 5.50 5.25 4.50 
Discount Rate 3.00 2.75 2.00 
Fed Funds Rate 2.40 2.20 1.42 
1-Mo. Libor 2.50 2.47 1.56 
11th Dist COFI 1.06 1.08 0.75 
1-Yr. CMT 2.60 2.66 1.79 
Dow 24,706.35 23,675.64 26,017.81 
NASDAQ 7,157.23 6,783.91 7,296.05 
S&P 500 2,670.71 2,546.16 2,798.03 
Bond Buyer 4.19 4.18 3.52 

Treasuries & New Issue Agencies (Spread to Treasuries) 
Treasuries Bullets NC-6 Mo. NC-1 Year NC- 2 Year  

3 Mo. Bill 2.39     

6 Mo. Bill 2.49     

1-Year  Bill 2.58     

2.60 6 17 12  2-Year Note 

2.60 10 33 27 10 3-Year Note 

2.62 16 56 51 37 5-Year Note 

2.69 30 65 57 47 7-Year Note 

2.78 42 80 68 63 10-Year Note 
30-Year Bond 3.10     

CMO Spreads to Treasuries 
 PAC Vanilla 
1-Year N/A +37 

2-Year 37 45 

3-Year 45 55 

5-Year 66 75 

   

   
MBS Current Coupon Yields 

GNMA 30 Yr.  3.40% 

FNMA 30 Yr.  3.57% 

GNMA 15 Yr.  3.11% 

FNMA 15 Yr.  3.11% 

MUNI AA—BQ 
3 Mo. 1.55 

6 Mo. 1.61 

1-Year 1.70 

2-Year 1.72 

3-Year 1.75 

5-Year 1.89 

7-Year 2.03 

10-Year 2.36 

30-Year 3.24 

 

In 2015, Dennis joined Commerce Bank’s Capital Markets Group as Manager of Asset/Liability Services. With his leadership, the Capital Mar-
ket’s ALM team provides asset/liability management consulting services to community banks. 
 

Prior to joining Commerce, he was employed for nearly 26 years at one of the largest privately-held banks in Kansas. In addition to manag-
ing a $775 million bond portfolio, his Asset/Liability Chairman responsibilities included managing margin, interest rate risk, liquidity and 
capital. Prior to becoming the bank’s Finance Treasury Officer, he was a Registered Investment Representative and Supervising  Principal in 
the bank’s Capital Markets division.  
 

As a seasoned professional, Mr. Zimmerman offers a comprehensive understanding of bank finance treasury, fixed income, complex finan-
cial analysis as well as regulatory and operational awareness. As a banker, he understands the challenge of balancing shareholder expec-
tations within appropriate levels of risk. 

ECONOMIC CALENDAR 
Monday 01/21 Tuesday 01/22 Wednesday 01/23 Thursday 01/24 Friday 01/25 

 Existing Home Sales MBA Mortgage Applications Initial Jobless Claims Durable Goods Orders 
   Markit US Manufacturing PMI New Home Sales 
   Leading Index  

About the Author, Dennis Zimmerman 

_______________________________________________________________________________________________________________________________________________ 
 

The opinions expressed herein reflect that of the author and are not a complete analysis of every material fact respecting any company, industry, or security.  The author’s opinions do not 

necessarily reflect that of Commerce Bank or its affiliates.  Information contained herein is from sources deemed reliable but cannot be guaranteed.  Prices and/or yields are subject to 

change and investments are subject to availability.  CDs are direct financial obligations of the issuing financial institution and are not, either directly or indirectly, an obligation of Com-

merce Bank.  The information provided is not an official trade confirmation or account statement.  The Capital Markets Group (CMG) of Commerce Bank is not acting as your ‘municipal 
advisor’ within the meaning of Section 15B of the Securities Exchange Act, and does not act in a fiduciary capacity.  CMG does not provide tax advice; please refer to your tax professional.   

Investments in securities are NOT FDIC Insured; NOT Bank-Guaranteed and May Lose Value. 
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