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Back in July, I wrote about the various treasury yield spreads to watch that may indicate an impending recession.  I briefly mentioned the spread between 
the Fed Funds Target rate – upper bound (FFT) and the 2Y treasury.  I chose that spread because the 2Y typically hints at whether the market thinks the 
FOMC will raise or lower the FFT.  I had two questions: 1) Does this inversion really mean a recession is near? 2) When should you invest to protect earn-
ings? 
 
To help answer these questions, I looked at the last three recessions (two in the 1980’s were pretty unique, hyperinflated scenarios which are not likely to 
apply for a very long time).  Below are some highlights of my research.  The answer to the first question is not always.  Before the 2001 recession, there 
were two inversions of the FFT-2Y treasury which did not lead to a recession.  Yet, if you bought the 5Y treasury on the day of the inversion, you still 
would have beat the avg 5yr rate during those following five years. Which goes to help answer the second question.  The second table tells us that if 
we invested in a 5Y treasury as soon as the inversion occurred, we would have invested in a higher yield than the average during the following five years.  
Five years appears to be a good term to invest in as we want to cover the time it takes to get to a recession as well as the length of the recession and 
enough time afterwards to be able to invest again when rates are rising.  In the first two examples one would have reinvested at another peak in the 5Y!   
 

 
 
What can we expect this time?  I think we’re heading for a recession in 2020-2021 and it should be a shorter recession than the Great Recession.  It should 
last three quarters; therefore, a 5- year treasury at 2.40-2.45 should beat the average 5Y yield over the next five years.  I hope I’m wrong, but if I’m right, 
investing in a 5-year maturity with little optionality might help you protect earnings when rates fall.  Have a great weekend! 
 
Matthew Maggi | Vice President | ALM Strategist | Capital Markets Group | 800 548-2663 | matthew.maggi.commercebank.com 
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NEW ISSUE MUNICIPAL CALENDAR 

Date Amount ($) Description Maturity 

02/11/2019  $8.435MM   SHAWNEE KS 2019 UT GO Aa1  2020-2029   

02/11/2019  $1.33MM  MISSION HILLS KS UT GO BQ Aaa  2021-2026  

02/14/2019  $3.41MM  WESTWOOD KS 2019A UT GO BQ  2020  
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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 5.50 4.50 
Discount Rate 3.00 3.00 2.00 
Fed Funds Rate 2.40 2.40 1.42 
1-Mo. Libor 2.52 2.51 1.58 
11th Dist COFI 1.06 1.06 0.78 
1-Yr. CMT 2.54 2.58 1.91 
Dow 25,106.33 23,787.45 23,860.46 
NASDAQ 7,298.20 6,897.00 6,777.16 
S&P 500 2,707.88 2,574.41 2,581.00 
Bond Buyer 4.23 4.09 3.73 

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

3 Mo. Bill 2.41     

6 Mo. Bill 2.48     

1-Year  Bill 2.51     

2.45 6 15 8  2-Year Note 

2.42 6 29 23 7 3-Year Note 

2.43 15 52 46 33 5-Year Note 

2.52 27 58 51 42 7-Year Note 

2.63 40 71 62 56 10-Year Note 
30-Year Bond 2.98     

CMO Spreads to Treasuries 
 PAC Vanilla 
1-Year N/A +35 

2-Year 35 43 

3-Year 43 53 

5-Year 65 75 

MBS Current Coupon Yields 
GNMA 30 Yr.  3.22% 

FNMA 30 Yr.  3.40% 

GNMA 15 Yr.  2.96% 

FNMA 15 Yr.  2.96% 

MUNI AA—BQ 
3 Mo. 1.46 

6 Mo. 1.52 

1-Year 1.61 

2-Year 1.63 

3-Year 1.66 

5-Year 1.76 

7-Year 1.93 

10-Year 2.28 

30-Year 3.18 

 

Prior to joining CMG in 2016, Matthew was the Corporate Treasurer at a $1.2 billion publicly-traded community bank 
headquartered in Missouri.  During his tenure, he developed and implemented balance sheet strategies to maximize 
margin while managing acceptable levels of interest rate risk, liquidity, and capital. Matthew not only managed the 
investment portfolio, but also conducted extensive loan portfolio performance analyses. 
 

Previously, he was a Treasury Analyst for one of the largest privately held banks in the U.S.  He monitored cash flow and 
liquidity and developed funding strategies.  Matthew leverages his extensive balance sheet management experience 
to provide tactical and strategic solutions to maximize performance while mitigating risks for the community banks. 

ECONOMIC CALENDAR 
Monday 2/11 Tuesday 2/12 Wednesday 2/13 Thursday 2/14 Friday 2/15 

  MBA Mortgage Applications PPI Final Demand MoM Empire Manufacturing 
  CPI MoM Initial Jobless Claims Industrial Production MoM 
   Retail Sales Advance MoM U. of Mich. Sentiment 

About the Author, Matthew Maggi  

_______________________________________________________________________________________________________________________________________________ 
 

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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