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Fed Vice Chairman Clarida made his inflation message rather clear earlier this week 
by stating that he remains more concerned about inflation falling short of the central bank’s 2% objective than running above it.  The Fed’s No. 2 official stated 
in an interview with Bloomberg that “in recent decades, the asymmetry has been toward disinflation forces.”  Asked about the price impacts of globalization, he 
said that “we are in a world where central banks, including the Fed, are focused on keeping inflation away from disinflation.”  As reported last week, the Fed’s 
preferred inflation gauge – Core Personal Consumption Expenditure (CPE) – declined to 1.77% on a 12-month basis reflecting its lowest level since March.  Con-
tinuing to trend lower, October’s 1.77% is off its 6-year high of 2.01% reached earlier this summer.  In terms of wage inflation, nothing in November’s jobs data 
which was released this morning suggests inflation will take off.   
 
Clarida’s latest remarks strengthens the impression that Fed policy makers are not yet convinced that inflation has returned, on a sustained basis, to their long
-run objective.  The remarks further reduce market expectations the Fed will continue its current pace of raising interest rates once a quarter. Those expecta-
tions dropped last week when Fed Chair Powell hinted that policy makers may be less aggressive about raising rates in 2019 than they were this year. 
 
As discussed last week, policy is nearing neutral (if not there already).  Looking forward, the Fed states that any further normalization will likely be data de-
pendent.  While current data shows low and contained inflation, slow economic growth on a historical basis and solid employment, continued tightness in the 
labor market is expected to increase inflationary pressures in 2019.  As such, the Fed is still expected to tighten 25bps when they meet on the 19th of this month.    
 
Looking into 2019, any further policy action may be defensive in nature as the Fed retools for the next economic downturn.  Yesterday, New York Fed President 
Williams stated that "The goal is simple: We want to position ourselves as well as we can — so when the next recession happens, we're well positioned to deliver 
on our objectives, which is maximum employment and price stability."  Although interest rates are up from their cycle lows, they remain historically low.  Under-
standing that they Fed typically relies on interest rates reductions to stimulate the economy, it may find itself with little ability to help with the next recession.  As 
such, they need higher rates now which could explain why they may continue to tighten beyond neutral.  That “higher rates now” mindset can be problematic 
as it requires a more restrictive policy, and thus, higher unemployment and lower economic output than economic circumstances themselves would dictate.  
The mindset risks starting recessions for the sake of preparing to battle them! 
 
Fearful of an overly aggressive Fed combined with 
increased concerns of a slowing economy, the 
treasury yield curve finally inverted for the first time 
in more than a decade as the difference between 3-
year and 5-year Treasury yields dropped below zero, 
marking the first portion of the curve to invert this 
cycle.  But, remember that not all inversions have led 
to recession.  The 3/5 inversion occurred only in the 
intermediate portion of the curve as both bonds are 
reflective of the belly of the curve.  A more-accurate 
predictor of recession is the relationship between 
short-term yields and long-term yields.  As such, all 
eyes remain focused on the 2yr/10yr spread as it 
has currently narrowed to 13bps.  The continued flattening of the yield curve is the market’s way of telling the Fed to slow down its current pursuit of policy nor-
malization. The Fed’s upcoming release of their “dot plot” projections will be key as it could signal that the market’s message has been received.   
 
Your comments/questions are encouraged.   
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NEW ISSUE MUNICIPAL CALENDAR 

Date Amount ($) Description Maturity 

12/10/2018  $10,700,000  BLUE SPRINGS MO LT GO AA  2020-2029  

12/11/2018  $1,165,000  HAYSVILLE KS GO BQ TEMP  2020  

12/11/2018  $6,000,000  SUMNER CNTY KS USD 58 GO BQ A  2020-2039  
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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 5.25 5.25 4.25 
Discount Rate 2.75 2.75 1.75 
Fed Funds Rate 2.20 2.20 1.16 
1-Mo. Libor 2.39 2.32 1.41 
11th Dist COFI 1.08 1.02 0.75 
1-Yr. CMT 2.68 2.72 1.68 
Dow 24,388.95 26,180.30 24,211.48 
NASDAQ 6,969.25 7,570.75 6,812.84 
S&P 500 2,633.08 2,813.89 2,636.98 
Bond Buyer 4.12 4.33 3.29 

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

3 Mo. Bill 2.36     

6 Mo. Bill 2.53     

1-Year  Bill 2.68     

2.74 7 20 13  2-Year Note 

2.75 10 35 29 13 3-Year Note 

2.73 17 63 56 42 5-Year Note 

2.79 26 73 65 56 7-Year Note 

2.88 28 87 77 72 10-Year Note 
30-Year Bond 3.16     

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

2-Year 36 43 

3-Year 45 55 

5-Year 68 75 

   

   
MBS Current Coupon Yields 

GNMA 30 Yr.  3.62% 

FNMA 30 Yr.  3.75% 

GNMA 15 Yr.  3.20% 

FNMA 15 Yr.  3.28% 

MUNI AA—BQ 
3 Mo. 1.62 

6 Mo. 1.67 

1-Year 1.79 

2-Year 1.85 

3-Year 1.93 

5-Year 2.09 

7-Year 2.27 

10-Year 2.54 

30-Year 3.30 

 

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 12/10 Tuesday 12/11 Wednesday 12/12 Thursday 12/13 Friday 12/14 

 PPI Final Demand MoM MBA Mortgage Applications Initial Jobless Claims Retail Sales Advance MoM 
  CPI MoM  Industrial Production MoM 
    Markit US Manufacturing PMI 

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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