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Yesterday Fed policy makers raised their benchmark overnight rate to an upper bound 
2% while signaling, via a subtle shift in their dot plot forecast, that they may pick up the pace of future rate increases.  (The dot plot which is released 
quarterly reflects the Fed’s expected path of overnight rates.)  Based on projected economic and financial conditions, the central bank anticipates a 
total of four quarter-point rate hikes this year, up from three previously.  By the end of 2019, the median estimate calls for a 3.25% upper bound fed 
funds rate.  Thus, for the first time since the projections were introduced in 2012, the forecast for the following year is higher than officials’ estimate of 
the longer-term neutral rate which is currently at 2.875%.  As such, the treasury yield curve flattened to the lowest levels since 2007 after the Fed’s 
decision.  The spread between two- and 10-year maturities fell to 39bps while the gap between five- and 30-year securities dropped below 25 basis 
points.   
 
The continued flattening of the curve isn’t surprising, considering that central bankers see short-term rates as higher than the current yield on long 
bonds by the end of 2019.  The continued flattening of the curve is evidence that the bond market believes that economic growth will likely slow as 
the Fed continues to tighten.  Meaning, the Fed may be hitting the breaks too hard.    
 
The minutes from last month’s FOMC meeting showed that policy makers were monitoring the shape of the curve.  While a few said the curve had 
become “a less reliable signal” of future activity, several FOMC members stressed the link between inversions and coming economic downturns.  
Furthermore, Fed Chairman Powell told reporters on Wednesday the flattening of the curve remains on policy makers’ radar.   “The yield curve is 
something people are talking about a lot, including FOMC participants,” he said.  “That discussion is really about what is appropriate policy and how 
do we think about policy as we approach the neutral rate,” Powell stated, referring to the neutral fed funds rate.  “The low level of long-term rates is a 
puzzle,” he said. 
 
When it comes to removing policy accommodation, increasing rates isn’t the only tool in the tool box.  In two weeks, the Fed is scheduled to pick up 
the pace of its unwinding measures.  Currently, the central bank is allowing its $4.3 trillion of balance-sheet assets to shrink by $90 billion a quar-
ter; that will ramp up to $120 billion starting next quarter.  
 
As the Fed continues to tighten monetary policy, they 
are betting that the U.S. economy is strong enough for 
borrowing costs to increase without choking off eco-
nomic growth.  Bond market participants are hoping 
that the Fed stops short of becoming so restrictive as 
to cause the next economic downturn. 
 
Stay invested.  Depending on your current interest rate 
risk profile, consider extending asset-side duration.  If 
not certain about your IRR profile, seek help.      
 
Your comments/questions are encouraged.   
 
Dennis Zimmerman Jr. |Sr. Vice President | Asset/Liability Services Manager | 800-548-2663 | dennis.zimmerman@commercebank.com 
 

Weekly Review—June 14, 2018 

NEW ISSUE MUNICIPAL CALENDAR 

Date Amount ($) Description Maturity 

06/19/2018 $27,190,000 OLATHE KS 2018A TMP NTS UT GO RATINGS APPLIED 2019 

06/19/2019 $38,700,000 OLATHE KS SERIES 231 UT GO RATINGS APPLIED 2019-2028 

06/19/2018 $1,365,000 HUTCHINSON KS 2018A UT GO BQ Aa3 2019-2038 

06/19/2018 $18,400,000 ORCHARD FARM RV SD ST CHARLES MO 2018 UT GO AA+ 2023-2038 
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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 5.00 4.75 4.00 
Discount Rate 2.25 2.25 1.50 
Fed Funds Rate 1.70 1.70 0.91 
1-Mo. Libor 2.07 1.92 1.16 
11th Dist COFI 0.90 0.81 0.65 
1-Yr. CMT 2.35 2.28 1.22 
Dow 25,175.31 24,899.41 21,374.56 
NASDAQ 7,761.04 7,411.32 6,194.89 
S&P 500 2,782.49 2,730.13 2,437.92 
Bond Buyer 3.88 3.88 3.53 

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

3 Mo. Bill 1.91     

6 Mo. Bill 2.05     

1-Year  Bill 2.31     

2.56 7 9 6  2-Year Note 

2.69 6 22 19 11 3-Year Note 

2.80 9 50 44 35 5-Year Note 

2.89 19 60 55 51 7-Year Note 

2.93 36 77 71 69 10-Year Note 
30-Year Bond 3.05     

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

2-Year 33 43 

3-Year 40 50 

5-Year 56 66 

   

   
MBS Current Coupon Yields 

GNMA 30 Yr.  3.51% 

FNMA 30 Yr.  3.68% 

GNMA 15 Yr.  3.04% 

FNMA 15 Yr.  3.25% 

MUNI AA—BQ 
3 Mo. 1.35 

6 Mo. 1.40 

1-Year 1.49 

2-Year 1.70 

3-Year 1.87 

5-Year 2.09 

7-Year 2.38 

10-Year 2.69 

30-Year 3.23 

 

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 6/18 Tuesday 6/19 Wednesday 6/20 Thursday 6/21 Friday 6/22 

 Housing Starts MBA Mortgage Applications Initial Jobless Claims Markit US Manufacturing PMI 
  Existing Home Sales Leading Index  
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_______________________________________________________________________________________________________________________________________________ 
 

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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