
  
 
 
  
 
 
 
 
 

 

October 2019 
 
Dear Investor: 
 
Third quarter stock market performance was modestly positive.  The S&P 500® Index and the Dow Jones 
Industrial Average both advanced by 1.2%.  But that small gain was erased in the first week of October, as worries 
over trade, manufacturing, and politics took center stage.  Still, the U.S. stock market’s year-to-date advance 
has been impressive; through September 30, the S&P 500® returned 20.6%, its best nine-month run of any year 
this decade.    
 

 Sept. 30, 2019 June 28, 2019 % Change 

S&P 500® Index 2,976.4 2,941.8 +1.2% 
Dow Jones Industrial Average 26,916.8 26,600.0 +1.2% 
NASDAQ Composite Index 7,999.3 8,006.2 -0.1% 
Russell 2000® Index 3,786.0 3,893.3 +1.7% 
VIX Volatility Index 16.2 15.1 +7.3% 
Barclays Bond Index – ETF “AGG” 113.2 111.4 +1.6% 
10-Year U.S. Treasury Yield 1.68% 2.00% -16.0% 
Gold (ounce) – NY Spot $1,466 $1,410 +4.0% 
Oil (barrel – West Texas intermediate) $54.14 $57.69 -6.2% 
Bitcoin  $8,275 $11,760 -29.6% 
Data Source: FactSet Data Systems  

 
In January 2018, the Trump administration fired the first shot in the U.S./China trade war by levying modest tariffs 
on Chinese solar panels and washing machines.  At that time most analysts dismissed this early action as a mere 
“shot across the bow” of America’s Chinese interlocutors.  The U.S.’s chief complaint with China was – and 
remains – unfair trade practices: chiefly, theft of U.S. intellectual property and China’s barring key U.S. industries 
(financial services, for example) from the large and growing Chinese market.   
 
Over the last two years both sides have escalated the tariff fight tit-for-tat while on-again/off-again trade talks 
have yielded little progress.  Unless a breakthrough occurs, the U.S. is set to impose 15% tariffs on $300 billion 
of imported Chinese goods on December 15 – up from $115 billion today.  Those are large numbers, but the U.S. 
economy is so much larger ($20 trillion).  Further, America’s exports to China ($120 billion in 2018) are dwarfed 
by its imports from China ($540 billion last year).  Accordingly, the administration’s claim that its tariffs are likely 
hurting China’s export-focused economy more than they are penalizing U.S. consumers rings true.  But there 
are other indirect effects that impact American investors.  For example, the trade war is inflicting collateral pain 
on many of our other trading partners.  Consider the case of Germany: China is Germany’s largest trading 
partner, and last year gross exports to China were nearly 3% of Germany’s GDP.  As China’s economy has cooled 
so has its demand for high-value German products like luxury cars and precision instruments.  The German 
economy shrank by 0.2% in the June quarter, and if it contracted again in the third quarter, then Germany – the 
“engine of Europe” – will officially be in recession, which would be unwelcome news for American “foreign direct 
investors” in Germany; aside from a few “cash repository” countries like Switzerland, Germany is the largest 
recipient of American foreign direct investment on the European continent, and is thus of great interest to U.S. 
investors.  So, the U.S./China trade war is like the arcade game of “Whac-A-Mole” in that each new tariff (“whack”) 
can produce surprising outcomes far from the tariff’s source.   
 
Overlay domestic political considerations onto the trade war – the U.S. presidential election next year and 
China’s struggle to control pro-democracy dissidents in Hong Kong – and a near-perfect recipe for trade 
outcome volatility is revealed (and, thus, equity market volatility, since the trade war is the market’s preoccupying 



 

 

concern at the moment).  Pundits are now predicting that the belligerents will sign a “light” trade treaty: an 
imperfect agreement but enough substance for both sides to declare victory.  That would almost certainly be 
welcome news – at least immediately – by equity investors.  But we should consider this: even the U.S.’s 
achievement of all desired outcomes in a trade pact may not ensure a return to rapid trade growth; in fact, just 
the opposite could occur.  China’s great growth under Deng Xiaoping (“architect of modern China” during the 
1980s) only occurred with the rise of the global supply chains that plugged cheap Chinese labor and goods into 
the world economy.  That raised China’s growth and benefited its foreign suppliers of capital, natural resources, 
and technology.  The resulting flood of low-priced Chinese goods into the U.S. and European markets helped 
consumers by keeping goods prices low but hurt Western factory workers through lost jobs and falling real 
wages. So, a restoration of the world before Deng might slow growth in both China and the West, though it 
might help Western factory workers, at least in the short run.  Notably, only 8.5% of U.S. workers are employed 
in the manufacturing sector.  It is unclear how a comprehensive trade treaty between the U.S. and China would 
affect the other 91.5% of the U.S. workforce. 
 
All of this reminds us of the old saying that “when America catches a cold the world gets pneumonia.”  The U.S. 
economy isn’t yet sick, but it is sniffling.  The U.S. PMI (purchasing managers’ index) for September – released 
on October 1 – fell to 47.1, its sixth monthly decline and 20% below last year.  Readings under 50.0 foretell 
shrinking manufacturing activity.  But as previously noted, manufacturing is a small part of the U.S. economy.  In 
contrast to the PMI report, the recent Department of Labor monthly jobs report (dated October 4) revealed the 
U.S. unemployment rate at 3.5%, its lowest level in 50 years and the envy of the industrialized world.  So, the 
jury is out – the economy is healthy for now, but as investors we cannot ignore the flashing amber lights. 
 
One financial development that is not troubling – except perhaps for savers – is falling interest rates.  The 
bellwether 10-year U.S. bond rate ended the third quarter at 1.68%, down more than one percentage point from 
its year-end 2018 level of 2.69%.  And the 10-year bond continues to fall, yielding 1.55% at this writing on October 
7.  This development is a boon for borrowers whether households (home mortgages), businesses (debt 
refinancing), or governments (debt refunding and deficit financing).  Homebuilding and home buying – and the 
financial institutions that service them – are on a solid growth trajectory.  Falling rates on fixed income securities 
(bonds) are making their long-time holders wealthier, as bond prices rise when interest rate fall.  Low rates also 
support common stocks whose dividend yield (1.9% average for the S&P 500® Index) is attractive even against 
the safety of U.S. government bonds.  Further, stock dividends tend to rise over time, whereas bonds are called 
“fixed income” securities for a reason.   
 
Today, every industrialized country in the world except China has lower interest rates than the U.S.  Even Greece, 
whose government nearly defaulted a few years ago, is now selling 10-year government bonds at 1.41%.  
Relatively high U.S. interest rates have attracted foreign capital to the dollar and raised its exchange value 
against other currencies.  The trade-weighted value of the U.S. dollar has risen almost 7% between the start of 
2018 and the present.  Rates are in a “Goldilocks” zone, in our view: low enough to encourage borrowing and 
investment, yet high enough to keep the dollar elevated.  A strong dollar is not such a bad thing given America’s 
large structural trade deficit.  The deficit was $621 billion last year (amount by which imports exceeded exports) 
and a strong dollar helps to lower the cost of those foreign-made goods to U.S. consumers and businesses. 
 
Regarding our investment policies, we have made no major shifts to our asset allocations, although we are 
carrying slightly more cash than usual in most accounts, both as a hedge against a possible market drawdown 
and to have “dry powder” to take advantage of bargains that may come our way.   
 
Thank you for allowing us to manage your investments.  We aim to reward your faith in us with creativity, 
diligence and good results.  That is our only business model. 
 
Note: Fidelity (our custodian) has announced its adoption of a “zero commission” trading policy, effective 
November 4.  As advisors (not brokers), Palisade does not benefit from trading commissions, so this change of 
policy is for your benefit entirely.  
 
Sincerely, 
Palisade Capital Management 
 



 

 

 
Important Information: 
 
The information contained herein reflects the view of Palisade Capital Management, L.L.C. and its affiliates (collectively, “Palisade” or the “Firm”) as of the date 
of publication.  These views are subject to change without notice at any time subsequent to the date of issue.  All information provided in this letter is for 
information purposes only and should not be deemed as investment advice or a recommendation to purchase or sell any specific security.  While the information 
presented herein is believed to be reliable, no assurance, representation, or warranty is made concerning the accuracy of the data presented.  In addition, there 
can be no guarantee that any projection, forecast, or opinion in the letter will be realized. 
 
This information is confidential and for the use of the intended recipients only.  It may not be reproduced, redistributed, or copied in whole or in part for any 
purpose without prior written consent.  This document is not intended for distribution to, or use by, any party in any jurisdiction where such distribution or use 
would be contrary to local law or regulation.  Certain information included in this document has been obtained from third-party sources believed to be reliable.  
No assurances can be given that such information is accurate. 
 
Palisade is an SEC registered investment management firm established in 1995.  Based in Fort Lee, NJ, the Firm manages a variety of assets for a diversified 
client base, including institutions, foundations, endowments, pension and profit sharing plans, retirement plans, mutual funds, private limited partnerships, family 
offices, and high net worth individuals. 
 
Past performance is not a guarantee of future results. 
 
Please note that each client account has different characteristics and other accounts with the same strategy may have materially different results.  The actual 
characteristics of any particular account will vary based on a number of factors including, but not limited to (i) the size of the account; (ii) the timing of investment; 
(iii) investment restrictions applicable to the account, if any; and (iv) market exigencies at the time of investment. 
 
The S&P 500® Index is an unmanaged index that is widely recognized as an indicator of general market performance. The S&P 500® Index does not have a 
defined investment objective, unlike the indices above, nor does it charge fees and expenses. 

The Dow Jones Industrial Average is a price weighted index comprised of 30 of the largest and most widely held public companies in the United States. 

The NASDAQ Composite Index measures all NASDAQ domestic and international based common type stocks listed on The NASDAQ Stock Market. 

The Russell 2000® Index measures the performance of the small-cap segment of the U.S. equity universe. It consists of approximately 2,000 of the smallest 
securities based on a combination of their market cap and current index membership. Source: London Stock Exchange Group plc and its group undertakings 
(collectively, the “LSE Group”). © LSE Group 2019. FTSE Russell is a trading name of certain of the LSE Group companies. “Russell®” is a trade mark of the 
relevant LSE Group companies and is used by any other LSE Group company under license. All rights in the FTSE Russell indexes or data vest in the relevant 
LSE Group company which owns the index or the data. Neither LSE Group nor its licensors accept any liability for any errors or omissions in the indexes or data 
and no party may rely on any indexes or data contained in this communication. No further distribution of data from the LSE Group is permitted without the 
relevant LSE Group company’s express written consent. The LSE Group does not promote, sponsor, or endorse the content of this communication. 

VIX is the ticker symbol for the Chicago Board Options Exchange (CBOE) Volatility Index, which shows the market's expectation of 30-day volatility. It is 
constructed using the implied volatilities of a wide range of S&P 500® Index options. 

The Barclays Bond Index – ETF “AGG” tracks an index of US investment-grade bonds. The market-weighted index includes Treasuries, agencies, CMBS, ABS 
and investment-grade corporates. 

West Texas Intermediate (WTI) is a grade of crude oil used as a benchmark in oil pricing and is the underlying commodity of the New York Mercantile Exchange's 
oil futures contracts. 

 
 
 
 
 

 
 


