
  
 
 
  
 
 
 
 
 
January 2020 
 
Dear Investor: 
 
The year that just ended was one to celebrate as all major U.S. stock indices achieved record highs in 2019.  
The S&P 500® Index gained 29% - its best annual showing since 2013 and its tenth best in 90 years.  Nearly 
every investment category worked in 2019 (see below).  Stock and bond indices rose, volatility and interest rates 
fell, and commodity prices rose too, especially gold and oil.  This record dims, however, as we recall just how 
badly 2018 ended, when major stock indices fell 4-6%.  Most of those losses happened in December – the worst 
December for the Dow Jones Industrial Average since 1931 – as the Federal Reserve raised interest rates and 
drained liquidity from the banking system by reversing its $4 trillion bond-buying spree, called “quantitative 
easing” (QE).  But in 2019 the Fed “reversed its reversal” by cutting interest rates three times and resuming a 
modest bond buying program.  Our point is that if put together – 2019 and 2018 – the financial markets 
performed normally, rising 11% each year on average; over the past ten years (2010-2019) the S&P 500® Index 
has grown by approximately 12% per year on average.      
 

 Dec. 31, 2019 Dec. 31, 2018 % Change 

S&P 500® Index 3,230.8 2,506.9 +28.9% 
Dow Jones Industrial Average 28,538.4 23,327.5 +22.3% 
NASDAQ Composite Index 8,972.6 6,635.3 +35.2% 
Russell 2000® Index 4,146.6 3,351.5 +23.7% 
VIX Volatility Index 13.8 25.4 -45.7% 
Barclays Bond Index – ETF “AGG” 112.4 106.5 +5.5% 
10-Year U.S. Treasury Yield 1.92% 2.69% -28.6% 
Baltic Dry Index – Spot 1090 1271 -14.2% 
Gold (ounce) – NY Spot $1,520 $1,285 +18.3% 
Oil (barrel – West Texas intermediate) $61.08 $47.32 +29.1% 
Bitcoin  $7,220 $3,645 +98.1% 
Data Source: FactSet Data Systems  

 
The question on everyone’s lips is whether the good financial times will keep rolling.  Tame inflation, low interest 
rates, and plentiful jobs would argue yes.  There is also the power of presidential incumbency.  From 1948 to 
the present, nine of the ten times that a sitting president faced reelection saw positive returns for the S&P 500® 
Index.  A president can lift the economy in many ways, including through fiscal initiatives and soft campaigning 
(e.g., opportunistic media appearances).  It’s no accident, then, that incumbents tend to win reelection – since 
1936, the incumbent has won reelection 11 out of 13 times (the losers were George H.W. Bush in 1992 and Jimmy 
Carter in 1980 – both sunk by weak economies). 
 
It is true that current stock valuations are above their historical average.  Based on information from FactSet 
Data Systems, the forward (next 12 months) price/earnings ratio of the S&P 500® Index is 18.3; this compares 
against a 20-year average of 15.8.  So, on that point alone, the U.S. equity market would appear to be 15% 
overvalued.  But here’s where the argument weakens: the cash yield on the bellwether 10-year Treasury bond 
(1.81%) is below the current yield on the S&P stock index (1.85%) as of the time of this writing.  This is one of few 
times in the past 20 years when the bond yield has dropped under the S&P dividend yield.  Not only is the 
current yield of the S&P 500® higher than the Treasury bond yield but, over time, common stocks typically grow 
their dividends, whereas bond coupons are fixed.  Since 2010 the dividend payments of S&P 500® stocks have 
grown, on average, 10% per year.  In ordinary times, income-seeking investors, such as pension funds and 
insurers, tend to favor the safety and yield premium of Treasury bonds over common stocks.  However the 



 

current combination of superior yield (equities vs. Treasuries) and dividend growth tends to favor equities as an 
investment choice over bonds (and thus supports higher equity prices).    
 
By their nature, surprises cannot be foreseen, but they can derail markets.  Most Americans had never heard of 
the Iranian military leader Qasem Soleimani before he was killed by an American drone earlier this month.  The 
furious reaction of Iran’s leaders and populace tells us there will be consequences to Soleimani’s killing.  World 
stock markets have reacted with appropriate caution.  But could Iran really inflict enough pain on the United 
States and its regional allies to stall or contract the world economy?  The effect on oil supply is an obvious 

concern.  More than 20% of world crude oil production 
flows thought the Strait of Hormuz (see picture on left), 
the 30-mile wide chokepoint through which almost all 
Persian Gulf oil production must flow.  The U.S. navy is 
vastly superior to Iran’s antiquated navy, so it is 
unlikely Iran could ever close the Strait – not to 
mention the fact Iran would cut off its own oil exports 
in the process.  The real consequences, though, might 
be geopolitically critical in the long run, if not so dire in 
the immediate future.  For example, Iran’s decision to 
resume uranium enrichment could set off a nuclear 

arms race in the volatile Gulf.  The U.S. might also lose its bases in Iraq, whose government is already teetering 
towards Iranian vassalage.  All of this is very concerning, of course, but may have limited implications for the 
economies of the West – at least in the short run. 
 
In the meantime, several issues that had preoccupied investors in 2019 seem to have slipped from the headlines, 
namely: 1) the China trade war; 2) the impeachment of President Donald Trump; and 3) inverted interest rates.  
The U.S.-China conflict is on hold, as tariff increases that had been scheduled to take effect on China imports in 
December were scuttled and China agreed to sharply boost imports of U.S. farm products. No agreement is yet 
in writing, but hopes are riding high.     
 
The President was impeached, but he will likely avoid conviction in the Republican-controlled Senate.  The court 
of public opinion, however, will render its verdict on President Trump on Election Day, November 3.  The 
remarkable aspect of the President’s approval rating is that it has hardly budged in three years, and few voters 
seem undecided on the man and his performance.  The outcome of this race will likely depend on two things: 
voter turnout in swing states and the popularity (or unpopularity) of Mr. Trump’s Democratic opponent.  Stay 
tuned – the election will have implications for the financial markets, though likely after 2020.    
 
Finally, a word on interest rates and the yield curve.  For a brief time in mid-2019, long-maturity Treasury bond 
yields (10-year bond) fell below short-maturity rates (2-year note).  That “inversion” could have been problematic 
had it continued.  Banks are unlikely to lend long (e.g., for mortgages) if their cost of short funding (deposits) 
exceeds the price of their loans.  Fortunately, the Fed cut rates several times last year, and then further pushed 
down rates through open market bond purchases (QE).  Today, the curve is again positively sloped, which 
augurs well for the health of U.S. banks and the financial sector generally.  One of the effects of these rate 
moves has been to begin weakening the trade-weighted dollar; lower rates make dollar holdings less attractive 
to foreigners.  But the upside of this situation is improved competitiveness of U.S. exporters in the world market 
and relief for emerging market economies whose liabilities are usually in U.S. dollars. 
 
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. 
 
 
 
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 2020. 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. 

The Baltic Dry Index (BDI), is issued daily by the London-based Baltic Exchange. The BDI is a composite of the Capesize, Panamax, and Supramax Timecharter 
Averages. It is reported around the world as a proxy for dry bulk shipping stocks as well as a general shipping market bellwether. 

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. 

 


