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The second quarter of 2021 saw gains in most stock market averages as many closed at or near all-time high price 
levels. 
 

 June 30, 2021 March 31, 2021 % Change 

S&P 500® Index 4,297.5 3,972.9 +8.2% 
Dow Jones Industrial Average 34,502.5 32,981.6 +4.6% 
NASDAQ Composite Index 14,504.0 13,246.9 +9.5% 
Russell 2000® Index 2,310.6 2,220.5 +4.1% 
VIX Volatility Index 17.9 20.8 -13.9% 
Barclays Bond Index – ETF “AGG” 115.3 113.8 +1.3% 
10-Year U.S. Treasury Yield 1.44% 1.74% -17.2% 
Baltic Dry Index – Spot 3383 2046 +65.3% 
Gold ($ per ounce) – NY Spot 1,771 1,709 +3.6% 
Oil ($ per barrel – West Texas intermediate) 73.46 59.43 +23.6% 
Bitcoin ($) 34,500 59,595 -42.1% 

Source:  FactSet Research Systems, Inc. 

 
All three major stock market indices – the Dow Jones Industrial Average, Standard & Poor’s 500® Index, and NASDAQ 
Composite – notched solid gains in the last three months, and two ended the quarter at all-time highs.  That is not too 
surprising; after all, the federal government extended enormous monetary and fiscal assistance to the American 
economy during the COVID-19 pandemic.  Money has been – and continues to be – essentially free to many borrowers 
(with interest rates below inflation) and literally free to tens of millions of working- and middle-class American families 
through stimulus checks, unemployment benefits, and first-time ever cash grants to families with dependent children.  
The non-partisan Tax Foundation has estimated benefits were upwards of $60,000 per qualified family over the last 16 
months, or more than $6 trillion.  Medical science, too, deserves praise for delivering safe and effective COVID-19 
vaccines to the public in record time – less than a year after the first reported U.S. cases.  From mid-December (first 
U.S. vaccine deliveries) to the present, American adults have received over 330 million vaccinations; nearly 48% of the 
population are fully vaccinated, and almost 55% have received at least one shot.  Ordinary life is returning to America, 
and the economy is revving up.   
 
But as civic life returns to its normal pace, economic and financial risks have arisen.  Here are two tell-tale reasons for 
concern.  First, inflation has kicked up to a level not seen in several decades.  And, second, a mania of speculative 
investment phenomena appears to have gripped the popular imagination.  The question for policy makers and investors 
alike is whether these developments are “noise” or “signals.”  If just noise – the frictional heat of an economy coming 
to life after a long dormancy – then those risks will dissipate.  But if they are signals of more serious structural 
dislocations, then policy responses could be ahead: tighter monetary policies, for example.  And that could be 
problematic for investors.   
 
Let’s look at these two concerns. 
     
Inflation. The core consumer price index (CPI) kicked up at annualized rate of 8.8% in May, according to Census Bureau 
data.  But the year-over-year inflation bump has been more modest: 3.8% for May.  Investors, though, have paid nervous 
attention to the annualized jump.  A price jump of this sort has not been seen in decades.  The explanation of this 
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occurrence seems straightforward.  During the 
pandemic, manufacturers pulled down inventories so 
quickly and sharply that when the economy re-opened 
this spring reduced stocks could not keep pace with 
demand.  Suppliers had no surge capacity. This is 
illustrated by the graph at left which shows how 
inventories whipsawed from a 30-year high (1.73x sales) 
last April to a record low (1.25x sales) at present.  The 
American supply chain simply could not keep pace with 
such a fast shifting economy.  We suspect the 
widespread adoption in recent years of just-in-time 
inventory management and new (and very long) supply 
lines from Asian manufacturers added to the fragility.  
Higher prices and robust sales will encourage 
businesses to rebuild their stocks, which could flatten 
price increases.  But this might take time – perhaps 

months – and some supplies (metals and semiconductors, for example) may take even longer to grow as new capacity 
lead times can stretch into years.  The question for policy makers is whether they should intervene sooner, not later, by 
raising interest rates, thus dampening demand, and slowing price increases.  All indicators point to a stance of watchful 
waiting by the Federal Reserve, even as Fed officials have signaled that they are “thinking about thinking about” rate 
increases sooner than they originally stated (2022 rather than 2023 or beyond). 
 
Another factor contributing to inflation – especially wage inflation – has been Americans’ slow return to work.  Over 
four months (year-end 2019 through April 2020) about 17 million Americans lost their jobs.  Most have since returned 
to work, but about six million are still out of work.  One wonders how that can be when nearly every business in the 
country has a “help wanted” sign in its front window.  Several factors are at play here.  First, many parents – especially 
single parents – are unable to leave their young children at home while schools are in summer recess.  Second, 
concerns about virus transmissibility remain in low vaccination rate regions.  Third, and most controversially, federal 
unemployment benefits of $300 a week (combined with other benefits) may make some workers financially indifferent 
between returning to work and staying home.  And, finally, many workers have decided to retire early – to leave the 
workforce.  The “labor participation rate” dropped by 1.7 percentage points (from 63.3% to 61.6%, or 2.5 million workers) 
between year-end 2019 and June of this year.  Many unemployed workers will return to work in the fall when federal 
unemployment benefits run out and schools resume classroom instruction.  The retirees may remain retired unless 
wages increase sufficiently to coax them back to work.  The best long-term solution to the problems of a shrinking and 
aging workforce is probably technology as a labor force multiplier.  Think of robotic warehouses, robust conferencing 
systems, AI office equipment, self-driving work vehicles, and many other labor-complementing developments.    
 
Valuation Manias. It often feels that we live in an era of market manias.  The business media are full of stories about 
“meme stocks” (shares of fragile companies bid to astronomical heights by social media collaborators) and, of course, 
cryptocurrencies, which have been advertised as superior alternatives to fiat currencies like the dollar (never mind the 
fact that all cryptocurrencies – and there are scores of them – have been created out of electrons and thin air).  We 
chalk this up to three things: (1) infatuation with the new, (2) FOMO – fear of missing out; and (3) people with more 
money and time than they’ve had in years who have sought outlets for both.  The lesson of history is that most manias 
end badly for their credulous believers (Dutch tulip mania, South Sea Bubble, Credit Mobilier, Charles Ponzi’s postal 
reply coupons, and the dot.com stocks of 20 years ago, to name a few).  Two things deflate bubbles: time and regulation.  
Abraham Lincoln said it best: “You cannot fool all the people all the time.” Poorly conceived investment schemes fail 
eventually, but “eventually” can take a long time and destroy a lot of capital in its path.  And that is why regulation is 
important.  Congress created the Securities and Exchange Commission in 1934 to protect investors by ensuring fair and 
transparent capital markets.  The new SEC commissioner, Gary Gensler, is a Wall Street veteran who has cast a wary 
eye on some of the darker corners of the investment industry.  Many of these manias are self-correcting – noise – and 
a side-show relative to investors’ focus on things that truly matter, like earnings, dividends, and cash flow.  They are 
also a side-show relative to the size of the global capital markets, which are estimated at around $215 trillion.  By 

Inventory/Sales Ratio: From 30-Year 
High to 30-Year Low in One Year 

http://fred.stlouisfed.org/graph/?g=FdbO
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comparison, all crypto currencies are said to be worth about $2.5 trillion (and the so-called meme stocks are worth a 
fraction of even that). 
 
So, what can we expect from financial markets for the rest of 2021?  We have lived through some anxious times, but 
come out of the pandemic better off than many foresaw 16 months ago.  Today, we have two concerns: (1) that an 
insufficient number of Americans will receive vaccinations to ensure national COVID-19 immunity; and (2) that 
inflationary expectations will take root and force the Federal Reserve to raise interest rates sooner than expected.  
Regarding the first, healthy Americans – largely urban and well-off – can probably work around the unvaccinated, 
though that is far from ideal.  On the matter of interest rates, the Fed has now provided fair warning that increases could 
come sooner than previously expected.  Further, common stocks are not cheap.  The S&P 500® Index is trading at 22.8 
times the next twelve months’ earnings, its highest level in twenty years.  It is possible that analysts’ earnings estimates 
are too low for the year ahead; that occurs often in periods of economic recovery.  And interest rates are near all-time 
lows, which bolsters stocks’ price/earnings ratios.  Still, we would not be surprised to see a sudden, perhaps sharp, 
drop in stock prices sometime in the second half of the year – although, if history is a guide, that would likely be short-
lived.  We are prepared for that possibility.  Our equity portfolios are balanced across major market sectors and between 
growth and value styles of investing.  The unifying thread among these holdings is their profitability, growth histories, 
and favorable secular outlooks.  Quality never goes out of style for long. 
 
Thank you for allowing us to manage your investments.  We aim to reward your faith with creativity, diligence, and good 
results. 
 
Sincerely, 
 
Palisade Capital Management, L.L.C.  
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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 
2021. 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. 
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