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 Sept. 30, 2021 June 30, 2021 % Change 

S&P 500® Index 4,307.5 4,297.5 +0.2% 
Dow Jones Industrial Average 33,843.9 34,502.5 -1.9% 
NASDAQ Composite Index 14,448.6 14,504.0 -0.4% 
Russell 2000® Index 5,478.4 5,742.3 -4.6% 
VIX Volatility Index 23.1 15.8 +46.2% 
Barclays Bond Index – ETF “AGG” 114.8 115.3 -0.4% 
10-Year U.S. Treasury Yield 1.48% 1.44% +2.8% 
Baltic Dry Index – Spot 5167 3383 +52.7% 
Gold ($ per ounce) – NY Spot 1,757 1,771 -0.8% 
Oil ($ per barrel – West Texas intermediate) 75.03 73.46 +2.0% 
Bitcoin ($) 43,510 34,500 +26.1% 

Source:  FactSet Research Systems, Inc. 

 
The three major American stock market indices – the Dow Jones Industrial Average, Standard & Poor’s 500® Index, 
and NASDAQ Composite – ended the quarter about where they began.  The period started off well, as the S&P rose 
over 5% in the first two months of the quarter, but bearish sentiment sank the index in September.  Those concerns, in 
no special order, included a possible lift-off of interest rates, threats to the President’s infrastructure legislation, partisan 
bickering over the federal debt ceiling, fresh outbreaks of the Delta variant, and hard-to-mend holes in the global supply 
chain.  This wall of worry stands strong and tall.  Let’s unpack that wall – worry by worry. 
 
Interest Rates.  Since the start of the pandemic, the Federal Reserve has pumped $4 trillion into the banking system 
through purchases of government bonds, which has raised bank reserves and lowered lending costs.  The average 30-
year mortgage rate, for example, fell from 3.72% to 2.68% in 2020.  But the bond buying program may soon wind down.  
On September 22, the Federal Reserve indicated in its post-meeting statement that “a moderation in the pace of asset 
purchases may soon be warranted” by economic growth.  In the same speech, the Fed Chairman Jerome Powell also 
said that the federal funds rate – the rate that banks borrow and lend reserves among themselves – would remain at 
0-0.25% until “around the middle of next year.”  Chairman Powell signaled this change will be undertaken with a keen 
eye on employment, economic growth, and prices.  Not all past policy shifts have been signaled so smoothly by the 
Fed or received so calmly by markets.  The “taper tantrum” of 2013 flowed from Chairman Ben Bernanke’s abrupt end 
to the Fed’s bond buying program of the Great Recession era; interest rates shot up instantly.  Chairman Powell seems 
to have learned the lesson of that miscue, recognizing policy shifts should be flagged well ahead of their execution and 
linked dependently to conditions of the day.  Investors should also applaud Mr. Powell’s greater message: the American 
economy may not need the Fed’s life support much longer.  Further, the central bank must now restore its own capacity 
to deal with future emergencies.  If history is any guide, Fed tapering need not trigger a rise in interest rates.  From late-
2014 to mid-2019, the Fed sold down its bond portfolio by about $350 billion (net), and yet the 10-year treasury bond 
rate fell during that time from 2.3% to 1.8%. 
 
Fiscal Initiatives.  The Democrats, who narrowly control both houses of Congress, have two big legislative initiatives 
on the table: $3.5 trillion for social services and $1 trillion for traditional infrastructure.  Democrats’ majorities in Congress 
are so thin that they cannot pass either bill unless they completely close ranks.  The $1 trillion infrastructure bill enjoys 
bi-partisan support and has cleared the Senate, but its passage in the House is being held hostage to progressive 
Democrats, who have told skeptical centrist Democrats, in effect, “If there’s no money for our human services, then 
there’s no money for your roads and bridges.”  The solution lies in compromise.  But until the two wings of the House 
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Democrats strike a compromise, we have no clear idea how the human infrastructure bill will allocate funds to various 
initiatives (Medicare expansion, for example) let alone how the legislation will be paid for.   As investors, we can only 
hope higher taxes on capital gains let alone on accumulated wealth – the progressives’ dream – never see light of day, 
as that would likely drag down shares; capital goes wherever it is most welcome.  We will report back to you when we 
know the details of the Democrats’ compromise if one occurs. 
 
Debt Ceiling.  The U.S. could default on its debt by October 18 unless the debt ceiling is raised before then.  First, some 
history: the statutory limit on federal debt was enacted in 1917, but the ceiling became a partisan wedge issue only in 
the 1970s.  In 1979 the House put the Gephardt Rule into effect, which stated if Congress passed a budget, the debt 
ceiling would be raised automatically.  Congress repealed the Gephardt Rule in 1995.  Since then, there have been 
three notable government shutdowns (21 days in 1995/1996; 16 days in 2013; and the longest, 35 days, in 2018/2019).  
Still, no credit default has ever occurred in U.S. history.  Treasury Secretary Janet Yellin has warned Congress of a 
default’s consequences: hits to our sovereign credit rating, to the dollar, and to America’s reputation on the world stage.  
The U.S. debt and equity markets would likely fall sharply in the event of default.  The federal government nearly 
defaulted in 2011; the S&P 500® Index fell 6% in the days leading to the default deadline.  Default remains a threat to 
the American and world economies.  Perhaps Congressional leaders should revisit the Gephardt Rule. 
 
Pandemic.  With over 700,000 deaths from COVID-19 in the United States alone, this virus has proved many times 
more lethal than seasonal influenza, which typically kills 25-50 thousand Americans per year.  The good news is that 
vaccination rates have increased in the U.S. and public health officials agree that government and corporate vaccination 
mandates appear to be working.  Variants remain a risk, but booster shots and mask wearing can mitigate their effect.  
Infections and deaths seem to have crested, at least for now.  The new Merck-developed antiviral pill appears 
therapeutically effective for those with early stage COVID-19.  We believe the pandemic will ease, and the economy will 
grow this year and next, though perhaps not as quickly as we had hoped in early 2021.  
 
Supply Chain Holes.  Last year, people thought that returning to life after the pandemic would be like flipping on a light 
switch.  But that “switch” has turned out to be a rheostat, and a sticky one at that.  The derivative effects of the 2020 
shutdown have ricocheted into this year and may continue beyond.  The pandemic has resulted in a shortage of 
everything from microprocessors to labor.  Analysts estimate the chip shortage may result in lost production of 7.7 
million passenger vehicles this year, and the new car shortage in turn has raised the demand for and prices of used 
cars (prices up 25% year-over-year).  The worker shortage has affected nearly all occupations.  Before the pandemic, 
for example, the U.S. employed 13.5 million people in food service, 7.5 million in construction, and 2 million in trucking 
– all occupations that have lost workers since 2019.  These gaps have proved hard to close, resulting in tight supplies, 
higher wages, and rising prices.  In the long run, higher prices and better wages will begin to fill in supply chain holes, 
but the question is: How long is the “long run”?   
 
For investors, these are fraught times.  But investors know the market can climb a wall of worry.  And most of the worries 
we have discussed here are either legitimately transitory (COVID-19 infections, generally on the wane) or entirely 
controllable if people meet in the middle (fiscal initiatives and debt ceiling).  Our default position is “reasoned optimism” 
– we couldn’t be successful equity investors if we were not optimists – but we understand the stock market perils that 
could lie ahead in the coming weeks and months.  We are investors, not traders, and invest your funds in reasonably 
priced shares of highly profitable companies that enjoy sustainable competitive advantages, high free cash flow and 
financial returns, and above-average secular growth.  In this, history is on our side; these are exactly the company 
characteristics that equity markets have rewarded over many years. 
 
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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