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 Mar. 31, 2022 Dec. 31, 2021 % Change 

S&P 500® Index 4,530.4 4,766.2 -5.0% 
Dow Jones Industrial Average 34,678.4 36,338.3 -4.6% 
NASDAQ Composite Index 14,220.5 15,645.0 -9.1% 
Russell 2000® Index 5,144.8 5,580.2 -7.8% 
VIX Volatility Index 23.2 19.7 +17.8% 
Barclays Bond Index – ETF “AGG” 107.1 114.1 -6.1% 
10-Year U.S. Treasury Yield 2.33% 1.51% +54.3% 
Baltic Dry Index – Spot (Ocean Cargo Shipping Rate) 2369 2217 +6.9% 
Gold ($ per ounce) – NY Spot 1,937 1,830 +5.9% 
Oil ($ per barrel – West Texas intermediate) 107.82 75.33 +43.1% 
Bitcoin ($) 45,510 47,985 -5.2% 

Source:  FactSet Research Systems, Inc. 

 
The March quarter saw two extraordinary occurrences: the first full-out land war in Europe in nearly 80 years, and the 
first interest rate hike by the Federal Reserve since December 2018.  Though the causes of these events are 
unrelated, the two ricocheted off each other, driving up commodity prices and interest rates, as well as upending long-
fixed military, trade, and demographic structures.  The events also challenged assumptions about the predictability of 
market returns, especially bond market returns.  We are reminded of an aphorism attributed to (ironically enough) 
Vladimir Lenin that “there are decades where nothing happens, and there are weeks when decades happen.”  In our 
connected world, supply disruptions can be felt instantly even in markets far from the trouble’s source.  Tough Western 
trade sanctions designed to punish Russia’s aggression in Ukraine and ostracize it from world trade have punished the 
West as well.  Russia is, for example, the world’s largest exporter of natural gas, fertilizer, and wheat, as well as its 
second largest exporter of crude oil and aluminum; and it is an export giant of other strategic commodities, such as 
nickel and platinum group metals – some of the very materials needed to build the electric vehicles (EVs) that might 
free the world from dependence on anti-Western “petro-despots” like Vladimir Putin and reduce carbon emissions in 
the bargain.  
 
On March 16 the Federal Reserve raised its discount rate – the foundational rate for all U.S. interest rates – by a 
quarter-point (0.25%).  The increase, its first since late-2018, had been well-telegraphed and should not have provoked 
the sharp jump in bond market rates that occurred last month, at least if history had been an unerring guide.  But 
between March 1 and March 25, the yield on the 10-year government bond jumped by 0.82% (from 1.51% to 2.33%), the 
sharpest one-month jump since the early 1980s.  The Fed’s commentary after its rate meeting left no doubt about the 
central bank’s commitment to bring down inflation, now running at a 40-year high of 7.9%.  In effect, the Fed told 
investors: Be prepared for more rate increases.   
 
While stock prices develop out of a messy stew of factors ranging from industry and company fundamentals to popular 
sentiment, bond prices are comparatively straightforward.  Just two factors principally affect bond prices: interest rates 
and credit ratings.  And when interest rates rise, bond prices sink (and vice versa).  The sharp jump in rates in the 
March quarter produced the worst 3-month period for U.S. bonds in over 40 years; the Bloomberg U.S. Aggregate 
bond index fell by 6% in the first quarter; long duration bonds (bonds with distant maturities) were damaged more 
seriously than that.  For investors used to the relative stability of bonds, this likely came as a shock.  And developments 
could worsen before they improve.  The war in Ukraine has disrupted the world supply of fuel, food, and metals.  It may 
take a while to rebalance these markets – and functioning markets always adjust – but that may take months, quarters, 
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or longer.  And, until that happens, inflation – and interest rates – may remain higher than the experience of recent 
years, as well as the Fed’s target inflation rate of 2%/year.   
 
In practical terms, the jump in market interest rates means higher costs on credit card balances, vehicle loans, and 
home mortgages, to cite several examples – all of which will eventually cool the economy.   According to the Federal 
Reserve, the national average interest rate on a 30-year conventional home mortgage jumped by 1.56% in just the past 
three months from 3.11% to 4.67%.  This means that the monthly payment (principal and interest) on a new $400,000 
mortgage has jumped by $357 per month, or by $4,284 per year, since January.  That will price many home buyers out 
of the mortgage market, or at least crowd out their purchases of other products and services. 
 
Some market commentators have made much of the flattening of the treasury yield curve.  All interest rates have moved 
up, of course, but short rates more so than long rates in the past year; in fact, the yield curve today is flat after 24 months 
– the 2-year rate is even with the 10-year bond rate.  This can present problems for lenders who could see their net 
interest margins squeezed by the rising costs of their own funding – thus, making them less willing to lend.  An inverted 
yield curve often precedes a recession.  So far, the curve has just flattened; it is not fully inverted.  And economic and 
labor conditions continue on a solid course.  The new jobs rate continues to improve (over 430,000 new jobs added in 
March) and the unemployment rate continues to fall (3.6% in March).  Now, if only inflation were to recede!  
 
Stocks, not just bonds, underwent “rotational change” in the March quarter.  Until recently, large-capitalization 
technology stocks led the market higher.  Since the 2008 financial crisis, for example, the NASDAQ-100 Index of large-
capitalization growth stocks (think Apple or Microsoft) never suffered a down year; that Index returned 1400% from 
2009 through 2021.  The broader S&P 500® Index returned less than half that (about 600%).  Now, jump forward to 
2022.  In the March quarter of this year the NASDAQ-100 fell by 9%, or twice the drawdown of the Dow Jones Industrial 
Average, while some long-suffering market sectors, like energy, rocked the house.  For example, the Energy Select 
SPDR Fund (XLE) jumped nearly 38% in the first calendar quarter.  Of course, one quarter alone doesn’t mean much.  
This recent rotation has come at a time of rising rates and rising commodity prices.  The first – higher rates – is especially 
problematic for growth stocks.  Like long-maturity bonds, many growth stocks’ high valuations are vulnerable to rising 
interest rates.  And many value stocks, such as energy shares, benefit from commodity price inflation, as well as the 
flight of capital out of growth shares.  That’s been a perfect set-up for value shares.  But the intractable problem with 
some value stocks is that they come out of boom-and-bust industries like energy, mining, and agriculture.  We do 
own many lower priced stocks, but these are generally in non-cyclical sectors (for example, health care and staples) 
where secular growth is both abundant and clear.  We are always in the hunt for shares of reasonably valued and 
steadily growing companies – what investors often call “GARP” (Growth At a Reasonable Price) stocks.  
 
Where do bonds and stocks go from here?  Our posture on fixed income (bonds) is to be defensive: stay short or in 
variable rate bonds whose interest rates keep pace with market rates.  As to common stocks, we would not be surprised 
to see further drawdowns before stocks bottom and then recover when commodity prices stabilize and eventually move 
down.  The great thematic investments of the last 10-15 years – smart phones, cloud computing, social networks, 
software as a service, etc. – may still have a lot of investment life, but we are also seeing the rise of major new 
opportunities in areas like industrial technology, decarbonized energy, smart power grids, personalized medicine, 
digital finance, and many other nascent industries.   
 
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 
2022. 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. 


