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 June 30, 2022 Mar. 31, 2022 % Change 

S&P 500® Index 3,785.4 4,530.4 -16.4% 
Dow Jones Industrial Average 30,775.4 34,678.4 -11.3% 
NASDAQ Composite Index 11,028.7 14,220.5 -22.4% 
Russell 2000® Index 4,244.8 5,144.8 -17.5% 
VIX Volatility Index 28.8 23.1 +24.7% 
Barclays Bond Index – ETF “AGG” 101.7 107.1 -5.0% 
10-Year U.S. Treasury Yield  2.96%    2.33% +27.0% 
Baltic Dry Index – Spot (Ocean Cargo Shipping Rate)         2,240         2,369 -5.5% 
Gold ($ per ounce) – NY Spot 1,804 1,949 -7.4% 
Oil ($ per barrel – West Texas intermediate) 105.76 100.28 +5.5% 
Bitcoin ($) 18,650 45,880 -59.4% 

Source:  FactSet Research Systems, Inc. 

 
High Inflation and rising interest rates rocked markets in the second quarter.  On June 10, the U.S. Bureau of Labor 
Statistics reported that the May consumer price index (CPI) rose by 8.6%, its steepest jump in 40 years, and an 
acceleration from April’s +8.3% increase.  Five days after the May report, the Federal Reserve raised its discount rate – 
the foundation of all U.S. interest rates – by 0.75% to 1.25-1.50% – the sharpest jump since 1994.  In his post-hike press 
conference, Fed Chairman Jerome Powell resolved to tame inflation with additional rate hikes.   
 
Inflation: The Fed’s real concern.  The central bank has two core mandates: price stability and full employment.  
Getting price inflation under control is now the bank’s primary goal.  The Fed is also moving to check wage inflation.  
There are now far more job openings than there are job seekers (1.9 to 1.0), and an economic cool-down might balance 
the labor market – and dampen the risk of runaway wage inflation.  Employment – a function of economic growth – 
might be “collateral damage” in the Fed’s inflation fight.  Markets reacted poorly to this setup; in the days around the 
May CPI report and the Fed’s rate increase, the S&P 500® Index fell by about 12%.  The index has dropped more than 
20% since the start of 2022, the worst first half in decades.  How far will the Fed push up rates?  Fed officials themselves 
predict a discount rate of 3.8% by year-end 2023, up from 1.25-1.50% today (we are skeptical of that forecast).   
 
Housing is Ground Zero.  In his June 15 press conference, Chairman Powell said that some inflation factors, such as 
commodity prices, are beyond the Fed’s control.  What the Fed can affect is the cost of shelter – mortgages especially 
– which makes up one-third (32%) of the CPI, more important even than food (13%) and energy (including gas and 
fuel) (8%).  Mortgage rates have nearly doubled since this time last year.  On a $440,000 fixed rate 30-year mortgage 
($500,000 purchase price – the current U.S. average – net of a typical 12% down payment) the monthly mortgage 
payment has jumped by $725/month ($8,700/year) between December 2020 (2.70% rate then) and mid-2022 (5.95% 
now).  Potential homebuyers are being priced out of the market.  Since January, mortgage applications for home 
purchases have dropped by 12%, and mortgage refinancing applications have all but disappeared (down 82%).   
 
Too late for a soft landing?  Most pundits have given up on an economic soft landing – taming inflation              
without tipping the economy into recession.  But we have guarded optimism for the markets, if not for the economy.  
The worst might already be baked into valuations. The average post-war bear market (14 drawdowns of 20%) suffered 
a drop of about 30% from peak to trough.  From last year’s peaks to their recent lows, the S&P 500 has dropped 21% 
and the NASDAQ Composite Index is off by 30%.  Market drawdowns usually precede recessions, but market recoveries 
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usually anticipate economic upturns.  A sustained and substantial drop in inflation (especially if accompanied by 
recession) would cause the Fed to stop raising rates and might be a green light for equity markets. 
 
Commodity inflation: high for now.  Russia’s war on Ukraine has pushed up grain and fuel prices.  For most freely 
traded commodities, long-lasting shortages are rare.  Clever workarounds nearly always fit supply with demand.  Energy 
might be a bit more complicated.  Russia is the world’s largest and second largest exporter, respectively, of natural 
gas and crude oil.  The West would like to drop all purchases of Russian energy, but that cannot be done quickly.  That 
is especially true of natural gas, where immoveable gas pipelines bind consumers with producers (see attached 
illustration from BP Statistical Review of World Energy, 2021).  Western Europe gets 40% of its natural gas from Russia.  
Conservation alone will not end this dependency.  But in the next 2-3 years, liquefied natural gas (LNG) delivered by 
ocean going tankers from the U.S., Qatar, Australia, and elsewhere will loosen Russia’s grip on European gas markets.  
Until then, every methane molecule (natural gas) that can be found in the West will be liquefied and shipped to Europe.  
This is likely to keep gas supplies tight in the West, and domestic (U.S.) gas prices elevated.  
 

 
 
Where do we go from here?  The Fed was behind the curve in raising rates to head off inflation.  But the central bank 
is laser focused on taming inflation now – perhaps to the short-run detriment of economic growth and employment.  A 
soft landing of the economy seems less likely by the day, but that outcome is now being baked into securities prices.  
Housing and wage inflation may recede in the coming quarters, as may some commodity prices.  
 
It may be too early to say that all the bad news is out.  We are wary of “bear market bounces” though we suspect that 
the worst of the drawdown might be over.  As always, our primary investment focus is on securities of reasonably valued 
and highly profitable companies with sustainable business models and good growth prospects. 
 
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. 

 

 

 


