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Clarity…Courage…Commitment 

As we enter the 2nd half of 

2019, the same macro themes 

of uncertainty continue to 

persist: tariff and trade wars 

between the US and China 

and what the Federal 

Reserve’s next move will 

be.  The former has 

overshadowed the markets 

for over a year now; 

investors have pondered the 

implications of what the 

tariff and trade wars 

between the US and China 

will do to the global 

economy.  We are beginning 
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to see the toll it is taking on 

China.  In the 2nd quarter, 

economic growth in China 

was the slowest it has been in 

27 years.  The latter theme of 

uncertainty and the actions 

of the Federal Reserve have 

done a complete reversal 

from a year ago to today.   

A year ago the Federal 

Reserve was poised to 

continue along the path of 

raising interest rates back to 

a historically more ‘normal’ 

level.  The markets were 

concerned with how many 

more times the Fed would 

raise interest rates at the risk 

of stifling economic 

growth.  Today investors 

are wondering how many 

times we can expect the Fed 

to lower short-term 

rates.  Why the shift? In part 

it is due to the tariff and 

trade wars we noted above. 
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 The concern over what’s to come has thrown some sand into the 

global economic engines.  When industries get hit with tariffs, 

companies within those industries need to find new suppliers, raise 

prices, shut down facilities, etc., all of which become a drag on 

growth.  There will be some winners and some losers, but all of this 

creates inefficiencies that reduce productivity, which ultimately 

reduces growth.  Given all the risks to the economy that this creates, 

the Federal Reserve must respond in one of the few ways it can - 

which is to reduce interest rates to try to spur more lending and 

borrowing to create new growth.  This is a tricky proposition given 

that interest rates are already at historically low levels.  The theory 

goes that there is less velocity to a reduction in interest rates when 

rates are low versus reducing interest rates by the same amount 

when the starting point of interest rates are at a higher level. 

 

The Equity Markets 

Global equity markets, as measured by the MSCI All Country World 

Index, ended the quarter up 3.61%.  For a second quarter in a row all 

equity markets were up.   The US equity markets, as well as the 

international developed markets, performed in line with each other. 

The US markets were up 4.1% and the international developed 

markets were up 3.79%.  Emerging markets struggled more in the 

2nd quarter with the MSCI Emerging Markets Index up .61%.  US 

REIT stocks had a modest performance for the quarter, up .82%.  In 

the US, large cap stocks outperformed small cap stocks as we once 

again find ourselves in a market where investors are hoping that if 

economic  
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economic growth slows, the well established tech stocks (aka FAANG stocks) will be 

somewhat immune to a slowdown. 

 

The Fixed Income Markets 

The bond markets once again had a surprisingly strong performance in the 2nd quarter.  In 

response to the Federal Reserve moving from a position of contemplating another 

increase in interest rates, to contemplating a reduction in rates, the bond market reacted 

very positively with the yield on the 10-year treasury declining another 41bps to end the 

quarter at 2%.  The Bloomberg Barclays US Aggregate Bond Index returned 3.08%.  This 

brings the performance of the US bond market, so far in 2019, up a whopping 6.11%.  This 

performance is quite remarkable given that longer term interest rates were at less than 3% 

at the start of the year.  Let’s just say - don’t expect this kind of performance to 

continue.  The municipal bond market couldn’t keep up with the taxable market in the 

2nd quarter, but performance was still up an impressive 2.14% for the quarter.    

Credit spreads, which are the difference between yields on lower quality and higher 

quality fixed income securities, tightened for the quarter, which caused corporate bonds 

to outperform treasuries.  The high yield bond markets were up 2.5% for the quarter and 

up 9.94% so far in 2019. 

So, what did all of this mean for investors? For a diversified portfolio, depending on an 

investor’s asset allocation, returns for the quarter were up, on average, between 2 and 4%. 
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A Registered Investment Advisor, Mosaic Fi is an independent, privately owned 

company.  Mosaic is a fee-only advisor.  Mosaic does not sell any financial products or 

receive any commissions. 

Mosaic Fi  
250 Parkway Drive, Suite 150 

Lincolnshire, Illinois 60069 

Please feel free to contact us at: 

Main: (773) 425-6790 

Email: jenifer@mosaicfi.com 

Visit us at: www.MosaicFi.com 

Looking Ahead 

As we move into the 2nd half of the year we can expect the political rhetoric to ramp 

up (if that’s possible) and take center stage as we move closer to the 2020 election.  We 

can also expect a continuation of the geopolitical issues between the US and 

China.  Our expectation is that eventually they will come to some kind of an 

agreement; but for now both sides are playing a good game of ‘chicken’.   

With concerns about the sustainability of a growing economy that is 10 years old, the 

biggest market driver in the months to come will be based on what the Federal 

Reserve does and says.  We once again find ourselves in an economic environment 

where the markets are hoping that the Fed swoops in and saves the day (and the 

economy).  We have seen this movie before over the last ten years, and up until now 

the Fed has done a pretty good job playing hero.  Can they pull it off again?  That 

remains to be seen… 

 

As always, we would love to hear from you, so feel free to contact us at any time. 

 

 

 

 

 

 

 

 

 

 

mailto:jenifer@mosaicfi.com

	Clarity…Courage…Commitment

