
 
Market update 3 September 2019 

What happened last week and what to expect this week? 

 No retaliation for now 
 
On Thursday, US equities rallied after China indicate they would not immediately retaliate 
against the latest American tariff increase with S&P 500 and Dow had both increased by 1.3% 
each. The U.S. announced new tariff rates earlier this month on $300 billion of Chinese goods 
that will come into effect in September and December. Beijing then retaliated last week, 
announcing its own higher import taxes. 

 
Figure 1. Trade war timeline  (Source: Bloomberg) 

 

 US GDP Revision  
 
U.S. economic growth decelerated in the second quarter to 2% by more than initially reported 
2.1%. On positive note, consumer spending, which makes up about two-thirds of the economy, 
grew 4.7%, topping all forecasts with the biggest gain since 2014. The stronger consumption 
was offset by weaker readings across other categories, including exports, inventories, 
residential investment and state and local government spending. There is also revisions for the 
fourth quarter last year from 3% to 2.5%. 



 

 
Figure 2. US Consumer Spending (Source: Bloomberg, Bureau of Economoc Analysis) 

The report signals Trump’s 3% annual growth goal may be even more out of reach as the 
world’s largest economy faces complications from his tariffs on Chinese goods, which may 
further weigh on the outlook with levies set to increase on first of September. Meanwhile, the 
bond rally paused for breath after the yield on 30-year U.S. Treasuries sank to a record low of 
1.90% Wednesday 

 World of negative yield 
 

Central banks’ negative interest rates were supposed to increase spending, stop deflation and 
stimulate the economy. They may have done the exact opposite. According to research from 
the University of Bath, central banks charging commercial banks to hold excess cash reserves 
have actually decreased lending. That’s because the additional costs reduce banks’ profit 
margins, leading to a drop in loan growth. 

 
Figure 3. Central Banks with negative interest rate (Source: Bloomberg) 

Now the Germans are joining the club by issuing two billion euros (USD 2.2 billion) worth of 
negative-yielding 31-year zero coupon bond at a price 3.5% above par (ytm equals to -0.11%). 
Even in Italy where there is a lot of political risk only offer 1% yield for the 10-year bond. Why 
investors would like to purchase this negative yield bond? In exchange for paying roughly 3.5% 
of upfront premium, the buyers of this security will obtain no income for 30-plus years, but 
hopefully will get their principal back and achieve peace of mind from having insured their 
liabilities. From the seller’s perspective, satisfying the demand is akin to the cycles in natural-
catastrophe re-insurance. The best time to sell insurance is when demand is high and supply 
is low. 



 
 

So what does Germany’s long-term zero-coupon issue mean for investors? Are we permanently 
in a world where bonds will trade at negative yields—that is, as insurance products, rather than 
investment products with positive expected returns? It is probably apparent to most investors, 
but perhaps not to all central bankers, that this distortion is a consequence of the massive 
liquidity creation of the past decade. Asset prices have risen much faster than economic 
variables such as gross domestic product due to excess liquidity that is being hoarded and 
recycled into assets. Since the monetary stimulus has largely failed to stimulate economic 
growth, at least in Europe and Japan, and generate goods and price inflation, the next step 
might well be wealth transfer from savers to the public via an expansionary fiscal policy. 

 China’s PMI 

China's PMI dropped to 49.5, according to data released by the National Bureau of Statistics 
on Saturday. That’s worse than the 49.6 forecast in a Bloomberg survey of economists. The 
non-manufacturing gauge was 53.8, above the 50 level that divides expansion from contraction. 

 

Figure 4. Chinese PMI (Source: BPS) 

However the Caixin/Markit factory PMI fared better in August at 50.4 compared to the previous 
month at 49.9. The official PMI survey typically polls a large proportion of big businesses and 
state-owned enterprises. The Caixin indicator features a bigger mix of small- and medium-sized 
firms. 

 

Figure 5. Caixin China PMI (Source: Caixin) 

 
 



 
 
 

 

 Indonesia Inflation 

BPS announced that inflation rate for August 2019 was at 3.49% yoy, slightly higher compared to 

the previous month at 3.32% yoy and last year inflation at 3.20% yoy but still within BI’s target. 

Core inflation increased to 3.30% yoy from 3.18% yoy in the previous month. Inflation in August 

was also the highest since December 2017.  

 

Figure 6. Indonesi Inflation in 2019 (Source: BPS) 

 

Inflation was driven mainly by increase of spending on educational matters since most schools and 

universities are started during the month.   
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Market Indexes (26 Aug 2019 – 30 Aug 2019) 

 

Last week, JCI raised by 2.2% to 6,328 in line with other indices around the world since China delay 

their retaliation on tariffs. However, we remain sceptics on the trade war progress since Chinese 

tariff war is merely postponed not dropped. The best performing sector was miscellaneous industry 

(+3.37%) while consumer goods became the laggard (-0.82%) weighed down by cigarette sector 

due to possibility of increase on excise tax. 

We think JCI will remain in sideways with no significant tailwind for the rest of the year if trade war 

are yet to be resolved. However, from fundamental based, we think Indonesia possess a strong 

stance as we can see from stable economic growth and manageable inflation. The only concern is 

huge ownership of foreign investors which could trigger a sell off on equity and bonds market. On 

the other hand it could present as an opportunity to accumulate high quality stocks.  

 

Figure 7. JCI last year to date as of 3 Sep 2019 (Source: Yahoo Finance) 

  

--- End of report --- 
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