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This Month’s Big Themes 

Tariffs  

At the start of the December 2019, President Trump tweeted he will re-impose tariffs on Brazilian and Argentine steel 
and aluminum for what the president says is in retaliation for substantial currency depreciation in these countries which 
has hurt US farmers. Brazil and Argentina are major agricultural producers and have lately increased their trade with 
China, in part due to Chinese retaliatory tariffs on US farm products. The US had previously imposed tariffs on Brazil 
and Argentina on national security grounds, only to later provide these countries with exemptions. Those exemptions 
are now being rescinded. There will be a 25% tariff on steel and a 10% tariff on aluminum. 

As retaliation for France’s digital services tax, Trump said that he will impose a 100% tariff on USD 2.4 billion in goods 
imported from France including champagne, cheese, yogurt, and handbags. Tariffs on traded services were also 
threatened. He also said that the US might impose new duties on products from other European countries as retaliation 
for EU subsidies for Airbus. 

Although these tariff announcements initially hurt US equities as there was a concern the US was becoming more 
protectionist, potentially increasing the costs to US consumers and manufacturers, but following the announcement that 
a ‘phase 1’ deal has been completed, but yet to be signed (but both China and the US expect this to take place in 
January 2020), US and global equities rallied.  

In brief the deal will reduce some U.S. tariffs on Chinese goods in exchange for increased Chinese purchases of U.S. 
agricultural, manufactured and energy products by approximately USD 200 billion over the next two years whilst China 
pledged to better protect U.S. intellectual property, limit coerced transfer of American technology to Chinese firms, 
open its financial services market to U.S. firms and to avoid manipulation of its currency. The announcement was 
made by US Trade Representative Robert Lighthizer but he said no date has yet been set for second phase of talks.  

Source: https://www.reuters.com/article/us-usa-trade-china/us-exports-to-china-to-nearly-double-in-totally-done-trade-
deal-lighthizer-idUSKBN1YJ0GL  

Global Automotive Sales 

Automotive sales have declined globally, declining 1.5% year-on-year after global car sales grew steadily following the 
global recession of 2008-2009. Automotive sales are expected to decline on 2019 4% y/y, worse than at the height of 
the global recession. There exist numerous reasons why global car sales are falling such as policy (trade war), 
structural reasons (shift to electric vehicles, ride sharing apps), and cyclical reasons (declining economic growth). 
Although the global deceleration of manufacturing has largely been attributed to trade tensions and uncertainty, a 
significant share of that downturn is due to problems in the automotive sector, and not all of those problems are trade 
related.  

The bulk of the global decline is due to China, the largest automotive market in the world. In China, due to a 
combination of factors such as weaker credit market conditions, rising popularity of used vehicles, new emissions 
standards, and a general slowdown in the economy, sales fell 11% in the first ten months of the year versus a year 
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earlier.  This creates a problem for Western automotive manufacturers because China is their largest import market. In 
the US, sales are expected to decline by about 2% in 2019 and even further in 2020, driven by weaker employment 
growth, rising popularity of ride sharing apps, and restrictions on trade. Sales are down in Europe due to slower 
economic growth and disruption from changes in environmental regulations which heavily affected German automotive 
manufacturers. Sales are also down in other major markets around the world. Thus, there appears to be a perfect 
storm hurting the industry. The decline in global demand has already led to a sizable reduction in employment in the 
industry which is likely to reverberate across many sectors that supply the industry. Automotive producers have scaled 
back investment spending, both due to weaker demand expectations as well as uncertainty about how trading relations 
are likely to evolve.  

Source: https://www2.deloitte.com/us/en/insights/economy/global-economic-outlook/weekly-update.html  

Country/Regional Updates 

1. Japan 

There is a concern the Japanese economy may contract in the final quarter of 2019 following a string of published hard 
(actual data) and soft (survey data) data.  

The second estimate of GDP was published in December showing the economy performing better than originally 
expected following the initial release of GDP data in November 2019. The new release showed the economy growing 
0.4% quarter-on-quarter (1.8% annualized) in Q3 2019 compared to previous estimate of 0.1% q/q and 0.2% 
annualized. Private capital expenditure (capex) rose to 1.8% q/q compared to the previous estimate of 0.9%. External 
demand (exports minus imports) remained unchanged at -0.2% q/q. Private consumption data was revised to 0.5% q/q 
up from 0.4% q/q although there is a concern the data may have reflected consumers purchasing larger than normal 
amounts ahead of the October 1st consumption tax hike. This appeared to be the case when September’s retail sales 
data grew 9.2% y/y (7.2% month-on-month). October’s retail sales data was published which showed that retail sales 
fell 7.1% y/y (14.4% m/m). Both the y/y and the m/m drop from this year’s tax increase was larger in absolute terms 
compared to the April 2014 tax hike with retail sales falling 4.3% y/y and 13.7% m/m.  

Despite the governments best efforts to prevent a contraction in retail sales by offering subsidies on certain purchase 
types, it is possible the impact on retail sales was so large because consumers may have also been worried about 
current state of the Japanese economy combined with a difficult external environment.  

In October, Japan’s exports fell 9.2% y/y, which was the biggest fall in three years. Exports to China fell 10.3%, to the 
US fell 11%, and to Asia fell 11.2%. Asian economies, especially the developing economies are suffering as a result of 
the slowdown in China, implying Japan is exposed to Chinese economic growth both directly and indirectly. Meanwhile, 
imports fell 14.8% y/y. Slowing imports suggests weakening domestic demand, specifically private consumption and 
investment. Japan’s declining trade is likely due to the trade conflict between the US and China as well as to the 
slowdown in the global economy.   

The weaker external environment is certainly effecting the industrial sector which experienced a 7.4% y/y decline 
according to October’s data and down 4.2% m/m.  

The latest PMIs for Japan indicate that the Japanese economy has stalled. The manufacturing PMI improved slightly, 
rising from 48.4 in October to 48.6 in November. This means that activity continued to decline. The services PMI rose 
from 49.7 in October to 50.4 in November, indicating that services activity saw renewed yet modest growth. An index 
level of 50 is the breakeven between growth and contraction. Any value above 50 suggests growth, the high the value, 
the stronger the growth and any value below 50 suggests a contraction. PMIs are survey data and although they can 
be used to help forecast economic growth, they contain a lot of sentiment which is not captured in hard data, therefore, 
at some times, PMIs can point to erroneous observations. For example, when the UK voted to leave the EU in June 
2016, PMIs pointed to a contraction in growth, when in reality this didn’t happen in the hard data. Despite this, PMIs 
remain important economic indicators that have the ability to move financial markets upon their publication.  

Business sentiment among Japanese firms with a capitalization of JPY 1 billion (USD 9 million) fell to its lowest level in 
three years in Q4 2019 as a result of the weaker external environment due to a Chinese slowdown and the domestic 
consumption tax hike.  

Source: https://www.esri.cao.go.jp/en/stat/hojin/r1hojin/191012yosoku-e.html  

Another bright spot (following the second GDP data release) in the Japanese data was the Q3 capex data which shows 
companies increased capex by 7.1% y/y with non-manufacturers increasing capex by 7.6% y/y, particularly retailers 
and wholesalers who raised investment ahead of October’s tax hike. Manufacturers increased capex 6.4% y/y. The 
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7.1% eclipsed the 1.9% from Q2 but there are fears that capex will decline in Q4 this year as merchants' demand for 
electronic payment systems to take advantage of the government's rebate program for shoppers using cashless 
transactions could fall off in the current quarter while the U.S.-China tariff dispute begins to more deeply affect 
manufacturing investment. 

Prime Minister Shinzo Abe said on Thursday 5th December 2019 the government would compile an economic stimulus 
package worth about JPY 13 trillion (USD 120 billion) in fiscal spending, including an extra budget from this fiscal year 
and spending earmarked for fiscal 2020 which is the largest fiscal package since the Tohoku earthquake in March 
2011. 

The package would rise to JPY 25 trillion (USD 230 billion) when private-sector and other spending are included.  

The Diet has ratified the new trade deal with the United States. The deal obligates Japan to cut tariffs on US farm 
products to the level previously agreed upon in the Trans-Pacific Partnership (TPP), which the US withdrew from in 
2017. Japanese tariff on imported US beef will drop from 38.5% to 9%. In exchange, the US will cut tariffs on some 
Japanese manufactured goods, provided producers can attest that their products are principally made in Japan. Which 
is difficult given the global nature of supply chains. However, the agreement does not include Japanese automotive 
exports. Nor did the US promise to avoid tariffs on Japanese cars should it decide to impose tariffs on automotive 
imports – as has been threatened. 

In the short-term, concerns about domestic economic conditions will hamper equity prices and real estate and 
particularly consumer related logistics. JPY is likely to depreciate as the Bank of Japan may increase its easing 
rhetoric, or may even attempt to ease monetary policy further in conjunction with the new fiscal package. Over the 
medium-term, as a result of the (yet to be ratified) US-China trade deal, if Chinese growth stabilizes, and Chinese 
domestic demand increases, this will support demand for Japanese industrial goods and other consumption based 
exports which should give the Japanese economy a boost: supporting equity prices and real estate in both the 
manufacturing and service sector.  

2. United States 

Business Expectations and Uncertainty Data 

The Federal Reserve Bank of Atlanta, working with the Chicago Booth Business School and Stanford University have 
released 8 news data series that examines business expectations and uncertainty. Specifically they provide one-year-
ahead expectations and uncertainties of a range of different sized companies working across different sectors of the 
economy except for government and agriculture. Measuring uncertainty is particularly difficult, but by surveying a wide 
range of different companies on a monthly basis, researchers were able to create these data series which the authors 
found were able to better predict economic data, and to better understand how business expectations and uncertainty 
affect employment, sales, investment, and other economic outcomes. Each index is standardized to have mean and 
variance of 100 during the period from January 2015 to December 2018. 

Looking across the data set, it is clear that business expectations and business uncertainty are negatively correlated (the 
correlation is almost -0.2 across the entire sample from January 2015 to November 2019) which suggests when business 
expectations improve, uncertainty falls and vice-versa. The latest data shows that business expectations are weakening 
and uncertainty is rising, which broke above the 100 mean level, suggesting that uncertainty is above average. The big 
driver of the uncertainty is about sales and this could be the result of weakening investment but also with import tariffs 
driving the price of goods up, and with the possible threat of additional tariffs, sales may decline, dampening future 
business prospects.  

Source: https://www.frbatlanta.org/research/surveys/business-uncertainty.aspx?panel=3 
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Uncertainty in the US economy has been rising whilst expectations fall  

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source：Federal Reserve Bank of Atlanta, Chicago Booth Business School and Stanford University 

3. China 

Capital investment slowed to its slowest rate in 3 years according to the latest data. Growing at a rate of only 1.6% y/y 
as a weakening economy, tight credit and prolonged trade war with the United States dent sales growth and cash 
reserves. Companies are also spending more days to turn inventory into sales and eking out smaller profit gains as the 
economy slows to its slowest rate in three decades and as growth is expected to continue slowing.  

Source:https://www.reuters.com/article/us-china-capex/china-capex-growth-hits-three-year-low-as-weak-economy-
trade-war-drag-idUSKBN1Y809F  

4. United Kingdom 

Following the first national election to be held in December 2019 in 100 years, the Conservative have won a large 
majority, taking seats that have traditionally voted for Labour for decades. The Conservatives won 365 seats, the most 
seats they have won since 1987 election under former British Prime Minister Margaret Thatcher. For the Labour Party, 
the 203 seats they won is the lowest number since the 1930s. Numerous reasons have been given for the Labour party 
rout but predominantly it is believed that the population just wants to get the Brexit deal finalized as political 
commentators have noted that areas that were previously held by the Labour party and voted for Brexit have switched 
to the Conservatives.  

This result all but guarantees the UK will now leave the EU at the end of January 2020 but uncertainty remains about 
the period of negotiation to find a permanent resolution to the future relationship between the UK and the EU which is 
supposed to be completed within a year. This is unlikely and as a result, significant uncertainty will remain as the 
possibility of a hard-Brexit will persist, affecting both UK equities and sterling to the downside  

5. Latin America 

There are popular and often violent protests taking place across Latin America, including in Chile and Colombia, two 
countries that have enjoyed economic success in recent years. As a result, leaders in other Latin American countries 
have become wary of engaging in controversial policies that impose short-term costs but offer long-term economic 
benefits which would have made them more competitive and better able to deal with economic shocks. For example 
Brazilian President Bolsonaro has chosen to postpone reform of the country’s bloated public sector. The planned 
reforms would have frozen public sector wages, dismissing public-workers, and consolidating municipalities. This 
decision comes after Bolsonaro was successful in getting a major pension reform through the Congress (which 
previous governments failed to address). However, planned tax reform has been postponed.  

Mexico’s real GDP growth was revised downward in the third quarter, from a previous 0.1% q/q to 0.0% q/q growth 
from Q2. In addition, GDP growth in the previous three quarters (Q4 2018, Q1 and Q2 in 2019) were revised to -0.1%, 
confirming Mexico is in a technical recession. The service sector grew 0.1% in Q3 but was offset by a 0.1% contraction 
on the industrial sector despite growth in the manufacturing sector, but the construction sector sank -2.8% q/q. 

The Mexican economy weakened substantially in 2019 which was predominantly due to a weak industrial sector 
despite mild service sector gain, which has not been sufficient to compensate the downturn in industry. In addition, the 
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risks for Mexico's export sector have increased, due to lower industrial activity in the US market, which could impact 
growth in Q4 2019. 

Furthermore the Mexican PMI slipped to the lowest level since the survey began in 2011, consistent with Mexico being 
in recession. In Mexico’s manufacturing sector, there was a decline in output, new orders, and employment. In Brazil, 
the PMI rose significantly to a level indicating moderate growth in activity. Notably there was a strong increase in output 
of intermediate and capital goods. 

In Q3, Brazil’s economy grew at the fastest pace in six quarters. Specifically, real GDP was up 0.6% q/q and 1.2% y/y. 
After a prolonged and very severe recession, Brazil’s economy continues to grow and that growth is slowly 
accelerating. Despite external headwinds, consumer and business spending is rising. Which has been helped by the 
fact the central bank has cut the policy interest rates significantly, enabling businesses to borrow at reasonable rates 
for the first time in decades. The government has reformed the pension system, liberalized foreign trade, and has plans 
to implement further market opening reforms. 

Source:https://www2.deloitte.com/us/en/insights/economy/global-economic-outlook/weekly-update/weekly-update-
2019-11.html  

6. India 

Since Q3 2018 economic activity in India has slowed and in Q3 2019, growth of 4.5% y/y, is the lowest since 2013, driven 
by weak private domestic demand and exports. In Q2 2018, y/y growth was 8%. While private consumption grew by 
5.1%, private investment only grew approximately 1% y/y — the slowest growth since 2014. Exports, whose share of 
GDP has fallen from 25.4% to 19.2% contracted by 0.4% this quarter because of weak global demand and trade 
uncertainty. However, with imports contracting even more (down 7%), pressure on the current account deficit eased 
significantly. Growth has primarily been supported by government spending, which grew by 15.6% this quarter. 

The supply side of the economy shows gross value added grew by 4.3% y/y, with the manufacturing sector contracting 
by 1.1% y/y. Growth in the services sector has remained steady, although public administration, defense & other services 
provided a big impulse to the sector.  

Core inflation (which is inflation excluding volatile price components such as food and oil prices) remains low at 3.5% 
and continues to trend downwards. Core inflation is expected to remain low as excess capacity remains in the economy 
given the weakening economic growth. This gives the Reserve Bank of India (RBI) cause to cut rates but during bi-
monthly monetary policy meeting held on  December 3rd, 4th and 5th 2019  the Monetary Policy Committee voted to 
keep the policy rate unchanged but decided to keep its easing bias. 

7. Turkey 

On a y/y basis, for the first time of after three consecutive quarters of real GDP contractions, the economy grew in 0.9% 
y/y and 0.4% q/q Q3 2019. Growth drivers were consumer spending and government purchases but business 
investment continued to decline. Exports grew more slowly than imports but growth in domestic demand is more 
important as it should help fuel further growth. 

Capital Markets  

Following the announcements on Friday 13th December concerning the US-China trade deal as well as news regarding 
the UK election results with some indices reaching record highs. Safe haven assets such as bonds saw yields rise and 
the JPY depreciated. The reduction of some tariffs on Chinese goods would help boost global trade, supporting growth 
which is good for global equities, reducing one of biggest risks perceived by central bankers and investors alike. 
Although, Brexit is still regarded a downside risk to global growth, such a large majority helps to reduce some of the 
uncertainty about the future direction of Brexit, at least in the short-term, supporting equities and sterling. 

Annual returns (year-to-date) are the best returns among a number of developed market economies since 2013, with 
many markets earning better annual returns than they did in 2017 when many developed market economies 
experienced synchronized economic growth for the first time following the global financial crisis.  

1. Equities 

Saudi Arabia’s state owned oil company Aramco which floated 1.5% of the company has said that it would sell the 
shares at the top of the price range, at 32 riyals (USD 8.53, JPY 927.71), which would give the company a valuation of 
USD 1.7 trillion. Immediately following the IPO, share prices rose 10% to 35.2 riyals, a limit that was capped by the 
Saudi stock exchange. The IPO is the world’s largest at a value of USD 25.6 billion, larger than Alibaba’s 2014 IPO, 
which had a value of USD 25 billion, the previous record holder.   
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Developed market equities post some of the biggest gains in 7 years  

 

 

 

 

 

 

 

 

 

 

 

 

 

Source：Factiva, investing.com. Note:the 2019 return is year-to-date taken up to December 23, 2019.  

2. Interest Rates 

The Federal Open Market Committee (FOMC) of the Federal Reserve kept interest rates unchanged following the 
conclusion of its December 2019 meeting. The Fed indicated, rather than being a temporary pause, it is a new strategy. 
The FOMC intends to keep rates unchanged in 2020, or at least until inflation shows signs of accelerating. Despite 
steady economic growth and the tightest labor market in 50 years, inflation and inflation expectations have remained 
rather tame. The Fed believes that, as long as the economy keeps growing, and the labor market remains tight, 
eventually this will lead to accelerating wages that will be inflationary. Despite the Fed’s evident determination to leave 
rates unchanged in 2020, investors are pricing in one interest rate cut in 2020. They apparently believe that inflation will 
remain below the Fed’s target and that, as a consequence, the Fed will become concerned and will cut rates 
accordingly. 

Source: https://www.federalreserve.gov/newsevents/pressreleases/monetary20191211a.htm  

The European Central Bank (ECB), making its first decision under President Christine Lagarde, left the benchmark 
interest rate unchanged and vowed to continue a program of asset purchases following the usual ECB statement that it 
will not change rates “until it has seen the inflation outlook robustly converge to a level sufficiently close to, but below, 
2% within its projection horizon, and such convergence has been consistently reflected in underlying inflation 
dynamics.” In recent years, inflation has been very weak and below the ECB’s target for some time and with slowing 
economic growth, it is unlikely that inflation pressures will build. The ECB provided economic projections of 1.2% for 
2019 as a whole and 1.1% in 2020. Growth risks will certainly be to the downside which will hamper inflation prospects. 
Just like her predecessor, Dr. Mario Drahgi, Ms Largarde has called on the Eurozone governments to deliver fiscal 
easing measures.  

Source: https://www.ecb.europa.eu/press/pr/date/2019/html/ecb.mp191212~06d84240ae.en.html  

3. Foreign Exchange 

Following election polls that suggested the Conservative government, along with the actual election results helped GBP 
climb to a highs against the USD (1.3329) not seen since May 2018 and to highs against the EUR (1.1989) not seen in 
three years. It is possible GBP could end the year as this year’s best performing major currency.  

4. Commodities 

In December 2019, both Organization of the Petroleum Exporting Countries (OPEC) and non-OPEC countries, primarily 
Russia, agreed to cut output by an additional 500,000 barrels a day in Q1 2020. The size of the cut was not expected by 
the market so it should provide some support for oil prices. That being said, it is unknown how the cut will be distributed 
among the producers as previously agreed cuts have also not fully complied with.  

https://www.federalreserve.gov/newsevents/pressreleases/monetary20191211a.htm
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Source:https://www.reuters.com/article/us-global-markets/asian-shares-firm-oil-near-two-month-high-after-deeper-
output-cut-idUSKBN1YA025 

 

Useful Resources 

Investing Economic Data Economic Analysis 
 investing.com  United States: Bureau of Economic 

Analysis 
 Deloitte Insights: Economics 

 MarketWatch  United States: Bureau of Labor Statistics  Deloitte Weekly Global 
Economic Update 

 Yahoo! Finance  Cabinet Office of Japan  International Monetary Fund 
Central Banks  European Commission: Eurostat  Project Syndicate 

 Federal Reserve Board  United Kingdom: Office for National 
Statistics 

 Organization of Economic 
Cooperation and Development 

 Bank of Japan  National Bureau of Statisitics of China  Central Intelligence Agency: 
The World Factbook 

 European Central Bank  Federal Reserve Economic Database  Aon: Political Risk Heatmap 
 Bank of England News  
 People’ Bank of China  Reuters 

All of resources presented above are publically available. The inclusion of these resources is not an endorsement, nor a guarantee of 

their accuracy made by Deloitte Touche Tohmatsu Limited.  

 

About Deloitte Private Japan and Family Consulting 

Deloitte helps private companies, their owners, and individuals with substantial assets apart from businesses they 
operate to understand, plan and execute effective business and tax strategies — adjusting course when needed to 
respond appropriately to potential tax consequences of new legislation and evolving market conditions.  

To this end Family Consulting offers four services directly to families who own and manage business and family assets: 

 Family governance; 
 Contingency planning; 
 Family successor training service; 
 Family office services. 

For more information on the Family Consulting service, visit our website at: 
www.deloitte.com/jp/family-consulting-en 

The Family Consulting team eliminates the question "I don't know who to ask..." by acting as the relationship manager 
of our clients, supporting the prosperity of their families through a unified contact point for inquiries, no matter how 
complicated the matter may be and to do this Family Consulting works closely with our colleagues across Deloitte 
Private domestically and globally to assist families and their businesses with: 

 Income tax advisory and compliance services; 
 Owner and family wealth planning; 
 International tax and estate consulting; 
 Family enterprise consulting; 
 Succession Advisory Services 
 Cross-border Succession and Reorganization Support 
 Family Governance and Council Support for Owner Family 
 
Newsletter Archives 

This is a free newsletter. To see past issue, please visit our website.  
www.deloitte.com/jp/family-consulting-en 
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