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Off to a good start
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BY LEE WEN A1

tis a happy new year. Indeed, the first week
of 2013 had all the ingredients of a better
year ahead

The year 2012 was rife with uncertainty
and noise over the continued eurozone cri-
slowdown in China as well as the US
elections and the country's fiscal woes,

A deal struck at the eleventh hour to avert
the much-feared fiscal cliff in the US has chased
away some of the concerns and given the first
hint that things may be looking up at last.

On Jan 2, the US managed to stave off the
conundrum it would have faced when the
terms of the Budget Control Act of 2011 came
into effect. A bloc of Republicans reluctantly
joined the Democrats in passing a bill by a
comfortable 257 to 167 to impose higher tax-
es on the wealthy and postpone the start of
spending cuts.

The bad news is, they will need to do it all
over again as the focus tumns to discussions on
spending cuts and raising the US$16.4 trillion
debt ceiling by late February, Jefferies Hong
Kong Ltd says in a Jan 2 research note.

Danny Wong, CEO of Areca Capital Sdn Bhd,
says he had expected the USto avoid the fiscal
cliff, just like in the debt ceiling issue of 2011,

“The Senate and House of Representatives
prevented any negative impact (stemming
from these issues), although in last-minute
deals. In the latest case, it is a higher tax
bracket of US$450,000 [the tax hike on wealthy
individuals| instead of Obama’s proposed
US$250,000," he tells The Edge.

"It is a compromise. Although not a per-
fect deal, it is a better move than going over
the clifi."

But it is not the end of the line for the bi-
partisan deal passed in the House

“There must be a concrete deal to bring
down the US deficit or the country will face
a risk-on risk-off situation again and again,”
Waong observes.

Maybank Asset Management Sdn Bhd CEO
and managing director Nor Azamin Salleh
echoes Wong's views,

“The fiscal cliff has not been fully avoided,
Now,with the easy part done, the US will have
to tackle the more complicated issues — re-
ducing long-term spending, raising additional
revenue and increasing the legal debt lmit,
all by the end of February”

Still, investors say the initial deal reached
between the Democrats and Republicans is
positive for equitics as major markets closed
higher last week on renewed optimism,

D START

“The current market rally clearly shows that
the fiscal cliff resolution has boosted investor
confidence in the US economy,” Azamin says.

"However, the reality of the situation is
that the can has simply been kicked down
the road ... yet again. In a little more than a
manth and a half, all eyes will be on how the
US negotiates the debt ceiling and possible
‘entitiement’ reforms that cover government
healthcare programmes like Medicare, Med-
icaid and Social Security for a longer-term
resolution to curb its growing deficit and
national debt,”

Despite the noise and political brinkman
ship, the US economy showed signs of im-
provement in 2012,

Says Areca Capital’s Wong, “Recent data
reveal an improved US economic situation,
especially in the job market, housing and
the manufacturing Purchasing Managers
Index.

“This, if sustained, could encourage con-
sumer spending, which is key to the US econ-
omy, Together with measures such as high
income tax and lower budget spending, the
US deficit can be reduced.”

As the US is the world largest consum-
er market, Wong says its economic growth
would boost imposts, thus promoting global
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exports, especially from Europe, China and
other emerging markets,

“Decent US economic growth will bene
fit the global investment market, especially
risky assets such as equities and commodi-
ties,” he adds.

Hong Leong Asset Management Bhd CEO
Geoffrey Ng concurs, “The fiscal cliff deal
reached on Jan 1 is positive for risk-taking
as it is a clear sign that both parties agree o
support the US economic recovery,” he tells
The Edge.

But he cautions that the US deficit could
continue to rise as the current package of
spending cuts and increased taxes on the
wealthy are insufficient to reduce the snow-
balling deficit and the risk of further credit
rating downgrades,

“One of the implications of the deal is the
weakening of the US dollar, as seen in the
foreign exchange markets since the end of
2012. Investors have already taken the fiscal
cliff deal as a sign of the continuation of the
easy monetary and government spending
environment. There could be an increased
flow of portfolio capital and hot money into
emerging markets and Asia,” he adds.

In fact, things are looking good for Chi-
ng, the world's second largest economy. The
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