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| NTERNATI ONAL i nvest ment banker Dresdner Kl ei nwort Benson, in asserting
that negativity on Malaysia is overdone, said foreigners see only
weaknesses not strengths and these m sconcepti ons had caused the stock and
currency markets to plunge.

"M sconceptions will be reveal ed for what they are and markets will turn
when the direst predictions prove to be false. The key to 1998 is to
under stand t hese m sconceptions so that the evidence agai nst them can be
identified as it appears,"” it said.

In a report by its Asian Markets Strategy Team Dresdner Kl ei nwort
Benson said in the Ml aysi an property sector, for exanple, the bulk of the
mass residential housing will continue to sell, and is no threat to bank
bal ance sheets.

"Even though household i ncore growth will slowto 5-8 per cent from 10-
12 per cent, wealth continues to be generated," it said, adding that the
transformation fromhighly-geared nmedi um si zed devel opers to an industry
i ncreasingly donminated by large plantations is significant.

"The latter have strong bal ance sheets, |and at exceedingly | ow cost,

usual Iy mininmal debt and no pressure to sell in a weak market. Only the
upper end of the market is vulnerable and this is a relatively smal
portion."

Dresdner Kl ei nwort Benson said contrary to perceptions of detachnent
fromreality, Ml aysia under Prinme Mnister Datuk Seri Dr Mahathir Mhamad
has shown the ability to take tough decisions and deal "surgically" with
pr obl ens.

"The | at e-1980s recovery was the result of |etting nunerous
entrepreneurs col |l apse, including several supposedly well-connect ed;
slashing infrastructure spending to 3 per cent of GDP from5 per cent;
sl aughtering the sacred cow of reducing foreign ownership to 30 per cent;
and ot herwi se diluting the pro-Bum putera New Economic Policy,” it said.

Touchi ng on perceptions, the investnent bank sai d non- Mal aysi an
i nvestors also have to learn not to take Mal aysian statenents literally or
at face value. "The subtlety and indirect nessages of wayang kulit will
have to be grasped if policy and hence narkets are to be understood
fully.”

Dresdner Kleinwrt Benson said it is also hard to see Mal aysia as a
| eader in msallocating resources when around 25 per cent of gross
donestic capital formation and over 40 per cent of manufacturing
investnent in Malaysia is nmade by world-class nulti-national corporations,
plus a further significant ambunt nmade by | ocal suppliers on whomare
i nposed gl obal best practices.

"More likely it is a case of out of sight of the stock market, out of
mnd," it said.

As Mal aysi a's exports, weak el ectronics sales growh does not point to
term nal decline. What is obscured in the figures is a sharp decline in
once-dom nant consuner electronics and the equally rapid rise of
i nformation technol ogy products.

"By md-1998 IT growmh will nmore than of fset the decline in consuner
el ectronics, enabling the industry that conprises nearly half of al
exports to return to double-digit gromh by 1999," it said.

Dresdner Kl ei nwort Benson noted that foreign direct investors continue
to rate Mal aysia very highly, often ranked second only to Singapore. The



things that portfolio managers hate about Ml aysia - obsession with
i nfrastructure, high growh, interventionismand strong politica

| eadershi - foreign manufacturers | ove.
"A much weaker ringgit and | ess-tight |abour markets will endear
Mal aysia to themall the nore," it added.

Dresdner Kl ei nwort Benson said non-traditional exports appear to be
respondi ng faster to the currency depreciation than expected, inmplying a
significant inmprovenent in the current account by the second quarter.

The investnent bank said while the excesses of borrowing in both
donestic and foreign currencies have not escaped Ml aysia, what is
significantly different fromcountries |ike Thailand and | ndonesia is that
there are still nunerous cash-rich or lightly-leveraged entities that can
step into the breach once asset prices have fallen far enough.

Not only does this enable the econony to operate with less friction, it
al so protects the banks from becom ng the receptacl es of unwanted assets.
"G ven our views on property and the fact that sone of the bad | oans
will be suffered by foreign banks, we are not as pessimstic on non-

perform ng | oans as the consensus whi ch overl ooks two facts:

"Mal aysi an banks, under Bank Negara gui dance, have doubled their equity
inthe last few years.

"(And) bankers and regul ators went through Pan-Electric and the
cooperative bank crises in the nid-1980s. Not all of the | essons have been
forgotten hence banki ng supervision has i nproved. Ot her countries did not
have the benefit of these |l essons."

However, despite conpelling valuations in nany blue chips the narket is
likely to wait until there is conclusive inprovenment in the current
account before rallying. This mght not be until the second quarter, by
when the annual results will confirmthe earnings trend.

"The second hal f should be a better phase for the market and currency.
By then an evidently inproving current account should attract attention
towards the survivors who can capitalise on their strengthened positions.
We see the index recovering to 800 while trading on 13-14 tinmes (price
earnings ratio)," Dresdner Kleinwrt Benson said.

Asia as a whole can still boast its long-termstrengths of high savings
and i nvestment, | ow taxes and yout hful denographics. "Many markets
overshot in 1997 because of m sconceptions. As these are reveal ed there
will be plenty of opportunities to play their reversal in 1998."
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