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LAST week, we spoke about the possibility of a trend reversal after a
sighting of a "high-wave doji" pattern. But we also nentioned that this
reversal to the bullish side is conditional only if "the KLCl registers a
hi gher low (this week) of not violating 877 level”. But this was not so.

The Kual a Lumpur Conposite | ndex (KLCI) nade a new | ow when it pierced
t hrough 877 this Tuesday to cl ose at 856.00, effectively negating the
hi gh-wave doji pattern as well as the Trendi ng Candl e Body Reversal (TCBR)
buy signal mentioned in Markettrek | ast week. W were stopped out at 877.

This bearish reversal of trend was sharp but in any "falling knife"
situation, we do not expect it to last. Hence, in our daily reports we had
called for a test of the 836 level as the npbst, as nost indicators were
grossly oversold. The bullish reversal patterns to | ook for under the
circunstance were hanmers, piercing lines, engulfing bullish, inverted
hanmrers, bullish haram s, etc. But we did not see any of these V-type
patterns at all except for a handful at the end of yesterday's trading.

The failure of the market to register these patterns is inplicitly
saying that market sentinment was really bearish so nuch so that counter-
attacks by buyers were just not significant enough to offset selling
pressure.

Who are these sellers and why are they selling? | do not need to
el aborate further here as it is an open secret that foreign fund managers
had "chosen" the weakest |ink of the South-East Asian economes, in this
case, Thailand to burgeon the stock markets of the region by first
weakeni ng its currenci es.

The KLClI nose-dived 100.60 points or 11.12 per cent this week to close
at 804.40, but not before testing 777 on Thursday and agai n yesterday. As
of yesterday's close, the KLCl is at its | owest point since August 19,
1993 when it clocked 798. Yes, we are back to 1993 | evel s!

This year's slunmp, which conmenced on March 7 at 1,277 had knocked off a
total of 500 points (from1,277 to 777) or 39 per cent, naking this fal
its severest since the "Cctober Crash" of 1987 when it registered a 52.5
per cent drop from470 to 223 from August 7 to Decenber 11, 1987

Unli ke many of KLSE s previous falls, the severe corrections this round
was not an isolated case of just us. It also affected others in the region
as well. Thailand, Philippines, |Indonesia, Singapore and even South Korean
and Hong Kong stocks were also battered by weak market sentinments. And an
end woul d cone sooner or | ater once supply and denmand adjusts itself.

But in a surprised and unexpected nove, the KLSE announced on Wednesday
the inposition of trading curbs through designating all 100 conponent
stocks of the KLCI. Once a security is designated, it can be sold only if
the seller has shares on hand and buyers must pay in full for the shares.
This restriction in effect bars short-selling and specul ative activities
and is inplenmented to prevent key blue chiops fromfalling further.

The objective of this exercise was, according to an official, "to
stabilise the market unitl it goes back above the 1,000 |evel". But that
didn't happen.

Sellers continued to unl oad stocks and sold the i ndex down 69.84 points
or 8.3 per cent at one point before | ast m nute buying shored up the KLCl
to close 35.75 points or 4.22 per cent to close at 812.18 on Thursday.
There was no shortage of criticisns fromlocal and foreign fund managers
on the inposition of capital controls on KLCl stocks.



Many were irked by the restrictions especially when Mal aysia aspires to
be the region's financial centre. Mirgan Stanley reacted by linmting its
trading i n Mal aysi an shares and sought clarification on the rul e change.
London- based fund managers al so | ashed out at these curbs.

At lunch tinme, the KLSE clarified that buyers can purchase shares
wi t hout having to put cash up front and have up to T+2 days before 12. 30pm
to pay for purchases. But judging by the continuation of selling pressure
in afternoon trade, this clarification did not make nmuch difference to
mar ket senti nment.

But yesterday saw sonme intense battle in the market place between the
bulls and the bears. Fresh from announcenents by our Prime M nister Datuk
Seri Dr Mahat hir Mohanmad after market hours on Thursday on neasures to
ensure stability in the market, |ocal funds were seen actively supporting
key bl ue chi p stocks yesterday.

Active buying surfaced just before lunch and again before the close. Did
our Prine Mnister's announcenents make any difference to the market?
Judging fromthe KLCl's inability to nake a new | ow (below 777) | woul d
say that at this point, his statenents did have an effect on the market's
psychol ogy.

For the record, the KLCI failed to re-test Thursday's |ow of 777 but not
violating it, to rebound in afternoon trade to cl ose above the
psychol ogi cal |evel of 800, at 804.40. Note fromthe high vol unes cl ocked
yesterday (the highest since March 12, 1997 when it clocked 513) and a
close off its lows, | would conclude that the bulls did make an inpact in
t he market place.

But here again, one must understand that market bears were being put in
a position where they have to contend with restrictions like the
suspensi on of securities borrowing and lending facilities currently
provi ded by approved banks and brokers. Yet, their strength was
omi present fromthe high volunes regi sterd yest erday.

If the recent restrictions inposed by the Governnent is perceived as a
message to potential "mani pulators” that Malaysia is not a country to be
taken for granted, then selling pressure shoul d decrease gradually. They
woul d do better to seek other pastures to reap their harvest. The
"tweezers botton' pattern registered on Thursday and Friday is reason for
optim smthat the bears are no longer totally in control. They, now know
they have to contend with [ ocal funds support at the 777 | evel.

The new | ow and i mredi ate support is now 777. And unl ess bears can test
and violate this low, the stock nmarket shoul d see a gradual rebound from
next week. But we still feel that for arally to be sustained, foreign
funds participation is crucial at this stage in our market devel opnent.

G ven the control s announced this week, will foreign funds continue to
invest or will they stay out?

The second board index fell in tandemw th the index, |osing 91.51
poi nts or 19.67 per cent to close bel ow our 406 support, at 373.74. The
fallout is not so nmuch due to foreign fund selling but by collatera
damage fromthe inposition of trading curbs this Wdnesday which
exacerbat ed i nvestors nervousness. Though non-desi gnated, they fell in
tandem and one can concl ude that inposition of trading curbs had affected
specul at ors confi dence

Yes, we saw sonme rebound yesterday, but how long will this rebound | ast?
After bouncing off its 360 support to close at 373.74, we may see further
ni bbl i ng next week, but we nmust not forget the primary trend is still very
much "down". Until the index can breach 406, | would continue to be
cauti ous and stay asi de.
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