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Mar ket uptrend shoul d continue into next week

Fred Tam

THE market is stabilising. And this is because after a tumultuous one-and-
a-half nonths - since foreign funds cashed out of Ml aysi an stocks on a
whol e spectrum of nmarket fears, the I ocal bourse just could not drumup
any nore bad news that woul d cause further deterioration to the already-
nunbed sentinents of the Ml aysian i nvestor.

On the contrary, sone stabilising factors surfaced this week that have
in one way or another brought some senbl ance of confidence back to the
mar ket .

Refl ecting the market's response to these factors, stock prices clinbed
across the board in this holiday-shortened week.

Week on week, the KLCI was higher by 36.29 points or 3.5 per cent to
close at 1,078.20 but the Second Board | ndex's perfornance was even nore
boi sterous, rallying strongly in a V-pattern to close 49.64 points or 9.6
per cent higher, at 565.71

Thus, ny views in Market Trek | ast week that second board stocks woul d
experience a much stronger rally than index-linked stocks this week have
come true

What are the factors that could have triggered this week's strong
rebound? Regi onal currency fears have sinmered down, thanks to the
successful pre-enptive actions of the region's central banks in quelling
currency specul ators.

Bank Negara's announcenent |ast Friday of a trade surplus of RML.75
billion for March can be viewed as a contributory factor to our stock
mar ket' s r ebound.

Low i nflation figures announced the previous Friday and | ast Thursday's
report of an increase in Malaysia's gold and forei gn exchange reserves to
RMr1. 12 billion as at May 15 agai nst RMr0.93 billion a fortnight ago al so
hel ped.

New factors this week that could be viewed as having a positive inpact
on fund nmanagers' and Mal aysi an i nvestors' psyche are:

Firstly, the decision of the US Federal Reserve on Tuesday to | eave
i nterest rates unchanged.

A sharp rally of 74.58 points on Wall Street greeted this decision and
the Dow s rise was enough reason for regional fund nmanagers not to sel
down Mal aysi an stocks any further.

Looking at it in another way, these funds cannot now use higher interest
rates in the US as an excuse to sell

Secondl y, whatever market imaginations of an early retirenment of our
Prime Mnister Datuk Seri Dr Mahathir Mhamad, that coul d have had
i nvestors sidelined, would have been quashed when he candi dly answered
questions about his succession posed by reporters in London. He is nowin
London to pronote Mal aysia's Multinmedi a Super Corridor project.

Mar ket specul ation about his health can be brushed off as nere runours
after he told a British television journalist: "You are taking pictures of
me, you can see ... (that | amin good health)."

It is good that the British reporter had posed this question to the
Prime M nister because if a Mal aysian had nentioned this, it would have
gone unheard. But coming froma British reporter, whose report was
subsequently aired on British television, London fund nanagers woul d have
taken noti ce.

M spl aced fears of our Prime Mnister's health have exacerbated a sell -



of f in Malaysian stocks this past nonth and a half, but after seeing a
cheerful and relaxed Dr Mahathir on tel evision, these fears should now be
put to rest.

Thirdly, the market has also heard clarifications fromDr Mahat hir on
why Bank Negara decided to issue guidelines on |oans to the property and
share sector.

Surely fewwould fault the Ml aysi an Government for taking pre-enptive
steps to avoid a property bubble that burst, as occurred in Thailand and
in the 1980s in Tokyo.

Clarification by Dr Mahathir on this subject was wel cone as put to rest
some of the negative preceptions investors harboured about the Ml aysi an
econony after Bank Negara's announcenent on March 28.

Al'l these factors played a part in bringing back sone confidence to
mar ket players. This is what helped to turn around our market this week.
These "nmarket-boosting news" | spoke about in my previous colum has
hel ped to change the perception of fund nmanagers and syndi cates back to
neutral and even positive and this change in sentinent is reflected in
this week's prices.

As a result, many stocks have rebounded substantially to the extent of
even exceedi ng their previous resistance.

Psychol ogi cal |y speaking, if the price of a stock can breach its
previous resistance, it nmeans a renewal of market confidence, a change in
percepti on.

In other words, breaking a resistance is the yardstick to neasure a
change in players' psychology froma negative to a positive perception of
st ocks and about the econony.

However, a violation of a support means a change in players' perception
frompositive to negative. This was what happened when a naj or support
br oke down for the KLCl at 1,208 on March 31 and for the second board
i ndex at 630 on April 3. Thereafter, both indices plunged to a | ow of
1,018 by May 16 and 490 by May 15.

Now, psychol ogy and techni cal anal ysis are one and the sane thing.
Technical analysis is really a misnoner. It should aptly be called
"Players' Psychol ogy Anal ysis" or "Perception Analysis" or "Sentinent
Anal ysi s" sinply because the chart records the endl ess battl es between the
bulls and the bears and their outcone is reflected in prices and vol unes.

If the psychology is bearish, prices will fall under the weight of
strong sellers and this will be reflected in the chart as a down |ine.

Thus chartists sell on a violation of a major support for otherw se the
bulls will be slaughtered by market bears. Chartists have an appropriate
mar ket adage: Never stand in front of a freight train.

A word about vol une. Though the change in sentinent was reflected in
prices, it was not reflected in volunmes. The | ow | evel of participants
speaks of a cautious stand taken by them but this is normal after a sell-
of f.

Because weak bulls woul d have been weeded out in the ensuing downtrend,
the vacuumcreated after a sell-off is quickly and easily filled by a few
daring bulls, thus little volune is required to drive stocks up after a
sel | -of f.

Low volune rises, especially in second boards, will be the order of next
week and there is a change of seeing a V-pattern being conpleted for
second board stocks back to or near pre-plunge prices.

This week, many stocks have travell ed higher to the extent of breaking
their inmredi ate resistance, we call "fractal resistance". Psychol ogically,
it would inply strength and a charti st woul d buy.

O her technical indicators are also emtting bullish signals resulting
in a "confluence" of thempointing to a market reversal. This confl uence



israre and is therefore worth noting. Next week, | amseeing a
continuation of the uptrend that we saw this week.
( END)
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