10/ 05/ 1997
Mar ket - boosti ng news needed to restore confidence

Fred Tam

PRI ME M ni ster Datuk Seri Dr Mahat hir Mhanmad had on April 23rd comented
at the KLSE s di nner speech: "When prices in New York go down, shares in
Mal aysi a go down. But when share prices in New York go up, share prices in
Mal aysia still go down."

| find the Prine Mnister's comments so relevant in the |ight of what
transpired on the two bourses this week that | amtenpted to repeat his
remarks in this colum.

For the sake of clarity in proving the relevance of his observation,
have printed a conparative daily chart of the Dow and the Kual a Lumpur
Conposite Index (KLClI). A single glance will reveal clearly the divergence
of price novenents between the Dow and the KLCl for the period from March
to May.

Based on Thursday's close, the Dow settled at 7,136.62. This is higher
than its previous all-tine historic high clocked on March 11 when it
registered 7,112.10. In the process, the Dow had successfully nmade a U
turn fromhigh (7,112.10) to |l ow (6, 356.78) and back to a new high
(7,136.62).

If we should take the sanme period to conpare the performance of the
KLCl, readers will be able to see that the KLClI at yesterday's close of
1,107. 37 had not rebounded to anywhere near its March 11 | evel of
1, 250. 33.

Thi s phenonenon is indeed puzzling and depressing. For while prices in
New Yor k are bounci ng skywards, Ml aysi an stocks are either flat or | ower.
Week- on- week, the KLCI was up by a marginal 0.98 points or 0.31 per cent
to close ar 1,107. 37.

In contrast, other najor Asian bourses rose in tandemw th the Dow. For
exanpl e, Japan's Ni kkei 225 was hi gher by 288.03 points or 1.48 per cent
to close at 19,802.78 while Hong Kong's Hang Seng | ndex was up by a hefty
849. 10 points or 6.49 per cent. Even the underwei ght Si ngaporean stock
mar ket rose by 49.98 points or 2.48 per cent to close at 2,066.21

So what went wong with the "favoured" Ml aysi an stock market? Sone
bl amed our market's fall as a reaction to the Dow s fall around end-March
and not Bank Negara's announcenent on March 28. That seened to hol d water
for a while as the Dow pl unged 520 points from®6,876 on March 25 to 6, 356
by April 14.

But many are now begi nning to have second thoughts on this |ine of
reasoni ng sinply because Ml aysi an players do not see a simlar rise in
our stock prices despite the Dow having rebounded to nmake a new record
hi gh of 7,269.47 on May 6.

I f our stocks are not reacting so nuch to events foreign, then it nust
be the honegrown ones that are worrying investors.

The first thing that comes to mind that triggered or exascerbated the
KLCl's downtrend was Bank Negara's announcnent of curbs on property and
st ock financing.

The central bank has since allayed i nvestors' fears by an announcnent
| ast week that there is still anple noney in the banking systemto | oan
out to property and share purchasers but by then, players' confidence had
al ready been shaken.

And given that market sentinent, perception or confidence is so vital in
dictating a market's direction, the lack of this inportant ingredient is
wi dely believed to be the cause of the lethargy that is plaguing the |ocal



bour se.

Perhaps there is nore than one danmpener. WIIl players want to wait for
the outconme of the Permatang by-el ection on May 29 before re-entering?
W1l a Cabinet reshuffle help? If so, when will that be? Could it be that
investors are waiting to review the new Cabi net |ine-up before taking
positions?

Coul d players be sidelined until they see how the new T+5 settl enent
systemw || fare before com ng back to the market? These are sone of the
unknowns that nmay be causing players to sideline the market.

But what is known to players at this moment are the many new cash calls
this nonth that will serve to dilute participation. If the current |ack of
participation continues, forthcom ng rights issues may just be vul nerable
to undersubscription if prices of their nother shares do not recover above
their exercise prices.

In short many questions are bugging players. This is what happens when
mar ket confidence has been | ost. M nor issues bother them The market will
need to see sonme narket boosting news real soon if this “confidence' or
“perception' problemis to be redressed.

Until then, | do not see nuch strength in the narket for the near term
Chartwise, it is still very much a consolidation market until the KLCI can
breach 1,127 on the upside. There may be specul ative plays but do not
expect any sustained rally on index-linked stocks.

As for the second board counters, given the sudden shakeout since March
28, many have been badly hurt and the | ack of participation nmay see nany
more drift even lower. It is unlikely that we have seen the bottomyet for
such counters.

There are no buy signals on the 2nd board index until it breaches 563 on
t he upsi de.
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