01/ 09/ 1997
Technical rally on bourse likely to correct grossly oversold positions

S.N. Lock

HEAVY sel ling of index-1inked conponent stocks by foreign funds sent the
Kual a Lunpur Stock Exchange Conmposite Index tunbling to a four-year | ow of
777.46 points on Thursday, |ast week. It later rebounded marginally to

cl ose at 804.40 points on Friday.

Just when Anmerican financier CGeorge Soros said regional currency attacks
woul d "soon" bl ow over, currency specul ators renewed their drive by
alternating assaults on the Thai baht, |ndonesian rupiah, Philippine peso
and ringgit.

They then created a "chaotic" approach to stay ahead of the curve by
shifting their assault on regional equity markets. This resulted in panic
and created an environnent for themto get out of the nmarkets.

They started by short-selling the ringgit. If continued selling had not
been checked, they woul d have inflicted greater damage.

Bank Negara intervened by inmposing restrictions on currency swaps,
cutting down ringgit supply. This forced currency specul ators to | ook
el sewhere for supply.

Their only option was to switch rapidly to the equity market. They put
up large suns of foreign currency as collateral to borrow shares from
|l ocal institutions to carry on with manipul ative activities.

Armed with large quantities of index-linked conponent stocks, they would
dunp these shares to raise ringgit to cover foreign exchange short
positions. Wth their skilled recycling of these shares, the Cl was driven
| ower .

Wth that, the "chaotic" environnent becane a reality and woul d soon
serve their purpose of taking billions of ringgit away fromour narket.

The KLSE s pronpt designation of all the 100 conmponent stocks of the Cl
managed to contain short-selling of these counters. Transacted vol umes of
KLSE heavywei ghts shrank i medi ately.

Prime Mnister Datuk Seri Dr Mahathir Mhamad's call to Governnent
financial institutions and |ocal investors to support the stock market
managed to cushion the free-fall. The C managed to hold itself fairly
wel |l on Friday before recovering to close at 804.40 points.

Foll owi ng are the readi ngs of sone of its technical indicators:-

Movi ng Averages: The Cl continued to stay belowits 10-, 20-, 30-, 50-,
100- and 200-day novi ng aver ages.

Moment um I ndex: Its short-termnonmentumindex turned south in staging a
re-test of its imedi ate downsi de support.

On Bal ance Volune: Its short-term OBV trend continued to head south in the
recent sell-out. It continued to stay belowits 10-day exponential noving
aver ages.

Rel ative Strength Index: Its 14-RSI continued to display a positive (See
Cl's daily bar chart - C6-C6 and C7-C8) divergence to that of the C
OUTLOXX:

Decl aring the 100 conponent stocks of the Cl as designated counters was
the first step in the right direction to conbat ranpant short-selling of
KLSE heavywei ghts.

The original objective of inplenenting regulated short-selling and scrip
borrowi ng and | ending was to inprove liquidity for genui ne specul ati on and
hedgi ng activities.

Was this short-selling in major conponent stocks, particularly Genting
Bhd, Maybank Bhd, Tel ekom Mal aysi a Bhd, Tenaga Nasi onal Bhd and Si me Dar by



Bhd, being carried out according to KLSE rul es and by-1| aws?

If so, this raises the question why the legitinmate owners of these
shares | ent such big quantities to be “short sold'. If it did not come
fromthem could these | arge bl ock of shares have cone from margi ned
accounts, nomi nees or custodian accounts?

It is also time for the authorities to ook into scrip | ending of other
non- conponent stocks as well as Second Board counters for raising ringgit
to support currency specul ation.

Anot her area that needs inmedi ate attention to arrest danage is the
research reports that have been sent out from Mal aysia. Many of these
reports are in fact paraphrasing the biased opinions of sone foreign fund
nanagers.

These views have certainly caused a | ot of damage to our country. It's
time to nake it mandatory to submt these reports to the authorities
before they are disseninated to clients. This has been put into practice
by a nei ghbouring country.

Fol l owi ng Dr Mahathir's call to government funds and | ocal investors to
support the stock market, it is only right for all Ml aysians to rally
behind himin the fight agai nst rogue specul ators.

Inthis time of crisis, Malaysians nust ask thensel ves "what can | do
for my country?" Only when we are united can we succeed in arresting the
declining trend of the stock market.

Technically, all signs signify that the CI has reached its tenporary
bottom Its weekly and nmonthly bar charts clearly showthat it has found
critical support at Make or Break supports around the 777-point |evel.
Simlarly, the Second Board | ndex was wel |l supported at its MOB | evel.
This week, the Cl and the SBI will definitely stage a technical rally to
correct their grossly oversold positions.
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