20/ 10/ 1997
10-year-ol d ni ghtmare cones a-visiting again

Zur ai mi  Abdul | ah
"I wish this is just a nightmare,” a local stock nmarket trader |anented
followi ng "Bl ack Monday" 10 years ago on the Kual a Lunmpur Stock Exchange.

"Bl ack Monday", on Cct 19, 1987, sparked by the Wall Street crash, saw
RML6 billion being wi ped off the KLSE' s market capitalisation within two
tradi ng days, or 15.3 per cent against the previous Friday's total market
val ue of RMLO5 billi on.

There was panic in the country's stockbroking offices on Tuesday as
traders scranbled to liquidate their positions.

Smal | investors tenpted into investing their hard-earned noney in the
stock market, were inconsol able after the crash.

The | ocal stock market as nmeasured by the KLSE Conposite |ndex, |ost
104. 25 points to close the week at 305. 03 agai nst 409.28 points in the
previ ous week.

The fall was in line with the plunge at other global bourses in the
worst selling blitz to hit the world's stock markets since 1929.

The shock waves fromWall Street's Bl ack Monday, which accelerated to an
all-tinme record drop of 508 points, reverbated through the gl obe, as
Europe, Australia and Asia were in turn engul fed by the disaster.

In Hong Kong, the stock market was closed for a week after a historic
di ve of 420 points. Mst major bourses had simlar tales of spectacul ar
col l apses to tell

Japan's Ni kkei Stock Average plunged to a record 3,836 points the next
day on Tuesday, while Australian share prices lost nearly 25 per cent with
the all Odinaries Index recording a fall of 515.6 points.

Specifically, Wall Street collapsed that fateful Mnday as investors
bail ed out over fears of higher interest rates, deficits in the US econony
and nounting tension in the Gulf.

"The Wall Street crash is largely due to public |isted conpanies
borrow ng heavily frombanks," said a Kuwaiti busi nessman, Abdulla Ali
Mut awa, then director of a renowned trading firm Ali Abdul Wahab Sons Co,
during a trade visit to Malaysia at the height of the crash.

He conceded that instead of borrowing that would result in hefty |oans
and high interest, the companies should go into profit-sharing basis with
t he banks.

Ten years have passed and yesterday was the 10th anniversary of the
event.

Al nmost on the anniversary, the KLSE seens to be experiencing a "Bl ack
Monday" of its own as uncertainties in the equity and forex markets over
t he past several nonths have led to a plunge in share prices and
depreciation in the local currency.

If the "original" Black Monday caused a | oss of RML6 billion, the recent
troubl es saw the KLSE | ose well over RMBOO billion in narket
capitalisation by early Septenber

The KLSE's Cl fell to 675.15 on Sept 2 on nassive selling pressure by
foreign investors. It pronpted the Governnent to announce several neasures
i ncluding trading curbs on KLSE' s wei ghted 100 stocks to cal mthe panic
whi ch was said to be spearheaded by currency nani pul ators.

According to an econom st, the KLSE's market capitalisation fell to
RVM611. 27 billion on Sept 4 from RW43.75 billion before the end of
February.

The total loss in nmarket capitalisation was RW32.48 billion or 45.8 per



cent, 7.1 tinmes Bank Negara's reserves, he stated.

As stock prices have fallen to attractive |levels at above 900 points,
there has been no lack of calls fromthe Prime Mnister and his deputy on
| ocal investors to take the [ ead to buy.

Dat uk Seri Dr Mahathir Mhanmad strongly urged | ocal investors and fund
managers to make sure the | ocal bourse stays healthy.

I nstead of being nmere followers and letting the foreign fund managers
take the | ead, they should be influencing the trading trends to cushion
the effects of foreign fund novenents, he said.

Anal ysts said that the big | esson to be learnt fromthe market turnoi
is that even an econony with such good fundanentals |ike Ml aysia coul d
becone "so vulnerable and fragile", as was reflected by the sharp falls in
the ringgit.

"All this shows that factors |i ke fundanentals are just one aspect of
the econonic baroneter," they added.

"There are other factors as well and these are nostly beyond our
control

"One thing which is inmportant is to send the right signals to foreign
i nvestors who have huge funds at their disposal and whose decisions to
enter or stay away fromour market are crucial to our econonmic well-
bei ng," anal ysts stated.

Acknowl edgi ng the need to conme up with renmedies to counter the stock and
forex markets issues, a market player recently has called for the
i mpl ementation of "circuit breakers" for stock indices to prevent extrene
volatility on the KLSE

In nooting the suggestion, Ml aysian | nvestors Associ ation president Dr
PHS Limsaid that the country should practise such a system because our
stock market is extrenely volatile in nature.

"When an index plunmets too steeply within a trading session, the
circuit breaker is automatically applied to stop trading for a stipul ated
time and resume thereafter,"” he said.

Acircuit breaker is meant to prevent extrene volatility when the index
is over shooting down the linmt as experienced by the KLSE, which | ost
47. 14 per cent or 602 points in terns of the Conposite |ndex.

Dr Limurged regulatory authorities in the country to think of the
concept, which was introduced after the Cctober 19, 1987 crash and was
used on the New York Stock Exchange.

He said the volatility was propelled by the herd instinct, overreacting
and psychol ogi cal panic.

The country may need sone serious econom ¢ and social refornms and
adj ust nents under present changing tines and fortunes.

"There coul d be no perpetual uninterrupted econom c expansion. Al
econom ¢ mracles have to take a rest,"” he said.

Dr Limsaid after the changing tines, Mlaysia could re-energe nore
dynam cally in her econom c expansion into the next mllineum

After closing the week - am d the 1998 Budget announcenent by Deputy
Prime M nister and Finance M nsiter Datuk Seri Anwar |brahim- at 794. 80
points fromthe previous week's close of 834.01, howw |l the KLSE fare in
days to cone, and today in particular, the day when the world's stock
mar ket s crashed 10 years ago.
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