09/ 08/ 1997
Trend still bearish despite KLClI's 4.03-point rebound

Fred Tam

LAST week we spoke about the possibility of the Kuala Lunpur Conposite
I ndex (KLClI) experiencing another sell-off to continue with its wave "c
correction to test 880 if its low of 988 on July 11 was violated on the
downsi de.

As it turned out, the KLClI tripped belowits 988 support this week and
free-fell for three out of five sessions. Tuesday's session was the
| argest in percentage terns this year, surrendering 33.48 points or 3.43
per cent. \Wek-on-week, the KLCl |ost a hefty 70.27 points or 7.0 per cent
from1,002 to 932. 36

A dearth of negative news this week punch a hole in the market. First
negati ve was | ast weekend' s announcenment by Bank Negara to limt the
anmount of ringgit which overseas players can buy. These curbs were part of
its strategy to cool speculation of the ringgit which had been under
attack fromcurrency speculators. Wiile it succeeded in firm ng the
ringgit to a high of 2.5800 and bringi ng overnight rates down to 7.5 per
cent on Mnday, the stock market took the heat instead.

The second negative was the worse-off-than-expected trade deficit of
RV2.8 billion for June nonth announced after tradi ng hours on Mnday. |
woul d say that this piece of news wei ghed heavily agai nst the | ocal bourse
this week. Short-selling of key blue chips through the use (or rather
abuse) of Securities Borrowi ng and Lending (SBL) facilities and through
Kl of fe had exacerbated this week's fall.

It does not take nmuch capital to bring down the index, for after all the
bears only had to target key blue chips |ike Tel ekom TNB, AWB, RHB and
Maybank to bring down the index. Its certainty is ensured by shorting the
| ow-vol ume Kl of fe stock index futures contract.

G ven the ease in manipulating the KLCl by just dunping a few heavily-
wei ghted stocks, it may pay to consider enlarging the KLCl stocks to nore
than the current 100 stocks.

This week's battle between the bulls and the bears on the key blue chip
stocks for supremacy was very obvious. For despite the nunerous bearish
announcenents, institutions were buying heavily into the downtrend. The
bounce of 6.66 points on Wednesday was the result. But the rebound was
short-lived. Dunping was surprisingly unopposed the next day resulting in
anot her 23.41 point-drop thus reversi ng Wednesday' s bounce.

This surely | ooked |ike a "dead cat bounce" and on hindsight, | wonder
if funds should continue to throw good noney after bad by trying to "catch
a falling knife".

If not for the Prime Mnister's call on Thursday to buy, it would be
difficult to envisage the market's rebound yesterday. Datuk Seri Dr
Mahat hir Mohamad was reported to have said: "If | were a player, | would
cone in to buy". But what does a 4.03 point rebound yesterday nean in
terms of market sentinent? Is it strong enough to call an end to a
downt rend?

Unfortunately not. It is too early to be euphoric about a narket
reversal just fromthis rebound though the bl oodletti ng may have
tenmporarily stopped. G ven that even the stronger rebound of 6.6 points on
Wednesday had not succeeded in causing a trend reversal, how nmuch wei ght
shoul d we place on a nere 4.03 point rise yesterday?

G ven the oversold market sentinent, a rebound may resune early next
week, but | would not place too much weight on any rally as many bl ue



chi ps maj or supports have al ready been violated on the downsi de. The
general trend of the KLCl is still very nuch in a bearish phase and it
woul d pay to remain sidelined until we see a higher high and low. | do not
di scount the market trying for a lower lowto test its next support of 880
and thereafter 836, its January 14 1995 [ ow. Be careful.

Week- on- week, the second board i ndex 36.40 points to close at 509. 46.

Their | osses were unfortunately caused by the spilling over of the weak
sentiments emanating fromindex-|inked stocks. Due to the violation of its
support S-S at the 520 level, | expect further weakness on second board

stocks next week. Wth the stochastics indicator having signalled a
"triple screen" sell signal, next week's market could even by sharply
down.
Be careful
( END)
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