06/ 09/ 1997

Unor t hodox noves pay di vi dends

WHETHER t he Governnent's nove to designate the Kual a Lunpur Stock
Exchange's (KLSE) 100 bl ue-chip stocks was really effective in driving off
the spectre of manipulators is arguable. But whichever way the verdict on
Mal aysia's wisdomin dealing with its currency and stock market crisis
goes, the Government's neasures certainly captured gl obal attention.

The measures included making it illegal to short sell and to |lend scrip.
The Governnent al so decl ared an econoni ¢ war agai nst mar ket mani pul at ors,
ordered local funds to flex their muscles in the | ocal bourse, offered to
buy shares at a premiumfromtroubl ed players, and naned the culprits
behi nd the regi onal currency and share market ills. Conpared to neasures
taken by other governnments in the region that were facing simlar currency
and share market turnoil, Ml aysia's nove was unorthodox and tough - even
gung-ho - and it chall enged conventional thinking. It was certainly not
i ked by many foreign fund managers, partly because the rules of the gane
had changed and they were not changed by them

Under st andabl y, when the Governnent announced it was lifting the ruling
to designate the 100 stocks, commentators junped on the bandwagon to
ridicule the authorities. They said Mal aysi a was "backtracki ng" and
"reversing" a decision that was not too clever in the first place. Sone
bl amed the drop in the KLCl to the ruling. They argued, that foreign
i nvestors had | ost confidence and were staying away fromthe Kual a Lunmpur
bourse. Fund nmanagers said that they did not appreciate the rules being
changed i n this manner.

But people - players especially - forgot very quickly that the KLCl was
on a downward spiral and the trend just before the KLSE announcenent on
August 27 showed that the KLCl was going to continue falling. The
currency, affected by, or affecting, the bearish sentinments on the | oca
bourse, was also fading. It could have been called a "steady" decline or a
slow, painful death. In a briefing for editors on the neasures being taken
by the Governnent | ast week, Prine Mnister Datuk Seri Dr Mahathir Mhanmad
sai d the Governnent expected the designated securities ruling to
"expedite" the fall in the KLClI. The ban on short selling nmeant players
woul d have to deliver before sale while the call for [ocal funds to buy
meant that there woul d be enough support to ensure that the supply of
shares was controlled. This would al so expedite the departure of the
mani pul ators and allow the KLCl to find its bottom If not for the ruling,
the index would only have fallen to this week's level in a nonth or so.

I ndeed, as expected, the KLCl saw drastic drops in trading during |ast
week and saw the index rising on the back of support froml ocal
institutional players. At the end of yesterday's trading - a full eight
hours after the KLCI stocks were no |onger classified as desi gnated stocks
- the KLCl gained 90.47 points to close at 821.59. This was hi gher than
the cl ose on August 27, the day before the KLSE ruling took effect. It was
al so probably the single largest gain in terns of percentage and hel ped
pull up all nmarkets in the region.

As expected, foreign analysts and reports started blanmi ng the new ruling
for the even nore bearish sentinments on the KLSE. They accused Ml aysi a of
bei ng pani cky, shortsighted and stupid. But the fact renai ns that the
market is nowa lot nore bullish than it was a week ago. And there has
been no other good news to attribute the sudden bullishness to, except the
announcenent about the KLSE goi ng back to status quo. The foreign anal ysts



and funds are not likely to give any credit for this to the authorities,
not do we crave any. At the end of the day, the track record of this
country will speak for itself. Ml aysia did not achieve a decade of
uni nterrupted hi gh growt h by having shortsighted policymakers. It did not
succeed in being an industrialised nation, elimnating poverty, and
pronoti ng harnony by being panicky. It did not survive in the face of
vicious attacks on its currency and stock nmarket by being stupid.
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