21/ 11/ 1998
Further accurul ati on of blue chips still recomended

Fred Tam

| NDEX- | i nked stocks on the Kual a Lunmpur Stock Exchange (KLSE) continued to
drift lower this week on a mxture of profit-taking and over a diplomatic
row wi th Washi ngton this Monday.

Fortunately, stock market players were cal menough not to allowan ill-
manner ed speech by US Vice-President Al Gore to trigger a sell-off on
Mal aysi an st ocks which could well have happened had currency rate exchange
controls were not inplenented by our Governnent.

At a di nner on Monday night, Gore, attending the Asia Pacific Econonic
Forum (Apec) in Kual a Lunmpur on behalf of President Bill dinton, had
endorsed a reformnmovenent dubbed "refornasi", bent on overthrow ng Prine
M ni ster Datuk Seri Dr Mahat hir Mohamad.

In his dinner speech, he told the business gathering where several Apec
| eaders including Dr Mahathir were present that denpcracy and reformwere
essential for econom c progress and praised the "brave peopl e of Ml aysi a"
demandi ng reform

The uproar and condemnation that foll owed, from Mal aysian people to that
of Apec | eaders, could have spilled over the stock market pits the very
next day and trigger a dive on Ml aysi an stocks. But to many an investor
delight, the I ocal bourse remained sturdy, unfazed by Gore's remarks. Hi s
rhetoric had fallen on deaf ears.

Week- on-wek, the KLSE conposite index (KLCI) nerely shaved off 3.52
points or 0.76 per cent to close at 461.56. The second board i ndex was
even in a nore buoyant nood, bursting into rotational activity as
i nvestors scoured the market place for attractive buys, brushing aside the
US Vice-President's misplaced and ill-advi sed renarks.

According to Reuters, stock dealers said Gore m ght have overdone a
campai gn backi ng scked forner Prinme Mnister Datuk Seri Anwar |brahim

"I would have to confess sonme of Gore's points are valid and that he has
the right to express them but he should have nmade t hem on anot her
platform®" said a |ocal dealer. "It has angered a | ot of people locally,"”
he sai d.

"The USis trying to send a very strong nmessage to Mal aysia, but | do
think they could have chosen a better forum" said another dealer. "This
coul d have the effect of creating a ot of new support at hone for Dr
Mahat hir, " he said.

Core had said: "Denocracy confers a stanp of legitinmacy that reforns
must have in order to be effective. And so anobng nations suffering
econom ¢ crises, we continue to hear calls for denocracy, calls for reform
in many | anguages - people's power, "Doi Mi', “reformasi'. W hear them
today - right here, right now - anpong the brave people of Ml aysia".

What do we think of M Gore's remarks? We think they are downri ght rude,
arrogant and abhorrent. Gore's remarks tantanpunt to inciting | aw ess
el ements to overthrow our Government.

He is, in other words, stirring us to go into the streets and riot, burn
vehi cl es, damage properties and throw nol otov cocktails to effect a change
of governnent.

But the majority of Malaysians are nore civilised than that. W are
unli ke our nei ghbour which is the product of US interference. Every four
to five years, Malaysians go to the polls to elect our representatives
just like in the US

And shoul d we be unhappy over government policies, should we feel that



it is not practising the kind of denbcracy we are happy with, we voice our
di spl easure through the ballot box and not by runni ng amok through the
streets as what Gore is advocating. Enough said about his total |ack of
sensitivity and sensibility towards others.

This week's consolidation on the nmain board, besides being Core-
inflicted, is due to force-selling activities by brokers on shares bought
but not taken up on the high volune day of Novenber 11.

Wednesday' s and Thursday's mar ket weakness were the cul mi nati on of
force-selling, representing T+5 days and T+6 days.

It is no wonder that Mal aysi an stocks rose across-the-board yesterday
just as we had correctly nmentioned in our daily newsletter.

Wth yesterday's rebound the KLCl,as well as the second board i ndex,
have conpleted its Fi bonacci retracenent objective of 38 per cent fromits
prior rally which conmenced from Novenber 2 to Novenber fromthe 405 | evel
to the 482 level on the nain board index and from98 to 145 on the Second
Board | ndex.

The Dow Theory states that if a market recovers after a 38 per cent
correction, it can be construed as a "strong" bull market. If it rebounds
after a 50 per cent correction, it is terned an "average" bull narket and
if it recovers only after a 62 per cent correction, it is considered a
"weak" bull market.

Wth this definition in mnd, one can see fromthe chart that the KLCl's
rallies are getting stronger by the day since Septenber 2.

Note that imrediately after the Governnent's inposition of currency
exchange rate controls, the rally from Septenber 2 to Septenber 7
(Quadrant A) corrected 62 per cent, inplying that investors were stil
uncertai n about the long-termeffect of the controls.

But note that the second rally fromCctober 6 to October 21 (Quadrant B)
took on a stronger formas it corrected a nmere 38 per cent before
reboundi ng to make a new hi gh.

In the nost recent rally from Novenber 2 to Novenber 11 (Quadrant C),
its pull-back represented 38 per cent of its prior upnmove - a sign of a
strong bull market.

Unl ess the KLCl can violate its support of 451 registerd on Thursday,
the uptrend that comenced on Septenber 2 is not threatened at all

Based on the above observation, we would continue to advocate further
accumul ati on of blue chips for we expect the KLCl to test its i mediate
target of 560 - this being the 100 per cent of Wave 1 (262 on Septenber 1
to 473 on Septenber 7).

Next week, we are | ooking favourably at second board stocks which are
poi sed for further advances.

Their individual stock price and volune charts and that of its index
reveal ed that players' confidence ahve returned to the | ocal bourse

After a rest of seven sessions the second board i ndex is seen resuning
on another round of rally via a wedge breakout pattern (see chart).

W are expecting the second board index to test its inmredi ate target of
150 and thereafter, to 170.

G ven the strong market sentinments as reflected in the charts, investors
shoul d remain invested for the charts are saying that Gore's utterances
have been di scounted by the narket.
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