05/ 09/ 1998
Share market rally expected to spill over to next week

Fred Tam
THE | ocal bourse registered its nost astonishing performance this week.
VWi | e many had expected the | ocal bourse to plunmet further on
Mal aysi a' s announcenent of unprecedented stringent capital controls on
Tuesday, investors reacted ot herw se.
Contrary to criticisnms by the International Mnetary Fund and foreign
anal ysts that inposition of foreign exchange controls and curbs on foreign
i nvestnent in stocks would sink the country further into the depths of

econom ¢ depression and financial turmoil, investors proved the pundits
wr ong.
Local funds and retail investors bought up stocks across the board that

had been cheapened by 17-nonths of persistent selling on the back of
"shocki ng" nmeasures introduced by the Governnent this week.

The benchmar k Kual a Lunpur Conposite Index (KLCl) soared 50.37 points or
16 per cent on Friday alone, its best one-day percentage gains since
February 3. Wek-on-week, the KLCI was higher by a total of 60.53 points
or 19.98 per cent to close this week at 363.44. The broader Enmas | ndex
rose 12.99 points or 16.68 per cent on Friday and a total of 16.26 points
or 20.44 per cent this week.

One neasure that had the desired effect of buoying the stock market this
week was the fixing of the exchange rate for ringgit at 3.80 to a US
dol | ar since Wednesday. By doi ng so, the Governnment has effectively
i nsul ated the Mal aysi an econonmy fromfurther specul ative attacks on our
currency and on our stock market.

Banni ng of the repatriation of ringgit fromoverseas from Cctober 1 is
anot her nmeasure that will nmean a return to Malaysia of at |east RW
billion of ringgit deposits currently parked outside the country.

But the nost inportant curb anong the "shocki ng" neasures introduced by
the Governnent this week was Mal aysia's decision to stop recogni sing stock
mar ket trades done by Singapore's CLOB.

On August 31, the Kual a Lunpur Stock Exchange had announced that al
deal i ngs in Ml aysi an securities nust be executed on a KLSE recogni sed
exchange, which excludes CLOB I nternational of Singapore. This nove has
effectively bl ocked the | oophol e of hedge funds m susing CLOB as the
conduit to short-sell Ml aysian shares.

Besi des plugging this | oophole, the anti-CLOB nmove will mean that
of fshore share tradi ng accounts on Mal aysi an stocks anobunting to at | east
RW20O billion will have to be channell ed back to Ml aysi an exchanges.

The drying up of selling pressure on Ml aysi an stocks were al so
attributed to the ruling by the Bank Negara on Wednesday t hat prevent
foreign investors fromtransferring ringgit derived fromsal es of
Mal aysi an stocks out of Malaysia for one year. Bank Negara had rul ed on
Wednesday that foreigners nust hold for at |east one year ringgit proceeds
of any stocks sold after Septenber 1, regardl ess of when they bought the
st ocks.

Conti nui ng easing of nonetary policy by Bank Negara al so had t he desired
ef fect of boosting market activity on the stock market this week. On
Thur sday, Bank Negara further revised downwards its three-nonth
intervention rate from9.5 per cent to 8 per cent, its fourth cut in five
weeks.

Alower intervention rate will nmean | ower rates on deposits and | ower
borrowi ng rates for businesses, all of which are favourable for stocks. W



expect further falls in the near future.

Thi s week Mal aysi ans were shocked by the announcenent by Prinme M nister
Datuk Seri Dr Mahathir Mohanad of the dism ssal of his deputy, Datuk Seri
Anwar | brahimfromthe latter's posts of Deputy Prinme Mnister and Fi nance
M ni ster on Wednesday after market hours, and a day |ater of Anwar's
expul sion fromthe ruling UMNO party on Thursday ni ght.

But investors shrugged off Anwar's dismissal. The stock market rose
i nstead, froma new 10-year |ow of 261.33 to 363.44 by Friday's close for
a 102.11-point or 29 per cent gain in three days.

Al'l said, it is becom ng clear that although Mal aysi a had chosen the
unort hodox way in dealing with an econom c crisis and had directly
contradicted the crisis prescriptions of the M, the US Treasury and a
host of other experts - that of the inposition of capital controls - the
hearty response frominvestors on the | ocal bourse this week is
encour agi ng i ndeed.

And this new found confidence and hope is likely to spill over onto the
stock market next week and the weeks ahead as market bulls wll be
expected to re-enter and drive this market rally of the past three days to
even greater heights.

Technically, the charts have already confirned that a najor market
bottom has been reached when the KLCl hit 261.33 on Septenber 1. The
three-day rally fromWdnesday was powerful enough to breach the
persi stent down-channel resistance |line and on strong tradi ng vol une,

i nvestors should fathomthe anpbunt of buying interest (or lack of selling
pressure) packed behind this nove.

The earlier one understands this change in the trend, the lower will be
your buying price. As we expect this trend to take the KLCl up to a first
target of 480, investors will still be intinme to catch the next train. W
were thus right on the ball after all when we said in our previous week's
colum that "it is not wise to be a seller right now'.
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