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Stronger market expected in view of current resilience

Fred Tam

TENAGA Nasi onal Bhd, IJM Ganuda, Road Buil ders and Puncak are stil

mar ket | eaders in this rally despite pull backs this week. Their charts
remain in strong technical positions and can be classified as stocks of
"high premuni quality.

Next in line in terns of strength are a whol e spectrum of stocks on the
KLSE whi ch could be slotted into the second category of "prem unt quality
where prices are not higher than the high of Septenmber 7 but are very much
above the Cctober 5 1ow, let alone its all-tinme | ow of Septenber 1 when
the Kual a Lunpur Conposite Index (KLClI) hit rock-bottom at 262.70.

So what is so bad about capital controls? Haven't stocks recovered from
their all-tinme | ows of Septenber 1? Many have gai ned nore than 100 per
cent since Septenber 1. As at this Friday, the KLCl settled at 405. 33.
When conpared to the recent | ow of two nonths ago of 262, the KLSE is
still better by 143 points or 54.6 per cent.

But of course cynics are now saying that Ml aysia has bought itself sone
time through sone deft neasures, but they doubt that the econony will work
out inthe long run. Let us just say that if Ml aysia had not noved
decisively to stemthe tide of hedge fund attacks on our narket on
Septenber 1, we doubt if Mal aysi ans had any chance to tal k about the I ong
run. Coul d one inagi ne where the nmarket woul d have headed if the
CGovernnent were without any sort of strategy when prices were crashing
bel ow 300 on Septenber 1? If readers can recall, the narket was taking
about 180 points on the index - and many of us didn't even blinked an eye.

The conti nuous barrage of attacks on our currency, stocks and stock
i ndex futures markets on nmultiple fronts were so concerted and vi ci ous
fromApril 1 to Septenber 1 that had the Governnent not inplenented some
sort of defensive measure swiftly, it is not inprobable we could end up in
dire straits as that faced by a nei ghbouring country even now. Just w thin
a short span of five nonths fromApril 1 and Septenber 1, the KLSE | ost
438 points or 62.5 per cent from700 to 2621

The helicopter view of the Ml aysian stock market in the past 18 nonths
was even nore scary. The KLCl fell from 1,270 on February 28, 1977 to 262
by Septenmber 1 for a 1,008 point vertical drop like a helpless little boat
flipping over the Niagara Falls. That represented a 80 per cent |10sSs in

val ue! Froma RMBOO billion rmarket capitalisation market, the fourth
| argest in Asia after Japan, Hong Kong an Taiwan, the Ml aysian stock
mar ket is now a nere mnnow at only RML60 billion by Septenber 1. Had we

not taken the steps we did, 180 on the index could well be areality.

And what was largely the cause of this econom c devastation, not only in
Mal aysia, but in Asia, Russia and Latin Anerica was clearly the
mani pul ati ons of unregul ated US hedge funds on foreign nmarkets. Wen hedge
funds can leverage 50 to 60 tinmes their capital, and in Long Term Capital
Managenment's case, 200 tinmes, it is not difficult to take control of any
mar kets. One doesn't need a teamof two noble |aureates, a forner Chairnman
of the Federal Reserve Fund and a Wall Street ex-bond trader to create the
ki nd of econonic weckage they did when with a nere US$3.5 nmillion, LCTM
coul d borrow US$1 trillion. Wien a snall country |ike Ml aysia has only
RM2O million in circulation, LCTM coul d have swal | owed and di gested us 200
ti mes over.

Using | arge anobunts of noney which only appear on conputer screens and
switching themin and out with the hel p of nodern information technol ogy,



hedge funds ravaged econom es and their invisible hands were felt in Asia,
Russia and Latin America. It is not surprising that these notorious funds
are responsi ble for the decline of the Japanese yen, their stocks and
futures markets. Japan should learn the | esson from Mal aysi a' s experi ence
and resort to sonme formof exchange controls if they are to be sal vaged
fromthe econom ¢ weckage

Qur Prinme Mnister Datuk Seri Dr Mahat hir Mohammad was right all al ong
when he called for tight regul ati on of hedge fund activities. But his
views were di scarded as being that of a “nadman' until the coll apse of
LTCM

The upcom ng APEC conference is therefore a nost opportune forumfor
Japan and the rest of the world to call for stringent regul ation of hedge
funds and borrow ngs besi des di scussing neasures to adopt a sl ower pace in
free trade and investnent. Ml aysia should be lauded for its intention to
spear head anti-specul ati on neasures on the APEC agenda and we hope t hat
ot her countries especially Japan will come up strongly in support of such
nmeasur es.

Chartwi se, on the Ml aysi an bourse, the close on Friday is steady enough
for us to expect a stronger market next week. In view of the resilience on
many stocks this week, especially on Friday, we are calling for further
accumul ation. No sell signal is evident at this point.
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