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Conming nonths will be bullish for KL bourse

Fred Tam

SO FAR, Novenber has not been prom sing. Diverging fromour view and
bucki ng the regi onal uptrend, the benchmark Kual a Lunmpur Stock Exchange
Conposite I ndex (KLCl) slipped 21.52 points or 2.9 per cent in a flaccid
week to close at 721. 35.

Many short-termtraders nust have been caught on the wong foot again

for junping in | ast Thursday and Friday, in anticipation of a post-Budget
rally. It was difficult to stand by the waysi de and not buy when you are
inthe mddle of arally which sawthe KLCl rise 18.5 points over two
days, from738 to 756

But the lack of followthrough buying this week forced the unw ndi ng of
contra positions | eading to yet another round of |osses for the contra
traders.

It has been a very disappointing week to say the | east, giving that the

| ocal bourse was stone dead even in the face of the many potentially

bul l'i sh news. The wi dely expected post-Budget rally is a case in point.
Anticipated early polls is another. Ml aysia's strong Septenber trade
surplus of RVMb billion is yet another, not to nention strong Asian
bourses' recoveri es.

Week- on- week, the Singapore bourse rose by 64 points or 3.1 per cent to
2,111, the Hong Kong bourse by 353 points or 2.6 per cent to 13,610 while
Japan' s bourse was hi gher by 412 points or 2.3 per cent to 18, 354.

But true to the contrarian theory, the narket did not respond when the
maj ority nost expect it to. Then again, it is possible that the market
chose to respond to a strangely tined piece of negative news - and that
is, Morgan Stanley's del ayed inclusion of Mal aysian stocks into its

i ndi ces.

The Morgan Stanley factor could well have been a major cause of this
week' s downtrend given that the KLCl fell sharply from Mnday after Morgan
St anl ey' s announcenent over |ast weekend citing potential conputer

probl ens due to next February's |eap year.

But why some investors chose to react to Morgan Stanl ey's announcenent

is baffling. Have they questioned the possible notive behind the
preposterous reason given for its postponenent? Surely Mdirgan Stanley's
managenent are not norons not to have done their honmework as to whether
next February is a |l eap year before announci ng Mal aysia's reinstatenent on
August 13?

How can a reputabl e establishnment |ike Morgan Stanley then come out with
such a silly excuse to rationalise the delay in Ml aysia's reinstatenent
and expect us investors to believe then? If they are truly so short-
sighted, then maybe they shoul d wear spectacles suitable for 2020 vi sion.
If it was truly an oversight, we would say they are norons indeed. But

we are quite sure sone people knew what they were doing. Heard of a sinple
nmoney- maki ng strategy called "buy | ow and sell high"? In our viewthat is
what | ast weekend's announcenent of a delay in inclusion of Malaysia into
its energing indices was supposed to do - to get us out so others can get
back in. This is the exact opposite when, on August 13, certain people got
out and everyone el se got in.

We noticed that the I ow of the candle at 688 on August 12, the day

before Morgan Stanl ey's announcenment of Malaysia's reinstatenent, is stil
not chall enged even after | ast weekend' s del ay announcenent. This inplies
that buyers are stil lurking to accumul ate stocks. Wy shouldn't they?



These people know full well that Ml aysia's fundanentals are still strong
M Cyde Prestowitz, president of Econonic Strategy Institute in
Washi ngton D.C., drove this point hone about Ml aysia's prospects in an
article in London's Financial Tinmes |ast Tuesday. He said: "Wiile the
Prime Mnister's critics nmght be “crazy' and the Ml aysi an Gover nnent has
been criticised in the US for harassing political opponents, it is hard to
dism ss Mal aysia's econom ¢ achi evenents. In fact, not only is Ml aysia
recovering nicely, it is arguably doing better than any other Asian
country, with the possible exception of Singapore and Tai wan."
"Qthers can point to higher growth rates and hi gher trade surpluses. But
what sets Mal aysia apart is the greater speed and extent of its reforns,
and the strength of its econom c structure.
Prestowitz said Dr Mahathir, in rejecting the remedy of the
I nternational Monetary Fund (I MF), detected a fundanental flaw, which is
the potential for social disintegration and ethnic unrest in Ml aysia.
"The exanpl e of Indonesia - where a financial crisis eventually led to
unrest and political instability - supports Dr Mahathir's sceptici sm about
| M- policies," said Prestowitz.
Qur ot her reason for being bullish about Malaysia's prospects is our
expectations of a continuing strong Dow. It has been said that as |ong as
the US econony stays strong, Asia will export their way out of its
recession. It has been also said that for Asia to recover, Japan mnust
recover first.
Both statenents stand true to date. Technically we are of the view, and
has been all along, that the Dowis tracing out an "expanding triangle" -
and we are right so far. W have been and still are projecting the Dow to
make new highs in the nonths to cone, with a first target of 12,375 and
t he second of 13, 800.
As for Japan's Nikkei 225 issues, we are projecting its index to test
20,230 as a first target and possibly 22,400 later. Qur targets for the
Hang Seng I ndex are 17,330 and 20, 300 respectively, both targets bei ng new
hi storic highs while Singapore's |Index could make hi storic highs of 2,820
and 3, 370. Asian bourses' rallies will lift the Malaysian i ndex (KLCl)
along with themto test targets of 1,020 and 1, 260.
I n conclusion, we expect the conming nonths to be bullish. This despite
fears of the Y2K bug, despite delays in the inclusion of Malaysia into the
Morgan Stanley's indices, despite uncertainties over when the nationa
el ections wil be held, despite uncertainties over whether the Governnent
will garner two-thirds majority in the comng polls, despite uncertainties
over how the CLOB issue will be resolved, despite fears of a crash on Wl
Street, etc. This is because markets have their ways of sorting thensel ves
out when the tinme cones.
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