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Futures premi umover cash augurs well for market

Fred Tam

THE benchmar k Kual a Lunpur St ock Exchange Conposite | ndex (KLCl) junped
nmore than 20 points early Wednesday after getting a whiff of an i npending
general el ections when Prine Mnister Datuk Seri Dr Mhat hir Myhanmad
skipped atrip to South Africa for the Conmonweal t h Heads of Gover nnent
Meet i ng ( CHOGV) .

The Prime M nister's official call for Malaysia' s 10t h general el ections
on Wednesday ended nont hs of specul ati on, but cane as a shocker for even
on t he day before, anal ysts and di pl omats had said polls were nore |likely
in 2000.

Respondi ng t o news of the di ssol ution of Parlianent, Ml aysi an stocks
cane alive and were bought up briskly, lifting the KLCl by nore than 20
points early Wdnesday before profit-taking pared its gains to 13.27
points to close at 728.81

Fresh bouts of profit-taking and position squaring on Thursday and

Friday continued to cap further anticipatedrallies, weakening the KLCl
further to close the week at 721.52.

Investors' initial euphoria had turned cautious by t he weekend due to
uncertainties over whether theruling coalitionwll be abletoretain
two-thirds majority in the com ng general el ections.

Week-on-week, the KLCI was dealt al nbst unchanged, higher by a nere 0. 17
of a point to close at 721.52. This | ethargy was agai nst a backdrop of
strong cl oses i n Si ngapore and Hong Kong, which saw hefty gai ns of 74
points or 3.5 per cent to 2,185 and 579 points or 4.3 per cent to 14, 189
respectively.

Wth the market easing back after only a day of gains, investors are

begi nning to feel the many uncertainties that cones with t he hol di ng of

el ections. To buy or not to buy now - that's the big question

If one were to pose this mllion ringgit question to investors, the
majority of themwould prefer to stay aside. "W would rather wait for the
out come of the general el ections before conmtting any further” woul d
invariably be their reply.

Here are sonme possi bl e reasons whi ch do not favour buying right now The
first is the expected nmud-slinging fromboth sides, all of which are going
toirk investors; worst still, what if there are riots?

The second is the often feared outcone, that the ruling coalition may
just win by less than two-thirds. How woul d the market react? Wat about
the fear of an Qpposition win, although it would be by a very | ong shot.
The mar ket woul d pl unge.

Thirdis the unlikely entry of foreign funds into the market until after
the elections. If so, where are the funds to boost the narket right now?
The conventional wi sdom therefore, is to stay aside until after the

el ections.

There are other investors, however, whothink alittle differently from
the majority. These investors will tell us that perhaps the best time to
be pi cki ng up stocks is the tradi ng day after Novenber 20, the nomi nation
day for all candidates.

"But first, one will have to scrutinise the candi dates fromboth sides
bef ore buying. Wo the victor will be as well as the percentage majority
they will conmand will be much clearer once the Iine-up of the contestants
are known, " sai d Madam Khoo (not her real nane), aretail investor who
cane by our office yesterday.



"But why not buy only after the el ection results are announced, when the
political haze has lifted and the economni c road ahead of us is clear
enough not to fall into an abyss?" we asked Madam Khoo.
"Where is the “super-profits' to be gai ned when we buy when everyone is
buyi ng?" she snapped back. "People tend to forget that there are just as
valid reasons, if not nore, for buying now "
What are they?
"For one, buying support for |ocal funds may be present during this
transition period to boost the ruling coalition's chances of w nning.
Two, disagreenents anong the Opposition coalition over whether they
shoul d pursue certain ethnic sensitive policies are seen to be a factor
whi ch coul d weaken their chances of wi nning.
"Three, there will not be nmuch broker force-selling pressure as force-
selling fromthe high volume day of Cctober 29 is already over by Novenber
9 except, of course, Wednesday's hi gh vol une day.
"If prices do not rally soon, squaring of contra positions by Novenber
18 could still be a reason for i medi ate weakness. One option may be to
buy after next Thursday, the force-selling day.
"People tend to forget that Mal aysi a' s fundanent al s have been i nprovi ng
since selective capital controls were i npl enented fromSept enber 1 | ast
year.
"They still are. For exanple, this week, there is news that Mal aysia's
foreign reserves in the last half of Cctober rose and i ndustri al
production figures for Septenber was hi gher by 19 per cent. Manufacturing
out put was 5.9 per cent higher in Septenber as well when conpared to
August and 25 per cent hi gher year-on-year
"What about the positive results fromPublic Bank, Maybank, Pacific
Bank? Doesn't this trend refl ect an econonic recovery for our nation? And
just yesterday, Standard and Poor's was reported to have upgraded t he
country's ratings to BBB because of Ml aysia' s stronger-than-expected
economni ¢ recovery."
Fromthis poi nt on, MadamKhoo sounded even nore confi dent about buyi ng
now and began to shrug off the "wait-for-the-nom nati on-day- bef ore-buyi ng"
ki nd of tone. She had put on her chartist hat. Leaning forward, she tal ked
about market sentinent.
"Yet anot her reason for buying nowis because | ama contrarian. As a
contrarian, | would want to ~buy' when everyone is selling or staying
asi de, and “sell' when everyone i s buying.
"I am buyi ng now because the charts show that we are in a Wve 5 nove up
to test the 1,000 level in the next couple of nonths inline with the
regi onal uptrend. And I am buyi ng now because | ama | ong-terminvestor
who i s not concerned about short-termfluctuations.
"Last but not |east, | ambuying because there is a 17-point prem umon
Novenber futures over cash as at Friday's close. The KLCl was at 721. 52,
whi | e Kl of fe's Novenber futures was at 738.60. And when futures trade at a
prem umover cash, the i nmedi ate cash nmarket is expected to be bullish."
And this despite the fact that all technical indicators we are
nonitoring are still in bearish territory? we asked.
"I amafraid so, because technical indicators are usel ess when a nar ket
is in Wave 4," she shot back
Wth that, she ended our short conversation, murmured sonething to
hersel f, picked up her cell phone, dialled a nunber and shortly after was
heard speaking into the nout h-piece: "Buy 10 | ots Novenber futures at
market." That was just after 5pm Friday.
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