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Mar ket appears to have roomfor further rally

Fred Tham

AT LAST, the 600 psychol ogi cal barrier is now behind us.

After at least five failed attenpts at breachi ng the 600 mark since
January 17, the benchmark 100-stock Kual a Lunpur Conposite |ndex (KLCl)
finally succeeded.

As for those fund nanagers who took profits "big tine" around t he 600

| evel, they nowrealise that the market i s nuch bi gger than they thought.
VWiileit's true that "one will never go broke taking a profit”, it sure
hurts to see the market novi ng hi gher after what you thought was a "very
good sel | ".

Thi s week's rise was unexpected. Cbservers had expected things to be
qui et as many i nvestors were thought to be still on holidays.

In this short two-session week, the KLCI rose by a credible 19.67 points
or 3.27 per cent to close at 618.54. The Deputy Prine M nister can now sit
back and relish the thought that his appoi ntnent did nake a difference to
the market after all! (Last week we had mentioned that the KLSE perforned
even better in the week of the US-Britain | ed attack on Iraq when it rose
16.53 points or 3.1 per cent).

It's amazi ng that when one | east expect the market torise, it'll do
exactly the opposite. A case in point was the deval uation of the Brazilian
real. Just | ast Thursday, when news of the Brazilian currency crisis

br oke, anal ysts and narket pl ayers had expressed concerns over whet her
Brazil's currency fallout woul d trigger another round of financial
instability that had brought Asia to its knees in 1997.

Anot her exanpl e when the market will do the unexpected was on Sept enber

1, when t he Mal aysi an Governnent instituted exchange control s and ot her
measures to protect its stock market and econony fromfurther specul ative
att acks.

Instead of failing further as many had antici pated, the KLCl rebounded
strongly fromthe 262 level - and it never | ooked back. Yet another
exanpl e was during the uncertain days and weeks fol | owi ng t he ex-deputy
prinme mnister's dismssal fromoffice.

Few were willing to conmit for fear of reprisals and political
instability fromAnwar's arrest. But for those who dared, the market have
given themtheir due reward.

Many a tines we are asked the question "what does it take to becone a
successful investor?" The answer nust undoubtedly be "guts". Sone
investors just have it - the gut feeling as to when to enter or exit the
mar ket . Needl ess to say, being courageous alone is insufficient, but it is
no doubt an inmportant quality to possess to succeed.

The foll owi ng excerpt was taken froma book " The Fountain of Gold
witten by a Japanese trader in 1755. He wote “when all are beari sh,
there is cause for the market to rise. When everyone is bullish, thereis
cause for the price to fall.

This surely sounds |ike a market's unusual behaviour as refl ected by the
exanpl es we just described. Sone people call it “contrary opinion'. And
our “PlI Market Sentinment |ndex' (MslI) which we had introduced to this
colum |l ast week is an indicator to neasure this “opinion of the crowd' .
If for exanple, 50 out of 100 respondents are bullish, then the
correspondi ng MSI percentage is 50 per cent. If 20 out of 100 respondents
are bullish, then the Msl is 20 per cent and so on. But once this

I ndi cator gets too extrene, the nmarket woul d behave ot herw se. Qur MSI can



t hus be used as an indicator of “contrary opinion' as well. In the US they
also nanme it as “bullish consensus'
On January 15, we nmentioned in this colum that we had expected the
mar ket to be bullish this Thursday (January 21) because the MSI was on the
rise (from62 per cent to 73.6 per cent). Sure enough. The KLCl rose from
15.55 points from598. 97 to 614.52
As at Thursday, the Msl for next Monday (January 25) shows a 87.5 per
cent bullish response. Qur reading of this percentage inplies a
continuation of market strength on Monday. But once it gets overly
bul I'ish, we woul d be cauti ous of an overbought market. Hence, nonitoring
the MSI indicator can assist in determning the psychol ogy of the players.
The bul l'i sh cl ose this week coul d be due to a nunber of bullish market
factors. Besides the market's belief that the Brazilian currency fall out
i s good for Mal aysi an stocks, news that Prinme M nister Datuk Seri Dr
Mahat hi r Mohamad's nmeeting with foreign fund managers and bond i nvestors
next Monday to take up governnment bonds as well as to di scuss repl aci ng
the one-year bar on foreign portfolio investors who want to repatriate
funds is hel ping to shore up market confidence.
Mal aysi a nay enul ate Tal wan's nodel of a rating scale of "nmpbst favoured
i nvestors" where long-termqualifiedfinancial institutions are favoured
over short-termhedge funds through a graduated scal e of incentives and
exit taxes.
"I'f Malaysiais able to prove to the world that you can differentiate
the types of capital flowyou pick for econom c devel opnent, ot her
countries mght look at it and followsuit," said a head of Asian fixed-
i ncome research at Nomura Securities Pte Ltd, Singapore.
Technically, one can see fromthe chart that it is tracing out a perfect
"V' formation. It took the KLCI an exact 20 weeks to fall fromthe 620
level to 262 as it istorise back to the 620 | evel (see bottomchart).
This i s uncanny. Who says history does not repeat itself? It isonthis
basi s that technical anal ysis works!
If things remain just as symmetrically perfect interns of tine, thenit
woul d t ake anot her three market weeks for the index to rise back to the
733-739 |l evel . Based on this assunption then at 618.64 this week there is
still roomfor the market to rally.
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