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Mar ket uptrend expected to continue next week

Fred Tam

THERE are reasons to be proud of the | ocal bourse this week.

First isits setting of newhistoric records in ternms of daily turnover,
twice within a week. Once on Monday, July 6 when the Kuala Lunpur Stock
Exchange (KLSE) cl ocked 1.27 billion shares supersedingits July 2 record
of 1.258 billion shares and anot her occasi on on Friday, July 9 with a new
record turnover of 1.31 billion shares. And note that this was acconpani ed
by ariseinthe KLSE s Conposite I ndex (KLCl) which inplies bullishness.
Second is the KLCl's naking of a new 22-nonth high close this week of
851.67. The previ ous occasi on the KLCl was seen at these | evel s was on
Sept ember 12 1997.

Third was the ability of the KLCl to w thstand brokers' cut-back on
credit linmts torenmsiers this Wdnesday, to end the week hi gher (at
851. 67) than Wednesday's cl ose of 839.52.

The good news seen as the driving force behind the | ocal bourse's rally
this week are the rel ease of May's I ndustrial Production | ndex (IPl)
figures which showed a rise of 5.4 per cent year-on-year, the re-rating of
Mal aysi a's growt h donestic product (GDP) from2 per cent to 4.9 per cent
by foreign broking house Merill Lynch, market tal ks of the Milti-Purpose
group of conpani es and Land and General 's takeover of certain financi al
institutions and an i npendi ng announcenent of Ml aysi a's next general

el ection by our Prinme Mnister Datuk Seri Dr Mahat hir Mhanad.

But the rel ease of good news fromthe strong industrial output data for
May on Wednesday did not inspire i mmedi ate buying as it was over shadowed
by retail selling triggered by some brokers "sudden” newruling on | ower
credit limts for its remnisiers.

A mgjor retail broking firmin Kuala Lumpur was runoured to have reduced
credit limts extended to rem siers fromfive tines of their deposits with
their conpany to four tinmes. Sonme Penang brokers and Sout hern Mal aysi an
brokers were al so said to have lowered credit linmits givento their
remsiers.

Qoviously when credit - whichis the lifeblood of the market - is being
withdrawn, rem siers are forced to sell-down stocks in order to stay
within the newlimts.

These "force-selling" and runours stemm ng therefrom unfortunately,

were sufficient to cause enough | oss of confidence in players to trigger a
correction on Wednesday afternoon.

But fortunately the market recovered remarkably wel |l fromThursday,

t hanks to market | eader MPLANT' s ral Iy, negati ng what could well be the
start of a market correction com ng fromthe "sudden" reduction of credit
limts to remsiers.

Their actions may seemharmni ess gi ven the KLCl's i medi ate recovery on
Thur sday but on previous occasions |ike sone three years or so ago,
simlar nmoves by brokers had succeeded i n shaki ng our stock narket.

These types of announcenents are not new. That is how powerful brokers
can be.

G ven their power to dictate nmarket sentinent, we woul d urge the
authorities to look into this matter on whether brokers are at their
liberty toraise or lower credit limts as changinglimts arbitrarily
have proven once agai n on Wednesday that it can danpen nmar ket senti nents.
The nmarket can be at their nercy.

Mich as it may be the prerogative of brokers to deci de on the amount of



credit giventotheir rem siers, brokers have to understand that sudden
reduction of linmts canlead to frustrated clients and their possible
wi t hdrawal fromthe market. Once pl ayers withdraw, the volunes requiredto
sustain a rally beconmes absent |eading to weaker prices.
Brokers must understand t hat when daily business is back down to 100
mllion shares or | ess and they now seek to change their policy once again
by raisinglimts to attract players, there will be fewtakers. Renenber
that once burnt, it will be difficult to find replacenent players. As
such, brokers must understand the perils of playingwith fire.
Instead of lowering credit Iimts why not urge th KLSE to i npl ement the
T+3 rul e? That should serve to protect themto a certain extent. Another
suggestion may be to limt purchases to only stocks with strong
fundanmentals or limt financingto certainpricelevels. Alternatively,
authorities couldinsist on approval by thembefore brokers can change
credit limts given out to renmsiers. Authorities nmay al so choose to "fi x"
amnimumlimt bel owwhich brokers cannot reduce.
Qur sources reveal ed that one broker even resorted to i npl enenting a T+2
rule for its clients to protect itself frommarket risk. That is how
haphazard the situation is.
This tine around, we were gl ad that the nmarket was strong enough to
overcone this piece of bad news. Wth the successful rebound fromThur day,
stocks are now back on track agai n.
We had nentioned before that our first target is 850. Wth the KLCI now
standi ng at 851. 67 after a scare that sawthe index fall to 834.94 early
Thursday, it is highly possible to see the KLCl scaling new heights in the
weeks ahead to test our next higher target of 1,070. W viewthe current
consistently high volunes as a critical requirenment if the bull runisto
be sustai nabl e.
Backi ng our contention of a continuation of the market's rally in the
weeks ahead i s our observation that the EMAS | ndex (which tracks all main
board stocks) is in a technically stronger position that the KLCl as it
ahs exceeded its first price objetive of 209. At 221.49 this Friday, the
EMAS | ndex is nowenroute to test its next higher target of 262, this
being a 1.62 Fi bonacci extention of Wave 1 (see chart).
This week, |lower liners an even second boards had overshadowed i ndex
i nked stocks' performance. This i s evidenced by the fine perfornmance fo
our Pl I ndex which rose 20. 31 points or 10.59 per cent to 212.02 while the
second board i ndex gai ned 18.53 points or 10.13 per cent to 201.44.
Looking at the KLCI will not reveal the true extent of the bull run we are
now wi t nessi ng as heavywei ght stock Tel ekomhas been bogged down by
runours of resignation of its top managenent. But the Tel ekomchart is
reveal i ng that whatever selling pressure emanating t herefromhas subsi ded
and support has been found at RML3. 10. Unl ess Tel ekomcan break belowits
RML3. 10 support, a recovery in Tel ekomw || mean a strong surge on the
KLCl .
Many stocks are in Wave 3 formations and as such are expected to
continue torally next week. One of themis KUB (see chart). This week,
KUB's high and closing price is an exact mirror image of its high and
close onits listing day on July 9 1997 whcih is RV3. 26 and RMB. 14
respectively.
Any rally next week to cl ose above RM3.26 is a "saucer breakout" and a
strong "buy" signal.
G ven the dynami c Wave 3 we are in, investors should stay invested as it
wil take us a long tinme before we are given this opportunity again.
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