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KUALA LUMPUR, Aug 30 (Bernamm) -- The increasingly |arge inflow of
foreign funds into the donestic market for the | ong-haul plus Mlaysia's
stronger foreign reserves will diffuse the brouhaha surrounding the lifting
of the noratoriumon foreign portfolio capital on Sept 1, say anal ysts.

Many have junped on the bandwagon to say that Sept 1 would be a
"non-event", a description that was first used by Kual a Lunmpur Stock
Exchange president, Datuk Salleh Majid, sonme three nonths back.

Such optimismis on the rise of late amidst the inproved economc
i ndi cators. For instance, until Aug 11, 1999, there was a net inflow of new
portfolio funds amounting to RMA.2 billion while international reserves as
at Aug 14, 1999 stood at US$31.9 billion, sufficient to finance 6.8 nonths
of retained inports.

Most of the anal ysts say that the KLSE would stay at the current |evel
cone Wednesday while for the noney-nmarket, outflows, if any, woul d be
m ni mal

"The whole Sept 1 outflow issue (when the one-year |ocked-in period for
portfolio funds expires) has already been di scounted by both narkets," an
anal yst sai d.

Had there been huge deliveries neant for Sept 1, the ringgit
transacti ons woul d have been done from |l ast Thursday but until today, the
forei gn exchange nmar ket has been qui et, he said.

As for the stock nmarket, there would not be much selling since nost of
the selling had been done two weeks ago. "The cash outflow that you shoul d
wat ch out is fromthe banks, not fromthe share narket," a deal er said.

The Nati onal Econom c Action Council (NEAC) said recently that "any
outfl ow woul d be tenporary and these funds will return for reinvestnent,
given the positive trends that are emerging in the underlying fundanental s
of the country."

However, sone anal ysts naintain that Bank Negara Ml aysia is al ready
geared up for this occasion and that any outfl ow would be "chicken feed"
conmpared to the huge anmount of funds eager to gush into Ml aysi a because of
the country's inproved i nvestnent potential .

A deal er estimted that BNM has excess liquidity of between RW5
billion and RM6O billion while the outflowin portfolio funds was earlier
expected at US$6 billion.

BNM he added, has al so taken into account the "worst-case-scenario”
and is well-prepared, thus there is no cause for alarm Wth the anple
reserves, Mal aysia can sustain the w thdrawals.

Shar udi n Abdul Majid, assistant general manager (broking services) of
Amanah Butl er Mal aysia Sdn Bhd, said sone foreign investors had al ready
re-invested for the long term

The latest 4.1 percent gross donestic product (GDP) growth for the
second quarter of this year as well as the re-inclusion of Malaysia into
the Morgan Stanley Capital Internation (MSCl) Emerging Markets Free | ndex
fromnext February, have made investors think twi ce about |eaving the
mar ket .

The hike in the US interest rates recently too nakes the Ml aysi an
stock market an attractive place to invest, he added.

Agai nst such a scenario, analysts say hat Malaysia is wel-placed to
wi t hstand any potential outflow of foreign portfolio investnents, estinated
at between US$5 and US$7 billion, should it occur, when certain taxes on



repatriation of portfolio funds are lifted.

Whi |l e sone outflow woul d occur, nuch of it would be nmitigated by new or
rei nvestnent in Malaysian equities.

The rul e on one-year holding of portfolio capital was |iberalised from
Feb 15 this year to allow foreign investors to repatriate principal capital
and profits, subject to a graduated | evy dependi ng on when the funds were
brought into Mal aysia and the duration of the investnent.

The rule facilitated a nore graduated outflow of funds prior to Sept 1
1999, so this should have renoved further fears of a mass exodus, the
anal yst sai d.

The governnment has nade it clear that as a matter of policy, |long-term
investnents in the country will always be wel comed and t he present
repatriation |l evy systemwas desi gned to achi eve this objective.

Econonics guru Prof Paul Krugnman, who once adopted a sceptical stance
on Asia's growth prospects after the financial crisis, recently
congratulated Prine M nister Datuk Seri Dr Mahathir for inposing capital
control s.

"Ml aysi a has been able to cone out of the recession in the shortest
duration. | believe Sept 1, 1999 will conme and go just |ike any other day.
| am not expecting to be alarnmed because we are tal king about a country
that has vast reserves. So, be rest assured that nothing terrible wll
happen, " he sai d.

Mal aysi an I nvestors' Association President Dr PHS Limsaid the Sept 1
deadl i ne should not be a serious matter altogether for the KLSE i nvestors.

At around this time |last year when the country received the full brunt
of the econonmic crisis, the local stock nmarket was driven to very | ow
| evel s.

"At that time, nost of the hot npbney was drained out as a | ot of
foreign fund managers were frightened by negative runours,"” said Dr Lim

But with the real recovery of the |ocal econony am dst clearer signals
Iike the inproved financial market and the continued stability of the
ringgit, foreign investors would be encouraged to stay rather than flee, he
sai d.

Furthernore, prices on the KLSE at this stage are still | ow when
conmpared to other Asian stock markets, especially Singapore and Hong Kong,
he sai d.

"Therefore, the KLSE has nore roomto advance and consequently narrow
its discount to other markets,"” he added.

In adopting an optim stic stance, Dr Limsaid there is no cause for
worry, adding that "everybody should have faith in the econony and support
the country." -- BERNANVA
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