28/ 01/ 1999
No obligation to rescue CLOB investors

WM

CHI A Boon Sim a Singaporean who obviously had a | ot of nobney invested in
Central Limt Oder Book Ml aysi an shares deserves attention and a good
answer .

He is disgusted. And he wants out. And in his letter (NST, Jan 27) he
was prepared to be a little rude in expressing his views.

Bef ore soneone reacts equally strongly, it is inmportant for Ml aysi ans
and the Ml aysi an authorities to make perfectly clear to people Iike Chia
that Mal aysia is not agai nst foreigners or anyone el se investing in
Mal aysi an shar es.

In fact we love themand we are distressed if they want to dunp their
Mal aysi an shares or nove away fromthe Mal aysi an stock exchange.

Let us not forget that many who invested in CLOB are innocent investors
with no bad intentions.

At the sane tine, when the Kual a Lunmpur Stock Exchange deci des to nmke
its next nove, it is inportant that it bears the follow ng points in mnd.

First, CLOB was a bl ack nmarket in Mal aysian shares. It had no | ega
standing in Malaysia. It was in fact, a black narket set up beyond
Mal aysi an shor es.

CLOB operated contrary to our rules and regul ati ons not by accident; it
operated deliberately beyond the reach of our rules and regul ations.

Imagine if, let us say Hong Kong was today to set up a bl ack market
dealing in Malaysian ringgit, or Malaysian palmoil, or for that matter,
Mal aysi an bicycle tyres (wthout the permi ssion and agai nst the strongest
protests of the Ml aysi an Governnent).

Then, for some reason or other, the black market has to cl ose down and
Hong Kong investors find that they can no | onger trade in these things.
They now cannot sell what they have and exit the black market.

Does the Mal aysi an Governnent have any obligation to hel p out? Does Bank
Negara Mal aysia or the Mal aysian palmoil authorities or the Ml aysi an
associ ation of bicycle tyres (if there is such an organi sati on) have any
obligation to help those with ringgit, palmoil or bicycle tyre paper
i nstrunments which are now worthl ess?

Peopl e who do business in the black market do so at their own risk.

A second point; if all those who invested in CLOB (let us not forget
that some of them are Ml aysians) are angry, they should surely be angry
not with the Mal aysi an stock exchange but with the Singapore authorities,
who never warned about the dangers of buying Ml aysi an shares on the CLOB
whi ch they deliberately set up

Shoul dn't there have been warni ngs about the dangers of trading on or
t hrough CLOB?

Why shoul d those who have invested in CLOB be angry with the KLSE?

A third point; Ml aysia and the Mal aysian authorities have no obligation
what soever to help out. Obviously, there is no | egal obligation. There is
in fact not even any noral obligation.

No encour agenent what soever was ever given by anyone in authority in
Mal aysi a to anyone anywhere to buy Ml aysi an shares on CLOB.

I ndeed, the Mal aysi an Governnent and all the rel evant Mal aysi an
authorities, fromthe Prinme Mnister Datuk Seri Dr Mahat hir Mbhanad down
to lowest functionary in the Kuala Lunpur Stock Exchange criticised the
exi stence and operations of CLOB.

When Singapore |launched CLOB, it was intended to frustrate the



obj ectives of the Ml aysi an Governnent and the KLSE

It was no surprise that the reaction of both was extrenely hostile. For
ot her reasons, it can be no surprise that to this day they remain
extrenely antagoni stic towards CLOB.

(Fromthe very beginning, all of themwere sinply told over and over
again in the nost condescending terns that they sinply did not understand
how mar ket econom es worked and that the Singaporeans were doi ng nothi ng
more than letting the free market work its magic.)

A fourth point; the existence of CLOB and its operations did i mense
damage to the Ml aysi an stock market.

If we are to believe the runours spread fromthe Singapore stock market,
our Prime Mnister is nore than that proverbial cat with nine lives. Dr
Mahat hir has been killed off by the Singapore rumour mll at |east six
times a year, on average over the |last few years.

The negative runmours spun by the Singapore stock market rumour nill has
done tremendous harmto danpen sentinent and damage confidence in the
Mal aysi an stock nmarket and in the Ml aysi an econony, especially in recent
years.

Wth the closure of CLOB, it is amazing how the nunber of rumours
starting in Singapore have plumeted dranmatically. At |ast, we have
regai ned a near nonopoly of runour-nongering. A nost all of our runours
are now nmade in Mal aysi a!

To be a little nore serious, it should be noted that short selling was
not allowed in Ml aysi a because specul ati on and nmani pul ati on of stocks and
shares cause such horrendous danmage. Specul ati on and mani pul ati on of
Mal aysi an stocks and shares was however, allowed in the CLOB system

This and other things, done to deliberately nake CLOB nore attractive
and conpetitive conpared to the KLSE, contributed to enornous danmage to
the Mal aysi an stock market and to the prices of Ml aysian stocks.

Afifth point; as Chia had stated in his letter, there is now the grave
danger that the minute the CLOB accounts are |listed and the CLOB shares
are traded, a large nunber of CLOB investors "will all sinply dunmp all our
shares and get out in disgust”.

In acting on the CLOB problem which we did not create but which has now
|l anded in the KLSE s | ap, KLSE should bear in nind that CLOB share dunpi ng
could turn the tide on the stock market and turn the present bullish
sentinent into a bearish one.

The Conposite Index is moving very nicely. Wiy should we risk the KL
stock market in order to help out traders on a black nmarket that is now no
| onger in business?

Having said all this, and al though KLSE has no | egal or noral obligation
to hel p out those who are now | eft stranded, although charity must begin
at home, perhaps we shoul d not deviate fromthe Ml aysian tradition of
conpassi on and generosity.

If the consequences are not too grave, although nany Mal aysians will say
"here we go again", we should seriously consider hel ping out.

Chia says: "In all fairness, let me ask KLSE to |list us as soon possible
so that we can dunp and get out! | amprepared," he says, "to take ny
| osses and even sell at the prevailing price when CLOB was cl osed down on
Sept 14, 1998".

We should let Chia and others like himsell out at the price that
prevail ed on the day CLOB cl osed down.

Incidentally, Chia, CLOB closed on Sept 15, not Sept 14.
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