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MALAYSI AN st ocks suffered anot her round of weakness this week as foreign
funds continued to unload stocks despite news that only US$546 mllion was
repatriated out of this country since Septenber 1. The Kual a Lunpur Stock
Exchange (KLSE) Conposite Index (KLCI) lost a total of 19.47 points or
2.55 per cent to close the week at 745.32, but not before testing a | ow of
730. 64 on Thur sday.

Not even Prime M nister Datuk Seri Dr Mahathir Mhamad' s remarks on

Thur sday that our stock market would "shortly begin its upward march once
agai n", could shore up market confidence. Anal ysts and pl ayers instead
reacted to the Governnent's firmstand on maintaining the present exit

| evy structure on portfolio capital repatriation.

Reports of renewed foreign funds selling on the | ack of any announcenent
of relaxation on Malaysia's selective capital controls were responsible
for this week's rout on the stock market. But is there any reason to be
overly concerned about Ml aysia's adherence to its present policy of fixed
exchange rates and exit |levy structure on portfolio capital repatriation
to the extent that one should sell shares in line with foreign funds?

Wth the sharp fall of 32 points in just two days on Wdnesday and
Thursday, few would bl ame an investor of reducing his stock positions. I|f
one is following his heart, one could have sold out. But if one sits back
and ask oneself whether Mal aysia is now worse off or better than before
exchange controls were inplenmented on Septenber 1 1998, one woul d think
twi ce about selling.

People tend to forget the facts - that only US$456 million was

repatriated since Septenber 1. Cbservers had expected a nassive pul |l out of
some US$5 billion, but that didn't happen. One possi bl e explaination on
why the KLCI |ost sonme ground inspite of this small anount being
repatriated can be attributed to what sone would refer to as "stragglers
selling". This is where foreign as well as local funds had refrained from
selling two weeks ago in anticipation of the Governnent supporting the

mar ket on Septenber 1. But when this did not happen, they decided to

unl oad, triggering sharp falls.

It was reported Tenpl eton and ot her funds were heavy sellers in the past

t hree days. But one must understand that while sonme foreign funds nmay find
Mal aysi a unattractive, there are others which think otherwi se. There are
many in fact who view Malaysia's policies as pragmatic (in the face of an
"unfriendl y" world).

Those of us who are Ml aysi ans or have resided in Malaysia for a while
wi || understand that the Governnent's policies since Septenber 1 1998 were
i npl emented in the best interest of Ml aysi an busi nesses and the

popul ation. It was done so for overall national security. If Ml aysia had
adopted | M- style prescriptions, it may stil be out of a recession as
clainmed by the | M-, but at what cost?

One of the costs could well be nassive selling of strategic assets to
foreign capital, which could | ead to national instability and upheaval
Countries li ke Thailand and South Korea, which have been ai d-receivers
fromthe | M- and are in the process of econom c recovery, are now facing
growi ng di senchant ment over foreign control of sone of their strategic
assets. Thai Deputy Prenier Dr Supachai Panitchpakdi is even reserving his
j udgement on whether the Thai decision in seeking | M- aid was the right
thing to do. As a result of the "financial earthquake", he said, there has



been a sea of change in the ownership of assets and businesses with
forei gn ownership i ncreasi ng substantially.
As wel |, the Indonesian econony is still as |lethargic despite having
adopted | M- prescriptions.
Mal aysi a' s stand on sel ective capital controls was another reason for
this week's price fall. Dr Mahathir's announcenent on Thursday t hat
Mal aysia is not about to let the ringgit float should not be viewed that
Mal aysia is anti-free markets. Here again we believe that others have
m sread our intentions.
Mal aysia is standing firmon selective capital controls nore out of its
fear of a repetition of the currency crisis of 1997/98 than anything el se.
The Mal aysi an Gover nment understands its vulnerability to new attacks even
if the worst is behind her. Just on Thursday, there were runours that the
Thai baht's 11-nonth |ow was a result of a new attack by foreign
specul ators.
Until there is a newinternational financial architecture or "safety
net" to stabilise exchange rates, a recurrence of hedge funds attacks
cannot be ruled out. Ml aysia's insistence on maintaining stable exchange
rates shoul d be wel comed by busi nesses as our Prine Mnister had rightly
poi nted out on Thursday that "currency fluctuations nerely increase the
costs of doi ng business by having to "hedge' agai nst adverse novenents".
Foreign fund selling this week was al so |inked to their di sappoi ntnment
that profits made fromthe stock market that are repatriated within 12
months will be taxed at 30 per cent. The rate of tax is reduced to 10 per
cent if profits are taken out of the country after that. But their selling
shoul d be viewed as an over-reaction over this rule as after all taxes on
profits or otherw se known as "capital gains" tax had all al ong been
practi sed by devel oped countries and yet this has not been an issue.
Peopl e tend to forget that Ml aysia' s fundanental s have been
st rengt heni ng since | ast Septenber. Continuing strong econom ¢ nunbers
show that the country is on track is unravelling itself out of its worst
ever econom c quagnire | eft behind by currency speculators in 1997/98
Techini cal ly speaking, the KLCl had corrected 50 per cent of its upnove
from667 to 803. The KLCl has now filled its "up-gap" regi stered on August
12, the day before the announcenent of Malaysia's reinstatenent into the
Mor gan Stanl ey Conposite Index next February. Coincidentally, the current
pattern is very simlar to the pattern in the nonth of Septenber |ast year
(see lower chart). Notice in the I ower chart that the KLCI al so bottoned
out after filling its "up-gap".
I n Septenber |ast year, it took 23 sessions before the KLCI enbarked on
a newrally. As at yesterday, we have already weat hered 18 sessions of
consolidation. If history repeats itself, then the current consolidation
shoul d give way to a newrally by Septenber 10 at the lastest. In
anticipation of this new uptrend, we would call on investors to continue
to "hold" or "accumul ate" quality index-linked stocks at this point but
not to "sell"
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