26/ 06/ 1999
St ocks expected to rally strongly

Fred Tam

FI NALLY, the benchmark Kual a Lunpur Stock Exchange Conposite |ndex (KLCl)
has breached the 800-point mark - a level |ast since Cctober 14 1997 when
the country was econom cally steamrolled by rogue currency traders from
hedge funds.

This week the KLClI was higher by another 19.60 points or 2.49 per cent

to close at a new 20-nonth high of 806.23 as Ml aysi an stocks rose across
the board in heavy vol une.

The factors responsible for the strong showing this week on the |oca
bourse were Malaysia's Statistics Departnent’'s announcenent on Mnday of a
14 per cent rise in Malaysia's manufacturing sales to RM0.4 billion in
April 1999 against RML7.9 billion in the sane nonth |ast year; a better-
t han- expected first quarter gross domestic product (GDP) contraction
announcement by Bank Negara this Wdnesday; an inpending announcenent by
Prime Mnister Datuk Seri Dr Mhathir Mhamad of the country's next
general election; and continuing strong stock market perfornmances by

regi onal bourses.

But even as stocks continue to rise one after another, from index-Iinked
stocks to second and third liners and even second boards, scepticism and
di sbelief still lurks on the corridors of the stock broking houses and

el sewhere. Unlike in the heydays of 1993 and in 1996 when even the "shoe-
shi ne boy" (from the Joseph Kennedy story) can offer you unsolicited

advi ce on which stocks to buy, few if any participated this tinme around
Neither did we hear of coffee shop talk fromthe lunchtinme crowd on what
to buy or sell. And this despite the continuing strong rallies since

Sept enber 1998. Though the rate and angle of ascend of many stocks had

al ready surpassed that of 1993 and 1996 and their rises increasing by the
nunbers as each week passes, few are convinced that this rally would |ast.
And the irony is, they have been saying this since October |ast year and
again since May this year! Meanwhile they watched in disbelief as the KLC
clinmbed from 262 to 806 for a 544-point or 207 per cent gain.

Many we had talked to are still of the opinion that our recovery is
"unreal” and the KLClI's rise is "artificial". W really don't know how
sone quarters still do not want to accept that the stock market's rally is

genui ne and not one that is being propped up by the Government. Can't they
see the positive statistics are reflecting an econom c recovery? Well,
they see, but they do not believe - that's the problem They have this to
say about the positive econonic nunbers: "These nunbers are "doctored or
bei ng tanpered with".

If one was a contrarian, this is good news for the already-invested, as

a market top would be iminent if even the shoe-shine boy can offer you
advi ce. The presence of sceptics and cynics just proves that the narket
has not reach the bl ow off point yet.

Well, we just got to say to these sceptics "you better believe these
nunbers or you'll regret you never bought into the stock market when this
opportunity is handed to you on a silver patter". You missed it the |ast
round between Septenber 1998 to February 1999 and you'll be missing this
second chance to nmeke real good noney that started on April 1. And there
is a good chance that our market can rally up to Septenmber 1 to hit 1,000
points by Septenber, provided it can breach 850 as our first target.

Li ke we had said all along, don't miss this bull - or should we say
"superbul|"! It comes only once in 5 years. Qur reason for the bullish



mar ket ahead is not solely based on the Governnent's econonic nunbers but
on chart formation. Nunbers may be doctored, but investors' sentinents
cannot. And the beauty about charts is, charts reveal the true sentinents
of investors. Charts don't lie.

We have said before and we say it again, our stocks are in Wave 3. And
Wave 3 is the strongest of Elliott's 5 waves. The presence of strong

vol unmes and gaps are the hall marks of Wave 3s. Wave 3 is the nost

expl osive wave where the strongest rallies are experienced. It is
therefore one wave we all should not miss. Wat happens after Wave 3?7 Afte
Wave 3 there is still a Wave 5 to cone, this is how attractive our market
is right now And if investors still cannot or refuse to see the "real”
thing when it is right in front of their very eyes, then we are afraid
they'Il miss the boat again. And it won't come this way until, naybe, in
2004.

There is little doubt that demand for Ml aysian shares is now greater

than their supply. This is so because whosoever that wanted to get out of
our stocks had already gotten out. From June 1997 right through to August
1997, they got their chance to get out.

And since Malaysia inplenented selective capital controls, few foreign
funds got back in. So, where is the selling pressure? Local funds sel dom
sell - not at current prices anyway. There nay be an occasi onal program
selling by smart foreign funds which had bought at |ower prices after
being "forced" to remmin behind after Ml aysia's exchange controls
restrictions |ast Septenber, but whatever selling has so far been well -
absor bed.

It is ironical but one of the reasons why Mal aysi an stocks are stil
resilient can be credited to the Ml aysian CGovernnent's farsightedness in
i mpl enenting sel ective exchange controls, a spin-off of which had served
to deter foreign short termfunds fromre-entering our market in a big way
to buy at fire-sale prices late last year. And with these destabilising
funds | ocked out, Malaysian stocks can remain resilient.

Technically speaking, the KLCl has just broken out of a huge saucer
pattern (see chart) on very strong volune after four weeks of
consolidation. A successful breakout on strong volune inplies strong
buyers and broad participation and we expect a very strong nove to test
its first target of 850 and then onwards to 1070 for a start.

After going through all the charts last night, we are of the opinion

that many stocks are expected to rally very strongly next week, from

i ndex-1inked stocks to second and third liners and even sone second boards
as many are in Wave 3 formations. Two stocks in typical Wave 3 formations
are KUB and KFIMA (see charts). Qur market is truly in a very powerful and
expl osi ve wave. As such, we strongly urge you to buy. But please renenber
this "W do not advocate "contra' trading. You nmust have the noney to pick

up scrips, otherwise, don't buy". You'll lose nmoney in the long run if you
play contra. Go on "margin" financing, at |east.
Next Tuesday, June 29, we will be organising an evening talk on "Stock

mar ket outl ook for 1999" and "Stocks-to-watch". So far, the response is
overwhel mi ng. Readers who are keen to participate can call us for nore
details at 03-245-5877.
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