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Furt her inprovenent in econony seen
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THE Year of the Gol den Dragon i s expected to wi tness further inprovenent
in the econony.

On the econom c front, a further inprovenent in econom c output will
augur well for the stock market.

Mar ket adversaries, like inflation, are expected to remain tanme in 2000
whil e pro-market factors such as liquidity are expected to remain easy in
linewith lowinterest rates.

Last year, corporate earnings grew by 29.1 per cent. In 2000, we expect
the same earnings to grow by 25.8 per cent.

The influential factors for 2000 woul d be the i nprovenent in the
Mal aysi an econony, hi gher di sposabl e i ncome of Mal aysi ans, full recovery
of the Japanese economny which will spur higher exports from Ml aysi a,

i nflux of portfolioinvestnent as MSCl rei nstates Mal aysia and the | ow
i nflation environment expected to prevail in 2000.

The negative factors, however, are the continued strengthening of the
yen which will erode earnings of yen-sensitive counters such as Tenaga
Nasi onal Bhd and Proton, the thinning of banking margins with the
continued environnent of lowinterest rates and | owl oans growth, rising
cost pressures and | ower crude palmoil and tinbr prices.

However, the positive factors are expected to outwei gh the negative
factors. Hence, heal thy earnings growth can be anti ci pated for 2000 and
2001.

Bot h, Governnent fiscal and nonetary policies are expected to remnain
accomuodative, which will be beneficial to the Kual a Lunpur Stock Exchange
(KLSE)' s perfornmance. As evident in the 2000 Budget, the construction and
property sectors were given priority in terns of favourabl e measures.

Furt hernore, the higher di sposabl e i ncone accorded with the reductionin
incone tax will lead to higher consunption activities which wll again
augur well for the market.

Infrastructure devel opnment will continue to be gi ven enphasi s,
particularly for construction, upgradi ng and i nprovenent of roads and
hi ghways as well as rail projects, ports and airports. The allocation of
RVb.3 billion to infrastructure devel opnment will benefit a range of
conpani es that are involved in the construction of roads, ports and
airports.

The year of the Col den Dragon will see the Government continuing to be
market-friendly. Wiile we expect the peg to renain at US$1/ RM3. 80, there
m ght be further adm nistrative relaxation with regards to capital
controls, which will allowforeign funds easi er access to the KLSE.

Even if the peg is revalued, the revaluation will reflect an
appreciation of theringgit versus the USdollar, whichinturn wll
result in revaluation gains rather than | osses. Hence, a reval uation
shoul d not have any negative inpact.

Wth Prime Mnister Datuk Seri Dr Mahat hir Mohamad' s recent announcenent
that his deputy, Datuk Abdul | ah Ahmad Badawi will succeed himif he steps
down, specul ation on his choice of a successor ended ahead of party
el ections expected at the end of first half of 2000.

There were concerns that political instability could arise if thereis a
prol onged battle within Umo for the president's position. Neverthel ess,
with the general el ections over and new Cabi net |ine-up announced,

Mal aysia's political scenario is not expected to be as eventful as in



1999.

On the external front, world nmarkets will continue to keep an eye on US
interest rates. The energence of inflationary pressures nay lead to a
monetary tightening in the US. Funds are expected to exit the US capital
mar ket s and seek ot her venues of investment.

Wth Mal aysia's reinstatenent into the MSCl, it is expected that these
funds will flowinto the country as portfolio investnment. Regional markets

are expected to performwell in 2000.
Interns of price to earnings ratio, the SJ universe is trading at a
mar ket price earnings ratio of 23.6 tinmes whichis still considered

favourabl e. Qur outl ook for the financial year 2000 i n terns of market
performance i s positive given the further recovery in the donmesti c econony
and the various factors nentioned above.

The hi ghest price earnings multiple belongs to the tel econmuni cation
sector at 40.2 tinmes 12 nonth forward earnings. Tel ekomMal aysi a, the
sector's domnant firm trades at 41.5 tines 12 nonth forward ear ni ngs.
The technol ogy sector will trade at 16.5 tinmes 12 nonths forward ear ni ngs,
falling from60.6 tinmes in 1999 due to the significant earnings
proj ections. Mdst other sectors will see an increase in price earnings
ratio for year 2000, as financial year 1999 was tax-free year.

We recomend i nvestors to renain overwei ght on certain sectors, as well
as defensive blue-chips, especialy those which will continue to benefit
fromthe econom c recovery and the lowinterest rate environnment as wel |
as the expected influx of our portfolio investnent with the MSCl's
reinstatement in My.
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