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Firm handling of re-peg issue triggers share rise

Fred Tam

I N LAST week's comments, | spoke about a pattern called the "Concealing
Baby Swallow'. | nentioned that this rare four-day pattern hints of a
"bullish reversal”. True to form the market made a U-turn.

After plunging for one nore session (last Monday) to test the key 62 per
cent Fi bonacci support of 550, the benchmark Kual a Lunpur St ock Exchange
Conposite I ndex (KLCl) backed up all the way, fromlast Tuesday to Friday,
to end the week hi gher by 3.93 points or 0.68 per cent, at 581.37, after
suffering an intra-week | oss of nearly 30 points. Its intra-week | ow was
at 547.72.

What caused the market to plunge | ast Monday to test 547.72?? Partly it
was due to extrene fear and partly due to the market's self-fulfilling
prophecy. The mar ket had been falling since March 27 fromworries over the
ringgit's peg to the US dollar. Specul ati on of a possible change in the
ringgit peg sparked concern anpbng i nvestors, which did not seemto abate
even after Prime Mnister Datuk Seri Dr Mahat hir Mohamad and Fi nance
M ni st er Tun Dai mZai nhuddi n' s comments t hat the Gover nnent woul d not re-
peg the ringgit.

"The whol e ringgit thing | ast week spooked i nvestors to think the market
islikely tofall further thus creating a snowball effect," a deal er said.
A forei gn news agency further reported that a senior anal yst thinks
sellingis mainly by local institutions. "DowJones is only an excuse to
sell."

This fear "reached its zenith" |ast Monday just as | had forecast in ny
weekly comment ary. Market sentinments were at their | owest, as refl ected by
persi stent sell-offs of heavywei ghts |i ke Tenaga, Tel ekomand Maybank

Last Monday al one, Tenaga | ost 85 sen to RMB. 65, Tel ekomfell 40 sen to
RMB. 70 and Maybank | ower by 35 sen to RMB. 65.

Sentinents were so extreme that unl ucky Second Board debutante D nonce
Technol ogy was devastated by selling pressure to close at RML. 23 - 77 sen
belowits initial public offer price (1PO of 2.00.

But the difference in |ast Monday's plunge was, it's not the market's
first. It was already inits fifth session. Renenber the "Conceal i ng Baby
Swal | ow' pattern?

This pattern was forned i n Tenaga and Tel ekomas wel |, inplying that
they have already fallen for the past four sessions. Last Mnday's fall
was therefore the "climax", so to speak. It was a cl assi c textbook stuff -
a | ong bl ack candl e appearing after an extended declineis a "selling
climx".

Wth Bank Negara governor Dr Zeti Akhtar Aziz reiterating that Ml aysia
will not "push to devalue its currency", her words nmust have sunk deep
into the sellers' minds that the Governnment neant busi ness!

What is the point in selling any further and converting the cash
proceeds into US currency when there i s no exchange gains to be had now
that it is clear the Governnent is resolute inits decisionto naintain
the ringgit's peg. This factor - the Governnment's firmhandling of the
deval uation issue - is one nmajor reason that triggered the market's U
turn.

Froml ast Wednesday right through to Friday, the nmarket rebounded in the
absence of sellers. But detractors would argue that |ast Friday's strong
rebound was because it was an Easter holiday - and foreign fund nmanagers
were on | eave. Once they return, observers say: "Expect renewed selling."



WII selling re-emerge when forei gn fund managers return? Yes, if
regi onal currenci es weaken further to the extent Mal aysia may be forced to
re-peg. But given the Government's firmstand on maintaining the peg,
sellers had better think again before selling.

On the other hand, both foreign and | ocal funds, which had earlier
zeal ously oversold may "cover” if they feel they have misread the
Government's intention. If this happens, expect the KLCl to shoot above
the 600-1evel this week.

Besi des the "surprising" rebound fromTenaga and Tel ekom| ast week, we
saw buyi ng activity flowi ng back into the | ocal "technol ogy"” sector. In
line with the gigantic | eap of 241 points or 14 per cent in Nasdaq's
weekl y performance, sone sel ective | ocal technol ogy stocks cane tolife
and triggered "buy" signals.

MPl rose RML. 60 or 16 per cent to RML1. 60 while Unisemrose 70 sen or
8.5 per cent to RM7.60. Ni kko was up 34 sen or 12.6 per cent to RMB. 04,
CSA rose 70 sen or 13.2 per cent to RV6. 00, Lityan was hi gher by 19 sen or
16 per cent to 1.38, AIC was up by 28 sen or 7.3 per cent to RW4. 12, Al C
W2 rose 20 sen or 20.4 per cent to RML. 18 and LKTI nd j unped 39 sen or 19.8
per cent to RM. 35.

Since | ast week was the first that | amseeing sone action in technol ogy
stocks, | expect further upside this week. It would pay to concentrate on
t hese stocks this week. Do not forget that sone Main Board stocks are
classified as "tech" stocks. Stocks |ike Sapura, Uni phone, Tine, Tinme-W
TR I nd, Canerlyn, HL Ind shoul d al so be nonitored. W al so expect nore
upsi de on these stocks.

Technically, the market should continue withits rally this week. Though
volume will likely be smaller - of around 100 nillion shares, | expect the
KLCl to test its Fibonacci targets of 596-611-626. If the KLCI can breach
626, expect further rebounds to test the top of the V-pattern, at 663, the
| evel on March 27.
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