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H gh vol ume, rising prices a sign of bullish sentinment

Fred Tam

THE st ock market's performance | ast week was si nply astoundi ng. Wiat was
very obvi ous was the unusual | y hi gh vol ume bei ng cl ocked by the | oca
bourse - its highest in 16 nonths. The last tinme daily vol une exceeded
that of | ast Thursday's 709 million shares was on March 10, 2000 when it

cl ocked 754 mi | lion shares. But that high volune of 754 m|lion shares was
registered in a downtrend, whi ch was unheal t hy.

The unusual I'y hi gh vol unes, acconpanied by arise in prices across-the-
board i s sending a nessage that is as clear as daylight - and that is,
bul lish sentinments are back.

The benchmar k Kual a Lunpur St ock Exchange Conposite I ndex (KLCl) gai ned
27.75 points or 4.47 per cent to close at 648.78 - just short of the
psychol ogi cal resistance of 650 points. The Enas I ndex rose 7.84 points or
5. 31 per cent to 155.61 while the Second Board | ndex was hi gher by 6. 42
points or 6.06 per cent to close at 112.29.

Sorme will dismss this type of unusually high volunes as a market top or
buyi ng climax as the past year has seen howthese "killer" vol umes gave
fal se i npressions of a trend change only to be foll owed by newl ows. The
trade refers to these bull-traps as "dead-cat-bounces". |nvestors have
been tricked into buying as | east six tinmes |ast year since Mdrgan Stanl ey
called for areinstatenent of Malaysiaintoits world indices.

But this time around, it doesn't ook to us that this rally is another
bull trap. W will try to justify this later oninthis article.
Fundanment al | y speaking, there are a fewreasons to justify Ml aysian
stocks rising. The nost inportant one being a change in the M nister of
Fi nance which is now held by the Prime M nister, Datuk Seri Dr Mahathir
Mohaned.

Wth the Prime Mnister taking over this "hot" seat, we see things
moving inthe right direction. First thereis talk that heis in favour of
a corporate tax cut in this com ng budget. Then he was seen wooi ng foreign
fund managers in a cl osed-door meeting. Around the same tinme, the market
saw t he suspensi on of UEM and Renong.

The | at est specul ation was that a group | ed by state-investment arm
Khazanah Nasi onal Bhd wi || nake a takeover offer for all the shares of UEM
at RWV4. 60 per share. The offer represents a 22.8 per cent premni umover
UEM s | ast traded price of RVB. 56 before it was suspended | ast Wdnesday.

The second reason for the higher stock prices in the | ast coupl e of
nont hs was the huge junp in crude palmoil prices fromRW67 a tonne
(third nmonth futures) on May 13 to a high of RML, 236 on July 18 before
closing last Friday at RML, 146 per tonne.

The third reason for the strong market now i s because fund managers see
Mal aysi a has having a nore diversified econony than other countries in the
region that is not totally dependant on exports of el ectroni c goods and
this buffers it against a sl owdown in the US.

Comi ng back to the significant volunmes cl ocked | ast week. From our
research on the KLSE, we observed that when daily vol umes exceeded 500
mllion sharesinarising market (it is inmportant to enphasi se the nmarket
is already rising) it is a clear signal that "new' funds are in our
mar ket .

Alook at Table 1 will reveal that Mal aysia, besides Indonesia, is the
best perform ng bourse | ast week out shi ni ng Sout h Korea, Thail and and t he
rest of Asia.



This is not the first time that we spoke of foreign funds coming into
Mal aysi a. W& had a doubl e screen buy signal since June 8 at 575.75. and a
triple screen buy signal on July 6 at 626.81

Note that if by the end of July the KLCI can cl ose above 620. 48, then we
will see a first nonthly (long-tern) buy signal after 15 nonths of
downtrend. The last tine we had a nonthly "sell" signal was on April 28
2000.

Anot her observati on we have about high volunes in relation to price
rises is this. For Malaysia at | east, the character of this market i s such
that inarising market, aregistration of daily vol umes exceedi ng 500
mllion shares is an indication that the current run is at a m d-point of
a bull run.

Here are three exanples fromprevious bull-runs to prove that when
vol unmes start to exceed 500 nmillion shares (inarising market) it is only
at the half-way mark and have not conpleted its run. Let us |l ook at the
above KLCI Chart where we saw 3 ngj or runs since Septenber 1998.

The first bull-run stretches from Septenber 1998 to January 1999 (we
call it Wave 1). The second bull-run stretches fromApril to July 1999 (we
call it Wave 3) and the third bull-run stretches fromDecenber 1999 to
February 2000 (we call it Wave 5).

* Exanmple 1. The bull-run of Dec 1999-Feb 2000 (Wave 5)

* This bull run's nmid-point was on January 3, 2000 (KLClI at 833.89) when
it clocked 559 m|lion shares. Daily volunme gradually rose to 1.2 billion
shares by January 17, 2000 (KLCl at 953). It then took a 10-session dip to
922 (with a volune of 439 nmillion) by January 31 and then rose againto
peak at 1,021 on February 18 with a volune of 1.32 billion

* Exanmple 2: The bull-run of April-July 1999 (Wave 3)

* This bull-run started on April 1 at 527 points on the KLCI but vol une
was uni npressive at 194 mllion shares. By April 26, half way into the
run, daily volume had exceeded 500 nillion shares (at 643 nillion shares)
with the KLCl cl ocking 673.90. Though at 500 nmillion shares traded, it was
not the end of the run. Vol unes rose steadily to peak at 1.18 billion
shares with the KLCl registering 775.73. The KLCl then di pped for 13
sessions to 731.01 by June 7, 1999 before enbarking on another rally on
hi gh vol une to peak at 1.63 billion on July 12, 1999.

* Exanmple 3. The Bull-run of Sept 1998-Feb 1999 (Wave 1)

* This bull-run started on Sept 1, 1998 (KLClI at 261) but vol une
exceeded 500 nillion shares only on Novenber 9, 1998 and t he KLC
regi stered 465.69. This represented the hal f-way mark of this Wave 1 run
Both the i ndex and volunme continued to rally with vol ume peaki ng on
Decenber 4, 1998 at 900 mllion shares and the KLCl at 527.26. Thereafter,
the KLCl continued to rise but on a nuch small er vol ume to peak on January
22, 1999 at 621.57 with a volume of 394 nmillion shares.

Concl usi on: What we can conclude fromthis exercise:

1) Fromthe three bull-runs anal ysed, by the tine daily vol une exceeds
500 mllion shares, the KLCl was already half-way into a bull-run. If
hi story repeats itself, then we are now at the half way mark. Since the
KLCl has risen 102 points (from547 to 649), then the peak coul d be around
751.

The estimated target woul d t hen be pegged at around 746.

2) Volune wise, thisrunis not likely to exceed one billion shares as
we are classifying this bull-run as simlar to the Wave 1 run from
Sept enber 1998- February 1999. The peak vol ume shoul d stop short of one
billion shares but the i ndex shoul d continue to clinb on |ower vol unes.

3) The current rally is not over. It is nowat the md-point of a tota
run. It should peak at 746-751 before coning down for a strong correction
If this is also your view, then it is good to buy on dips, when the market



corrects.
But as in any Wave, it is the index-linked stocks and government - backed
stocks that rally. You should therefore continue to accunul at e i ndex-
i nked and gover nnent - backed st ocks.
( END)
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