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KLCI ability to test 700 a noral e booster for investors

Fred Tam

LAST week, Mal aysia's Second Board stocks chal ked up an i npressi ve 8. 33
points or 6.2 per cent gain to take the top place anong all Asi an bourses
with a close of 142.98 foll owed by technol ogy stocks in second place with
a gain of 2.05 points or 4.13 per cent to close at 51. 86.

The benchmar k Kual a Lunpur St ock Exchange Conposite | ndex (KLCl), which
took a seven-session breather, staged a spirited rebound | ast Friday to
break out of consolidation follow ng a cut in ganmng tax and comrents by
Prime Mnister Datuk Seri Dr Mahat hir Mohamad of an expected pick-up in
the el ectronic sector in the fourth-quarter

Week- on-week, the KLClI edged up 9.49 points or 1.38 per cent to 696. 65
whi |l e the broader Emas | ndex rose in tandemby 2.53 points or 1.5 per cent
to 167.11. The KLCI briefly flirted with the 700-mark for the first tine
in six nonths |ast Friday before profit-taking eased the i ndex back down
to 696. 65.

Still, the KLCl's ability to test 700 | ast Friday was a psychol ogi ca
nor al e booster for investors who had all this while been sceptical if this
run-up can | ast. Round nunbers play a psychol ogical role in influencing
pl ayer's sentinments, which in turn will help determine the market's
direction.

Taki ng out the 700-point psychol ogical resistance is therefore an
i mportant step i n soothing whatever renai ns of i nvestors' uncertainties
and scepticisms about our stock market.

In truth, our market has revealed its bullish hand as far back as | ast
July 9 (at 620.70) when this colum comrent ed t hrough our Funds Fl ow Tabl e
that foreign funds inflowis already evident. Wien the KLCl registered the
hi ghest vol une this year of 709 mllion shares on July 19 (at 649.49),
this colum al so nentioned that we are likely to be at the "m d-point" of
a bull-run. But as al ways, market turning points are sel dombelieved unti
prices have noved way up |ike where we are now.

Now, players are beginning to shed their doubts on the sustainability of
this run-up. The breaki ng out of the 700-point mark will no doubt help to
change pl ayers' perception about our market.

When this break of the 700-mark happens, you will see investors flocking
back into the stock market. Once again, remsiers will be a sought after
| ot, when just three nonths ago no one was interested i n what he or she
had to offer. Wien this phenonenon happens, we are at the three-quarter or
four-fifth stage of the bull-run. The end game is about to cone soon

But for now, we believe there is roomstill for the market to nove up
We woul d expect this stage of our bull run to be of faster pace. The
charts are clear on this.

The Second Board i ndex is the strongest of the | ot and we expect
powerful rallies on these counters. Next cone technol ogy stocks, as
refl ected by the bullishness of the Technol ogy | ndex. The broader narket
will al so be expected to nove as the Enas Index is in a strong technica
position as well.

Al'l said, we expect the market to nove up strongly this week and we are
in one of the best positions in the past fifteen nonths to be investing in
Mal aysi an st ocks.

The funds that powered this demand for |ocal stocks are largely of
foreign origin - funds which had pul |l ed out of other Asian countries |ike
Hong Kong, Japan, South Korea, Taiwan, Australia and the Philippinesto



countries |ike Mal aysia, Indonesia and Thailand in that order. Even
Si ngapore is a casualty this time around.

We have nentioned in our previous colums that weakness of Wall Street
has hel ped send sone funds to Asia and into Mal aysia - and we were right.
But many i nvestors and fund managers i nstead believed that Wall Street,
Hong Kong or Japan's lead is rel evant before | ocal shares can rally.

Vell, ook at themnow. They are all in their doldrunms and the Dow Jones
i s beginning to plunmet bel ow t he 10, 000-poi nt | evel. How can one explain
the local rally inthe light of their weakness except for the theory of
cycles that we have al ways subscribe to, and that is, hedge funds nove in
and out of countries in search of tradi ng opportunities and right nowthe
Mal aysi an, | ndonesi an and Thai nmarkets are the nost prom sing.

Econom ¢ cycl es run counter to stock market cycles. One shoul d buy when
the news out there is exceptionally bearish and sell when news is
extremely bullish. This is classical Dowtheory.

Local investors were very bullish when Morgan Stanl ey reinstated us into
their world indices in May 2000 but that should be a tine to sell instead
of buying. Qur market fell from1,021 on February 18, 2000 i n spite of
this good news until 15 nmonths | ater when the KLCl bottomed out on May 21
this year at 554. 36.

And the irony is, the bottomcane when Mdrgan Stanl ey downgraded t he
stocks in the weekend of May 19-20 this year. Mrgan Stanl ey announced
that Malaysia's MSCI Al Country Far East ex-Japan wei ghting has been
reduced to 5.4 per cent from8.6 per cent, its All Country Wrld | ndex
wei ghting reduced to 0.12 per cent fromO0.29 per cent and its Energing
Mar ket Free | ndex wei ghting cut to 3.99 per cent fromb5.78 per cent. NMSCl
al so dropped 20 stocks fromits provisional Ml aysia index and added 13
ot hers.

Let us quote what was reported by a foreign news agency on May 21 j ust
to prove our theory that one should buy on the worst news. On May 21 AFX-
Asia News reported this: "Dealers said thereis little reason for
i nvestors to buy into the market right now and market sentinment is still
weak on lingering concerns over the econonic outl ook and the inpact of the
US econony. The only thing hol ding the market back is the ringgit peg and
concerns over corporate governance. | think we are goingto drift |ower
for a while because of the concern over the peg. Alot of things are
keepi ng the market fromnoving and i nvestors are not selling as they are
just not interested at the nonent."

For readers who are curious, the KLCl closed at 554.36 on May 21 and it
never drifted any | ower since - May 21 was our market's bottom This is
truly an excellent | esson fromDow s theory.

Wth that behind us, we should now be | ooking for the "best" news to

sell. Have we seen or heard of the "best” news fromthe market? If you
think we haven't, then this market can rise further. Start reducing
positions and sell if you feel the news out there is just too good for it

acconmodat e any better news. That tine is not cone yet.
( END)
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