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Mal aysi a one of the best places for foreign funds
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LAST week, the benchmark Kual a Lunmpur St ock Exchange Conposite | ndex
(KLCAl) rebounded further by 7.54 points or 1.33 per cent to cl ose at
571. 26, the Emas I ndex higher by 1.1 points or 0.8 per cent to 138.95
whi | e the Second Board I ndex was down by 0. 26 points or 0.24 per cent to
106. 28.

Last week was the second week of the market's rebound since Mrgan
St anl ey announced the re-weighting of its indices. The nuch-feared sel
down of heavywei ghts was non-existent at all. Instead there was some
ni bbl i ng of heavywei ghts |i ke Tenaga, Maybank and Tel ekom

Al'l three stocks were dealt higher week-on-week with Tenaga gai ni ng 30
sen to RMB. 05, Maybank up by 20 sen to RMD. 55 and Tel ekom edgi ng up 5 sen
to RM7. 80. The reason why t hey were not being sold down further is because
whi chever funds that wanted out woul d have gotten out nuch earlier, around
the 640 points |evel.

Therefore, by the tine Mdrgan Stanl ey nade its announcenent on the
weekend of May 19-20, this piece of bad news has al ready been factored in
by the market. On the contrary, instead of falling further, the KLCl rose
13.6 points from557.66 on May 18 to 571.26 by | ast Friday.

This "market di scounting"” phenonenon was inplicit in the statenent by
t he KLSE chai rman Dat uk Mohd Azl an Hashi mmade | ast Fri day.

He sai d, "The general feedback that we recei ved fromnarket participants
i s that many fund nanagers were expecting significant reductions inthe
wei ght i ngs of nost energi ng markets. Sone nmay have al ready adj usted t heir
portfolios accordingly in anticipation of the changes therefore the inpact
of the MSCI announcenent is not as significant as sone had earlier
anticipated.”

The ot her nmajor reason for the rebound | ast two weeks is the dininishing
of pressure to devalue theringgit. The UStax cuts of US$1.35 trillion
(US$1 = RMB. 80) shoul d spur consumer spendi ng which could avert a US
sl omdown and this together with the Federal Reserve's aggressive policy of
lowering USinterest rates may just give Mal aysi a the chance to get away
without a ringgit deval uation

For ei gn funds who have sol d out and expect | ower prices on the | oca
stock market will now have to reassess their market strategies. WIIl they
turn buyers i nstead? The support we see on TMI t hese two weeks nmay j ust be
a sign of their return

Last Friday, the |l ocal bourse was rift with rumours of a maj or press
announcenent by Prime M nister Datuk Dr Mahat hir Mohanmad on Tun Dai m
Zai nuddi n's status as Finance M ni ster. Specul ati on about Daims
resi gnati on spooked market sentinent yet again | ast Friday as pl ayers
remai ned sidelinedinanticipation of the Prinme M nister's announcenent of
Dai M s resignation upon his return fromthe G 15 Sumit in Indonesia. Once
again, the Prine Mnister renuained tight |ipped.

Fromour viewpoint, we think the [ ocal market is too taken in by the
i ssue of the Daim s resignation. Remenber that on April 19, when news of
his two nonths | eave was announced by the Prime M nister, players
specul at ed about his resignation and the stock market was spooked.

The KLCl's initial rise on April 19 on the back of the US Fed rate cut
was reversed by news that Dai mhad taken a two-nmonth | eave. The KLCl
closed on April 19 at 570.01. But did the market fall further thereafter?
No. Instead, it rose to a high of 620.48 by May 3 before falling back -



not so nmuch because Dai M s absence was unsettling the market but nore due
to fears of Morgan Stanley's re-weightings as well as the re-pegging of
the ringgit.

Last Friday, some renisiers and deal ers were uneasy with this runour yet
agai n, pronpting sone of themto sell shares. Haven't we | earnt fromthe
April 19 experience? W think they should ignore this issue of the Finance
M ni ster resigning but instead to | ook at the bigger picture. Mnisters
can be replaced. They cone and go. |If Dai mgoes, soneone else will take
over to continue the policies of the Prine Mnister. And in this case, it
has been shown on April 19 that in spite of Dainls absence, the nmarket has
rallied.

The bi gger picture is that Malaysia is still one of the best places in
Asia for foreign funds to put their nonies into. There are signs that
foreign funds are returning. The narkets of South Korea and Thail and are
strong. Even I ndonesia's market is off its April 20 lowdespite the dire
political and econom c uncertainties facing the country. At 396.51, it is
58.33 points or 17.2 per cent higher thanits April 20 | ow of 338.18. This
shows t hat when bad news get so bad, it is difficult to find any "worse"
news.

And one nar ket adage we have |l earnt fromthe "guru of contradiction",
Morgan Stanley, is to "sell on good news" and to "buy on bad". The re-

i nstatenent of Malaysia into the Morgan Stanley into its world indices in
May 2000 was supposed to be "good" news, yet our nmarket fell - fell hard.

Many pl ayers are still feeling the sting fromthat bl ow. Now, our

Anerican "guru" has belted out their "worst" news. Is that our buy signal?
( END)
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