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Mart bogged down by fears of slow ng US econony

Fred Tam

LAST week, the KLSE was the worst anongst all Asian bourses. The benchmark
Kual a Lunpur Stock Exchange Conposite Index (KLCl) fell 21.79 points or
3.26 per cent to close at 647.48. The Emas I ndex was next inline with a
fall of 4.66 points or 3.03 per cent to close at 149.15.

The Dow s technical rebound of 294 points to 9,799 |ast Thursday did not
help at all. Instead our bourse continued to be bogged down by fears of a
sl owi ng US econony that will |ikely affect our own econony.

Investors remained sidelined in reaction to these fears - and the | ow
average daily volune of 75 million shares done reflects the current
beari sh nmood.

Prime Mnister Datuk Seri Dr Mahathir Mhamad' s announcenent of a
stimulus plan to punp-prinme the Ml aysi an econony to cushi on any i nmpact of
a US econonic slowdown had little positive effect on the | ocal bourse.

Sone of the Government's neasures include an additional RM3 billion in
fiscal spending to boost the construction sector. He al so touched on steps
to boost |ocal consunption by reduci ng enpl oyees' contribution to the
Enpl oyees' Provident Fund (EPF) from 11 per cent to 9 per cent and a
rel axation of rules on foreign equity and property ownership to redress
the current property overhang, but unfortunately, these neasures were not
seen by investors to be sufficient to change the nmarket's perception to
lift it out of the dol drums.

Perhaps, a | owering of Bank Negara's intervention rate and a re-pegging
of the ringgit against the US dollar m ght have done the trick to junp-
start a rebound - but it is anybody's guess how far the market would have
gone even if these two measures were announced.

Very clearly, the "tide" of the market is still receding. Even if a
whol e string of goodi es were announced, the nbst we can see is a knee-jerk
reaction fromthe market - only to fall back again.

This "tide" is sonething that Ml aysia al one cannot control. | am
referring to the flow of foreign funds. It is rather unfortunate that
foreign funds | ook at I ndonesia and Thailand' s econony and politics to
j udge Mal aysi a.

We all knowit is not right to conpare apples and oranges. Conpared wth
| ndonesi a and Thai | and, we have done nuch since 1998 in restructuring our
banks, insurance and public conpani es through Danaharta and Dananodal
Their success in turning around sick and virtually "dead" conpanies are
now ernul at ed by some Asi an countri es.

Meanwhi | e, the Securities Comm ssion and the KLSE have al so worked hard
on i nmproving Mal aysi a's corporate governance and transparency, including
stricter rules on corporate reporting, disclosures, remsiers and i nvestor
education and so on.

Mal aysia did all these without the help of the International Mpnetary
Fund - yet these factors are overl ooked by foreign funds principally
because they see Mal aysia as part of South-East Asia or even Asia.

One day, the "tide" will turnin Asia's favour. Sooner or later, US and
European funds will start flowi ng in again because they are now awakeni ng
to the reality that the US stock market cannot go on rising forever.

Per haps, the Fed's decision on March 20, of not cutting interest rates
by 75 basis points but instead by only 50 basis points, has unwittingly
triggered what could well be the beginning of a big bear market for the
US.



The Dow is now at its two-year |ows. The Nasdaqg' s parabolic rise from
250 points in Cct 1984 to a high of over 5,000 by March 2000 is now a
pat heti c shadow of itself, having suffered by nore than a 62 per cent
pl unge within just one year - when it took Nasdaq 16 years to clinb that
nmountain to 5, 000!

Having fallen so much, further falls will likely be limted on the
Nasdaq. But the Dowis a different story. It is just about to roll over
the cliff. The Dow has forned a "di anond" reversal pattern and has broken
t hrough maj or supports. This rare "dianond formati on" spells a market
reversal. Charts are a reflection of the market's sentinment and it has
turned beari sh.

My guess is, it nay be too | ate even for Federal Reserve Chairman Al an
Greenspan to keep the US$10 trillion (US$1 = RMV3.80) US econony from goi ng
bust because on March 20, he could well have unknow ngly turned the US
stock "tide" around.

"Si x nmonths ago, many on WAll Street took it on faith that G eenspan
could pull off (a bust) with ease. But as the US econony's course has
wavered, so has the trust of sonme of his followers. Criticism of
G eenspan, all but non-existent while Americans are basking in the stocks
bul I -run and bl ockbuster economic growh of the late 1990s, is starting to
crop up on newspaper editorial pages", according to a foreign news agency

report.
Federal Reserve officials defended that if the US economy continues to
remai n weak, its central bank will "stand ready" to cut interest rates

further. Tal ks are of another 100 basis points rate cut.

Even so, nmy viewis, the FOMC decision on March 20 has inflicted great
psychol ogi cal damage to the market's confidence. As a result, the herd is
now t al ki ng about "selling" rather than "buying".

Because of this loss in confidence, a 100 basis point cut, if any, wll
nmost probably only result in a "dead-cat-bounce” after which | expect the
Dowto fall further. Dowrose in a sinilar parabolic fashion with the
Nasdaq, from 600 points in 1974 to over 11,000 by the year 2000.

A 38 per cent correction will peg the Dow at 7,500, its 1998 support
level. It looks Iike the market is going this way. It is hard to stop the
freight train - of nass psychol ogy.

Mass psychol ogy wor ks both ways. Renenber when the US market was on a
super bull-run in 1998 fromthe 8,000 | eve? G eenspan used t he phase
"irrational exuberance" to warn investors about getting too gung-ho on
stocks. His words fell on deaf ears. The Dow went on for two years to
11, 000 whil e Nasdaq rose from 1,500 to 5,000 in the same period. This is
the hall mark of a runaway bullish mass psychol ogy. Investors throw caution
to the wind.

Now | fear the US investor is behaving differently from 1998. Let not
the crowds' fears turn into a mass of negativity and even hysteria. If so,

the US stock market nay well be manifesting "irrational exuberance" - but
of a negative kind, regardl ess of the anbunt of damage-control the Fed may
introduce. In the end, | believe it is the power of the herd that noves

mar kets. Once this market confidence evaporates, there is very little that
any governnent can do to turn it around - except tine.

If the US stock markets do continue to fall, | believe funds now in
Arerica will begin to look for new frontiers to invest their noney. Asia-
Pacific countries have a lot to offer to the institutional investor. They
have great growh prospects but the choice of country will determ ne the
extent of the fund managers' returns.

In this respect | believe Malaysia is still one of the better countries
in Asia for foreign funds to invest their noney, for in spite of our
i nperfections, we have cone a long way since the financial crisis of 1998



in redressing many of our mi stakes and weaknesses.
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