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Rurmour on UEMdel i sting may keep pl ayers sidelined

Fred Tam

THE benchmar k Kual a Lunpur St ock Exchange Conposite | ndex (KLCl) rose for
four consecutive days to cl ose | ast week on an i npressi ve note on reports
that foreign funds were in the market.

Week- on-week, the KLCl junped 33.82 points or 5.7 per cent to cl ose at
626. 81 whil e the broader Emas | ndex rose 6.43 points or 4.5 per cent to
close at 148.72 on rel atively high vol unes of above 370 mllion shares in
the [ast two sessions.

Last week's rebound was hel ped by a report that the US Nati ona
Associ ati on of Purchasi ng Managenent's June manuf acturi ng sector i ndex
rose toits best level this year, pronpting optim smthat the worst nmay be
over for the recession-plagued industry. A US recovery is crucial for
Mal aysi a, which exports one-fifth of its goods to the US

The market's rally was despite United Engi neer's warrant being sold down
on fears that Tan Sri HalimSaad, the forner vice-chairman of UEM nmay
take UEM private. UEM Wplunged 45 sen or 46.3 per cent in just tw weeks,
from97 sen to close at 52 sen | ast Friday.

So far, Hali mhas not cone out to clear the air onthis runour. H's
silence is fuelling runmours that he may i ndeed take UEMprivate. |If so,
then UEMWwi Il be worthless - hence its sharp price decline over the | ast
two weeks. Let us hope he won't surface now and say he i s not taking UEM
private. It may be too late. For if he should announce it now, UEMWwi | |
i kely rebound - and investors will be wondering who had bought the 40, 000
lots on the way down?

The runour on the de-listing of UEMmay well turn out to be the market's
achilles' heel this week as players may remai n si del i ned ahead of a
schedul ed July 14 repaynent of RMLOO nmillion by Halimas part of his dea
under a previously agreed put optionwith UEM Alternatively, the market
may di scount this piece of news and linit the damage only to t he UEM group
whi | e the index continues to rise.

So far, the UEMissue has taken a back seat. Market participants were
drawn into the market | ast week by the sharp rallies in index-linked
stocks | ed by Tenaga Nasi onal , Tel ekomand Maybank on reports of foreign
buyi ng. Week-on-week, Tenaga rose RML. 00 or 11.4 per cent to RM. 75,

Tel ekomwas up 85 sen or 9.6 per cent to RWB. 65 whil e Maybank gai ned 90
sen or 8.7 per cent to RML1. 20.

Pl ant ati on stocks al so hel ped fuelled | ast week's rally as rising prices
of palmoil rubbed off onto stocks Iike Sinme Darby, which rose 42 sent or
10.6 per cent to RMA. 38 while IO was higher by 39 sen or 14.7 per cent to
RM3. 04. Techni cal | y speaki ng, weekly vol une | ast week was unusual | y hi gh
this coupl ed with a breakout of its consolidation node, exceeding the high
of 607.02 (June 14) and the high of 620.48 (May 3) inplies a narket
determined to turn itself around.

For the first time since April 28, last year, our P.l. SystemTrader
i ndicator has triggered a nonthly "buy" signal after 15 nonths of
downtrend. The KLClI had succeeded i n breaching the 620. 48 resistance. |f
this | evel can be exceeded by the end of July, the market shall be vi ewed
as having bottoned out. Alook at the fund-flowtable (Table 1) will
reveal that the best three bourses in the Asian region | ast week were
Thai | and, | ndonesi a and Mal aysia with South Korea downgraded to fourth
pl ace. But what the table has also revealed is that only the KLCl is
strong, inplying funds are noving nostly into i ndex-1inked stocks. The



broader market, as reflected by the Emas I ndex, is not as strong. This
scenario is reniniscent of the period between Sept enber 1998 and January
1999. During that period, the market inched up in steps anid political
uncertainties stemm ng frombDatuk Seri Anwar | brahims arrest, riots and
di sturbance to the Commonweal th ganmes. Cbviously, retail investors did not
benefit much fromthat rally.

The current rally we are witnessing share similar characteristics with
that of between the Septenber 1998-January 1999 period. Last week,
al t hough the KLClI rose by 33.82 points to 626.81, fewretail investors
bought. Qur research showed that those who had shares bought earlier
(stale bulls) soldintostrengthinstead. Psychol ogi cal | y speaki ng, many
retail investors remain sceptical and woul d not participate in the market.
But technically, we may see this market continuing to i nch upwards, |ed by
sel ective index-linked stocks |like TMI just like in 1998-1999. Lower
liners will likely remain |acklustre.

Last Wednesday, nmjor dailies reported that nore than 10, 000 Bum putera
entrepreneurs who are saddled with non-perform ng | oans (NPLs) can receive
financi al assi stance froma special fund cal |l ed "Entrepreneurs Recovery
and Devel oprent Fund" | aunched by the Prine M nister Datuk Seri Dr
Mahat hi r Moharmad.

Qut of the RVb0O million allocated, RML20 million will be set aside to
resol ve the probl ens of NPLs currently faced by Bum put era entrepreneurs.
In a nutshell, the banks will take a "hair cut" where 40 per cent wll
deducted fromthe principal sumow ng. Accunul ated interest paynents and
penal ti es i nposed by banks wi || be abolished. The Governnment wi Il then
provi de financi al assistance of 30 per cent to the borrower to repay the
banks whil e the bal ance of 30 per cent of the | oan can be settl ed over a
period of not nore than 18 nonths.

The i nnovati veness of this scheme should be | auded. Its objectiveisto
hel p out financially strapped entrepreneurs who were affected by the
sudden col | apse of the Mal aysi an econony brought about by George Soros's
hedge funds attack on our currency in 1997 and 1998. The Ml aysi an econony
grounded to a halt in 1998 with a growth rate of near zero per cent. For
many Bum put era busi nessmen, they are still carrying this heavy baggage
even after three years.

The ni ghtmares fromthe attacks on the Mal aysi an and Asi an currencies in
1997- 1998 by hedge funds are still denying many busi nessmen from having a
good sl eep. Needl ess to say, if not for the Governnent's unorthodox
approach of inplementing sel ective capital controls in Septenber 1998,

Mal aysi a coul d wel | be an I nternati onal Monetary Fund ai d reci pi ent and be
under its dictate.

But despite selective capital controls, it is a fact that hedge funds
have hurt the country's econony where all Mal aysi ans are affected. These
financi al probl ens brought on by the financial crisis, we are sure, are
faced by all sectors of the business comunity and not just by one sector
of the popul ation.

This is a national problem Unless it is resolved, good entrepreneurs,
especially fromthe small- and nediumsized i ndustries (SMs), will find
it hard pressed to survive due to working capital constraints |l et al one
generating enough nonies to repay their debts to the banks.

Wthout these SMs, Malaysia's econonmic growth will be hanpered. Hence,
we feel it would be a good idea for the Governnent to recognise that this
problemis one on a national scale and to extend a hel pi ng hand to each
and every comunity whose busi nessnen happen to suffer fromthe sane
di | emma.
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