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Situational stocks see thin transactions

Fred Tam

THE benchmar k Kual a Lunpur Stock Exchange Conposite Index (KLCl) barely
made it into positive territory |ast week thanks to British American
Tobacco (BAT) and MPI

BAT was up RML. 75 or 5 per cent to RV36.00 while MPI was higher by 50
sen or 3.2 per cent to RML6.10, helping the KLCI to close 8.72 points or
1.3 per cent higher, at 678.90. Had it not been for BAT and MPI's price
rise, the KLCI woul d have ended in negative territory as heavywei ghts
Tenaga, Tel ekom and Maybank failed to perform

The market started well |ast week on Finance M nister Tun Daim
Zai nuddin's comments of a better performance on the |ocal bourse after a
successful meeting between UMNO Yout h and Chi nese | obby group SEQ U.

Bank Negara's statenment of an increase in the country's foreign reserves
fromRML12. 736 billion to RML13.565 billion and their reassurance of anple
donestic liquidity to finance investments in Mal aysia al so buoyed narket
senti ments.

O her bullish news was an i mm nent Cabine reshuffle by Prinme M nister
Dat uk Seri Dr Mahat hir Mohamad and the listing of Tine dotCom

In anticipation of Tine dotComis listing, its parent conpany Tine and
rel ated conpany Renong were heavily traded | ast week. |nvestors bought
these two counters at a pace not seen since Cctober 20 | ast year, chal king
handsone gains for both. Tine was up 29 sen or 15 per cent to RM2.20 while
Renong was up 18 sen or 19 per cent to RML. 13.

But | ast week's market rally was not broad-based. Ot her than sone
situational stocks, the mpjority was thinly traded. The new settl| enment
period of T+3 days had taken a toll on narket volume as the nornal
"contra" investor is now narginalised. Wthout sufficient participation we
wonder where the "fuel"™ is going to conme fromto drive stocks higher.

G ven the strong of bullish news, the KLCl's single-digit rise cannot be
said to be strong. Were have all the players gone?

Many have al ready been wi ped out by the nearly one year of downtrend
since the KLCl topped out |ast February 18, at 1,021. This round is the
KLSE's worst. Even the 1998 decline was not that bad as the market fel
for only five nonths fromApril 1 to Septenber 1, 1998 before reboundi ng.

Never in our history (except for the 1997 decline where the KLCl al so
declined for 12 nmonths from February 1997 to January 1998) have we
experienced such a prol onged period of downtrend.

It is like Chinese water torture where you die a slow death. Mich as we
had gone through the "crash" of 1997 and should have | earnt a | esson from
it, many investors were caught unawares this round principally because the
news in early 2000 was extrenely bullish.

A foreign stock brokerage house called Morgan Stanley had i n January
announced the reinstatenment of Malaysia into the Mirgan Stanley Capital
| ndi ces by end-May 2000. G ven this piece of supposedly "bullish" news,
many investors entered the market from January. Even as the narket was
slipping, they held on, believing that come May 2000 the entry of foreign
funds will help lift the index back up again. They were wrong.

No doubt there was a rally, from900 points to 954 points by May 22,
2000 but that was as high as it went.

The KLSE nmade a swift turnaround and within three days, had fallen back
bel ow the 900 I evel. It made anot her dead-cat-bounce to 928 | ast May 31,
trappi ng even nore investors, before plunging to where we are now, at



678.90. In the interim the nmarket has made no | ess than 10 dead-cat -
bounces!

Dead- cat - bounces are nothing nore than a few sessions (at nost 12
sessions as in the pre-Budget run of |last Cctober) of rally before
pl ungi ng to make new | ows. These bounces are partly the result of bargain
hunting arising froma tenmporary oversold situation after an abrupt plunge
in prices over too short a tinmeframe. But their rallies are tenporary in
nature and do not end up in a trend change.

It is these dead-cat-bounces that caused astrononical |osses to
investors. Every tinme the market rallies, they draw in players and
invari ably these players get caught hol ding onto them because prices
continue to nake new | ows. And they don't sell them because they think Big
GQuy's (Morgan Stanl ey) announcenent neant that sooner or later foreign
funds will come to their rescue.

Vell, we have waited until today for their support, but where are they?
Sone of us are still waiting but many are already dead and gone.
Let us all learn a |l esson fromthis episode - and that is, don't we

bel i eve everything said or announced by Mrgan Stanley or for that matter
any "authority". News should be taken with a pinch of salt. At the end of
the day, we should fall back on anal ysing the demand and supply of shares.
Unfortunately, the fundamental school doesn't have a "Sentinent |ndex"
for us to gauge changes in demand and supply of shares. About the only way
one can sense sonething is strong with Morgan Stanl ey's reinstatenent
statement is by |looking at the highs and the | ows of each stock and the
i ndi ces.
If in spite of bullish news, the market and the stocks you hol d keep
maki ng new | ows and | ower highs, you shoul d sense that sellers are dunping

shares at you. Should you still hold on to these shares? Definitely not.
If you do, it's like trying to catch a falling knife. That is why a
chartist would "sell" if a support breaks down.

The 700-point | evel support was broken | ast Decenber 22, 2000. This
breakdown inplied sellers are still dom nating market action. In other
words they still don't see value at the 700 level. The KLCI then plunged

to the 652 level on January 3 before rebounding to where we are now, at
678. 90.

We are labelling this rebound a "Return Move" after a Head-and- Shoul der
breakdown. Unless the KLCl can lift itself back above the 700 | evel, this
Return Move is only tenporary and the narket should revert back to a
downt r end phase.

A resunption of the downtrend could nmean still |ower prices with the
KLCI possibly re-testing the 640 area. The other mmjor downside targets
will be 550, 450 and 360 although it is not necessary that the market nust
test these | evels before bottom ng out.
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