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Consol i dation phase for market likely this week

By NGU CHI E Kl ENG
STOCKS on Bursa Ml aysi a Bhd succunbed to selling pressure | ast week as
i nvestors locked in profits fromthe recent rebound.

New evi dence of weakness in the US econony and concerns over negative
i npact fromthe renewed increase in oil prices al so weighed on the equity
mar kets, both donestically and gl obal ly.

As expected, trading began on a weak note | ast Monday as profit-taking
on overbought stocks and contra-selling fromthe high tradi ng vol ume
generated i n the previ ous week danpened prices. Selling pressure
persisted into the m d-week on |l ack of stinulating|eads and weakness in
gl obal equity narkets.

During t he week, there were grow ng signs that the US econony ni ght be
headed for a sl owdown. Corporate earnings, especially that from
t echnol ogy stocks, spooked optim stic investors. Econonic data were al so
bel ow expectations. Industrial production for June posted a surprise
decline after strong showing in April and May. The 0.3 per cent decline
fromthe prior nonth was the | argest since April |ast year

Meanwhi | e, retail sales and consuner sentinent i ndex al so showed
poorer-than-expected figures. Taken together with a | ower-than-expected
i ncrease in consuner prices, whichinitself is a m xed bl essing, the
| atest data point to a possible sl owdown in the US econony. Hence, we
expected the market to pay cl ose attention to Federal Reserve chairman
Al an Greenspan this week when he testifies before the Congress.

The sl owdown in the external front woul d have great inpact on the | oca
econony. Apart fromthe US, our |argest trading partner that is show ng
signs of sl owdown, the | atest economni ¢ nunbers from Chi na al so suggest
that the econony is cooling down. and possi bly achieving the soft-Ianding
scenario that it w shed

Setting against this backdrop, however, is the recent Ml aysian
Governnment' s announcenent that it is allocating an additional RMLO
billion for econom ¢ devel opnent under the Ei ghth Ml aysia Pl an and t he
conmitnment to dish out nore infrastructure spending in the second hal f.
Putting the two and two together, this woul d showthat the Ggovernnent
has a great foresight in econonm ¢ nmanagemnent.

I ndeed former Prime M nister Tun Dr Mahat hir Mohamad pointed to
possibility of Malaysia raising its current gross donestic product
forecast of 6 to 6.5 per cent when he alluded to a strong growh in the
second quarter and in the second half. Such signs of strength in the
donesti c economy may under pi n mar ket upside, but in the meantine, the
market is | ooking at earnings reports fromthe | ocal corporate sector
that are due over the next few weeks.

Techni cal Qutl ook

The Kual a Lunmpur Conposite Index (KLCl) slid 11.41 points, or 1.3 per
cent, to close at 842.65 points for |ast week, the first weekly decline
in four weeks. The average daily tradi ng volune shrunk to 290.1 nmillion
shares froma three-nonth high of 409.5 million shares the previous week,
as lack of followthrough buying interest danpened trading activity. The
KLClI July futures closed at 846.5 point for a near four-point premumto
t he cash index, shored up by a technical rebound | ast Friday.

The KLClI fell froman early high of 854.79 | ast Monday as profit-taking
on overbought stocks and weak foll owthrough buyi ng caused the index to
slide to 837.65 | ow | ast Thursday. However, a technical rebound | ast



Friday lifted the i ndex and the broader market off their | ows for the
week.

The daily sl ow stochastics indicator on the KLClI has fully neutralised
its previous overbought nomentumand fell down to the neutral zone with
readi ng of 40. However, the weekly stochastics continued to ascend and
has just entered into an overbought territory with readi ng of 84, which
could restrict mediumtermupsi de nonentum

Meanwhi l e, the 14-day and 14-week Rel ative Strength Index (RSI) are
hovering at the neutral region with readi ngs of 56 and 54 respectively,
i ndi cati ng consol i dation process on neutral techni cal nmonentum

Ontrend indicators, the daily Mving Average Convergence/ Divergence
(MACD) has devel oped a hinge and coul d potentially trigger a near-term
sel|l signal. Meanwhile, the hook-up on weekly MACD has | evelled off bel ow
the trigger line and will delay a potential nediumtermbuy signal.

The daily ADX on the Directional Movenent |Indicator (DM) has topped
out and turned south to reverse | ast week's bullish hook-up to cross
above the -Dl line, thereby erasing potential for strong uptrend in the
near-term The weekly ADX has | evel |l ed off on expandi ng +DI and - Dl
lines, whichis positive, but needs further confirmation of bullish
nmonentumto sustain uptrend.

Concl usi on

The weaker monmentumand mi xed trend indicators for the KLCl suggest
that a consolidation phase is in order. Wth short-termoverbought
momentum ful Iy neutralised, range- bound tradi ng for base buil ding
process may followto reinforce stronger support. The KLCl will need to
hol d above its 30-day Sinple Mving Average (SMA), currently at 830 and
rising, to sustain the current upward nmonmentumw t h 200-day SMA at 822
acting as strong support platform

The return of active daily tradi ng vol unmes of above 500 million shares
wi Il be crucial to spark strong rebound and pronote further upside
potential to challenge the resistance fromthe recent hi gh of 858.

Sel ective | ower-liners and second board stocks with positive news flows
m ght attract active rotational plays.
The witer is the head of research at TA Securities
( END)



	Consolidation phase for market likely this week (NST 19/07/2004)

