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Sel ective rally on val ue stocks

Fred Tam
THE benchmark Kual a Lumpur Stock Exchange Conposite |ndex (KLClI) hoisted
itself to a new 13-nonth high, a level not seen since July 5, 2002

Week- on-week, the KLClI gained 14.84 points or 2.04 per cent to close
at
743. 35 on renewed buying ahead of the tabling of the 2004 Budget on
Septenber 12 by the Prine Mnister and Finance Mnister Datuk Seri Dr.
Mahat hi r Mohamad.

The KLCI is not the only bourse that registered new weekly highs | ast
week. O the 15 indices nonitored, 13 nade new weekly highs

Only the KLSE Second Board Index and the Technol ogy | ndex have yet to
exceed their old highs of July 18. In our colum |ast week, we noted
t hat
ten indices made new highs. This inplies an additional three indices -

I ndonesi a, South Korea and Nasdaq-inproved upon their previous week's
per f or mance.

W nentioned | ast week that when an index can scale a new high, it
implies that bulls are firmy in control of the market. Wth the
addi tion
of three nore indices making new highs by last Friday, nmaking a total of
13 indices, it is clear that bulls will continue to dom nate activity.

On another bullish note, we observed that the nunber of indices nmaking
it to the status of a "bull run" have increased fromfour to eight. In
| ast week's columm, the Mesdaq, KLCI, Emas and the Thail and indices were
in a "bull-run' node but as of last Friday's close, another four -
Japan,

Si ngapore, Indonesia and Australia - had joined the club.

Not e, although the Dow fell 74-points last Friday to close at
9, 348. 87,
this close is still viewed as technically bullish because this is the
Dow s hi ghest close in 14 nonths.

The | ast occasion we saw a higher Dow was in the week of June 14 2002
when it registered 9,474.21

Just as bullish is the Nasdaq, which closed at 1,765.32, making a 16-
nont h hi gh.

Techni cal |y speaking, this high nunber of bourses closing above 52-
week
hi ghs across Asia, Europe and in the US tell us that investors are
bul l'i sh
on stocks. But in spite of such clear technical signals of recovering
gl obal equity markets, many investors in Ml aysia have not been
i mpressed
with the half-hearted rallies on the KLSE thus far.

Sone woul d not even categorise this current uptrend as a bull-run. W
woul d not disagree with themif their definition of a bull run is the
type
of bull markets seen in 1993/94, 1996/97 or even 1999/2000

In the 1993/94 bull run for exanple, Ganite rose from58 sen to
RML5. 50



and in the 1996/97 bull run, MCSB clinbed from RV6.00 to RMA0. 00
Transwater Corp rose from RMLO. 00 to RML10.00 while Hwa Tai defied
gravity
nmonentarily when it shot up from RW.00 to RM208.00. Surely, we are
nowhere near these types of irrational exuberances.

But note the existence of the three-year cycle for the KLSE. In
1993/ 94,
it was the main board that saw action. In 1996/97, it was the second
boards, and in 1999/2000 it was nore the technol ogy stocks

This tinme around (2002/03), we are witnessing a very selective rally
conprising mainly of value stocks.

This selective rally could have been brought on because, after the
Enr on
debacl e and the subsequent enphasis on corporate governance and
transparency, funds are nore cautious and picky. Action should therefore
revol ve around value stocks for this 2002/2003-narket cycle.

Besi des val ue stocks, we see a resurgence of the |ocal technol ogy
sect or
following the footsteps of Nasdag. The current technical rebound on
Nasdaq
could well have inspired a mini-rally on our |ocal Mesdaq stocks

The other possible reason why investors are targeting Mesdaq stocks is
because of their relatively "clean" balance sheets and |ack of stale
bulls
as conpared to many second board stocks, which were hurt by the Asian
financial crisis.

Mesdaq stocks were fortunate enough to have "mi ssed" both the
financia
crisis of 1997 and the tech bubble of 2000 either by a stroke of l|uck or
by design, as Mesdaq was |aunched only on March 18, 2002

Ol and transportation stocks are also on a strong bull-run this time
around and should not be nissed out.
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