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JULY 7 — 11, 1997 1 YEAR 1 MONTH  LAST
AGO AGO WEEK

Market Cap (RM bil) 735.3 756.9 704.6
— Main Board 690.0 693.0 640.5
— Second Board 45.3 63.9 64.1
KLCI (pts) 1,138.0 1,108.3 1,017.6
SBI (pts) 501.9 564.5 548.5
3-mth Klibor 7.420 8.090 11.10
RM/US$ 2.4825 2.5045 2.4880

WEEKLY VOLUME LEADERS
counter Close High Low +/- +/- Vol

(RM) (RM) (RM) (RM) (%) (m)
Berjaya Industrial 2.91 3.14 2.81 -0.04 -1.36 86.7
Taiping Con 3.20 3.76 3.14 -0.46 -12.57 70.9
Puncak Niaga 4.22 4.80 3.76 — — 32.1
MBf Capital 4.26 4.72 4.22 -0.40 -8.58 28.4
Taiping-T 1.23 1.46 1.17 -012 -8.89 27.4

WEEKLY TOP GAINERS
counter Close High Low +/- +/- Vol

(RM) (RM) (RM) (RM) (%) (m)
PNE PCB 11.30 11.40 7.65 3.65 47.71 11.8
Hing Yiap 15.40 15.40 10.50 4.00 35.09 12.9
Sg Way-W 2.72 2.72 2.00 0.62 29.52 0.1
Autoways-A 42.00 44.25 33.25 9.00 27.27 0.9
Ho Wah Genting 11.70 12.30 10.00 1.40 13.59 2.5

WEEKLY TOP LOSERS
counter Close High Low +/- +/- Vol

(RM) (RM) (RM) (RM) (%) (m)
Tenggara Cap-A 3.00 3.60 2.80 -1.84 -38.02 0.1
Apex-W 9.20 11.80 9.05 -2.60 -22.03 0.1
YTL-T 4.50 5.75 4.30 -1.25 -21.74 0.1
IOI Prop-W 3.00 3.64 3.00 -0.74 -19.79 0.1
RHB Capital-W 2.29 2.84 2.12 -0.55 -19.37 0.1
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ECONOMICS AND STRATEGY
Focus on volatility in regional currencies and interest rates

The market finally broke the psychological support of KLCI 1,000 points last week after months of uncer-
tainty.  At this juncture, recovery is expected to be slow and painful, without foreign support. The sell-off was
unmistakably triggered by the central bank’s decision to strengthen the ringgit through aggressive market
intervention. This follows the chorus of downgrades by foreign institutions, led notably by Morgan Stanley
and Solomon Brothers’ decision to further underweight Malaysia in their portfolio of investment.

Bank Negara is estimated to have spent no less than USD2b of its reserves to shore up the ringgit. The
massive operation dried up liquidity and pushed interbank rates to alarming levels. The overnight rate
climbed to around 30% (a few banks even quoted more than 40%), the highest in a long time. The interest
rate hike practically halted the normalisation process of interest rate returning to its pre-baht crisis level.

When interest rates shot up in mid-
May, the central bank indicated that
the situation was only temporary un-
til speculative elements were removed
from the market. This partly explains
Maybank’s decision not to revise its
BLR upwards although there is room
for the bank to do so. We believe that
efforts to normalise interest rates had
begun in earnest from mid-June, with
the central bank flooding the market
with liquidity by not rolling over some
maturing issues of gilt-edged papers.

The central bank’s decision to push
interbank rates last week in support
of the ringgit is reminiscent of the situ-
ation prevailing during the early part
of 1996, when the authorities increased
the cost of borrowing to ward off specu-
lative activities. Combining
contractionary open market operations
and higher statutory reserve ratios (for
the banking institutions), the 3-month
KLIBOR was increased 150-200 basis
points within a matter of one week.
That was effective in weeding out
speculation.

However, it is imperative that we highlight the stark dissimilarities between the economic situation then
and that prevailing now. In 1996, the concerns were that the economy was at the point of overheating, and
that interest rates had to rise to contain the current account deficit and inflationary pressures. The situation
is different now. The authority is currently fighting a tide of speculative fervour triggered by regional devel-

3-month KLIBOR

7.000

7.500

8.000

8.500

9.000

9.500

10.000

10.500

11.000

11.500

12.000

9/
5

13
/5

15
/5

19
/5

22
/5

26
/5

28
/5

30
/5 3/
6

5/
6

9/
6

11
/6

13
/6

17
/6

19
/6

23
/6

25
/6

27
/6 1/
7

3/
7

7/
7

9/
7

11
/7

%

Normalisation process halted

Overnight KLIBOR

5

10

15

20

25

30

35

9/
5

13
/5

15
/5

19
/5

22
/5

26
/5

28
/5

30
/5 3/
6

5/
6

9/
6

11
/6

13
/6

17
/6

19
/6

23
/6

25
/6

27
/6 1/
7

3/
7

7/
7

9/
7

11
/7

%

Normalisation process halted



INVESTMENT WEEKLY — JULY 14, 1997

CAPITALCORP RESEARCH 3

opments, which naturally is beyond the country’s control.  A sizeable  1997 current deficit (RM15b or 5.5% of
GNP) should have been discounted, and the economy is no longer in danger of overheating. Indeed, indus-
trial production remains strong and healthy with inflationary pressures abating. Export slowdown  is a
legitimate lingering concern but the trend during the rest of the year is yet to be seen. In any case, one is
comparing export growth over a relatively high base of 1996 and the economy in 1996 was driven much more
by domestic than external demand.

If there were reasons to be pessimistic over the health
of the economy, then it is most likely due to a slowdown
in manufacturing investments. During the period Jan-
May 1997, the number and amount of applications re-
ceived by MIDA were down 31.1% and 63.0% respec-
tively compared with the same period in 1996. Of this,
the amount of foreign direct investments (FDI) fell
52.7% to RM3.6b. Our initial impression is that the
marked slowdown could be due to the government’s
deliberate and vocal policy of being investment-selec-
tive, i.e. favouring investments in hi-tech, capital-in-
tensive modes of production.  This is not easy to verify.

The fact is that the bulk of investment applications were
approved, implying either these are the “desired” in-
vestments, or perhaps the government is still adopting
a benign policy on investment proposals. A slowdown in
FDI is a cause of concern as long-term capital is one of
the important source of finance for the country’s cur-
rent account deficit. In the meantime, we believe that
the pre-emptive measures (which aptly describes Bank
Negara's action at this juncture) will continue next week.
It is important that there be no let up in the authori-
ties’ battle against speculators as it will only re-ignite
speculative fervours.

The ringgit will continue to be the market’s focal point this week. The Philippine Government’s decision to
widen the band for Peso is expected to dampen market sentiments but this should have been a discounted
event. We are hoping for a more stable baht—if the currency depreciates further against the dollar, ringgit
could come under speculative attack again (forex speculation was contained as players avoid taking position
over the weekend). In any case, the conduct of monetary policy over the last one week only managed to
exacerbate the current state of depression in the stock market as some foreign institutions resorted to selling
their core holdings of blue chips to cover their ringgit position, after betting on a further depreciation of the
ringgit that never materialised. If things were to deteriorate this week, the government could resort to capital
measures, such as limiting swap activities.

There was heavy short-selling activities in the stock market in the first session on Friday, but strong support
in the afternoon had effectively caught the speculators. We believe that government-backed institutions had
checked the market’s slide, echoing the government’s stern caution against speculators. The return of the
Prime Minister should be a stabilizing factor this week. [Zulkifli Hamzah 254-6677]

Investment applications
No of projects 

0

100
200

300

400
500

600

700

800
900

1000

J-M 97 J-M 96 1996

Investment applications
Value of projects 

0

5000

10000

15000

20000

25000

30000

35000

40000

45000

J-M 97 J-M 96 1996

R
M

'b



INVESTMENT WEEKLY — JULY 14, 1997

CAPITALCORP RESEARCH 4

INVESTMENT THEME
Sabah's political landscape is set for changes over the next 6-9 months; ripples expected on Sabah-fla-
voured stocks

Sabah is a political madhouse. Even after three years of some order and stability, the landscape appears set
for changes in the coming months in the run-up to the appointment of a new chief minister next May. The
ruling coalition, which has governed the state since early 1994, is a loose amalgamation of politicians who
party-hopped to power in alliance with Sabah Umno after the Feb 1994's state election.

Barisan Nasional had won only 23 of the 48 seats in the state assembly, but still formed the government after
securing additional seats from political defections by Chinese and Kadazan leaders from PBS.

Over the next six to nine months, we expect this political fragility in the state to express itself more
pronouncedly, as the chief ministership is passed on from the Chinese to Kadazan. Although Yong Teck Lee’s
two-year term does not expire until late May next year, there are several contentious and delicate issues,
political or business, that still beset his administration.

Evidences of political disunity, or business rivalry, among Barisan Nasional coalition partners have been few
and far in between, but they represent strong undercurrents that could tilt the balance of power in the state
in future. These include:

■ the swapping of porfolios between Dayang Mahani Raffae (previously Communication & Works) and
Yahaya Hussin (Rural Development)

■ the state’s defiance of Federal decision to allow Olympia to re-establish its gaming presence in Sabah

■ the Federal displeasure at the “overwhelming” influence of Repco Holdings in Sabah, through the
prosecution of the company and its officers

■ the latest defection of PDS vice-president Dr Osman Menudin to PBS fold with some 500 members

The strong message about the graft in Sabah, delivered by Anwar Ibrahim last June, could rankle a number
of state leaders with hidden business patronage. That the ruling coalition is prepared to face the worst —
party defections — should tune the people up for some surprises ahead. These events, as well as others that
could crop up in the run-up to the succession of power, will have political and investment consequences.

What happened in the 1994 state election?

In Feb 1994 state election, Barisan Nasional won 23 of the 48 state seats. PBS won 25 seats and secured the
simple majority for the mandate to form the government. Sabah Umno, under the chairmanship of then-
DPM Ghafar Baba and later Sakaran Dandai, made its debut from its predecessor, but won only 18 seats
with other BN parties managing 5 more.

But PBS's simple majority was threatening its survival, as promises of power led to massive party-hopping
and defections seven months later. BN thus secured the majority to govern the state. The banding together
of these defectors within the coalition, however, led to an internal power struggle for the chief ministership.
The two-year rotational power-sharing formula was to become a key agreement designed by PM Dr Mahathir
to resolve the power struggle within Barisan Nasional — to be shared among its three main ethnic groups.
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Table: Rotational Power-sharing Arrangement: Who is next in the line-up?

Position 1994 1996 1998

Chief Minister Salleh Tun Said Yong Teck Lee Joseph Kurup

Deputy I (Muslim bumiputra) Ghapur Salleh Ghapur Salleh Ghapur Salleh

Deputy II (non-Muslim bumi) Joseph Kurup Joseph Kurup Bernard Dompok

Deputy III (Chinese) Yong Teck Lee Tham Nyip Sen Tham Nyip Sen

Will the succession be perpetuated come May 1998, or will there be a surprise snap election?

The issue of snap election is making its round in Sabah, but with only minority following. The current talk of
town is not because the present state leadership wants to pre-empt the elevation of a Kadazan to the chief
ministership. Strange as it may seem, the theory revolves on the “questionable” strength of next-in-line
Joseph Kurup (Minister of Resource Development & Enterprise).

Joseph Kurup (who is the president of Parti Bersatu Rakyat Sabah) is widely viewed as a one-man party,
this popular belief that his weak link could be a liability to Barisan Nasional as it prepares for another five-
year term by Feb 1999 during his term. In this respect, his rights to succeed Yong Teck Lee come May 1998
is also being quietly challenged by Bernard Dompok (Minister of Tourism & Environmental Development).
Dompok, who presides over Parti Demokratik Sabah, enjoys a wider grassroot support.

Sabah Umno appears to be incoherent...

Sabah’s political map is still drawn up by ethnic or territorial bias. Within Umno itself, we see incoherent
set-up in the face of unity. Power bases are still apparent among several strong personalities — Osu Sukam,
Ghapur Salleh, Salleh Tun Said, Shapie Apfdal and Lajim Ukin — some clearly more influential than the
state leadership.

...while PDS is currently rocked by defection

Dompok-led PDS is a splinter group that broke away from PBS in 1994. Although its strength has been
recently sapped by the exodus of vice-president Dr Osman Menudin and a horde of other grassroot members,
this should be a non-event vis-a-vis its contribution to the ruling coalition. The PDS No 2 lost its Kinabalu
seat under the PDS ticket in 1994.

GAMING INDUSTRY
Federal/Olympia Industries vs State

On Dec 23, 1995, Olympia informed the stock exchange that its gaming licence was renewed by the Finance
Ministry “on the same terms and conditions with effect from Jan 1, 1996. It said the company will “continue
with its operation in accordance with the law.” Barely two weeks later on Jan 4, 1996, Olympia Industries
was informed by the Finance Ministry that its gaming licence had been revoked and would not be renewed
with immediate effect.
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In a strange twist of events on March 22, 1997, Olympia told the KLSE that the Finance Ministry has agreed
to renew the gaming licence previously issued to Diriwan to conduct 3-D, 4-D and Lotto games with effect
from Jan 1, 1997. Despite Federal approval, the state has refused to allow Olympia back into the business
since Jan 1996. The reason: the policy of restricting the growth of gaming industry in 1996 (culminating in
the halving of the number of outlets in Sabah), could not be reversed without dire political consequences.

The rejection of Olympia, we suspect, could have been a politically-motivated move (officially for alleged
illegal gambling infringements). But to appease Olympia at this stage could be a suicidal political gamble. In
so doing, the state leaders could be accused of reneging on its 1994 election promise, something unthinkable
when a state election is around the corner. As Barisan Nasional is on trial (it won the election by default), a
wrong move by Yong Teck Lee could swing the crucial Chinese votes and puts his integrity and political
career at stake. It must be emphasised that Yong is only 39, and had served in Pairin’s PBS-led government
before his Jan 1994 defection.

The Federal government wants changes...

We believe Anwar is unhappy about the growing influence of certain lottery men over some state leaders. We
view the SC prosecution of Repco and its officers as a hint of the government’s displeasure at the company,
although its case is built on charges that it misled the investing public with its bullish profit forecasts.

Having renewed Olympia gaming license, we presume the Federal government does not take lightly to its
authority being undermined by the state ministers. We believe Anwar wants the state to toe the line i.e.
issue trading licence to Olympia, which counts Duta Yap (ex-Special Branch) and the Police Co-operative as
its major shareholders. With such strong political and business backing, we are least surprised by its persist-
ence in reclaiming its share of the gaming business in Sabah.

Clearly, the state leaders are also wary of the Federal government’s tough stance against mixing politics
with business. That, to a certain extent, has led to the swapping of portfolio between Dayang Mahani (former
Minister for Communications and Works Minister) and Yahya Hussin (formerly Rural Development Minis-
ter), who is the secretary-general of Sabah Umno.

We understand that under an outlet-sharing formula proposed by its unit Diriwan, Olympia wants the state
government to equitably re-allocate gaming outlets among the three players — Berjaya Sports Toto, Repco
Holdings and itself — without enlarging the total outlets in the state. This formula, if so approved, will
seriously dent Repco’s position as a near-monopoly in Sabah gaming business. By allowing another lottery
operator in Sabah without enlarging the existing number of outlets, we believe such a proposal is politically
acceptable. However, we are not be able to forecast the timing of this “successful outlet-sharing scenario.”

CONCLUSION

We expect Sabah-flavoured stocks to come into spotlight in the run-up to May 1998’s rotation of the chief
minister post. While it would be difficult to predict who-gets-what-goodies in this situation, we expect any
Sabah rally to be an impartial event to any particular stock or personality. At worst, we could expect that to
happen in before Feb 1999 state election deadline, or earlier should a snap election be called ahead of May
98's change of chief minister. Promises of development should create new harvest of big contracts for Sabah-
based companies with the right mix of business contacts and political connections. [David Yong 466-3929]
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