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JUNE 22 — 26, 1998 1 YEAR 1 MONTH  LAST
AGO AGO WEEK

Market Cap (RM bil) 742.20 338.52 274.13
— Main Board 678.86 322.49 260.05
— Second Board 63.33 16.03 14.08
KLCI (pts) 1,066.74 561.28 445.67
SBI (pts) 565.27 113.50 98.65
3-mth Klibor 7.43 10.97 11.06
RM/US$ 2.5120 3.7800 3.9600

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

(RM) (RM) (RM) (RM) (%) (m)
Magnum Corp 1.460 1.480 1.370 0.040 2.82 35.5
Tenaga Nasional 5.000 5.700 4.940 -0.750 -13.04 16.9
Sime Darby 2.780 2.990 2.670 -0.210 -7.02 14.9
Telekom 6.600 7.000 6.350 -0.400 -5.71 13.8
Resorts 4.400 4.880 4.360 -0.480 -9.84 9.7

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

(RM) (RM) (RM) (RM) (%) (m)
OSK-C 0.400 0.410 0.400 0.240 150.00 0.001
Tomypak 2.450 2.900 1.800 0.650 36.11 0.492
Bina Goodyear 1.460 1.460 1.120 0.350 31.53 0.129
George Kent-W 0.115 0.115 0.080 0.025 27.78 0.012
SAAG 4.800 4.800 3.560 1.040 27.66 0.309

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

(RM) (RM) (RM) (RM) (%) (m)
F&N Holdings-W 0.065 0.150 0.050 -0.225 -77.59 0.261
Cygal 2.280 5.600 2.100 -5.720 -71.50 0.075
Johan-W 0.050 0.085 0.035 -0.035 -41.18 0.512
Leong Hup-W 0.015 0.020 0.010 -0.010 -40.00 0.845
Kulim-W 0.070 0.105 0.050 -0.040 -36.36 0.178
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ECONOMICS & STRATEGY
Still plenty of reasons to be bearish, but all is not lost

How low can it go? The most recent low the KL Composite Index hit was 435.84 pts on June 16 breaking
the previous low of 477.57 pts on Jan 12. Certainly the earnings outlook for corporates has worsened since
then due to higher interest rates and foreign exchange losses and estimates of non-performing loans keep
being revised upwards. Perhaps a clue in estimating the bottom can be found in the KLCI’s dollar adjusted
market capitalisation which is one of the indicators global asset managers use. On Jan 12, the KLCI’s mar-
ket capitalisation was RM163.3b or US$35.6b based on prevailing exchange rates of RM4.59/US$. The KLCI
on June 16 recorded a market capitalisation of RM142.3b or US$37.1b based on the RM3.99/US$ rate. As-
suming RM4.00 to the dollar and market capitalisation of US$36b, a back-of-the-envelope calculation sug-
gests that the KLCI should find buying support at between 412 and 420 pts.

Size matters. Or does it? One prominent US strategist has recently commented that stock prices of Gen-
eral Electric, Microsoft, Coca-Cola, Exxon, Merck, Pfizer should warrant more attention than the emerging
markets, since the market capitalisation of such companies dwarfs most of the world’s emerging stock mar-
kets like Malaysia, Singapore, Thailand and Indonesia. We are not sure exactly why, but this divergence
does not have the look of permanence. It is possible that emerging markets could outperform these giant
corporates by a wide margin within the next two years.

Contrast with early 1998: The Malaysian stock market is still heavily influenced by regional factors which
have been negative for more than a year now. Asia’s biggest concern now is Japan, the region’s great hope for
export growth and its weak yen (while in early 1998, it was more an ASEAN problem with Indonesia’s
currency and political problems taking centrestage). Japan is suffering with GDP contracting by an annualised
5.3% in 1Q98, banks creaking under a burden of bad loans and unemployment rate at a post-war high of
4.1%. On-going problems in Asia mean that net exports can no longer be an engine of growth and Japan will
have to rely on domestic spending to boost its economy. But with corporate profits under pressure and non-
permanent income tax cuts, the impact of the 16.6 trillion yen stimulus package on consumption will prob-
ably be discounted.

No stability yet: Problems in Japan are affecting China and Hong Kong, the region’s two other big econo-
mies. Talk of a currency devaluation in China increases every time the yen drops a spread. Hong Kong’s
financial secretary Donald Tsang admitted in a recent Asian Wall Street Journal report that it would not
uphold the linked exchange rate mechanism in place since 1983 “at all costs.”

Domestic politics — Sorry Anwar, your formula failed, let's try mine: Political unity, one of the fre-
quently touted strengths of this country, is under pressure with the appointment of Tun Daim Zainuddin to
a cabinet position last Tuesday. The former Finance Minister has been appointed as Minister of Special
Functions and will oversee efforts to get the economy back on track. This is negative, driving a wedge be-
tween the top two in the leadership and confirms talk of a widening rift between the PM and his deputy on
economic policies. Could this be a sign of an impending power struggle within UMNO?

The latest 2%-point cut on SRR by Bank Negara will unlock RM8b liquidity in the system and immediately
reduce interest rates by 21-27 basis points. The financial impact may be quantifiable, by the move will likely
be viewed as Dr Mahathir's strong hand of intervention in the affairs of the central bank. Coming so soon
after vehement defence of its tight monetary policy, the credibility of the institution (and its governors) has
now suffered a mighty blow.
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The preoccupation to lower interest rates stems from the need to save local businesses reeling from expen-
sive loan servicing. It also says strongly about Dr Mahathir/Tun Daim's preparedness to try a new formula to
resuscitate the economy, and face the adversities. The timing appears well-calculated ahead of June 30. This
week, the market is likely to be dictated by how well the ringgit reacts to this easing of liquidity.

Market looks like it has bottomed: A repeat of the liquidity driven bounce in early February looks un-
likely with the Japan-China-Hong Kong interplay, which could potentially affect the US and European econo-
mies. The Malaysian market looks likely to trade between 450-550 for the rest of 1998, with the bottoms
established by foreign value/vulture investors and the highs capped by falling earnings and a growing list of
corporate bankruptcies. There are some signs that vulture funds are active - it was recently reported in the
Asian Wall Street Journal that New York-based Greenwich Group International is looking to invest in Asian
properties. Vulture funds are private partnerships that invest in depressed assets in hope of making a profit
when prices rebound. Sentiment towards the region is at a low while US and European stocks continue to
chart new highs. Most global fund managers are probably uncomfortable with valuations in both US and
Europe where they are overweight. Conversely, almost all the major emerging markets have already fallen -
Russia is the latest. The first was Mexico/Latin American collapse in 1995-96 and then Asia in 1997-98.
Beyond this week, stocks in the Asean region could be lifted as managers increase their weightings from
aggressive underweight to underweight position for diversification and long term outperformance. [Chris
Leow, CFA 253-1626]
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TECHNICAL VIEW

The KLCI fell every day last week, closing at 445.67 pts, approximately 22 pts from the prior week's close.
The market’s focus on the yen’s renewed weakness discouraged buying interest for the most part.  The other
local factor involved the appointment of Daim as a Minister of Special Functions on Wednesday. The market
voted negatively to the appointment, as it was perceived to overlap and diminish Anwar’s role.

The technical indicators are pointing to a further weakening of the index. The daily MACD is flattening
while the RSI has started to retreat from the 40 level. It could however start to diverge with price as the
market falls, suggesting bullish divergence in the days ahead. The momentum is still negative but diverging
with price. These little factors may suggest that the downside is limited. The channel support as of today is
at 423 pts. The negative weekly candlestick close has dampened the outlook for this week.

Wave-wise, the close below 455 on a weekly basis indicates further weakness over the coming days. A break
below 435 would put the next target at 415 or thereabouts. This important level will indicate if the KLCI will
start an intermediate correction now or if we have to wait much longer. However, if the short-term support at
435 holds this week, the KLCI will likely consolidate further between 445 and 480 before the next fall to new
lows. The mid-year or month-end dressing factor may be something to watch out for on Tuesday. [P. Cherry
Simon 254-6677]
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TECHNICAL VIEW
Malaysian Pacific Industries Bhd

MPI is involved in the manufacturing and sales of integrated circuits, semiconductor devices, electronic
components and leadframes to customers world-wide. The largest shareholder is Quek Leng Chan, who
presides over the sprawling Hong Leong conglomerate. In mid-May, the tycoon placed out 14.3m MPI shares
at RM10.70 to unidentified buyers.

The price pattern of this stock has always been consolidative, within a widening band between RM8.00 and
RM12.00. This pattern in classical technical language is widely known as an expanding triangle. The sudden
sharp fall over the last one month away from this consolidation, is symptomatic of a sudden change in the
fundamental valuation of the company, due to reasons not understood at this moment in time. There are two
main underlying concerns about MPI — the imminent listing of Unisem could prompt institutional to switch
to a high-growth competitor and the fear that cash in MPI may have been utilised to support other Hong
Leong companies share prices. Because MPI closes its books on June 30, its balance sheet may not be scruti-
nised until publication in September.

However, the time will come when the price becomes attractive due to an oversold situation or when all the
sellers would have done with their unloading. Consequently, a sharp rebound will follow suit. The time may
be upon us now, at least as a trading buy. The wave pattern suggests that a correction in the form of a zig-
zag is the most probable pattern. This is reasonable to expect, as the Wave 2 consolidation from Feb through
May 1998 was a flat pattern. In wave-analysis, the next correction (Wave-4) has to alternate, which implies
a zig-zag pattern. The most likely levels from which this zig-zag correction begins is in the RM3.55-3.75 zone.
It is also the bottom of the channel support as of this week. Watch for intra-day price action to initiate long
positions, when it falls into this price zone. Also, the 14-day RSI is below10. A corrective rally can only take it
to the RM6.00-6.50 levels, where the previous consolidation took place. [P/ Cherry Simon 254-6677]


