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JUNE 1 — 5, 1998 1 YEAR 1 MONTH  LAST
AGO AGO WEEK

Market Cap (RM bil) 762.9 366.0 311.6
— Main Board 702.2 348.3 296.8
— Second Board 60.7 17.7 14.8
KLCI (pts) 1,108.87 608.40 505.05
SBI (pts) 557.51 131.38 109.41
3-mth Klibor 8.030 11.060 11.020
RM/US$ 2.5050 3.6200 3.8900

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

(RM) (RM) (RM) (RM) (%) (m)
Tenaga Nasional 5.800 6.350 5.750 -0.550 -8.66 26.63
MBf Land 0.330 0.370 0.315 -0.035 -9.59 21.95
MBf Capital 0.805 0.870 0.760 — — 16.83
UEM 2.130 2.330 2.120 -0.160 -6.99 16.58
Telekom 7.500 8.850 7.500 -1.300 -14.77 15.86

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

(RM) (RM) (RM) (RM) (%) (m)
Unza Holdings 5.400 5.500 3.800 1.540 39.90 0.137
George Kent-W 0.125 0.125 0.090 0.035 38.89 0.019
B Singer-T 0.070 0.070 0.045 0.015 27.27 9.301
Cygal 8.000 8.000 4.360 1.700 26.98 0.102
Harvest Court 1.010 1.020 0.790 0.210 26.25 0.149

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

(RM) (RM) (RM) (RM) (%) (m)
Commerce-T 0.005 0.025 0.005 -0.025 -83.33 1.164
Nanyang-W 0.010 0.015 0.005 -0.010 -50.00 0.388
Tai Wah-F 0.305 0.585 0.305 -0.280 -47.86 0.055
Bukit Katil 9.000 15.400 9.000 -6.400 -41.56 0.283
UMW-W 0.320 0.370 0.300 -0.210 -39.62 1.261
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ECONOMIC & STRATEGY
Currency and domestic political upheavals

A slew of bearish news descended on the KL market last week, including a possible country downgrade by
Moody's, a weaker Japanese yen and ringgit — all precipitating the sharp fall in several index-linked stocks
on Friday. That include Tenaga Nasional. Petronas Gas, Telekom and Tanjong plc. The Index settled at 505
pts, which broke through our crucial envisaged support of 511 pts.

Further country downgrade: Malaysia's 1Q growth of -1.8% has drawn reprisal from Moody's Investor
Service, which has put the country's foreign currency ceiling for bonds and notes, as well as bank deposits on
review for possible downgrade. The rating firm currently has a A2 for bonds and notes, with bank deposits
having a Baa1. The government's Eurobonds, as do Petronas, Telekom and Tenaga Nasional's ratings, are
also on downgrade alert.

Currency in focus: The Indian rupee and the South African rand tumbled to record lows and the Pakistani
rupee sank to near historic low. the Japanese yen persistently weakens by the day. The wobbly currencies
are exacting its toll on stockmarket in emerging markets. One could be forgiven for thinking the foregoing
was a script from the past. But it all happened only last week. Malaysia's currency weakness, it appears, has
been aggravated by running disagreement among the top leadership on the crucial interest rate policy. The
division is now clearly characterised by two camps — the prime minister, who favours a looser interest rate
policy, elicited the support of the Umno Youth movement while DPM Anwar Ibrahim stands firmly behind
the central bankers' tight interest rate regime.

Again, whichever camp prevails is moot. In the meantime, the ringgit wobbled over RM4.000 per dollar
amidst these uncertainties. Whichever way the policy goes, it goes without saying that there ought to be
cohesion and one voice in such public statements. The lack of such is doing an injustice to its prided funda-
mentals in the current economic adversity.

Political crises in DAP and MCA: It looks like not only the Umno leadership is showing signs of cracks.
The suspension and removal of three Democratic Action Party stalwarts within the party last week raised
some eyebrows in the local press. The significance of the news lies in the domestic affairs surrounding the
prosecution of Lim Guan Eng, son of DAP secretary-general Lim Kit Siang. Is it a political ploy to garner
public sympathy, in a period when the main ruling coalition party Umno appears to be split right at the very
top?

From a political point of view, it's a shrewd move. The local press appeared to have played into the DAP's
hand, giving it more mileage than it had managed since the conviction of the junior Lim of sedition charges
over alleged sex scandal involving the former Malacca chief minister. The publicity generated simmers in
well with the DAP's expressed belief that the national elections could be called as earlier than mandated.

The Malaysian Chinese Association last week announced the resignation of politician-cum-businessman Soh
Chee Wen from all party posts. More recognised for his forays into such dubious companies as Promet,
Autoways, Kelanamas, Perstima, Uniphoenix and Omega Holdings, among others, his resignation appears
to be a purging of "bad elements" that could jeorpadise the MCA image and undermine its credibility. Soh is
also linked to the MCA president's son in deals relating to the sale of loss-making Rekapacific Bhd.
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Thoughts on valuation of Malaysian stocks: Views on long term investing in Malaysian equities can be
broadly categorised into two camps. Optimists backed by historical data say that once the economy bounces
back to achieving real GDP growth of 6-8% p.a., valuations will be 20-24x based on one-year forward PERs
and market capitalisation over nominal GNP will range from 2-3x following the trend between 1992-97. On
the other hand, hard-headed investors do not feel compelled to pay up because they feel minority sharehold-
ers' interests have not been rewarded, appreciated or adequately protected. The examples are well known:
United Engineers' purchase of 32.9% of Renong (which not only affected UEM but also subsidiaries like
Kinta Kellas and CIMA), Resorts World's subscription of new shares in Lim Goh Tong’s Star Cruises plc and
the MISC’s acquisition of Konsortium Perkapalan’s shipping assets for cash.

A more recent phenomenon is the "revision" of the terms of profit guarantees by some of companies like Hiap
Aik Construction (deferment of profit guarantee), ACF Holdings (cancellation of guarantee due to change of
ownership) and Suremax Group (revision in terms of guarantee from a per annum amount over 3 years to a
cumulative figure over 3 years). This throws into question the meaning of the word "guarantee."

What’s ahead: It is not so clear if all these events have already been fully reflected in stock valuations. Our
guess is that even if the economy recovers, Malaysia could lag in terms of stock price performance as foreign-
ers may want to see evidence of gains to minority shareholders before committing new investments here.
The biggest risk now is the use of funds from the Asset Management Company to "rescue" assets of dis-
tressed listed companies. Rumoured candidates include 20% of PLUS and the Second Link project from
UEM and Time Telekom from Time Engineering. While minority shareholders would be protected, the same
cannot be said for the shareholders of AMC. [David Yong 466-3929/Chris Leow CFA 253-1626]
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TECHNICAL VIEW
Brace for further downside this week, but there will be opprtunities for bargain hunting

The KLCIclosed at 505.05, the lowest point of the week and 33 points below the previous week's close. Early
in the week, the market attempted to pick up after it reached 518, but the selling pressure was just too great
for any sustained rally. The regional markets were of no help either, especially the Hang Seng and Nikkei. In
addition, the ringgit continued to weaken towards RM4.000 to the dollar. Without any bullish confirmation,
we can expect the market to continue its southward path for this week.

Most of the classical technical indicators are pessimistic and point to further falls this week. Daily and
weekly momentum have fallen further into the negative territory, indicating more downward pressure for
the week. The daily MACD has also turned negative while the 14-day RSI is only near 30. The technical
divergence of some indicators that was forming with price last week, has been effectively cancelled out by
last week’s failure to advance significantly.  The price pattern is still within the down channel and the
support as of today is at 473 pts.

Wave-wise, the break of the 511 support also indicates that the next major support level to watch out for is
the 455-460 target window. Intermediate supports to watch out for are at 485 and the psychological support
of 470, which happens to be this year's low. The 455-460 target levels were arrived at from price levels
originating from 742, 681 and the most recent high at 596. Anyone interested in hunting for "cheap stocks"
should ideally wait for some confirmation during course of the week.[P. Cherry Simon 254-6677]


