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NOV 3 — 7, 1997 1 YEAR 1 MONTH  LAST
AGO AGO WEEK

Market Cap (RM bil) 783.7 570.2 471.3
— Main Board 722.8 520.5 428.1
— Second Board 60.9 49.7 43.2
KLCI (pts) 1,168.31 814.57 664.69
SBI (pts) 636.59 406.93 349.58
3-mth Klibor 7.3150 8.0000 8.7000
RM/US$ 2.5190 3.1550 3.3500

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

(RM) (RM) (RM) (RM) (%) (m)
Pasdec 2.18 3.48 1.50 — — 43.1
MUI Bhd 1.46 1.57 1.38 -0.03 -2.01 35.6
MRCB 1.98 2.33 1.95 -0.27 -12.00 28.3
Sime Darby 4.80 5.05 4.54 -0.12 -2.44 22.1
UEM 7.90 8.70 7.60 -0.55 -6.51 18.2

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

(RM) (RM) (RM) (RM) (%) (m)
NBT 43.25 43.50 25.00 16.25 60.19 6.5
Johan—W 0.950 0.950 0.620 0.170 21.79 0.5
Tanco 2.00 2.00 1.51 0.32 19.05 0.4
PK—W 0.850 0.850 0.720 0.130 18.06 0.1
Tanco—C 1.20 1.20 1.00 0.16 15.38 0.1

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

(RM) (RM) (RM) (RM) (%) (m)
HL Prop—W 0.700 1.200 0.650 -0.500 -41.67 0.1
Daiichi—W 1.54 2.60 1.50 -1.06 -40.77 0.1
Ireka—W 0.800 1.200 0.775 -0.550 -40.74 0.1
Daibochi—W 0.950 1.560 0.920 -0.600 -38.71 0.1
SBC—T 0.450 0.700 0.375 -0.240 -34.78 0.2
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ECONOMICS & STRATEGY
Do East Asian economies matter to US prosperity?

Too steep appreciation of the US dollar is not healthy, the Fed is still in denial: Judging by his
testimony, Fed Reserves Board chairman Alan Greenspan was clearly unperturbed by the developments in
East Asia, when he forecast only muted impact of the region’s economic crisis on US’s growth, exports and
prices. He should have, perhaps, shown more sensitivity to the manufacturer’s numbers. Last week, the
Semiconductor Industry Association (SIA) said in its annual forecast that the worldwide semiconductor in-
dustry will end 1997 with sluggish growth of 5.5%, reaching US$131.9b in sales. The SIA also said that for
the first time its growth in 1997 was hampered by the stronger US dollar in Europe and Japan — growth
would have been 10.4% had it not been for a stronger US dollar.

Mr. Greenspan should have been more worried. The Americas account for slightly more than one-third of all
global sales of semiconductor, with sales of US$46.8b in 1997. Demand from the US market is expected to see
a turnaround in 1998 with sales growing by 17.2%. Given such a scenario, US imports of semiconductors
from the Asian producers are expected to grow, given a 20-40% discount brought about by the stronger dollar.
This will only exacerbate the US’s external imbalance and place US manufacturers on the losing end.

Selldown of US government papers by foreigners continues, but still early to indicate a turn of
sentiments against the dollar: In the latest disclosure of its balance sheet, the Federal Reserves noted
that the amount of US government papers, held in custody on behalf of foreign central banks and interna-
tional accounts, dropped by another US$7.5b, the second consecutive week of outflow exceeding US$7b (see
charts on next page) . The revelation did not trigger any alarm — it is not a balance sheet item and only
appears as a foonote to the Fed’s accounts. But the writing is probably on the wall. Some foreign central
banks are liquidating their holdings of US-denominated assets to support their currencies.

As we highlighted last week, if Japan were to commence such a move, we could see a shift in sentiments,
currently strong in favour of the US dollar. As it is, the current spate of liquidation has yet to be felt in the US
money markets, given the existence of ready and willing takers. Our concern is: for how long?

Impact of Asian Slowdown on the US Economy Assumptions

Growth To drop by 0.3% point in 1998 30% of US exports go to Asia and Asian
and 0.2% point in 1999. growth to drop by 3% points.

Trade balance To widen by US$30b in 1998 35% of US imports come from Asia. Trade-
and US$35b in 1999. weighted index of Asian curencies to remain

10% relative to the US dollar.

Inflation To drop by 0.1% point in 1998 Excess global capacity will increase, but
and by 0.4% in 1999 competition intensifies.

Source: Chase Manhattan Bank, AWSJ Oct 30, 1997
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Hong Kong is not out of danger
yet: The risk of the Hong Kong dol-
lar coming under pressure again this
week cannot be discounted,as long as
sentiments towards the US dollar re-
main rock-solid (as reflected by the
speedy rebound in the Dow Jones and
its unperturbed bond market). The
International Monetary Fund (IMF),
in its October issue of the World Eco-
nomic Outlook, cited six factors for
causing a currency crisis:

■ degree of an economy’s openess;
■ behaviour of its savings and in-

vestment;
■ nature of capital flows financing

its current account deficit;
■ the health of its financial system;
■ exchange rate policy; and
■ changes in external environment.

Hong Kong is certainly not completely
free of these factors. The country cer-
tainly does not depend on foreign
capital to plug its current deficit
which is very small at -HK$2.2b in
1997 and -HK$0.4b in 1998.

The Hong Kong government is debt-free, and its savings rate is high — these are conditions that help
reduce the risk of a yawning savings-investment gap. However, the Hong Kong economy is one of the most
open economies in the world, with liberal exchange control. It operates a currency board, under which the
Hong Kong dollar is pegged at HK$7.80/US$. Inflation rate in the territory is 7.1% (1997) and 6.5% (1998).
These are higher than that in the US, implying that the real effective exchange rate has been appreciating,
based on economics’ Law of One Price. Then there is the contagion factor which has affected the East Asian
region. Given the way the market works, Hong Kong’s US$80b and China’s US$120b in reserves will not be
enough to withstand the tide of speculative selling of the HK$ should one surface.

But the riskiest factor of all at this juncture is the state of the territory’s financial sector as it faces a property
sector collapse. On Oct 8, chief executive Tung Chee Hwa unveiled plans for 85,000 apartments to be re-
leased each year and targeted an increase in the level of home ownership to 70% within 10 years. These are
dramatic increases, which could disturb the balance and momentum in the property market. Current condi-
tions have pushed property prices to stratospheric levels, rising 70% in the past 18 months alone. With the
news, property prices, already shaken by the hikes in interest rates, are expected to fall by up to 30% in
coming months. Implicit in Mr Tung’s plan is that property prices will not drop but continue to rise. But the
market may well have a different idea — analysts are already predicting a possible 30% plunge in property
prices [Zulkifli Hamzah 254-6677].
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SIGN OF THE TIMES
Economic slowdown is slowly manifesting itself in many ways

In Malaysia, uncertainty reigns: One of the biggest risks in investing in Malaysia is the extent of casual-
ties caused by a sharp correction on the stockmarket as well as prolonged weakness of the ringgit. While
non-performing loans will surely rise, there are differing views on how ugly banks' balance sheet would look
next year. The continued sell-down on banking stocks last week perhaps indicates a flight to safety even at
current price levels. Our contacts with industry executives on the ground have this to report:

■ non-performing loans of banking groups with large exposure to property sector could hit as high as
15% next year. Our view is that it may not be so drastic in FY98

■ car repossession by finance companies is on the rise;

■ Corporate exercises, including underwriting activities, could be undone in a big way. These refer to
acquisitions of property assets that had been consummated on the presumption that financing could
be raised through a vibrant capital market conditions.

■ receivership referrals from banks are on the rise — one major accounting firm has reported a five-fold
increase in receivership cases, mainly private companies in the manufacturing sector and specifically
in timber trade;

■ Property launches are getting dismal responses, buyers are forsaking their desposits, and one major
office-cum-shopping complex owner in Selangor is into receivership proceedings;

■ In the announced case of Austral Amalgamated, troubles have been felt as early as Jan 1997. Demand
for development properties have dropped significantly, discounts and freebies were being thrown in to
entice buyers. Some purchasers have been forced to reconsider and withdraw their decisions. Unsold
properties are being converted into service apartments at additional cost, resulting in lost profit oppor-
tunity and lingering holding costs. Development projects in Johor and Sabah have been deferred until
market sentiments improve.

For the record, Austral Amalgamated reported a pre-tax profit of RM26.5m for the year to June 30,
1997 — way below its Sept 96's forecast of RM76.2m following a rights of allotment to new shares
issued to acquire some property assets.

■ at least two public-listed companies could be seeking the Securities Commission's approval for debt
rescheduling under Section 176 of the Companies Act 1956. This sign of corporate insolvency could be
in anticipation of default on loans, loan stocks or bond redemption.

To what extent these events develop remains to be seen. But two things are worth repeating here: casualties
are gathering momentum and investors are not about to jump into the equity market as yet.

This week, utility Tenaga Nasional will report its FY8/97 Finals on Friday. With 33% of its RM10b debt
denominated in US dollar (at pre-crisis May 97 rate), the forex impact on its bottomline will be a benchmark
of sorts insofar as to how successful (or otherwise) Malaysian companies have grappled with the currency
crisis. For this week, we continue to abstain from equity investing. [David Yong 466-3929]


