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OCT 13 — 17, 1997 1 YEAR 1 MONTH  LAST
AGO AGO WEEK

Market Cap (RM bil) 775.7 574.6 564.3
— Main Board 716.6 523.8 512.6
— Second Board 59.1 50.8 51.7
KLCI (pts) 1,158.42 811.12 794.80
SBI (pts) 619.4 416.79 422.75
3-mth Klibor 7.2450 7.5300 8.4250
RM/US$ 2.4960 2.9900 3.2650

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

(RM) (RM) (RM) (RM) (%) (m)
MRCB 2.71 2.95 2.66 -0.02 -0.73 61.7
Chase Perdana 9.25 10.30 7.50 1.80 24.16 51.8
Landmarks 1.93 2.28 1.90 — — 38.4
RHB Capital 3.72 4.18 3.72 -0.26 -6.53 36.6
Land & General 1.91 2.17 1.91 -0.09 -4.50 27.1

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

(RM) (RM) (RM) (RM) (%) (m)
Omega Holdings 9.15 9.35 6.65 2.55 38.64 3.4
Metro Kajang 4.76 5.30 3.80 1.00 26.60 11.4
Teo Guan Lee 7.90. 8.10 6.20 1.60 25.40 1.6
Chase Perdana 9.25 10.30 7.50 1.80 24.16 51.8
Pacific Bank 5.50 6.15 4.46 1.04 23.32 7.7

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

(RM) (RM) (RM) (RM) (%) (m)
Esprit Corp 9.90 13.30 9.85 -3.30 -25.00 2.8
Sg Way—W 1.00 1.30 0.98 -0.28 -21.88 0.4
Reliance—W 1.36 1.55 1.22 -0.34 -20.00 0.1
Gadek—U 0.69 0.84 0.69 -0.16 -18.45 0.1
F&N—W 1.81 1.92 1.81 -0.39 -17.73 0.1
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ECONOMICS & STRATEGY
Budget prepares for a soft landing, but "careful" strategy is unlikely to stir interest on stockmarket

A defensive Budget, but not an appealing one: The market
wanted some drastic solutions to macroeconomic imbalances, and
the government didn't want to set the alarm off.  There was no
"bite-the-bullet" measures. In the end, the reality of managing the
economy called for a balanced and composed Budget that projects
itself firmly in charge in the driver's seat. The lack of bite, in gen-
eral, is a disappointment to the market that was willing for a crunch.

Economy is heading for a soft landing: The lack of measures
that bite indicates that the government is not anticipating the worst.
The market certainly disapproved of this as the currency slid by
some 100 basis points as the Budget was being unveiled. Like it or
not, the government is doing as much as it can to prevent a sharp
economic deceleration which could bring about irreparable disloca-
tions in the economy.

 It cut spending to rein public sector debt, reduce corporate tax to
stimulate investment activities and raise indirect taxes on luxury
consumer items, imported and local alike. It cast a wary eye on
Malaysia's external debt in the face of currency meltdown — no
more public & private sector recourse to foreign borrowing for local
projects (not that the country is severely burdened by debt servic-
ing, as debt-service ratio is at 6.0% in 1997).

Downside risk to economic projection: The forecast 7.0% GDP
growth for 1998 is on the upper limit of our 6.5-7.0% forecast, and
far more optimistic than most economists' projection. This soft land-
ing is a welcome respite to Malaysia’s high-growth years, but at
the risk of displeasing economists/analysts. We intepret that opti-
mism as as a reflection that much of the recent months' troubles
are not out of its hand. A maturing economy, according to Anwar,
does not need to grow at a high rate. We believe there is a downside
risk to the optimistic official projection  for 1998.

No stimulative package as prudence rules the day: Public
spending is restrained as the government keeps tab on its debt exposure. The fact that the Federal govern-
ment will tuck in a hefty RM8.95b in surplus despite the 2% pts cut in corporate tax shows that the
policymakers are banking on a tax buoyancy ratio of more than unity to persist through 1999. For year
assessment 1998, the government implicitly estimates corporate income base (of 1997) to increase by 17.3%,
a very optimistic number indeed. Our apprehension is: if the tax buoyancy ratio dips below 1.0 next year, the
government will experience revenue squeeze in 1999. Adopting a defensive budget will increase the govern-
ment’s financial leverage; the RM8.95b surplus will go towards debt pre-payment or into Khazanah Nasional’s
coffers. We view this as a prudent move at times as challenging like now.
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Limited monetary measures as expected: With the budget being a platform for the government to dwell
on its finances, several monetary measures announced reflect a cautious stance on the part of the govern-
ment rather than any attempt to impart economic "bite." The banking sector will now categorise loan as non-
performing once it is more than three months in arrears.  General provisions will be increased to 1.5% of net
loans. These, we believe, are only formalising what most banking institutions are already practicing. Good
news is that disclosure of non-performing loans will be made more transparent and frequent.

Monetary policies remain tight in near future:  We like the fact that the government wants to moderate
loan growth to around 15% by end-98 — which is lower than what was indicated by Anwar on Friday. The
growth-targeting is positive for setting the tone of monetary strategy for the next 12 months. It opens the
possibility that more stringetn measures will be warranted if the target was not achieve on time. Such could
include another hike on statutory reserves ratio. There is little room for interest rates to increase for the rest
of the year, as expressedly noted by the central bank. This is adopted in view of failure of high interest rate
policy in Thailand and Indonesia insofar as defending the currency and dampening demand.

Government is managing the real economy: In our view, the Budget would have been a case of "bite-the-
bullet-now" or "cautious and controlled" approach to the day's economic turbulence. At the end of the day, we
support the Government’s focus on managing the real economy with defensive approach towards tackling
the country’s monetary malaise. Stimulate production, improve factor productivity, remove market obstacles
— these are the real questions. Rationalise excesses like non-productive lending, asset speculation,
overbuilding are steps that could calm the financial markets. This, however, would come as a big disappoint-
ment for Anwar-watchers who demand for the slamming of brakes. This, we think, will keep the market in
an unenthusiastic mood, at least for this week. We remain conservative and brace for a another round of
selling pressure. [Zulkifli Hamzah 254-6677/David Yong 466-3929/Chris Leow 253-1626].
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SECTOR

Banking & Finance

Construction

Building Materials

ECONOMIC PROGNOSIS/STOCK IMPLICATIONS

Classifying non-performing loans after three months: The banking
system's NPL ratio stood at 3.6% as at end-June 97, down from 3.9% six
months earlier. That was before hardship in the form of stock and currency
weakness set in. The adoption of three-month rule means one forgone out-
come — a  higher NPL ratio this year and next, but one that is already
vastly-discounted by the stockmarket. Whether the fallout from the equity
and currency market meltdown, as well as over-exposure in property build-
ing, will compound the number remains to be seen.

Raising the General Provisions from 1.0% to 1.5%: GP will be increased
to 1.5% of net loans. The effect would be negligible, given that prudence
beyond the 1.0% mark has been established industry-wide for some time
now. Even among local financial institutions, capital adequacy ratio is al-
ready in double-digit zone vs the international standard of 8%.

Encouraging more disclosure in bank reporting: Banks are now re-
quired to provide greater disclosure of their financial position to enable the
market to make well-informed decisions. They will have to provide infor-
mation on NPL, exposure by sector and movements in their provisions for
bad and doubtful debts, including interest-in-suspense. Although it was
not expressed, we believe these information will be made public. A more
transparent and frequent disclosure is a move in the right direction.

Tightening hire-purchase financing guidelines: Credit ceiling for
passenger cars will be reduced from 75 to 70%, with repayment period
capped at five years.

Construction growth decelerates: The sector is expected to record a
9% growth in 1998, down from 11% in 1997 and 14.2% in 1996. This ap-
pears upbeat because a substantial part of yesteryear's construction has
been timed for completion around the Commonwealth Games  in Sept 98.

Deferment of  RM66b worth of mega-projects: The government has
named some mega-projects for deferment i.e. Bakun Dam, Putrajaya Phase
2, Northern Airport, KL Linear City, Highlands Highway, Malacca-Sumatra
Bridge and LRTs in Penang and Johor. Procurement of military vehicles
and other yet-to-be implemented highways will also be deferred.

Higher import duty on tiles, marble, iron and steel: The duty was
raised from 5-25% to 10-30% to encourage the use of local products. This
does not benefit tile producers like Kim Hin, Johan Holding, H&R
Johnson and Hong Leong Industries, as they are reeling from price
undercutting as a result of overcapacity, not because of cheaper imports.
Similarly, we do not expect steel producers like Amsteel, Southern Steel
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Motor

and Malayawata to have a greater degree of pricing power with this higher
import protection. They generally mark down steel prices below govern-
ment-instituted ceiling prices due to competition. The same goes to dis-
tributors like Ipmuda, Ann Joo Resources, AISB and NCK Corporation.
But higher import duty will impart additional burden on Maruichi and
Wing Tiek Holdings, who source their steel sheets from overseas.

Companies making and/or distributing building materials are currently
out of favour as a consequence of slowdown in the broad construction and
property development activities.

Indulgence tax on luxury vehicles: The motor sector clearly bears the
brunt of the Budget's austerity drive. Import duties on luxury vehicles,
including motorcycles, have been raised substantially. In details:

a. duty on CBU cars was increased from 140-200% to 140-300%, duty on
CKD units raised from 42% to a maximum of 80%;

b. duty on CBU vans raised from 35% to 42-140%, and on CKD units
raised from 5% to a maximum of 40%;

c. duty on CBU 4WDs and MPVs was increased from 50% to 60-200%,
CKD units to be charged from 5% to a maximum 40%;

d. duty on CBU motorcycles was raised from 60% to 80-120%, while CKD
units rose from 5% to a maximum of 30%. On top of that, excise duty
was also increased from 20% to a maximum of 50%, while a 10% sales
tax will be imposed on motorcycles above 200cc and its road tax raised
from RM100-130 to RM150-400 per annum.

We view this as a strong negative for the motor industry, particularly
franchisees like Cycle & Carriage Bintang, UMW Holdings, Tractors
(BMW, Land Rover), and Mah Sing Group (Aprilla motorcycles). Much
of the impact are later best seen in many luxury privately-owned distribu-
tors (of BMWs, Jaguar, Rover, Alfa Romeo, SAAB etc) which have flour-
ished under lax AP regulations.

Sales projection slashed: Our previous forecast for total motor industry
volume growth was 6% in 1998 compared with estimated 18% growth in
1997. With these tough measures, we expect unit sales to contract by about
25% in 1998. Consequently, earnings for motor companies can be expected
to fall by at least 25% in FY98. C&C Bintang (maintain sell) and Trac-
tors (sell). Japanese marque distributors will also feel the heat: UMW
Holdings (sell) because the bulk of its unit sales growth this year is driven
by the Prado, its new 4WD and Tan Chong (downgrade from buy to hold).
Tan Chong is not a sell because of its de-merger and rationalisation scheme
which will unlock values. Although Proton (sell) and EON (sell) will be
insulated from the import duty hikes, the tighter credit terms and overall
softer demand for new cars will still impact sales negatively.

...cont'd
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Heavy machinery

Logistics

Education

Plantation

Manufacturing

Cutback on imports, higher duties on heavy machinery:  The 5-20%
import duty now also covers tower cranes, forklifts and escavators. This
sahould benefit Muhibbah Engineering, which has a unit involved in fabri-
cating tower cranes for high-capacity projects. Duty on dumpers was also
increased from zero to 30-50% while duty on crane lorries and concrete
mixer trucks was raised from 35% to 50%. This is bad news for YTL Ce-
ment, Mega Pascal, CI Holdings and Sg Way, which have significant
ready-mixed concrete operations. Besides, initial capital allowance for im-
ported machinery has been reduced from 20% to 10% and the annual al-
lowance reduced from 12-20% to only 10%. The added measures reflect the
government's inability to stem such imports, despite similar initiatives last
year.

Implication: Generally negative for the construction sector as there
could be delays in getting machinery and higher cost of construction. Nega-
tive for Tractors (downgrade from hold to sell) because of more expensive
equipment, negative for heavy equipment reconditioner United Bintang
Bhd as well because the bulk of its old equipment is sourced overseas.

Just a disappointingly small lift: The Budget offers only a small nudge
to support its push for greater export. Warehouses  used for export and re-
export activities will get 10% special building allowance, which will enable
such warehouses to be fully depreciated over 10 years, instead of  45 years.
Nevertheless, it is a small positive for Tamadam Bonded Warehouses
and Integrated Logistics.

Encouraging local instituion of higher learning: To reduce outflow of
capital, the government has withdrawn the relief for children studying
abroad. This applies to new intakes only. This will sway someinto "stud y
locally" decisions, especially as cost escalates in the aftermath of currency
depreciation. Inti Universal, Stamford and Systematic Education stand
out as a winner here.

Higher CPO prices, lower output: CPO output is proejcted to increase by
7% to 9m tonnes in 1999, but decline by 2% to 8.8m tonnes 1998, reflecting
its conservatism in view of the El Nino effect on crops. In tandem with
thatm, the government is also proejcting average CPO prices to surge 12.1%
to RM1,336 per tonne in 1997, and by another 4.8% to RM1,400 in 1998.
Our view on the plantation sector is documented in our Sector Update dated
Oct 9. In summary, we called for a sell/take profit on KL Kepong, Golden
Hope and Austral Enterprises.

Incentives for exports of high value-added products: Manufacturers
with products having 30% value-added content be given tax exemption
equivalent to 10% of the increase in export value (15% for products with
50% value-added content).

...cont'd
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Inviting foreign purchase of high-end properties: The quota on sale of con-
dominiums priced above RM250K was increased from 30% to 50% for foreigners
, who are also allowed to buy at least two units. A permanent resident is also
allowed to but properties priced between RM60-250K if the spouse is a Malaysian
or have applied for citizenship.

Real Property Gain Tax relaxed: Gains from disposal of real property is cur-
rently taxed at 5-30%, However, a flat 30% RPGT on non-residents is now re-
duced to 5% if the sale takes place after the 5th year.

We view these measures with dismay. Despite concerns on overbuilding, espe-
cially commercial properties, specific efforts to remedy the situation (improve
take-up rates, freeze on new commercial buildings, financing restriction etc) were
absent from the Budget proposals.

Oil taxes reduced: The petroleum industry including downstream activities
has been encouraged to develop marginal oil fields and increase exploration of
new ones. In this respect, the government has reduced the petroleum income tax
from 40% to 38%, while export duty on crude oil was halved to 10%. This will
benefit the supporting oil & gas industry, particularly companies with large fleet
of offshore fleet like Bumi Armada, SAAG and Trenergy (assuming its current
restructuriing remains as planned).

Property

Oil & Gas

...cont'd


