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OCT 27 — 31, 1997 1 YEAR 1 MONTH  LAST
AGO AGO WEEK

Market Cap (RM bil) 787.1 553.36 499.65
— Main Board 727.8 504.1 452.9
— Second Board 59.3 49.3 46.8
KLCI (pts) 1,177.1 779.4 692.4
SBI (pts) 619.72 404.10 381.90
3-mth Klibor 7.2150 7.7800 8.7000
RM/US$ 2.4970 2.9950 3.3900

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

(RM) (RM) (RM) (RM) (%) (m)
Sime Darby 4.92 6.20 4.90 -1.38 -21.90 53.2
Innovest 8.30 8.60 6.40 0.05 0.61 33.8
MRCB 2.25 2.79 2.18 -0.46 -16.97 33.1
RHB Capital 2.98 3.74 2.95 -0.74 -19.89 28.9
Land & General 1.63 1.95 1.56 -0.28 -14.66 26.2

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

(RM) (RM) (RM) (RM) (%) (m)
Gadek —U 0.840 0.840 0.685 0.155 22.63 0.1
WW Cable 6.45 7.60 5.60 0.45 7.50 0.1
Rothmans 26.75 26.75 24.80 1.75 7.00 6.0
Sapura—C .520 0.570 0.445 0.025 5.05 0.3
Abrar Corp 8.85 8.90 7.80 0.40 4.73 0.4

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

(RM) (RM) (RM) (RM) (%) (m)
Metroplex—T 0.380 0.590 0.355 -0.240 -38.71 1.4
HL Credit—W 0.750 1.200 0.650 -0.450 -37.50 1.0
Berjaya Land—W 1.32 2.00 1.26 -0.68 -34.00 0.1
Tongkah—W 1.12 1.83 1.10 -0.57 -33.73 0.1
Metroplex—W 0.570 0.835 0.560 -0.280 -32.94 0.3
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ECONOMICS & STRATEGY
Japan's financial might is key to safeguarding East Asian economic integrity

Hong Kong’s quagmire is a surprise: The Hong Kong Stock Exchange,the bastion of East Asia’s economic
prowess this year, suffered an ignominious financial tremor last week. The Hong Kong stock market has
been one of the world’s star performers this year until last week’s relentless fall in share prices — 4.6% on
Monday,  4.4% on Tuesday, 6.2% on Wednesday and 10.7% on Thursday — before regaining composure by
closing 6.9% up on Friday. The attack on Hong Kong came as surprise given the country’s record of financial
rectitude — it has a huge foreign reserves, a healthy fiscal surplus, slight current account surplus and a
sizable base of local capital. The culprit is again the foreign currency market. In the wake of massive pres-
sure on the Hong Kong dollar, the authorities reaffirmed its intention of maintaining the HK$7.80/US$ peg,
even if it means a stellar rise in interest rates. This, inevitably spooked the equity market.

Need to sway global sentiment away from the US dollar: Prolonging and ex-
acerbating the region’s currency turmoil is the overly strong confidence in the US
dollar. The sentiments towards the US dollar is at its bullish peak, but this is not
driven by an extraordinary economy, by rather by fragile sentiments prevailing in
the East Asian economies. The Intenational Monetary Fund estimates that the US
current deficit will be US$186.5b in 1997 (-2.3% of GDP ) and US$200.3b next year
(-2.4% of GDP). At current level of exchange rate, the 1998 forecast may be rather
optimistic. The reality is that the US will not be able to export as much to the East
Asian region as before, which is exactly what the country needs to do at times when
the region is scurrying to adopt import-tightening policies.

The US trade deficit for the period Jan-Aug 97 has already amounted to US$114.3b
(1996: US$168.5b deficit). Some 77% of this is attributable to deficits with eight
East Asian countries of Japan (US$35.4b), China (US$31.0b), Taiwan (US$7.9b),
Malaysia (US$4.4b), Thailand (US$3.3b), Indonesia (US$2.9b), Philippines (US$1.9b)
and Singapore (US$1.3b). On the other hand, US investments will continue to pour
into the region, as American multinationals look to establish footholds in the poten-
tially world’s biggest consumer market. A few multinationals such as General Motors, Proctor &  Gamble,
United Technologies, Dow Chemical Co announced last week that they will keep investing in the region
despite the currency turmoil. These two factors combined will only exert greater pressure on the US external
account.

Japan should withdraw its assets from the US: Over the last 2-3 years, there has been relentless effort
by the Japanese to keep the yen from strengthening against the US dollar. Unlike the situation in 1985
during the Plaza Accord when the G7 decided that the yen should be revalued (appreciate) by 20-30% in
order to reduce its trade surplus, the current round of intervention has little to do with efforts to rectify the
trade imbalance. The yen is deliberately and artificially kept low to help boost Japanese exports, hence
accelerating the recovery of the sagging economy. This explains the steady inflow of Japanese money into US
government and corporate debt instruments. Foreigners, the bulk of which are Japanese institutions, are
holding no less than US$500b (half a trillion dollar) worth of US gilt-edged and commercial papers. The
consequences of withdrawing funds of such magnitude would be shattering on the US dollar. We recall in
December last year when the Japanese rocked the US financial markets by simply dumping only about
US$1b worth of Canadian bonds.
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They could and should emulate that exercise now for a few strong reasons: (1) only Japanese financial might
can turn the tide of sentiments against the US dollar and (2) safeguarding Japanese interests in the region
will help the recovery of its sagging domestic economy.

Currency troubles may force governments to liquidate US$-denominated assets: If the currency
turmoil is not stopped in its track, the contagion effect could be debilitating for stocks across the board, New
York not excluded. Foreign governments may be forced to sell more of US assets to raise their reserves in
defence against currency speculators. Indeed, in the week to Oct 22, 1997, the face amount of US government
securities held in custody by the US Federal account and international accounts amounted to US$628.6b —
a drop of US$7.2b or 1.1% decline for the week (Source: US Federal Reserve Statistical Release Oct 23) . This
will be a significant trend to watch out for in the ensuing weeks. [Zulkifli Hamzah 254-6677]


