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MARKETS

Fears that the Malaysian stock market is near to becoming overvalued are
causing cautious investors to increase cash positions, reports Tan Lee Hock

THE macro-econamic pic-
ture for Malaysia has im-
proved in recent months
~with growth very much in
place. Most. of the positive

news already has been fac+

tored into the stock market.

which is one reason why

shares have been consolidat-
. ing for several weeks.

Fund managers sav it is
harder to find value in local

‘stocks and a number are in--
- creasing theit cash positions.:

One 1s Dr Tan Chong Koay,
chief eéxecurive of Kuala Lum-
pur-based fund house Pheim
Asset Management (PAM).

“The market valuations
have run up quite a bit, so we
are now more cautious.about
prospects in the months
ahead.” he said. PAM man-
ages about US5200 million,

- mostly drawn from institu-
tions and private clients. Of
that, about $95 million is in-
vested-in the company’s {lag-
ship fund. the closed-end Ma-
laysian Emerging Companies
Growth Fund (MECGF),
which has nearly doubled in

value since its launch in early
1994,

Question: Given the cur-
rent state of the local economy
and the level of interest rates.
what is your most optimistic
forecast for Malaysian equi-
ties this vear?

Answer: I think it’d be ask-
ing a lot for the main index to
“rise by. more than 15 per cent
this year. I that is achieved. it
isin linewith growth in corpo-
rate profits, And if that were to
happen; itwould take the Kua-
la Lumpur Composite Index
(KLCT) to 1.440 points, higher
than the market’s peak of
1314.46 points recorded on
January 3, 1994, On this note,
I'should say that the market is
now trading at relatively high
valuations. Already, shares on
the main board are trading at a

historic P/E ratio of 30 Limes
while companies on the sec-
ond board are at an even high-
er historic P/E ratio of 533
times.

Q: So, for a prominent val-
ue investor like vourself. these
are challenging times?

A: Definitely. I can’t find
companies on the second
board that are trading at about
15 times earnings, or at least
not the last time I looked.
That’s how much values have
run-up in the last rally. That
means we are now much more
selective in our stock pickings.

Q: On this same note, how
much premium should be at-
tached to Malaysian shares
compared to regional markets.
given the prevailing condi-
tions?

A: There is no doubt that
Malavsian shares should enjoy
a premium compared to, say,
shares in Thailand. Our eco-
nomic numbers have certainly
improved over the past vear.
The trade deficit is down to
MS600  million (about
HKS1.86 billion) for 1996,

“versus M$9.4 billion for 1995.

Laflation is under control at
3.5 per cent for 1996. The
gloom that many analysts pre-
dicted for the economy in De-
cember 1995 did not come to
pass, 5o [ think overall we are
in good shape. The apprecia-
tion of the ringgit since the end
of 1996 partly reflects the im-
proved climate.

Q: What was the invest-
ment strategy that led to the
outperformance of the Malay-
sian Emerging Companies
Growth Fund by 68.43 per
cent (compared to the main
market index) over a period of
32 months from June 1994 to
February 19977

Az Stock selection was a key
factor, but market timing also
wascritical. The fund has done
well in spite of the several mar-
ket crises over the past two

T

®TIME FOR CAUTION: Fund manager Tan Chong Koay sees Malaysia’s stock indexrising no
more than 15 per cent this year. He is bullish about the Philippine market.

vears. We are also strong be-
lievers in taking profits when
market valuations are exces-
sive, We donot hesitate to buy
when we think any share is un-
dervalued and are always pre-
pared to  temporarily
underperform the market.

Q: For the months ahead.
what is vour strategy?

A: We have already in-
creased our cash and fixed-in-
come positions significantly,
reflecting our defensive stand.
Combined, they are now close
to 40 per cent and 1 expect to
mainiain this position in the
coming months.

As for equities. 1 have dras-
tically reduced the fund’s ex-
posure to second board stocks,
from 23 per cent last vear to
Tess than 4 per cent now. We'll
see how second board stocks
move this vear, but we are not

aptimistic. As 1 said. many of -

them are over-priced right
now. As a result. we have
turnied our focus to companies
listed on the main board for
growth this vear. One should
not be fully invested at all
times. Part of the investments
are in small and mid-sized
companies.

Q: What is the rationale for
investing in small and mid-
sized companies?

A: They are the ones that 1

feel will outperform the mar-
ket in the vear ahead. We al-
wavs look for companies with
good earnings potential.
strong management and a
healthy balance sheet. At the
same time. the share price of
the company must be right.

Q: Are there any stocks that
vou still like right now?

A: We still have invest-
ments in a company called
Pintaras Jaya (a construction
company) and a technology
stock, MCSB Technology Sys-
tems. We like both for their
management and their vision.
We bought MCSB towards the
end of 1994 ar an average cost
of MS7.81 ashare, As of today
(March 13). the share price is
MS823.70. For Pintaras Java.
our average cost was MS4.83 a
share. Tt is now M$12.60.

Q: But don’t you think in-
vesting in second board stocks
isn't prudent? After all. it is
well-known that the board is a
den of speculators.

ArYesand no. Yes, because
there are stocks that have gone
up astronomically and later
there’s the inevitable price col-
lapse. For us, we look to valua-
tions, as I have mentioned be-
fore. There are few
opportunities just now so we
are not invested.

Q: How do vou overcome

the liquidity problem for sec-
ond board stocks?

A:Asa general rule. my ap-
proach is to buy in early and
sell early. That way. vou won't
be caught holding the baby. Of
course, that is easier said than
done. This is why 1 am never
fully invested in a market even
though it is red-hot. It takes a
lot of discipline to do this.

Q: Do vou enjoy certain ad-
vantages — given vour long ex-
perience and standing in the
local market ~ that foreign
fund managers den’t?

A: On the point of access to
information. 1 think all the
managers of closed-end funds
that invest in Malavsia are as
equally placed as us. T dom't
think we enjov any distinet ad-
vantages in this respect.

Q: I understand that vou
also manage an Asean fund.
Which markets do vou think
look attractive?

A: The Philippines is at the
top of our list. We are pretty
bullish on a range of mid-sized
companies there that have
been largely ignored by institu-
tional investors.

We are also selectively buy-
ing into Thailand, which we
feel offers selective buying op-
portunities.

Tan Lee Hock s editorspublisher of
the Asia Asset Managenient Report
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