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THE final week leading up to
Malaysia’s 12th general election
may have been a fairly exciting one
for the political landscape.
However, it was a disappointment
for stock market investors, not only
here but across the region as well. Further sharp falls on Wall Street, record oil
prices and weak US economic data continue to cast a pall over the outlook for
equities in the near term.

For the week, the KLCI fell a total of 61.1 points or 4.5%, ending below the
1,300-point mark at 1,296.3 points. This brings its losses over the past three
weeks to a sizable 131.1 points.

Most of the market’s
malaise continues to
be externally driven,
particularly from Wall
Street’s performance,
weak US economic
data, deteriorating
housing and subprime
problems — plus a
further escalation in
crude oil prices.

Investors were
particularly spooked
by Thursday’s data
which showed US
home foreclosures
have hit a record high
of 0.83% of home
loans in 4Q2007,
compared with 0.54%
a year earlier, while

late payments rise to a 23-year high. This suggests the housing market remain
in a deep slump and problems sparked by the subprime crisis would take a
long while to unwind.
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         9.30am: KLCI 1,230.24 (+4.66); FBMEmas 8,312.04 (+26.73); FBM2BRD 5,794.55 (+11.17); Up 152; Down 67; Unch 96; Vol: 68.84m shares.
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While recession fears are growing stronger, so are fears of stagflation as
inflationary pressures remain on the rise as the US dollar continues to weaken.
Crude oil prices reached another historic high of US$105.97 (RM342.28) per
barrel on Thursday.

On a positive note, prices of other commodities, especially vegetable oils,
appear to be easing off amid fears of a slowdown in demand. Soyoil prices, for
instance, fell limit down on Thursday, and fell near limit down several times in
the past week after reaching record highs earlier. This, however, has also
affected palm oil prices, which also slumped from record highs last week.

On the local front, Malaysians braced themselves and geared up for the 12th
general election last Saturday. The fourth-quarter earnings season has come
to an end, with no major excitement or surprises. Palm oil prices fell back to
below the RM4,000 per tonne level, as soyoil and other vegetable oils plunged
sharply last week.

The selldown in Gamuda’s shares has abated. However, selling has spread to
other blue chips and institutional stocks with high levels of foreign
shareholding.

Portfolio review 
After outperforming in the preceding two weeks, our portfolio performed
generally in line with the market last week. Our basket of 12 stocks fell by
4.9%, marginally more than the KLCI’s 4.5% decline. Including cash, the total
portfolio value fell by a smaller margin of 3.9% to RM517,441.

The portfolio’s total value and returns represent a significant achievement
compared with our initial capital of just RM160,000. We started the model
portfolio on March 3, 2003.

Our total profits remain very substantial at RM357,441. This represents a hefty
return of 223.4% compared with our capital of RM160,000. We continue to
outperform the KLCI significantly, which is up by 100.4% in the same period.

Reflecting the market’s malaise, not a single of our stocks rose last week. One
stock was unchanged (Tong Herr), while the rest fell, led by Muhibbah (down
13.4%), Asiatic (down 12.4%) and EON Capital (down 8.5%).

In the previous week, we disposed of our warrants of Tanjung Offshore, and
acquired more ordinary shares of the company. As such, we have adjusted the
effective average cost of our stake in Tanjung Offshore from 84 sen per share
for 2,800 shares to RM1.666 per share for 8,000 shares.

Trimming Dijaya for asset-allocation purposes 
We are trimming our stake in Dijaya Corp in preparation for its upcoming large
rights issue, as we will otherwise end up with too many shares and distort our
asset allocation process.

Note that this move is strictly for asset allocation purposes due to the rights
issue. It does not deflect from our positive view on Dijaya’s prospects and
attractive valuations.

Dijaya had proposed a two-call rights issue to raise about RM155.8 million.
The rights issue is on the basis of three rights shares at RM1 per share with
two free warrants for every four shares held. The rights shares are issued at
RM1 per share, with the first call at 80 sen cash payable on application and the
second call of 20 sen capitalised from the company’s share premium account.

If we hold on to our existing 50,000 shares, we will need to subscribe for
another 37,500 shares, and receive 25,000 free warrants. We will then end up
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another 37,500 shares, and receive 25,000 free warrants. We will then end up
with 87,500 shares and 25,000 warrants – or a potentially large exposure of
112,500 shares, with additional cash outlay of RM30,000.

As such, we have decided to trim our stake and are selling 30,000 shares at
Friday’s closing price of RM1.25. This will reduce our stake to 20,000 shares
and free up RM37,500 in cash. We will later subscribe to the rights issue, after
which we will end up with 35,000 shares and 10,000 warrants. This will raise
our total exposure in Dijaya back to almost where we started.

Note: This report is brought to you by Asia Analytica Sdn Bhd, a licensed investment adviser.  Please exercise your own
judgment or seek professional advice for your specific investment needs. We are not responsible for your investment
decisions. Our shareholders, directors and employees may have positions in any of the stocks mentioned.
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