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Never-ending game
of hide and seek

The prospect of making big money fast means there will
always be people out to manipulate markets. And they
are always trying new tactics to escape the notice of the

authorities

EATING market
manipulators is
never an easy task
- the Securities
Commissien (5C)
and Bursa Malay-
i (Bursa) will tell

you that.
Butwhiecrack-
ing down on market manipulation on
the local bourse by the authorities has
been relatively successful, the problem
can never be completely stamged out.
With millions of ringgit to be made, new
market manipulators are likely to hatch
ewer mare complex plans using the social
miedia and foreign amnmpl.m hslnn:,

itisa cat-and
maluplﬂxtmmdmemtbmms

by the sutharities has been relatively successful, the problem can
ur be

ket sunmllame by the 5C anc Bursa
coupled with their demonstrated zeal
pursie and charge suspects in aiminxl
and civil courts even if it takes years,
‘have done wonders to discourage mar-
ket manipulation on the local bourse.
However, as is the case worldwice, greed
and the prospect of making big money
fast means there will always be people
attempting to manipulate markets.

One relatively new tactic was when
manipulators in early Jamuary this year
mansged to get hold of investers con-
tact details. According to an industry
source, unknown parties had
to obtain confidential Central Deposi-
tory Systemn (CDS) account information
and the personal contact details of many
Envestors.

These investors subsequently
received repeated calls from people
offering "hot” stock tips and assurances
of profits. Bursa found out akout the
incident only several weeks lacer, says
the source, when it was informed by
remisers and investors that wiknown
parties had been calling them ap com-
plete with their personal informatien
and shareholdings. According to SC
chairman Datuk Ranjit Ajit Singh, the
capital markets regulator reguested
Bursa to launch an immediate investi-
gation, but the cutcome was tht Bursa
informed SC that there is no credible
evidence”,

By definition, market manipulation
vefers to any activity that delberately

Securities Commission (SC)
investigation, pros

ecution and civil
enforcement actlvities in2012

‘Ongoing appeals at the High Ceurt and Court of Appeal

_ Ongeing civil trials &t the High Coutt

interferes with the free and fair opera-
tion of the market to create a misleading
appearance as to the price and trading
volume of a stock, commodity or
currency. While Malaysians are more
familiar with manipulation attempts
to drive up the price of a targeted stock,
thee reverse can aleo apply, in that some
manipulators may intend to drive down
the stock’s price so that they can later
accumulate the shares ata cheaper price.

Market manipulation in Malaysia
tends to focus almost exclusively on
shares and warrants with the targeted
victims being retal investors, notes
Datuk Dr PHS Lim, president of the
Malaysian Investors Association. Thisis

trainer, whose current focus is on geld,
silver and forex trading, agrees that mar-
et manipulation on non-equity markets
frecuently does take place in developed
countries, but very rarely in Malaysia.
He notes that only brokers regis-
tered with Bursa Malaysia Derivatives
Exchange are officially allowed to
deal in gold and silver, and that any
potential manipulator would literally
need billions of US dollars in capital to
even think of manipulation. "Malaysian
manipulators do not have the clout ar
firepawer {to influence commodity and
forex markets). Evmfﬂ!erdoh.weme

effort on enforcement activities soas to
nab market manipulators, but that it
primary strategy and focus is to dosely
supervise the activities and systems of
market intermediaries, so that it can
identify and close off any potential
Inopholes that may facilitate market
manipulation attempts.

He tells FocusM the 5C's goal to
develop a comprehensive and vibrant
capital markets industry in Malaysia
- including a plan to integrate Asean
markets by 2015 and subsequently to
introduce “"Asean-level” asset classes
and pmdms = as well as :ts eﬁwu to

clout, the SC's tig]
manipulation attempt,” say

on rumours and luck, and thus are much
easierto manipulate, while institutional
investars rely on detailed analyses and
would do all they can to steer clear of a
suspected manipulated stock.

Manipulation in non-
equity markets
Manipulation can also accur in non-eq-
uity markets, such as in bonds, com-

Tam, who
has six finance-and boaks
to bis name.

One of Tam's books, entitled Profit-
ability of Market Analysis: A challange to
Market Efficiency, published in 2006,
s a chapter examining in detail the
prevalence and practice of market ma-
nipulation on Bursa. Tam stresses that
technical analysis provides an avemue
for investors to evaluate whether a

mmhuesmdﬁnms While such &

4 tries. th

stock is being manipulated or not, and
it canal ide an indication of whea

n{mn-equuy markets in Malaysia and
the institutional or professional nature
of theinvestors in these markets make
it impeobable for such manipulation to
take place in Malaysia,

“The minimum trade size in the bend
market is RM5 mil and the traders are
professionals attached to banks and
institutions, While it is theoretically
possible to conduct manipulation of
‘bonds, it would require a syndicate of
these traders and a massive amount of
capital to get it started, and even then
the will spot it almest imme-
diately,” opines Mohd Shaharul Zain,
chief business officer at Bond Pricing
Agency Malaysia Sdn Bhd.

Fred Tam, a well-known financial
author and echnical analysis expert and

::esmwnt and upml raising destina-
tion, may also open new opportunities
for market manipulators,

“That's why the 5C has to always be
very vigilant, stresses Ranjit, who was
appointed SC chairman in April 2012,

Besides the 5C, Bursa Malaysia too s
involved in regulating the market as a
frontline regulator. It can impose fines,
sue suspensions and query brokers
and rermisiers on unusual market action.

Its chief executive Datuk Tajuddin
htan, who assumed office on April 1,
2011, is an ex-banker from RHE Group
and CIMB. He i: isa m—mmmse vegula-

tor and hi: means

he understands the market all too well

the manipulated stock will reverse its
forunes.

The methods used by manipul
have remained Largely consi aver

the decades - they include the use of
insder information, the spread of false
news to influence other investors and
the churning of trading volumes - but
with tactics modified to suit the dircum-
stances of the day and also the ability of
mg:lztm tD dmcl a«h pracdm

“We believe we have maintained the
right balance through the approaches
that we have taken in regulating the
market,” he has been quoted as saying,

Manipulators’ new tactics
In the high-stakes cat-and-mouse game

Mpodudtbehmnmwm
of the manipulation in the market,”
says Adex Lu, a remisier with Kenanga
Investment Bank and host of Nextrade,
awell-followed blog on stack investing,
derpeupkw]\ospolmmwﬁor
this story had th

against regulators, potential manipul
tors are likely to have studied the mis-
takes that led to their compatriots being
busted by the SC and Bursa in a bid to
understand the regulators’ systems and
their functioning, and also by using new
tactics not familiar to the regulators.
“Nowadays, even the conman has to

Ranjit says the SC expend.s much

upgrade his skills and he has become a

lot smarter,” notes experienced inves-
tor Chong Kong Hui, who operates a
personal finance blog at askehong com.

As a matter of interest, there are

The Securities Commission baiilding
in Kuala Lumpar. Ranjit says the SC's
goal is to dovelop a comprehensive and
vibrant capital markets industry in the
country.

to get held of the contact details of
investors and then use telemarketers to
o L 1stocl
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Common terms used to
the hope they get the timing right and  d@scribe manipulation
make some money before the shares g
crash. Vi et Wash track rafers to repestedly selling
“Manipulators always tap into the SIEeg m“mdm st

human psychelogy - greed and fear.
Instead of running away, many inves-
tors will be greedy for move or fear that
they will lose a chance to make money,
and this leads them to venture into the
stock even when they know it is being
manipulated,” notes Chong,

aunmﬂaosb«hbwmulmdm
atabw\‘ﬂum
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The aim of manrpuh:ors is tu en-
agtasmany

smttrad]ngdwmdcmqrdutubmal

trading volume. At the end of the day,

it becarmes harder for the regulators to
prove that market manipulation is tak-
ing place when hundreds or thousands
of investars are at the forefront trading
the stack. TS

mmammamm
for i to give an
impression of activity or active trading in
astock.

“Therein lies the problem for the
enforcement agency and the investing
public = how to tell the difference be-
tween a manipulation or a genuine rally
when there may be thousands of people
actively trading the stock,” opines L.

To be sure, many categories of
market manipulators are present in
Malaysia, ranging from company em-
ployees trading on insider information
for their own benefit, to company
sharcholders spreading false news like
securing a big project or an imminent
tie-up with foreign parties, to dealer
representatives and remisiers misusing
client accounts to trade in stocks, to
FuE-b]?wn coordinated syndicates that

accounts n;(amplime the paper and

ik P
to them,
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the manipul begjn W ﬂw]r and

Invvestors seeking more inf

steadily late or dispose of the
d % T

on the lnpl-:woujgduwdlwdmd out
some of these no-holds-barred blogs.
The new manipulation tactics lkely
to make their presence felt in Malaysia
include getting accomplices to set
up multiple Twitter, Facebook and
blog accounts to first highlight their
stock market knowledge and gain a
following, Once they have established
s:m Jevel df‘trusl with their mad.er!
these n di
‘misinformation on the targeted stock,
Another new tactic, after having
been successfully used in recent years
in the US and believed to have been
tried earlier this year in Malaysia with
the suspected breach of CDS data, is

¥, depending on what they
intend to achieve. The keywords are
“slowly and steadily” as a rapid increase
in price and volume would trigger off a
red flag in Bursa's market surveillance
system, which will soon be followed
by an unusual market activity (UMA)
query to the company whose shares are
of being manipulated. When
this occurs, the wider investing public
becomes aware that something not ko-
sher is taking place with the company’s
shares.

However, s several experts pointed
out to FocusM, knowing that the
camnpany has been issued with an UMA

Sieve that §Cs and Bur-
nswdl«kuehped market surveillance
system and their continuous efforts to
improve their capabilities, imply that
it will be much harder for lower-level
manipulators to trick the market and
get away with it. Nonetheless, human
nature being what it is and greed a
powerful motivater, there will always
e some “small-timers” who will try.

A remisier or dealer places orders at the
clese of trading cay at a price higher than
prior trades. Simultanecusty, orders at

Impression that there was demand for or

Mdmmamm

orger to
match or better the price of the ardar, The
person then cancels the lergs order st
enters (virtually at the sam time) a sell
order that matches the buy crder of othar
investors at a higher orice. By temporarity

International syndicates =

- C . A porson k iti 4
Of bigger concern are the big syndicates, and disseminates ri: tioe
as they have the resources to co-opt about compary to inflate its share price.
local and foreign accomplices as well as He then disposes of his sharas st the
‘having better knowledge on how to im- Ihohe ot

plement their plans without being un-

) 4 g dupl

P 1 4ho spoke to FacssM al.

actually ternpt more retail inves-
tors to take a gamble on the shares, in

 Continues on page 08

Dirty dozen tactics used by manipulators

MARKET crooks will stop at
nothing to make a quick buck at
the expense of gullible investors.
Over the years they have become
quite creative in their modus
operandi. We present a dozen of
their dirty tactics.

1. A new tactic, especially in

the US, is to get hold of the 3
contact details of investors
and then use telemarketers

to aggressively promate the
targeted stock to them.
Submission of “ovesly
optimistic” financial statements
prior to listing and post-isting,
giving the llusion that the
company has much better
prospects than it actually does.

P

Announcing that a foreign

4. Using foreign funds and foreign

share grants or options to

party is buying a stake in the nominees and offshore bank give large amounts of shares
‘company and will spen up accounts. Makes -I muchhnrder to preferred employees and
niew markets for | forth directors, diluting the stake of

and the share price increases
in anticipation, but later the

(SC)and Bursa to follow\i\e
paper and money Lrails.

miénarities. They are then able
to influence the share price.

| staff and associates to buy

! shares and “guarantees” the

| downside price, meaning
e will compensate for any
shartfall should the price fall
The sudden purchase by staff

foreign company sellsits stake | 5. Using online media and social . Broking firms can usethew day |  pushes up the price and the
in the open market. networking and blogs to traders to ! price ing shareh unloads
Using multiple CDS accounts. strongly promote a stock, of a stock, his shares. The money he
wﬂermulholenmsmd The comparty can deny any 9. Faking corporate deals with makes can easlly be used to
nominees. The is i | third parties in the hope that compensate the staff for any
dane over a period of time, s0 6. Company leaks plans for share | the market will react to the shortfall.

e price increase is gradual buybacks or higher dividends, news, pushing up the price. 12,0 i

with the price even falling on e, a\dlnmlovsbuym:ha ln.Cnnlmlng shaneholders work
sema days to give the llusicn ompany but | i o push up the
the stock is market-drivan. If later the plans don't materialise. | price of an IPO an the first day
the price increase is gradual it The company can deny any of trading.

may not be flagged by Burss's | knowledge. M. Controlling shareholder
systemm. 7 Companies misuse employes of listed company tells

appoint well-connected
personalities as directors
hoping te move up the
share price on rumours that
huge contracts should be

| feethesening.
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Securities Commission vs
Bursa Malaysia Roles i

Secumies cOmmrss:on _j ot

LA self—fundmg statutory body WJth :nvestlgatwe and
enforcement powers. . 5
1. Under the jurisdiction of the M|n|s:ry of Fnance wlth |ts
accounts tabled in Parliament: annuaﬂy T
1Il. Governed by the Securities Commission Act 1993. i
1V, SC's regulatory functions include: R
a.| Supervising exchanges clearing houses and cemral
depositories;
b. Registering authority. for prospectuses or corporat:ons
other than unlisted recreational clubs,”
c. Approving authorrty for corporate bond issues; s
d. Regulating all matters relatmg to secunnes and furures
| 'contracts;
e.  Regulating the tahe-overand rnergers o?companues
. £ Regulating all matters relating to unit trust schem
- g. Licensing and supervising all licensed pérsons.
h and
1.

K Encourag:ng self-regulation; an
EnSunng properconduct fir

] __._operates a ﬁ.llly-mtegrated exchange.
A frq'\t-ilne regu?ator goiremmg 1he I !

. Appeals Committee: s 5 responsil

| deciding on appeals agamst first |nstanoe ‘decisions of
| the Listing Cornmittee, Market Pammpants Cornrmttee or
i COmpensatnon Comrmttea

Miodus operandi
of big syndicates
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implied that these “big fish” have links
with well-placed powerful individuals
as an additional shield against the risk
of prosecution. In any case, several big
names have in recent years been charged
and convicted.

The SC’s latest annual report reveals
that it took a wide range of enforcement
actions in 2012 against suspected mar-
ket manipulators. The SC filed a total
of seven criminal charges for insider
trading, while a company director was
convicted on four charges of furnish-
ing false information relating to the
company’s unaudited financial results.
In addition, eight administrative sanc-
tions were imposed against licensed
intermediaries for misconduct and
improper business practices, while an
investment bank was reprimanded for
failure to carry out proper due diligence
in a corporate exercise.

In reply to a question on how these
big syndicates operate, the experts
referred FocusM to the case of Iris Corp
Bhd, which is believed to have been a
victim of manipulation in 2005. Start-
ing in September 2005 to May 2006,
the share price of Iris multiplied 17
times, from eight sen a share to a high
of RM1.36 with an average of 200 mil
shares traded each day.

An exhaustive investigation by the
SC and Bursa over the following two
years subsequently fingered the syndi-
cate members. They include two local
businessmen, one of them Low Thiam
Hock, widely and popularly known as
“Repco Low" for his involvement in an
earlier case of manipulation in Repco

agalnst suspected market manipulators

Holdings Bhd, five foreign companies
and three foreigners. All of them are
now facing a civil suit in the High Court
filed by the SC in 2008. Additionally, the
SC imposed administrative sanctions
against MIDF Amanah Investment
Bank and PM Securities Sdn Bhd, while
three dealer representatives were sus-
pended and fined.

A statement issued by the SC at the
time of initiating the civil suit stated
that its investigations revealed that
the manipulation attempt utilised a
complex layering of the origination of
trading orders routed through foreign
intermediaries in several countries,
and that the syndicate had also used
numerous trading accounts. The SC was
able to unravel the syndicate through a
painstaking analysis of trading data
from more than 100 trading accounts at
15 local and 16 foreign brokers, analysis
of communication records including
more than 200,000 email messages,
and from statements recorded from
local and foreign witnesses.

If the opinion of most people who
spoke to FocusM is correct, the size and

SC's 2012 annual report reveals that it took

¢ a wide range of enforcement actions

complexity of the Sy‘l’ldi(‘.au: nuyuﬂﬁ%d
in the manipulation of Iris shares are a
harbinger of what to expect further in
Malaysia. It also illustrates the difficulty
faced by the SC and Bursa to investigate
and prosecute such an international
syndicate.

Paradoxically, while everyone agrees
that market manipulation is damaging
to Bursa and the companies affected, as
well as leading to many investors suffer-
inglosses, others opined that somelevel
of speculative activity may be beneficial
to maintaining retail interest in the
local bourse. It can help drive trading
volumes and give retail investors a
chance to make good profits even in a
lacklustre market.

“SC and Bursa have done a good job
(in minimising market manipulation),
but maybe it's even too good ajob in the
sense that trading activity has become
more subdued and there is less retail
participation in the market. In the long
run, however, what the regulators are
doing is very good for the market,”
opines the head of research at a major
investment bank. Z=Em




