11/ 09/ 1997

RMLbn Khazanah benchmar k bonds

KHAZANAH Nasi onal Bhd, the Governnent's investrment arm will issue next
week bonds worth RML billion, the first of the Khazanah Benchnmark Bond
programre that ains to create a benchmark yield curve for the ringgit bond
mar ket .

Under the programme | aunched in Kual a Lunpur yesterday, Khazanah will
i ssue bonds on a quarterly basis with maturities of three, five, seven and
10 years. The issue size will not be | ess than RVb0OO nmillion each.

The RML billion issue is part Khazanah's contribution to the RVB0
billion standby fund that the Governnment is establishing to support the
| ocal stock market.

The bonds, to nmature in three years, will be issued on Septenber 18 and
is open for applications on Bank Negara Mal aysia's Fully Automated System
for Tendering (FAST) fromtoday, the statenent said.

Prime Mnister Datuk Seri Dr Mahat hir Mohamad announced | ast week that
the Governnment would set up a RVMBO billion fund to support the Kual a
Lunpur Stock Exchange (KLSE). He said Khazanah would rai se RVBO billion
for the fund, while the rest would cone from "ot her sources".

The zero-coupon bonds which will be issued according to the Islanmic
fi nanci ng concept of murabahah are fully guaranteed by the Governnent.

Inits statement, Khazanah said the devel opment of the ringgit bond
mar ket has been hanpered by the |l ack of a functional benchmark yield
curve.

"Mal aysia has quite a well-established market; the KLSE is still the
biggest in terns of market capitalisation in Asean (but) in recent years,
the grom h of the debt market has | agged behind that of the equiti es,
Khazanah sai d.

It noted that government securities, which are considered default-risk
free, are normally used by market participants as a benchmark for pricing
ot her bonds.

"However, the present supply-denmand i nbal ance of Ml aysi a Gover nment
Securities (M3S) has resulted in their prices and yields being distorted,
and are viewed as not being an effective benchnark.

"The Governnent has recogni sed the need to cross this hurdle in the
devel opnent of the ringgit bond market, and had announced in the 1997
Budget the introduction of a series of bonds aimed a providing a benchmark
yield curve.”

Benchmar k yi el ds, Khazanah expl ai ned, assist in the "price discovery”
function in both the prinmary and secondary markets, while providing an
i ndication of the prevailing as well as nmarket expectation of the future
termstructure of interest rates.

In addition, by enabling the efficient pricing of all types of bonds,
benchmarks will al so pronote the devel opnent of the corporate bonds
mar ket .

As difficulties in the pricing and tradi ng of corporate bonds are
reduced and the cost of raising capital through the bond market falls,
conpani es can be expected to i ssue nore papers, it added.

It is hoped that with the introduction of the Khazanah Benchnark Bonds,
the statenment said, the secondary narket for bonds will becone nore
efficient and active. The programme will in tinme also assist in the
devel oprment of bond futures and options to add breadth and depth to the
financi al derivatives market.



"And in line with the Governnment's efforts to encourage greater savings
anong the public, unit trust conpani es and banking institutions will now
be able to offer additional instruments in the formof bond funds and
bond-rel at ed savi ngs schenes," it added.

The [ aunch of the Khazanah Benchmark Bonds programme was narked by the
signing of an agreement yesterday by Khazanah with PB Trustee Services
Bhd, on behalf of the bondhol ders; and Bank Negara, as the depository and
payi ng agent.

Khazanah, which is wholly-owned by the Mnister of Finance Inc, said in
managi ng the Governnment's assets to optimse returns, it is well-placed to
"ensure that the proceeds of the benchmark issues are prudently reinvested
so as to uphold and i nprove the risk-rating of Khazanah Nasi onal at al
times".
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