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Funds buyi ng US$- Mal aysi an bonds

MALAYSI AN bonds denomi nated in US dol | ars are nmaki ng great strides anmong
US and Asi an funds, hence providing a hel pful backdrop for the country's
economi ¢ revival.

"Forei gners have rushed i nto US$- Mal aysi an bonds due to their w de
spreads versus the |ikes of South Korea and Thail and, " said Speci al

Advi ser to the Mal aysi an Gover nnent Sal onon Smi t h Bar ney managi ng di rect or
and gl obal head of sovereign risk Steven Taran

Recent prom nent buyers included US funds, nanely, Alliance, Fidelity,
Prudential and Travel ers, and Asi an funds such as Jardi ne, Barings and

I nvesco.

Nevert hel ess, he said, bond i nvestors woul d al ways demand a hi gher

spread i n Mal aysi an bonds even for other Asian nations with the sanme
rating.

According to Taran, the positive nomentumis further spurred by foreign

i nvestors feeling encouraged by the speed at whi ch the gover nnent
apparatus was abl e to bring about the necessary changes.

"Prime Mnister Datuk Seri Dr Mahathir Mhamad' s insistence on doing
things the “~ Ml aysi an way' still irked sone investors, but they were
assured by recent public relations trips by Dr Mahat hir hinself that there
was a | ow probability of default," he added.

At a tel econference yesterday, Mirgan Stanley Dean Wtter (NMSDW
executive director/chief regional econoni st Ti mCondon said there is great
potential in the Mal aysian market as there is tremendous anmount of
liquidity inthe region and very little conpetition among other markets in
Sout h- East Asi a.

G ven this scenari o, Condon said, the task for Malaysia to bring capita
back into the nmarket lies heavily oninstilling confidence anbng i nvestors
by dissemi nating information on its recovery.

"There is an information gap between the realistic situation in Ml aysia
and what investors know. The current situation where there is a trenendous
Iiquidity but not enough papers provi des Mal aysi a wi th good opportunities
to go out there and tell the market its story,” he conti nued.

MBDW vi ce- presi dent and seni or sovereign credit anal yst Anne G nsberg
sai d the performance of Petronas bonds has seen a "powerful rally" which

i ndi cates that investors see the positive signs of recovery in Ml aysi a.
Petronas bonds, she said, are trading at about 350 basis points higher
than the Treasury bonds

Speaki ng general |y about sovereign credit rating, G nsbherg said, it

really boils down to the | evel of external debt burden in a country and if
it has sufficient cash reserves to service the debts.

Setting Malaysia's credit situation apart fromthe rest of the countries
inthe region, Gnsberg said, clearly Ml aysi a ranks the hi ghest with
regards to quality of debt.

"Mal aysia's quality of debt surpasses that of the regi on. The size of

its debt burden is also lowwhile its policy mx is sound and sustai nabl e
with nonetary policy under tight control despite the expansionary fisca
policy," she added.

Di sti ngui shing between Sout h Korea, Thail and and Mal aysi a, she said, in
ternms of debt servicing as percentage of exports, Ml aysia's stands at
only 7 per cent while South Korea's is 12 per cent and Thail and's 13 per
cent.



In addition, Mal aysia's reserves coverage of short-termdebt is 4 tines
as opposed to South Korea and Thail and whi ch stands at nerely one and 1.4
tinmes.
Wth regards to the stock market however, Taran said, the re-entry of
equity investors is likely to be slow
This is because equity investors are still not confortable with the
i ssue of corporate governance and the constantly changing rules in
Mal aysi a, he said, adding that the recent fall in the | ocal bourse
foll owi ng the announcenent of the exit levy reflected this.
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