27/ 04/ 1999
Mal aysi a's sovereign rating up dramatically (HL)

Ani ta Gabri el

EUROPE s | argest rating agency, Fitch I BCA, has restored Malaysia to

i nvest ment grade yesterday by "dramatically" raisingits sovereignrating
two notches to triple B mnus from BB.

The agency, however, di sm ssed suggestions that it had nade a m st ake
when it downgraded Mal aysia's rating | ast Septenber.

Last Septenber, Fitch had been qui ck to downgrade Mal aysi a' s soverei gn
rating fromtriple B mnus to junk bond status follow ng the inposition of
currency exchange rate controls and "attendant fears that this anbunted to
arejection of the market discipline that has sped refornms in Thail and and
Sout h Korea."

The triple B mnus rating given by Fitch is what has al ready been
accorded to Mal aysi a by | eadi ng US rati ng agenci es Standard & Poor's and
Mbody's I nvestors Service as well as Duff & Phelps Credit Rating Co.
Early in 1998, the European rating agency openly admitted that it had
made a mi stake in slashing South Korea's sovereign ratings fromAA m nus
to a specul ati ve B m nus.

Si ngapor e- based Fi tch | BCA nanagi ng director Chin Teng Sam when asked
whet her this nmeant the rating agency had been too hasty and overly
pessimstic inits assessnment of Mal aysia, replied: "W have been, maybe a
little ...."

He said this at a press conference yesterday to announce the broad

i nprovenent in energing Asia's sovereign credit-worthiness including

pl aci ng Thail and' s BB+ and Sout h Korea's BBB- foreign currency rating on
Rating Alert positive.

In addition, Ml aysia's short-termforeign currency rating has been
raised to F3 fromB and long-termlocal currency rating to BBB from BBB

m nus.

"In a sense we try to be as rational as we can fromour years of
experience. We [ ook at probability of default and attenpt to produce nore
accurate judgenent (than the market), he said.

For exanpl e, he said, at one point the rating agencies were nore
positive than the market which was aski ng for Ml aysi an debt papers at 700
to 1,000 basis points over the US Treasury bonds.

He added t hat the magni tude of the surge in Malaysia's current account
position was not antici pated and had taken everyone by surpri se.
Expl ai ni ng t he upgrade i n Mal aysi a' s sovereign rating, Chin said, the
country's determ nation not to seek assi stance fromthe I nternationa
Monet ary Fund has been acconpani ed by a "very severe" external adjustnent
of a swing froma current account deficit to a surplus in 1997-98
exceedi ng 20 per cent of gross donestic product.

"A sharp reduction in short-termexternal debt and a restoration of
international reserves to pre-crisis levels has further enhanced

Mal aysi a' s superior external Iiquidity and debt fundanentals relativeto
its peers," he added.

However, he said, the fixed exchange rate regi ne and slight increase in
political risks (although the country continues to have a strong
Governnent) and proxinmity to I ndonesia givenits uncertainties remin a
concern

He added t hough, that the concern over the fixed exchange rate reginme is
not so serious given that the ringgit i s underval ued.

The nove by the rating agency closely foll ows | ast week' s announcenent



t hat Mal aysi a pl ans to rai se funds of about US$2 billion (US$1 = RV3. 80)
t hrough i ssuance of bonds in the international capital market.
Prime Mnister Datuk Seri Dr Mahat hir Mohamad had said t he exercise will
hel p i nprove the country's creditworthi ness based on the willingness of
foreign funds to take up the bonds and not because of the opinions of
rati ng agenci es.
On whet her this nmeans the rating agenci es have changed their views on
the currency exchange rate controls, he said, they have only because the
measur es have been rel axed and repl aced by a graduated exit |evy.
Chin added that, contrary to expectations, Ml aysia has al so noved ahead
with financial and corporate sector restructuring and the econony is
showi ng signs of recovery.
In fact, he said, South Korea and Mal aysi a have nade t he nost progress
interms of banking sector restructuring because they were the nost
"interventionist".
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