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Stability gets top marks

MALAYSI A' S STABI LI TY, NOT JUST ON t he economic but also the politica
front, is speaking for itself. Wiile the June 22 surprise announcenent by
Prime Mnister Datuk Seri Dr Mahathir Mhamad to step down next Cctober
surprised the nation and caused rippl es beyond the country's borders,

i nternational rating agencies kept their cool. There were no panic

downgrades of Malaysia's ratings - in fact, one actually did the opposite,
potentially placing upcom ng Mal aysi an bond i ssuance on a nore conpetitive
footi ng.

On the first Monday after Saturday's announcenent by Mahathir, Mody's
I nvestors Service canme out with an interesting announcenent. It had just
pl aced Mal aysia's foreign currency ratings for a review for possible
upgrade. “Are they serious? was the comment anong sone circles. Two days
after the Prime Mnister nade the surprised announcenent at the UMNO
general assenbly, and one day before the party's suprenme council announced
a |l eadership transition, these circles were clearly caught up in the
seem ng political uncertainty.

But Mbody's stood their ground. Two days later, the rating agency nade
it plain and clear. Mody's said the succession i ssue has been part of its
anal ysis, and Mahat hir's announcenent of his intention to | eave office
next year “is consistent with that analysis.' On top of that, Mody's al so
said it believes that Malaysia's institutional franework is stable and
that the succession process is fairly clear. Viewed politically, that is a
vote of confidence on the country's current, and continued, |eadership. In
weeks or nmonths to cone, the Baa2 foreign currency country ceiling and
Baa3 foreign currency deposit ceiling may be revised upwards.

Standard & Poor's (S&P) followed suit with its own reaffirmation of
Mal aysia's rating position two days after the Mody's reaffirmation.

Moody' s and S&P surely could not have anticipated Mahathir's tim ng of
t he announcenent. It nust have been | ooking at the Ml aysian financi al
| andscape for some weeks before. Ratings upgrade is no spur of the nonent
thing, unless followi ng a ground-shaking event. After the Prinme Mnister's
announcenent, Mody's coul d have chosen to delay its own announcenent. It
still went ahead, placing on review for possible upgrade Ml aysia's Baa2
foreign currency ceiling for bonds, Baa3 for foreign currency bank
deposits and Prinme-3 for short-termforeign currency. It cited as anong
the reasons for the action the country's strong external indicators as
wel | as good progress in bank and corporate reforns.

The rating agency also said it does not believe Ml aysia' s strong
econom ¢ and financial indicators will be affected by a change in the
prime mnistership. It reiterated its review w |l focus on the current
status and prospects for both direct and portfolio investnment flows, the
outl ook for fiscal consolidation, progress in corporate sector
restructuring, and the effects of the fixed exchange rate for the ringgit,
t he national currency.

S&P concurred. On June 28, the agency affirned all its ratings on
Mal aysia, including the triple-'B /"A-3 foreign currency and single-
"A"/"A-1'" local currency sovereign credit ratings. The outl ook for the
long-termratings is positive. “The affirmation reflects Standard & Poor's
expectation that the Ml aysian governnent's econonic policies and its
commitment to corporate restructuring will not falter as a result of the
retirement of Prime Mnister Mahathir and the transition to his



successor', says Chih Wai Liew, the agency's sovereign credit analyst.

Referring to Deputy Prine M nister Abdullah Ahmad Badawi taking over the
prem ership after Cctober 2003, the agency acknow edges that the
successi on plan has effectively reduced the near-termuncertainty in
Mal aysi a's policy environment and woul d ensure orderly transition. " For
the next 15 months until the official transfer of power, UVNO | eaders are
expected to present a cohesive front and avoid a major |eadership tussle
that could lead to policy drift,' says the Singapore-based credit anal yst.

There had been positive pronouncenments comng frominternational rating
agencies for sone tine now Take the March 4 action from S&P. 1t upgraded
Mal aysia's credit rating outlook from stable' to “positive', an action
that may be a prelude to the country junping up one notch in the sovereign
foreign and | ocal credit ratings. Such noves woul d enable Ml aysia to
rai se funds through debt markets at a cheaper rate and fare better in the
eyes of international investors.

And demand for Ml aysian debt papers seens to be going strong. Take, for
exanpl e, the Malaysian floated first Islamc global bond,. The US$600
mllion trust certificates due 2007, issued by state-owned special purpose
vehi cl e Mal aysi a @ obal Sukuk Inc, went to town on June 25, the week after
Dr Mahathir's annoucenment. The Islam c 144a bond issue attracted sone
US$1.1 billion in orders. It was priced at 95 basis points over the six-
nmont h London I nterbank Offered Rate (Libor) and was actually increased
fromUS$500 nillion. The issue was nmanaged sol ely by HSBC

The order book was split 50-50 between Islanmc and conventi ona
investors. Islamc bond investors aren't allowed to receive interest
paynments. They can invest in zero-coupon bonds or bonds that pay a profit
rate. Around $450 million of the demand came from M ddl e East investors,
anot her $450 nmillion from Asia, $150 nmillion from Europe and $50 nmillion
fromthe US

Commenti ng on the issue, Bank Negara Mal aysia (Central Bank) Governor
Tan Sri Zeti Akhtar Aziz said the country |looks set to issue nore Islamc
debt instruments to raise funds. "It creates a benchmark for other issues
and represents part of our efforts to develop Islamc finance on a gl oba
basis,' she told the |ocal nedia.

On July 4, Mody's placed the Baa2 rating on review for possible
upgrade, in line with the earlier upgrade announcenent for Ml aysia's
foreign currency debt rating.

Local ly, other corporations are lining up to hit the fixed i ncome market
to take advantage of the current lowinterest rate environnent. On July 4,
Si nmah Resources Bhd said it plans to issue RMB7 million normal val ue
redeemabl e guanrateed bonds to partly redeeman existing RM6O million bond
maturing at end July.

On June 29, Sine Darby Bhd, the country's ol dest diversified conpany,
told the I ocal stock exchange of its plan to sell up to RML.5 billion of
I sl am ¢ bonds to buy assets and refinance existing debt. Two days earlier
pl antation and real estate group Kunmpulan Guthrie Bhd said it plans to
i ssue some RML50 million of Islamc bonds to pay for plantations in
I ndonesi a.

On the rating and bonds front, Malaysia | ooks set to see sone exciting
tinmes.
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