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Abstract

We find that international political events have more influence on the changes of bond yield spreads from Malaysian USD issues than domestic events. Significant results are consistent across different issues. The resignation by the former Prime Minister, Dr. Mahathir, however created a mixed response from the market. Using an error correction model, this study also found the monetary policy by Federal Reserve has long term and significant impact on the behaviour of the Malaysian USD issues. This study also provide further evidence that current theoretical framework is sufficient to explain changes in the credit spread of bonds issued by the emerging market.
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I INTRODUCTION

It is commonly accepted in the literature on the credit spreads that the structural model only explains a portion of credit spreads change in the bond (such as study by Huang and Huang 2003). The model does not cater for “jumps” or unexpected events since the theoretical framework assumes default event can be observed gradually through time. The theoretical framework of contingency claims built on the foundation of option type analysis assumes no arbitrage opportunity. That assumption when transferred to the analysis of contingency claims implies perfect information exists in the market, with both the debt and equity holder of the firm having equal access to the information on the firm. 


The credit spreads of emerging markets (EMs) should be no different from the spreads of other risky issues such as corporate bonds. It reflects the view of the markets through the adjusted expected return in the market for holding these assets. As such spreads by nature, are forward looking (Cunningham 1999). The assumption of equal access to information may not exist with the investment of bonds in the EMs.

Previous studies and records from previous sovereign defaults suggest there is a strong case for the presence of asymmetry of information between the investors and the borrowing country. Some of the sovereign defaults that occurred during the past few decades have been result of a sudden political decision. The news enters the market as a shock. In addition, besides the decision to default its own debt, the government could also impose policies to enforce the repudiation of all other international bonds issued by the corporations domiciled within the country. Lastly, due to the immunity of the sovereigns and lack of venue for the enforcement of contracts, many times after an event of sovereign default, investors are only in the position to accept whatever is being offered during the renegotiation and restructuring process.


The International Country Risk Guide (ICRG) developed by Erb et al.(1996) allocated twice as much weight on Political Risk than on the other two more widely known categories: Financial and Economic Risk. In addition, out of the total allocated for country’s risk (50%), political leadership stood at 6% which is slightly higher than external conflict (5%). These allocations indicate political risk has a very strong influence in measuring the country risk and consequently the consideration for those investing in specific EM.

Malaysia, being a newly industrialised economy, its political risk is perhaps harder to forecast compared to its default probability. This country is also known for its dramatic, unconventional economic policies and staunch support for the development of Islamic finance market (Yap 2005). This is particularly evident during the tenure of the former Prime Minister, Dr. Mahathir Mohammad. The country relied heavily on investments from the conventional western world to boost the economic growth (Yap 2005). Yet in many occasions the former prime minister was a strong critic of western capitalism for being the proxy of the Jews to oppress or economically colonising the Islamic and developing nations. This country is one of the few countries from the emerging economies which have international bonds issued by the government and corporate. This study hopes to investigate the market’s reaction to political events and if the market differentiate between the bonds issues by the corporate and the sovereign during the trading of bonds in the international market.

The organisation of this paper is as follows: The next section begins with descriptive statistics of the series, preliminary investigation of spreads and some general observations of the credit spread of the Malaysian USD issues. A model explaining the changes of credit spreads is established. The explanatory variables are identified from the current literature but only the ones applicable specifically to the case of Malaysia are selected. Using an event study dummy variable approach, the following section explores effects of a series of domestic and international events which are believed to impact on the changes of credit spreads of the international Malaysian bonds. The last section will summarise the findings of this paper.

II DATA

For the purpose of this study the Malaysian issued US dollar denominated bonds are selected from Reuters 3000 price services. This database was also used in the studies of Nickell, Perraudin et al (2001), Batten, Fetherson and Hoontrakul (2002) and Batten, Hogan and Pynnonen (2003). The sample period is from 28 May 2002 to 24 March 2003 (213 trading days). Daily yields are downloaded from the Reuters composite database which was constructed by Reuters based on the best yield reported at close of trading by several panel members of market-makers. Bid yield is chosen over submitted ask yield to better reflect the market demand for the assets. 

There several selection criteria are employed in the sample selection: (i) the bonds have to be a straight bond (no floating rate issues), (ii) does not have puttable, callable, convertible or sinking fund features, (iii) coupon payments are paid semi-annually (iv) repayment of principle is at par on maturity, (v) there is no sinking fund feature attached to the bond, (vi) no other credit enhancement features such as asset-backed or guaranteed by the parent company. The last criterion is to avoid the possibility of bonds having separate behaviour from those with enhancement and those without as the claims by the investors of bonds backed by these enhancements in theory are more secured during default. 

Although some studies have included callable bonds, Duffee (1998) cautioned against such inclusion. Recent study of Krishnan, Ritchken and Thomson (2005) have argued for the inclusion with the provision that some adjustment should be made to the callable/puttable feature for the credit spread to reflect only the creditworthiness of the issuer.


The whole dataset consists of 6,603 daily observations from a total of 31 series (table 1) with 213 observations starting on 28 May 2002 until 24 March 2003. During this period, there was no rating change on the Malaysia sovereign or the other issuers in the sample. In additional to the sample of Malaysian USD issue, 52 US Treasuries are included bringing the total number of observation points in the sample to 17,679
. While these series can be extended in a future date, Duffee (1999) has established that in the modelling of credit spreads, the bonds sample should be at least one year remaining to maturity. Westphalen (2001) further noted, sovereign bonds would normally be held until redemption shortly before maturity. There are three series in the sample that would fall short of one year to maturity if the whole sample is to be extended in a later date
. The complete listing of issues are listed in Appendix 1. 
Table 1 - Filter criteria for samples before derive to initial sample size

	Filter criteria
	Number of bonds

	Preliminary search (with USD as value of issuance, and Malaysia as domiciliates of issuers)

With callable/puttable

One issues

Not priced

Issued less than a year to maturity
	56

12

3

6

3

	Total initial sample
	31


III METHODOLOGY
Relative and Absolute Spreads


The studies of Litterman and Iben (1991) and Longstaff and Schwartz (1995) recognised the two different specifications of credit spreads, absolute or relative. Relative spreads are adjusted for the differences in spreads attributed by differences in levels of interest rates over time. An absolute spread is the yield difference between the risky bond and the Treasury securities. Credit spread models using relative credit spreads tend to show higher statistical significance over actual credit spread. Bernstein (2005), argued that spreads should be seen as a relative measure of the perception of risk. Extracting absolute spread from Treasury paper relies on the assumption that Treasury paper is riskless. Such may not always be the case, such as the possibility of reduction of real yield at times of higher inflation or during the times when the government suffers deficits in its fiscal position. The presence of such an environment may lead to the narrowing of spreads between risky issues and Treasury issues in equilibrium since the investors may forsake Treasury issues and instead demand corporate issues for higher returns. 

If credit spread is measured by absolute spread, the compression of spreads between Treasury-Risky bonds could be due to the improvement in credit quality of the issuer or due to the risk of perception as a result from the reduction in real return in the risk-free Treasury paper. Some studies argued spread is an idiosyncratic factor to the risk of American corporate bonds (such as Garcia-Herrero and Ortiz 2005) and propose the use of relative spread measure. Batten et al. (2005) empirically proved the results of using relative spreads may be spurious due to the way relative spreads are constructed. Following the evidence, this paper use absolute spreads. Spreads are calculated based on the difference of the sample USD Malaysian bond with a US Treasury bond closest to the maturity of the sample.
Descriptive Statistics of Spreads


Table 2 shows the descriptive statistics of the spreads. Mean spread of the issues increase at a decreasing rate as maturity increases. Issues by issuers with more issues outstanding in the market (Malaysian sovereign and Petronas) have lower mean spreads compared to Tenaga and Telekom issues
. This finding is consistent with the conclusion in the literature on spreads of emerging countries (Eichengreen and Mody 1998) that within the same credit rating, there is an inverse but strong correlation between spreads and quantity of issues. 
Table 2– Descriptive Statistics for Spreads between Malaysian Yankee bonds and US Benchmark Bonds

	 
	Mean
	Maximum
	Minimum
	Std. Dev.
	Skewness
	Kurtosis

	Malaysia Sovereign
	
	
	
	
	

	MAL0609US
	1.444
	1.829
	1.129
	0.150
	0.037
	2.685

	MAL0711US
	1.774
	2.139
	1.324
	0.111
	0.314
	4.493

	Petronas Bhd.
	
	
	
	
	
	

	PET10703US
	1.003
	1.767
	0.520
	0.267
	0.819
	3.168

	PET10804EU
	0.684
	1.881
	-0.926
	0.833
	-0.790
	1.990

	PET0805US
	1.187
	1.657
	0.517
	0.142
	-0.431
	5.707

	PET1006US
	1.241
	1.503
	1.033
	0.083
	0.153
	2.784

	PET0512US
	2.123
	2.478
	1.679
	0.131
	-0.630
	5.993

	PET0815EU
	1.874
	2.214
	1.612
	0.120
	0.505
	2.977

	PET1026US
	2.297
	2.652
	1.868
	0.148
	-0.768
	4.415

	
	
	
	
	
	
	

	PCAP0522US
	2.249
	2.615
	1.834
	0.144
	-0.232
	3.650

	Telekom Malaysia
	
	
	
	
	

	TEL0805US
	1.582
	2.019
	1.183
	0.120
	-0.236
	4.461

	TEL0825US
	2.731
	3.085
	2.129
	0.214
	-0.794
	4.367

	
	
	
	
	
	
	

	TM1210EU
	1.844
	2.305
	1.483
	0.145
	1.021
	3.513

	Tenaga National Bhd.
	
	
	
	
	

	TEN150604US
	1.610
	2.280
	0.986
	0.227
	-0.015
	2.448

	TEN0407US
	1.926
	2.557
	1.419
	0.242
	-0.063
	2.510

	
	
	
	
	
	
	

	TNB0407US
	1.921
	2.557
	1.513
	0.245
	-0.079
	2.534


Note: This table present the descriptive statistics of credit spreads of the sample. The spread is estimated by subtracting the USD Malaysian issue with a US Treasury of equivalent maturity.


The larger the amount of issue the more liquid it is in the market and as a result the narrower the spreads. The results in the table also suggest the issues with larger amount of issue tend to have lower mean spreads. The individual issues which have longer history of being circulated in the market (such as TEL0825US and TEN150604EU) also seemed to have a significantly larger average spread than those which were more recently issued (TM1210EU and TNB0407US).

Overall, the standard deviations of spread increases with longer maturities. Within the same issuers, standard deviations of issues with shorter term to maturity are generally larger than the issues with longer term to maturities. This is perhaps influenced by the more volatile nature in the shorter end of the term structure. The standard deviation seemed to be issuer specific, where those which have more issues on the market, their standard deviation of spreads are on average smaller (in the case of Malaysian Sovereign and Petronas) than issuers which have fewer issues in the market (Telekom and Tenaga).


Based on the reported figures, the degree of skewness varies by issuers. Sovereign and Petronas issues are on average positively skewed, while Tenaga and Telekom issues are skewed on the opposite direction. All the spreads of the sample series have kurtosis larger then zero, in some cases rather large. Excess kurtosis is caused by the thick tails in the unconditional probability distribution and an important issue for the purpose of risk management. Pedrosa and Roll (1998) cautioned, ignoring excess kurtosis in credit spread will lead to the underestimation of the probable impact of large negative outcomes.

Stationarity Tests of Spreads


Pedrosa and Roll (1998) found the credit spreads tend to be non-stationary. They subsequently concluded that stationarity is an important topic but has largely been simplified by many leading credit derivative models such as Das Tufano (1996) and Jarrow, Lando and Turnbull (1997). When testing with the price of bonds, Kamin and Kleist (1999) found the country spreads of EMs are non-stationary. 

All the credit spreads at first difference are stationary. Results in table 3 shows credit spreads at levels are mixed with approximately half the sample is non-stationary and the half stationary at 5% confidence level. We take a conservative approach and employ credit spread changes for all series.

Table 3 – Augmented Dickey-Fuller and Phillip-Perron tests for Unit Roots of Credit Spreads for Malaysian Yankee bonds and US Benchmark Bonds

	
	Levels
	First Difference

	
	ADF
	PP
	ADF
	PP

	Malaysia Sovereign
	
	
	

	MAL0609US
	-1.795
	-2.883
	-11.672
	-23.369

	MAL0711US
	-3.470
	-4.409
	-19.523
	-20.184

	Petronas Bhd.
	
	
	
	

	PET10703US
	-2.932
	-3.479
	-20.355
	-26.678

	PET10804IS
	-1.836
	-1.635
	-17.023
	-17.136

	PET0805US
	-4.901
	-7.208
	-21.515
	-29.994

	PET1006US
	-4.568
	-4.515
	-16.112
	-17.531

	PET0512US
	-3.993
	-3.845
	-17.048
	-17.660

	PET0815EU
	-3.094
	-3.680
	-14.328
	-23.391

	PET1026US
	-3.337
	-3.172
	-13.120
	-16.681

	PETCAP0522US
	-3.101
	-2.925
	-16.103
	-16.215

	Telekom Malaysia
	
	
	

	TEL0805US
	-3.015
	-5.138
	-14.771
	-22.145

	TEL0825US
	-2.933
	-2.975
	-16.840
	-17.033

	TM1210EU
	-2.053
	-4.765
	-12.982
	-52.133

	Tenaga National Bhd.
	
	
	

	TEN150604US
	-2.724
	-3.358
	-20.366
	-21.107

	TEN0407US
	-2.582
	-2.484
	-16.686
	-16.701

	TNB0407US
	-2.224
	-2.224
	-16.354
	-16.358

	MacKinnon critical values for rejection of hypothesis of a unit root

	1%

5%

10%
	-3.462

-2.875

-2.574
	-4.002

-3.432

-3.139


This table provides Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) unit root test of the bonds. Lags for ADF are set for automatic selection following Schwartz Info Criterion and lags for PP as suggested by the Newey-West. Test for both levels of spreads and first difference include intercept.

Other Properties of the Spreads


The credit spreads have different correlations with different parts of the yield curve
. The spreads are positively correlated with the short term US term structure however the relationship is reversed with 30 day short term Malaysian rates. The correlation of the spreads of Malaysian USD bonds with longer term US Treasury securities is negative and the relationship is stronger at the middle section of the term structure compared to the longer term. 


Credit spreads are consistently and positively correlated with the changes in the Malaysian equity market index regardless of the issuer, the Malaysian government or the Government-Linked-Corporation (GLCs). This suggests portfolio managers may switch their exposure to the equity market from the bond portfolio when the Kuala Lumpur Stock Exchange is in a bull-run. 

Explanatory Variables

Benchmark (Risk-Free Rate)


In empirical studies of risk structure of bonds, spread is normally taken as the difference of the yield to maturity on the nearest liquid U.S. Treasury subtracted from the yield to maturity on the specific risky bond (such as Fisher 1959; and Silvers 1973). For the purpose of this study treasury bonds which match or are within the approximate maturity of the sample are used. This approach is chosen as it provides the advantage of capturing time-varying influence on the credit spread of bonds with varying maturity. 


Empirical studies within the framework of structural models found weak but positive links that an increase in the risk-free rate would lead to a small increase of the credit spread (Landschoot 2003). Studies of Longstaff and Schwartz (1995) and Duffee (1998) on the contrary, found evidence of negative correlation between the changes in three month Treasury bill rate and changes in credit spread of investment-grade corporate bonds in the US. 


Molano (2003) found the spreads of the EMs are sensitive to the monetary policy of the US and the correlation between US Treasury and yield of EMs would be higher when the US interest rates are on the rise. This is due to issuers from EMs generally had to raise their compensation to attract potential investors when Treasury rates are high given the riskiness of their issue. Empirically, Eichengreen and Mody (1998) and Kamin and Kleist (1999) both found the negative impact of increase of US interest rate on country spreads. 


Cross sectional studies which pooled data by credit ratings have generally employed one benchmark issue as proxy to capture all the changes in levels of interest rates (Longstaff and Schwartz 1995; Christiansen 2002). To ensure the changes in the yield curve is captured, US Treasury bond that is closest to the maturity of each sample is used as proxy for levels
.

Slope of the curve


Empirical studies (such as Litterman and Scheinkman 1991; Chen and Scott 1993) found significant evidence that changes in level of interest rate and the slope of the yield curve can explain 98% of the variations in the term structure, especially in the variations of coupon paying bonds. Duffee (1998) found over a short term horizon the correlation between credit spreads and changes in interest rates tend to be negative whereas Morris et al. (1999) finds a positive correlation between the slope and credit spreads changes over the long term horizon. Antzoulatos (2000) found the 3-month US T-bill rate is a good proxy for the determinant of bond flows to Latin American countries. The finding of Das and Tufano (1996) is similar to that of Duffee (1996), both short term rates and slope of term structures have negative impact on the credit spreads of the bonds irrespective of maturity. 


The study of Athanassakos and Carayannopoulos (2001) on country spreads also supports the findings from the corporate bond market. The slope is a good proxy for changes in market expectations in the modelling of rational credit spreads. For the purpose of this study, the calculation of slope is the difference between the 30 year on-the-run issue and the 30 day Treasury bill rate. 

Asset Factor


Structural models assume asset values of firms are tradeable securities and that value evolves continuously. In practice this is not easily observed. Researchers (Longstaff and Schwartz 1995; Duffee 1996; Barnhill, Joutz and Maxwell 2000) have found returns on the market indices are good proxy for the asset factor.

In the case of approximating the asset value of a country, the total debt of a country will definitely be less than what the value of assets owned by the country and the nationals (Eaton, Gersovitz and Stiglitz 1986). Equity analysts have long model the cost of equity or return of equity for issues from the emerging markets as the average return from the equity market plus an estimated equity risk premium (Godfrey and Espinosa 1996). Wiggers (2002) suggested the use of domestic stock index as a proxy for expected future gains of the economy. Alam (2003) observe local market variables to be important as they capture part of global investor sentiments as well as macroeconomic conditions.

Kwan (1996) found negative correlation between the bond spreads and the stock index. The conclusion is also supported in the study of Martell (2003). Nevertheless, the Collin-Dufresne et al. (2001) study specifically found credit spread changes are more sensitive to the changes of the equity index than to the firm’s own equity return. Hence the return of KLSE is lagged one period or the equivalent of a day to allow for the difference in the opening time of the markets in Europe and United States. 

Market Variables


The empirical work of Collin-Dufresne et al (2001) found fundamental factors in the structural model could not explain all the changes in credit spread of corporate bonds. Altman (1990) found some evidence of the explanatory power of macroeconomic variables to predict business failures. He believes market expectation tends to lead the actual occurrence of a default. More recent studies, such as He, Hu and Lang (2000) and Alam (2003) have concluded market sentiment, are the major influential factor to the changes in credit spreads. 


Eichengreen and Mody (1998) and Cantor and Packer (1996) established the foundation of employing macroeconomic data as explanatory variables in the study of sovereign borrowings. Both studies found macroeconomic variables could explain the majority of the spread changes. Sy (2001) further found, for the case of EMs issues, published factor (such as credit rating, which relies heavily on economic fundamentals) differ significantly from what is observed in the market (sentiments) in the times of fast-changing fundamentals, such as during a crisis. 


In the case of EMs bonds, macroeconomic variables are not merely simple proxies for local economic conditions, they also capture the anticipation and sentiment of global investors. Researchers have all modelled macroeconomic variables in differences (such as Altman 1990; McGuire and Schrijvers 2003). The following macroeconomic variables will be used in this study:

A FOREX Variables


A steep appreciation of the currency in which the debt is denominated (many times the USD) may directly affect the indebtness of the country immediately. In addition, a fall in the export revenues of the country, will lead to the depreciation of the domestic currency or an appreciation in the home currency could potentially reduce the forecasted profit. As a consequence decrease a country’s ability to service its debt. 


In the case of unhedged bond return, the predictability of default is much influenced by the changes in FX rate since the return will be more driven by the exchange rates than the interest rate of the bond behaviour (Ilmanen 1995). Even though the Malaysian Ringgit was pegged to the US Dollar during the period of study, it is still valid to investigate the impact of foreign exchange on the credit spread. The government of Malaysia could default its foreign commitment when the central bank could no longer maintain its desired fixed exchange rate.

Give the strong trade relationship with Japan, Great Britain and the United States with Malaysia, the daily rate of Japanese Yen and USD (YENUSD), as well as the greenback against Great British Pound (USDGBP) are used as proxy of FX rates.

B EMBI


Industry widely accepts the definition of JP Morgan’s EMBI index as the benchmark for the performance of bonds issued by EMs. When EMBI was first launched it only considers Brady bonds or other restructured bonds from sovereigns which have defaulted in their obligations
. 

In the study of Sy (2001) EMBI+ was used for an uncontrolled sample (as oppose to the control for other features such as floating coupon or collateral) of 17 countries. In order to better reflect the market sentiment of the demand of investment opportunities in emerging markets this study will use EMBI+Malaysia as proxy
.
C Crude Oil


Current literature in the empirical studies of country risk has conflicting conclusions on the influence of changes in the prices of crude oil. Min et al (2003) found real oil price is not a good proxy in explaining determination of yield spreads for the sample period of 1990s. van Deventer and Imai (2003 p.84) found 4 macro economics factors (U.S Treasury, KLSE, US dollar price for oil and FX) are enough to explain about 90% of the credit spread changes of Petronas over a long term equilibrium. The national production of the Malaysian economy has traditionally heavily relied on the manufacturing industries. An increase in the price of crude oil would lead to higher production costs. Petrol prices are also subsidised by the government as a way to control inflation. Hence an increase in international oil prices will see negative impact on the country’s economy.

Model Specification 


Previous studies have employed low-frequency data, and monthly observations (such as Barnhill, Joutz and Maxwell 2000) This allows the inclusion of country-specific economic variables as regressors but precludes analysis of high-frequency spread movements. The approach of using daily data should lead to more timely and accurate proxies for conditional bond risk. However, in many cases the lack of sufficient data prevented in depth research (such as in the case of Ilmanen 1995).


The model of this study builds on the valuation framework of the LS (1995) model that credit spreads, (ΔCS) are driven by two factors: an asset(ΔKLSE)  and interest rate factor (ΔUSshort). In addition, variables identified in the literature of modelling of the term structure of interest rates (ΔUS) and country spreads in international finance are employed. The extended model is specified in the following testable equation:


[image: image1.wmf]USshort

slope

US

US

CR

D

+

D

+

D

+

D

+

=

D

4

3

2

2

1

0

)

(

)

(

a

a

a

a

a



[image: image2.wmf]USDGBP

USDYEN

D

+

D

+

6

5

a

a



[image: image3.wmf]t

KLSEvol

KLSE

e

a

a

+

D

+

D

+

)

(

8

7


(1)


Where (ΔUS)2 is included to capture the curvature of the yield curve, (ΔUSDYEN) and (ΔUSDGBP) are the variables for market variables, as both Japan and United Kingdom are the major trading partners of Malaysia. (ΔKLSEvol) is used to capture the changes in trading volume in the KLSE. Further investigation on the credit spreads of the series with correralogram analysis reveals some of the series exhibits the characteristics of autocorrelation. This can be interpreted as spreads of the series are constantly influenced by the spreads observed from the previous days. The ARMA model specifies the dependent variable as a function of past values of the dependent variable in an extended model of equation specified in equation (1):
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Where øi are the coefficients of Autoregressive terms (AR) with lag length of p with λt-i are the coefficients of Moving Average (MA) terms with the lag of q in the error term. The error term εt, is assumed to be normally distributed, however, the coefficients of the MA terms are not. Two autoregressive terms, AR(1) and AR(2), are added into the regression in addition to one MA(1) term.
Specification of the announcement effect

Several political events occurred during the sample involving Malaysia were selected. These events can be categorised into three separate groups: the political events which occur in domestic Malaysia, international political events and lastly economic events. This approach provides an understanding of the reaction of investors, if they react positively, negatively or neutral to a certain category of news. 


The events dummy approach is introduced into regression analysis separately. As there has not been any indication of similar news prior to the event, except on the day of the event, it takes a value of “1” on the event day otherwise zero. The use of dummy variables is used in econometric studies for the measure of qualitative effects in regression analysis. A significant coefficient produced from regression indicates significantly changes in the value of the dependent variable. 


The specification of the event study is specified below (Eq.3). A positive coefficient of the dummy variable implies the particular event led to an increase in the changes of credit spreads of the sample bond.
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the variance term is being estimated as:


[image: image10.wmf]1

2

1

2

2

-

-

+

+

=

t

t

be

gs

a

s


(3)

The test from the investigation of time series properties of the bond series confirmed the theoretical framework introduced by Engle and Granger (1987). A set of variables must be integrated of the same order to have long run equilibrium. For the equilibrium to be meaningful, any deviation from long run dynamics must be stationary. In the case of the credit spreads of Malaysian bonds, both the Malaysian bonds (MAL) and US Treasury paper (US) are I(1), credit spreads between the two issuers should be stationary. This stationarity nature allows the testing of the short term dynamics in the spreads with an error correction model.


To estimate an error correction model, an error correction term ECM is estimated using a two-stage estimation method:
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(4)
The change in the credit spreads, ΔCSt, at time t, is influenced by the dynamics of the change in difference between the yield of US Treasury paper with the maturity and USD Malaysian bonds from the previous period
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. A large α implies the greater the response of credit spreads to previous period’s deviation from the long-run equilibrium. While in theory, it is possible for a two way interactions between the variables. Given the difference in market depth between the two issuers is significant, it is impossible for the USD Malaysian bonds to be able to influence the US Treasury paper. Only one way interaction of US Treasury to USD Malaysian bonds is included in the test.
Political Events 

A) Event0103 


During an interview with the Newsweek magazine published on January 27, 2003, Malaysia’s Prime Minister criticises the US for its planned war against terrorism and for taking it too far. He also claimed the comment of the Prime Minister of Australia; John Howard, that his offer to be President George Bush’s “deputy sheriff” in the South-West Pacific would provoke anger and force people in the region to support terrorism
.
B) Event0203 (25 February 2003)


Being the incumbent chairperson of Non-Aligned Movement organisation (NAM), in his opening address of the NAM summit in Kuala Lumpur, the Prime Minister of Malaysia, criticised the West and America’s war plans for Iraq, that it is the way the western world dominates world affairs.
 He further points out the powerful nations would wage a war when they are faced with oppositions to spread their influence. The view received support in the later speeches of Iranian President Mohammad Khatami and President of South Africa, Thabo Mbeki on the same occasion.

C) Event0303 (10 March 2003)


Malaysia, being the incumbent chair of the NAM, urged the six non-permanent members on the UN Security Council, to reject the resolution on a war on Iraq. All the six non-permanent members of the Security Council, Syria, Cameroon, Chile, Guinea, Pakistan and Angola are members of NAM. 

D)  Event0103b – (Local event, 20 January 2003)


The local police raided and shut down Malaysia’s only independent news services, Malaysiakini.com
. The action followed after the youth wing of the ruling political party, UMNO, lodged a police report. The incident received condemnation from media around the world as an act of suppressing press independence and freedom of speech. Whilst the event came as a surprise, the action had been anticipated. Since the inception of the organisation, Malaysiakini published several articles publicly vilifying and defamatory to the government of Malaysia. Government officials have, as early as year 2001, publicly threatened to prosecute the organisation if its reports would “endanger national security”.

E) Event0602 (Local event, 24 June 2002)


The first day of market trading after the Prime Minister Dr. Mahathir announced his resignation from all the positions in government and his ruling party on the final day (which is a Saturday) of his political party’s annual general assembly. He had been in power for close to 22 years and prior to the announcement in June 2002 Dr. Mahathir had also announced his resignation in 2001. Euroweek (2002) reported the 7.5% 2011 (MAL0711US) was trading at 180bp over US Treasuries on 21/06/2002. Then opened at 190bp on 24/06/2002 and widened to 203bp during the day. The spread then narrowed 175bp. Also on the same day Moody’s changed Malaysia Baa2 long term foreign currency rating from neutral to positive. On the following Tuesday, 25 June 2002, Dr. Mahathir announced that he would remain as prime minister until 2003.

F) Event0702 (Local event, 10 July 2002)


The Malaysian highest court, court of appeal, rejected the appeal by the former Deputy Prime Minister, Anwar Ibrahim against a conviction for his abuse of power. Some believe (ABC Online 2002) he was sacked and then jailed due to his challenge to the then Prime Minister Mahathir in 1999. 

Economic Event 


Fleming and Remolona (1997) found announcement on federal funds target has the third most significant impact on the market. There was only one such event during the period of this study, which is November 6, 2002 when the Federal Open Market Committee lowered the overnight discount rate by 50 basis points. The decision resulted in the federal funds rate decreasing to 1.25% and discount rate to 0.75%. The justification for the decision was to provide support to the robust growth in productivity. However the increase in geopolitical risk would present some uncertainly of slowed down in the economic activity of spending, production and employment (Federal Reserve Release 2002).

IV RESULTS

This study extended the conclusions established in studies employing data at lower frequency. The arguments still hold even in the case of daily observations. Authors in literature of credit spreads of corporate bonds often use different ends from the US Treasury yield curve as benchmarks, however results in Yap (2005) shows the influence from either ends of the term structure on the changes of credit spreads of Malaysia is not significantly different from the other. Explanatory power of any US Treasury paper to changes of the Malaysian yield spread is similar to Treasury paper within the approximate maturity. 

Table 4 reports the best fitted specification as developed in equation (2). Test statistics for the fully specified model are also reported. The predictability of this model as measured by adjusted R2 ranges from as low as 2% to about 85%, suggesting a diverse degree of accuracy from the regression model. This result is comparable to the study of Landschoot (2004) involving data from European corporate issue market. While their average adjusted R2 is 22% the overall R2 is still dispersed over a wide range. 

The values of the standard errors are found small and insignificant. All the values of lag 5 and lag 10 in the Ljung-Box test are found to be insignificant which leads to the conclusion of no serial correlation in the residuals. Subsequently, this leads to the conclusion that the model specifications are stable.

The coefficient of asset or the return from equity index (KLSE) is negative as expected however not significant. The inclusion of a volume factor also does not improve the explanatory power of the model. The results provide some support for the Calvo’s (2003) argument that domestic factors are almost irrelevant in explaining sovereign spreads.


Changes in levels (Δlog(US)) is consistently negative and significant in explaining the changes in credit spreads. In the case of the slope factor, in contrast to most studies (such as Duffee 1998; Athanassakos and Carayannopoulos 2001), all the results have shown a consistent and positive relationship with spreads. The average coefficient is 0.59 which translates for every increase of 1% in US benchmark issue the credit spread would be expected to increase by 60 basis points or translates to increase of 40bp to the expected yield of Malaysian bonds. However, these positive relationships are not significant and in addition the value of the coefficients is spread across a wide range, from a negative value (-0.5) to as high as 3.6. In addition, changes in short term US rate has positive effect to the changes of spread of the emerging markets. Coefficients of the 30 day US Treasury bill rates are always positive when the variable is significant.

Table 4 - GARCH(1,1) Estimation of Change in Credit Spreads Between Malaysian Yankee Bonds and US Government Bond
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	MAL0609US
	MAL0711US
	TEN150604US
	TEN0407US
	TNB0407US
	TEL0805US

	
	Coeff
	p-value
	Coeff
	p-value
	Coeff
	p-value
	Coeff
	p-value
	coeff
	p-value
	coeff
	p-value

	Constant (x100)
	-0.504
	(0.018)
	0.244
	(0.392)
	-0.098
	(0.454)
	0.284
	(0.017)
	0.278
	(0.004)
	-0.426
	(0.000)

	Δlog(US)
	-1.437
	(0.000)
	-1.611
	(0.000)
	-0.637
	(0.000)
	-0.281
	(0.005)
	-0.327
	(0.000)
	-0.533
	(0.000)

	Δlog(US) 2
	10.044
	(0.001)
	-7.207
	(0.072)
	0.069
	(0.772)
	-5.992
	(0.000)
	-4.331
	(0.000)
	3.387
	(0.000)

	Δlog(slope)
	0.290
	(0.479)
	1.065
	(0.000)
	0.458
	(0.014)
	-0.195
	(0.340)
	-0.207
	(0.168)
	0.319
	(0.032)

	Δlog(US short)
	0.079
	(0.641)
	0.432
	(0.017)
	-0.171
	(0.279)
	0.080
	(0.275)
	-0.133
	(0.173)
	-0.237
	(0.021)

	Δlog(YENUSD))
	0.215
	(0.579)
	-1.051
	(0.004)
	0.108
	(0.693)
	-0.166
	(0.383)
	0.251
	(0.163)
	-0.909
	(0.000)

	Δlog(crudeoil)
	-0.059
	(0.567)
	-0.012
	(0.910)
	-0.125
	(0.216)
	0.001
	(0.988)
	-0.111
	(0.013)
	0.045
	(0.370)

	Δlog(KLSE(-1))
	0.060
	(0.798)
	0.108
	(0.703)
	-0.436
	(0.003)
	-0.025
	(0.865)
	-0.046
	(0.693)
	-0.081
	(0.466)

	Δlog(EMBImal)
	-3.130
	(0.000)
	-3.237
	(0.000)
	-2.402
	(0.000)
	-3.058
	(0.000)
	-2.213
	(0.000)
	-2.639
	(0.000)

	ΔCSt-1
	0.211
	(0.366)
	0.230
	(0.758)
	-0.366
	(0.535)
	-0.630
	(0.001)
	-0.990
	(0.000)
	0.427
	(0.000)

	ΔCSt-2
	-0.132
	(0.200)
	0.099
	(0.640)
	-0.079
	(0.765)
	-0.270
	(0.000)
	-0.270
	(0.000)
	0.227
	(0.006)

	MA(1)
	-0.497
	(0.035)
	-0.498
	(0.503)
	-0.085
	(0.888)
	0.322
	(0.105)
	0.696
	(0.000)
	-0.982
	(0.000)

	Variance equation

	Constant
	0.000
	(0.074)
	0.001
	(0.000)
	0.000
	(0.000)
	0.000
	(0.000)
	0.000
	(0.000)
	0.000
	(0.150)

	ARCH(1)
	0.194
	(0.010)
	0.528
	(0.002)
	0.999
	(0.000)
	0.902
	(0.000)
	0.493
	(0.000)
	0.820
	(0.000)

	GARCH(1)
	0.756
	(0.000)
	0.129
	(0.045)
	0.073
	(0.000)
	0.066
	(0.117)
	0.084
	(0.000)
	0.308
	(0.000)

	Alpha+Beta
	0.950
	
	0.657
	
	1.072
	
	0.968
	
	0.576
	
	1.129
	

	Diagnostics

	Std Error
	0.042
	
	0.036
	
	0.047
	
	0.036
	
	0.035
	
	0.049
	

	Adj R2
	0.234
	
	0.110
	
	0.216
	
	0.135
	
	0.117
	
	0.052
	

	Durbin Watson
	2.023
	
	2.128
	
	1.648
	
	1.697
	
	1.740
	
	1.514
	

	F Stat
	5.553
	(0.000)
	2.853
	(0.001)
	5.095
	(0.000)
	2.985
	(0.078)
	1.095
	(0.027)
	1.818
	(0.038)

	Residual test (Ljung-Box)

	Q(5)
	-0.061
	(0.384)
	-0.013
	(0.262)
	0.076
	(0.117)
	0.000
	(0.330)
	-0.072
	(0.046)
	0.099
	(0.000)

	Q(10)
	-0.004
	(0.303)
	-0.046
	(0.281)
	-0.029
	(0.258)
	-0.007
	(0.628)
	0.012
	(0.197)
	0.070
	(0.005)

	DF
	-14.561
	(0.000)
	-15.354
	(0.000)
	-13.053
	(0.000)
	-13.053
	(0.000)
	-12.654
	(0.000)
	-14.983
	(0.000)

	PP
	-14.632
	(0.000)
	-15.697
	(0.000)
	-12.450
	(0.000)
	-12.450
	(0.000)
	-12.657
	(0.000)
	-15.070
	(0.000)


The table reports the results from a GARCH (1, 1) regression model as specified above. (CS is the changes in the credit spread, (US is the daily changes in US government T-bond with the closest to maturity of sample bond, (US2 is the term to capture the curvature of the US T-bond, ((slope) is changes of the difference between US 30 day T-Bill rate and 30 year T-bond. (KLSE(-1) is the proxy for asset factor of daily change on the KLSE Index. (YENUSD, (CrudeOil and (EMBIMAL are market variables of changes in the Japanese Yen US dollar exchange rate, Brent Sweet oil contract and return of JP Morgan Emerging Market Bond Index+Malaysia. All the daily changes in deterministic variables and explanatory variable are computed in natural logarithm. ΔCSt-1, ΔCSt-2 and MA(1) are Autoregressive and moving average terms at lags 1 and 2, respectively. Probability values are reported in parenthesis. The sample period was from 28 May 2002 to 24 March 2003. The model was estimated using the heteroskedasticity consistent covariance procedure of Bollerslev and Wooldridge (1992). 
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	TEL0825US
	PET10703US
	PET0805US
	PET1006US
	PET0512US
	PET1026US

	
	Coeff
	p-value
	coeff
	p-value
	Coeff
	p-value
	Coeff
	p-value
	coeff
	p-value
	coeff
	p-value

	Constant (x100)
	0.036
	(0.822)
	-0.354
	(0.000)
	-0.375
	(0.002)
	-0.212
	(0.289)
	0.511
	(0.001)
	0.120
	(0.710)

	Δlog(US)
	-1.252
	(0.000)
	-1.058
	(0.000)
	-1.286
	(0.000)
	-0.802
	(0.000)
	-0.877
	(0.000)
	-0.451
	(0.840)

	Δlog(US) 2
	2.889
	(0.091)
	0.149
	(0.015)
	6.118
	(0.000)
	0.176
	(0.925)
	-10.919
	(0.000)
	3.337
	(0.844)

	Δlog(slope)
	1.024
	(0.000)
	2.602
	(0.000)
	0.620
	(0.005)
	0.237
	(0.371)
	0.380
	(0.234)
	0.175
	(0.905)

	Δlog(US short)
	0.462
	(0.000)
	0.207
	(0.244)
	-0.340
	(0.000)
	0.032
	(0.805)
	0.156
	(0.345)
	0.194
	(0.771)

	Δlog(YENUSD))
	0.014
	(0.926)
	0.474
	(0.355)
	-0.523
	(0.071)
	-0.023
	(0.953)
	-0.147
	(0.597)
	-0.102
	(0.846)

	Δlog(crudeoil)
	0.019
	(0.756)
	-0.593
	(0.000)
	0.050
	(0.495)
	-0.067
	(0.471)
	-0.095
	(0.259)
	0.018
	(0.922)

	Δlog(KLSE(-1))
	-0.055
	(0.782)
	-0.455
	(0.322)
	-0.550
	(0.006)
	0.242
	(0.472)
	0.222
	(0.322)
	-0. 124
	(0.773)

	Δlog(EMBImal)
	-0.434
	(0.217)
	3.286
	(0.000)
	-5.547
	(0.000)
	-3.671
	(0.000)
	-2.707
	(0.000)
	0.063
	(0.948)

	ΔCSt-1
	-0.375
	(0.344)
	0.625
	(0.000)
	0.033
	(0.752)
	-1.017
	(0.000)
	0.165
	(0.594)
	-0.074
	(0.908)

	ΔCSt-2
	-0.112
	(0.233)
	0.124
	(0.160)
	0.033
	(0.696)
	-0.264
	(0.000)
	0.001
	(0.992)
	-0.117
	(0.348)

	MA(1)
	0.385
	(0.344)
	-0.993
	(0.000)
	-0.784
	(0.000)
	0.825
	(0.000)
	-0.476
	(0.105)
	-0.062
	(0.915)

	Variance equation

	Constant
	0.000
	(0.000)
	0.002
	(0.000)
	0.000
	(0.079)
	0.001
	(0.000)
	0.000
	(0.000)
	0.000
	(0.496)

	ARCH(1)
	0.033
	(0.006)
	0.883
	(0.000)
	1.018
	(0.000)
	0.501
	(0.002)
	0.600
	(0.000)
	0.022
	(0.752)

	GARCH(1)
	0.742
	(0.000)
	0.065
	(0.332)
	0.028
	(0.000)
	0.183
	(0.004)
	0.127
	(0.163)
	0.560
	(0.385)

	Alpha+Beta
	0.775
	
	0.949
	
	1.046
	
	0.683
	
	0.727
	
	0.582
	

	Diagnostics

	Std Error
	0.019
	
	0.087
	
	0.121
	
	0.040
	
	0.030
	
	0.025
	

	Adj R2
	0.005
	
	0.594
	
	0.040
	
	0.058
	
	0.037
	
	-0.006
	

	Durbin Watson
	2.191
	
	1.582
	
	1.364
	
	1.812
	
	1.948
	
	1.975
	

	F Stat
	1.076
	(0.382)
	22.864
	(0.000)
	1.626
	(0.075)
	1.923
	(0.026)
	1.579
	(0.088)
	0.916
	(0.543)

	Residual test (Ljung-Box)

	Q(5)
	-0.074
	(0.172)
	0.133
	(0.001)
	-0.029
	(0.000)
	-0.138
	(0.028)
	-0.027
	(0.334)
	0.013
	(0.150)

	Q(10)
	0.010
	(0.665)
	0.061
	(0.008)
	-0.070
	(0.000)
	0.028
	(0.325)
	-0.104
	(0.396)
	0.061
	(0.545)

	DF
	-15.889
	(0.000)
	-11.715
	(0.000)
	-10.712
	(0.000)
	-13.105
	(0.000)
	-14.084
	(0.000)
	-14.230
	(0.000)

	PP
	-15.838
	(0.000)
	-11.747
	(0.000)
	-11.009
	(0.000)
	-13.491
	(0.000)
	-14.101
	(0.000)
	-14.238
	(0.000)


(continued)
	
	PCAP0522US
	MAL0609EU
	MAL0609IS
	MAL0711EU
	MAL0711IS
	TEN150604EU

	
	Coeff
	p-value
	Coeff
	p-value
	Coeff
	p-value
	Coeff
	p-value
	Coeff
	p-value
	Coeff
	p-value

	Constant (x100)
	-0.080
	(0.609)
	0.067
	(0.744)
	0.206
	(0.233)
	0.157
	(0.468)
	-0.049
	(0.617)
	-0.661
	(0.191)

	Δlog(Y)
	-1.502
	(0.072)
	-1.269
	(0.000)
	-1.243
	(0.000)
	-1.771
	(0.000)
	-1.774
	(0.000)
	-0.713
	(0.000)

	Δlog(Y) 2
	8.354
	(0.218)
	-0.988
	(0.767)
	-4.055
	(0.192)
	-3.732
	(0.318)
	2.429
	(0.263)
	0.302
	(0.039)

	Δlog(slope)
	0.726
	(0.246)
	-0.007
	(0.984)
	-0.176
	(0.563)
	-0.196
	(0.571)
	0.278
	(0.350)
	0.495
	(0.003)

	Δlog(US short)
	0.415
	(0.151)
	0.094
	(0.538)
	0.072
	(0.682)
	0.212
	(0.176)
	0.337
	(0.015)
	0.635
	(0.000)

	Δlog(YENUSD))
	-0.056
	(0.803)
	1.458
	(0.000)
	1.002
	(0.004)
	0.889
	(0.010)
	0.313
	(0.237)
	0.593
	(0.009)

	Δlog(crudeoil)
	-0.021
	(0.771)
	-0.106
	(0.371)
	-0.131
	(0.238)
	-0.107
	(0.266)
	-0.027
	(0.720)
	-0.031
	(0.660)

	Δlog(KLSE(-1))
	-0.199
	(0.315)
	0.284
	(0.299)
	-0.019
	(0.063)
	-0.632
	(0.009)
	-0.522
	(0.006)
	0.300
	(0.068)

	Δlog(EMBImal)
	-0.251
	(0.626)
	-2.358
	(0.000)
	-4.438
	(0.000)
	-3.626
	(0.000)
	-4.178
	(0.000)
	-3.635
	(0.000)

	ΔCSt-1
	-0.159
	(0.047)
	0.089
	(0.738)
	0.202
	(0.376)
	0.247
	(0.537)
	0.534
	(0.000)
	0.487
	(0.000)

	ΔCSt-2
	-0.151
	(0.017)
	0.120
	(0.419)
	0.062
	(0.612)
	0.002
	(0.990)
	0.238
	(0.001)
	0.459
	(0.000)

	MA(1)
	0.053
	(0.642)
	-0.623
	(0.013)
	-0.663
	(0.001)
	-0.539
	(0.162)
	-1.050
	(0.000)
	-0.912
	(0.000)

	Variance equation

	Constant
	0.000
	(0.289)
	0.002
	(0.001)
	0.001
	(0.035)
	0.000
	(0.756)
	0.000
	(0.319)
	0.000
	(0.118)

	ARCH(1)
	0.025
	(0.000)
	0.257
	(0.058)
	0.379
	(0.008)
	0.008
	(0.832)
	0.092
	(0.207)
	1.047
	(0.000)

	GARCH(1)
	1.023
	(0.000)
	0.341
	(0.208)
	0.114
	(0.698)
	0.922
	(0.000)
	0.798
	(0.000)
	0.033
	(0.000)

	Alpha+Beta
	1.048
	
	0.598
	
	0.493
	
	0.930
	
	0.891
	
	1.080
	

	Diagnostics

	Std Error
	0.024
	
	0.040
	
	0.039
	
	0.032
	
	0.026
	
	0.051
	

	Adj R2
	0.003
	
	0.399
	
	0.336
	
	0.532
	
	0.544
	
	0.288
	

	Durbin Watson
	2.037
	
	1.939
	
	2.168
	
	1.987
	
	2.091
	
	2.088
	

	F Stat
	1.050
	(0.406)
	10.920
	(0.000)
	8.538
	(0.000)
	17.954
	(0.000)
	18.829
	(0.000)
	7.030
	(0.000)

	Residual test (Ljung-Box)

	Q(5)
	0.023
	(0.587)
	0.017
	(0.595)
	-0.033
	(0.193)
	0.006
	(0.956)
	-0.016
	(0.090)
	-0.016
	(0.515)

	Q(10)
	-0.043
	(0.758)
	-0.012
	(0.827)
	0.051
	(0.793)
	-0.111
	(0.256)
	-0.050
	(0.098)
	-0.120
	(0.528)

	DF
	-14.729
	(0.000)
	-14.738
	(0.000)
	-15.696
	(0.000)
	-14.377
	(0.000)
	-14.884
	(0.000)
	-13.398
	(0.000)

	PP
	-14.728
	(0.000)
	-14.817
	(0.000)
	-15.698
	(0.000)
	-14.378
	(0.000)
	-14.905
	(0.000)
	-17.110
	(0.000)


(continued)

	
	TEN0407EU
	TM1210EU
	PET10804EU
	PET1006EU
	PET1006IS
	PET0512EU

	
	Coeff
	p-value
	Coeff
	p-value
	Coeff
	p-value
	Coeff
	p-value
	Coeff
	p-value
	Coeff
	p-value

	Constant (x100)
	0.360
	(0.113)
	-0.184
	(0.100)
	-0.356
	(0.783)
	-0.300
	(0.210)
	-0.149
	(0.404)
	0.219
	(0.144)

	Δlog(Y)
	-0.646
	(0.002)
	-1.372
	(0.000)
	-0.037
	(0.929)
	-1.196
	(0.000)
	-1.173
	(0.000)
	-1.260
	(0.000)

	Δlog(Y) 2
	-4.581
	(0.018)
	6.516
	(0.024)
	-1.097
	(0.813)
	-1.218
	(0.586)
	0.858
	(0.601)
	-2.952
	(0.296)

	Δlog(slope)
	-0.583
	(0.120)
	0.322
	(0.265)
	1.665
	(0.053)
	-0.214
	(0.526)
	-0.101
	(0.720)
	-0.222
	(0.424)

	Δlog(US short)
	0.019
	(0.913)
	0.240
	(0.134)
	0.396
	(0.526)
	0.043
	(0.867)
	0.116
	(0.506)
	0.072
	(0.578)

	Δlog(YENUSD))
	0.767
	(0.080)
	0.524
	(0.080)
	0.529
	(0.803)
	1.377
	(0.000)
	0.516
	(0.169)
	0.568
	(0.022)

	Δlog(crudeoil)
	-0.136
	(0.271)
	-0.089
	(0.201)
	-0.379
	(0.522)
	-0.012
	(0.924)
	0.075
	(0.489)
	-0.095
	(0.233)

	Δlog(KLSE(-1))
	-0.613
	(0.003)
	0.575
	(0.002)
	-0.022
	(0.988)
	0.475
	(0.212)
	-0.549
	(0.092)
	0.261
	(0.179)

	Δlog(EMBImal)
	-1.957
	(0.010)
	-2.740
	(0.000)
	12.373
	(0.000)
	-3.482
	(0.002)
	-4.746
	(0.000)
	-3.668
	(0.000)

	ΔCSt-1
	-1.267
	(0.000)
	0.205
	(0.111)
	-0.015
	(0.997)
	-0.130
	(0.448)
	0.328
	(0.000)
	0.158
	(0.428)

	ΔCSt-2
	-0.321
	(0.000)
	-0.012
	(0.908)
	0.100
	(0.925)
	0.064
	(0.561)
	0.266
	(0.001)
	0.013
	(0.922)

	MA(1)
	0.977
	(0.000)
	-0.766
	(0.000)
	-0.251
	(0.949)
	-0.463
	(0.005)
	-0.923
	(0.000)
	-0.644
	(0.000)

	Variance equation

	Constant
	0.001
	(0.022)
	0.000
	(0.154)
	0.011
	(0.000)
	0.001
	(0.000)
	0.000
	(0.208)
	0.000
	(0.615)

	ARCH(1)
	0.409
	(0.011)
	0.155
	(0.003)
	0.535
	(0.057)
	0.629
	(0.000)
	0.124
	(0.150)
	0.055
	(0.402)

	GARCH(1)
	0.131
	(0.651)
	0.850
	(0.000)
	0.107
	(0.550)
	0.046
	(0.528)
	0.761
	(0.000)
	0.740
	(0.100)

	Alpha+Beta
	0.540
	
	1.005
	
	0.642
	
	0.675
	
	0.884
	
	0.795
	

	Diagnostics

	Stan Error
	0.040
	
	0.039
	
	0.125
	
	0.069
	
	0.042
	
	0.027
	

	Adj R2
	0.379
	
	0.426
	
	-0.071
	
	0.337
	
	0.454
	
	0.499
	

	Durbin Watson
	2.075
	
	2.012
	
	1.822
	
	1.729
	
	2.072
	
	1.962
	

	F Stat
	9.597
	(0.000)
	12.096
	(0.000)
	0.015
	(1.000)
	8.579
	(0.000)
	13.415
	(0.000)
	15.877
	(0.000)

	Residual test (Ljung-Box)

	Q(5)
	-0.019
	(0.224)
	0.020
	(0.240)
	0.085
	(0.097)
	-0.035
	(0.049)
	-0.014
	(0.547)
	-0.054
	(0.641)

	Q(10)
	-0.189
	(0.091)
	0.023
	(0.613)
	-0.070
	(0.191)
	0.009
	(0.166)
	-0.024
	(0.844)
	-0.076
	(0.741)

	DF
	-14.983
	(0.000)
	-14.593
	(0.000)
	-13.166
	(0.000)
	-13.485
	(0.000)
	-14.949
	(0.000)
	-14.167
	(0.000)

	PP
	-15.070
	(0.000)
	-14.612
	(0.000)
	-13.123
	(0.000)
	-13.605
	(0.000)
	-14.946
	(0.000)
	-14.167
	(0.000)


(continued)
	
	PET0815EU
	PCAP0522EU
	PET1026EU

	
	Coeff
	p-value
	Coeff
	p-value
	coeff
	p-value

	Constant (x100)
	0.082
	(0.619)
	0.217
	(0.054)
	0.213
	(0.080)

	Δlog(Y)
	-1.706
	(0.001)
	-4.709
	(0.000)
	-3.947
	(0.009)

	Δlog(Y) 2
	3.735
	(0.443)
	-9.988
	(0.114)
	-7.013
	(0.482)

	Δlog(slope)
	-0.047
	(0.910)
	2.061
	(0.001)
	1.724
	(0.091)

	Δlog(US short)
	0.088
	(0.667)
	0.924
	(0.000)
	0.898
	(0.044)

	Δlog(YENUSD))
	0.567
	(0.032)
	0.267
	(0.221)
	-0.212
	(0.377)

	Δlog(crudeoil)
	-0.132
	(0.035)
	-0.116
	(0.025)
	-0.161
	(0.020)

	Δlog(KLSE(-1))
	-0.202
	(0.196)
	-0.134
	(0.396)
	-0.439
	(0.004)

	Δlog(EMBImal)
	-4.649
	(0.000)
	-3.920
	(0.000)
	-3.626
	(0.000)

	ΔCSt-1
	-0.791
	(0.025)
	0.137
	(0.496)
	0.321
	(0.003)

	ΔCSt-2
	-0.299
	(0.010)
	0.005
	(0.967)
	0.248
	(0.009)

	MA(1)
	0.399
	(0.290)
	-0.629
	(0.000)
	-0.988
	(0.000)

	Variance equation

	Constant
	0.000
	(0.082)
	0.000
	(0.001)
	0.000
	(0.869)

	ARCH(1)
	0.298
	(0.026)
	0.156
	(0.053)
	0.007
	(0.817)

	GARCH(1)
	0.428
	(0.055)
	0.665
	(0.000)
	0.658
	(0.749)

	Alpha+Beta
	0.726
	
	0.822
	
	0.664
	

	Diagnostics

	Std Error
	0.027
	
	0.053
	
	0.027
	

	Adj R2
	0.343
	
	0.224
	
	0.342
	

	Durbin Watson
	1.860
	
	0.984
	
	1.997
	

	F Stats
	8.784
	(0.000)
	5.307
	(0.000)
	8.770
	(0.000)

	Residual test (Ljung-Box)

	Q(5)
	-0.004
	(0.021)
	0.106
	(0.214)
	0.076
	(0.468)

	Q(10)
	0.046
	(0.033)
	0.010
	(0.696)
	-0.055
	(0.537)

	DF
	-13.459
	(0.000)
	-15.499
	(0.000)
	-14.558
	(0.000)

	PP
	-13.780
	(0.000)
	-14.405
	(0.000)
	-14.557
	(0.000)



In contrast the Madan and Unal (2000) theoretical framework supports the Duffee (1998) argument that there is a negative relationship between the interest rates and credit spreads of bonds with short maturity. The results in table 6 shows support for the argument of Longstaff and Schwartz (1995) that credit spreads for bonds with shorter terms to maturity (such as TEN150604US and PET10703US) are insensitive to changes in interest rate.


Consistent to the findings of Jones, Mason and Rosenfeld (1984), Sarig and Warga (1989), Fons (1994) and Jarrow, Lando and Turnbull (1997), term structure of credit spread is upward sloping. However the results obtained from this study seems to suggest the upward slope only goes up to medium term of around 10 years from maturity. Credit spreads gradually decrease for bonds at the longer terms to maturity.

GARCH Specification


The estimates of the variance equation provide the evidence of changing conditional volatility of credit spread changes. The ARCH (1) term is consistently significant across most of the samples (22 out of 28 cases). Such significance in the term implies a time varying risk premium is attached to the Malaysian USD bonds in addition to the ones as factored in the literature. Exactly half of the sample displays a significant GARCH (1) term and most of the coefficients of that term are higher than 0.5 suggesting there is high persistence of variance in the residuals. The high significance of the GARCH coefficients also suggests there is an observable clustering of time varying volatility in pattern of spreads. There are six cases (table 4, Alpha+Beta) where the GARCH terms show an explosive conditional variance (Alpha+Beta>1). The most likely reason for that to occur is perhaps be due to the small sample size. 


The high value in the sum of GARCH estimates suggests the presence of persistent volatility. Future volatility is expected to take longer to decay due to the unconditional variance. This implies any shock in the market will have a ripple type effect in the credit spread of the Malaysian bonds. The effect will be present for sometime before the spreads gradually return to normal.

Table 5 is a comparison on the standard error terms from the specifications with the GARCH specification as the unrestricted model against the tow other specification. A smaller standard error term, suggests the new specification has reduced the sum of squared error in the estimation. Panel 1 in the table reports the ratio of standard errors of from the test equations of specification from GARCH(1,1) (eq. 1) over the standard error estimated from specifications with events dummy (eq. 2). In panel 2, standard errors from the test equations in (eq 2) is checked against (eq. 3), which is the specification with error correction term. In both cases, it is evident that the ratio is consistently greater than 1. Hence a conclusion can be made that the specification with error correction term is an improvement over the standard GARCH model used in the literature. 

Table 5 - Ratio of Standard Error Term from Basic Specification (Equation 1) over Standard Error Term from Extended Specifications (Equations 2 and 3)
	Panel 1

	MAL0609US
	MAL0711US
	TEN150604US
	TEN0407US
	TNB0407US
	TEL0805US

	1.032
	1.109
	1.032
	1.018
	0.985
	1.095

	
	
	
	
	
	

	TEL0825US
	PET10703US
	PET0805US
	PET1006US
	PET0512US
	PET1026US

	1.025
	1.019
	1.200
	1.090
	1.031
	1.007

	
	
	
	
	
	

	PCAP0522US
	MAL0609EU
	MAL0609IS
	MAL0711EU
	MAL0711IS
	TEN150604EU

	1.035
	1.067
	1.088
	0.988
	1.063
	1.136

	
	
	
	
	
	

	TEN0407EU
	TM1210EU
	PET10804EU
	PET1006EU
	PET1006IS
	PET0512EU

	1.056
	1.104
	3.114
	1.116
	1.044
	1.069

	
	
	
	
	
	

	PET0815EU
	PCAP0522EU
	PET1026EU
	
	
	

	1.010
	1.108
	2.131
	
	
	

	Panel 2

	MAL0609US
	MAL0711US
	TEN150604US
	TEN0407US
	TNB0407US
	TEL0805US

	1.024
	1.125
	1.068
	1.091
	1.029
	1.114

	
	
	
	
	
	

	TEL0825US
	PET10703US
	PET0805US
	PET1006US
	PET0512US
	PET1026US

	1.056
	1.074
	1.198
	1.111
	1.071
	1.000

	
	
	
	
	
	

	PCAP0522US
	MAL0609EU
	MAL0609IS
	MAL0711EU
	MAL0711IS
	TEN150604EU

	1.043
	1.026
	1.026
	1.000
	1.000
	1.109

	
	
	
	
	
	

	TEN0407EU
	TM1210EU
	PET10804EU
	PET1006EU
	PET1006IS
	PET0512EU

	1.026
	1.026
	1.042
	1.062
	1.000
	1.000

	
	
	
	
	
	

	PET0815EU
	PCAP0522EU
	PET1026EU
	
	
	

	1.000
	1.060
	1.038
	
	
	


Note: Panel 1 is computed from the standard error specified from equation (1) over equation (2), Panel 2 are rations from standard errors from specifications with error correction terms (eq 3) over specification in (2) 
Announcement Effect


Table 6 reports the coefficients of the dummy variables. The effects of the event studies are more apparent in the Government and Petronas issues compared to the other two GLCs. This is perhaps due to the perception in the market of the close relationship between Petronas and the Malaysian Government.

Based on the selected political events, there is evidence of a “Mahathir effect” on the yield spread of Malaysian bonds. In the two events selected involving Dr. Mahathir criticising the western world (event0103, event0203), there is a negative effect to the credit spreads across the sample bonds. On the event of his announcement of his resignation (event0602), the reaction from the market seems to diverge. There is a mixed reaction in the market with more cases reacted positively to the news. There is also a clear and strong evidence of negative shock when the Malaysian appeal court rejected the appeal case of the former Prime Minister Anwar Ibrahim’s case (event0702).


In the investigation of economic events, only one significant event has been identified in this study, which was when the Federal Reserve cut the overnight reserve rate on November 2002. Similar to the findings of  Bailey and Chung (1995)The results show the credit spread increased when the Federal Reserve lowered the overnight discount rate.

The coefficients of error correction term were different across different bonds suggesting the different speed of correction. 19 error correction terms of the total 33 bonds have found to be significant at 99% confidence level and 1 bond has an error correction term significant at 95% confidence level. The highest at 76% (PET1006IS) of the value its value adjusted in the following day. The results of bonds which have been found to have significant error correction term shows, on average the event from the previous day only has 5 to 10 percent impact on the trading of the bond on the following day.

Table 6 – Results of Announcement Effect with Dummy Variables and Error Correction Term (ECT)
	
	Event0103
	Event0103b
	Event0203
	Event0303
	Event0602
	Event0702
	Event1102
	Event1102(-1)
	ECT

	MAL1206MY
	0.001
	-0.0069
	-0.011
	0.004**
	-0.0184
	0.008
	0.002**
	-0.002
	0.482**

	
	(0.895)
	(1.000)
	(0.717)
	(0.001)
	(0.399)
	(0.434]
	(0.000)
	(0.944)
	(0.012)

	MAL0307MY
	-0.002
	0.001**
	-0.009**
	0.002**
	-0.013
	0.001*
	0.002**
	-0.007*
	0.180

	
	(0.668)
	(0.041)
	(0.000)
	(0.005)
	(0.554)
	(0.007)
	(0.000)
	(0.092)
	(0.115)

	MAL0307aMY
	-0.013*
	0.000
	-0.014**
	0.002
	-0.003
	0.001
	0.003**
	-0.001
	0.037

	
	(0.088)
	(0.267)
	(0.043)
	(0.033)
	(0.240)
	(0.096)
	(0.000)
	(0.645)
	(0.815)

	MAL0707MY
	-0.002
	-0.002
	-0.012**
	-0.002
	0.001
	-0.000
	0.020**
	-0.003
	0.403

	
	(0.283)
	(0.319)
	(0.000)
	(0.555)
	(0.700)
	(0.899)
	(0.000)
	(0.716)
	(0.358)

	MAL1007MY
	0.002
	-0.018**
	-0.006
	0.005**
	0.002
	0.000
	0.005**
	-0.003
	0.134

	
	(0.306)
	(0.000)
	(0.934)
	(0.013)
	(0.430)
	(0.969)
	(0.000)
	(0.713)
	(0.344)

	MAL1207MY
	0.005*
	-0.000
	0.002
	0.024
	0.074
	-0.005*
	0.033**
	-0.014
	0.346

	
	(0.030)
	(0.716)
	(0.819)
	(0.886)
	(0.507)
	(0.090)
	(0.000)
	(0.275)
	(0.344)

	
	
	
	
	
	
	
	
	
	

	MAL0609US
	0.019*
	0.002
	0.013*
	0.140**
	0.065**
	-0.0678
	0.035**
	-0.077
	0.051**

	
	(0.032)
	(0.744)
	(0.053)
	(0.000)
	(0.000)
	(0.480)
	(0.000)
	(0.127)
	(0.005)

	MAL0609IS
	-0.057**
	-0.051**
	0.014**
	0.448**
	0.013
	-0.0563
	0.007
	-0.009
	0.012

	
	(0.000)
	(0.000)
	(0.029)
	(0.000)
	(0.745)
	(0.457)
	(0.300)
	(0.830)
	(0.349)

	MAL0609EU
	-0.083**
	-0.063**
	-0.003
	0.150**
	-0.109
	-0.094**
	0.009
	-0.118**
	0.045**

	
	(0.000)
	(0.000)
	(0.716)
	(0.000)
	(0.809)
	(0.000)
	(0.255)
	(0.010)
	(0.007)

	MAL0711US
	-0.014
	0.024
	0.006
	0.072**
	0.029
	0.000
	-0.012
	0.043
	0.075**

	
	(0.223)
	(0.038)
	(0.560)
	(0.000)
	(0.134)
	(0.939)
	(0.110)
	(0.450)
	(0.003)


Event0103 and Event0602 is a proxy specifically to measure on the former prime minister, Dr. Mahathir, Event 0103b is a domestic political event and not significant in world, Event0203and Event0303 are proxies for international event and , when Malaysia’s government took a different view on the issue compared to America and its allies, Event0702 is a domestic political event with world attention, Event1102 is when the Federal Reserve cuts overnight rate by 50bps, which is an economic event. Event dummy variables is equals to 1 on the date, and otherwise, 0.

(continued)
	
	Event0103
	Event0103b
	Event0203
	Event0303
	Event0602
	Event0702
	Event1102
	Event1102(-1)
	ECT

	MAL0711IS
	-0.039**
	-0.021**
	-0.007
	0.148**
	0.025
	-0.021**
	-0.005
	0.035
	0.011

	
	(0.000)
	(0.004)
	(0.360)
	(0.000)
	(0.151)
	(0.006)
	(0.586)
	(0.424)
	(0.589)

	MAL0711EU
	-0.050**
	-0.036**
	-0.035**
	0.123**
	0.130**
	-0.075**
	0.073**
	0.050
	0.432**

	
	(0.000)
	(0.000)
	(0.000)
	(0.000)
	(0.000)
	(0.000)
	(0.000)
	(0.558)
	(0.000)

	
	
	
	
	
	
	
	
	
	

	TEN150604US
	0.028**
	0.009
	0.049**
	0.101**
	0.017
	-0.049**
	0.571**
	-0.260
	0.027**

	
	(0.000)
	(0.488)
	(0.000)
	(0.000)
	(0.276)
	(0.000)
	(0.001)
	(1.000)
	(0.014)

	TEN150604EU
	0.041
	-0.026
	0.032
	0.085**
	-0.062
	0.005
	0.458**
	-0.422
	0.017

	
	(0.324)
	(0.482)
	(0.122)
	(0.001)
	(0.175)
	(0.887)
	(0.032)
	(1.000)
	(0.188)

	TEN0407US
	0.003
	0.013
	0.016
	0.028
	0.018
	-0.018**
	0.011
	0.053
	0.022

	
	(0.817)
	(0.231)
	(0.191)
	(0.115)
	(0.328)
	(0.026)
	(0.314)
	(0.465)
	(0.093)

	TEN0407EU
	0.005
	-0.037**
	-0.057**
	0.024
	0.112**
	-0.045
	0.080**
	0.156**
	0.036**

	
	(0.906)
	(0.000)
	(0.000)
	(0.195)
	(0.002)
	(0.533)
	(0.000)
	(0.003)
	(0.012)

	TNB0407US
	0.012
	0.006
	0.019**
	0.017
	0.039
	-0.028*
	0.009
	0.102**
	0.023**

	
	(0.731)
	(0.853)
	(0.021)
	(0.497)
	(0.143)
	(0.098)
	(0.729)
	(0.029)
	(0.017)

	
	
	
	
	
	
	
	
	
	

	TEL0805US
	0.017
	0.018
	0.014
	0.035*
	0.027
	-0.030*
	-0.005
	-0.007
	0.051**

	
	(0.119)
	(0.117)
	(0.165)
	(0.066)
	(0.253)
	(0.034)
	(0.674)
	(0.911)
	(0.017)

	TEL0812US
	0.015
	-0.003
	0.001
	0.010
	0.022**
	-0.000
	-0.010
	-0.013
	0.007**

	
	(0.136)
	(0.719)
	(0.807)
	(0.394)
	(0.034)
	(0.949)
	(0.133)
	(0.746)
	(0.002)

	TM1210EU
	-0.042**
	0.005
	0.001
	0.060
	-0.070*
	-0.084
	0.023*
	0.050
	0.525**

	
	(0.000)
	(0.945)
	(0.896)
	(1.000)
	(0.098)
	(0.644)
	(0.055)
	(0.563)
	(0.000)


(continued)
	
	Event0103
	Event0103b
	Event0203
	Event0303
	Event0602
	Event0702
	Event1102
	Event1102(-1)
	ECT

	PET10703US
	-0.010
	0.014
	0.011
	0.004
	0.047**
	-0.043**
	-0.029**
	0.069
	0.033

	
	(0.297)
	(0.118)
	(0.293)
	(0.811)
	(0.014)
	(0.000)
	(0.022)
	(0.398)
	(0.117)

	PET10804EU
	-0.044
	0.017
	0.043
	0.137
	-0.089**
	-0.014
	-0.289**
	0.756**
	0.008

	
	(0.358)
	(0.593)
	(0.147)
	(0.353)
	(0.068)
	(0.444)
	(0.009)
	(0.000)
	(0.785)

	PET0805US
	0.047**
	-0.001
	0.043**
	0.118**
	0.204**
	-0.071**
	-0.003
	-0.214**
	0.171**

	
	(0.003)
	(0.924)
	(0.000)
	(0.029)
	(0.001)
	(0.000)
	(0.962)
	(0.008)
	(0.000)

	PET1006US
	-0.011
	0.023**
	-0.002
	0.045**
	0.031**
	-0.023**
	0.044**
	0.133**
	0.012

	
	(0.225)
	(0.005)
	(0.787)
	(0.001)
	(0.013)
	(0.001)
	(0.000)
	(0.002)
	(0.662)

	PET1006EU
	-0.008
	-0.013
	-0.021*
	0.028**
	0.198**
	-0.030**
	0.088**
	0.075
	0.764**

	
	(0.385)
	(0.132)
	(0.066)
	(0.027)
	(0.000)
	(0.034)
	(0.000)
	(0.145)
	(0.000)

	PET1006IS
	-0.025**
	0.004
	-0.006
	0.117**
	-0.002
	-0.075
	0.045**
	0.072
	0.774**

	
	(0.013)
	(0.543)
	(0.602)
	(0.000)
	(0.886)
	(0.787)
	(0.000)
	(0.191)
	(0.000)

	PET0512US
	0.010
	0.023**
	-0.002
	0.123**
	0.035**
	0.005
	-0.053**
	0.048
	0.083**

	
	(0.283)
	(0.043)
	(0.744)
	(0.000)
	(0.017)
	(0.557)
	(0.000)
	(0.396)
	(0.000)

	PET0512EU
	-0.054**
	-0.057**
	-0.041**
	0.221**
	-0.023
	-0.045**
	0.057**
	0.035
	0.374**

	
	(0.000)
	(0.000)
	(0.001)
	(0.000)
	(0.174)
	(0.000)
	(0.000)
	(0.522)
	(0.000)

	PET0815EU
	-0.055
	-0.024**
	-0.035**
	0.130**
	0.113**
	-0.096**
	-0.002
	-0.022
	0.083**

	
	(0.749)
	(0.001)
	(0.000)
	(0.000)
	(0.049)
	(0.002)
	(0.733)
	(0.597)
	(0.002)

	PCAP0522US
	0.001
	-0.004
	-0.000
	-0.050**
	0.021*
	0.004
	0.050**
	-0.006
	0.034**

	
	(0.852)
	(0.578)
	(0.951)
	(0.000)
	(0.096)
	(0.648)
	(0.000)
	(0.919)
	(0.003)

	PCAP0522EU
	-0.034**
	-0.030**
	-0.007
	-0.068**
	-0.069**
	-0.011
	0.063**
	0.066
	0.138**

	
	(0.024)
	(0.003)
	(0.440)
	(0.000)
	(0.037)
	(0.226)
	(0.000)
	(0.429)
	(0.000)

	PET1026US
	0.009
	-0.012
	0.002
	-0.039**
	0.020
	0.001
	0.018**
	0.019
	0.031**

	
	(0.336)
	(0.237)
	(0.746)
	(0.001)
	(0.120)
	(0.869)
	(0.020)
	(0.751)
	(0.005)

	PET1026EU
	-0.047**
	-0.072**
	0.003
	0.052**
	-0.045**
	-0.040**
	0.031**
	0.001
	0.024*

	
	(0.000)
	(0.000)
	(0.708)
	(0.000)
	(0.010)
	(0.000)
	(0.039)
	(0.975)
	(0.064)



Looking at the explanatory ability of the error correction model by issuer, the model is significant across all the bonds issued by Telekom and the majority of the bonds issued by Petronas and the Malaysian government. Credit spreads of the Tenaga bonds are less responsive to the changes from the day before. For cross listed bonds, the result is inconclusive on location where the bond is traded has any impact on the changes of credit spreads from previous day. For example, error term for MAL0711EU is significant but not with MAL0711US, while TEN150604US is but not the case with TEN150604EU. 

D CONCLUSION


This paper extends the empirical research on the behaviour of credit spreads on the USD denominated Malaysian bonds based on the classical study as established by Longstaff and Schwartz (1995). The results from the model provided evidence to the theoretical framework that the changes in credit spreads are negatively correlated with the interest factor. However, this study could not find convincing evidence to support the argument of a negative relationship with the asset factor as found in other empirical studies in this area (Batten, Hogan and Pynnonen 2003). The possible explanation may be due to the restriction on the free trading of the Malaysian Ringgit outside the Malaysian market and the restrictions on the free flow of capital into the Malaysian market which occurred during this period. The restriction on the free flows of capital has prevented the dynamic interactions between the asset factor, and the US interest rate benchmark.


The outspoken charisma of the former Prime Minister has always attracted the attention of the media for various reasons. This study found evidence that similar attention also exists in the international finance community. Within the sample period, each time Dr. Mahathir made a criticism the market would react negatively to all the Malaysian bonds, resulting in the widening of spreads. However these reactions tend to only create small and short term effects on the Malaysian bonds. There was no significant change in the long term dynamics after these events. In contrast, the monetary policy of the Federal Reserve has immediate and long term significant impact on the credit spreads of the Malaysian bonds.
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Appendix 1 - List of sample

	Panel A: USD Issues


Malaysian Government

	
	Maturity
	Tenure

(years)
	Coupon
	Offer Size

(USD mil)
	Lead Managers
	Issue Type

	MAL0609US*
	01/06/2009
	10
	8.750%
	1.5bil
	Citi group
	Global

	MAL0609EU
	01/06/2009
	10
	8.750%
	-
	-
	Global

	MAL0609IS
	01/06/2009
	10
	8.750%
	-
	-
	Global

	MAL0711US^
	15/07/2011
	10
	7.500%
	1.75bil
	Citi group
	144A

	MAL0711EU
	15/07/2011
	10
	7.500%
	-
	JP Morgan
	Global

	MAL0711IS
	15/07/2011
	10
	7.500%
	-
	-
	-

	*, ^ initial issue of US1bil


Petronas

	
	Maturity
	Tenure

(years)
	Coupon
	Offer Size

(USD mil)
	Lead Managers
	Issue Type

	PET0703US
	01/07/2003
	10
	6.875%
	500
	Soloman Smith Barney
	144A

	PET804EU
	01/08/2004
	5
	8.875%
	650
	Barclays Capital
	Eurobond

	PET0805US
	15/08/2005
	10
	7.125%
	375
	Credit Suisse
	Global

	PET1006US
	18/10/2006
	10
	7.125%
	800
	CS, Solomon Bro.
	144A

	PET1006EU
	18/10/2006
	10
	7.125%
	800
	CS First Boston
	Eurobond

	PET1006IS
	18/10/2006
	10
	7.125%
	800
	CS First Boston
	Eurobond

	PET0512US
	22/05/2012
	10
	7.000%
	2000
	MS, SSB
	Global

	PET0512EU*
	22/05/2012
	10
	7.000%
	20003
	Barclays Capital
	Global

	PET0815EU
	15/08/2015
	20
	7.750%
	625
	CS First Boston
	Eurobond

	PCAP0522US*
	22/05/2022
	10
	7.875%
	1000#
	Barclays Capital
	144A

	PCAP0522IS*
	22/05/2022
	10
	7.875%
	950#


	Barclays Capital
	Eurobond

	PET1026US
	15/10/2026
	30
	7.625%
	500^
	CS, Solomon
	144A

	PET1026EU
	15/10/2026
	30
	7.625%
	500
	
	Eurobond

	Note: ^ Petronas Capital and listed as financial services #initial issue of US750mil    ^ initial issue of 300mil  3 initial issue of US1.3bil


Tenaga

	
	Maturity
	Tenure

(years)
	Coupon
	Offer Size

(USD mil)
	Lead Managers
	Issue Type

	TEN0604US
	15/06/2004
	10
	7.875%
	600
	Citibank
	144A

	TEN0604EU
	15/06/2004
	10
	7.875%
	600
	Citibank
	Eurobond

	TNB0407US
	29/04/2007
	10
	7.625%
	500
	UBS
	144A

	TEN0407US
	29/04/2007
	10
	7.200%
	300
	UBS
	144A

	TEN0407EU
	29/04/2007
	10
	7.625%
	300
	UBS
	Eurobond


Telekom

	
	Maturity
	Tenure

(years)
	Coupon
	Offer Size

(USD mil)
	Lead Managers
	Issue Type

	TEL0805US
	01/08/2005
	10
	7.125%
	200
	JP Morgan
	144A

	TEL0825EU
	01/08/2025
	30
	7.875%
	300
	JP Morgan
	144A

	TM1210EU*
	12/07/2010
	10
	8.000%
	300
	Deutsche Bank
	Global


Note : Registered as TM Global

The highlighted series were identified by Clayton (2005) based on Bloomberg and Barclays Capital Syndicate Desk as the most active issues in the secondary market.
� Gendreau and Heckman � ADDIN EN.CITE <EndNote><Cite ExcludeAuth="1"><Author>Gendreau</Author><Year>2003</Year><RecNum>484</RecNum><record><rec-number>484</rec-number><ref-type name='Journal Article'>17</ref-type><contributors><authors><author>Brian Gendreau</author><author>Leila Heckman</author></authors></contributors><titles><title>Sovereign Spreads and Emerging Market Equity Returns</title><secondary-title>Journal of Portfolio Management</secondary-title></titles><periodical><full-title>Journal of Portfolio Management</full-title></periodical><volume>Fall</volume><dates><year>2003</year></dates><urls></urls></record></Cite></EndNote>�(2003)� used yield data from Citigroup Global Markets’ Emerging Market and Yankee bond desks, and S&P’s Bond Guides. The authors however were indifferent between Eurobonds, Yankee bonds and global bonds. In addition, they do not differentiate between government and government-sponsored enterprises.


� There have not been a lot of international papers issued by Malaysian post early 1990s. Euroweek � ADDIN EN.CITE <EndNote><Cite ExcludeAuth="1"><Author>Euroweek</Author><Year>1999</Year><RecNum>612</RecNum><record><rec-number>612</rec-number><ref-type name='Newspaper Article'>23</ref-type><contributors><authors><author>Euroweek</author></authors></contributors><titles><title>Malaysia $1bn Bond Return Sparks Praise, Controversy</title><secondary-title>Euroweek, May 28, 1999, Iss. 604</secondary-title></titles><dates><year>1999</year></dates><pub-location>London</pub-location><urls></urls></record></Cite></EndNote>�(1999)� reported Malaysian sovereign have not accessed the international market for a period of 10 years until May 1999. Euromoney � ADDIN EN.CITE <EndNote><Cite ExcludeAuth="1"><Author>Euromoney</Author><Year>2000</Year><RecNum>613</RecNum><record><rec-number>613</rec-number><ref-type name='Newspaper Article'>23</ref-type><contributors><authors><author>Euromoney</author></authors></contributors><titles><title>Malaysia Meets European Demand</title><secondary-title>Euromoney, December 2000., Iss 380</secondary-title></titles><dates><year>2000</year></dates><pub-location>London</pub-location><urls></urls></record></Cite></EndNote>�(2000)� also reported Telekom Malaysia has not issue any bonds since its USD500mil issues in 1995.


� Before the privatisation exercise that sweeps Malaysia in the 1980s, Tenaga National Berhad (Tenaga), Telekom Malaysia (Telekom) and Petronas Berhad (Petronas) were public utility agencies. All these firms have monopoly access to its respective market. The senior management and board members of these companies are usually linked to the controlling political party.


� not reported here and available on request from the authors.


� In the tests of a cointegration relationship (results available by request from authors), Malaysian bonds were found to have varying degrees of cointegration with US risk-free rate of longer term to maturity. However the cointegration with US Treasury issues matching maturity is consistently present and significant.


� Brady bond was initiated by J. P. Morgan in 1988 but named after the US Treasury Secretary, Nicolas Brady, which helped restructuring of Maxico’s sovereign loan default by using long term zero Treasury bonds to guarantee principle and rolling of interest payments. While there has been investments in other part of the world besides Latin America before the Brady bond program, Howell � ADDIN EN.CITE <EndNote><Cite ExcludeAuth="1"><Author>Howell</Author><Year>1998</Year><RecNum>414</RecNum><record><source-app name='EndNote' version='8.0'>EndNote</source-app><rec-number>414</rec-number><ref-type name='Book Section'>5</ref-type><contributors><authors><author><style face='normal' font='default' size='100%'>Michael J. Howell</style></author></authors><secondary-authors><author><style face='normal' font='default' size='100%'>Carol Alexander</style></author></secondary-authors></contributors><titles><title><style face='normal' font='default' size='100%'>Emerging Markets I</style></title><secondary-title><style face='normal' font='default' size='100%'>Risk Management and Analysis. Volume 2: New Markets and Products</style></secondary-title></titles><dates><year><style face='normal' font='default' size='100%'>1998</style></year></dates><publisher><style face='normal' font='default' size='100%'>John Wiley and Sons</style></publisher><urls></urls></record></Cite></EndNote>�(1998)� recognised the program actually reopened international foreign capital to emerging markets.


� EMBI+ considers both sovereign and quasi sovereign issues and includes more countries (27 countries) than the original EMBI (11 countries). To ensure sufficient trading and liquidity only bonds with a minimum issue size of USD500 million and a minimum of 2.5 years term to maturity are included. The inclusion of EMBI+ is comparatively more flexible, instead of the minimum credit rating requirement of BBB-/Baa3 by both Standard & Poor’s and Moodys, an issue may be considered as long as the country of origin it is being considered as low or middle income by the World Bank. In proportion of issues from the region, Asian issues carry about 10.9% in EMBI+.


� John Howard’s comment has drawn similar but more subtle criticisms from Indonesian Foreign Minister and Singapore’s Prime Minister. On the other hand, Mahathir has a history for being a strident critic of Australia. 


� The NAM was established in 1961 during the arms race between the Soviet Union and the USA with membership from 112 countries mainly from the developing countries. In meetings of the group in recent years, there has been a gradual swift from condemnation of Western colonialism and retention of foreign installation to global economic issues.


� All media corporations in Malaysia are either own directly by the investment arm of the component parties in ruling coalition or indirectly by figures linked to the political parties.
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