Promoting a Progressive and
Inclusive Financial System

In 2022, our strategies focused

on promoting a financial system

that supports a more digitalised,
diversified, inclusive, and climate
resilient economy. We are guided by
the objectives and desired outcomes
of the Financial Sector Blueprint
2022-2026.

Advancing the Digitalisation of
Financial Services

During the year, we continued efforts to establish a
conducive ecosystem that spurs greater innovation,
competition and dynamism. A key part of this is
facilitating the entry of new digital-first players
into the financial sector. Digital banks offer banking
services online without a physical branch network,
allowing them to overcome geographical barriers.
Digital banks apply innovative technologies, which
can include personalised solutions backed by

data analytics, without the constraint of legacy
systems. Their attention on user experience should
also bring more convenience to consumers. Digital
banks are expected to focus on underserved

and unserved segments, which will advance the
financial inclusion agenda and enhance society’s
participation in the economy. In April 2022, the
Minister of Finance granted conditional approval to
five digital bank applicants. The digital banks are
currently undergoing operational readiness checks
and may begin operations by the second quarter
of 2024. During the year, digital banks have started
appointing their management and Board members,
instituting key policies and control procedures, and
finalising their digital infrastructure. Digital banks
have also engaged independent external parties to

objectively review their state of readiness. The Bank
will also conduct an operational readiness review
before the digital banks commence operations.

In the same vein as digital banks, new digital
insurers and takaful operators (DITOs) may

soon enter Malaysia’s financial landscape to
deliver greater inclusion, market competition,

and efficiency, primarily through digital means
(Diagram 1). DITOs are expected to achieve this via
driving new types of business models and offering
wider product choices. In November 2022, the
Bank issued an Exposure Draft on the Licensing
and Regulatory Framework for DITOs. We sought
to introduce licensing requirements that are
proportionate to the complexity of DITOs during
their initial stage of operations. Similar to digital
banks, the newly licensed DITOs will be required
to observe a foundational phase and comply with
sound risk management and consumer protection
requirements. During this period, they would be
subject to simplified requirements such as a lower
minimum number of Shariah committee members
and a lower minimum paid-up capital. The Bank
aims to finalise the policy document and invite
applications for up to five DITO licences in 2023.

Diagram 1: Value Propositions of DITOs

Inclusion

Deepen financial inclusion to increase
awareness and financial resilience

Introduce more competitive and innovative
products to cater to various financial
needs with transformative technology
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Source: Bank Negara Malaysia Exposure Draft on the Licensing and
Regulatory Framework for DITOs

Provide greater efficiency (with higher
quality services) for seamless consumer
experience and greater cost savings
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Promoting a Progressive and Inclusive Financial System

The Bank maintains focus on sound
risk management and consumer
protection for DITO applicants.

We have also revised our policies to better support
digitalised business models and solutions. The
Exposure Draft on Electronic Know-Your-Customer
(e-KYC) was issued in February 2023. It expands on

the existing e-KYC requirements to include digital
account openings for businesses and individuals. It
also aims to help financial institutions (FIs) in adopting
the latest technological advancements in e-KYC, while
preserving the integrity of the financial system.

The Financial Technology Regulatory Sandbox
(Sandbox) remains an important avenue for the
financial industry to experiment with new ideas.

In 2022, nine solutions were facilitated under the
Sandbox. Of this, four new initiatives have been
tested, encompassing insurtech and Buy-Now-Pay-
Later solutions. Building on these experiences, the
Bank will introduce enhancements to the Sandbox
framework with an exposure draft expected to be

Diagram 2: MyFintech Week 2022

issued in the first quarter of 2023. This will include two
key enhancements: (i) accelerating the turnaround
time to realise innovations for FIs with strong risk
management capabilities; and (ii) simplifying the
eligibility assessment for the Sandbox.

We continue to intensify our engagements with the
industry and other stakeholders to advance the digital
agenda. In January 2022, we hosted the second edition
of MyFintech Week. The week-long online event saw
over 4,000 participants and speakers participate in
opportunities to drive digitalisation for recovery,
sustainability and inclusion in Malaysia. Key highlights
from the event are further detailed in Diagram 2.

Deepening Financial Markets

In 2022, we undertook several initiatives to further
advance the domestic financial market. These were
aimed at improving market access, liquidity, and
governance arrangements. The Bank established
sub-committeeswithin the Financial Markets
Committee’ (FMC) dedicated to the development of
the domestic bond financial markets and Islamic
financial markets.

> 4,000 attendees
> 32,000 session views
> 226,000 social media impressions

|

organisations, and subject matter experts

Participated by key players in the fintech ecosystem e.g. financial institutions, fintech firms, government agencies, multilateral

» Enhance Sustainable Development Goals-related data collection capabilities across the economy, particularly the

Reinforce Malaysia’s strategic position in the global halal economy by leveraging the nation’s leadership in Islamic finance
Manage digital exclusion risks amid fast digital adoption to ensure inclusive growth by integrating social impact into

« Leverage infrastructure-level linkages and shared resources to drive the next phase of the financial sector development i.e.

Hosted two accelerator programmes in collaboration with 1337 Ventures and KPMG Malaysia that focused on the development
of sustainable technology-based solutions to advance Malaysia’s sustainability and financial inclusion agenda

+ Startups with the best solutions were awarded cash prizes and advisory support to further develop their proposals. The
programmes focused on four key areas: Enabling Green Finance, Driving Financial Inclusion, Shaping Sustainable Behaviour,

Key targets
achieved
carbon-intensive sectors
» Accelerate efforts on open data to enhance productivity and efficiency in the economy
» Undertake fundamental reforms in education to ensure a future-ready workforce
business-as-usual practices
Insights regional payment interlinkages within ASEAN
identified
and Innovating Environmental, Social, and Governance Systems
Startup
development

Source: Bank Negara Malaysia, adapted from a publication by EY

" The Financial Markets Committee was established in 2016 to engage
with the financial market industry and to review and formulate
comprehensive strategies for the wholesale financial markets.
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Malaysia continues to adopt a multiple-rate
approach, with the Kuala Lumpur Interbank Offered
Rate (KLIBOR) and Malaysia Overnight Rate running
in parallel. As such, we have maintained the
publication of one-, three-, and six-month KLIBOR
tenors to provide market participants the flexibility
to price financial products based on an active
underlying market. The Bank also re-appointed

11 KLIBOR submitters for 2023-2024. Guided by

the KLIBOR Rate Setting Policy Document issued

in September 2021, these submitters will ensure
KLIBOR remains robust and representative of
conditions in the underlying market.

Principal Dealers (PDs) are critical in ensuring
the stability and development of the financial
markets. PDs help to build a stable and
dependable source of demand for securities.
They provide liquidity in the secondary market
by devoting capital resources to absorb an
occasional shortfall in liquidity. They also

build distribution channels and provide market
information which includes prices, volumes,

and spreads between bids and offers. In 2022, the
Bank reviewed the Principal Dealership Framework
to ensure its relevance. Key enhancements to the
Principal Dealership Framework include a greater
focus on financial market development, increased
incentives for contributing to market liquidity
and transparency, and the promotion of

healthy competition.

Enhancing Access to Financial
Products and Services

Enhancing financial access points

Agent banks are an important element in
achieving our financial inclusion goals. They
provide convenient access to essential financial
services, particularly for remote communities.
These services include cash deposits and
withdrawals, fund transfers, bill payments, and
prepaid top-up transactions. In June 2022, the
Bank revised its Agent Banking Policy Document
to expand the scope of financial services offered
by agent banks. Agent banks can now facilitate the
opening of banking accounts via e-KYC protocols,
undertake money services business, distribute
microinsurance and microtakaful products, and
conduct e-money cash-in and cash-out activities.
The expanded scope of agent banks is expected to
have sizable positive effects on financial inclusion
in Malaysia (Diagram 3).

Agent banks are now available in
almost all mukim (sub-districts) in
Malaysia.

In addition to existing agent banks, the Bank
collaborated with the industry to introduce the Bank
Bergerak Initiative. Mobile banks (bank bergerak)?
have helped to widen access to essential banking
services in underserved areas, including providing
advisory services® and catalysing the adoption of
digital financial services. As at end-2022, a total of
19 mobile banks have been deployed, covering 39
underserved mukim in seven states in Malaysia.
Mobile banks facilitated the opening of more

than 3,182 new banking accounts and over 31,970
transactions valued at RM29.5 million.

Ensuring continuous access to finance for businesses
and entrepreneurs

Malaysian FIs continue to support the recovery of
small and medium enterprises (SMEs) by providing
needed financing. This helps SMEs manage cashflow
needs and make capital investments to expand
their businesses. As at end-2022, outstanding

loans and financing from the banking system to
SMEs expanded by 5.0% (2021: 5.7%)". More than
RM154 billion in financing was approved for about
230,000 SME accounts (2021: RM131 billion to about
196,000 accounts). Disbursement activity recorded
double-digit expansion, with a total of RM505 billion
channelled to SMEs (2021: RM399 billion).

To support SMEs impacted by nationwide floods
during the year, the Bank activated the Disaster
Relief Facility 2022 (DRF 2022). The DRF 2022 provided
urgent financing for SMEs to mitigate the fallout from
the floods. Such financing was used for repairs and
replacement of damaged assets, such as plants and
machinery, and any additional working capital. As at
end-December 2022, participating FIs approved over
RM200 million under DRF 2022 in financing to support
more than 500 SMEs and microenterprises.

2 InJune 2021, the Government announced an RM18 million allocation
for the Bank Bergerak Initiative under Pakej Perlindungan Rakyat
dan Pemulihan Ekonomi (PEMULIH). The objective was to enhance
access to basic banking services in underserved areas with limited
financial access points across Peninsular Malaysia, Sabah, and
Sarawak.

* The financial advisory services provided by mobile banks include
raising awareness of digital financial services and financial scams,
on-boarding to digital financial services by downloading FIs’ mobile
banking app, and explaining the benefits of various financial
products, including insurance/takaful, particularly Perlindungan
Tenang, etc.

“ All loan/financing data from the banking system and development
financial institutions are based on updated statistical reporting
requirements and may not be directly comparable to the data
reported in previous publications.

\
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Diagram 3: Agent Banking Services in Malaysia
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berdaftar
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Key Performance Indicators of Agent Banking
(End-December 2022)
% of Served MuRim Participating Financial % of State Legislative Number of
(sub-districts) Institution (PFIs) Assembly Served Transactions
96.2% 6 PFIs 100% 255.5 million
(2011: 46.4%) (2011: 2 PFIs) (2011: 72.9%) (2012: 3.1 million)
- 4

Source: Bank Negara Malaysia

BNM’s Fund for SMEs (BNM’s Fund) further
complements the banks’ effort to support SMEs’
financing needs. We also aim to incentivise and
crowd-in private financing into identified new growth
areas. During the year, BNM’s Fund underwent
changes to more firmly support SMEs’ recovery and
future growth. In February 2022, we introduced two
new funds. The Business Recapitalisation Facility
assists SMEs in restructuring or increasing their
working capital funding, while the Low Carbon
Transition Facility supports SMEs in transitioning to
low carbon and sustainable operations. The High
Tech Facility — National Investment Aspirations was
also enhanced and rebranded as the High Tech

and Green Facility. This is aimed to support eligible
SMEs to make investments that can help spur
economic growth, particularly in areas such as digital
technology, green technology, and biotechnology.

With these additional and enhanced financing
facilities, the total financing available through
BNM'’s Fund increased to RM31.1 billion in 2022 from
RM9.1 billion in 2019. In 2022, RM22.6 billion (2021:
RM19.4 billion) of financing was approved for more
than 65,000 (2021: 53,000) SMEs, with disbursements
amounting to RM20.1 billion (2021: RM16.4 billion).
See Diagram 4 for further details on the type of
facilities available under BNM’s Fund.

Social finance is envisioned to be a key driver of
social development in Malaysia. It complements
public sector finance and commercially driven
financial solutions to promote greater social
resilience. One example is iTEKAD®. Since its pilot

5 iTEKAD is a blended social finance programme which provides seed
capital, structured training and microfinancing. iTEKAD targets low-

/ income segment of aspiring and existing microentrepreneurs.
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phase in 2020, the number of participants and
business sectors has steadily grown. In 2022, the
iTEKAD programme expanded to include nine
participating banks, up from three in the previous
year. Together with their implementation partners,
these banks have committed to onboard more
than 4,000 new iTEKAD participants and mobilise
almost RM40 million of diverse social finance
funds (including donations, zakat, and social
impact investment) in 2023. iTEKAD has delivered
tangible benefits to its participants. This includes
improvements in business growth, sustained
employment, financial resilience, and digital
adoption. (See Diagram 5)

The launch of iTEKAD has provided the Bank and Fls
with many valuable insights. Given the increasingly
important role of social finance, Fls will need to
deploy comprehensive strategies along the social
finance value chain, from onboarding participants,
upskilling participants, funding, and impact
monitoring to realise its full potential (Diagram 6).
The Bank, on its part, will continue to play an active
role in supporting the industry to broaden the
outreach and success of social finance programmes
like iITEKAD.

Promoting inclusive financial product offerings
Insurance and takaful protection can provide
valuable support in times of need, especially for
households or individuals with insufficient savings
and financial buffers. Perlindungan Tenang (PT)
products provide protection against unexpected
financial losses and adverse life events. It meets the
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Diagram 4: List of Facilities Under BNM's Fund for SMEs

Facilities under BNM's Fund for SMEs: Total allocation of RM31.1 billion*

To ease affected SMEs’ cashflows while supporting recovery and growth of targeted segments

Purpose:  On-going needs Relief Recovery
Allocation:  new J New |
RM5.7 bn RM2.0 bn RMO0.5 bn RM8.0 bn RMO0.6 bn RMO.5 bn RM1.0 bn RMO0.8 bn RM1.0 bn RM1.0 bn

Al
Economic
Sectors

Agrofood Micro Targeted PENJANA
Facility Enterprise Relief and Tourism
(AF) Facility Recovery Financing
(MEF) Facility (PTF)
(TRRF)

Facility
(AES)

®

All sectors  Agriculture  Collateral- Services Tourism
sector free sector sector
financing

Disaster
Relief
Facility
(DRF)

Flood
relief

SME High Tech Business [ Low Carbon

Automation and Green B Recapital- M Transition
and Digitalisa- Facility isation Facility
tion Facility (HTG) Facility (LCTF)

(ADF) (BRF)

All sectors, for ~ High tech Financing  Low carbon

upscaling and mixture, and
innovative including  sustainability
sectors equity financing

*RM10 billion allocated for Special Relief Facility has been fully utilised and closed for application

Source: Bank Negara Malaysia

Diagram 5: Key Performance Indicators of iTEKAD

ACHIEVEMENTS IN 2022

Key Performance Indicators of iTEKAD

Expansion of iTEKAD through collaboration between participating
financial institutions and implementation partners resulted in:

1,595 9

micro-entrepreneurs number of participating
enrolled from all 14 states financial institutions

2021: 172 2021:3

1,054

participants have : 17
completed the iTEKAD business sectors
programme

» Programmes with focus on new economic sectors -
agriculture, pre-franchise
« Expanded target segments - unipreneurs, single mothers

RM8.5 mil RM9.8 mil

total financing and total social finance
investment disbursed funds mobilised
2021: RM2.2 mil 2021: RM0.8 mil

Note: Figures are derived from sample of iTEKAD participants.

Source: Bank Negara Malaysia, participating financial institutions of iTEKAD

Key Impact Indicators from iTEKAD microentrepreneurs
Impact among iTEKAD participants are tracked through four key dimensions:

N\

Business growth
+ 46% generated average monthly sales
more than RM4,000

Employment

Microbusinesses retained and created jobs:

+ 30% self-employed

+ 55% retained 1to 2 employees

+ 15% retained 3 employees or more

+ 40% of businesses hired at least 1 new employee

Financial resilience
+ 71% saved on average up to RM4,000 of business
income per month

Digital upskilling

+ 92% conduct online sales and marketing

+  92% accept and make e-payments for business
transactions

ANNUAL REPORT 2022
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Diagram 6: Opportunities for Optimisation Along the Social Finance (SF) Value Chain

Key insights

Screening and onboarding of participants
- Improve awareness among target segment, fund

providers, and potential implementation partners
- Transition away from manual screening process
to reduce resource intensiveness

Upskilling and upward migration of participants

- Increase capacity to train large number of
participants concurrently

« Provide holistic support to participants including
integration into supply chain

Funding

« Raise SF funds more efficiently at retail level

« Complement funding needs with use of alternative
funds and BNM Fund’s Micro Enterprise Facility

@ (@

Impact monitoring and disclosure
- Customise impact disclosure practice to quantify

=7

impact of different programme structures
- Alleviate need for extensive on the ground
resources required for data collection

Source: Bank Negara Malaysia

Roles of FIs moving forward

Ensure efficiency of SF programme roll-out

- Expand and diversify network of implementation
partners to scale up implementation nationwide

» Mobilise blended finance to lower financing cost

- Offer user-friendly platform for public and private
funders to channel SF funds

Increase awareness of SF among key stakeholders

* Promote SF - including iTEKAD - through various
communication channels

« Inspire public confidence through success stories
from participants of SF

Introduce innovative solutions within SF

« Expedite onboarding of participants with digital
solutions

« Use SF instruments for indebted low-income
microentrepreneurs and as a guarantee on
microfinancing

+ Adopt digital solutions (e.g. mobile app) for
self-reporting of impact by participants

principles of being affordable, accessible, provides
good value, and is easy to understand, buy, and
claim. In 2022, the PT initiative grew significantly
(Diagram 7) with 4.9 million insurance policies/takaful
certificates purchased (2021: 1.7 million) and RM12.4
million in claims paid (2021: RM10.2 million). This
was enabled through a fit-for-purpose regulatory
framework and the Government’s Perlindungan
Tenang Voucher (PTV) programme¢introduced since
2021. The PT regulatory framework encouraged
insurers and takaful operators (ITOs) to diversify
both their product offerings to encourage general
products, and distribution channels to include non-
traditional channels. This improved consumer choice
and accessibility to PT products. The Government’s
PTV programme encouraged vulnerable groups to
purchase and experience insurance and takaful
protection, which they otherwise might not have
been interested in.

The PTV programme has highlighted the
importance of good sales practices, particularly

by intermediaries. Some ITOs had gaps in their
oversight over distribution partners who interfaced
with PTV recipients. This has resulted in complaints
on unauthorised voucher redemptions from
consumers. These ITOs were required to undertake
remedial actions and conduct more robust due
diligence of their PT partners prior to appointment.
They were also required to ensure more effective

monitoring and quality checks on sales practices,
customer onboarding, and disclosure processes of
their PT partners.

A demand-side study to support the future growth
of a sustainable microinsurance and microtakaful
market was completed in 2022. Jointly commissioned
by the Bank and the insurance and takaful

industry, the study provided greater insights on

the protection needs and consumption behaviours
of three emerging segments in Malaysia - gig
workers, young millennial families, and sales and
services workers (Diagram 8). To complement the
demand-side study, macro data on the mySalam’
scheme’s experience with hospitalisation and
critical illness claims were shared with ITOs. This
provided ITOs with a better understanding of claims
behaviour amongst the typical target segments

of the microinsurance and microtakaful market.
Such information will facilitate ITOs in designing
and introducing more needs-based microinsurance
and microtakaful products. It will also help ITOs to
develop suitable consumer education programmes
to sustain future demand.

Development financial institutions (DFIs) as key
enablers to enhance inclusivity and access to financing
In 2022, outstanding DFI financing grew by 1.1% to
RM163.4 billion (2021: 3.6% to RM161.6 billion), mainly
in the household, construction, and manufacturing

6 PTV programme provides eligible Bantuan Keluarga Malaysia
recipients with a RM50 voucher in 2021 and RM75 voucher in 2022 to
purchase or renew PT products.

ANNUAL REPORT 2022

7 mySalam is a free takaful income assistance scheme by the
Government which provides takaful protection for eligible
individuals, including individuals who receive special government
assistance payments.
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Diagram 7: Performance of Perlindungan Tenang

. Expansionof . ........ 22 ITOs offering ... . .... Type of claims

distribution channels 34 products paid
to widen outreach covering various risks

Coverage for
natural disaster

($ such as flood
and lightning
i

|

|

Life/family /N

takaful ‘Coverage for
% g death, which

The utilisation of
e-wallet platforms
as Perlindungan
Tenang Partners

One-stop mobile -

applications for  |==

includes
SaSyceess Loy Personal U] | funeral
accident o /‘ expenses
Y benefit
and
Strategic contagious Others*
partnerships, p disease cover
mcludm_g Coverage for infectious *Others include hospitalisation,
Community diseases such as permanent disability, bereavements,
Volunteers

COVID-19, dengue, etc.
are also provided

and other payouts

Source: Insurance Services Malaysia

Diagram 8: Key Outcomes from a Demand-side Study Jointly Commissioned by the Insurance/Takaful
Industry and the Bank

Top risks/worries

Gig workers - Affordability is key
« Trust towards insurers/
More open to non-bank takaful operators is low
channels e.g. pawn Income loss, accidents, and

shops, websites, and health products are preferred
petrol stations

workers

E Accident 81% E

E " 68% Women are more

+ Illness o likely to prioritise

H \_z riskys relr;ting to E m|ll\e(:ﬁ:1agl Sale; and
! Job loss 49% illness, deaths in ~ : o A services

. family and education ! families

Prefers digital
channels
(e-wallets) and
more open to
non-traditional
channels e.g.

Sales agents are

preferred, but are
also open to
purchasing

insurance/

Coping
strategies

Howevgr, 48% school network takaful_wa
say savings are convenience
stores

insufficient

78% Own savings + Experienced with
life/family and medical + Rely on word-of-mouth from
products 4 family and friends
Higher willingness to pay E& « COVID-19 specific products
for insurance/takaful 4] appeal to this segment due
« Key interest in insuring E?& to higher exposure

of respondents rank as top 3 their children and

_______________________________________________ ' education plan

56% Insurance/takaful

40% < Sell/pawn assets

Source: Bank Negara Malaysia
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sectors. New financing approved by DFls grew
markedly by 16.3% (2021: -2.4%), which reached 630,000
low-income borrowers and 31,000 SMEs, including
start-ups and first-time borrowers. DFls also remain
as the main credit provider for microenterprises,
constituting 84% of total microfinance accounts.
Supported by financing from DFls, over 10,000
businesses achieved higher turnover and about 3,700
businesses upscaled its operations, creating and
retaining an estimated 131,000 jobs in the economy in
2022. Other key achievements of DFls are summarised
in Diagram 9 below.

During the year, the Bank supported DFls in their
efforts to innovate products and develop solutions
that bridge gaps in financial inclusion. We facilitated
regular engagements between DFIs and fintech
companies. This was to encourage exploration of
solutions to instil a savings habit, provide equity
financing, and enhance credit assessment methods
for “thin-file” customers using Artificial Intelligence/
Machine Learning or other credit scoring methods

(e.g. psychometric analysis). We also facilitated DFIs
in launching social finance programmes through
iTEKAD to extend reach to underserved segments.

To improve the impact and effectiveness of DFls
in promoting financial inclusion, we focused on
the implementation and enforcement of the
Performance Measurement Framework (PMF)
introduced in 2018 (Diagram 10). We worked closely
with DFls to refine their PMF-related governance,
systems, and resources. This resulted in improved
reporting of baseline impact indicators by DFls
and more meaningful application of PMF to track
long-term developmental outcomes. This enabled
the Bank to provide more holistic interventions
where needed. The PMF also prompted DFIs to
take proactive action to enhance its outreach

and crowd-in private sector financing for
underserved industries (e.g. new growth areas,
microenterprises, social enterprises, green
financing) and borrower segments (e.g. vulnerable
segments, “thin-file” customers).

Diagram 9: Snapshot of Development Financial Institutions (DFIs) Achievements in 2022

1 DFI has
launched the first
equity financing
scheme in the
domestic market

DFls have
doubled digital
transactions
through digital
onboarding and
piloting 4 cashless
communities

T °
DFIs have presence in .
over 94% of mukim,
forming 89% of agent
banks and 82% of
mobile banks across

E testing

DFIs’
Achievements
in 2022

2 DFIs have
piloted innovative
solutions for credit

scoring using Artificial

Intelligence (Al) or
psychometric

4 DFIs have
launched
social financing
programmes as
part of iTEKAD

Financial literacy
programmes by DFls
have reached
915,000 individuals,
including youth
and low-income
earners

the nation

DFls serve nearly

84% of microfinance
borrowers nationwide

Source: Bank Negara Malaysia
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Diagram 10: Four Additionalities Monitored Under the Performance Measurement Framework (PMF)

One of the core result areas of the PMF is additionality creation, which is the increase in social value that would not have occurred

under a fully commercial environment.

Financial additionality

approved to first-time borrowers.

Demonstration additionality

business resilience.

)\

o
oy
=

services to the local community.

Source: Bank Negara Malaysia

DFIs’ contribution towards closing financing gaps, providing countercyclical financing, and other
support to strategic sectors and underserved segments, e.g. increase in the value of financing

DFIs’ contribution in building private sector capability by demonstrating the growth potential of
target segments to attract private sector investments, e.g. increase in value of financing crowded-in
through guarantees or syndicated loans.

DFIs’ contribution towards socio-economic development and building customer resilience using
impactful design features, e.g. increase in the number of customers that have improved their

DFIs’ contribution towards public policy design and public sector capabilities, e.g. proposal for state
governments to develop the digital infrastructure in an unserved area to enable the delivery of financial

Catalysing structural reforms

During the year, the Bank worked closely with the
financial industry and other stakeholders to introduce
key reforms for the Malaysian insurance and takaful
sector. These reforms are designed to promote positive
consumer outcomes. The commitment of diverse
stakeholders is required to ensure these reforms

are implemented successfully and are effective in
delivering a better consumer experience.

The general ITOs have committed to the vision of
establishing an end-to-end digital motor insurance
and takaful claims settlement system by end-2026.
Almost all general ITOs are committed to implement
the first phase of reforms, namely to have digital
roadside assistance solutions by end-2023. Information
on the Bank’s motor reforms journey is featured in
the article “Driving into the Future-A Digital Motor
Claims Journey”. These reforms will enhance customer
experience and confidence, reduce claims leakages
and fraud, as well as pave the way for the continued
liberalisation of motor and fire tariffs.

The Bank is steadfast in pursuing structural reforms
within the medical and health insurance and

takaful (MHIT) industry. This is in tandem with

the Minister of Health’s efforts to pursue broader
reforms that will improve Malaysia’s healthcare
system. Our objective is to ensure MHIT protection
remains accessible and sustainable in the long
run. To this end, we issued an Exposure Draft on
MHIT Business in December 2022. The Exposure
Draft sets out prevailing expectations for ITOs to
observe fair and responsible business conduct
practices towards consumers. The Exposure Draft
also proposes for ITOs to develop MHIT products
with cost-sharing element to counter rising
claims inflation and maintain affordability of
premiums. The Exposure Draft recommends ITOs
to enhance the collection and standardisation of
MHIT claims data to support better cost control
management and transparency of MHIT cover.
This is further supported by digital solutions such
as a MHIT claims data exchange platform to be
developed and piloted by the industry in 2023. The
platform will enable greater industry-wide claims
analysis and pave the way forward for the future
publication of healthcare costs, which can enable
consumers to make easier cost comparisons and
informed choices.
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Going Forward

In 2023, the Bank will continue to ensure that the
Malaysian financial sector remains progressive in
responding to emerging market developments and
inclusive in serving the existing needs of the nation.
Our initiatives will be consistent with developmental
and regulatory priorities outlined in the Financial
Sector Blueprint 2022-2026.

The digitalisation of financial services will accelerate
as technological advancements continue to grow.
The Malaysian financial sector must continue to meet
milestones in its ongoing digital transformation
journey. In support of this, the Bank will be finalising
the licensing framework for DITOs and preparing for
the commencement of operations of the country’s
first five digital banks.

The strength of the national digital infrastructure
sets the foundation for the digitalisation of financial
services. Hence, advancing the development of the
digital infrastructure in Malaysia will have cross-
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sectoral and nationwide benefits. This includes
efficiency gains to both financial consumers and
businesses alike who utilise digital financial
services. We will carry on working with Fis and
relevant government agencies to pilot more open
data use cases. At the same time, we will also
continue to advocate the implementation of a
National Digital Identity framework.

An inclusive financial sector helps to foster
financially strong and resilient households,
communities, and economy. It is therefore critical
to set out a clear vision for advancing financial
inclusion strategies. Efforts are ongoing to engage
stakeholders for feedback on the Discussion
Paper on the Financial Inclusion Framework
2023-2026 (FIF). Following this, we plan to finalise
the second edition of FIF later this year. The

FIF outlines medium-term initiatives to elevate
the financial well-being and standard of living

of Malaysians. This includes clarifying ways to
ensure public access to affordable financial
solutions and empower consumers to make sound
financial decisions.
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Driving into the Future - A Digital Motor Claims Journey

In 2022, the Bank continued to call on general insurers and takaful operators (ITOs) to improve customers’
claims experience and outcomes by going digital. This is in line with aspirations set out in the Bank’s Financial
Sector Blueprint 2022-2026.

Why go digital?

There are various pain points in the motor insurance and takaful claims process in Malaysia. At the scene

of an accident or vehicle breakdown, consumers may be exposed to harmful practices. Unsolicited parties
who show up at an accident scene often take advantage of accident victims by pressuring them to allow their
vehicles to be towed away without notifying the relevant ITOs, or deal with unknown parties to handle aspects
of the claim. Victims may be made to pay fees for these actions. Damaged vehicles towed to workshops of
unknown repute also raise safety concerns from the use of non-genuine parts or sub-standard repairs. These
unhealthy practices will ultimately contribute to greater risks of insurance fraud and exaggerated claims due
to inflated costs of repairs and parts. Additionally, manual claims processes have often led to long turnaround
times to approve and settle claims. Digital solutions like web or mobile apps can address many of these issues.
By linking each party within the claims process, digitalisation can provide consumers a more efficient and
seamless experience.

Towards a transformative customer experience

Collaboration both across ITOs and with key parties in the claims value chain is crucial to reshape an
end-to-end digital motor claims journey. The desired outcome is a faster, more transparent and better
claims experience for customers. To this end, a five-year digitalisation roadmap (2022-2026, Diagram 1) has
been rolled out for the insurance and takaful industry to complement efforts to transform the motor claims
ecosystem. The Bank continues to engage and work collaboratively with stakeholders, including insurtechs’,
relevant government agencies and authorities, consumer groups and service providers, in pursuing the key
initiatives outlined under the roadmap.

What can consumers expect?

ITOs are anticipated to deliver more innovative value propositions to their customers. Between 2023 and 2024,
most ITOs are expected to deploy Digital Roadside Assistance (DRA) solutions via the web and mobile apps. This
will enable consumers to conveniently manage all aspects of their claims journey (Diagram 2) digitally - from
notifying an ITO of the accident to receiving the repaired vehicle. Amongst ITOs, greater use of technology such
as telematics, data analytics and process automation will further improve the speed, efficiency and accuracy

of claims processes, while better controlling fraud. For instance, telematics can notify ITOs automatically when
an accident occurs and help initiate the claims process for the consumer. Efforts by ITOs to educate consumers
on DRA and encourage its usage will also be ramped up to improve customers’ awareness and capability in
managing claims processes.

" Insurtech is a combination of the word “insurance” and “technology”. It refers to the innovative use of technology to improve business processes,
efficiency and customer experience in the current insurance and takaful business model including administration, underwriting, distribution
and claims.
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Diagram 1: A 5-year Roadmap for the Motor Insurance and Takaful Claims Ecosystem

Industry engagement and Digitalisation roll out and Industry coordination with
strategic communications industry commitments stakeholders

Awareness campaigns to

Strengthen standards on conduct of Roll out Digital Roadside °'S

ITOs on motor claims settlements to Assistance (DRA) solutions promote use of digital

support reforms for customers solutions to empower

consumers

Engage insurance and takaful Allow customers to Coordinate with car

industry on action plans to achieve digitally select workshops manufacturers to enable

the desired outcomes under the and monitor geolocation automated accident

roadmap of tow trucks detection sensors

Multi-year consumer education Enable customers to Collaborate with public

and avl\llareness rogrammes b submit claims digitally and agencies to implement online

1TOs focusi prog g be updated on progress of police reporting system for
s focusing on: claims and repairs e

 Consumer rights

* Claims submission process

* Importance of going through
authorised providers and
repairers

Establish a code of conduct
for repairers and an
independent framework to
resolve disputes

Desired outcomes

(o)  Transformative

Customer
E[& Experience

Digitise and automate
assessment of loss/damages

Source: Bank Negara Malaysia
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Diagram 2: Customer Journey for an End-to-end Digital Motor Claims Process via a Mobile App

STEP 1

Request for DRA
via web and/or
mobile app

Check for details of tow trucks (e.g.
licence plate number) and keep track
of their location and expected arrival
time.
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STEP 3

Choose preferred workshop
from list of authorised
repairers

Log into your ITO’s website
or mobile app to submit your
claim documents.
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STEP 5

Keep track of claims
and repairs status via
mobile app and/or
SMS notifications

Do not panic in the event of the accident or breakdown.
Remember that the DRA is now a click or call away

and touts do not have any rights to your vehicle.
Capture photo and video evidence to support any
investigation or claims.
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STEP 2

Monitor registered
tow truck’s location
in real time

Inform your ITO or assistance
provider about your workshop
preference or select from the list of
panel repairers.

STEP 4

Lodge accident reports
digitally, including
upload of photo and
video evidence

Repaired vehicle ready for
pick up upon notification from
your ITO or repairer. »

Note: The above diagram is for illustration only. The actual user interface may vary across participating ITOs.

Source: Bank Negara Malaysia
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