Key Highlights on
Financial Stability Review - First Half 2020

Banks maintained healthy capital and liquidity positions despite increased pressure on earnings

Earnings declined in the first half Ample liquidity supported by stable  Strong capital buffers to withstand
of the year funding conditions potential losses
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Insurance and takaful operators (ITOs) remained well-capitalised amid slower business growth

ITOs recorded a decline in annual Improved underwriting performance  ITOs maintained healthy buffers,
business growth amid lower claims well above regulatory minimum
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Debt-servicing capacity of households and businesses supported by debt relief measures, but some
deterioration in asset quality expected

Households: Healthy aggregate financial buffers but Businesses: Weaker financials of firms with certain
vulnerabilities remain for more leveraged borrowers sectors facing a more challenging outlook
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Recent stress tests affirm resilience of the banking sector to an increase in credit losses under more adverse

economic conditions

Macro simulation based on the Bank’s updated
macroeconomic outlook?...
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Banking sector has sufficient buffers to absorb potential
credit losses
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...complemented by bottom-up approach to assess
individual banks’ resilience

Banks’ projection of default rate and loss
given default based on macroeconomic
projections over a 12-month horizon
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Prescribed multipliers on banks’ historical
default rates
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Individual banks remain resilient under more severe
conditions

Projected Decline in Capital Ratios
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Box Article: Measures to Mitigate the Impact of COVID-19 and Preserve Financial Stability
Financial institutions continue to support the economy while ensuring the pandemic does not evolve into a financial crisis

Banking Sector

Q Easing cash flow

= constraints of

individuals and
businesses

Facilitating assistance
programmes and
continued financing
through regulatory and
supervisory measures

e Broad-based repayment e Clarifying prudential and
conduct requirements to

assistance, including
automatic 6 months
deferment on eligible loans

avoid cliff effect and
reduce operational

e Targeted repayment frictions

assistance post-automatic e Extended timelines for
moratorium
statistical submissions

<§> Preserving and

regulatory, supervisory and

Insurance and
Takaful Sector

‘ Alleviating financial
\ burden of participants
while preserving
coverage

augmenting financial
intermediation

e RM18.1 billion allocated to
BNM'’s Fund for SMEs, of
which RM9 billion was new
allocation

® Temporary deferment of
insurance premiums and
takaful contributions and
waivers on selected costs

e Statutory Reserve
Requirement (SRR)
reduction

® Expedited processing of
claims related to COVID-19

2 For details on the Bank’s macroeconomic outlook, refer to the BNM Quarterly Bulletin 2Q 2020

Source: Bank Negara Malaysia



