Towards a Greener
Financial System

An orderly and just’ transition is
crucial for Malaysia to avoid major
economic and societal impacts and
reap green growth opportunities,
as we strive towards net zero GHG?
emissions by 2050.

Introduction

The effects of climate change continue to be
widespread and increasingly visible, impacting our
nation, economy and financial system. There is
growing consensus that urgent actions are needed
to decarbonise the global economy to mitigate
the rising impact of climate change. Towards
achieving this goal, many nations have committed
towards net zero GHG emissions in the next three
to four decades. For Malaysia, the Government has

pledged to achieve this target by 2050.

The Bank spent the year focused on stepping up its
response and driving collective action on climate

risks within the financial sector. This is crucial in
building a financial sector that is resilient to climate
change and one that lends support towards greening
the economy. Specifically, we continued to play a
formative role in building the capacity of our financial
institutions. This includes strengthening capabilities

to measure, mitigate and protect against climate risks.
Within the Bank, we continued to take steps to green
our operations. At the macro level, we focused on
aligning the financial sector’s response to climate risks
with national policies and strategies. This includes
supporting sustainability-related policies as outlined in
the Twelfth Malaysia Plan and the national budget. We
also actively provide emerging market views on climate

" Fair and inclusive with due consideration and adequate support for
affected segments.

2 Greenhouse gases, such as carbon dioxide, methane and nitrous oxide.
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issues at regional and international fronts, especially in
relation to climate equity.

More Structured Whole-of-bank
Approach

Almost three years into the journey, we continue to
strengthen our organisational approach to climate
risk. This led to the setting up of the Sustainability
Unit (SU) which is tasked to drive our efforts to
integrate the green agenda across the Bank’s
functions and operations. Reporting directly to the
Governor and senior management of the Bank, the SU
coordinates and oversees the Bank’s overall climate
strategy and key initiatives. It provides technical

and capacity building support to the six tracks of the
Bank’s key functions (Diagram 1). The SU also interacts
with the Bank’s Board on climate-related strategies,
tapping on their knowledge and experience. At the
senior management level, a Deputy Governor serves
as the Executive Sponsor to provide broad guidance
and direction to the SU. These developments support
a sustained focus on and effective execution of our
climate strategies.

Today, climate risks are regularly discussed at senior
management and Board deliberations. This reflects
growing consideration of climate-related risks in all
aspects of our operations and functions.

Steady Outcomes in Advancing
Climate Agenda

We made further progress in integrating climate-
related risk considerations in our core functions
(Diagram 2a & 2b). These include our supervisory
assessments, prudential framework and assessments
of macroeconomic and financial stability. We issued

a number of key climate-related policies to further
guide our regulatees. As we engage with the industry,
we are encouraged that financial institutions are giving
greater attention to climate-related risk areas. The
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Diagram 1: Climate Considerations as an Organisational Priority
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financial industry is also stepping up efforts to assist
their clients to adopt sustainable practices.

We continued to take concrete steps to reduce our
own carbon footprint. As we prepare staff to return
to work at the Bank’s premises post pandemic, we
actively raise awareness of our staff on sustainable
practices. On the investment front, we have set a
higher target for ESG investments.

During the year, we also ramped up capacity
building initiatives within the Bank. Our initiatives
included knowledge sharing sessions and a series
of structured capacity building programmes. We
saw a similar trend within the financial industry.
Such initiatives were supported by partnerships
between the Bank, the Joint Committee on Climate
Change (JC3) and external stakeholders such

as FIDE Forum, the Islamic Banking and Finance
Institute Malaysia (IBFIM) and entities responsible
for the ASEAN Low Carbon Energy Programme.

Greater Cohesive Response via
the Joint Committee on Climate
Change (JC3)

The Bank and its JC3 co-chair, the Securities
Commission Malaysia continued to work closely
with the financial industry through the JC3. Since

it was formed in 2019, JC3 has led and supported
key climate initiatives in the financial sector. Its
scope covers risk management, governance and
disclosure, products and innovation, engagement
and capacity building, and bridging data gaps
(Diagram 7).

In 2021, JC3 continued to develop practical tools to
aid financial institutions in assessing, managing
and disclosing climate-related risks. Notably, we
expect all financial institutions to make concrete
progress towards disclosures of climate-related
risks. This will be supported by the Application
Guide on Climate-related Disclosures developed
by JC3 for the industry. An additional workstream
to address data gaps was also formed. As part of
its broader outreach programme, JC3 organised
its Flagship Conference which attracted about
6,300 participants from over 40 countries. The
event urged the financial industry to step up its
response to the climate challenge through calls
for a set of concrete actions (Diagram 8). The
report on key insights and discussions from the
conference can be found at the Bank’s website.

ANNUAL REPORT 2021

<

101




> Towards a Greener Financial System

Diagram 2a: Progress and Outcomes of Initiatives for 2021

Corporate Sustainability

Reducing Carbon Footprint in the Bank’s Operations

« Efficient energy management and monitoring programme led to additional carbon dioxide reduction of 735 tonnes compared to 2020

« Further reduction in use of plastic at the Bank’s premises (reduction of 67% in 2021 as compared to 59% in 2020).
Introduction of biodegradable corn-starch food take-away packaging in the Bank’s cafes starting from mid-January 2022 to replace
paper packaging

R

S

« Launched an electronic recycling waste campaign to manage electronic waste by Bank staff

Progress

« Continued sustainable currency management by

(i) recirculating fit banknotes that accounted for 57% of the annual banknotes issuance in 2021;

(ii) using a combination of durable substrates and polymer for banknotes which last longer than paper-based banknotes. As of
end-December 2021, polymer banknotes constituted 43.8% of total banknotes in circulation;

(iii) intensifying public awareness on the proper handling of banknotes to extend their usage over a longer time period;

(iv) introducing reusable bins and steel containers at the Bank’s banknote processing and coin minting facilities, resulting in a total
cost savings of around RM500,000 per year; and

(v) recycling and repurposing by-products from coin production (e.g. used steel drums, wooden pallets, machine oils)

Investment
Factoring Sustainability in the Bank’s Investments

« Increased investments in assets complying with internationally recognised sustainability principles by more than 50% compared to
2020

« Further enriched sources of data (including assessment by rating agencies, ESG rating providers and publicly available information)
used to achieve optimal risk-adjusted returns

Progress

Macroeconomic & Monetary Policy

Enhancing Macroeconomic Surveillance & Forecasting

« Established modelling frameworks to support holistic assessments of the impact of climate risk on the economy under different
climate-related scenarios

 Advanced research on post-pandemic growth prospects and potential associated with sustainability outcomes, including
opportunities for attracting green investments

Progress
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Diagram 2b: Progress and Outcomes of Initiatives for 2021

Financial Stability & Regulatory

Facilitating Regulatory Incentives

« Issued the Climate Risk Management and Scenario Analysis Exposure Draft for public consultation in December 2021 (14 principles and
proposed key requirements shown in Diagram 3)

« Finalised plans for mandatory climate-related financial disclosures by financial institutions regulated by the Bank for industry
consultation

+ On-going research and assessments on appropriate regulatory incentives to spur green and sustainable finance

+ Embarked on preparatory work for an industry-wide implementation of Climate Change Stress Tests in 2024

+ Conducted a joint study with the World Bank on the impact of biodiversity risk on the financial sector

Progress

Supervisory
Strengthening Resilience to Climate Risk in the Financial Sector

« Issued the Climate Change and Principle-based Taxonomy (CCPT) in April 2021 and established a CCPT Implementation Group to
support implementation by financial institutions

« Issued VBIAF* Sectoral Guides on Palm Oil, Renewable Energy, Energy Efficiency, Oil & Gas, Manufacturing, and Construction &
Infrastructure (key features in Diagram 4). The sectoral guides complement the Bank’s CCPT (Diagram 5)

Progress

Financial Development
Increasing Financial Sector Visibility in National Sustainability Policies

+ Engaged business communities from key economic sectors such as oil and gas, plantation, food and beverage to understand their
sustainability practices and value chain sustainability financing needs

» Established Low Carbon Transition Facility (key features in Diagram 6) for SMEs

« Actively contributed financial sector perspectives to national climate policies and strategies through a series of roundtable and
bilateral engagements with relevant Ministries and the Economic Action Council, and inputs for deliberations by the Malaysia Climate
Action Council (MyCAC)

Progress

Capacity Building
Increasing Internal Technical Expertise

« Conducted Bank-wide capacity building series on fundamentals of climate change and role of central banks in responding to climate
risk (in collaboration with Ernst and Young and the University of Warwick) which benefitted more than 400 staff

« Conducted training on Climate Change and Principle-based Taxonomy and ESG investment which benefitted more than 150 staff in
supervision and investment sectors

Progress

Strategic Communications

Outreach and Awareness

« Conducted virtual exhibition entitled SCARCITY: A Matter of Priority (http://museum.bnm.gov.my/scarcity/) to educate the public on
the impact of small changes in daily routines to better preserve the environment and to create awareness on why climate change
matters to central banks

Progress

« Intensification of virtual execution through numerous temporary exhibitions and online educational programmes for the public,
including short lessons, contest-based learning and virtual talks which are available across Museum and Art Gallery’s social media
channels

* Value-based Intermediation Financing and Investment Impact Assessment Framework. The VBIAF Sectoral Guides provide an impact-based risk
management toolkit for financial institutions to incorporate ESG risk considerations in their financing and investment decision making process
(further details in the chapter “Promoting a Progressive and Inclusive Islamic Financial System”).

ANNUAL REPORT 2021 103 ’



> Towards a Greener Financial System

Diagram 3: The 14 Principles and Proposed Key Requirements for Climate Risk Management and Scenario Analysis
for Financial Institutions (Fls)

Governance

« Principle 1: Effective oversight of climate-related risks by the Board and senior management of Fls
« Principle 2: Sound understanding of climate-related risks by the Board and senior management of Fls
« Principle 3: Climate-related risks to be embedded into the internal control frameworks of FIs

Specific requirements include the appointment of a designated senior officer to oversee the effective management
of climate-related risks

Strategy

« Principle 4: Incorporation of the potential impact of material climate-related risks into business strategies of Fls

Specific requirements include an expectation on Fls to identify and monitor internal climate-related targets consistent with business
and risk strategies

Risk Appetite

« Principle 5: Climate-related risks to be embedded into the risk appetite framework of Fls, with material risks reflected in the internal
capital adequacy assessment process

Specific requirements include the development of climate-related risk metrics for the purpose of setting and monitoring risk limits
and thresholds

Risk Management

Principle 6: Integration of material climate-related risk considerations into existing enterprise-wide risk management framework of
Fis

Principle 7: Continuous development of data capabilities, tools and methodologies by Fls to effectively aggregate and report material
climate-related risks

Principle 8: Consideration of climate-related risks as part of comprehensive risk assessments of FIs

Principle 9: Active monitoring and timely escalation of material and potential climate-related risks

Principle 10: Implementation of appropriate risk controls to manage current and potential impact of material climate-related risks
Principle 11: Understanding of the transmission and impact of climate-related risks on existing risk types. Risk management systems
and processes of FIs have to account for material climate-related risks

Specific requirements include ensuring risk management approaches are forward looking, and using scenario analysis to inform
the identification and measurement of risks under different time horizons

Scenario Analysis

« Principle 12: Employment of scenario analysis by Fls to determine resilience of business strategies to material climate-related risks
« Principle 13: Ensure scenario analysis exercises are relevant, following certain prescribed and well-known standards, and conducted at
appropriate time horizons and contain sufficient level of granularity

Specific requirements include reviewing the appropriateness of business strategies and business models under a range of climate
scenarios

Disclosure

« Principle 14: Production of reliable, meaningful and comparable climate-related disclosures

Specific requirements include mandatory climate-related disclosures by Fls in line with the recommendations of the Financial Stability
Board's Task Force on Climate-related Financial Disclosures (TCFD) by 31 December 2024
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Diagram 4: Salient Features of VBIAF Sectoral Guides

Towards a Greener Financial System

VBIAF Sectoral Guides issued Key components of VBIAF Sectoral Guides
° Impact-based risk management
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. GHG calculator/methodology listed for financial institutions to
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transmission, metrics, mitigation reporting & monitoring
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nurturing approach

Key ESG risks and risk transmission are provided including:

1. Environment - land access, land-use, land-use change &
acquisition, biodiversity loss & deforestation, climate/GHG
emissions, water, pollution prevention & resource use efficiency

2. Social - labour rights & working conditions, occupational safety
& health, human rights & community relations

3. Governance - governance mechanism for sustainability &
corruption

potential risk transmission channels

Transaction-level risk metrics & risk score for each risk categories
are provided to guide financial institutions in measuring the risks
Certifications to facilitate financial institutions’ due diligence
process

measure & consider to disclose finance for carbon intensive projects & 3
related risks of their counterparties in line with TCFD recommendations

Diagram 5: Framework and Tools to Support Climate Risk Management
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Diagram 6: Key Features of Low Carbon Transition Facility (LCTF)

@ Guidance to Assess and Monitor LCTF

Qualified SMEs
g SMEs with clear commitment to transition

towards sustainable and low-carbon practices

Transition activities
{{)} Develop list of transition activities that are
aligned with CCPT’s guiding principles and
@ guided by VBIAF Sectoral Guides

Track progress

« Establish mechanism to monitor and track
progress of SMES' transition

Pl

« Refer to VBIAF Sectoral Guides for guidance to
assess and measure performance of specific
sector/activity

Purpose of
financing

Financing size
per SME

Guarantee

@ Key Features

Special feature

Participating Financial Institutions (PFls)
provide financing on a matching basis

RM1 billion from BNM + RM1 billion from PFIs
(matching basis)

To fund CAPEX or working capital to initiate or facilitate the
transition to low-carbon and sustainable operation

Up to 10 years

Maximum RM10 million

Maximum of 5.0% p.a (inclusive of guarantee fee, if any)

Guarantee schemes by CGC & SJPP

3 February 2022 until full utilisation

Note: CGC - Credit Guarantee Corporation Malaysia Berhad, S)PP - Syarikat Jaminan Pembiayaan Perniagaan Berhad.

Contributing to Regional and
International Thought Leadership

On the regional front, 2021 was a significant year for
the Bank. We are one of the eight founding members
of the newly-formed ASEAN Taxonomy Board (ATB).
The ATB is set up to develop, maintain and promote
the ASEAN Taxonomy for Sustainable Finance (ASEAN
Taxonomy). The ASEAN Taxonomy (Diagram 9) is a
multi-tiered taxonomy to cater to varied standards
of development and economic activity of ASEAN
Member States (AMS). The Foundation Framework
outlines a set of guiding principles, supported

by qualitative screening criteria. The Foundation
Framework can be applied by all AMS as a basis for
classifying sustainable finance activities. The Plus
Standard builds on the Foundation Framework to
provide a more advanced classification system for
green activities and investments. It applies science-
based metrics and thresholds.

On 10 November 2021, in conjunction with the
26th United Nations Climate Change Conference
of the Parties (COP26), the ATB released Version

1 of the ASEAN Taxonomy for consultation. This
document sets out the conceptual framework that
will form the basis for the principles, technical
and operational features of the full ASEAN
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Taxonomy. We played a key role in the issuance

of the document. We chair Working Group 1

that developed the conceptual framework and
principles for the Foundation Framework. We are
also an active member of Working Group 2 that is
developing the Plus Standard. For Malaysia, the
CCPT issued by the Bank in April 20213 is aligned to
the ASEAN Taxonomy.

Internationally, the Bank continued to actively
contribute to emerging market perspectives on a
number of climate issues. On climate equity, we
stressed the importance for advanced economies
to consider the disproportionate impact of their
policies and actions on emerging economies.
Equally important is the need to avoid the risk

of financial exclusion. Developed countries have
key roles to play. These include to support the
transition of economic agents and meet pressing
demands for capacity building. They have the means
to assist smaller, developing countries adapt to
climate change and take mitigating actions. They
can contribute by providing capital, technology
and expertise. This would improve climate equity
and mitigate risks of disorderly transitions. We
view these priorities to be critically important to

3 Details can be found in a box article in BNM’s Financial Stability
Report 2H 2021.
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Diagram 7: Progress of JC3 in 2021

- Established the Climate Change and Principle-Based Taxonomy Implementation Group (CCPT IG). Through the CCPT
IG, industry players share knowledge, expertise and progress in implementing the CCPT. This will assist financial
institutions (FIs) regulated by the Bank to classify and report their financing and investment activities in line with
the CCPT classification from July 2022

©

Continued to expand use cases of the CCPT (leveraging the CCPT IG to include other sector-specific cases in line with
Risk the VBIAF Sectoral Guides and expanding examples for insurance/takaful underwriting)
Management
« Provided input to the Exposure Draft on Climate Risk Management and Scenario Analysis (issued for public
consultation end of 2021)

» Developed an Application Guide on Climate-Related Disclosures to facilitate adoption of recommendations by the
Task Force on Climate-related Financial Disclosures (TCFD) and improve quality of disclosures (in preparation of
mandatory TCFD-aligned climate-related financial risk disclosures starting 2024)
Issued for public consultation in March 2022
Governance Sets out “basic” and “stretch” recommendations for disclosures on Governance, Strategy, Risk Management,
& Disclosure Metrics and Targets

Seven engagements held with business communities from key economic sectors (plantation, oil and gas, food and
beverage, property) to gather insights on their transition journey to sustainable practices, including financing needs,
and their supply chains

@

Product

& Innovation » Working to publish a report on financing needs and solutions to support transition in 2022

» About 15 engagements held with the relevant Government ministries and agencies (including the Ministry of
Environment and Water, and Malaysian Green Technology and Climate Change Corporation) to promote alignment
between the financial sector’s response to climate risks and national climate policies

« Completed development of Level 2 of the climate risk-related Foundation Level training programme for the financial
industry, in partnership with selected knowledge partners. The programme targets C-suite and Board level

Engagement participants from financial institutions

& Capacity Building
« Organised the virtual JC3 Flagship Conference "Finance for Change®. The Conference was attended by about 6300
participants from over 40 countries and featured more than 70 local, regional and global speakers

« Validated climate-related data needs and availability of data through engagements with sub-committees within JC3
and multilateral organisations. Identified the top 8 climate-related data items most needed for an agreed list of
priority use cases including climate risk management, stress testing, scenario analysis, product solutioning and
disclosures:

GHG Emission (Scope 1, Scope 2, Scope 3) and forward looking emission targets
Green/sustainable lending/financing and bond/sukuk issuance by counterparty/sector
Non-renewable energy consumption & renewable electricity and other sources
Exposure to physical risks by sector, company and geo-locations incl. weather data

Asset value at risk arising from natural catastrophes by sector/investee

ESG score/rating by company/customer

Water consumption and waste management by customer/counterparty

Biodiversity and deforestation indicators

Bridging Data
Gaps

» Working on creating a data catalogue for reference by the financial sector to be made available in 2022 (based on
the identified top data)

encourage a globally consistent, inclusive and

responsible response to climate-related risks

by central banks, financial supervisors and the
financial industry.

We continued to contribute to various work
programmes and events focused on climate-
related risks, particularly of the Central Banks and
Supervisors Network for Greening the Financial
System (NGFS), Executives’ Meeting of East Asia-
Pacific Central Banks (EMEAP), and the Bank for
International Settlements (BIS). The Bank is a
member of the NGFS Steering Committee and five

NGFS workstreams. The workstreams focus on
microprudential and supervision, macroprudential,
scaling up green finance, research, and bridging
data gaps. During the year, we issued a Pledge

on our commitment in relation to climate risk
management, disclosure and capacity building
(Diagram 10) in support of the global climate
response and work of the NGFS.

Malaysia is a nation that is rich in biodiversity.
As we progress efforts on the climate front, we
recognise that building capacity on the broader
topic of nature loss is crucial to complement our
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Diagram 8: Summary of Call to Action From JC3 Flagship Conference Rapporteur Report

L

o & 6

Effective implementation of Achieve net zero anchored Strengthen Enhance green and
policies that promote on science-based targets and governance, oversight sustainability funding
planetary health put nature and biodiversity at and disclosure and products

the heart of climate policies
§ J

@ —0— 0

Integrate climate in risk Build on the taxonomy and Engage clients in Apply a gender and social
management framework and improve data infrastructure sustainability and inclusion lens to climate
align it with international for ESG-related risks transition finance change action

standards and best practices

Collaboration and whole-of-nation approach

Source: https://www.bnm.gov.my/documents/20124/3770663/20210803-)C3-Flagship-Conference-2021-Report.pdf

Diagram 9: Overview of the ASEAN Taxonomy on Sustainable Finance

Environmental Objectives

o Climate change e Climate change e Protection of healthy Promotion of resource resilience
mitigation adaptation ecosystems and biodiversity and transition to circular economy

Essential Criteria

o Do no significant harm 9 Remedial measures to transition

Foundation Framework (FF) Plus Standard (PS)

Qualitative-based sector-agnostic screening criteria Threshold-based screening criteria

and decision flow

Classification system Priority Sectors Enabling Sectors
Meets one or more of the environmental 1. Agriculture, forestry, fishing 1. Information and
objectives, and do no significant harm 2. Electricity, gas, steam and air communication (ICT)

conditioning supply 2. Professional, scientific and
3. Manufacturing technical activities
4. Transportation and storage 3. Carbon capture, utilisation
Meets one or more of the environmental objectives, 5. Water supply, sewerage, waste and storage (CCUS)
but causing harm. Nevertheless, making efforts to management
remediate 6. Construction and real estate

Classification

System

)

Causing significant harm and no efforts to remediate
Red - PS

Source: Bank Negara Malaysia, adapted from publication by the ASEAN Taxonomy Board

work on climate-related risks. Specifically, we need related risks in Malaysia during the year, the first of
to understand the interactions between biodiversity such study for the Asian region. The outcome of this
and climate risks and how these affect the financial joint research is a report* that focuses on how, and to
sector. On this front, we participated in the NGFS
Study Group on Biodiversity We also worked closely “ An Exploration of Nature-related Financial Risks in Malaysia -

A ! https://www.bnm.gov.my/documents/20124/3770663/ibrd-2022-
with the World Bank on a research work on nature- nature-financial-risk.pdf.
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Governor Nor Shamsiah Yunus as a panellist in a Fireside Chat at COP26 Finance Day hosted by the World Bank Group and
Banque de France.
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Governor Nor Shamsiah Yunus as a panellist in a Fireside Chat at BIS-BDF-IMF-NGFS Green Swan 2021 Global Conference.

what extent, banks in Malaysia could be exposed to This allows us to share our initiatives and views

risks from biodiversity loss and ecosystem damage. especially on the important role of the financial

The report was recently launched on 15 March 2022 sector in facilitating an orderly and just economic

to raise awareness and stimulate dialogue on this transition. On the domestic front, these include
important topic. virtual dialogues organised by the FIDE Forum on The

2050 Net Zero Carbon Emissions Target: Finance's
Role, EAC Dialogue organised by the Economic Action

Increasmg Awareness Th rough Council (EAC) Secretariat and Series 1 of the National
Communication OGSE Sustainability Forum organised by Malaysia
Petroleum Resources Corporation. At the global level,
Our senior management and officers participated we also participated in the Minister Level Meeting of
actively as speakers in climate-related events. the Coalition of Finance Ministers for Climate Action,
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Deputy Governor Jessica Chew as a speaker at the World Bank’s Sustainable ExchangE Development Series (SEEDS) - Developments in

Sustainable Finance in ASEAN.

Diagram 10: Key Features of BNM's Pledge

14 Commitments

¢ Advance preparations for an industry-wide climate change stress test

Financial stability
monitoring and
micro-supervision

* Incorporate climate-related risks as part of formal supervisory assessments
* Develop a Reference Guide on Risk Management and Scenario Analysis for financial institutions (FIs)
¢ Implement structured climate-related technical training for regulatory and supervisory staff

Taxonomy * Ensure consistent and credible implementation of CCPT

* Lead and provide dedicated resources for JC3 Sub-committee on Bridging Data Gaps - to meet critical

A garsespe data needs of industry to manage climate-and environmental-related risks and structure green solutions
. - * Ramp up engagement and capacity building efforts through JC3
{2}
Capacity building * Expand suite of technical programmes developed under JC3

& awareness

* Support NGFS capacity building initiatives

N * Improve climate-related risk financial disclosures
Disclosure * Develop a guide for Fis to adopt climate-related disclosures

¢ Continue to disclose own climate initiatives in BNM Annual Report

Portfolio management

* Strengthen internal frameworks for integrating sustainability factors in own portfolio management

* Assess how climate change would feed into monetary policy

the World Bank’s Sustainable ExchangE Development
Series, ESG GO ASEAN Summit 2021 and the Fireside
Chat at COP26 Finance Day.

Climate Risk Management and
Target Setting

Today, climate risk is being actively considered in our
operations and frameworks. We are taking steps to
further deepen our understanding of the underlying
risks. We are also building technical capabilities

to systematically measure our carbon emissions.
This will pave the way towards setting our internal
emission targets in 2022.
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Going Forward

For Malaysia, achieving net zero GHG emissions by
2050 will protect the environment for our future
generations and will also bring about wider economic
prosperity. Beyond reducing the risk of catastrophic
climate events,® as many as 232,000 jobs could

be supported in a green industrial revolution.
Malaysia can achieve this through capturing green
growth opportunities.® This includes new green
industries such as renewable energy, hydrogen

5 Estimates by climate scientist suggest global warming would reduce
economic welfare for Malaysia, measured by GDP per capita, by
between 10-15% by 2100 (Burke, Davis et al., 2018).

6 See ‘Securing Our Future: Net Zero Pathways for Malaysia’ Report
(WWF-Malaysia & Boston Consulting Group, 2021).



economy, electric vehicle (EV) manufacturing and
energy efficiency solutions. An orderly and just
transition will also protect the competitiveness
of Malaysian businesses. It will cushion the
impact from actions by capital providers,
customers and trading partners which are
sensitive to climate risk.

We aim to further support an orderly and just
economy-wide transition for Malaysia through
our policies and operations. The transition
requires huge sums of private and public sector
investments. We therefore focus on supporting
and facilitating the financial sector’s key role in
enabling the transition to a low-carbon economy.

Diagram 11: BNM's Key Focus Areas for 2022

Towards a Greener Financial System

This is consistent with our statutory object to
promote a sound, progressive and inclusive
financial sector. Many opportunities are available
for the financial sector to fund sustainability
initiatives. These include projects under the
National Investment Aspirations framework,

the Malaysia Climate Action Council’s plan for
Malaysia to be a hub in green economy, services
and technology and the Low Carbon Mobility
Development Plan 2021-2030.

Overall, our initiatives (Diagram 11) are aligned with
the Bank'’s five-year strategic vision for climate
strategies as outlined in the Financial Sector
Blueprint on Sustainability.

Risk Management

« Advance industry-wide adoption of the Climate Change and Principle-based Taxonomy and the VBIAF Sectoral Guides

« Continue preparations for an industry-wide Climate Change Stress Test (CCST) in 2024

Governance & Disclosure

Product & Innovation

« Support wider adoption of climate-related financial disclosures by financial institutions in line with TCFD recommendations

« Continue to actively engage business communities including small and medium-sized entrepreneurs (SMEs) from various

economic sectors to understand their sustainability practices and value chain sustainability financing needs
- Aim to widen green finance instruments and address market gaps in sustainable finance. In particular, products and
solutions that can assist businesses affected from frequent climate disasters faced by the country such as floods
« Aim to create greater awareness of SMEs on climate risk and the need to transition to sustainable practices

Engagement & Capacity Building

« Continuously pursue engagements with relevant Government ministries, agencies and authorities to align financial sector

priorities with national climate policies

- Aim to gain clarity on the transition paths for each economic sector that will enable the financial sector to contribute
more effectively towards an orderly and just transition by 2050
« Continue working with the industry to deepen the talent pool by offering more in-depth structured technical programmes
in climate risk management within the financial sector. Greater collaboration with academia and industry experts will be

pursued towards enriching the learning content

Bridging Data Gaps

« Roll out the data catalogue and continue working with JC3 members and partner institutions to further improve the
quality, coverage and timeliness of data available from identified sources

Source: Bank Negara Malaysia
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