Key Highlights on

Financial Stability Review - Second Half 2021

Financial institutions remained well-positioned to support economic recovery

Banks maintained healthy capital and liquidity buffers to support
financial intermediation

Tier 1 capital ratio
(Jun '21: 15.4%)

Liquidity Coverage Ratio
(Jun '21: 149%)

Insurers and takaful operators remained well-
capitalised above regulatory minimum

Capital adequacy ratio
(Jun "21: 221%)

Credit risks from the household and business sectors remain manageable, supported by improving

economic conditions and on-going repayment assistance

Households: Asset quality continues to be underpinned by sound
lending standards

Impairment
ratio
(Jun 21: 1.1%)

Median Debt Service Ratios

Newly-approved
loans
(Jun '21: 44%)

@ Outstanding

loans
(Jun 21: 35%)

Businesses: Improvement in overall financial performance but
recovery is uneven across sectors
Interest Coverage Ratio’ (times)
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Banks remain well-buffered against credit risks amid the transition to more targeted support measures

Sustained build-up of provisions against potential rise in impairments

Stage 2 Loans Ratios

Continued assistance available for distressed
borrowers

Provisions-to-total
loans
(Jun 21: 1.8%)

Loan loss coverage
ratio?

Households

Financial Management and Resilience
Programme (URUS) and other
(Jun '21: 6.9%)

programmes managed by AKPK

m Bespoke repayment assistance
by financial institutions
ﬂ BNM Funds for SMEs

Domestic financial market conditions remained orderly despite increased volatility in global markets
Domestic stress levels have risen but remain well below the Orderly market conditions to be preserved, supported by several

Businesses
(Jun 21: 15.6%)
(Jun '21: 129%)

onset of the pandemic key factors
Financial Market Stress Index (FMSI)
Stress level, % m Active market risk management and hedging strategies by
15 1 Peak: 28.2% financial institutions and corporates
(Mar 20)
10 A Deep and liquid domestic markets, supported by
diverse investor base
5 .
. % Exchange rate flexibility serves as an absorber from
external and domestic shocks
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1 Prudent threshold for interest coverage ratio is two times.
Including regulatory reserves.

Source: Bank Negara Malaysia, Bloomberg, Reuters and S&P Capital 1Q



Stress tests affirm financial institutions’ ability to support economic recovery
Credit and market risks remain key drivers of losses for banks and insurers, respectively, under the latest stress test which

incorporates more conservative assumptions...

Banks: Cumulative Credit Loss Drivers
Under Adverse Scenario 2

Insurers: Key Loss Drivers
Under Adverse Scenario 2

SMEs:
RM5.5 bil General Insurers Life Insurers
Others Others
. - Increase in
Cumulative D;::c“”e,'"l liabilities
Households: credit losses asset:igclluae
RM24.7 bil (2022p - 2024p): Decline in
RM41.7 bil financial
\. Operating assets value
Non-SMEs losses

RM11.5 bil

...but almost all financial institutions are able to maintain post-shock capital ratios above regulatory minima

Banks: Total Capital Ratio
Under Adverse Scenario 2 (%)
General Insurers

Post-shock Post-shock

Dec '21 Dec 21

Insurers: Capital Adequacy Ratio
Under Adverse Scenario 2 (%)

Life Insurers

Post-shock

Dec 21

Box Article: Implementation of the Climate Change and Principle-based Taxonomy (CCPT) in the

Financial Sector

Steady progress of CCPT implementation®among banking institutions, insurers and takaful operators

..banking groups incorporated CCPT

in underwriting of loans

Developed dedicated assessment template and due
diligence process.

<35%’ :

..provided training to staff on CCPT implementation
Training via virtual workshops and e-learning
modules, focusing on how to assess and classify
transactions based on CCPT.

..embedded CCPT in investment decisions

CCPT guiding principles are embedded as part of
internal ESG* assessment criteria in investment
decisions.

‘:45%’

51%

@

..rolled out initiatives to support clients’ transition
to sustainable practices

Facilitated identification of improvement areas and
propose solutions that support transition to more
sustainable practices.

Box Article: Evolving Spaces in the Wake of the Pandemic: Vulnerabilities from the Commercial

Real Estate (CRE) Sector

Pandemic-induced shifts in the CRE sector may worsen
existing oversupply conditions...

Flexible working arrangements

Acceleration in e-commerce

Increased emphasis on health and safety

@00

...but risks to financial stability remain low

Limited direct linkages to financial institutions
» Credit exposures to the CRE sector amount to 7.8% of
banking system assets

Sound quality of bank lending to the sector amid
cautious credit risk outlook

Higher share of Stage 2 loans to the sector at 12%, but
impairment ratio remains low at 1.5%

| 2

Limited exposures from property-secured business loans
> 4.5% of outstanding bank loans (excluding end-financing)
are secured by commercial properties

p Projected

3 Based on a stocktake exercise conducted on 38 banking groups/institutions, 53 insurers and takaful operators (life, family and general)

and six reinsurers and retakaful operators.
« Refers to Environment, Social and Governance (ESG).

Source: Bank Negara Malaysia



