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Islamic and conventional finance share similar
sources of vulnerability

Islamic and conventional finance operate in similar environment

* Intermediary to the real economy
» Leverage to generate profit
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» To avoid regulatory
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Effective implementation of macroprudential policy
contributes to financial stability

Wide ranging macroprudential policy instruments

Counter-cyclical capital . Time-varying provisioning

Sectoral capital

requirements
(variable risk weight)

Factors for effective

e >

TARGETED & .
GRADUAL )

APPROACH

>

Details in
Slide 10

Debt-to-income or DSR Disclosure requirements
restrictions (greater transparency)

implementation

Precise execution — Assess system readiness & possible impacts to
prevent unintended consequences

During boom period — As pre-emptive measure to minimise likelihood
of future crisis, i.e. serve as a speed-bump

During crisis — Reduce severity of crisis via upliftment

Reduces spillover effects & avoid excessive complexity
Ensures measures can be operationally executed

Strong & facilitative legal & regulatory framework
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In Malaysia, macroprudential measures are deployed in a
timely & targeted manner for both conventional & Islamic
financial sectors
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value of housing

- Personal financing with tenure >5 years Financing introduced; and

loans or car
financing impaired Concept Paper on Guidelines on Risk-Informed
for >24 mths Pricing for Retail Loans/Financing

« Targeted implementation to moderate excessive speculation in property market and
promote prudent household indebtedness

*  Macroprudential policies complement with other microprudential, monetary and fiscal
policies
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Strengthening of legislative framework provides comprehensive
powers for regulator to effectively implement macroprudential

_measures

Areas Strengthened

in the Central Banking Act

Ex-ante surveillance powers for
timely risk identification

Power to enter into
arrangements, advice and
make recommendations to
other supervisory authorities

Pre-emptive powers to avert or
mitigate systemic risks

Ex-post powers to minimise
impact of instability

Provides clear & pre-emptive
triggers of financial stability

To attain sound
supervisory &
| comprehensive
surveillance
framework

* Re-engineering functions of Central Bank from sectoral centric to functional centric
* Supported by a strong governance arrangement through well established committees
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Institutional & governance arrangements for effective
deliberation &consideration of macroprudential measures

Recommendations with
systemic implications
P

Financial Stability

Executive Committee

Financial Stability Monetary Policy

e High level committee

established under s.37 Committee - Committee
of CBA 2009 to review (within the Bank) (within the Bank)
and decide on the

Bank’s o

Risk assessment e Maintaining price
stability while giving
due regard to the
Microprudential responses developments in the

recommendations to
manage risks to financial
stability

e Entities outside
regulatory perimeter

Macroprudential responses

Supervisory interventions economy

of the Bank e Monitor implementation of _
. approved actions by Executive * Formulation O_f
e Involves public funds Committee monetary policy and

policies for the conduct
of monetary policy
operations

. . e Trigger resolution of member
Chaired by the Governor financial institutions by the

of BNM Malaysia Deposit Insurance
Corporation
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Effective communication is important to promote
greater understanding

Effective communication on the use of macro-prudential policies to support
confidence & steer financial system towards a sustainable path (avoid over-reaction
or “self-fulfilling prophecy”)

Correctly
timed

Core
S CE B Features

Consistent &
coordinated

....reducing misinformation helps
shape & influence expectations
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In summary, macroprudential policy ...

Realising the
misalignment in
 financial To
intermediation an :
its potential to ?Ch'e‘_’e
financial imbalances flnan_c_lal
stability

&

Implementing the
right policies
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Realignment of Financial Stability Functions

Malaysia invites you to an environment _ :

of innovation and thought leadership * FSPSR .2006 Real!gnment of Regulatory and

in Islamic finance. _ Supervisory Functions

www.mifc.com | (http://www.bnm.gov.my/files/publication/fsps

v = /en/2006/sp_001_whitebox.pdf)
- | Enhancements to Financial Stability Legislative

| ¢ FSPSR 2009 - Safeguarding Financial Stability

under the Central Bank of Malaysia Act 2009

(http://www.bnm.gov.my/files/publication/fsps

| /en/2009/cp02_003_whitebox.pdf)

i« FSPSR 2011 - Proposals for New Legislative
Framework for Financial Regulation &
Supervision
(http://www.bnm.gov.my/files/publication/fsps
/en/2011/cp02_003_whitebox.pdf)

Macroprudential Surveillance and Policy

Framework

e FSPSR 2009 - Macroprudential Approach to
Financial Surveillance and Regulation in Msia
(http://www.bnm.gov.my/files/publication/fsps
/en/2009/cp01_003_whitebox.pdf)
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Wide ranging macroprudential policy instruments available
to address risks to financial stability

Counter-cyclical capital buffers > To moderate the economic cycle
Sectoral_ capita_ll requ!rements To restrain lending in booms or encourage lending in downturns
(variable risk weight)
Maximum leverage ratios >

Time-varying provisioning practices To ensure early provisioning against prospective credit losses
Restrictions on distributions > Limits risk of disruption to credit supply — useful in downturns

Time-varying liquidity buffers Increasing resilience and moderate credit cycle

LTV and loan-to-income restrictions > Enhance resilience to risks from real estate
Margining requirement Enhance resilience of funding markets

Use of central counterparties >
Design and use of trading avenues Prevents sharp falls in liquidity and reduce extreme price volatility
Disclosure requirements > Enhances market discipline £ [slide 3
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Less susceptible to arbitrage & mismeasuring risk than risk-based tools

Reduces complexities and potential for contagion risk
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