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Box 3. Malaysia: Cross-Border Banking Spillovers 1/ 
The problems at the heart of advanced economy banking systems 
and the expansion of Malaysia’s banks abroad raise two important 
issues: (i) the implications for Malaysia of foreign banks 
deleveraging from Malaysia; and (ii) the exposure of the Malaysian 
financial system to developments abroad. 

Foreign bank claims on Malaysia are relatively large but are 
mainly held by long-established U.K. and Singaporean banks. 
BIS˗reported foreign bank claims are over 50 percent of GDP, 
significantly higher than for other countries in the region excluding 
the financial centers (see chart). These claims comprise mainly the 
local operations of the foreign banks in Malaysia (approximately 
40 percent of GDP) which are predominantly funded in the form of 
local currency deposits. The longest established banks are the 
U.K. and Singapore ones, with total claims of around 35 percent of 
GDP, and which have extensive local branch networks. 

The euro zone crisis may lead to some deleveraging but the impact appears manageable. The pullout of U.S. banks from 
emerging markets following the Latin American debt crisis and the 
deleveraging by Japanese banks in South East Asia after Japan’s 
financial crisis in the 1990s are cautionary tales. However, the 
U.K. banks with a systemic presence in Malaysia—HSBC and 
Standard Chartered—are not strongly interconnected with the euro 
zone: the bulk of their assets is outside of Europe, the U.K., and the 
United States. Singaporean banks are also well capitalized and 
appear able to withstand major shocks. Moreover, a high share of 
foreign bank claims resides in local affiliates and is in local 
currency. As a result, deleveraging by foreign banks has been small 
over the past few years (see chart). And overall credit provision has 
remained robust, as it did even during the global financial crisis 
when foreign bank deleveraging was marked (see chart). However, 
BNM should continue to monitor developments closely, especially 
any rating downgrades of relevant U.K. banks. 

Over the last decade, Malaysian banks have expanded abroad 
significantly. The six biggest banking groups in Malaysia all have 
an overseas presence (Maybank, CIMB, Public Bank, Hong Leong, 
RHB Capital, and AmBank). Branches, subsidiaries, representative 
offices, and associate companies have been established 
in 20 countries. The largest affiliates are in ASEAN (Indonesia, 
Philippines, Singapore, and Thailand) and Hong Kong SAR, where 
exposures of the biggest three Malaysian banks are just below 
30 percent of GDP. Over 30 percent of assets of the two largest 
Malaysian banks are in overseas operations. 

Relative to other jurisdictions, Malaysian banks’ expansion 
overseas so far looks moderate but will require continued 
careful monitoring. Austrian, U.K., and Spanish banks also have 
significantly expanded overseas operations in recent times, but 
have much higher exposures (ranging from 60−400 percent of 
GDP). Looking ahead, Malaysian banks are likely to continue 
expanding abroad in light of increasing ASEAN economic integration and the opportunity provided by European bank deleveraging. 
International experience suggests that rapid bank expansion in new markets can pose challenges as bank risk management and 
supervisory monitoring may fail to keep pace. Uneven supervisory quality in host markets can also contribute to the masking of 
vulnerabilities. Thus, further deepening of home­host cooperation in supervision and crisis prevention—as outlined in the Malaysia’s 
Financial Sector Blueprint—will be important going forward. 
__________________________ 

1/ This Box is a summary of a similarly titled technical note produced for the 2012 Malaysia FSAP. 
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Box 4. Malaysia: Anchoring Fiscal Consolidation—A Stochastic 
Debt Sustainability Analysis (SDSA) 

Background. Malaysia’s debt­to­GDP ratio has increased by 12 percentage points since the global 
financial crisis, reflecting both substantial discretionary fiscal stimulus and declining growth and oil prices. 
The debt ratio is projected to reach 53 percent of GDP in 2012, just below the government’s self­imposed 
ceiling of 55 percent. The authorities are committed to bringing debt down to ensure sustainability and 
create sufficient space to conduct counter­cyclical fiscal policy. The consolidation path should be anchored 
on a reasonable medium­term debt target and use the non­oil primary balance as an intermediate target. 
However, any consolidation plan is subject to potential shocks and therefore to uncertainty. A possible 
approach to estimating the debt target is thus to consider a path that ensures that debt remains below a 
certain debt ceiling with sufficiently high probability. This is the essence of the SDSA exercise presented in 
this box. 
 
Methodology and assumptions. In this approach, two parameters must be chosen. The first is a debt 
ceiling. This exercise uses the government’s debt ceiling of 55 percent, which is also close to those 
adopted in other countries and recent estimates of debt thresholds for emerging markets.1/ The second 
parameter is the probability of remaining below the ceiling, given historical uncertainty in key 
macroeconomic variables such as real interest rates, economic growth, the real exchange rate and oil 
prices. In line with standard statistical analysis, a probability of 90 percent is chosen. The distribution of 
debt profiles reflects shocks to macroeconomic and fiscal variables around the baseline based on a small 
quarterly VAR. The SDSA also reflects: (i) a gradual decline in oil­ and gas­related revenue in the medium 
term; and (ii) an increase in pension and healthcare related spending. 
 
Results. A consolidation path consistent with remaining below the given debt ceiling with about 
90 percent probability would reduce debt to 
around 40 percent of GDP by 2020. This 
medium­term debt target has two additional 
strengths. First, it is similar to the average debt 
ratio for emerging and developing countries and 
for countries with similar sovereign credit ratings. 
Secondly, it would allow for absorption in its 
entirety of liabilities arising from loan guarantees 
(15 percent of GDP as of mid­2012) should they be 
called upon.2/ By contrast, the authorities’ fiscal 
consolidation plan (the baseline) is projected to 
lower debt to about 48 percent of GDP by 2017. 
However, under this scenario macroeconomic and commodity price shocks could lead to breaching the 
ceiling with a relatively high probability. The figures also show, as benchmark, a no­reform (passive) 
scenario, which would most likely keep debt on an upward path and breach the ceiling. 
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Box 4. Malaysia: Anchoring Fiscal Consolidation—A Stochastic 
Debt Sustainability Analysis (SDSA) (Concluded) 

Implied medium­term fiscal consolidation and possible measures. Achieving the proposed debt target 
involves reducing the non­oil primary deficit to 
3 percent of GDP by 2020. Relative to the baseline 
scenario, the non­oil primary balance needs to be 
higher on average by about 1.5 percentage points of 
GDP in the medium term (about 2.5 percentage 
points relative to a no­reform scenario). Possible 
measures could include: a reform that eliminates 
fuel subsidies by end­2015 and replaces them with 
transfers targeted to low­income households of 
about ½ percent of GDP (net savings of ½ percent 
of GDP); introducing the GST at a higher rate of 
8 percent (net savings of 1 percent of GDP);3/ 
restraining public sector wage growth by limiting new hiring (½ percent of GDP); improving the efficiency 
of government spending; adopting measures to improve tax administration; and closing tax loopholes and 
exemptions. 
 
Oil price volatility and fiscal risks: Oil price 
volatility contributes importantly to debt dynamics 
through its effect on revenues and subsidies. The 
resulting volatility of oil­related revenue adds to the 
uncertainty about debt. Eliminating shocks to the 
deviation of real oil price from its long­run trend 
(based on WEO) shrinks the uncertainty around debt 
simulations significantly: the 90th percentile of 
possible debt outturns shifts down by 2 percent of 
GDP by 2017. This highlights the importance of 
employing mechanisms to hedge against the volatility in oil­related revenue. 
 
Longer­term challenges. In the long term, oil revenues are expected to continue to decline and 
aging­related costs to rise further. These pressures will require sizable additional measures beyond 2020. 
________________________ 
1/ Although the empirical estimates of debt thresholds for debt distress have a wide range, Fund staff estimates it to 

be about 63 percent for emerging markets based on recent data 

2/ Unfortunately, there is no data on other types of government contingent liabilities. 

3/ The average VAT rate in the Asia and Pacific region is about 10 percent. 
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Box 5. Malaysia: External Sector Assessment 

Current account (CA). Although there is a significant ongoing moderation in the CA, econometric analysis based on 
the IMF’s Consultative Group on Exchange Rate Assessments (CGER) and the pilot External Balance Assessment 
(EBA) methodologies suggests that the cyclically­adjusted CA is still stronger (by between 4½ to 6½ percentage points 
of GDP) than the level consistent with medium­term fundamentals and desirable policies (the CA “norm”). However, 
Malaysia’s CA has been erratic and the models contain large residuals, which account for most of the difference 
between the actual CA and the fitted CA norm (the CA “gap”). In the staff’s view, Malaysia’s CA surplus predominantly 
reflects structural factors that are not fully captured in the econometric models; in particular: 

 Insufficient social safety nets (which are not fully captured by health spending) as well as large exports of 
nonrenewable resources (net oil and gas exports are 7 percent of GDP), both of which drive up the actual and 
optimal rates of saving. 

 Bottlenecks to investment, resulting in relatively low private investment rates (despite the recent increase). 

Taking these factors and the uncertainty surrounding model estimates into consideration, staff assesses the CA gap to 
be of the order of 2−5 percentage points of GDP. 

Real effective exchange rate (REER). After a strong appreciation between September 2009 and April 2010, the REER 
has fluctuated around a fairly horizontal trend. CGER and EBA­based estimates suggest that the REER is undervalued 
relative to the level consistent with fundamentals and desirable policies. However, as noted above, these methodologies 
do not fully capture Malaysia’s structural characteristics.  

Capital account. Malaysia, like other emerging markets, has experienced volatile portfolio flows over the past few 
years. Overall net capital flows, however, have typically been negative in Malaysia, driven by net foreign direct 
investment (FDI) and nonportfolio investment outflows. In 2012, the capital account is projected to have returned to a 
net negative balance. The authorities have continued to liberalize restrictions on foreign exchange administration, 
including via greater flexibility for companies to undertake FDI abroad and obtain loans from related resident and 
nonresident companies. 

Reserves. Foreign exchange intervention by BNM seeks to limit excess exchange rate volatility and is two sided. In line 
with this, official reserves have fluctuated around a relatively flat trend over the past two years. They stand at about 
131 percent of the IMF’s composite reserve adequacy metric (the benchmark range is 100−150 percent), and cover 
about 247 percent of short­term external debt and 31 percent of broad money. Thus, current reserve levels are 
adequate. 

Net foreign assets. The net international investment position remains small and positive, at about 4 percent of GDP. 
Gross liabilities (118 percent of GDP) consist primarily of FDI and portfolio equity. External debt is relatively low at less 
than 30 percent of GDP, and only about 40 percent of this is short term, by original maturity. The overall net foreign 
asset position is thus not a source of risk. 

Overall assessment. In sum, the external sector position appears stronger than that consistent with estimates of 
medium­term fundamentals and desirable policies.  
 



MALAYSIA 

24 INTERNATIONAL MONETARY FUND 

Figure 1. Malaysia: Growth and Exports 

As in other ASEAN countries, growth is holding up well... 
…driven by robust domestic demand, despite a significant 
drag from weak external demand. 
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The strong pickup in investment, which is growing at its 
fastest rate since the Asian crisis, has been a key driver, 
but investment is still below its pre­Asian crisis levels. 

 
Export weakness has been driven by waning demand from 
Europe, China, and more recently Japan, partially offset by 
resilient demand from other ASEAN countries.  
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Exports of commodities remain at around one­fourth of 
the total, with gas and palm oil as the main items.  
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Figure 2. Malaysia: Inflation and Domestic Resource Constraints 

Consumer price inflation has stabilized at low levels.  Measures of underlying inflation have also eased… 
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…as have producer prices.   However, a tight labor market… 
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…resurgent wage pressures…  
…high capacity utilization, and a closing output gap, all 
point to potential inflationary pressures going forward.  
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Figure 3. Malaysia: Monetary Developments 

While nominal interest rates are stable or declining… 
…real rates have been pushed up recently by falling 
inflation. 
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Malaysia’s current monetary policy rate is well calibrated 
to cyclical conditions.  

 
And, while other countries in the region have started a 
monetary easing cycle, Malaysia has stayed put.  
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Yet, it has ample space to ease policy in a downside 
scenario.  

 
Against a stable monetary policy, money has been 
growing roughly in line with GDP. 
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Figure 4. Malaysia: Federal Government Balance 

The budget deficit is expected to decline in 2012−2013… This reflects in part strong revenue performance. 
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Wages, subsidies and transfers have increased...  …while development spending has declined. 
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The authorities’ medium­term deficit target would put 
debt on a declining path. 

 
GST and subsidy reforms are critical to achieve these 
targets as oil revenues are projected to decline. 
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Figure 5. Malaysia: Public Sector Balance 
 

The public sector balance turned into a persistent deficit 
since 2008… 

…driven mainly by a decline in the net operating surplus of 
NFPEs and higher current spending. 
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Development spending (in particular by NFPEs) increased 
during the crisis and again recently, contributing to the 
projected widening in the public sector deficit. 

 
NFPEs have been a significant recipient of guarantees 
from the federal government. 
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The oil and gas sector has been an important driver of 
capital expenditure by NFPEs. 

 
The public sector deficit is expected to widen in 2013, in 
contrast with the projected decline in the federal 
government deficit. 
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Figure 6. Malaysia: Capital Inflows 

Capital inflows have been volatile, but have remained 
generally small in net terms as a share of GDP.  

Malaysia, as other emerging markets in Asia, is currently 
experiencing a return of portfolio flows….  
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…which has driven up the MYR,…  …propped up reserves slightly… 
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…and boosted stock market prices.  
The share of foreign holdings of domestic sovereign bonds 
is one of the highest in the region and beyond. 
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Figure 7. Malaysia: Financial Sector Developments 

Aggregate credit growth has stabilized but at a rate higher 
than nominal GDP growth.  

Credit to households has moderated somewhat but 
remains higher than credit to businesses. 
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The banking system is well capitalized, while credit quality 
has steadily improved.  

 
While claims by foreign banks in Malaysia are high as a 
share of GDP… 
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…they reflect mostly claims by local affiliates, which tend 
to be deposit­funded. 

 
Corporate leverage has declined significantly since the 
Asian Crisis. 
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Figure 8. Malaysia: Banks’ Exposure to the Household Sector 

Housing and (particularly) personal loans have been 
growing at high rates.  

This has led to a sustained increase in household debt…  
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…and has left banks (especially Islamic ones) highly 
exposed to the household sector.  

 
Over half of household loans by commercial banks are for 
housing. By contrast, Islamic banks are more exposed to 
car loans.  
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Rapid growth in housing loans has supported housing 
prices… 

 
...which have been rising faster than rentals and income 
for over two years.  
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Table 1. Malaysia: Selected Economic and Financial Indicators, 2008–13 

Nominal GDP (2011): US$288 billion
Main export (percent of total): electrical & electronic products (39%), commodities (23%)
GDP per capita (2011): US$10,085
Population (2011): 28.6 million
Unemployment rate (2011): 3.1 percent

Est. Proj.
2008 2009 2010 2011 2012 2013

Real GDP (percent change) 4.8 -1.5 7.2 5.1 5.1 5.0
Total domestic demand 6.4 -1.6 10.4 7.3 11.6 6.9

Consumption 8.4 1.4 5.8 8.9 7.4 6.4
Private consumption 8.7 0.6 6.6 7.1 7.3 7.8

Gross capital formation 1.8 -9.4 23.8 3.2 22.5 8.2
GDP deflator 10.4 -6.0 4.1 5.5 1.5 3.0

Saving and investment (in percent of GDP)
Gross domestic investment 21.5 17.8 23.1 23.6 28.0 29.4
Gross national saving 38.5 33.4 34.2 34.6 34.0 35.3

Fiscal sector (in percent of GDP)
Federal government overall balance -4.6 -6.7 -5.4 -4.8 -4.5 -3.9

Revenue 20.8 22.3 20.1 21.0 22.0 21.0
Expenditure and net lending 25.4 28.9 25.5 25.9 26.6 24.9

Federal government non-oil primary balance -11.2 -13.6 -10.6 -10.3 -9.6 -8.4
Consolidated public sector overall balance 1/ -5.4 -7.2 -2.5 -3.3 -5.1 -6.4
General government debt 41.2 52.8 53.7 54.5 55.4 55.1

Inflation and unemployment (period average, in percent)
CPI inflation 5.4 0.6 1.7 3.2 1.7 2.2
Unemployment rate 3.3 3.7 3.3 3.1 3.0 3.0

Money and credit (end of period, percentage change)
Total liquidity (M3) 11.9 9.2 6.8 14.3 … …
Credit to private sector 12.9 6.2 9.7 12.1 … …
Three-month interbank rate (in percent) 3.4 2.2 3.0 3.2 3.2 …

Balance of payments (in billions of U.S. dollars)
Current account balance 39.4 31.4 27.3 31.7 18.1 20.1

(In percent of GDP) 17.1 15.5 11.1 11.0 6.0 5.9
Trade balance 51.6 39.9 41.8 48.4 41.1 38.4
Services and income account balance -6.9 -3.0 -7.7 -9.8 -16.5 -10.9

Capital and financial account balance -35.6 -22.8 -6.2 7.2 -3.8 -19.4
Errors and omissions -9.4 -4.7 -22.0 -8.0 -8.2 0.0
Overall balance -5.5 3.9 -0.8 30.9 6.1 0.7

Gross official reserves (US$ billions) 91.5 96.7 106.5 133.6 139.7 140.4
(In months of following year's imports) 7.6 6.1 5.9 7.0 6.7 6.4
(In percent of short-term debt) 2/ 274.4 250.4 207.3 256.2 251.1 235.0

Total external debt (US$ billions) 68.5 68.0 74.1 81.1 85.5 90.0
(In percent of GDP) 29.6 33.6 30.0 28.2 28.1 26.6
Of which: short-term (in percent of total) 2/ 48.7 56.8 69.3 64.3 65.1 66.4

Debt service ratio
(In percent of exports of goods and services) 2.8 6.6 7.7 10.2 8.2 7.6
(In percent of exports of goods and nonfactor services) 2.9 7.0 8.1 10.8 8.8 8.1

Memorandum items:
Nominal GDP (in billions of US$) 231 202 247 288 304 339
Nominal GDP (in billions of ringgit) 770 713 795 881 939 1,016

Sources: CEIC; Data provided by the authorities; and Fund staff estimates.

2/ By remaining maturity.

1/ Capital expenditure in the budget includes foreign fixed assets and other items, such as purchase of shares and land, which are excluded 
from public investment in the national accounts.

 
 




