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I. SECTOR ASSESSMENT (SUMMARY1): FINANCE 

 
A. Introduction 
 
1. This summary sector assessment, strategy, and road map serves two purposes. First, it 
reviews Malaysia’s finance sector development and performance, and describes the key 
strategy documents for advancing the sector. Second, it presents a strategic framework and 
road map for the future engagement of the Asian Development Bank (ADB) with Malaysia in its 
finance sector. The focus is on regional initiatives including finance sector integration, Islamic 
finance initiatives, and deepening the regional market for trade finance. 
 
B. Strategic Issues 
 
2. The financial sector has been one of Malaysia’s fastest growing sectors over the past 
decade. Malaysia’s financial depth is also high compared to other middle- to high-income Asian 
economies. Financial depth, as measured by financial assets to gross domestic product (GDP), 
was about 380.0% in 2009 compared with Hong Kong, China at 947% of GDP; Singapore at 
451%; Republic of Korea at 329%; Thailand at 227%; the Philippines at 180%; and Indonesia at 
120%. The Government of Malaysia has facilitated the development of strong domestic 
institutions, while progressively opening up the finance sector to greater competition. In addition, 
it has worked to make Malaysia a global leader in Islamic finance. The results of these efforts 
have been positive. 
 
3. Despite these achievements, the further development of Malaysia’s finance sector faces 
some important obstacles. Regionally, the challenge will be to expand its trade using financial 
services, and internationalize its finance sector to benefit from potential opportunities in a fast-
growing and larger regional market. Capital market integration under the Association of 
Southeast Asian Nations (ASEAN) will be an important initiative in growing this larger market. 
Further development of trade finance to support Malaysia’s international trade in goods and 
services will therefore be important.2 Liberalization of financial services, particularly for 
investment banking and stockbroker licenses, will also be necessary to increase competition 
and boost growth in financial services. Development of the private pension industry will support 
efforts to deepen capital markets.  
 
4. Another challenge will be to define the strategic roles of development finance institutions 
(DFIs) in an evolving operating environment where Malaysia’s financial sector is much larger, 
deeper, and more efficient than when the DFIs were first established in the 1970s. The 
government believes that strong and viable DFIs are essential to achieve its broader 
development objectives under the Economic Transformation Programme (ETP) and the Tenth 
Malaysia Plan. However, the roles of the DFIs have been declining: at the end of 2010, DFIs 
accounted for only 9.0% of total financing of the economy. The financial performance of the 
DFIs has also been mixed—nonperforming loans are high compared to non-DFIs.  
 
 
 

                                                
1
  This summary version is based on ADB. 2011. Financial Sector Assessment for Malaysia. Manila. (available upon    

    request).  
2
  In July 2011, Malaysia’s Export-Import Bank joined ADB’s Trade Finance Program, which aims to expand the range 

of trading options for Malaysian exporters and bolster trade volume between Malaysia and other Asian countries, 
particularly the non-traditional markets, including Central Asian countries. 
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C. Government Sector Policy and Planning Framework 
 
5. The authorities recognize that Malaysia has reached a critical juncture in its quest to 
become a high-income country by 2020, and that financial sector development will be crucial to 
attaining this goal. The government has announced a series of strategies and action plans to 
address these constraints and develop the financial sector further. The key strategy document is 
the ETP, which identifies 10 key areas—called entry point projects—where policy actions and 
reforms should be focused to address the main obstacles to financial market development.  
 
6. The Securities Commission Malaysia launched the Capital Market Masterplan 2 in April 
2011, and Bank Negara Malaysia (BNM) also launched the Finance Sector Masterplan in 2011. 
The Capital Market Masterplan 2 is a key element of the government’s structural reforms to 
accelerate economic growth by expanding the role of capital markets in financing the country’s 
investment. Therefore, it aims to eliminate unnecessary procedures and requirements, while 
strengthening market discipline and risk-based supervision in an environment that promotes 
high-quality governance.3  
 
D. ADB’s Sector Support and Experience to Date 
 
7. Since the Asian financial crisis that began in 1997, ADB's engagement with Malaysia 
has been primarily through collaborating (along with other partners) in Islamic finance 
development and supporting ASEAN efforts to integrate capital markets. These have included 
(i) two technical assistance (TA) grants totaling $1.25 million, cofinanced by the Islamic 
Development Bank, to develop the Islamic Financial Services Board’s standards; (ii) an equity 
investment of up to $100 million in the Islamic Infrastructure Fund (by ADB’s Private Sector 
Operations Department); and (iii) dialogue on  the recently established International Islamic 
Liquidity Management Corporation, based in Kuala Lumpur. ADB has supported Malaysia 
through the ASEAN Capital Market Forum (ACMF) platform with a series of TA projects. Under 
the latest TA, ADB supports an initiative to rank corporate governance by engaging four experts 
from the region to provide technical input to the Securities Commission. The ranking 
methodology is expected to be ready by end of 2011.  
 
8. Lessons from recent collaboration with Malaysia. A key lesson from these recent 
engagements is that ADB’s partnership with Malaysia should involve collaboration on finance 
sector programs in other developing member countries (DMCs). This collaboration could include 
knowledge sharing on finance sector development, legal reforms, and bank supervision. It could 
also involve institutional capacity building with BNM and the Securities Commission by training 
authorities from other DMCs in a range of finance sector areas. Malaysia, the host of the 17th 
Asian Export-Import Bank Forum (AEBF) annual meeting, has played an instrumental role in 
regional trade finance and investment, thereby also opening opportunities for Malaysia to assist 
with capacity development.  
 
9. Role of other development partners in the sector. ADB works closely with other 
regional partners on its TA programs, such as the ASEAN secretariat on capital market 
integration and the Islamic Financial Services Board (based in Malaysia) on ADB’s Islamic 
finance activities. The engagement of other development partners with Malaysia on finance 
sector development is limited but evolving, and this will provide more opportunities for 
coordination between Malaysian authorities, ADB, and others.  

                                                
3
  BNM is working on the next finance sector master plan. In Islamic finance, BNM is establishing a committee to set 

up laws governing Islamic finance and a regional Shari’ah committee made up of Islamic scholars in the region. 
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A. Focus on Export-Import Bank 
 
10. To meet Malaysia’s development objectives in the finance sector, ADB can develop an 
innovative set of projects that focuses on long-term, private financing support oriented toward 
small and medium-sized enterprises (SMEs), with an emphasis on clean energy financing 
requirements. While the DFIs remain small, they have been improving their financial 
performance (as measured by decreasing nonperforming loans), and the need for them to 
provide long-term development financing remains.  
 
11. Export-Import Bank of Malaysia. Incorporated on 29 August 1995, the Export-Import 
Bank of Malaysia (EXIM Bank) provides credit facilities and insurance services to support 
exports and imports of goods, services, and overseas investments with an emphasis on 
nontraditional markets. It also provides export credit insurance services, export financing 
insurance, overseas investment insurance, and guarantee facilities. EXIM Bank operates like a 
conventional bank, but with development financing objectives. Its focus is on development and 
does not compete with any commercial bank. EXIM Bank complements and works with 
commercial banks. The focus of EXIM Bank is on exports. EXIM Bank provides expertise in 
foreign markets that local banks may not have and helps to structure the appropriate financing 
either alone or with other commercial banks or financial institutions.  
 
12. Need to support Export-Import Bank. Banks are still the dominant source of financing 
in Malaysia, although the capital market (equity and debt) is also important. Financing from DFIs 
remains small at about 5% of the total. The government is keen to make DFIs more self-reliant 
with the flexibility to outsource noncore functions to third party resident service providers that 
have sound risk management frameworks consistent with those adopted for banking institutions. 
The government estimates that more than 90% of the investments needed for implementation of 
the Tenth Malaysia Plan and other policy frameworks will have to come from the private sector. 
This means the investments need to be long term and financially viable. DFIs can play an 
important role in ensuring that financing for such projects would be available, filling the gap 
where the commercial banks cannot be the only provider of financing. DFIs should focus such 
priority areas, and emphasize the project financing for private SMEs. Thus, they would 
complement the commercial finance sector. This also requires capacity and/or knowledge 
development efforts, complementing past activities. For example, ADB4 has in the past provided 
support to the AEBF since 2003 with the objective of fostering regional trade and investment. 
This has helped AEBF provide knowledge sharing on trade and finance among its members.  
 
13. The role of development finance institutions in Malaysia. The ETP has identified 10 
priorities in the finance sector to entice higher private investment. Transforming or rationalizing 
DFIs is identified as one of the core areas to be strengthened. DFIs in Malaysia are expected to 
act as catalysts in meeting the objectives of the New Economic Model (NEM), which the 
government announced on 30 March 2010. The objective of the NEM is for Malaysia to become 
a high-income economy through a growth process that is both inclusive and sustainable. The 
NEM demonstrates the clear recognition that Malaysia needs to introduce deep-reaching 
structural reforms to boost growth. These are aimed at greater private initiative, better skills, 
more competition, a leaner public sector, pro-growth affirmative action, a better knowledge base 
and infrastructure, the selective promotion of sectors, and environmental and fiscal 
sustainability.  
 

                                                
4
  ADB’s support to the AEBF is covered under ADB. 2010. Technical Assistance for Supporting the Boao Forum for 

Asia and the Asian Exim Banks Forum in Dialogues on Regional Economic Integration and Partnership. Manila.  
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G. Sector Road Map and Results Framework 
  
14. Building on the evolving partnership with Malaysia, ADB’s interventions during 2011–
2012 will broaden the scope of assistance, as described in paras. 15–19.  
 
15. ASEAN Capital market integration. ADB has supported Malaysia through the ACMF 
platform by launching a series of regional TA projects. There is potential for future support for 
ACMF, leading up to 2015, which is the time line envisioned in the implementation plan and the 
ASEAN Economic Community blueprint for regional capital market integration.  
 
16. Fostering regional trade and investment. ADB will initiate project development activity 
with EXIM Bank to strengthen cross-border and regional trade and investment objectives, as 
well as to support clean energy finance across the region. In particular, this proposed project 
needs to target SMEs. A small-scale capacity development TA could also be provided to EXIM 
Bank to support capacity development in internal risk management and credit risk analysis, as 
well as upgrading trade and clean energy finance to develop value-added services to foster 
regional trade and investment. These measures will also assist the preparation of nonsovereign 
lending based on the ADB risk and project development impact criteria.  
 
17. Capacity development of SME Bank. ADB will provide small-scale TA to SME Bank to 
support capacity development in internal risk management and credit risk analysis. The TA will 
also support the development of policy options for delivery of financial services.  
 
18. Establishing private pensions industry. The government has established an 
interagency taskforce comprising the Ministry of Finance, BNM, the Securities Commission, and 
the Economic Planning Unit to review the country’s pension system and design the 
infrastructure needed to establish a private pension industry. This may warrant advice to 
support international best practice for developing a private pension industry.  
 
19. Islamic finance. One potential area of ADB engagement and support is Islamic finance. 
ADB could provide TA in one or more of the following areas in partnership with Malaysia, while 
leveraging the country’s expertise in Islamic finance: (i) policy advisory assistance on 
developing Islamic capital markets; (ii) policy advisory and/or capacity development assistance 
on the establishment of an Islamic regional cooperation office that would focus on sharing 
experiences among members on the development of Islamic finance, and providing training for 
Islamic finance professionals; and (iii) knowledge products on Islamic finance in ADB’s DMCs 
where the sector is still in its early stages. 
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Table 1: Indicative Assistance Pipeline for Lending and Nonlending, 2011–2012 

      DFI = development financial institutions. 
      Source: ADB staff estimate.  
 

Table 2: Sector Results Framework (Finance, 2012–2015) 

Country Sector Outcomes Country Sector Outputs ADB Sector Operations 

Sector Outcomes 
with ADB 

Contribution 

Indicators with 
Targets and 
Baselines 

Sector Outputs 
with ADB 

Contribution 

Indicators 
with 

Incremental 
Targets 

Planned and 
Ongoing ADB 
Interventions 

Main Outputs 
Expected from 

ADB 
Interventions 

An expanded and 
diversified finance 
sector that is 
increasingly 
integrated in the 
region  

Increase of 20 
percentage 
points in finance 
sector assets to 
GDP by 2015 
(2009 baseline: 
380% ) 
 
Increase in the 
ratio of stock 
value traded/ 
GDP to credit 
/GDP to 1.7 by 
2015 
(2009 baseline: 
1.5 ) 
 
Increase of 30% 
of liquidity in 
Islamic money 
market by 2015 
(2009 baseline: 
10%) 
 

Financial 
system 
soundness, 
efficiency, 
access 
improved, 
regionally 
integrated 
 

Increase of 
15% in 
Malaysia’s 
intra-ASEAN 
capital flows  
(2009 baseline: 
$16.3 billion)  
 
Increase in 
EXIM Bank’s 
trade finance 
to total exports 
to 2%  
(2009 baseline: 
1% of total 
exports) 
 
Reduction in 
EXIM Bank’s 
NPLs towards 
industry 
average of 
3.0% (2009 
baseline: 
20.7%) 
 
Increase of 
50% in Islamic 
finance  
(2010 baseline: 
$437 billion) 
 

$40 million 
nonsovereign 
loan to EXIM 
Bank 
 
$1 million TA to 
support 
government in 
implementing 
relevant 
activities under 
the Tenth 
Malaysian Plan 
(the TA includes 
a component on 
capacity building 
of EXIM Bank 
and SME Bank) 
 

Increase in trade 
finance, reduced 
NPLs in EXIM 
Bank, technical 
inputs on 
developing private 
sector pensions 

 
 

EXIM = Export-Import Bank; GDP = gross domestic product, NPL = non-performing loan.  
Source: ADB staff estimate.  

 
 

                                                
5
 In addition, additional knowledge work to explore possible operations in private pension development and Islamic 

finance can also be undertaken through the TA. 

Project Title Year Loan Amount TA Amount 

Support for Tenth Malaysia Plan 
(a portion of the TA will support 
DFIs)

5
 

2011  $1 million  

Nonsovereign loan for EXIM 
Malaysia 

2012 

 
$140 million (ADB A-loan of $40 
million and ADB B-loan of $100 
million) 
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Problem Tree for the Finance Sector 
 

DFIs need to 
operate 
within 
constraints 
of their own 
financial 
sustainability 
by relying 
less on 
government. 

Long-term impact 
on economic 
growth and 
investments 

Risk of slowing 
economic growth  

Limitations of 
development 
financing 
requirements 

Limitations of the 
regional benefits of 
financial 
intermediation 

Limitations of 
breadth and 
liquidity, retail 
participation in the 
market 

Regional and 
internationalization 
of finance sector 
need to be 
promoted 

Continued lack of 
diversified 
products for the 

financial sector 

Limitations of the 
DFIs’ capacity for 
promoting 
regional 
integration 

Financial and 
technical 
(knowledge) reform 
needed for 
development 

Continued 
liberalization is 
required to develop 
the financial sector  

Further 
development of the 
capital market, 
especially the debt 
market, is needed 

 

ASEAN integration 
of financial markets 
are not fully 
implemented 

 

DFIs require 
capacity support 
and identify 
appropriate areas 
of dev. financing 

Sub-

causes 

Main 

causes 

Core 

problems 

Effects 


