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1. Macroprudential Risk
Assessment and
Policy Response

1. MACROPRUDENTIAL RISK ASSESSMENT AND POLICY RESPONSE
1.1 Macroprudential Risk Assessment

In the first half of 2021, euro-area gross domestic product (GDP) recovered from the pandemic-induced
contraction, with second quarter results exceeding expectations and outweighed the downturn reported in
the first quarter. Compared to a year ago, euro area GDP grew by 6.3% in the first six months. The drop in
the infections rate on the back of a number of containment measures, coupled with a ramping up of the vaccination programmes across Europe, enabled many Member States to reopen their economies. While such
steps were beneficial to a number of service sectors, as also evident in the economic recovery, government
debt increased across the euro area owing to the unprecedented economic effects and the fiscal response
that the pandemic has brought about. Whilst the indications are that the economic recovery is under way in
the euro area, there still remain firms, particularly in the leisure and travel sectors, that fall short of their prepandemic level of business activities, with some still reliant on policy support measures. Nevertheless, in the
first half of 2021, the economic sentiment indicator improved further, as the euro-zone economy continued
on its path to recovery.
Growth in the euro area is expected to ramp up with real GDP rising by 4.8% in 2021, and 4.5% in the following year, though supply bottlenecks could pose some downside risks.1 Yet, the increased government
support which aided European economies, exerted pressure on public finances, with euro area government
debt expanding from 83.9% of GDP as at end 2019 to 98.3% in 2021Q2.2 By the end of 2021, euro area
government debt is expected to reach 102.4% to retreat to 100.8% in 2022.3 Inflation is still expected to
remain in check, hovering around the 2% mark in 2021 but is expected to recede to 1.4% by 2022. Inflation
may turn out higher than forecasted if supply constraints are more persistent and price pressures are passed
on to consumer prices more strongly.
Similarly, economic activity in Malta expanded by 13.4% in 2021Q2, driven by the services sector and
industrial activity, as the Maltese economy continued on its road to recovery. The expansion in the services
sector was primarily driven by the wholesale and retail trade, the arts, entertainment and recreational activities, financial and insurance activities, information and communication, and the accommodation and food
services sectors.
Such a recovery was also driven by extensive government support, which however, drove up general government debt to 59.5% of GDP in the second quarter of 2021 from 40.7% in 2019.4 This is expected to increase
further to 62.5% by the end of 2021. Notwithstanding, Malta’s fiscal ratios still compare more favourably
to those of other European countries and euro area averages. Similarly, while private sector debt trended
upwards to reach 139.1% of GDP in June 2021, it remained below the Euro area average of 146.7%.5
Malta’s economy is expected to grow by 5.1% in 2021 with growth prospects for the second half of the
year looking promising. However, such growth trajectory much depends on the evolution of the pandemic
both locally as well as abroad.6 Growth is expected to be mainly spurred by domestic demand, as foreign
demand is still suppressed owing to the cautious outlook for the tourism industry. The domestic labour
market improved further in 2021H1, aided by the wage supplement scheme with the number of registered
unemployed trending downwards. The unemployment rate stood at 3.6% in June 2021, down from 4.3% in
2020.7 This is expected to remain relatively stable for the rest of the year, with employment growth contained
in part due to the ongoing travel restrictions affecting inbound foreign workers. Annual inflation based on the
Harmonised Index of Consumer Prices (HICP) stood at 0.2% in June 2021 and is forecasted to close the
year at 0.5%, lower than the 0.8% in 2020, mostly due to technical factors. Inflation is expected to increase
further to 1.7% by 2022, on the back of a more buoyant economic activity.
   European Commission – Summer 2021 Economic Forecast.
  Source: Eurostat.
   Source: European commission, Spring economic forecast 2021.
4
   See footnote 2.
5
   Private sector debt includes household debt and non-financial corporations (NFCs) debt excluding intra-company debt.
6
  https://www.centralbankmalta.org/economic-projections.
7
   LFS unemployment rate as % of labour force.
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In the first half of 2021, global
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sell-off in bond markets (see Chart
Note: For S&P 500 and STOXX 600: Base = December 2019.
1.1). The substantial increase in US
Treasury yields compared to euro
area yields may lead to global capital inflows towards the US contributing to lower demand for euro area
sovereign bonds. The elevated valuations in financial markets, especially in global equity markets, and the
weak economic fundamentals, continue to present an elevated risk for price corrections. Such risk would
be exacerbated if investor expectations on the likelihood and pace of monetary policy tightening were to
change, given the future path of inflation prospects. Unlike its euro area and US counterparts, the Malta
Stock Exchange (MSE) Equity price index retreated by 5.5% in the first six months of the year, following the
positive but short-lived bout in the latter two months of last year.
The euro area banking sector is starting to show some signs of recovery in its financial performance with
return on equity (ROE) and return on assets (ROA) standing at 7.4% and 0.47% respectively as at June
2021, up from 1.9% and 0.13%, six-months earlier on the back of falling credit provisions and higher trading income.8 However, the probability of downside risks materialising is still high especially if the expected
economic recovery takes longer than expected. To date, there has been weak signs of asset deterioration,
with the NPL ratio of 2.3% reaching the lowest levels, mainly on the back of increasing loans and lower NPLs
in the corporate sector. However, as public guarantees and moratoria are gradually phased out, corporate
solvency risks may emerge, which could result in asset quality to weaken, and the share of performing loans
with forbearance measures to increase further. The probability of credit risk materialising is exacerbated
further as some banks may not have set aside sufficient loan loss provisions.
On the domestic front, resident credit expanded by 8.4% in June 2021 year-on-year, mainly on the back of
higher lending towards households, especially mortgages. Credit to resident private corporates also rose,
albeit at a slower pace as a result of the slowdown in demand for loans under the Malta Development Bank
(MDB) COVID Guarantee Scheme (CGS). In parallel to their European counterparts, core domestic banks
also managed to improve their profitability levels as they reduced their loan loss provisions, which, were a
drag on profitability in 2020. In addition, these banks also reported improved net-interest and non-interest
income, the former exclusively driven by intermediation activities. Similarly, non-core domestic banks managed to reduce their losses significantly, on the back of lower impairment charges, whilst international banks’
(excluding branches) profitability improved further. In light of these positive developments, the post-tax ROE
and ROA of the domestic banking sector improved by 3.0 percentage points and 0.04 percentage point to
3.4% and 0.6%, respectively.
At the current juncture, local credit risk remained manageable as evidenced by a stable non-performing
loan (NPL) ratio of 3.5% coupled with lower Stage 2 loans. On the downside, loan exposures with forbearance measures increased further, which may be an indication of potential asset quality deterioration, going
8

   EBA Risk Dashboard 2021Q2. The risk dashboard is based on a sample of 161 European banks.
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forward. However, the gradual re-opening of the economy should prevent asset quality from deteriorating
significantly. This, in turn, is dependent on the evolution of the pandemic and its impact on economic conditions, as well as on the effects following the withdrawal of support measures. This notwithstanding, there
may still be some increase in NPLs reflecting largely unsustainable business models in a post-COVID
context, even though basing on market intelligence from banks these have to date remained relatively low.
In this regard, banks should remain proactive in allocating appropriate levels of loan loss provisions without
jeopardising their capital and liquidity buffers significantly. Notwithstanding this, banks’ total capital and
liquidity ratios remained healthy reaching 26% and 426% respectively in June 2021.
The profitability of the domestically-relevant insurance corporations improved significantly during the first
half of 2021, driven mainly by a surge in investment income amid the positive developments in capital markets, but also by a rebound in written premia, as some lines of business started recovering. Overall assets
also increased on the back of higher holdings of equities. At the same time, the solvency ratio for domestic
insurers also improved and in the case of life insurers, even exceeded the pre-pandemic levels. The level of
liquidity dropped slightly for both the life and non-life sectors, mainly driven by lower holdings of sovereign
bonds and cash and deposits. This could reflect an element of search-for-yield behaviour amid the prolonged low yield environment, which remains a key challenge for the insurance sector.
Assets of the domestically-relevant investment funds increased slightly over their level in December 2020,
mainly driven by higher equity holdings reflecting the improvement in the equity markets. Given their high
holdings of debt securities, the potential re-pricing in global risk premia could be considered as the main
challenge for this sector, especially due to an element of uncertainty that still prevails with the pandemic,
coupled with geopolitical events. However, locally-relevant funds have reported healthy liquidity levels and
low leverage during the first half of the year.
Despite the substantial improvement in the soundness and profitability of the financial sector in Malta and
abroad, the sector continues to face headwinds. Vulnerabilities mostly reflect expected loan losses and
challenges to income generation from interest-bearing assets amidst the low interest rate environment.
In addition, cyber incidents have been on the rise all around the globe, hence the continued investment in
IT infrastructure is warranted. The recommendations of the Financial Action Task Force (FATF) on placing
Malta under enhanced monitoring were not directed at the financial sector, and so far, this seems to have
had limited immediate adverse repercussions on the sector. Going forward, some geopolitical risks may
weigh on the political climate of the euro area, which may affect the economic outlook.
Table 1.1 highlights the key vulnerabilities of the domestic financial sector and how they have evolved since
2020.
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Table 1.1
SUMMARY OF RISKS
Main vulnerabilities and risks for the
financial system

Type
of risk

Nature
of risk

Change in risk level
since FSR 2020

Risk assessment
one year ahead

Credit quality of the loan portfolio

Credit/Profitability

Cyclical/
Structural

↔

↑

Concentration in sectoral lending

Credit

Structural

↔

↔

↔

↔

Vulnerabilities within the financial system

Credit

Interlinkages between banks and the non-bank
financial sector

Cyclical/
Structural

Contagion

Structural

↔

↔

Operational risk

Contagion

Structural

↑

↑

Developments related to net income

Profitability

Cyclical

↔

↑

Liquidity/Solvency/
Profitability
Credit/Solvency/
Profitability

Cyclical/
Structural
Cyclical/
Structural

↔

↔

↔

↔

Domestic macroeconomic developments

Credit/Profitability

Cyclical

↔

↓

Real estate market developments

Credit/Contagion

Cyclical

↔

↔

Profitability/Contagion

Structural

↑

↑

Credit/Profitability

Cyclical

↔

↓

Geopolitical uncertainties

Contagion

Structural

↑

↑

Prolonged low interest rate environment

Profitability

Cyclical

↔

↔

Reassessment in risk premia

Profitability

Cyclical

↑

↔

Developments in bank credit growth

Domestically-relevant Insurances
Domestically-relevant Investment funds
Vulnerabilities outside the financial system

Exposures of the financial sector to domestic
sovereign
Economic conditions in the euro area and
public debt sustainability

Risk position
Moderate

Direction of risk
Increased risk

Medium

Stable risk

Elevated

Decreased risk
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1.2 Macroprudential Policy Response

Domestic and European Authorities continued to take the necessary steps to address potential vulnerabilities in the domestic and European financial system. The following is a synopsis of the domestic policy
responses taken during the first half of 2021, with a focus on the main macroprudential measures implemented to address financial stability risks stemming from the cyclical and structural dimension.

Countercyclical Capital Buffer (CCyB)

As per the Bank’s notification on the decision relating to the applicable CCyB rate for the fourth quarter of
2021, relevant quantitative and qualitative information indicate that a CCyB rate of 0% for Malta remains
appropriate at the current juncture.9 Whilst the main indicator supporting this proposal is the deviation of
credit-to-GDP from its long-term trend, the analysis is further supplemented by a sub-set of additional quantitative indicators, including indicators of credit developments (credit growth, household and corporate debt
to GDP ratio, median property price to income ratio and ratio of current account to GDP) and expert judgement. This decision is reinforced by the lingering uncertainties generated by COVID-19. Furthermore, the
standardised bank credit-to-GDP gap is still below the reference threshold of 2 percentage points, recorded
at -2.42 percentage points.

Voluntary reciprocation of macroprudential measures

In line with the ESRB Recommendation on the assessment of cross-border effects of and voluntary reciprocity for macroprudential measures, the Bank analyses macroprudential policy measures recommended
for reciprocation by other Member States. During 2021, there were two new measures recommended for
reciprocation as follows:
1.

Norwegian measure consisting of a SyRB for exposures in Norway to all credit institutions authorised
in Norway and average risk weight floors for residential and commercial real estate exposures in Norway to internal ratings-based (IRB) credit institutions authorised in Norway.

2.

Luxembourg measure entailing legally binding loan-to-value (LTV) limits for new mortgage loans on
residential real estate located in Luxembourg, with different LTV limits applicable to different categories
of borrowers.

After analysing the two measures, it was decided not to reciprocate the above-mentioned measures on the
basis that credit institutions do not have material exposures towards Norway and Luxembourg. In addition,
credit institutions do not make use of IRB models for the purpose of calculating their regulatory capital requirements. Further to the above, the Bank maintained its non-reciprocation stance after reassessing the measures
recommended for reciprocation in the previous years, namely, the Belgian, Swedish and French measures.

Identification of material third countries

In accordance with the ESRB Recommendation ESRB/2015/1 on recognising and setting countercyclical
buffer rates for exposures to third countries, the Central Bank of Malta identifies annually the third countries
to which its domestic banking sectors are materially exposed and monitors the risks to financial stability
stemming from excessive credit growth in those countries.10
In line with the criteria laid down in Article 4 of the ESRB Decision 2015/3, the Central Bank of Malta has
identified the United States of America, United Kingdom and United Arab Emirates as material third
countries for Malta for the period Q2 2021 till Q2 2022.11 When compared to last year’s exercise, Turkey has
been dropped from the list on grounds that it met the deletion criteria as stipulated in the above-mentioned
ESRB Decision, while United Kingdom was identified as a new material third country following Brexit.
   The Counter-Cyclical Capital Buffer Rate – September 2021.
   ESRB 2015/1: Recommendation of the ESRB of 11 December 2015 on recognising and setting countercyclical buffer rates for exposures to third countries. Source: https://www.esrb.europa.eu/pub/pdf/recommendations/2016/Recommendation_ESRB_2015_1.pdf?100d
9df2fa5a1a305da61fdc4a2dd053.
11
   ESRB/2015/3: Decision of the ESRB of 11 December 2015 on the assessment of materiality of third countries for the Union’s banking
system in relation to the recognition and setting of countercyclical buffer rates. Source: https://www.esrb.europa.eu/pub/pdf/other/Decision_ESRB_2015_3.pdf.
9
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Update on CBM Directive 16 on Borrower-based Measures (BBMs)

The relaxation of BBMs communicated by the Central Bank of Malta in June 2020 in response to the COVID19 pandemic have expired, and the fully phased-in LTV-O limit of 75% for Category II borrowers became
applicable as from July 2021.12 The Central Bank of Malta remains vigilant with regard to any further developments in the residential real estate market and it is ready to revise the policy stance if it deems necessary.
During the past months, the Central Bank of Malta has also worked extensively on a comprehensive data set
that is to be reported by banks, targeting the whole population of residential real estate loans. The data set
is mainly aimed at addressing the ESRB Recommendation on closing real estate data gaps and to monitor
the Banks’ compliance with Directive 16. This data will enhance the Bank’s internal analysis and will be used
to inform any changes needed to revise the Directive.

Identification of Other Systemically Important Institutions (O-SIIs)

The Bank, in conjunction with the MFSA, conducts a yearly assessment to identify and apply a capital buffer
to domestic (other) systemically important institutions (O-SIIs) in line with a CBM-MFSA policy document.13
The latest Bank decision resulting from the 2020 O-SII exercise on the four designated O-SIIs and their corresponding capital buffer rates, remained unchanged during the period under review.14

Main MFSA Circulars and European Regulatory Developments

Hereunder is a list of circulars issued by the MFSA and European regulatory developments for the first half
of 2021 having financial stability relevance.
Circular to Credit Institutions on Reporting on Correspondent Banking Payment Transactions
The MFSA is conducting an enhanced analysis on local credit institutions’ correspondent banking relationships. On a semi-annual basis, credit institutions are required to disclose all transactions that pass through
a correspondent banking relationship. Branches of EU/EEA credit institutions established locally under the
freedom of establishment and non-EU credit institutions licenced to establish a branch in Malta, do not fall
within the scope of this reporting.
Circular to Credit Institutions on the treatment and reporting of moratoria on loan repayments applied in the
light of the COVID-19 crisis
This circular was issued in January of 2021 to provide clarifications to credit institutions regarding the EBA
Guidelines on legislative and non-legislative moratoria on loan repayments applied in light of the COVID-19
crisis. The MFSA clarified that the following shall benefit from preferential treatment as set out in EBA Guidelines, namely that the forbearance classification will not be triggered in respect of:
i.

Legislative moratoria already granted and with conditions in line with the ‘Central Bank of Malta Directive No. 18’ and the EBA Guidelines.

ii.

Non-legislative moratoria already granted with conditions in line with EBA Guidelines.

iii.

Legislative and non-legislative moratoria already granted in other jurisdictions which include non-EU
countries with conditions in line with EBA Guidelines.

iv.

Moratoria as a result of the COVID-19 pandemic which were granted before the ‘Central Bank of Malta
Directive No.18’.15

  In response to the COVID-19 pandemic, the Central Bank of Malta issued a notice on 1 June 2020, taking the following measures:
1.  Extension of the phasing-in period for the LTV-O ratio to go down to 75% for Category II borrowers, by one year to July 2021.
2. Temporary easing in the stressed debt-service-to-income ratio at origination (DSTI-O) limit for new residential real estate loans
granted to both Category I and Category II borrowers. The Bank granted the concession on the stressed DSTI-O ratio for a period of six
months till 1 December 2020.
13
  The CBM-MFSA policy document is available here.
14
  Further details on the latest O-SII decision are available in section 5 of the FSR 2020 and in the CBM-MFSA statement of decision.
15
  As per EBA GL 2020-02, preferential treatment is referring to cases where the forbearance classification is not triggered.
12
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Moratoria granted on a voluntary basis and individually by a credit institution, after the issuance of ‘Central
Bank of Malta Directive No. 18’ and whose conditions are not in line with this Directive nor with the EBA
Guidelines, are not eligible for preferential treatment.
Circular to Credit Institutions on amendments to Banking Rule BR/13
Banking Rule BR/13 lays out the criteria that the MFSA will use in the assessment of the proposed acquirers in a credit institution. Amendments to this rule were explained in this circular. Particularly, Paragraph
18A was introduced to include amendments relating to proportionality, which states that the intensity of the
assessment of proposed acquirers should also include the influence that the proposed acquirer may exercise on the credit institution. Amendments are also in progress to state that under justified circumstances,
the proposed acquisition would not be opposed solely on the basis of lack of some required information
which is justifiable by the nature of the transaction. In addition to this, Paragraph 32A also introduces clarifications for the evaluation of indirect acquirers of a credit institution, which outlines that such assessment is
limited to the persons at the top of the corporate control chain. These changes are intended to ensure that
possible acquirers are aware of the information that is needed to be submitted so as to allow the MFSA to
assess the proposed acquisition in a complete and timely manner.
The Implementation of the Sustainable Finance Disclosure Regulation (SFDR)
On 9 March 2021, the MFSA issued a circular with the intention to provide further details on the application of the SFDR following the Supervisory Statement of the European Supervisory Authorities (ESAs) on
25 February 2021.16 This Joint Statement aims to achieve efficient and consistent application and national
supervision of SFDR on the content, methodologies, and presentation of sustainability-related disclosures,
which in turn promotes a level playing field and investor protection. As per MFSA circular, provisions relating
to sustainability disclosures would need to be disclosed as from 10 March 2021 while the Regulatory Technical Standards (RTS) are proposed to be applied on 1 January 2022. The MFSA also recommends financial
market participants and advisors to prepare for the application of the RTS during the interim period from 10
March 2021 to 1 January 2022.
Sustainable Finance and EU Taxonomy
The purpose of this MFSA circular is to notify financial market participants and financial advisors on the
EU Sustainable Finance Agenda’s adopted package of policies and initiatives. A political communication
on directing funds toward the Green Deal is included in the package, as well as a proposal for a Corporate
Sustainability Reporting Directive (CSRD), formerly known as the Non-Financial Reporting Directive (NFRD)
review. The package also includes Delegated Acts that incorporate environmental choices and fiduciary
duties into existing financial legislation.
Circular on the Cessation of LIBOR and the Resulting Transition
On 5 March 2021, the UK’s Financial Conduct Authority (FCA) announced that the 35 LIBOR benchmark settings will cease to be published and consequently, will lose their representativeness. The FCA’s announcement followed the notification of the Intercontinental exchange (ICE) Benchmark Administrator (IBA), which
is authorised by the FCA for the administration of LIBOR, that it intentioned to cease providing all LIBOR
settings for all currencies. This notification followed a consultation issued by IBA as well as departure notices
by the majority of participatory panel banks in the setting of LIBOR.
In view of the above developments and, also in light of the fact that the European Commission had designated LIBOR as a Critical benchmark under the Benchmarks Regulation (BMR), on 25 March 2021, the
MFSA issued a circular to the industry, communicating the aforementioned developments. In that circular,
the MFSA urged all license holders affected by the cessation of LIBOR to approach the MFSA “and provide
the necessary details explaining the use of the LIBOR Benchmark, in any currency denomination and tenor,
in the course of their business activities.” This information would then be used to assess the impact on the
local market resulting from the transition from LIBOR.
   Joint ESA Supervisory Statement on the application of the Sustainable Finance Disclosure Regulation. The main purpose of this Joint
Statement is to achieve an effective and consistent application and national supervision of the SFDR which in turn promotes a level playing
field and investor protection.
16
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In relation to this circular, on 30 July 2021, the MFSA issued an additional circular initiating an “InformationGathering Exercise relating to Critical Benchmarks.” By means of this exercise, the MFSA will be able to
assess the use of critical benchmarks within the local industry.

European Regulatory Developments
ESRB and ECB decide not to extend dividend recommendation beyond September 2021

In view of the improved economic outlook that reduced the probability of severe scenarios and the risk of the
COVID-19 crisis causing severe financial stability risks, the ECB on 23 July 2021 issued a press release on
its decision not to extend beyond 30 September 2021 its recommendation on the restriction of dividends.17
In this regard, the ECB is recommending bank supervisors to once again assess the capital and distribution
plans of each bank as part of the regular Supervisory Review and Evaluation Process (SREP).
Similarly, on 24 September 2021, the ESRB’s General Board decided that the ESRB Recommendation on
the restriction of distributions during the COVID-19 pandemic should lapse at the end of September 2021.
Both the ECB and ESRB asked banks to remain prudent when deciding on dividend payouts and share
buy-backs by not underestimating the risk that additional losses may have on banks’ capital positions as
COVID-19 related support measures are phased-out. Furthermore, banks were also encouraged to maintain
a prudent and forward-looking approach when deciding on remuneration policies.

European Commission Coronavirus response: Tackling non-performing loans to enable banks to
support EU households and businesses

On 16 December 2020, the European Commission presented a strategy to prevent the accumulation of
NPLs on bank balance sheets as a result of the COVID-19 pandemic.18,19 In its latest strategy, the Commission is proposing a series of actions with four main goals:
1.

Further developing secondary markets for distressed assets: This will facilitate the disposal of
NPLs on bank balance sheets while safeguarding debtor protection. A key step in this process is the
Commission’s proposal on credit servicers and credit purchasers, currently being discussed at EU
level. The Commission is also exploring the possibility of implementing a central electronic data hub
with the intention of enhancing market transparency.20

2.

Reform the EU’s corporate insolvency and debt recovery legislation: This is aimed at converging
the numerous insolvency frameworks across the EU, while preserving consumer protection. In this
regard, the Commission is urging the Parliament and Council to reach an agreement on the legislative
proposal for minimum harmonisation rules on accelerated extrajudicial collateral enforcement, originally proposed by the Commission in 2018.

3.

Support the establishment and cooperation of national asset management companies at EU
level. The Commission is expressing its intention to support Member States in setting up national
asset management companies, while also exploring the possibility of establishing an EU network of
national asset management companies. This would empower national entities to exchange best practices, enforce data and transparency standards.

4.

Precautionary measures: The Commission notes that there exist significant divergences among
member states’ economic policy responses to mitigate the effects of the COVID-19 pandemic. Thus,
it is crucial that authorities have the possibility to implement precautionary public support measures,
to ensure the continued funding of the real economy under the EU’s Bank Recovery and Resolution
Directive (BRRD) and State aid frameworks.

   Press release: ECB decides not to extend dividend recommendation beyond September 2021.
   EU Commission response press release is available here.
19
   This strategy builds upon the EU Council Action plan to tackle NPLs in July 2017, the Commission’s communication on completing
the Banking Union in October 2017 and the EU Commission’s package of measures to tackle high NPL ratios published in March 2018.
20
   This hub is intended to facilitate the exchange of information between all NPL stakeholders involved such as credit purchasers, credit
sellers and asset management companies to ensure that NPLs are dealt with effectively.
17
18
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EBA publishes final draft technical standards on disclosure of indicators of global systemic
importance by G-SIIs

On 18 February 2021, the EBA published its final draft ‘Implementing Technical Standards (ITS) on disclosure of indicators of global systemically important institutions (G-SIIs)’. These standards serve as a guide
to identify which banks classify as G-SIIs and give instructions for disclosure of information that is required
under the Capital Requirements Regulation (CRR). The amendments to the implementing regulation are
related to the disclosure of indicators of global systemic importance. In accordance with Article 441 of the
CRR, institutions that are identified as G-SIIs are required to disclose the values of the indicators used to
determine their score in accordance with their identification methodology based on Article 131 of Directive
(EU) 2019/878. This information should be disclosed in their year-end Pillar 3 report. To ensure comparability
and consistency, the Pillar 3 disclosure is aligned with the Basel Committee on Banking Supervision (BCBS)
disclosure template for G-SIB indicators. In the EU framework, the Pillar 3 disclosure by G-SIIs needs to be
consistent with information that is reported from institutions with a leverage ratio exposure higher than €200
billion.
Before submitting the ITS to the Commission, the EBA has to analyse the related costs and benefits, therefore the ITSs that are developed have to be accompanied by a qualitative impact assessment for an analysis
of any potential costs and benefits.

The EBA will make its Basel III monitoring exercise mandatory

The EBA conducts a monitoring exercise to assess the impact of the transposition of the Basel III framework on a sample of EU credit institutions, in conjunction with the Basel Committee on Banking Supervision
(BCBS).
The exercise monitors the impact of the latest regulatory developments at BCBS level with regard to:
i)
the global regulatory framework to enhance resilience for banks and banking systems;
ii) leverage ratios;
iii) liquidity ratios;
iv) the Net Stable Funding Ratio (NSFR);
v) the post-crisis reforms.
On 16 March 2021, the EBA published a Decision that will mandate as obligatory the Basel III monitoring
exercise, starting from December 2021.
The change will expand the sample used for the monitoring exercise, to include additional jurisdictions and
credit institutions to enhance representativeness with the aim of reaching a stable sample over time, by
considering the proportionality principle.
Overall, this decision will support the EBA to effectively represent the interests of EU institutions in the BCBS
and to provide informed opinions and technical advice to the EC, European Parliament, and European
Council about the implementation of BCBS standards into the EU law.

EBA publishes its final Guidelines on internal governance

On 2 July 2021, revised Guidelines on internal governance were published by the EBA. The revisions
incorporate amendments arising from the Capital Requirements Directive (CRDV) as well as the Investment Firms Directive (IFD) relating to credit institutions’ sound and effective governance arrangements. The
Guidelines clarify that an important aspect of sound internal governance arrangements and credit institutions’ risk management framework is identifying, managing, and mitigating money laundering and financing of terrorism risk. Furthermore, the Guidelines stipulate and underline the importance of the framework
relating to loans to members of the management body and their related parties. In particular, provisions are
included in the Guidelines to cater for situations where loans and/or transactions with members of the management body and their related parties have the potential to create conflicts of interest. Finally, new guidance
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is incorporated on the code of conduct with the aim of avoiding any forms of discrimination and promoting
equal gender opportunities.
These Guidelines will become effective on 31 December 2021 and will be applicable to EU competent
authorities as well as to credit institutions, both on an individual and consolidated basis.

EBA publishes its final revised Guidelines on sound remuneration policies

On 2 July 2021, the EBA published the final report on its Guidelines on sound remuneration policies (EBA/
GL/2021/04). The revision reflects the amendments introduced by the CRDV Directive and will be effective
as from 31 December 2021. The updated guidelines will apply to competent authorities across the EU, as
well as to institutions on an individual and consolidated basis.

Systemic Risk Board (SRB) Minimum Requirement for Own Funds and Eligible Liabilities (MREL)
Policy 2021

On 26 May 2021, the SRB published its updated ‘Minimum Requirement for Own Funds and Eligible Liabilities (MREL) Policy under the Banking Package’.21 The updated policy reflects the changes required through
the Banking Package, as well as the experience acquired during the 2020 resolution planning cycle. In
particular, the updated policy establishes the Maximum Distributable Amount related to MREL (M-MDA) for
banks that do not comply with the combined buffer requirement (CBR) or breach their MREL requirement.
The 2021 MREL policy explains that the restrictions may prohibit banks from distributing more than the
M-MDA through various actions, including restrictions on dividend payments, variable remuneration, and
payments to Additional Tier 1 (AT1) instrument holders.
Moreover, the revised policy sets out the approach to adjust the recapitalization amount (RCA) to estimate
Pillar 2 requirements post-resolution (P2R post-resolution). In this regard, resolution actions for banks with
a high-risk profile are expected to induce a risk-reducing effect which could be reflected into a lower postresolution P2R level for both external and internal MREL. For banks with a lower risk profile, the estimate of
P2R post-resolution would be calculated on the basis of the current resolution P2R. The 2021 MREL policy
also provides further clarification on MREL eligible instruments.

European Commission’s Anti-money laundering and countering the financing of terrorism
legislative package

On 20 July 2021, the European Commission unveiled a package of legislative proposals with the aim of
strengthening the EU’s anti-money laundering and countering the financing of terrorism (AML/CFT) rules.
The main feature of the four-fold package is the establishment of a new AML Authority (AMLA). The new
Authority will be mainly responsible for two areas: AML/CFT supervision and supporting EU Financial Intelligence Units (FIUs). Indeed, the AMLA will have direct AML/CFT supervisory powers on a number of crossborder financial entities that have a high-risk profile. The AMLA will also support EU FIUs, including by
establishing standards for reporting and information exchange, supporting joint operational analyses, and
by hosting the central online system FIU.net.
The legislative package also proposes a new Regulation on AML/CFT, including in the areas of consumer
due diligence and beneficial ownership. Compared to the current framework, the new Regulation will contain directly applicable rules that will no longer need transposition into national law, thus reducing delays in
implementation and divergences in national rules which often result in fragmentation of approaches applied
across the EU. Additionally, a sixth AML Directive (AMLD 6) is also being proposed which will replace the
existing AML Directive.22 This new Directive will contain new rules on national supervisors and FIUs in Member States as well as new requirements regarding risk assessments, self-regulatory bodies, administrative
measures and sanctions and cooperation.
    The banking package includes; the EU Bank Recovery and Resolution Directive 2019/879 (BRRD2), Regulation (EU) 2019/877
establishing a Single Resolution Mechanism (SRMR2), the Capital Requirements Regulation 2019/876 (CRR2) and Capital Requirements
Directive 2019/878 (CRDV).
22
   Directive (EU) 2015/849 (the fourth AML directive), as amended by Directive (EU) 2018/843 (the fifth AML Directive).
21
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Finally, a revision of Regulation (EU) 2015/847 on Transfers of Funds to trace transfers of crypto assets is
being proposed. Until now, transfers of virtual assets have remained outside of the scope of Union legislation
on financial services. Nevertheless, this revision would introduce disclosure requirements for the buying and
selling of crypto assets within the EU to enhance transparency in the crypto assets sector. Effectively, these
legislative proposals pave way for more centralised supervision, more coordinated approach to AML, and
further harmonisation of rules and standards.

EBA’s final draft Regulatory Technical Standards (RTS) on own funds and eligible liabilities

On 26 May 2021, the EBA published its final draft Regulatory Technical Standards (RTS) on own funds and
eligible liabilities, amending Delegated Regulation (EU) No 241/2014 (RTS on own funds). One of the main
changes required to the RTS following the adoption of the CRR2, relates to the requirement of having prior
supervisory permission for the reduction of own funds.23 Indeed, this requirement is clarified directly in the
Level 1 text of the CRR2 to additionally apply in case of reduction, distribution or reclassification of share
premium accounts. The amended CRR also requires the EBA to lay down the criteria for eligible liabilities
instruments to be in line with the own funds regime in order to constitute high-quality loss absorbing capacity.

EBA Guidelines on money laundering and terrorist financing risk factors

On 1 March 2021, the EBA published its final revised Guidelines on money laundering and terrorist financing
(ML/TF) risk factors. These revised Guidelines consider recent changes to the EU AML/CFT legal framework
and address new ML/TF risks that have emerged with the aim of tackling divergent supervisory approaches
that remain in place. The Guidelines are addressed to both financial institutions and supervisory authorities.
Specifically, they describe how entities should take into consideration certain factors when assessing risks
related to ML/TF that emanate from business relationships or other occasional transactions. Additionally,
they describe the procedure that entities should follow to ensure that the customer due diligence (CDD)
measures applied are appropriate and proportionate to the level of ML/TF risk identified. On CDD measures,
new guidelines are added on the procedure relating to the identification of beneficial owners, the application
of new innovative solutions to confirm the identity of customers and the provisions related to high-risk third
countries. New sectoral guidelines have also been included for crowdfunding platforms, corporate finance,
account information service providers (AISPs) and payment initiation services providers (PISPs), and firms
providing activities of currency exchanges offices. Finally, the Guidelines also include increased details on
risk factors relating to terrorist financing.

23

   Regulation (EU) 2019/876 of the European Parliament and of the Council of 20 May 2019 amending Regulation (EU) No 575/2013.
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BOX 1: UPDATE OF DEEP-DIVE ANALYSIS INTO MORATORIA UPTAKE
IN MALTA 1
This Box updates the analysis featured in Box 6 of the FSR 2020, with data up to July 2021. The
analysis focuses on the same main sectors of economic activity, which have been mostly impacted
by the COVID-19 pandemic investigated in Box 6 of the 2020 FSR, namely:
i.
i.
iii.
iv.
v.
vi.
vii.
viii.
ix.

Households;
Accommodation and food service activities (NACE code I);
Real estate activities (L);
Administrative and support service activities (N);
Professional, scientific and technical activities (M – 70.1);
Financial and insurance activities (K – 64.2);
Wholesale and retail trade (G);
Construction (F);
Head offices (M – 70.1) and holding companies (K – 64.2).2
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Chart 1 illustrates the loan moratoria uptake by sector, the Stringency Index (SRI) reflecting the degree
of containment measures on a scale from 0 (no restrictions) to 100 (full containment) and the tourism
activity index as the ratio of monthly inbound tourists to corresponding monthly pre-COVID-19 figures.3
Compared to April 2021, the share of active loan moratoria continued to decline further from €285 million to €80 million, equivalent to 0.6% of the total loan portfolio of the 11 banks that have granted EBAcompliant loan moratoria
since the issuance of CenChart 1
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Source: Central Bank of Malta.
improvements in economic
   Prepared by David Stephen Law, Principal Quantitative Analyst within Policy Crisis Management and Stress Testing Department; and Brendon Cassar, Senior Economist within Policy Crisis Management and Stress Testing Department. The authors
would like to thank Alan Cassar, Chief Officer Financial Stability and Statistics Division and Christine Barbara, Manager within
Policy Crisis Management and Stress Testing Department, for their valuable suggestions.
2
   The use of loan moratoria by the professional, scientific and technical activities, and the financial and insurance activities consisted of head offices (M - 70.1) and holding companies (K - 64.2), respectively. Since these are similar in nature, the dynamics of
these two sectors are discussed simultaneously as ‘head office and holding companies’.
3
   The SRI was chosen as it focuses exclusively on containment measures. This index was developed by Blavatnik School of
Government and the University of Oxford (as part of the Oxford COVID-19 Government Response Tracker – OxCGRT). In collaboration with the Bank, the OxCGRT now also includes a timeseries for the Government’s COVID-19 response (see Sant, 2021).
4
   In order to take into account the seasonality of tourist arrivals, the tourism activity index presents the volume of inbound tourists for the reference month as a share of the volume recorded during the corresponding month of 2019. Thus, while the tourism
activity index increases by circa 8 times from 5% to 40% between April 2021 and July 2021, the increase is scaled to consider also
the fact that tourist arrivals were higher in July 2019 compared to April 2019. Indeed, by directly comparing the number of tourist
arrivals, the figure for July 2021 is almost 11 times higher than the number of tourist arrivals recorded in April 2021.
1
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conditions as represented by
the SRI and tourism activity
index, paired with the overall
decline in active moratoria,
indicate a sounder financial position for borrowers
to continue honouring their
obligations.

Chart 2
SHARE OF MORATORIA IN LOAN PORTFOLIOS AS AT JULY 2021 –
11 BANKS IN SCOPE
(per cent)
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months, with no active morSource: Central Bank of Malta calculations.
atoria in the administrative
and support service activities. Furthermore, negligible shares of loan moratoria were registered for
households, wholesale and retail trade, the “other sectors”, real estate activities and the construction
sector.
Although the share of active moratoria is highest for the accommodation and food service activities
sector given the low levels of tourism activity, active moratoria in this sector have also reduced significantly from 12% in April to under 3% by July.
Out of all expired moratoria, the vast majority remain classified as performing. Indeed, loans with
expired moratoria becoming NPLs (red bar), remains a very small proportion of the overall sectoral
loan portfolio. New NPLs post moratoria expiration, amount to 0.67% of total loans of the 11 banks
in scope. Expressed as a share of all loans that had been granted moratoria, expired moratoria turning NPLs amount to 5.8% of household loans (compared to 4.9% in April 2021) and 4.7% of NFC
loans (up from 3.4%). Overall, expired moratoria turning NPLs amount to 4.9% of total loans granted
a moratorium (up from 3.7%). Despite the minor increases compared to April 2021, the share still
remains rather low at under 5%. Moreover, the stress test presented in Box 6 of the 2020 FSR can
be deemed as a sufficiently adverse scenario for the assessment of potential cliff-edge effects by
shocking the system through a five-fold conservative assumption of 25% of total loans with moratoria
becoming NPLs. Furthermore, only a negligible amount of moratoria is expected to remain active
after December of this year.
To support NFCs that might continue needing assistance after the moratorium expires, the MDB
announced in March 2021 that “regular loan repayments (interest and capital) of bank loans to businesses approved on or prior to 23 March 2021” are also eligible costs for financing under the CGS.
This means that loan repayments from expiring moratoria could be financed via CGS loan facilities.
Nevertheless, the uptake of new facilities under the MDB’s CGS since March 2021 has been contained, indicating minimal transfer of credit risks associated with expiring moratoria onto the CGS.
Given: (a) the overall resilience demonstrated by banks; (b) the substantial decline in active moratoria which in the vast majority are expected to expire by end 2021; and (c) the relative stability in the
volume of loans granted under the CGS scheme, the risk of cliff-edge effects from loans becoming
NPLs upon expiration of moratoria continues to be deemed negligible in terms of both probability of
occurrence and impact.
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2. Developments in the
Banking Sector

2. DEVELOPMENTS IN THE BANKING SECTOR
2.1 Core Domestic Banks

The balance sheet of the core domestic banks expanded further in the first half of 2021, up by 3.7% to reach
€26.7 billion, equivalent to 197.8% of GDP. Such growth was mainly attributed to increased holdings of government debt securities, interbank placements and to a lower extent customer loans which were financed
primarily by deposits from resident households (see Chart 2.1). In terms of asset quality, these banks seem
to be managing credit risks effectively, though the probability of rising credit risk much depends on the
growth trajectory of the Maltese economy, the evolution of the pandemic and repayment capabilities of borrowers, particularly those benefitting from any support measures. On a positive note, in the first half of the
year, profitability improved significantly with the re-opening of the economy, which is expected to continue
pushing up gross income on the back of higher credit and consumer spending.
The increase in government paper
mainly reflected increased holdings of domestic government
bonds, which rose by 18.2% as
the Government sought to finance
its COVID-19 support measures.
Furthermore, holdings of foreign
sovereign bonds, mainly of European governments rose by 4.1%
(see Chart 2.2). Debt securities
issued by domestic banks and
non-bank corporates remained the
least favoured investment classes,
while holdings of both foreign corporate and bank bonds declined
further to almost 11% and 19% of
the bond portfolio, respectively.
The increased interest in domestic
government paper resulted in the
holdings of medium-rated bonds to
increase by about 17%, accounting
for almost 60% of the overall bonds,
while high-rated bonds declined by
9.3% to almost a third of the bond
portfolio. The overall quality of the
bond portfolio was also affected
by a higher amount of low-rated
bonds. These grew by around
18%, specifically owing to higher
holdings of foreign governments’
sovereign bonds, while unrated
bonds declined by 8.1%. In light of
these developments, low-rated and
unrated bonds each accounted for
almost 5% of total bonds.1 Although
equity holdings expanded by 3.7%
to €477.5 million, mainly driven by
capital investment in subsidiaries,

Chart 2.1
CONTRIBUTION TO BALANCE SHEET GROWTH − CORE DOMESTIC
BANKS
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Note: June 2021 figures refer to growth over end 2020.

Chart 2.2
BOND PORTFOLIO − CORE DOMESTIC BANKS
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   Investment-grade bonds carrying a rate of AA- or above are considered to be ‘high-rated bonds’. ‘Medium-rated bonds’ are those rated
between A- and A+, whereas ‘low-rated bonds’ are those rated between BBB- and BBB+.
1
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they still represented just 1.8% of banks’ total assets indicating the somewhat limited interest of these
banks to invest in equities.
The expansion in the banks’ balance sheet was also supported by significant interbank placements,
where the ample liquidity of core domestic banks led to higher deposits being placed with related and
unrelated foreign credit institutions. Such deposits rose by over a quarter, equivalent to 6.5% of assets.
However, activity in the domestic interbank market remained mute amounting to only 0.9% of interbank
placements.
Customer loans, mainly towards residents, also contributed to the expansion of these banks’ balance
sheet, growing by 1.9% to account for almost half of their assets. Resident lending grew by 3.5% to €11.8
billion, driven by mortgages, which went up by 5.3% as the extension of government incentives on stamp
duty continued to support the real estate market from the adverse effects caused by the pandemic. As
economic activity is picking up momentum, consumer credit reported a milder contraction of 0.9% compared to the drop of 4.6% reported in the first half of 2020. Resident credit to private corporates grew at a
slower pace, up by 1.9% compared to 3.7% in the first half of 2020. At a sectoral level, resident corporate
lending was mainly fuelled by higher credit to the accommodation and food services activities, construction, transportation and storage, and wholesale and retail trade sectors – the sectors that benefitted most
under the CGS.
Deposits, largely from residents, remained the most preferred funding source for these banks. Overall
deposits expanded by 2.7% to just over €22 billion, financing more than 80% of assets. This increase was
exclusively from higher resident deposits, which increased by 3.2% to account for almost 92% of overall
deposits. At the same time, non-resident deposits continued to trend downwards as banks continued with
their de-risking programmes. In the first half of the year, resident household deposits rose by 5.2% as
households remained somewhat hesitant in light of uncertainty caused by the pandemic and continued to
build their savings. Conversely, resident private NFCs’ deposits retreated by 2.8% to account for 14.5% of
total resident deposits. Preference for short-term deposits remained strongly evident during this period,
with the increase in overall deposits predominantly driven by demand deposits, up by 3.6% to represent
about 81% of total deposits. Conversely, time deposits fell by 1.1%. Such developments allowed banks to
fund their operations at a lower cost, as the weighted average interest rate on resident deposits declined
to 0.17% from 0.20%. Meanwhile, interbank funding fell by almost a third while debt securities remained
relatively stable, both being limited sources of funding.
Core domestic banks strengthened further their ample liquidity buffers with the Liquidity Coverage Ratio
(LCR) reaching almost 420% in June 2021 from about 330% in December 2020, as a significant drop
in net liquidity outflows more than compensated for the drop in liquid assets. Meanwhile, the NSFR, a
liquidity metric which is complementary to the LCR and which has become mandatory as of June 2021,
stood at around 165%, with all banks exceeding the 100% threshold. Such strong liquidity position is also
supported by the notable increase in holdings of unencumbered central bank-eligible counterbalancing
capacity (CBC), up by almost a half to represent around 15% of the overall balance sheet. The unencumbered central bank-eligible share of CBC amounted to 2.1 times the total net liquidity outflows, suggesting
that in a stressed scenario this category of banks can aggregately survive around 60 days of net cash
outflows, demonstrating their healthy liquidity position.
During the first six months of the year, both total own funds and risk-weighted exposures moved at the
same pace. As a result, the total capital ratio remained unchanged at 21.7% in June 2021 (see Chart 2.3).
The slight increase in risk-weighted assets was mainly attributable to higher credit risk exposure, which
at 90% still accounted for the bulk of the risk exposures, with the remaining share relating to operational
risks. Nonetheless, the risk profile of core domestic banks, defined as the risk-weighted exposures to
total assets, improved further, decreasing by 1.3 percentage points to 41.6% in June 2021. At the same
time, the leverage ratio increased by a marginal 0.1 percentage point to 7.7%, remaining well above the
regulatory threshold of 3%.
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Similar to euro area banks, core
domestic banks’ profitability recovered with post-tax ROE and ROA
of 2.8% and 0.2% as at June 2021,
respectively, up from -0.3% and
-0.02% in December 2020.2 As a
result, domestic banks’ profitability
performance remained somewhat
below that of European banks
which reported a weighted average ROE and ROA of 7.4% and
0.47%, respectively in June 2021.3
However, despite improving significantly, at almost €87 million in
June 2021, pre-tax profits continued to lag behind their pre-pandemic levels (see Chart 2.4). Profit
before tax in the first half of 2021
accounted for about two thirds of
the profits registered in the same
period in 2019, indicating a more
positive rebound from the effects of
the pandemic.

Chart 2.3
CHANGE IN TOTAL OWN FUNDS, CAPITAL AND LEVERAGE RATIOS −
CORE DOMESTIC BANKS
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Chart 2.4
MAIN COMPONENTS OF PROFITS − CORE DOMESTIC BANKS
(EUR millions)
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Such improvement in profits emanated mainly from lower net impairment charges, which almost halved
in June 2021, following the significant amount of provisions put
aside in 2020 to mitigate actual
and possible future credit losses
brought about by the pandemic.
Non-interest income also contributed positively to the profitability
2020
H1 2021
of these banks. It rose by almost
Source: Central Bank of Malta.
Note: Grey bars indicate pre-tax profits in absolute amounts. Teal (positive) and red (negative) bars
15% largely driven by a recovery in
indicate annual and semi-annual changes in profit components. NII stands for net interest income.
non-trading losses, higher trading
profits, and fees and commission
income, with the latter up by 3.8% reversing the decline posted in the previous year. On the contrary, dividend income receivable declined further on the back of lower dividend received from subsidiary companies.
Concurrently, net interest income (NII) went up by just 0.3%, exclusively driven by higher NII from intermediation. The latter expanded by almost 2% as intermediation expenses fell at a faster rate than intermediation
income. Non-interest expenses rose by 3.6% mainly due to an increase in general administrative expenses
and regulatory fees, as otherwise staff expenses declined.
Going forward, the gradual economic recovery coupled with improved income prospects could stimulate further consumer spending, which in turn, could be reflected in increased interest income on the back of higher
bank credit. Banks recorded lower income from securities despite the expansion of such portfolios. In light
of these developments, the operational cost-to-income ratio improved by 0.4 percentage point to stand at
67.8%, surpassing the EU banks’ average of around 64%.4
   Profits are based on four-quarter moving sums.
   Source: EBA Risk Dashboard
4
   See footnote 3.
2
3
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On aggregate, the pandemic has so
far left a subdued impact on these
banks’ asset quality as offsetting
developments were reported. This
led to the total NPL ratio to deteriorate by just 0.2 percentage point
to 3.9% in June 2021, mainly due
to higher resident NPLs, with the
ratio advancing by 0.5 percentage
point to 3.6%, largely on the back
of higher NPLs of corporates operating in the accommodation and
food service sector, being the sector most affected by the pandemic
(see Chart 2.5). Consequently, the
resident corporate NPL ratio rose
by 1.7 percentage points to 9.2%.
The household sector remained
somewhat resilient with the resident household NPL ratio deteriorating slightly to 2.9% in June 2021
owing to higher mortgage NPLs. In
contrast, resident consumer credit
NPLs declined. Meanwhile, the
non-resident NPL ratio improved by
1.3 percentage points to 6.9% due
to higher write-offs coupled with a
larger non-resident corporate loan
book. While Stage 3 loans rose by
8.7%, Stage 2 loans retreated by
10.8% with their respective shares
standing at 5.3% and 10.7% of the
overall loan portfolio (see Chart
2.6).

Chart 2.5
NPL RATIOS − CORE DOMESTIC BANKS
(per cent)
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Source: Central Bank of Malta.

Chart 2.6
STAGE ALLOCATION OF LOANS AND ADVANCES AND PROVISIONS −
CORE DOMESTIC BANKS
(per cent)
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Source: Central Bank of Malta.
measures increased further, up by
almost a third in the first half of the
year to represent just 3.9% of total loans, signalling some tentative signs of asset deterioration going
forward. Such rise largely emanated from still-performing loans, which now accounted for more than half
of the overall forborne loans, reversing the trend of previous years whereby most forborne loans were
non-performing. This development, in part, reflected the expiration of EBA-compliant moratoria, which led
to some loans to continue benefitting from forborne measures to aid borrowers in servicing their loans.5
Despite the increase in NPLs, provisions (including the Reserve for General Banking Risks as specified in the
BR/09/2019) declined by 6.1% in the first half of the year, mainly through lower Stage 2 and Stage 3 provisions. Such developments reflected the decline in non-resident NPLs, reversing the double-digit growth in
provisioning levels reported in 2020. Some banks did increase their provisions though moderately, perhaps
indicating that provisions set aside in the previous year were adequate. As a result of these developments,
the total coverage ratio contracted by 6.9 percentage points to 45.6% in June 2021. Collateral backing NPLs
increased significantly such that NPLs are almost fully-covered, limiting somewhat credit risk for these banks.

5

   More detailed information on loans under moratoria is in Box 1.
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At the current juncture, the impact of the pandemic on the overall asset quality appears to be contained.
Looking ahead, asset quality could potentially deteriorate further as the lifting of government support measures including the expiration of the MDB’s CGS, could eventually take its toll on NPL levels, in the event
that borrowers face some difficulties in meeting their debt obligations. Nevertheless, this much depends
on how quick the economy continues on its path to recovery, which in part depends on the evolution of the
pandemic. Therefore, it is crucial from a financial stability perspective that banks continue reviewing their
loan portfolios to ensure that credit risk policies reflect current risks, while maintaining their adequate capital
and liquidity buffers.

2.2 Non-Core Domestic Banks

As the COVID-19 pandemic wears on, its impact on the non-core domestic banks eased somewhat in the
first half of 2021. This is evidenced by their improved post-tax ROE and ROA, which narrowed to -4.8% and
-0.5% from -12.7% and -1.4%, respectively, six months earlier. The recovery mainly reflected a significant
drop in net impairment charges, which almost halved owing to a general recovery in a significant portion of
their non-performing loan portfolio. This decrease in impairment charges was also supported by enhanced
risk management practices, particularly on credit risk. Non-interest income rose by 43.4% over 2020, pushing up its share in gross income by 9.3 percentage points to 60.4% in June 2021, mostly due to higher dividend income and fees and commissions income.
NII fell by 1.7% over 2020 due to lower income earned from non-intermediation activities, particularly from
their securities portfolio. On the other hand, NII from intermediation activities increased by around a fifth,
driven by increased lending activities especially towards NFCs.
Non-interest expenses rose by 2.9% predominantly due to rising administrative and staff-related costs. As
a result, the cost-efficiency ratio of the non-core domestic banks improved, dropping from 95.8% in 2020 to
80.6% in June 2021. Notwithstanding, non-core domestic banks still reported the highest ratios across the
three bank categories, in part reflecting their size and diverse business models.
During the first half of 2021, these banks’ assets expanded by 11.4%, driven mainly by a larger investment
portfolio, and to a lower extent by increased lending and interbank placements (see Chart 2.7). Meanwhile
placements with the Central Bank of Malta fell by a marginal 0.4% over 2020, but still continued to represent
an important share of assets – almost a quarter of their balance sheet size.
The securities portfolio grew by almost a third in the first six months of the year, owing to higher investment in bonds, as otherwise equity
holdings fell by 5.7%, mainly due to
Chart 2.7
lower units invested in MMF funds.
CONTRIBUTION TO ASSETS GROWTH − NON-CORE DOMESTIC
BANKS
Their bond portfolio continued to be
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Source: Central Bank of Malta.
stepped up their holdings of foreign
Note: June 2021 figures refer to growth over end 2020.
bank bonds, yet their share in total
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assets remained more contained at
10.9% in June 2021.

Chart 2.8
BOND PORTFOLIO − NON-CORE DOMESTIC BANKS
(EUR millions)

€98.6
During the first half of 2021, the
Domestic sovereign debt
share of high-rated bonds dropped
€89.5
by 13.1 percentage points to
Foreign sovereign debt
27.8% of the overall bond portfolio
€0.3
Domestic non-bank corporate
while investments in medium-rated
bonds
bonds increased by 46.4% over
€22.4
Foreign non-bank corporate bonds
December 2020. This reflected
higher investments in MGS matur€0.9
Domestic bank bonds
ing between 5 to 10 years. As a
result, the share of MGS increased
€16.2
Foreign bank bonds
to 52.0% of the overall bond portfolio. Investments in both unrated and
0
50
100
150
200
250
300
low-rated bonds rose to account for
Semi-annual change
June 2021
Dec. 2020
16.5% and 3.7%, respectively also
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indicating some quality deterioration of the overall bond portfolio. In
terms of maturity structure, non-core domestic banks continued to hold around 44% of their bond holdings
with maturities of over five years, with increased preference towards bonds with residual maturity beyond
10 years. Although the share of bonds with maturities of between one and five years decreased to almost
31% of the bond portfolio, banks increased their participation in the Treasury bills market, with such paper
representing about a quarter of overall holdings in June 2021. Such investment strategy could reflect the
decision to invest their excess liquidity in Treasury Bills, rather than increasing their placements with the
Central Bank.

Customer loans grew by 6.8%, accounting for 31.9% of their assets in June 2021. The increase stemmed
mainly from higher loans to foreign customers, predominantly other financial intermediaries (OFIs) and to
a lower extent NFCs, partly offset by lower loans to non-resident households (see Chart 2.9). Resident
customer loans grew by 9.9% over December 2020, primarily driven by higher lending to resident NFCs particularly those operating in the education and real estate sector, to represent 20.1% of total customer loans.
Loans to resident OFIs and households also rose, yet their share in the customer loan portfolio remained
limited to 6.3% and 6.5%, respectively.
Interbank lending grew by 18.4%
over 2020, exclusively due to
higher placements with unrelated
local and foreign banks, accounting for 9.0% of these banks’ assets.
Meanwhile, intragroup placements
fell by 8.0% to just 1.3% of assets.
The asset quality of the non-core
domestic banks’ lending portfolio
improved, with the NPL ratio narrowing by 0.8 percentage point to
6.3% in June 2021. This reflects
a   5.9% drop in NPLs over 2020,
driven predominantly by lower
NPLs towards financial institutions
and NFCs, to a lesser extent. The
latter reflected lower NPLs in the
foreign real estate sector, which
CENTRAL BANK OF MALTA

Chart 2.9
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was partly attenuated by increased resident NPLs of NFCs, most particularly companies operating in the
wholesale and retail trade sector. Yet, at 1.1%, the resident NPL ratio remained low.
Further to the drop in NPLs, loans classified as Stage 2 and Stage 3 also declined further, indicating improved
credit risk in the loan portfolio. While the outstanding stock of loans with forbearance measures is limited
to just 0.7% of loans, over the first six months of the year, these have risen by more than a third, with such
increase, however, stemming predominantly from performing exposures with forbearance measures. Overall provisions remained almost unchanged, with the lower provisions for Stage 1 and Stage 2 loans almost
offset by higher Stage 3 provisions, accounting for 94.8% of total provisions. This may reflect a transfer of
provisions from Stage 2 loans into Stage 3 loans. Nonetheless, provisions only cover around half of these
banks’ non-performing loans.
Financing more than two thirds of their balance sheet, customer deposits remained the main preferred
source of funding for the non-core domestic banks. These grew by 6.4% over end-2020, mainly driven by
increased inflows of foreign customer deposits, largely from OFIs and to a much lower extent, from insurance companies and pension funds (ICPFs), private NFCs and households. Resident customer deposits
rose by 3.1%, although their share in the overall customer deposits and balance sheet dropped by 0.7
percentage point and 1.2 percentage points to 21.7% and 14.8% by mid-2021, respectively. The increase in
resident customer deposits was primarily attributed to higher deposits from private NFCs, mostly operating
in the arts, entertainment, and recreation as well as in manufacturing, as otherwise deposits from resident
OFIs and households contracted. In terms of duration, the preference for deposits withdrawable on demand
was consolidated further, with such deposits accounting for 55.2% of customer deposits.
The expansion in the non-core domestic banks’ balance sheet was also financed from higher Eurosystem
funding, as the majority of these banks continued to tap into supportive financing operations, in the form of
USD operations, TLTRO-III, and PELTRO operations. Indeed, in the course of the first six months of 2021,
such funding increased by about 75%, drumming up its share of total liabilities by 3.5 percentage points to
9.7% in June 2021.
At the same time, interbank funding rose by more than a fifth to 7.4% of assets, largely due to increased
placements from foreign unrelated credit institutions. Funding from foreign subsidiaries also increased, up
by 5.1% over 2020, while links with resident unrelated credit institutions remained minimal. The LCR of the
non-core domestic banks remained healthy and sufficiently above the minimum regulatory requirement,
increasing to 390.4% in 2021 from 325.4% six months earlier. Meanwhile, the NSFR, which became mandatory in June 2021, stood at 176.9%, with all non-core domestic banks exceeding the minimum regulatory
threshold of 100%.
During this period, the capital position of the non-core domestic banks deteriorated slightly, with the Total
Capital Ratio and the Tier 1 capital ratio each dropping by 0.4 percentage point to 19.8% and 19.5% in June
2021, respectively. Such deterioration is mainly attributed to a faster rise in Risk Weighted Assets (RWA)
which outweighed the growth in total own funds. The 3.8% rise in RWA emanated from higher credit risk
exposures, particularly towards retail and corporates, as otherwise foreign exchange and operational exposures fell by 6.9% and 1.9%, respectively. Despite declining by 0.8 percentage point, at 8.7% in June 2021,
the leverage ratio stood well-above the minimum regulatory requirement of 3%.

2.3 International Banks

The number of international banks remained unchanged at 12, of which four are branches while the rest are
subsidiaries of foreign banks or stand-alone banks. The declining trend in these banks’ assets observed in
recent years was reversed in the first half of 2021, with assets expanding by 3.4%. At almost €12 billion and
predominantly exposed to non-resident counterparties, assets were equivalent to 98.3% of GDP.
The growth in assets was partly driven by an increase in claims on the Eurosystem, as funds placed with
the Central Bank of Malta rose by a significant 60.3% (see Chart 2.10). This was exclusively by the subsidiaries and stand-alone banks, as otherwise the branches of foreign banks kept lower funds under the
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reserve requirement. This led to
the share of placements with the
Central Bank of Malta on the overall assets of international banks to
increase by 3 percentage points to
8.5% in June 2021. Furthermore,
interbank placements have also
contributed significantly to asset
growth, with an increase of 25.2%
recorded in the first half of 2021.
This was mainly driven by the
branches as they placed funds with
their head offices, although subsidiaries and stand-alone banks also
posted an increase. Debt securities holdings grew by 3.5%, mainly
by the branches as they increased
their holdings of low-rated debt
issued by Governments in other
jurisdictions. Meanwhile, holdings
of equities also rose but remained
contained, making up just 2.7%
of overall securities holdings. The
increase was exclusively attributable to the subsidiaries and standalone banks as these reported an
increase in both the market value
of previously owned equity holdings as well as new equity holdings
issued by NFCs and OFIs.

Chart 2.10
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Chart 2.11
CUSTOMER LOANS BY SECTOR – INTERNATIONAL BANKS
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and manufacturing sectors. On
the other hand, international banks
granted more credit to non-resident OFIs and households, the latter driven by the activities of micro-lenders.
Although customer loans contracted, they remained an important source of income, making up more than
40% of international banks’ assets in June 2021. The loan portfolio of this group of banks remained mainly
exposed to NFCs, largely operating in the transportation sector, reflecting the operations of the branches
(see Chart 2.11).
Asset quality deteriorated slightly as the stock of NPLs increased by 1.5% during the first half of 2021, exclusively driven by the subsidiaries and stand-alone banks as otherwise branches reduced their stock of NPLs
by almost a half. The overall increase in NPLs stemmed predominantly from consumer credit, possibly as
non-resident households’ financial position remained somewhat weak owing to the pandemic-induced weaknesses in the macroeconomic environment. In contrast, outstanding NPLs pertaining to NFCs declined by
almost 40%. Despite such developments, the overall NPL ratio remained largely unchanged at 1.8% in June
2021 as the rise in NPLs was offset by an increase in loans and advances. Owing to an increase in the level
of provisions, particularly for Stage 2 and Stage 3 loans, the coverage ratio improved to 122.9% in the first
half of 2021, such that provisions held by international banks sufficiently cover the level of NPLs reported on
their balance sheet.
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International banks continued to
Chart 2.12
rely on interbank and customer
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half of the year, customer deposNote: June 2021 figures refer to growth over end 2020. Data on Satabank plc is excluded from 2018 onwards.
its rose by 51.2%, with the majority remaining in the form of time
deposits, limiting somewhat rollover risks. Meanwhile, funding through debt securities declined further.
Despite the decrease in the level of net impairment charges, the overall profitability of this group of banks deteriorated somewhat in the first six months of 2021, partly reversing the growth reported in 2020. The international banks’ post-tax ROA fell by 0.5 percentage points to 1.7% in June 2021. This was driven by the branches
mainly due to lower profits generated from trading activity. As a result, income from non-interest-bearing activities fell by 13.7%, also due to lower income received from dividends and other non-interest income. However,
subsidiaries and stand-alone banks reported an increase in profits of almost 33% in the first six months of
2021, as a result of higher non-interest income from fees and commission and other non-interest income.
Income from interest-bearing activities declined. Expenses also shrank, though at a lower extent, cushioning
somewhat the 6.1% decline in NII. Non-interest expenses also contributed negatively to profitability, as these
rose by 12.2% on the back of higher staff expenses and other operating expenses. This, however, was solely
attributable to the subsidiaries and stand-alone sub-category as otherwise branches reported a decline in
such expenses. As a result, the cost efficiency of international banks deteriorated, with the cost-to-income
ratio increasing by just over 8 percentage points to 43.2% in June 2021.
Despite declining by 10.6 percentage points over December 2020, the liquidity position of subsidiaries and
stand-alone banks remained robust with a LCR of 679.0% in June 2021. This group of banks reported an
increase in both underlying attributes of the LCR ratio, with the increase in net liquidity outflows almost offset
by the increase in liquid assets. Such a strong liquidity position is also corroborated by the NSFR, which
based on the first submissions, all reporting banks individually surpass the minimum regulatory requirement
of 100% with an aggregate NSFR ratio exceeding 200% by June 2021.
The capital position of subsidiaries and stand-alone banks continued to strengthen even further over the first
six months of 2021 as the overall total capital ratio expanded by 4.4 percentage points to 57.2%, mainly on
the back of an increase in Tier 1 capital coupled with a decrease in risk-weighted assets. The latter declined
further mainly as a result of lower credit exposures towards corporates, as otherwise risk-weighted assets
relating to foreign exchange and operational exposures grew further.
After increasing since 2017, the leverage ratio fell by 4.7 percentage points to 37.2% during the first half of
2021, though still by far exceeding the minimum 3% requirement. This occurred as the fully phased-in Tier
1 capital increased at a lower rate than the leverage ratio denominator capturing certain assets, derivative
contracts and off-balance sheet items, amongst others.
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3. Stress Tests

3. STRESS TESTS
The Central Bank of Malta’s stress tests reaffirm the robustness of the banking system’s solvency and liquidity position.1
The Central Bank of Malta continued to monitor the resilience of the banking system’s capital and liquidity through its suite of stress tests and sensitivity analyses which form part of the Central Bank of Malta’s
financial stability toolkit. Although, as mentioned in Chapter 2, core and non-core domestic banks registered
a slight drop in their capital ratios between December 2020 and June 2021, which was driven by a higher
increase in risk-weighted assets relative to the increase in Tier 1 capital; the capital adequacy of the financial system remained robust, as evidenced from the results referred to hereunder. Banks also maintained
highly robust liquidity positions, as presented in Chapter 2. The following sections present updated results
as at June 2021 for: the sensitivity analyses which test banks’ resilience to a drop in house prices and credit
quality deterioration in their holdings of debt securities; two liquidity frameworks assessing banks’ liquidity
buffers following persistent deposit withdrawals and higher outflows affecting their LCR; and the framework
for quantifying interest rate risk in the banking book. The results are directly comparable to those presented
in Chapter 3 of the Financial Stability Report 2020 as both methodology and assumptions applied remain
unchanged.2 The results corroborate the findings of the previous report, with similar impacts, and point
towards overall resilience of the banking sector which is able to withstand the contemplated severe, yet plausible, hypothetical shocks. The post-shock Tier 1 capital ratios of the core domestic, non-core domestic and
international banks remained comfortably above the regulatory threshold of 6%, while their liquidity buffers
were sufficient to absorb the assumed outflows.

3.1 Sensitivity Tests
3.1.1 Drop in House Prices

This sensitivity analysis assesses the impact of two adverse scenarios of exogenous shocks to house prices
on the core domestic banks’ balance sheet over a one-year horizon. Only core domestic banks are considered
given these are the main mortgage
providers. The adverse shocks
assume a drop of 7.5% (equivaCHART 3.1
lent to 1 standard deviation) and a
STRESS TEST RESULTS ̶ IMPACT OF A DROP IN HOUSE PRICES ON
more severe drop of 30% (equivaCORE DOMESTIC BANKS' TIER 1 CAPITAL RATIO
(per cent)
lent to 4 standard deviations) in
20
house prices, respectively, hence
adversely impacting the valuation
of real estate collateral backing
15
loans. The shocks are paired with
a simultaneous increase in NPLs
10
across all sectors of 4% and 18%,
respectively. Both shocks translate
into higher estimates for loan loss
5
provisions under these hypothetical scenarios.
0

Chart 3.1 shows that core domestic
banks’ Tier 1 capital ratio of 18.49%
would drop to 17.32% and 16.11%

Initial Tier 1 capital ratio

Adverse scenario 1: 7.5%
Adverse scenario 2: 30%
decline in house prices & 4% decline in house prices & 18%
increase in NPLs
increase in NPLs

Source: Central Bank of Malta calculations.

   The Central Bank of Malta does not comment on individual bank results for its stress tests given that these are designed to test the
overall resilience of the banking system.
2
   The Macro Stress Testing Framework is run on an annual basis, and therefore results are not included in the Interim Financial Stability
Report. Moreover, the tests assuming an increase in NPLs following the expiration of loan moratoria are deemed no longer relevant since
almost all moratoria have already expired with a negligible amount remaining outstanding as at July 2021. An update on loan moratoria
analysis is provided in Box 1.
1
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under adverse scenarios 1 and 2, respectively. The drop is equivalent to 1.17 and 2.38 percentage points
in banks’ Tier 1 capital ratio, respectively. The estimated level of provisions required is slightly higher when
compared to the December 2020 test, translating into a higher impact on Tier 1 capital when compared to the
estimated drop of 0.63 and 1.68 observed for December 2020. At an individual bank level, all core domestic
banks would be able to absorb the impact of the exogenous shocks with the post-shock Tier 1 capital ratio
exceeding their respective TSCR.

3.1.2 Credit Quality Deterioration

This sensitivity analysis assesses the solvency position of core domestic, non-core domestic and international banks against a potential deterioration in the credit quality of their debt securities portfolio. The methodology and assumptions differ according to accounting treatment and issuer type (sovereign or otherwise).
Specifically, the test assumes a three-notch rating downgrade in all debt securities accounted for at amortised cost (AMC), together with a widening of credit spreads for non-sovereign fair value (FV) debt securities,
and valuation haircuts applied to sovereign FV debt securities.3 Banks not holding any debt securities in their
portfolio are excluded from this test.
Relative to December 2020, the holdings of debt securities increased for both core and non-core domestic
banks, while those for international banks decreased. Nevertheless, the composition of the debt securities
portfolio remained broadly stable. In fact, the share of debt securities rated at investment grade (BBB- or
higher) remained at 100% and 89% for core domestic and international banks, respectively, while for noncore domestic banks the share declined slightly from 95% to 93%. All three bank categories increased their
share of debt securities accounted for at AMC. Indeed, this share has increased from 61% to 62%, from 49%
to 55%, and from 74% to 84% for core domestic, non-core domestic and international banks, respectively,
potentially with the aim of insulating banks from adverse market movements.
Chart 3.2 shows the impact on the three bank categories, with the number in brackets adjacent to the bank
category highlighting the number of banks in scope of the test. The Tier 1 capital ratio would drop from
18.49% to 17.41% for core domestic banks, from 19.49% to 17.41% for non-core domestic banks and
from 62.79% to 62.48% for international banks. The drop in capital is
Chart 3.2
equivalent to 1.08, 2.08 and 0.31
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the banks’ respective TSCR.

   The ratings grades are based on an internal index based on the second-best credit rating of the four major external credit assessment
institutions, namely: Fitch; Moody’s; Standard & Poor’s; and DBRS Morningstar.
4
   The reduced holdings of debt securities by international banks in July 2021 compared to December 2020 is the main driver behind the
observed lower impact on capital. Similarly, the higher impact on capital for both core and non-core domestic banks can be attributed to
their now relatively larger portfolios.
3
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3.2 Liquidity Stress Testing Framework
3.2.1 Persistent Deposit Withdrawals

The persistent deposit withdrawals (PDW) framework assesses banks’ liquidity buffers of the highest quality
in a bank-run type scenario. The framework tests whether banks’ CBC is sufficient to meet extreme shocks
over a period of five days and the subsequent three weeks. The banks’ CBC is made up of, inter alia: cash;
excess on banks’ reserve requirement with the Central Bank of Malta; and funds raised from the sale of
marketable securities accounted for at FV.
Two adverse scenarios are considered. Under the first adverse scenario, banks can obtain ECB funding only
against debt securities which have been pledged with the ECB as at June 2021 and sell the remaining FV
securities at fire sale prices.5 Under the second adverse scenario, banks can instead obtain ECB funding
against all eligible securities and sell the remaining unencumbered FV securities at fire sale prices.6 Banks
are assumed to be illiquid if their stressed CBC fails to meet the assumed deposit outflows. The extent of
liquidity outflows from deposits is driven by their term-to-maturity and the assumed outflow rates which vary
for retail, corporate and other customer categories. Under both adverse scenarios, intragroup funding and
interbank funding are assumed to be suspended and withdrawn during the stress period, such that banks
would no longer receive support from the parent or other subsidiaries within the group, hence intensifying
the adversity of the shock applied.
Tables 3.1 and 3.2 present the results of the PDW under both adverse scenarios as at June 2021, with all three
bank categories being able to maintain excess liquidity buffers at the end of the stress test horizon. While all
three bank categories have increased their CBC compared to December 2020, results remained broadly similar under both adverse scenarios. In December 2020, under adverse scenario 2, the banks’ excess liquidity to
total CBC at the end of the 4-week horizon was equivalent to 68%, 61% and 85%, respectively, meaning that
core and non-core domestic banks improved their resilience against the considered bank-run type scenario.
This is owed to their higher CBC, while the impact on international banks is comparable at only 1 percentage
point lower by the end of week 4. At an individual bank level, all banks would once again manage to survive
the entire four-week stress test horizon reflecting the ample liquidity buffers of banks.

Table 3.1
STRESS TEST RESULTS – IMPACT OF PDW – ADVERSE SCENARIO 1, RESTRICTED
ECB FUNDING, EXCESS LIQUIDITY TO TOTAL CBC
(per cent)

Bank Category

Day 1

Day 2

Day 3

Day 4

Day 5

Week 2

Week 3

Week 4

Core domestic banks

87

84

81

78

75

71

68

64

Non-core domestic banks

84

80

76

72

69

65

61

57

International banks

96

94

92

89

87

85

84

83

Week 4

Source: Central Bank of Malta calculations.

Table 3.2
STRESS TEST RESULTS – IMPACT OF PDW – ADVERSE SCENARIO 2,
UNRESTRICTED ECB FUNDING, EXCESS LIQUIDITY TO TOTAL CBC
(per cent)

Bank Category

Day 1

Day 2

Day 3

Day 4

Day 5

Week 2

Week 3

Core domestic banks

89

86

84

81

79

76

73

70

Non-core domestic banks

86

82

79

75

72

69

65

62

International banks

97

94

92

90

88

86

85

84

Source: Central Bank of Malta calculations.
5
6

   Fire sale prices have been calibrated on the basis of the market prices observed during the 2008 financial crisis.
   The list of marketable securities eligible for ESCB monetary policy operations is updated regularly and available on the ECB website.
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3.2.2 LCR-based Liquidity Stress Test

The LCR framework assesses the banks’ ability to survive a period of liquidity constraints over a 30-day
horizon through their ratio of high-quality liquid assets (HQLA) to net liquidity outflows (outflows less inflows
over a 30-day period), benchmarked against a 100% regulatory minimum requirement.
Table 3.3 presents the baseline and eight adverse scenarios considered in the LCR framework. The baseline
scenario applies the benchmark haircuts and inflow/outflow rates prescribed in the European Commission
(EC) Delegated Regulation (EU) 2015/61 (hereafter, LCR Delegated Regulation) to monitor the reported
LCR by banks. The first four adverse scenarios consider higher outflow rates from those prescribed in the
LCR Delegated Regulation, paired with higher withdrawals from term deposits (fixed for at least 30 days)
held by residents, non-residents, or both. The other four adverse scenarios consider a partial or full withdrawal of commitments granted to NFCs, other retail (including households), or both.7
Chart 3.3 presents the resulting LCR based on June 2021 reference date for the three bank categories under
the baseline and the eight adverse scenarios. Compared to December 2020, the LCR of core domestic and
international banks increased from 326% to 416% and from 924% to 1353% respectively, while the LCR
of non-core domestic banks decreased from 806% to 690%. Under all eight adverse scenarios, the three
bank categories manage to surpass the 100% regulatory minimum requirement. For non-core domestic
and international banks, similar to
December 2020, the largest impact
Chart 3.3
occurs under adverse scenario 4,
STRESS TEST RESULTS – LCR RESULTS FOR ALL BANKS
(per cent)
with their LCR falling to 197% and
1,400
756%, respectively. The impact on
1,300
these two bank categories is driven
1,200
1,100
mostly by the additional withdraw1,000
als from non-resident time deposits
900
exceeding 30 days; in fact, adverse
800
700
scenario 3 has a more severe
600
impact than adverse scenario 2
500
which considers resident deposits.
400
300
Indeed, the share of non-residents’
200
deposits to 80% and 98% of total
100
time deposits exceeding 30 days
0
Baseline Adverse Adverse Adverse Adverse Adverse Adverse Adverse Adverse
placed with non-core domestic
scenario scenario scenario scenario scenario scenario scenario scenario
1
2
3
4
5
6
7
8
and international banks, respecCore domestic banks
Non-core domestic banks
International banks
tively. On the other hand, similar to
Source: Central Bank of Malta calculations.
December 2020, the largest impact

Table 3.3
DESCRIPTION OF BASELINE AND ADVERSE SCENARIOS
Scenario

Description

Baseline

Haircuts and outflow/inflow rates as prescribed by the LCR Delegated Regulation

Adverse:
Scenario 1

Higher outflows compared to the LCR Delegated Regulation

Scenario 2

Scenario 1 with additional withdrawals of resident time deposits (>30 days)

Scenario 3

Scenario 1 with additional withdrawals of non-resident time deposits (>30 days)

Scenario 4

Scenario 1 with additional withdrawals from both resident and non-resident time deposits

Scenario 5

Baseline scenario with 50% withdrawal of committed facilities to NFCs

Scenario 6

Baseline scenario with 100% withdrawal of committed facilities to NFCs

Scenario 7

Baseline scenario with 100% withdrawal of committed facilities to other retail, including mortgages

Scenario 8

Baseline scenario with 100% withdrawal of committed facilities to NFCs and other retail, including mortgages

Source: Central Bank of Malta.

   Adverse scenarios 5 to 8 consider all types of commitments, including those which could be revoked by the issuing bank and those
which have been sanctioned to prospective clients applying with multiple banks to seek the best rates and loan conditions.
7
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on core domestic banks is experienced under adverse scenario 8, with the LCR falling to 140%. The adverse
scenarios targeting the withdrawal of committed facilities have a stronger impact on core domestic banks
due to them having a higher demand for credit facilities by the retail sector. Since the LCR of core domestic
banks was higher at the start of the test, the shocked LCR under adverse scenario 8 of 140% is slightly
higher when compared to the resulting LCR of 133% estimated for December 2020.
At an individual bank level, weaknesses can be observed across the eight adverse scenarios, with some
small banks falling below the 100% requirement – particularly adverse scenarios 4 and 8. Such vulnerabilities must be seen within the context of the severity of the shocks applied to assess systemic risk. It should
also be noted that, under special circumstances, banks may be allowed to temporarily operate below this
requirement if such adverse scenarios materialise, provided that a plan highlighting how the LCR would be
restored is submitted to the relevant competent authorities.8

3.3 Interest Rate Risk in the Banking Book

The interest rate risk in the banking book (IRRBB) framework analyses the impact stemming from changes
in the yield curve on the banks’ business model. The framework assesses the impact on the net interest
income (NII) from six different shocks to the yield curve, as prescribed in Annex 2 of the 2016 Basel Committee on Banking Supervision standards. These six scenarios consist of: an upward and downward parallel
shift of the reference curve; an upward and downward shift in the short rate end of the curve; and two composite shifts in the short and long-term rates referred to as the steepener and flattener scenarios. The extent
of the impact is influenced by, inter alia; the interest rate type (fixed, variable or a combination of both); the
currency denomination and the reset date of interest-bearing assets and liabilities. The framework considers
the impact of IRRBB on NII over a 12-month time horizon and assumes a static balance sheet.
Table 3.4 presents the impact on the three bank categories’ Tier 1 capital ratios from the six scenarios, following the application of the corporate tax rate of 35% on banks’ profits.9 Equivalent to December 2020, the short
rate down scenario would have the biggest adverse impact on all three bank categories. This in fact applies
to almost all banks, except for one non-core domestic bank which is affected more severely by the parallel
down scenario, although the impact is quite close to that of the short rate down scenario. Indeed, while both
scenarios target the short end of the curve, shocks are slightly higher under the short rate down for those
instruments that reprice instantaneously while the parallel down scenario affects more those instruments that
reprice later within the year (i.e. 6 to 12 months). The aggregate post-shock Tier 1 capital ratios remain wellabove the regulatory minimum of 6%, even in the most severe scenario. The drop under the most severe
scenario is equivalent to 2.73, 1.82 and 1.27 percentage points for the respective bank categories. This is
comparable to the drops of 2.58, 1.88 and 1.16, respectively, observed in December 2020. The magnitude of
the impact remained broadly similar to December 2020. At an individual bank level, all banks would be able to
absorb the assumed shocks and retain a Tier 1 capital ratio that exceeds their respective TSCR.

Table 3.4
STRESS TEST RESULTS – IMPACT OF CHANGES IN NET INTEREST INCOME ON THE
TIER 1 CAPITAL RATIO
(per cent)

Bank Category

Initial Tier 1
capital ratio

Parallel
up

Parallel
down

Short
rate up

Steepener

Flattener

21.85

Short
rate
down
15.75

Core domestic banks

18.49

21.34

16.16

Non-core domestic banks

19.49

21.33

17.77

16.73

21.16

21.41

17.68

18.33

International banks

45.34

46.72

44.22

21.02

46.91

44.07

44.52

46.59

Source: Central Bank of Malta calculations.
   The ECB press release on temporary capital and operation relief in reaction to coronavirus, published on 12 March 2020, stipulates that
banks are allowed to operate temporarily below the LCR. The ECB will not expect banks to comply once again with the general 100% minimum level any sooner than the end of 2021. This was specified in the FAQs on ECB supervisory measures in reaction to the coronavirus
which is updated regularly depending on any prevailing developments.
9
   Banks may apply a lower tax rate if in previous years they have accumulated deferred tax assets; however, for the scope of this stress
test, deferred tax assets are not being considered.
8
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4. INSURANCE COMPANIES AND INVESTMENT FUNDS
4.1 The Domestic Insurance Companies

As at June 2021, nine out of the 73 insurance companies underwrote risks prevailing in Malta. In the six
months to June 2021, the assets of these domestically-relevant firms grew by 4.3% to €4.0 billion, equivalent
to 29.6% of GDP. During the period under review, a new life insurance company was set up bringing the
number of domestically-relevant life insurance corporations to four. The other five companies mainly focused
on non-life activities, though two of them are also licensed to provide life insurance products.1

4.1.1 The Domestic
Insurance Companies

Life

In the first half of the year, the
activity of domestic life insurers
rebounded. Assets grew by 4.2%
to €3.5 billion to account for 25.9%
of GDP. Gross written premia
increased by 12.5% over December 2020, which continued to be
dominated by ‘insurance with profit
participation’ policies (see Chart
4.1). These represented 80.2% of
the overall written premia, while
the share of ‘index and unit-linked’
and ‘other life insurance’ remained
contained.2,3
During the period under review, life
insurers increased their participation in Collective Investment Undertakings (CIU) by 12.1%, to account
for 29.6% of overall assets (see
Chart 4.2). This mainly reflected
increased exposures to other euro
area equity funds. However, higher
investments in euro area money
market funds (MMFs) were also
reported, which in turn, could be
substituting bank deposits, given
these investments have depositlike features at higher returns. Similarly, investments in equities surged
by 13.4% as life insurers sought to
increase their holdings in a bid to
ride the market rally amid renewed
optimism about the resolution of
the pandemic. In their majority,
these were held in NFCs located

Chart 4.1
GROSS WRITTEN PREMIUM OF THE DOMESTIC LIFE INSURANCE
SECTOR BY LINE OF BUSINESS
(EUR millions)
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Index-linked and unit-linked insurance

June 2021
Other life insurance

Source: Central Bank of Malta.

Chart 4.2
COMPOSITION OF ASSETS HELD BY THE DOMESTIC LIFE INSURANCE
SECTOR
(per cent of total assets)
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5
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bonds

Cash and
deposits

Other assets

June 2021

Source: Central Bank of Malta.
Note: Other assets mainly include deferred tax, property, recoverables and receivables, collateralised
securities, structured notes, mortgages and loans.

   The life insurance business represented just 5.5% of these two companies’ total gross written premia.
   ‘Insurance with profit participation’ refers to a savings product where at the end of each year the insurance company may declare a
bonus rate, which forms part of the annual investment return. ‘Index and unit-linked’ products refer to when the obligation for the life insurance company is represented by the value of the underlying unit.
3
   Index and unit-linked products also represent 18.3% of the life insurers’ technical provisions, with the rest set for the other insurance
products.
1
2
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in the US and in the euro area,
while holdings with domestic entities declined to about 15.5% of the
overall equity portfolio, mainly in
the financial & insurance activities,
and real estate.

Chart 4.3
CORPORATE BOND PORTFOLIO − INVESTMENT RATINGS − LIFE
INSURANCE SECTOR
(EUR millions)

Unrated/Sub-investment

€ 15.2

€ 61.9
€ 77.1

€ 4.2

While holdings of corporate
Low
€ 206.8
€ 211.0
bonds rose, such an increase
was relatively more contained
-€ 9.9
Medium
€ 139.2
leading to a drop in their share in
€ 129.3
4
overall assets. Holdings of sub€ 0.3
investment grade and low-rated
High
€ 32.7
bonds increased, which collectively
€ 32.9
accounted for 64.0% of the
-50
0
50
100
150
200
250
corporate bond portfolio (see Chart
Change
2020
June 2021
Source: Central Bank of Malta.
4.3).5 The growth of almost 25%
in sub-investment grade reflected
some possible search-for-yield
behaviour in response to the persisting low interest environment. However, the increase in low-rated bonds
reflected mainly downgrades of medium-rated securities, whose share declined to 28.7% from 31.6% six
months earlier. Holdings of high-rated bonds rose by a much slower pace of 0.8%, to still represent the
lowest share of the corporate portfolio at 7.3%.
Geographically, the corporate bond portfolio remained skewed towards non-resident entities, with those
residing outside the euro area accounting for just under half of the corporate bond portfolio. Another 43.5%
pertained to entities in other euro area countries, with the remaining share related to exposures towards
Maltese corporates.6
During the first six months of the year life insurers shed almost 3% of their sovereign bond holdings, largely
comprising of other euro area government paper. This may reflect the life insurers’ bid to earn capital gains
and re-invest the proceeds into higher yielding instruments such as corporate bonds, participations in CIUs
and equities as mentioned above. Notwithstanding, government bonds still remained the most preferred
asset class accounting for 66.4% of the bond portfolio, with holdings of MGS accounting for almost a third
of sovereign bonds. On a similar note, cash and deposits, which were mainly held with domestic banks,
declined by 9.3% to 9.1% of assets.
Meanwhile, developments in other assets, which include real estate holdings and loans, remained rather
mute and continued to be limited to just 3.9% of assets in June 2021.7
The afore-mentioned developments, namely the drop in sovereign bonds, and cash and deposits led
to the liquid assets ratio to drop by 1.2 percentage points to 79.5% during June 2021 (see Chart 4.4).8
   Corporate bond holdings increased by 2.2%, but their share of overall assets declined by 0.3 percentage point due to higher growth
rates registered by participation in CIUs and equities.
5
   Investment-grade bonds carrying a rating of AA- or above are regarded as ‘high-rated bonds’. ‘Medium-rated bonds’ are those rated
between A- and A+, whereas ‘low-rated bonds’ are those rated between BBB- and BBB+. Sub-investment grade bonds are rated lower
than BBB- or are unrated.
6
   Considering the non-Maltese corporates, securities were mainly issued by NFCs, and in the case of domestic corporate bonds they
were largely issued by NFCs followed by captive financial institutions and money lenders (CFIMLs).
7
   Over 85% of the overall real estate exposure among the life insurance companies is held for investment purposes.
8
   The liquid assets ratio shows the proportion of liquid assets on total assets (excluding assets held for unit-linked). The ratio is calculated
by applying different weights (ranging from 100% for cash to 0% for intangible assets) to the different assets, according to their liquidity
profile.
4
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Notwithstanding, this is still
considered to be a healthy level
of liquidity, and overall edged
higher than in pre-pandemic levels.
However, heterogeneity amongst
insurance companies is increasing
as some are holding less liquid
instruments on their balance sheet.

Chart 4.4
LIQUID ASSETS RATIO OF THE DOMESTIC LIFE INSURANCE SECTOR
(per cent)
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Source: Central Bank of Malta.

Chart 4.5
MAIN COMPONENTS OF PROFITS − DOMESTIC LIFE INSURANCE
SECTOR
(EUR millions)
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Profitability in the life insurance
sector rebounded in the first half
of 2021, with pre-tax profits rising
threefold to €20.0 million (see Chart
4.5) surpassing pre-pandemic levels. Such an improvement was
mainly driven by higher investment returns, which rose by almost
€170 million. Net written premia
also contributed positively to profitability with the pre-tax return on
net premia increasing from 1.4%
to 5.4%. However, net written premia were somewhat offset by a rise
in net claims paid. As a result, the
loss ratio remained unchanged at
94.6%. Meanwhile, provisions allocated for claims rose, reversing the
drop reported in 2020, thus contributing negatively to profitability,
while developments in operating
expenses were mute.

The expense ratio, which is another
measure of profitability and takes
2020
H1 2021
Source: Central Bank of Malta.
into consideration the expenses
Note: Grey bars indicate pre-tax profits in absolute amounts. Teal (positive) and red (negative) bars
indicate annual and semi-annual changes in profit components. These figures are based on
related to acquiring, underwritmanagement accounts.
ing, and servicing premiums as a
proportion of net premia written,
declined by 0.6 percentage point to
11.2% in June 2021. This, in turn, pushed down the combined ratio by the same extent to stand at 105.9%.9
Since the combined ratio exceeded 100%, expenses and net claims paid exceeded the net written premia and life insurers relied on investment income to boost profits. As a result, the pre-tax ROE and ROA
improved by 5.2 and 0.4 percentage points, respectively, to reach 7.1% and 0.6% as at June 2021.
Meanwhile, the life insurers’ Solvency Capital Requirement (SCR) coverage ratio surged from 186.8% in
December 2020 to 227.1% in June 2021, driven by an increase in own funds, and exceeded the level
recorded in December 2019.10 The composition remained healthy as almost all own funds were held in Tier
1 capital and suggests that companies are building their resilience further.

   The combined ratio is calculated as the sum of net claims paid and expenses incurred, divided by the net written premia. It combines
the loss and expense ratios.
10
   Solvency II Directive requires insurance companies to hold own funds at least equal to the SCR, which translates into an SCR coverage ratio of 100%.
9
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4.1.2 The Domestic Non-life
Insurance Companies

Chart 4.6
GROSS WRITTEN PREMIUM OF THE DOMESTIC NON-LIFE INSURANCE
SECTOR BY LINE OF BUSINESS
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(per cent of total gross written premia)
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million, equivalent to 3.8% of GDP.
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14.7
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chases. As a result, their share of
19.7
23.2
overall premia increased by 1.4
Miscellaneous financial loss
percentage points to 28.3% (see
Assistance
Chart 4.6). Motor-related policies,
however, remained the dominant
Source: Central Bank of Malta.
Note: Solvency II Reporting. Other insurance products include workers' compensation, income
business segment with written
protection, other life insurance and profit participation, index-linked and unit-linked insurance.
premia rising by 2.7% to represent
around 43% of the overall gross
written premia, though their share dropped by 0.7 percentage point. Health insurance, on the other hand,
declined marginally and captured almost 15% of the gross written premia, with the remaining share distributed among other business segments.
Equity holdings surged by 27.9%, with their share in overall assets rising by 5.0 percentage points to 30.5%
(see Chart 4.7). Such an increase was predominantly due to higher capital investment in related insurance
companies, thus strengthening further the level of interconnectedness due to cross ownership. Similarly,
participation in CIUs increased by 20.2%, with their share increasing to 9.6% of assets, mainly as non-life
insurance companies raised their investment activities in bond and equity funds located in other euro area
countries. Similar to that observed for life insurance companies, these movements suggest that non-life
insurers are reassessing their asset allocation towards higher yielding investments to bolster incremental
returns. Recoverable and receivables rose by 7.9% and their respective share went up marginally to 21.4%
in June 2021.11
Chart 4.7
COMPOSITION OF ASSETS HELD BY THE DOMESTIC NON-LIFE
INSURANCE SECTOR
(per cent of total assets)
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Meanwhile non-life insurance companies have reduced their holdings
of debt securities to just around 9%
of overall assets. Holdings of sovereign bonds declined by 13.2%
reflecting lower holdings of both
foreign and domestic sovereign
bonds, with the latter still representing almost two-thirds of the
sovereign bond portfolio. Meanwhile, holdings of corporate bonds
declined by 2.9% mainly reflecting
lower exposure to low and mediumrated bonds, which accounted for
32.8% and 22.3%, respectively,
of the corporate bond portfolio.
Although high-rated bond holdings increased by 22.1%, reflecting

June 2021

Source: Central Bank of Malta.
Note: Other assets mainly include mortgages and loans.

   Recoverable and receivables represent the amount paid by the reinsurer to the original insurer when the latter fulfils its obligation in
the case of claims by clients. As non-life companies tend to reinsure more than their life counterparts, these represent a higher share of
their overall assets.
11
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upgrades of previously medium-rated bonds, these still were limited to 4.3% of the overall corporate portfolio. The remaining 40.6% were held as sub-investment or unrated bonds, as such holdings rose by 8.7%,
with the largest share of the increase in sub-investment holdings occurring through the downgrade of those
classified as low-rated, six months earlier.
The increased investment activity led to cash and deposits to decline by 21.1% to account for 12.6% of overall assets, with deposits predominately held with domestic banks. Furthermore, during the first half of 2021,
non-life insurers reduced slightly their exposure to the real estate market as tangible real estate exposures
fell by 1.0 percentage point to 15.0% of the overall assets during June 2021.12 Non-life insurers continued
to shy away from credit intermediation, as loans granted represented only 0.3% of their total assets, mainly
towards other domestically-related insurance companies.
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Chart 4.9
MAIN COMPONENTS OF PROFITS − DOMESTIC NON-LIFE INSURANCE
SECTOR
(EUR millions)
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Similar to the developments
observed in the life insurance sector, the prime driver behind the
rise in profits for this sector was
the surge in investment income,
owing to higher yields on financial
instruments. Net written premia
improved by 2.7% as economic
activity picked-up momentum. Similarly, net claims paid and operating
expenses rose slightly, and these,
together with the changes in provisions for unearned premiums and
claims, contributed negatively to
profits. Such developments led to
the combined ratio to decline by
1.5 percentage points to stand at

(per cent)

Pre-tax profits 2020

Profitability of the non-life insurers
improved, though it is still lower
than the pre-pandemic levels as
recovery has not been uniform
across the board, with pre-tax profit
rising by just above €10 million to
€41.8 million (see Chart 4.9). The
pre-tax ROA and ROE improved
to 8.4% and 20.1%, respectively,
while the pre-tax return on net premia increased by 5.7 percentage
points to 25.4%.

Chart 4.8
LIQUID ASSETS RATIO OF THE DOMESTIC NON-LIFE INSURANCE
SECTOR

Pre-tax profits 2019

The liquid assets ratio for the nonlife sector dropped by 4.8 percentage points over the six-month
period to 34.0% during June 2021
(see Chart 4.8). The decrease
reflected the increase in intragroup
equity holdings, as such holdings
are considered to be illiquid, coupled with reduced cash holdings.

H1 2021

Source: Central Bank of Malta.
Note: Grey bars indicate pre-tax profits in absolute amounts. Teal (positive) and red (negative) bars
indicate annual and semi-annual changes in profit components. These figures are based on
management accounts.

   Half of the property assets held were in the form of office and commercial buildings held for investment purposes, with the rest mainly
held for own use.
12
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81.4% during June 2021, as both the loss ratio and expense ratio fell, down by 1.0 and 0.5 percentage point,
respectively.
The non-life insurers’ capital remained well-above the supervisory requirements with an overall solvency
coverage ratio of 236.3%, albeit this represented a decrease of 11.9 percentage points over December
2020. Almost 98% of the total own funds were held in Tier 1 capital.

4.1.3 Domestic Insurance Risk Outlook

Domestic insurance companies seem to be back on track to recovery from the unprecedented effects of
the pandemic, and in some cases exceeded the performance recorded in 2019. Higher investment returns
coupled with a recovery in net written premia were the main factors behind the improved profitability in both
sectors. Insurers are benefitting from the renewed optimism and growth momentum albeit volatile markets.
Domestic insurance companies reinsured a median of 18.7% of the written premia with foreign reinsurance companies.13 In this respect, cross-border contagion risk increased slightly. However, reinsurance also
serves to redistribute risks as potentially large claims are shifted to international entities.
The outlook for the second half of 2021 remains conditioned by the progression of the pandemic, the consequent market developments and the pace of economic recovery. Still, the challenges from the ultra-low
yield environment continue to impact profitability. Furthermore, market developments including mispricing of
financial assets can be challenging, potentially affecting their real returns. Looking ahead, aside from economic conditions, insurers must also contend with evolving liability risks such as cyber and climate-related
risks, which may put further pressure on the insurers’ asset side to deliver higher returns. Notwithstanding,
domestic insurers have persistently demonstrated that they have enough headroom with adequate capital
buffers and liquidity well-above supervisory requirements.

4.2 Domestic Investment Funds

By June 2021, 36 sub-funds were considered to be domestically-relevant. Of these, 30 were licensed as
retail Undertakings for the Collective Investment in Transferable Securities (UCITS), five were licensed as
Alternative Investment Funds (AIFs), while one was licensed as a Professional Investor Fund (PIF). Over the
first six months of 2021, the overall assets of domestically-relevant investment funds rose by 0.8% to €1.8
billion, representing about 13.5% of GDP.
In terms of main investment strategy, bond funds are the most common type of sub-funds, representing 44.4% of the units (see Chart
4.10). Their assets increased marginally in the first six months of
2021. Yet their share in the domestically-relevant investment funds’
assets declined slightly to 72.9%
as equity funds and other asset
allocation funds grew at a faster
pace to 9.4% and 11.5% of assets,
respectively.14 The increase in
equity funds reflected the rise in
equity prices owing to the continued market rally, while in the case
of other asset allocation funds this
was also due to net purchases of

Chart 4.10
DOMESTIC INVESTMENT FUNDS BY MAIN STRATEGY AS AT JUNE
2021
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Source: Central Bank of Malta.

   The median reinsurance part of the premia stood at 6.7% for the life insurance sector and 34.8% for the non-life insurance sector.
   Funds are classified as other asset allocation funds if they cannot be classified as any of the other funds. For example, an investment
fund investing in commodities is classified as other asset allocation fund.
13
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equities. Mixed funds accounted
for just over 11% of units with their
share of assets remaining relatively
unchanged.15

Asset Composition

Holdings of debt securities grew by
a marginal 0.3% over December
2020 to account for 70.0% of total
assets as at end June 2021 (see
Chart 4.11).

Chart 4.11
ASSETS COMPOSITION OF THE DOMESTICALLY-RELEVANT
INVESTMENT FUNDS
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Chart 4.12
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issued by entities operating in other
Note: Other financial institutions includes OFIs, financial auxiliaries and CFIML.
euro area countries as these went
up by 14.2% to account for almost
a third of the overall financial bond holdings. Holdings of domestic entities and those located outside the euro
area grew at a slower rate and their respective share fell slightly to 39.9% and 27.4%. Bond holdings of other
financial institutions grew by 9.5% to almost 75% of the financial corporate bond portfolio, while holdings of
bonds issued by monetary financial institutions and insurance companies made up 22.6% and 3.5% of the
same portfolio, respectively. 17 Holdings of domestic bank bonds grew to account for 41.8% of all bank bonds,
as otherwise holdings of bonds issued by non-resident banks fell.
Holdings of NFC bonds increased by 7.5% reflecting higher investments in foreign NFCs. The latter expanded
by 10.6% to represent 75.4% of the NFC bond portfolio. On the other hand, exposures with Maltese NFCs
declined by 1.0%.

   Investment funds are classified as mixed funds if they invest in both bonds and equities with no general policy in favour of either one
or the other.
16
   Financial corporates include monetary financial institutions, other financial institutions, and insurance corporations.
17
   Other financial institutions include OFIs, financial auxiliaries and CFIMLs.
15
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Over the six months to June 2021,
Chart 4.13
investment in equities increased by
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almost unchanged at 7.8% of
Note: Other financial institutions includes OFIs, financial auxiliaries and CFIML.
investment funds’ holdings. Direct
equity holdings rose at the slower
pace of 3.9%, reflecting increased
exposure towards the CFIML sector, with equities of NFCs also climbing by 3.7% largely due to higher
investments in corporates located in other euro area countries. Equity holdings of domestic NFCs however
declined by 1.7%. On the other hand, holdings of shares issued by banks and insurance companies which
are largely domestic, each declined by about 2%.
As domestically-relevant investment funds increased their exposures to benefit from the sustained increase
in market prices, their cash and deposits declined by 9.3% during the first half of 2021.

Investors

Maltese households and NPISH remained the principal investors in domestically-relevant sub-funds,
accounting for 60.0% of the total net asset value (NAV), even though their holdings declined marginally
over the six-months to June 2021 (see Chart 4.14). Participations by domestic banks, other financial institutions, insurance companies and investment funds all increased, with their combined share of the total NAV
standing at 31.6% in June 2021
from 30.4% six months earlier.
Meanwhile, the share of overall
Chart 4.14
NAV pertaining to NFCs declined to
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Focusing on retail UCITS, households’ investments accounted for
57.6% of their NAV, down by 1.1
percentage points from December 2020. Meanwhile, Maltese
banks and other financial institutions increased their investment
to 15.3% and 19.6% of the NAV,
respectively. On the other hand,
investment by Maltese NFCs
declined slightly. Participation by
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other domestic investment funds stood limited to 0.4% of the overall NAV, with participation by insurance
companies remaining marginal. Holdings by non-residents remained at 4.9% of total NAV until June 2021.
Participations by households in AIFs and PIFs rose slightly to 67.5%. Insurance companies and NFCs were
the other major investors in AIFs and PIFs holding 20.0% and 11.9%, respectively, though the latter’s share
declined by 2.0 percentage points. Participation by non-residents remained limited at 0.6% of overall NAV
of AIFs and PIFs.
Although domestically-relevant investment funds are largely marketed to retail investors, such asset classes
only accounted for 3.3% of households’ financial assets. The exposure for resident NFCs was even more
limited at 0.2% of their financial assets.

4.2.1 Risk Assessment

As at June 2021, the domestically-relevant investment funds remained highly liquid with low leverage. Concentration risk remained in line with their investment strategies, which are biased towards Maltese assets.

Liquidity Profile

Overall, domestically-relevant sub-funds maintained a healthy liquidity position mainly due to the holdings
of liquid assets such as sovereign debt and equities. The liquidity ratio stood at 71.6%, partially reversing
the weakening experienced during 2020. The combined liquidity ratio for AIFs and PIFs narrowed by half
a percentage point to 78.5% by mid-2021, owing to lower equity holdings and deposits with banks (see
Chart 4.15). UCITS registered a ratio of 68.0%, up by 0.7 percentage point over the six-month period due to
increased equity holdings.

Leverage

Leverage of domestically-relevant sub-funds is limited, partly because most of them are licensed and regulated under the UCITS Directive.18 Despite the persistently-low interest rate environment which may encourage search-for-yield behaviour, the leverage of domestically-relevant investment funds, as calculated by the
AUM-to-NAV ratio stood at 100.6% in June 2021, marginally higher than the 100.3% six months earlier. This
was due to a slight increase in the
leverage reported by retail UCITS,
which however remained conChart 4.15
tained at 100.8%, up from 100.4%
LIQUID ASSETS RATIO OF THE DOMESTICALLY-RELEVANT
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Concentration Risk

Concentration of assets and home
biasedness could introduce vulnerabilities that pose or amplify threats
to financial stability. Herd behaviour, as well as adverse effects from
common underlying developments,
could result in major losses that
can propagate across the financial
system. By definition, the securities
portfolio of the domestically-relevant sub-funds is highly skewed
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Note: Liquid assets include deposits with banks, debt securities issued by MFIs, sovereign bonds,
equity and investment fund shares and cash.

   UCITS Directive Article 83 restricts borrowing for retail to up to 10% of their assets and on a temporary basis (as found in https://eur-lex.
europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2009:302:0032:0096:en:PDF). In the case of AIFs, assets managers have to set reasonable leverage limits, but competent national authorities can impose limits if deemed necessary as stated under Article 25 of the Alternative
Investment Fund Managers Directive (AIFMD).
18
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towards Maltese assets (see Chart
4.16). Investments in domestic sovereign paper represented almost
half of the overall securities holdings. However, concerns of home
biasedness are allayed by the
sustainability of the domestic fiscal
position owing to the resilience of
the Maltese economy and favourable fiscal conditions prior to the
pandemic (refer to Chapter 1).
With regards to equities, there was
a decrease in home biasedness
as the share of domestic equities
declined, but geographical concentration increased somewhat for
equities of entities located in other
euro area countries.

Chart 4.16
COUNTRY EXPOSURE OF THE SECURITIES PORTFOLIO OF
DOMESTICALLY-RELEVANT INVESTMENT FUNDS
(per cent of securities portfolio)
June
2021
17.0
24.4

15.9

23.0

2020

61.2
58.6
Euro area

Malta

Rest of the World

Source: Central Bank of Malta.

4.2.2 Risk Outlook

The increase in equity holdings by domestically-relevant investment funds has helped to partially reverse the
drop in the liquidity ratio experienced during 2020. However, it also implies a move towards possibly more
volatile assets which over the past months were highly correlated with the developments of the pandemic,
perhaps benefitting from pullback strategy. This presumably indicates some search-for-yield behaviour by
some sub-funds amidst the low-interest rate environment. Domestically-relevant investment funds are by
definition characterised by a concentration of home-based assets. Nonetheless the healthy liquid asset
ratio and the considerable amount of investment in MGS, which are deemed as more conservative assets,
together with the small level of leverage present specifically among UCITS sub-funds, in general indicates
that domestically-relevant sub-funds are in a relatively strong position. Furthermore, domestic funds continued to experience net inflows during the first six months of the year and if the momentum persists in the
second half of the year, the activity among the domestically-relevant funds is expected to be higher than
that recorded in 2020. Rising inflation expectations however can be challenging, especially for fixed-income
securities, in view of the depressed real return on portfolios, though investors may be willing to trade off
return for safety.
Structural risk continues to exist through potential group contagion as 83% of the total NAV of the domestically-relevant sub-funds is controlled by asset management companies owned by core domestic banks.
Nonetheless, such companies are separate legal entities subject to the provisions of the Maltese Companies
Act and the Investment Services Act to safeguard against any potential step-in risks. Additionally, several
liquidity management tools such as redemption gates and redemption fees employed by funds contribute to
mitigate any potential risks emanating from excessive redemption requests.
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Special Feature

SPECIAL FEATURE: THE MALTESE FINANCIAL SECTOR’S EXPOSURE TO
CLIMATE-SENSITIVE SECTORS1
1. Introduction

The climate change debate has become increasingly topical on the international policy agenda as intense
climate-related disasters from melting ice caps to devastating storms and intense heat waves have been on
the rise. These observed changes in extreme weather-related events have prodded several governments to
announce net zero carbon dioxide (CO2) emission goals to be achieved by mid-century (UNFCCC, 2021).
Nonetheless, according to the latest report published by the Intergovernmental Panel on Climate Change
(IPCC), the rise in the average global temperature is still likely to reach and even surpass the 1.5OC average threshold within 20 years (IPCC, 2021). Consequently, immediate and concrete actions are being called
for the reduction of greenhouse gas (GHG) emissions to limit the intensity and severity of weather-related
events and their financial and social consequences.
Climate change used to be treated strictly as part of the Government’s environmental policies, but regulators
are gradually recognising that its effects could pose systemic risks to the financial sector, necessitating a
thorough analysis and enhanced concerted mitigation efforts. The existing literature on the financial implications of climate-related risks identify two key financial risks, namely physical risk and transition risk (ECB,
2020).
The increased likelihood of extreme weather-related events give rise to physical risks that impact society
both directly, through the destruction of properties that are located in high-risk areas, as well as indirectly,
through disruptions in trade, adaptation costs or worsened macroeconomic conditions. From the financial
institutions’ perspective, the extent of their exposures subject to physical risks depend significantly on their
geographical location and their sensitivity to natural hazards (BCBS, 2021). The deterioration or the complete wipe out of collateral values, higher credit losses incurred, and increased risk-weighting of assets,
have the potential to affect the services offered by financial institutions and destabilize the banking sector.
Financial consequences can also materialise in the non-bank financial sector, particularly in the insurance
sector, through higher insured losses arising from extreme weather-related events. The European Environment Agency (EEA) estimated that weather and climate-related losses in the euro area between 1980 and
2019 totalled €446 billion (EEA, 2021). Furthermore, the vice chairman of BlackRock Inc. claimed that it will
cost the global economy 25% of its overall gross domestic product (GDP) if the impacts from climate change
over the next couple of decades are ignored (Bloomberg, 2021).
Financial institutions are also exposed to climate-related risks through the possible impairment of exposures
to companies becoming economically unviable. The delayed transition to a greener economy may expose
the financial sector to transition risk, primarily via credit and market risks, which as defined by the European Central Bank (ECB) refers to the “institution’s financial loss that can result, directly or indirectly, from
the process of adjustment towards a lower-carbon and more environmentally sustainable economy” (ECB,
2020). Transition risk can be derived from regulatory requirements and technological changes, as well as
evolving consumer preferences and behaviour. While the transition to a greener economy is essential to
limit the impact from physical risks, the transitional change could bring considerable economic, social, and
regulatory challenges across some economic agents in the short-term. For instance, some businesses may
not be financially capable to adapt to sustainable development goals set by authorities. Furthermore, businesses operating in sectors that are deemed to produce high GHG emissions could potentially incur higher
financing costs, possibly affecting their viability. As the Network for Greening the Financial System (NGFS)
climate scenarios indicate, the impact from transition risks is higher if the transition pathway is disorderly,
particularly if climate policies are insufficient in addressing risks associated with climate change risk (NGFS,
2021). In September 2021, the ECB published the results of its first ever economy-wide climate stress test,
where it highlighted the need for firms and banks to adopt green policies, in a bid to minimise costs arising
   Prepared by Joanne Ciantar Senior Economist/Analyst and Stefan Scerri Financial Analyst within Financial Stability, Surveillance and
Research Department. The authors would like to thank Andrew Spiteri, Manager and Wendy Zammit, Head within Financial Stability, Surveillance and Research Department, and Alan Cassar, Chief Officer Financial Stability and Statistics Division, for their valuable suggestions.
1
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from physical risks as well as transition risks by benefitting from an orderly and smooth transition to a net
zero-economy (ECB, 2021).
The quantification of these climate-related financial risks is still in progress given the limited methodological
and existing data gaps, which do not permit an accurate assessment to be carried out successfully (BCBS,
2021). However, the European Commission is working on eliminating such data gaps by providing guidance
on a common and consistent set of global disclosure requirements and the establishment of mandatory
corporate sustainability reporting, which are yet to become applicable and fully harmonised. Despite these
limitations, central banks and other stakeholders across the globe are joining forces to identify best practices, harmonise guidelines, and set environment-related business strategies with several organisations
established, such as the Task Force for Climate-Related Financial Disclosures (TFCRD) and the NGFS. The
Central Bank of Malta joined the NGFS in July 2019.
This Special Feature attempts to quantify the domestic financial sector’s exposure in their loans and securities portfolios to climate-sensitive sectors in a bid to provide a preliminary assessment of the Maltese financial sector’s level of exposure to potential climate-related risks. This analysis serves also to shed light on the
potential transition paths that would need to be adopted by the reviewed financial institutions towards more
environmentally-sustainable securities and loans portfolios, as well as provide the necessary foundations
and preparatory work for stress testing applications in the future. Section 2 discusses the level of CO2 emissions in the national atmosphere and describes the methodology for the identification of emission-intensive
and hence climate-sensitive economic sectors, building on methodologies adopted by other international
organisations and national central banks, including some limitations to the study. Section 3 discusses the
exposures of the domestic banking and non-banking sectors particularly to the identified High CO2 intensive
sectors, while section 4 concludes.

2. Methodology for identifying emission-intensive sectors
2.1 CO2 emissions in Malta and metric for the selection of climate-sensitive sectors

According to Eurostat’s latest available data, CO2 emissions in Malta in 2019 amounted to almost 3.9 million tonnes, accounting for 0.1% of the European Union’s (EU) emissions, putting Malta in last place in
absolute terms. Yet, a more accurate measure of emissions is to quantify its intensity, by scaling it to the
country’s gross value added (GVA).2 As indicated in Chart 1, emissions have been on a downward trend
between 2010 and 2016, remaining relatively stable thereafter. This was largely attributable to an increase
in investments in more energyefficient resources especially for
Chart 1
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Chart 2
AVERAGE CARBON INTENSITY OF THE VALUE ADDED ACROSS THE
EU IN 2019
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increase in CO2 emissions to the
same extent (Ministry for Finance,
2019). As a result, the increase in
GVA did not constitute an increase
in the amount of CO2 emissions
released, such that lower emissions are released in producing
a larger level of output. While the
overall drop in CO2 emissions
intensity has enabled Malta to narrow the gap vis-a-vis the EU, its
emission intensity is still above the
EU average, even on a per capita
basis (see Charts 2 and A1 in the
Annex).

In the absence of an internationallySources: Eurostat; Central Bank of Malta calculations.
harmonised list of sectors sensitive
to climate risks, most analyses carried out by supranational authorities and national central banks have considered the emission intensity
metric at a sectoral level using the NACE Rev. 2 classification.3,4 The European Banking Authority (EBA)
and the ECB used firm-level data on emissions, which were standardised using the firm’s revenues. These
companies were then allocated in the respective NACE sector.
As an example, using data provided by 29 participating EU banks, the EBA calculated the individual emission intensity of 8,500 companies by analysing their level of GHG emissions and their annual consolidated
revenues (CO2 emissions/USD million revenues) (EBA, 2020). Banks’ exposures were then classified into
six equal ranges based on the distribution of CO2 intensities. Such an approach was supplemented with
another methodology where exposures were reallocated into sub-sectors at the four-digit NACE level originally identified by Battiston et al. (2016) as climate policy-relevant sectors (CPRS) (see Table A1).5 Similar to
the EBA, in its first estimate of the financial system’s exposures to climate-related risks, the ECB looked at
firm-by-firm level data on emissions and their revenues to calculate their emission intensity and established
three ranges using percentiles (ECB, 2021). In this manner, firms were classified as low, medium or high
emitters according to their level of CO2 emissions vis-à-vis the revenues they generated.6 This classification
has been recently refined in its stress test methodology to further differentiate between high and very high
emitting firms.7 Based on this updated classification, the ECB outlined that in the case of Malta, just above
30% of loan exposures are concentrated in firms that are high emitters, of which around 15% classified as
very high emitters. Around 25% of Maltese banks’ loan portfolio is towards low emitting firms (ECB, 2021).

2.2 Methodology for the identification of climate-sensitive sectors

In a first attempt to assess the potential extent of exposures to climate-sensitive sectors, this Special Feature adopts a similar methodology to the ECB’s. However, in the absence of firm-specific data, this study
looks at the CO2 emitted by each sector of economic activity in producing one unit of GVA.8 This specifically
   The various studies available vary in the extent of exposures covered, as some have placed their focus on bank loan exposures while
others have also considered the securities portfolio of the non-banking sector.
4
   See NACE Rev. 2 Statistical classification of economic activities in the European Community for entire classification. Source: https://
ec.europa.eu/eurostat/documents/3859598/5902521/KS-RA-07-015-EN.PDF
5
   The CPRS sectors are broadly categorised to be – (1) fossil, (2) utilities, (3) energy-intensive, (4) transport, (5) buildings and (6) agriculture – a list which has been refined and updated since the paper’s publication.
6
   Firms considered to be low-emitting were firms which were located at the 33rd percentile or below which stood at 309 CO2-equivalent
tonnes per million USD revenue, while firms considered to be high emitters were firms located beyond the 66th percentile and thus firms
with more than 1,068 CO2-equivalent tonnes per million USD revenue.
7
   According to the refined methodology, exposures are categorised as very high emitters, if a firm’s relative emissions are above the
90th percentile, and high emitters when above the 70th percentile. Meanwhile, exposures are categorised as low emitters if a firm’s relative
emissions are below the 30th percentile.
8
   Data on CO2 emissions and the respective GVA of each sector of economic activity at NACE Rev. 2 classification were obtained from
Eurostat.
3
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includes emissions that are released as a direct result of the entities’ owned assets for example, through the
use of equipment and vehicles, which are referred to as Scope 1 emissions. As a result, any indirect emissions generated throughout the entities’ value chain and in the consumption of activities produced are not
being considered (see Section 2.3 for further information). Whenever granular data was available, sectors
were allocated at the most granular level (refer to Section 2.3 for a more detailed explanation of possible
implications).9 This resulted in the classification of a total of 44 sectors or sub-sectors.10
Akin to the ECB’s methodology, the percentile approach was used to classify sectors into High, Mid or Low
CO2 intensive. High CO2 intensive sectors were those with more than 29.04 CO2-equivalent tonnes per million EUR GVA (at the 66th percentile), while Low CO2 intensive sectors were those sectors with emissions of
less than 14.52 CO2-equivalent tonnes per million EUR GVA (at the 33rd percentile). Those sectors with CO2
emissions relative to GVA falling between these two thresholds were identified to be Medium CO2 intensive.
In line with this methodology, 15 sectors were classified as High CO2 intensive emitters, 14 as Mid CO2
intensive emitters while the remaining were classified as Low CO2 intensive emitters (see Table 1 and Chart
3). The sectors identified as Low CO2 intensive emitters were the main drivers behind the growth registered
in GVA in 2019, accounting for almost 60%. As evident in Chart 3, the CO2 emissions of these sectors are
contained given their GVA, especially when seen in comparison with other sectors. Meanwhile, the High CO2
intensive sectors contributed to just 14% of the overall GVA.
The activities that fall under the transportation and storage sectors, specifically related to water, land and
air transport (H49-51), as well as energy-related sectors (D) are the greatest pollutants considering the
emissions they release vis-à-vis the GVA they produce, which indeed made up almost 2% of GVA in 2019

Table 1
NACE CLASSIFICATION PER CLIMATE-RELATED SENSITIVE SECTORS

NACE
Code

Sector

A
B
C

Agriculture, forestry, and fishing
Mining and quarrying
Manufacturing

D

Electricity, gas, steam and air conditioning supply
Water supply; sewerage waste management and
remediation activities
Construction
Wholesale and retail trade; repair of motor vehicles and
motorcycles
Transportation and storage
Accommodation and food service activities
Information and communication
Financial and insurance activities
Real estate activities
Professional, scientific, and technical activities

E
F
G
H
I
J
K
L
M

Administrative and support services activities
Public administration and defence; compulsory social
security
O
Education
P
Human health and social work activities
Q
Arts, entertainment and recreation
R
Other services activities
S
Sources: Eurostat; Central Bank of Malta.

N

NACE Rev. 2 classification
High CO2 intensive
Mid CO2 intensive
Low CO2 intensive
sectors
sectors
sectors
A01, A03
B
C13-C15, C19-C21,
C10-C12, C16-C18,
C22-C25, C28,C29C26-C27
C30, C31-C33
D
E
F
G45

G46, G47

H49-H51

H52, H53
J58, J59-J60

M72

I
J61, J62-J63
K64, K65, K66
L

M71

M69-M70, M73-M75

N77, N79

N78, N80-N82

O
P
Q86, Q87-Q88
R
S

   Some sectors were aggregated by their respective NACE section as for B, D, E, F, I, L, O, P, R and S.
   Households (T) are being excluded given they are end-consumers, while Activities of extraterritorial organisations and bodies (U) are
being excluded as they produce no emissions and GVA domestically.
9
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Chart 3
EMISSION INTENSITY RATIO BY SECTOR AND RESPECTIVE SHARE IN
OVERALL GVA
(tonnes CO2 per EUR GVA; per cent)
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(see Chart 3). This is also supported by their level of emissions in
absolute amount, which accounted
for 87.8% and 9.5% of total emissions in 2019, respectively (see
Chart A2). The former reflects the
geographical characteristics of the
Maltese islands, where, due to their
physical separation from mainland
Europe, trade with other countries
may only be carried out by sea or
by air (Ministry for the Environment,
Climate Change, and Planning,
2021). These two sectors were also
identified to be climate-sensitive in
studies carried out by the Banca
d’Italia and Banco de España, and
form part of the CPRS list devised
by Battiston et al. (2016).11

-20

Emission intensity ratio ̶ Natural log (LHS) ̶ Low CO2 intensive sectors
Emission intensity ratio ̶ Natural log (LHS) ̶ Mid CO2 intensive sectors
Emission intensity ratio ̶ Natural log (LHS) ̶ High CO 2 intensive sectors
Cumulative share of GVA (RHS)
Sources: Eurostat; Central Bank of Malta calculations.
Note: Data as at 2019.

Despite energy being a high emission-intensive sector, the production of renewable energy, particularly
from solar-related activities in Malta has recently been on the rise, and therefore progress is already being
made on a national level to reduce the level of carbon footprint associated with such activities (Central
Bank of Malta, 2021). In addition to this, the ECB estimated that under the NGFS orderly scenario, Malta’s
energy mix would continue to ease key environmental burdens by shifting from fossil fuels to non-biomass
renewables, with the latter expected to account for more than 70% of total energy sources by 2050, up from
around 10% in 2020 (ECB, 2021). Considering the worst-possible scenario, the share of non-biomass on
total energy sources would drop to just 30% in 2050.
Sectors identified to be High CO2 intensive are considered to be the most susceptible to any policy changes
targeted at achieving net zero emissions, given the relatively high emissions compared to the value added
in the economy.12 Nevertheless, given the inevitable interconnectedness among certain sectors, such as the
use of transportation services by end-consumers within the accommodation and food service activities, any
measures aimed at reducing the emissions of higher polluting sectors could also impact those generating
lower pollution. In this regard, any measures aimed at facilitating the transitional path to a greener economy
could result in higher operational costs that are eventually incurred by the consumers, possibly resulting
in a contraction in overall demand. In addition, some assets can no longer be used as a result of changes
associated with the transition to a low-carbon economy, and as new regulations are introduced, leading to
a substantial loss in the value of such assets. Such stranded assets could therefore negatively influence
the profitability of companies holding them (Sen & Schickfus, 2019). These factors could jeopardise the
viability of companies, particularly those with weaker financial positions, which could in turn affect their
market value and debt refinancing capabilities. Furthermore, as greener investments and more sustainable
projects become more widely accessible and available, market participants, including financial institutions,
would be expected to concentrate their investment portfolio towards such ventures. As a result, the potential
lack of participation in greener sectors and projects might be perceived negatively by other stakeholders,
causing reputational damage and eventually issues on profitability. As a result, this connecting chain could
have repercussions on the general financial system particularly through banks and investors, with adverse
consequences on overall financial stability.

   See “The carbon footprint of Italian loans” published in 2020, and “Energy transition and financial stability. Implications for the Spanish
deposit-taking institutions” published in 2019.
12
   International studies such as those carried out by the Banca d’Italia and Banco de España have identified a number of common sectors
as being highly emission-intensive, including Electricity, gas steam and air conditioning supply (D), Agriculture (A), a number of manufacturing activities as well as sub-sectors of the transportation sector (mainly H49).
11
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2.3 Limitations of the analysis

This analysis is the very first attempt at identifying those sectors that are emission-intensive, and therefore
sensitive to climate transition risks. With this knowledge, the assessment tries to quantify the extent of the
financial sector’s exposure to such climate-sensitive sectors. A number of data limitations hindered the possibility of carrying out a fully refined classification and assessment.
To this end, the analysis could benefit from further improvements if data at the firm level is made available,
allowing for a proper distinction to be made between firms which operate in the same sector of economic
activity, but which might be more energy-efficient in their activities, compared to their peers. In addition,
information on the purpose for which financing was obtained is not available and hence loans or investments
towards more energy-efficient projects could not be distinguished in the analysis. Similarly, at a sectoral
level, some sectors had to be considered at a broader level in instances where data, particularly with respect
to CO2 emissions, GVA and bank lending exposures, was aggregated at a different level, thereby implying
that all sub-sectors have identical emission intensity. For example, while the energy sector (D) is classified
as High CO2 intensive, some sub-sectors and/or firms may be pushing for more energy efficient and environmentally-friendly services, which are nevertheless being treated as equivalently-high polluters. This also ties
in with the fact that available data sources are not sufficiently granular, i.e. at four-digit NACE classification,
which would have otherwise provided for a more precise analysis of financial exposures towards emissionintensive sectors and thus to climate transition risks. Furthermore, while domestic government exposures
were excluded from this analysis, any loans granted to governments or public entities outside the euro area
could not be filtered since such granular breakdown in banks’ statutory returns is not available.
In addition, only those emissions which are directly generated by companies in carrying out their business
are being considered (referred to as Scope 1), such that any other emissions indirectly generated throughout
the value chain of a company including in the ultimate consumption of an activity (referred to as Scope 2 and
3) are being excluded.13 Scope 2 and 3 emissions, which are considered in the ECB and EBA analysis, are
relatively more difficult to quantify but are just as important as Scope 1 emissions.
Exposures particularly of the securities portfolio could be underestimated for three main reasons. Firstly,
there is missing information on the issuer’s NACE code, thus, the sector of economic activity of such exposures was assigned on a best effort basis, based on the main business operations of the company or its parent. Secondly, unlisted securities without an International Securities Identification Number (ISIN) identifier
are not included in the Securities Holdings Statistics by Sector (SHSS) data but are collectively reported in
banks’ statutory returns. Lastly, a large share of the financial system’s exposures are with holding companies and head offices which are captured in NACE codes K64 and M70, and hence deemed to be Low CO2
intensive. However, the sector of economic activity in which these companies’ main business operates is
not being captured, and could well be operating within the remaining two CO2 intensive sectors, i.e. Mid and
High.14 Furthermore, although international literature does not correct for exposures towards the financial
sector as a whole, the presence of this sector may distort the allocation of sectors across the three classifications in the below analysis.
Finally, given that the methodology adopted classifies sectors into High, Mid or Low CO2 intensive based on
domestic emissions and GVA data, its application to non-resident exposures could result in incorrect conclusions as the specific level of CO2 might differ. Furthermore, the sensitivity of transition risk on exposures held
with foreign corporations might depend mainly on the severity of measures implemented in the location of
the corporation, rather than locally. Nevertheless, the classification in this Special Feature, particularly that
of High CO2 intensive sectors, complies with those identified in Battiston et al. (2016) and in the research
carried out by Banca d’Italia and the Banco de España.
   Scope 1 emissions are emissions that are released as a direct result of owned assets for example through the use of equipment and
vehicles. Scope 2 emissions are those generated indirectly from the generation of purchased energy-related activities such as electricity,
heating and cooling by the company. Scope 3 emissions are also generated indirectly but which form part of the company’s supply chain
such as employee commuting and waste disposal.
14
   This limitation is partly addressed for the bond and equity portfolio of banks and non-banks when the NACE code was not reported,
such that the NACE of the company’s main business activity was assigned.
13
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3. Maltese financial sector’s exposures to the identified emission-intensive sectors

To better quantify potential financial stability risks arising from the transition to a low-carbon economy, this
analysis looks into the loans and securities exposures of banks, domestically-relevant insurance companies,
and domestically-relevant investment funds (i.e. non-banks), focusing primarily on those sectors identified
to be High CO2 intensive.
Data on bank loans was obtained from statutory returns while data on debt securities and equities was
gathered from the SHSS database and augmented with statutory returns where necessary to enhance data
representativeness and coverage. In case of the latter, the market value of individual securities held by the
assessed financial institutions were classified by the issuer’s sector of economic activity. All exposures were
aggregated at the sector level such that for each institution, the total value of the exposure was obtained and
classified by their respective NACE code according to the granularity adopted when classifying sectors as
High, Mid or Low CO2 intensive. The analysis makes use of annual data spanning between 2016 and June
2021.15
From a geographical point of view, this assessment considers both resident, as well as non-resident exposures. Sectoral classifications on foreign exposures depend on the emission-intensity, which has been calculated based on national CO2 emissions and national GVA data (see Section 2.3 above for additional
information).

3.1 Maltese banking sector’s exposures to High, Mid and Low CO2 intensive sectors

The subsequent analysis shows that the overall banks’ exposures to High CO2 intensive sectors are
driven by their lending portfolio, with loans to such sectors representing about 6% of their assets, while
exposures in their securities portfolio were much more contained in June 2021 (see Charts 4 and A4). At
around 20% of assets, banks are largely exposed to Low CO2 intensive sectors, predominantly through
their lending portfolio, with securities also forming an important share of such exposure. This however is
in part due to exposures towards holding companies and head offices, which, as underlined in Section
2.3, might not entirely reflect their
underlying activities and the emissions associated with them. SubChart 4
sequent Sections 3.1.1 and 3.1.2
LOANS, DEBT SECURITIES AND EQUITIES HELD AS A SHARE OF
ASSETS PER CO2 INTENSIVE SECTOR AND BANK CATEGORY
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June 2021.16 Such exposure mainly
reflected loans to the financial and insurance sector (K64-K66), which represented more than a quarter of all

   Exposures towards NFCs, financial corporations, other financial intermediaries, and insurance corporations, were taken into consideration (excluding exposures to governments) as defined in the ESA 2010 classification.
16
   Total loans excludes loans to households and activities of extraterritorial organisations and bodies.
15
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loans, and towards real estate (L),
which accounted for 9.5% of total
loans as at June 2021 (see Chart
6).17 The latter primarily includes
activities in relation to the buying,
selling, renting and operation of own
or leased of existing real estate,
which by its very nature, is low
polluting. This is however another
example of how a low-emitting sector is interlinked with a high-emitting
counterpart, in this case, the construction (F) sector. As explained
earlier, the overall increase in loans
issued to Low CO2 intensive sectors was entirely driven by the core
domestic banks, accounting for the
largest share of their total loans at
57.8% in June 2021, up from 47.8%
in 2016 (see Chart A3).

Chart 5
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Chart 6
TOP 3 EMITTING SECTORS PER CO2 INTENSIVE SECTOR
(per cent)

High

Mid

Low

Loans issued towards the Mid CO2
June 2021
intensive sectors have increased
by a more pronounced rate, push2016
ing up the share in overall loans
from 16.9% in 2016 to 27.7% in
June 2021
June 2021. The increase in the Mid
CO2 intensive sectors was predom2016
inantly due to higher loans issued
by international banks towards
June 2021
warehousing and support activities
(H52) under the transportation and
2016
storage activities, with such sector
0
10
20
30
40
50
60
70
80
accounting for 49.3% of total Mid
CO2 intensive sectors loans and
Source: Central Bank of Malta.
13.6% of the lending portfolio of all
banks (see Chart 6). On the other
hand, the core domestic banks
granted fewer loans to Mid CO2 intensive sectors, pushing down their share on the banks’ total assets by 1.5
percentage points to 3.8% in June 2021.
Loans granted towards the High CO2 intensive sectors have declined by almost a third, with their share on
total loans dropping by 12.6 percentage points to 23.2% in June 2021.18 The decline stemmed exclusively
from branches of international banks, in part driven by their de-risking strategy. Consequently, the share
of loans issued by international banks towards High CO2 intensive sectors declined by more than half to
21.1% in June 2021 (see Chart 7). This drop was partly offset by the core domestic banks’ increased exposures towards the construction (F) sector. Such lending accounted for just above 40% of their lending to the

   Should loans issued to holding companies operating under the financial and insurance, as well as the professional, scientific, and technical sector be excluded, the share of Low CO2 intensive sectors on total loans would drop from 49.1% to 42.4% in June 2021, with such
drop driven by all categories of banks, particularly the core domestic and the non-core domestic banks.
18
   As outlined in the 2019 Annual Audit Report of the National Audit Office, the energy sector benefitted significantly from guarantees
issued in 2019. As a result, some of the loans granted towards High CO2 intensive sectors are Government guaranteed. In addition, around
3% of total outstanding loans benefitted from the MDB’s CGS, some of which are captured under High CO2 intensive sectors.
17
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High CO2 intensive sectors as at
June 2021.19 Notwithstanding, core
domestic banks’ exposures towards
the High CO2 intensive sectors narrowed by 4.5 percentage to 26.1%
in June 2021, reflecting the significant increase in their loan portfolio.
Loan exposures of the non-core
domestic banks towards High CO2
intensive sectors went up by about
14%, accounting to 17.2% of the
overall loan portfolio in June 2021.

Chart 7
TOTAL LOANS PER CO2 INTENSIVE SECTOR AND BANK CATEGORY
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towards High CO2 intensive sectors. Despite increasing, the share
of resident loans towards High CO2 intensive sectors fell from 24.9% in 2016 to 22.5% in June 2021, owing
to drops in other sectors particularly the wholesale and retail trade and repair of motor vehicles and motorcycles (G45). Yet, core domestic banks granted more loans towards the Low CO2 intensive resident sectors,
driven by the higher exposure to other sectors, particularly the accommodation and food services activities
(I) and real estate (L) sectors. Developments within the Mid CO2 intensive resident sectors was more contained, with some increase in lending towards the rental and leasing activities under the administrative and
support service activities (N77) and to a lower extent in wholesale trade, except the repair of motor vehicles
and motorcycles (G46).
3.1.2 Banks’ securities portfolio
Since 2016, the banks’ securities
portfolio contracted, albeit a hint
of a reversal was noted in the first
half of 2021.20 Despite a decrease
across all three types of emission
intensity classifications, the Low
CO2 intensive sector remained the
core component of banks’ securities portfolios, accounting for 93.3%
of their investments as at June
2021 (see Charts 8, A6 and A7).21
This mainly reflected investments
in companies operating in the financial service and insurance activities
sector (K64-K65) and to a lower
extent in the legal and accounting
services activities (M69-70). Meanwhile, the share of High CO2 intensive sectors decreased from 3.1%

Chart 8
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   These are followed by lending to the wholesale and retail trade and the repair of motor vehicles representing 22.3% of the High CO2
intensive sectors.
20
   Data pertaining to the securities portfolio being analysed as reported in the SHSS database and for equities substantiated by statutory
returns, represent almost the entire banks’ debt securities and equity portfolios.
21
   When excluding exposures towards holding companies (K64.2 and M70.1), securities held in the Low CO2 intensive sector make up
92.3% of the total banking sector’s securities portfolio as at June 2021, with exposures to Mid and High CO2 intensive sectors accounting
for 5.9% and 1.8%, respectively.
19
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in 2016 to just 1.6% in June 2021. All three bank categories held bonds in High CO2 intensive sectors, namely
those operating in the transportation (H49-51) and manufacturing of rubber and metal products (C22-25)
(see Chart A5). However, only core domestic and international banks held equities of companies operating
in High CO2 intensive sectors, largely concentrated in the construction (F) sector. The decline in Mid CO2
intensive sectors was more contained, representing 5.2% of the overall securities portfolio in June 2021.

3.2 Non-bank sector’s exposures to High, Mid and Low CO2 intensive sectors

For the purpose of this analysis, the exposures of the non-bank sector comprise those of the domesticallyrelevant insurance companies and domestically-relevant investment funds.22 As at June 2021, the non-bank
sector’s debt securities and equity exposures amounted to about €3.2 billion, of which 13.7% were towards
High CO2 intensive sectors.23
The securities portfolio of domestically-relevant insurance companies
is largely skewed towards Low CO2
intensive sectors namely in activities auxiliary to financial services
(K66) and financial service activities (K64), with Low CO2 intensive
sectors making up for 75.2% of
their entire securities portfolio (see
Charts 9 and A8).24 Compared to
2016, the share of overall securities
held in High CO2 intensive sectors
increased slightly to reach 15.9% in
June 2021, driven exclusively by an
increase in equities mainly in manufacturing-related activities (C31-33
and C19-21) and the energy sector
(D), as otherwise, bonds of High
CO2 intensive sectors decreased.
The remaining 8.9% of the securities portfolio was composed of
investments in Mid CO2 intensive
sectors. Most of the domestic insurance sector’s securities portfolio
was exposed towards foreign companies, though with such share
declining slightly in recent years, to
represent 87.8% of the portfolio in
June 2021.
Domestically-relevant investment
funds are also highly invested in
companies operating in Low CO2
intensive sectors, making up around
79% of their entire SHSS securities portfolio (see Charts 10 and

Chart 9
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Chart 10
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   These include 9 Insurance Companies and 36 Investment Funds.
   When excluding securities held by the non-bank sector issued by holding companies (K64.2 and M70.1), exposures towards the High
CO2 intensive sector make up 14.8% of the entire securities portfolio as at June 2021.
24
   When excluding exposures towards holding companies (K64.2 and M70.1), securities held by domestically-relevant insurance companies in the Low CO2 intensive sector make up 74.5% of their securities portfolio as at June 2021, with exposures to Mid and High CO2
intensive sectors accounting for 9.2% and 16.3%, respectively.
22
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A9).25 Units were mainly concenChart 11
trated in financial services (K64),
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funds mainly invested in bonds and
equities issued by foreign companies, with only 38.5% of the portfolio being invested in domestic companies.
Expressed as a share of assets, exposure towards High CO2 intensive sectors amounted to around 9% and
5% of insurance companies and investment funds’ assets, respectively, as at June 2021 (see Chart 11).
These were mainly composed of equities for insurance companies and bonds for investment funds. The
largest exposure remained towards Low CO2 intensive sectors amounting to almost 41% and around 44%
of their respective assets in June 2021.

4. Conclusion

This Special Feature provided an initial quantification of the size of the Maltese financial system’s exposures
to sectors of economic activity that may be affected by the transition to a less polluting economy, with the aim
to feed into and lay the groundwork for future financial stability assessments relating to climate risk.
Results show that, as at June 2021, just over 23% of the domestic banking sector’s lending was towards
High CO2 intensive sectors, while an additional 27.7% was issued towards the Mid CO2 intensive sectors.
However, only 1.6% of their securities are towards High CO2 intensive sectors, with 5.2% invested in securities issued by corporates in Mid CO2 intensive sectors. For the non-bank sector, the shares for High CO2
and Mid CO2 intensive sectors rose to almost 14% and 10%, respectively. The exposures of both banks
and non-banks have remained concentrated towards Low CO2 intensive sectors at least since 2016. This
suggests that the potential impact from transition risk could be relatively contained, since these sectors are
assumed to be relatively less sensitive to regulations and abrupt measures aimed at reaching net emission
targets. Nevertheless, operations within such Low CO2 intensive sectors could induce activity in other sectors, which are more polluting such as the construction and transport sectors, and thus one could not preclude spill-overs from measures which potentially largely impact Mid and/or High CO2 intensive sectors. Any
possible second-round effects arising from such changes, which are not considered in this analysis, could
not be excluded. The impact much depends on the manner in which policies in addressing climate risks are
implemented combined with changes in emissions and technology, as also devised in the scenarios constructed by the NGFS, and whether these take place gradually or abruptly. The impact on the financial sector
is expected to be higher in the case where transition is more abrupt. It is important that banks explore ways
how to manage financial risks arising from climate change and incorporate environmental considerations in
their activities and risk management practices to align with the ECB’s supervisory expectations (ECB, 2020).
   When excluding exposures towards holding companies (K64.2 and M70.1), securities held by domestically-relevant investment funds
in the Low CO2 intensive sector make up almost 75% of their securities portfolio as at June 2021, with exposures to Mid and High CO2
intensive sectors accounting for 14.5% and 10.7%, respectively.
25
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As a result, this is only a preliminary indication based on this initial assessment, also considering the limitations outlined in Section 2.3, and thus any future scenario and sensitivity analysis and stress test applications would help in providing more concrete evidence. This analysis could also be enhanced in the future
as more granular data becomes available on a firm-by-firm level, and as further work comes on stream to
address the afore-mentioned limitations. A case in point in this regard is the importance of upcoming corporate reporting requirements imposed under the EU taxonomy and the EU Non-Financial Reporting Directive set to come into effect in 2023 and 2024, respectively, among others.26,27 Another important limitation
also highlighted by the EBA relates to holding companies where more granular data is required to allocate
the exposure of such holding companies to the NACE code of the parent company, to better capture the
main activity of their group. The assessment could, in the future, also consider any risk management and
investment strategies implemented by financial institutions in consciously making their portfolios and balance sheets greener. In addition, this analysis could be further augmented once an assessment of possible
financial stability implications on the financial sector, particularly arising from credit risk through unanticipated loan defaults, coupled with an assessment of companies’ probability of default is carried out. Other
potential avenues for research include the analysis of possible repercussions to the financial system from
physical risks arising from climate change.

   Regulation (EU) 2020/852 of the European Parliament and of the Council of 18 June 2020 on the establishment of a framework to
facilitate sustainable investment, and amending Regulation (EU) 2019/2088.
27
   Directive 2014/95/EU of the European Parliament and of the Council of 22 October 2014 amending Directive 2013/34/EU as regards
disclosure of non-financial and diversity information by certain large undertakings and groups.
26
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Annex

Chart A2
CO2 EMISSIONS BY SECTOR OF ECONOMIC ACTIVITY

Chart A1
CO2 EMISSIONS AS A SHARE OF GDP AND PER CAPITA IN EUROPE
AND MALTA
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Table A1
CLIMATE POLICY RELEVANT SECTORS (CPRS)
Main CPRS
(1) Fossil
(2) Utilities
(3) Energy-intensive

Sectors of economic activity by NACE
05, 06, 08.92, 09.10, 19, 35.2, 46.71, 47.3, 49.5

(4) Transport
(5) Buildings
(6) Agriculture

29, 30, 33.15, 33.16, 33.17, 42.1, 45, 49.1, 49.2, 49.3, 49.4, 50, 51, 52, 53, 77.1, 77.35
23.6, 41.1, 41.2, 43.3, 43.9, 55, 68, 71.1
01, 02, 03

35.11, 35.12, 35.13
07.1, 07.29, 08.9, 08.93, 08.99, 10.2, 10.41, 10.62, 10.81, 10.86, 11.01, 11.02, 11.04,
11.06, 13, 14, 15, 16.29, 17.11, 17.12, 17.24, 20.12, 20.13, 20.14, 20.15, 20.16, 20.17,
20.2, 20.42, 20.53, 20.59, 20.6, 21, 22.1, 23.1, 23.2, 23.3, 23.4, 23.5, 23.7, 23.91, 24.1,
24.2, 24.31, 24.4, 24.51, 24.53, 25.4, 25.7, 25.94, 25.99, 26, 27, 28, 32

Source: https://www.finexus.uzh.ch/en/projects/CPRS.html.

Chart A3
TOTAL LOANS PER CO2 INTENSIVE SECTOR AND BANK CATEGORY
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Chart A4
TOTAL LOANS EXPRESSED AS SHARE OF TOTAL ASSETS PER CO2
INTENSIVE SECTOR AND BANK CATEGORY
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Chart A5
DOMESTIC BANKS' SECURITIES TO THE TOP FOUR INDIVIDUAL HIGH
CO2 INTENSIVE SECTORS AS A SHARE OF THE PORTFOLIO

Chart A6
TOTAL DEBT SECURITIES HELD EXPRESSED AS A SHARE OF THE
PORTFOLIO PER CO2 INTENSIVE SECTOR AND BANK CATEGORY
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Sources: Securities Holdings Statistics; Central Bank of Malta calculations.

Chart A7
TOTAL EQUITIES HELD EXPRESSED AS A SHARE OF THE PORTFOLIO
PER CO2 INTENSIVE SECTOR AND BANK CATEGORY

Chart A8
SHARE OF DEBT SECURITIES AND EQUITIES HELD BY INSURANCE
COMPANIES PER CO2 INTENSIVE SECTOR
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Chart A9
SHARE OF DEBT SECURITIES AND EQUITIES HELD BY INVESTMENT
FUNDS PER CO2 INTENSIVE SECTOR

Chart A10
NON-BANKS' SECURITIES TO THE TOP FOUR HIGH CO2 INTENSIVE
SECTORS AS A SHARE OF THE PORTFOLIO
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2

276.0
29.4
43.5
58.9

35.1
4.1
3.0
43.7
27.7
85.1
3.1

417.6
27.8
36.0
60.9
187.7

27.8
3.4
2.6
43.5
28.6
71.7
2.5

0.5
6.5
62.8
62.3
64.3
37.8
37.7
9.0

7.3
92.8
48.5

7.0
88.4
48.2

0.7
9.2
57.1
70.8
58.8
48.1
29.2
0.8

18.1
16.0

2018

17.3
15.2

2017

343.7
31.0
39.1
59.5
139.0

25.1
3.2
2.5
42.9
26.3
71.9
2.4

0.6
6.7
66.3
63.7
67.8
43.8
36.3
0.1

7.8
87.8
46.2

20.1
17.6

2019

328.3
33.3
39.9
58.4
109.0

28.9
3.7
2.8
52.5
23.3
66.7
3.0

0.0
-0.3
68.1
73.2
70.1
45.6
26.8
28.8

7.6
80.9
42.9

21.7
18.6

2020

Core Domestic Banks

57.8
213.8
165.5

418.2
30.6

31.0
3.9
3.7
45.6
21.6
66.9
3.9

0.2
2.8
67.8
70.4
69.7
43.6
29.6
14.5

7.7
81.2
41.6

21.7
18.5

June
2021

265.2
28.5
37.6
47.2

15.0
2.2
1.8
65.9
67.2
86.2
2.5

0.3
3.2
77.1
30.0
78.0
45.8
70.0
1.1

7.7
264.7
59.5

17.4
14.1

2017

422.3
32.0
38.9
50.5
248.2

26.4
4.2
3.6
56.1
73.5
91.5
1.5

0.2
1.7
62.2
36.6
62.6
50.4
63.4
29.0

10.8
200.6
63.9

17.9
17.6

2018

374.7
36.2
45.1
46.6
245.4

34.8
5.4
4.6
41.0
77.6
91.4
0.9

1.3
11.0
47.0
31.4
47.1
50.2
68.6
12.8

11.0
140.7
61.1

19.2
18.9

2019

46.6
919.2
176.9

390.4
34.8

49.1
6.3
6.8
50.7
74.8
94.7
0.7

-0.5
-4.8
80.6
39.6
82.7
47.2
60.4
34.3

8.7
202.9
45.5

19.8
19.5

June
2021

278.1
20.6
43.5
111.5

13.8
1.5
0.9
57.5
16.2
84.0
2.4

1.5
4.9
27.7
79.1
27.9
15.8
20.9
15.3

30.8
119.6
65.4

47.7
45.0

2017

572.9
6.9
24.1
208.4
87.9

13.3
2.4
1.6
61.8
17.1
59.2
2.0

1.4
5.2
30.5
81.1
30.5
13.6
18.9
21.1

35.1
79.1
80.3

52.1
49.5

2018

364.9
7.6
15.1
376.6
78.5

8.0
1.8
1.3
78.5
22.5
48.3
3.8

1.1
5.8
39.7
56.1
39.9
14.2
43.9
24.2

38.7
84.3
87.1

47.2
47.2

2019

689.6
11.8
23.9
462.3
327.7

9.8
1.9
1.3
91.4
19.7
44.6
3.3

2.2
6.2
35.2
64.8
35.2
12.7
35.2
18.7

41.9
84.4
81.2

52.8
52.8

2020

International Banks1

296.7
116.6
217.5

679.0
24.4

11.5
1.8
1.5
122.9
19.9
37.1
7.6

1.7
7.2
43.2
66.7
43.2
11.8
33.3
16.7

37.2
59.6
65.6

57.2
57.2

June
2021

275.3
28.3
43.0
70.3

26.9
3.0
1.9
45.2
25.0
84.9
2.8

1.0
7.3
43.1
73.3
44.0
37.6
26.7
8.1

9.5
111.1
51.0

21.7
19.4

2017

23.3
25.1
190.6
132.2
96.2
88.6
88.7
401.1
7.2
9.4
0.1
0.1
0.0
0.1
0.1
3.6
12.2
14.8
42.7
29.7
20.0
25.2
25.3
28.9
33.2
31.9
29.0
37.6
43.4
43.9
40.1
37.6
9.7
10.3
12.4
10.2
9.9
11.3
12.4
10.7
Article 29(1)(c) and (d) of the Banking Act. Its license was withdrawn on 30 June 2020.

325.4
40.3
50.0
46.4
320.7

53.1
7.1
5.6
47.6
80.8
93.0
0.5

-1.4
-12.7
95.8
48.9
97.5
48.3
51.1
79.1

9.5
175.8
49.0

20.2
19.9

2020

Non-Core Domestic Banks

192.0
185.7
175.9
197.3
197.8
18.5
20.8
20.9
7.0
6.5
7.0
8.3
9.4
3.3
2.1
3.7
16.8
15.8
14.6
13.8
13.2
11.8
14.0
10.3
46.7
48.5
48.0
48.2
47.4
32.1
34.8
33.1
20.2
21.6
14.7
8.0
7.8
6.2
5.3
6.5
1
Satabank plc is excluded from 2018 figures onwards following the MFSA’s decision to appoint a competent person in October 2018 in terms of
2
Data for International Banks excludes the branches of foreign banks.
3
Based on profit after tax.
4
For the core domestic banks the ratio includes 'Reserve for General Banking Risks' as per the revised Banking Rule 09/2019.
5
The liquid assets to total assets and liquid assets to short-term liabilities figures from 2017 are based on COREP returns.

Balance Sheet
Assets to GDP
Domestic debt securities to total assets
Foreign debt securities to total assets
Customer loans to total assets
Interbank exposures to total assets

Liquidity Coverage Ratio2
Liquid assets to total assets2,5
2,5
Liquid assets to short-term liabilities
Customer loans to customer deposits
Counterbalancing Capacity on net cash outflows
Net Stable Funding Ratio

Liquidity

Total coverage ratio
Unsecured loans to total lending
Share of Stage 3 provisions to total provisions
Forebearance ratio to gross loans

4

Non-performing loans to total own funds
Non-performing loans to total gross loans
Non-performing exposures to total gross exposures

Asset Quality

Return on assets3
Return on equity2,3
Operational cost-to-income ratio
Interest margin to gross income
Non-interest expense to gross income
Personnel expenses to non-interest expenses
Non-interest income to gross income
Net impairment charges to gross income

Profitability

Capital
Regulatory capital to risk-weighted assets
Regulatory Tier 1 capital to risk-weighted assets
Leverage Ratio
Large exposure to total own funds
Risk-weighted assets to total assets

2

Financial Soundness Indicators

338.8
3.7
21.1
43.4
9.6

420.7
26.3
35.9
79.0
192.7

23.2
3.1
2.2
49.6
26.8
69.3
2.2

0.9
5.7
47.7
69.8
48.4
31.5
30.2
15.7

10.2
98.0
52.7

22.6
20.6

2018

293.0
4.5
16.1
45.4
8.0

347.5
29.6
38.5
79.3
149.5

21.3
3.0
2.2
49.2
27.9
67.0
2.7

0.8
6.8
53.8
58.0
54.7
35.5
42.0
11.1

23.7
21.8
10.6
91.9
51.0

2019

1

Total Banks

309.2
5.9
16.9
45.8
7.4

332.8
32.3
40.1
75.4
137.5

25.5
3.5
2.6
57.2
25.6
65.2
2.9

0.6
0.5
51.8
67.8
52.7
34.2
32.2
25.4

10.4
89.4
46.5

25.8
23.3

2020

311.6
6.8
16.8
44.0
8.5

71.8
298.2
169.3

426.0
30.5

27.0
3.5
3.3
56.9
24.3
61.5
4.6

0.6
3.4
56.3
67.1
57.3
32.0
32.9
16.6

26.0
23.5
10.9
84.8
44.1

June
2021

