Covid-19 and the
Challenges to the Banking Sector

S

mandin Andry Asmoro

Office of Chief Economist

T
- . PT Bank Mandiri (Persero) tbk




Indonesia: Comparison of Impact of Covid-19 Pandemic to previous crisis

COVID-19 2020

Global Financial Crisis
2008

Asian Financial Crisis
1998

Scope of crisis

Covid-19 Pandemic occurs in more
than 200 countries. Global economic
growth is expected to suffer a
recession and growing by -3%. Most
countries will experience recession or
sharp economic slowdown.
Indonesian economy is expected to
contract by 0.45 this year

Financial crisis occurred in US as the
epicenter of the crisis with the worst
impact to the countries with the most
reliance on US and European financial

system. During that time, Indonesia grew

slower to 4,6%.

The crisis happened in Asia as Thailand,
South Korea and Indonesia as the
epicenter of the crisis. Developed
countries weren’t affected but developing
economies suffer a very bad crisis, and
Indonesia’s economy contracted by 13%.

Indonesia’s
external position

CAD : - 2.7% of GDP (2019)
FX reserves: USD 130.4bn (Feb 2020)

CAD : 0.02% of GDP
FX reserves: USD 51.6bn

CAD:-2.27% of PDB
FX reserves: USD 17.5bn

Impact

* Theimpact occursin all line of
businesses, from retails,
consumers, SMEs (including value
chain SME), and spreading to
corporates

* Impacted industries: Tourism,
Hotels, Trades, Manufacturing
and Financial Sectors

Sources : OECD and other various sources

e Crisis only impacted large corporates

* Impacted sectors were Financial
sector, especially banks and the
capital market..

 Crisis happened to big corporates,
especially those who have large foreign
liabilities

* Impacted sectors is the banking
industry due to disruption in
payments by big corporates.




Covid-19 affected to the banking sector through weaker performance in real

sector...

The Impact Flows of Covid-19 Pandemic to Indonesia’s Economy

Coronavirus
Outbreak

Source: Office of Chief Economist

Duration of pandemic Industries/ sectors impacted

First round impact
(3 - 6 months)

Second round impact
( >6 months)

Hotel and restaurant.
Transportation e.g., airlines.
Retail and wholesales.

* Income declining

Commodity sector i.e., CPO, oll, » Spending contracting
coal, nickel, cooper and tin.

Manufacturing sector

Export oriented sector e.g., textile

and garment products.

Investment projects delayed. * Lower economic growth
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Some downward revisions in several industries

Industry Initial Target Revised Target
Asosiasi Pertekstilan Indonesia (API) 3.5% -1.3%
Asosiasi Industri Olefin, Aromatik dan Plastik Indonesia 529 0.5%
(Inaplas)
A505|a5|. Perusah:.:\an Air Minum dalam Kemasan 10% 8%-99%
Indonesia (Aspadin)
Gabungan Pengusaha Makanan dan Minuman 89%-99% 4%-5%

Indonesia (Gapmmi)

Gabungan Industri Kendaraan Bermotor Indonesia
(Gaikindo)*

1.05 juta unit

600,000 unit

Gabungan Pengusaha Kelapa Sawit Indonesia (Gapki)

n.a

n.a

*)Target Gaikindo adalah target penjualan mobil dalam unit
Sumber: Kontan, 11 Mei 2020




...which was partly affected by low commodity prices

Brent Crude Oil WTI Crude Oil CPO COAL
USD33.7/bbl USD 30.7/bbl USD 486 MT USD50.9/MT

2016: 52.4% 2016 : 45.0% 2016 : 28.7% 2016 : 74.7%
2017 :17.7% 2017 :12.5% 2017 : -16.1% 2017 : 14.0%
2018: -19.5% 2018 : -24.8% 2018 :-19.4% 2018:1.2%

Source? Bloomberg, as of May 18, 2020

Rubber
USD 1.3Kg
2016 : 83.9%

2017 :-18.8%
2018 : -14.6%

S

Gold
USD 1762.8 Ons

2016 : 8.6%
2017 :13.1%
2018 : -1.6%
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How big is the impact if small
enterprises and the people had no
income at all?
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From MSME’s perspective:

MSMEs contribute significantly to Greater Jakarta’s earnings and output. Thus, a sudden
stop would be a severe blow to the gross regional product (PDRB).

Jakarta: 3-month sudden-stop scenario
* Income: estimated loss of 1.09% of Jakarta’s PDRB.
* Output: estimated loss of 3.41% of Jakarta’s PDRB.

Jakarta’s surrounding cities (BoDeTaBek): 3-month sudden-stop

scenario

* Income: estimated loss of 4.75% of BoDeTaBek’s PDRB.

* Output: estimated loss of 15.20% of BoDeTaBek’s PDRB.
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Impact if people cannot work - Methodology

Asset Income/Person - Monthly

10 I 7,727 * People would depend on other incomes:

o NN 2,629 1. Asset income (rental + other financial income)

¢ N 1631 9 Busi .

i e— . usiness income

° I 550 * Assessment from the perspectives of asset income

’ : o and business income, according to the people’s

4 496 . .

N — decile spending

2 B 2064

R Number of households & people per cost/capita decile

2,000 4,000 6,000 8,000 Decile #Household #People
Thousands &2 1 7,128,218 32,330,040
Asset + Business Income/Person - Monthly 2 7,128,617 30,238,217
N
. . 182 3 7,127,430 29,199,955
I

N —— 4 7,128,314 28,657,783

7 N 2, 5 7,127,938 27,452,719

6 MENEEEE 1642 6 7,129,139 26,322,178

> N 1236 7 7,128,147 25,260,072

‘-1 8 7,126,917 24,404,538

3 Il 720

) B 507 9 7,128,802 22,756,063

1 W 22 10 7,128,802 20,088,066

(1,000) 1,000 3,000 5,000 7,000 9,000 11,000 13,000 15,000 (Total 71,282,324 266,709,63

Thousands Rp




Millions

Impact if people cannot work - Results

Results — Asset Income Case Assumption
2. 49mn HH (171.1.9mn people) may cope well without working for 1 month a. 1 month of restricted economic activity: no effect on asset
b. If 3 months without work, only 28.5mn HH (92mn people) can manage and business income

Results — Asset + Business Income b. 2-3 months of restricted economic activity: asset income and

a. 64mn HH (234.4mn people) may cope well without working for 1 month. business income will decline by 25% and 50%, respectively

b. If 3 months without work, only 42.7mn HH (146.28mn people) can

manage.
#Survive HH & People (Asset + Business Income)

250 234.38

Millions

#Survive HH and People (Asset Income) 204.14
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Updates on the Banking Sector:

Challenges and The New Normal
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Loan growth weakened while deposit growth accelerated

Deposit growth (%)

Loan growth (%)

Loan and deposit growth (% yoy)

61-9°4

Macroprudential intermediation ratio (%)

Loan to funding ratio (%)
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Challenges for banking industry in 2020

1. Uncertainties over the duration and
the severity of the Covid-19 Pandemic

At this moment, there are still very high uncertainties
over the duration and the severity of the Covid-10
pandemic in Indonesia. Current data showing that there
are 9,771 positive Covid-19 case in Indonesia while the
casulaties from the virus was 784 people

4. Weakening purchasing power because
of the weak economic growth

Significant slowdown in the economic growth causing
many lay-offs. Worsening condition in the employment
situation in will have a significant impact to purchasing
power in the Indonesians.

i

2. Downturn in the global economy and its
impact to Indonesia’s economy

IMF revised down the global economic projection from
the previous forecast of 3,0% to minus 3,0%. IMF also
lower Indonesia’s economic growth projection from
previously 5.1% to only 0.5%.

g

5. Tightening liquidity in the banking
system, especially in smaller banks

During uncertainties, people will tend to avoid higher
risks assets and will turn to safer ones of safe havens,
including banks’ deposits. But customers will also
choose the large banks that are considered safer and
stronger from economic shock. This will make smaller
banks’ liquidity tighten in the comming periods

3. Lower commodity price due
to global economic slowdown

Slowdown in the global economy is causing a
significant decrease in global oil market reaching —
USD37.6/barrel earlier this month. This will have an
impact to other commodities including CPO and coal.

6. Worsening asset quality due to weak
economic condition

Weakening global and domestic economy will have
significant impact to many industries in the economy.
This will cause weakening asset quality conditions
across many sectors, especially in services industries
and medium and small businesses.



Covid-19 will have an impact to banking industry performance

Banks financial indicators that will likely impacted by the Pandemic

Lower needs for loans and Weakening debtors’ revenue will Postponement of payments by
more selective credit have impact to their ability to debtors will have impact on
disbursement pay back their liabilities liquidity

Operational cost Capital Adequacy Ratio

Additional cost due to
implementation of the Covid-19 ‘ A possibility of decreasing CAR due

Slowdown in loan growth will
decrease interest revenue

protocols and higher cost of to lower net revenue
provision




Mapping to Portfolio Composition Shows That The Banking Sector is Highly

Exposed to The Most At-Risk Sector

Identification of most affected Impact on bank portfolio
sector/product % to 2019 total loans (Source, bank public filings, Oliver Wyman analysis)
110%

Most exposed
*  Mining, oil & gas

o i 0 0 o 189
. g;r;s(;cructlon & CRE 90% 21% 279% 21% T 8% 559 550,
*  Restaurant and hotels
* Transportation 70%
*  Micro-loans
Moderately exposed
* Consumer Goods 50%
*  Financial Services
*  Electronic, auto & steel
* Industry processing
30%
* Auto, and payroll loans 55% 48% 48%
«  Credit card ° ° 43% 41% 41% —
Least exposed 10% ’
*  Agriculture and Fishing
* Telecom
*  Utilities 0% o Z £ = é 2 §
*  Social & Community service ° g (E% 5 O
* Healthcare & education a 3

*  Technology

- Mortgage B High% m Medium% Low% Unknown risk

Source: Oliver Wyman Presentation: Covid-19 Outbreak — Challenges and Opportunities
Notes: Bank Panin does no report split of consumer portfolio and is therefore marked as unknow risk

42%

Panin

48%

Maybank

Risk will be
higher for
subprime
mortgage

80%

12%
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Strategies to fight Covid-19 and business recovery strategy after pandemic

Strategies to fight Covid-19 Business Recovery Strategies

AO/O Focusing in restructuring program for debtors
000 impacted by Covid-19

? Restructuring efforts need to be conducted with
l- prudent and in accordance with regulation

Banking intermediary roles in line with the progress of
E) § economic recovery

Loan growth for selective industries in prospective
sectors that are not directly affected by the pandemics _ N
. Pharmacy, Telecommunication and FMCG e Gradual economic recovery through normal condition,

need appropriate time to increase the intermediary

M roles of the banking industry

|II

Adapting to “The New Norma
* The ability to adapt to the new banking ecosystem

after the pandemic is very important to optimize the
opportunities during that period

|_||—| To maintain liquidity :

D_ré__ * Tight control in loan disbursement

e e « Long term bond issuance for FX and Rupiah
e Bilateral loans
* Increasing government bond ownership




Change in customers need post Covid-19

The need of online services
increase significantly

Change in banks interaction with
the customers (corporate and
personal)

Physical services, like branch offices
are still important

Customers still need branch office services,
hence they still need information, related to
active branch offices, drive through ATMs,
etc, by all communication services (emails,
whats app, sms, etc)

Covid-19 brings significant change to the
pattern of banks relation with their
customers (corporates and individual)..

Increasing demand of on-line banking services
drastically, including mobile-wallet and non-
physical payments

SRS [y ——————
| o o




New normal in banking industry after Covid-19

Change in customer behavior Acceleration in digital banking Support from regulator

* Increasing limit for non-physical

» Decrease in cash payments, * Increasing the use of mobile :
: . payments and reducing the use of cash
including the use of ATM payment and ATM
online platform (F&B, travel, etc) capabilities banking process (eKYC, loans, account
» Developing capabilities in open payment and other banking services)

banking through cooperation with
fintech
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