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Digital banking to advance more rapidly in Malaysia

BY ADELINE PAUL RAJ

igital banking is expected to advance
more rapidly in Malaysia over the
next few years as strong usage of
smartphones, tablets and the In-
ternet allows banks to offer more
services online, says Pricewater-
houseCooper’s (PwC) financial services leader
for the Asia Pacific, Hugh Harley.

Digital banking has progressed at very dif-
ferent paces in different countries. The UK,
Australia and South Korea are among the more
advanced, Harley notes. “What’s interesting
now is that, rather than being an element of
banking,computers are becoming the absolute
core of banking — not just on the back end,
but the front end too. Different countries are
moving through that transition [to digital] at
different times, but because banking is ulti-
mately about the exchange of information, it’s
inevitable that digital will be a core element
of banking forever.

“And I think, in a country like Malaysia,
the evidence suggests — just from our discus-
sions with the banks and the plans they’ve got
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Harley: If you look at countries like South Korea
and Australia, consumers do about one electronic
payment a day. In Malaysia, it's more like one a week.

around digital banking — that things are going
to start moving quite rapidly,” he tells The Edge.

In Malaysia, Internet banking was intro-
duced over a decade ago and has become in-
creasingly popular. Mobile banking, however,
is relatively new and offers users limited ser-
vices such as fund transfers.

As at June 2013, Malaysia had 14.6 million
Internet banking subscribers, of which 0.3
million were corporate subscribers, translat-
ing to a 49.1% penetration rate of the popula-
tion, Deputy Finance Minister Datuk Ahmad
Maslan said last year. As for mobile banking,
there were 3.25 million subscribers, account-
ing for just 10.9% of the population and 7.6%
of all mobile subscribers at the time. However,
it is unknown how many of them are active
subscribers.

Harley notes that Bank Negara Malay-
sia’s strong push for Malaysians to move
towards electronic payments will aid the
rise of digital banking. Under its Financial
Sector Blueprint 2011-2020, the central bank
is targeting to increase the number of e-pay-
ment transactions per capita to 200 by 2020
from 56 in 2012.

“If you look at countries like South Korea
and Australia, consumers do about one elec-
tronic payment a day.In Malaysia, it’s more like
one a week. Roughly 30% of all non-cash trans-
actions in Malaysia are carried out through
cheques while in the rest of Asia, it’s more
like 10%. That’s the magnitude of difference.
I think it’s clear we're going to see a bit of a
wave here over the next few years,” he says.

The rise of digital banking will not mean the
end of branch banking in Malaysia as people still
want a face-to-face banking experience, particu-
larly when making heavy investment decisions.
Surveys show that nearly 100% of Malaysians
will use branches regularly for their banking,
whereas for Thais, it’s less than 80%, Harley says.

“It’s clear at the moment that Malaysian
consumers are a bit less willing to move to
these [digital] channels for their banking, but
evidence suggests,including the policies around

encouraging electronic payments, that that’s
going to change,” he says.

Banks in Malaysia take technology seriously
and have invested heavily in it, notes Soo Hoo
Khoon Yean, partner and financial services
leader at PwC Malaysia.

“There are many reasons why different banks
have invested in digital banking. For some, it’s
to acquire new customers and for others, it's
to reduce cost. But what’s important is that
people in the industry generally acknowledge

that digital technology is here to stay,whether
you make money from it now or whether you
use it as a money-making machine five years
down the road,” he explains.

Investing in digital is also a key part of a
bank’s branding. “I've heard management
talking about how, if they don’t get on board,
the bank may be seen as somewhat of a lag-
gard in the industry and they don’t want to
be in that position,” Soo Hoo adds.
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Banks must educate consumers
about digital channels
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Digital forms the heart of banks’ strategies
today, Harley emphasises. “Banks’ spending
on digital generally needs to be the single
largest share of total investments, bearing
in mind that digital underpins everything
they do.”

But are customers ready to embrace digi-
tal banking here? “I think, given the revolu-
tion of both online and mobile, the answer
is definitely yes. But of course, there are res-
ervations. For instance, all astute customers
have in the back of their mind the issue of
security.The industry needs to do pragmatic
things to reassure people about the security.
But yes, clearly, Asian consumers are getting
much, much more comfortable about this
sort of banking,” says Harley.

It’s not just the younger, tech-savvy con-
sumers that are attracted to digital banking,
he points out. “Research shows that,actual-
ly, one of the more active groups of users is
the one that’s at the later end of their career,
who have more time to explore these new
technologies. The combination of conven-
ience, access to information and in some
cases, cheaper or lower costs, means that
there are strong incentives for people to get
comfortable with this.”

Banks must educate consumers about
digital banking and should also provide in-
centives to get them to use digital channels,
Soo Hoo opines. “If we just do a (survey) of
the banks in our country, how many would
say, ‘If you use Internet banking, I'll charge
you a lower transaction fee as compared to if
you went to a branch’? I think a lot of banks
are focusing on trying to invest in the plat-
form and their people. But what about the
incentives? That could be a critical success
factor that we should be focusing on as well.”

Harley,a former banker,was head of PwC'’s
financial services practice in Australia for

five years before assuming his current role
on July 1.

He says Australia was one of the early adop-
ters of digital banking and today, almost all
banking products — including mortgages
— are available online and via mobiles. The
take-up for credit cards,simple life insurance
and home-content insurance is probably the
three most popular items there.Less than 10%
of mortgages are taken up online, he adds.

In some cases,one can open a transaction
account online in less than 10 minutes. “You
need to have your taxation number and your
driver’s licence, for instance. But the process
is such that there’s automatic verification
by the bank that those numbers are right,”
Harley explains.

Soo Hoo notes that it’s more challenging
for Malaysian banks to offer products like
loans and opening of accounts online. “For
example, if you want to apply to open a bank
account online, the bank needs to do certain
regulatory requirements like anti-money
laundering checks. So obviously, if the banks
don’t have infrastructure that’s connected to
the government agencies to do all the checks,
they won't be able to do it so fast and immedi-
ately.And so, this is why it’s not just a banking
issue ...it’s a task to be done in tandem with
the government,” he says.

In the UK, the value of Internet and mo-
bile banking transactions have increased to
nearly £1 billion a day and branch use is fall-
ing sharply, says a July report by the British
Bankers Association. Branch banking report-
edly declined 30% in the last four years.

Next year, the UK’s first exclusively digital
bank,Atom Bank, is expected to be launched
in a bid to tap some 5.7 million people who
use their mobile phone for banking. But
there are already existing online banks in
the world such as ING Direct, and Simple
and Moven in the US. a




