Banking on Digitization for
Growth

Whitepaper
Digitisation is happening all around us, from online streaming of movies and TV shows
to highspeed internet access. In this era of smartphones and tablets that dominate the
lives of our gen Y and gen Z population, the trend towards widespread use of smart
devices for banking transactions is clear. Correspondingly, the number of visits by bank
customers to the branches and those making service hotline calls have been
diminishing.
Digital banking today
We are, after all, entering a diﬀerent phase of service delivery where
the focus is on “omnichannels” that will serve customers more eﬀeciently
and smoothly. Techological innovations on digitisation through new channels
and platforms are happening rapidly. Digital disruption that started in the US
and Europe has spread across the globe. The advent of e-wallets and the
engagment by ﬁnancial service ﬁrms with customers using social media are
but two examples of disruption that traditional banking has to address.
Given the gamut of developments on digital communication and connectivity,
the concept of digitisation in banking, usually referred to as “digital banking”,
has evolved in a manner that, not surprisingly, has caused confusion as
to its meaning. In this paper, we deﬁne digital banking to simply mean internet
banking and mobile banking which are by far, the two most conspicuous,
voluminous and wide spread manifestation of digital banking.
Given that digital banking in Malaysia, as a middle income economy, is lagging, banks here are at the threshold
of growing their businesses by leaps and bounds if only they would seize the opportunities available. With well
proven technology used succesfully by telcos and ﬁntechs plus a wealth of intelligence data on consumer
behaviour, banks would be remiss not to redirect their resources to digital banking and capture a bigger share
of a potentially fast growing market.

Digital banking trends
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Across Asia, approximately 700 million consumers are engaged in digital banking regularly, the highest being in
India and China. In Malaysia it is estimated that there are 12 million such users. The main factors driving the growth of digital banking are increased sophistication in the technological ecosystem, the rise in the use of internet and
mobile devices, and the growth in e-commerce. These have in turn resulted in the need for banks, which by nature
tend to be conservative, to catch up with innovative products so as not to lose out. Banks should be aware that consumer spending via digital ﬁnancial platforms (digital payments, online shopping etc) is expected to represent 40
percent of total spending across all generations in the coming ﬁve years. Where banks have been lacking in responding to emerging technology, telcos and ﬁntech companies have been quick to use them to their advantage. There
is already an alternative product to many facilities that have traditionally been the domain of the banks, including
peer to peer payments, ﬁnancing and investing.

Understanding changes in consumer preferences
Although many ﬁnancial institutions are investing heavily into digital infrastructure, many seem to be missing out on
what consumers want. Only if they know what their customers want, can they programme their eﬀorts and software
towards satisfying customer needs. Surveys have revealed that the following are what goes through the minds of bank customers today:
Surveys have revealed that the following are
what goes through the minds of bank customers today:
“How inconvenient it is to go to a bank to deposit
cheques when there are platforms oﬀering the use
of my mobile phone to take a picture of the cheques and immediately depositing into my account"
“When looking for a house, wouldn’t it be great if I
could also ﬁnd ﬁnancing for my purchase through
an “app”?
“Why don’t I use the same app to help me ﬁnd ﬁnancing for a car?”

Surveys also show that a growing number of consumers are expected to:
- Engage in banking services through social media
- Engage with banks based on context including looking for advice and/or ﬁnancing
- Have more “one-click” experiences
- Use banking services the same way they use other
services on the internet
- Open bank accounts as easily as opening with Paypal,
Google Wallet etc

Digital transactions are having a profound impact on the retail business side of the equation, the most important
being the omnichannel experience of consumers by their purchase habit of using mobile phones. Mobile appstoday should therefore present not just the look of the physical store but have as much features as possible of
a virtual store appearing. More than 50 percent of typical internet users’ time is through their smartphone or tablet. Thus jointly, the use of these devises has overtaken the use of laptops and desktops for internet activities.
This trend will continue because of the capabilities of innate software as well as developments on the associated
hardware for such devices e.g. improvements on the microphone, camera, low-frequency Bluetooth and biometric features that boost privacy and security for users.

Malaysian digital banking trend
The push for online banking, thanks in no small way to Bank Negara Malaysia, has had a signiﬁcant impact on
the way the Malaysian public carry out their banking transactions. There has been an increase in the volume of
online payments from 49 per capita to 82 per capita over a 5 period and a reduction in the use of physical cheques from 206 million in 2011 to 148 million in 2015.(Tables 1 and 2). Although the statistics show that there
has been an increase in the use of digital channels, mobile banking still has a low uptake as compared to internet banking. This is probably due to the limited features on current mobile apps and mobile phone services. It
is noteworthy that it costs RM3 to process a cheque compared with 20 to 50 cents via an interbank transfer.
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Malaysian banks have saved approximately RM231 million in cheques-processing costs between 2013 and 2015,
while the saving by the consumers approximated RM611 million. According to Datuk Muhammad Ibrahim, Governor
of Bank Negara Malaysia, adaptation of e-payment methods would increase banks’ competitiveness and allow innovation of new products and services that add value as well as reduce cost in the long run. Indeed, as the central bank is working towards doing away with the use of cheques, it is also steering us towards acashless society.
Payment indicators trend
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Potential surge in the use of mobile devices in Malaysia
In many countries, mobile devices are fast becoming consumers’ primary computing device. With that, a new set of
possibilities open up for ﬁnancial institutions interested in capturing new markets. Smart phones, especially, are expected to represent more than 50% of shipments worldwide of smart-connected devices by 2018. The quantum leap
in the use of mobile phones is exempliﬁed in some African countries including Kenya where virtually every adult has
an account with a mobile payment management ﬁrm that manages money transfers. The number of bank accounts
in Kenya increased from 2.5 million in 2007 to more than 15 million in 2011. According to the Global Findex database
2015, the income of rural recipients in Kenya increased by 30% as a result of money being sent home more frequently via the mobile phone.
Before this phenomenon, large amounts of money had to be physically transported over vast tracks of land across
the country exposing the holder of the money to security risks. In addition, wiith the cost of building mobile towers
being much lower than that of laying of cable lines as well as the high cost of setting up bank branches in remote
areas, it catapulted the proliferation of mobile phone ownership. Hence African consumers beneﬁtted by leapfrogging into the digital era.
While the African situation may not be similar to that in Malaysia, for certain common reasons, the surge in mobile
phone banking would also take place. As it is, approximately 20% of Malaysian banking transactions are happening
on mobile phones. More than 20% of all money transfers and approximately 15% of bill payments are being conducted on mobile devices. Mobile bill payment is expected to grow 20% from today till 2018 as friendlier user apps will
facilitate more eﬃcient and smooth experiences for smart phone users. Malaysian banks may therefore position themselves for growth in their businesses by preparing for the growing number of customers who use their devices.
It is estimated that by 2018 the average customer will make 300 digital transactions in place of each branch visit.
The mobile banking app today is extremely important because at many banks especially the ones that do not have
a large branch network, the number of online banking transactions conducted from smart devices already exceeds
the number conducted through all non digital channels, including branches and call centres.
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Practical ways to capitalise on consumer insights
According to research, the vast majority of consumers receive information on ﬁnancial products and services from
friends and family. The other source is social networking sites such as Facebook, WeChat and Instagram. Seeking
advice from ﬁnancial advisors ranked lowly in the survey reﬂecting the low level of trust towards such professionals.
This presents an opportunity for banks to develop digital platforms that could enhance customers’ ﬁnancial knowledge and their money management. One obvious way is to tap into the social media networks to communicate with
clients and strengthen relationships and thus build trust. Malaysians have been identiﬁed as among the most inclined to use social media. When a bank has a good understanding of its customers’ preferences, it may also want to
change its product-centric approaches to those that are customer-centric. This may involve a change in business
culture but is necessary to stay ahead of the game and beat the competition.
Another way to capitalise on customer insights, which is fast gaining popularity, is to use data analytics commonly
called “big data”. Big data can help to extract and analyse massive amounts of information (i.e. consumer spending
and transactional patterns) to detect correlations and consumer psychology which are otherwise hard to decipher.
Such data are typically derived from mobile. An interesting consumer behaviour study by Gartner about mobile device privacy reported that generally, consumers tend to agree for banks to track the pattern of their mobile banking
usage provided that the banks are transparent about their use of the data collected from those co-operating.

Competitive technological strategies for banks
To remain competitive, banks apart from studying customer behaviour, have also to examine themselves from the
technology perspective. The following are strategies that banks may adopt to better exploit the opportunities out
there:
“Digital engagement strategy” involves mobile devices, social media, the web, and the internet. With the convergence of digital channels into one medium, banks can create awareness, react promptly to complaints and be able to
engage with customers across all touch points thus enjoying the beneﬁts of social media engagement with as discussed in the preceding section.
“Digital inside out strategy” is one that is internally driven by the institution. Most banks’ investment
initiatives in this regard are to provide solutions to traditional banking needs. This strategy has
two categories:

-User interface enhancements through independently developed multi-channel access,
e.g. websites and mobile banking platform
-Technology upgrade through secure web-based linkages and through the ability to
interoperate diverse business processes via server-to-server connectivity for end-to-end
“straight-through” transaction processing

“Digital outside in strategy” relies on partnerships with ﬁntechs and telcos to create value around existing digital products and developing new integrated services. Instead of banks looking at ﬁntechs and telcos as treats to their business, they should see them as partners and collaborate with them to leverage on their digital capabilities. This strategy can be made even more eﬀective by combining it with another strategy such as the digital engagement strategy. By partnering with social media companies a bank will not just be creating a new marketing platform, it will also
foster the use of banking services more naturally as if the customer is chatting with friends through these media.
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Conclusion
The trend towards branchless banking, direct money transfers through omnichannels, and even a cashless society in
the longer run is abundantly clear. Digital banking has way passed a point of no return and will continue to grow rapidly. With the evolving pattern of consumer demands, it is imperative for banks to discard with legacy systems and
adapt to new technology to be able to seize opportunities for growth. At the least, such measures are needed for banks to remain competitive. However, investing heavily into digital infrastructure, without developing smart strategies
is not the answer - identifying suitable growth drivers is. In this paper we emphasised on developing strategies by
keenly observing and understanding consumer insights. Using data analytics and a consumer-centric approach are
among the ways suggested. Another is for banks to enter into partnerships with ﬁntechs and telcos that will accelerate the introduction of new products and services thus providing state of the art consumer experience.
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