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Limited offerings, fierce competition stall
progress in Malaysia’s digital banking sector
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Kuala Lumpur
DIGITAL banks, once hailed as the
next big thing in Malaysia's finan-
cial landscape, are facing an uphill
battle to live up to the initial hype,
with progress slower than expect-
ed due to limited offerings and on-
going trust concerns.

Of the five digital banks granted
licences by Malaysia’s central bank
in April 2022, only three have be-
gun operations; the other two have
yet to launch their services.

GXBank, a subsidiary of Singa-
pore’s GXS Bank - a joint venture
between Grab and Singtel - is the
first digital bank that officially
launched its operations in Novem-
ber last year.

Following GXBank, Aeon Bank
kickstarted its operations in May
this year as the country’s first Is-
lamic digital bank - targeting 21
million Muslim consumers in the
country. The bankis a joint venture
between Aeon Financial Service (Ja-
pan) and Aeon Credit Service (Ma-
laysia), which are the subsidiaries
of Japan's largest retail group Aeon
Group.

Boost Bank, a joint venture be-
tween Boost Holdings and the
country’s fourth-largest lender
RHB Bank, was the third to official-
ly commence its operations in

June, marking the first home-
grown digital bank.

Both YTL-Sea digital bank and
KAF digital bank have yet to start
operations. The former is backed
by a consortium led by Singapore-
based Sea and YTL Digital Capital.
The latter is backed by a consorti-
um led by KAF Investment Bank.

Malaysian media outlet The Star
earlier reported that the launches
of YTL-Sea and KAF's digital banks
have been delayed due to technical
issues related to incomplete digital
channels and IT-related issues —
key criteria to obtain Bank Negara's
green light to go online.

When contacted, a spokesper-
son from Sea Capital Services
stressed that the timeline of the
digital bank’s launch is aligned
with the plan submitted to and ap-
proved by Bank Negara and the Fi-
nance Ministry. “Our approved
commencement date of the end of
2024 remains unchanged,” said the
spokesperson.

KAF Investment Bank had not
responded to the inquiry at press
time.

A banker, who requested to stay
anonymous, said digital banks in
Malaysia face regulations that are
more stringent than those for
peers in Hong Kong and Singapore.

Bank Negara’s Licensing Frame-
work for Digital Banks, which was
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established in December 2020, out-
lines detailed eligibility require-
ments, capital mandates and oper-
ational readiness reviews.

Digital banks in Malaysia must
maintain a minimum capital of
RM100 million (S$29.8 million) dur-
ing the foundational phase and
RM300 million thereafter, making
ittough for newcomers to enter the
market.

“The digital bank operators, at
the same time, will need to com-
pete with well-resourced conven-
tional banks to drive innovation

and build trust within the country’s
competitive banking landscape,”
he added.

Growing interest, limited
offerings

Kelvin Lee, financial services lead-
er at PwC Malaysia, said the public
response to existing digital banks
has been generally positive, as the
ease of onboarding digitally - with-
out needing to visit a branch or to
speak to a bank staff - has been a
significant factor driving the adop-
tion of digital banks.
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Analysts observe that the well-capitalised conventional banks are rapidly
advancing in digitisation, creating an increasingly competitive market for

newcomers. PHOTO: BT FILE

“Additionally, partnerships with
ecosystem players, such as retail-
ers, have allowed digital banks to
offerattractive deals, further entic-
ing consumers,” he added.

GXBank, the first digital bank in
Malaysia, reported that it has so far
acquired 750,000 customers,
while Aeon Bank aims to attract
250,000 users.

Although Boost Bank did not set
acleartarget, itis aiming to convert
half of its current 11 million Boost
App customer base into digital
bank users.

Like traditional banks, digital
banks are concentrating on collect-
ing deposits. This has led to com-
petitive campaigns, with tradition-
al banks responding by offering
better deposit deals to retain cus-
tomers.

Homemade-beverage entrepre-
neur Wilson Gan, a user of one of
the digital banks, has been using
the bank’s services for business

transactions. He is most keen, how-
ever, on getting a working capital
loan, as he wants to purchase raw
materials in bulk and rent a space
for a central kitchen.

“I like the convenience of digital
banks and their trendy debit cards,
but my objective of using their ser-
vices is to getabusiness loan as my
working capital, which is currently
unavailable in the traditional
banks,” he said.

Gan is among the seven million
unbanked and underbanked in Ma-
laysia, who hope to access a broad-
er range of financial products
through digital banks. He lacks a
credit record as he had been living
overseas for seven years and only
returned to Malaysia in 2022.

Two-fifths of adults
underserved

According to industry estimates,
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about 15 per cent of the 23 million
adult population in Malaysia were
unbanked last year. Another 40 per
cent were considered under-
banked, meaning they were not
well served in financial services or
had unmet needs such as no access
to credit cards, being underin-
sured or having no long-term sav-
ings product.

Josef Jelinek, research director
at Kapronasia, said that like other
central banks in Asia, Bank Negara
believes that the presence of digi-
tal bank players could increase
competition, hopefully by putting

some pressure on incumbents.

Without more financial prod-
ucts, however, it will be hard for the
new players to compete with the
conventional banks which are al-
ready rooted strongly in the mar-
ket, he added.

Malaysia is the fifth economy in
the Asia-Pacific to join the digital
bank bandwagon after Hong Kong,
Taiwan, Singapore and the Philip-
pines.

PwC’s Lee concurred with Jeli-
nek, noting that revenue genera-
tion will be a big challenge for dig-
ital banks to stay sustainable in the
market. “Without lending prod-
ucts, digital banks struggle to off-

set deposit and operational costs,
putting pressure on their profit-
ability and growth potential,” he
added.

Jelinek points out that Malay-
sia’s well-established banking sys-
tem poses another challenge for
newcomers. “With less than 10 per
cent of the population lacking a
bank account, there is no pressing
need for digital banks.”

To build their deposit bases,
digital banks must rely on high in-
terest rates and other promotional
tactics, which could result in pro-
longed periods of operating in the
red, he added.

Moreover, the incumbent banks
are not far behind in digitisation.
For instance, Maybank has a dedi-
cated digital platform, May-
bank2U, while CIMB operates a
standalone digital bank in the Phi-
lippines. These large, well-capital-

ised banks can easily counter any
challenges posed by newcomers.

Despite the slower progress, Je-
linek noted that Malaysia’s digital
banks possess unique characteris-
tics due to their formation by con-
sortiums involving various con-
glomerates across different indus-
tries.

This backing creates opportuni-
ties for them to cross-sell services—
an advantage that most conven-
tional banks lack for now.

For instance, Grab-Singtel's
GXBank includes the Kuok broth-
ers among its investors.

The Kuok Group is a major busi-
ness group in Malaysia, with oper-
ations spanning agriculture, real
estate, hospitality, logistics and
digital infrastructure. By leverag-
ing the resources of the Kuok
Group, GXBank may be able to rap-
idly expand its customer base.



