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SECTOR UPDATE 

Banking – Malaysia 
Digitalisation, Here We Come 
As the deadline for the submission for digital banking licences looms, we 
understand that most traditional banks are opting not to participate. We opine that 
the entry of digital banks is not expected to pose a significant threat. Incumbents 
and the new digital banks should complement each other in enhancing the financial 
inclusion and ecosystem, in our view. Maintain OVERWEIGHT given moderating 
credit cost outlook and attractive valuations. CIMB is our top sector pick.  

WHAT’S NEW 
• Deadline looms but most banks unlikely to apply for digital licences. Even as the 

deadline (30 Jun 21) for interested parties to submit their application for the five digital 
banking licences looms, we gather that most traditional banks may decide not to participate. 
Among the banks, only RHB-Axiata has submitted a joint bid for the digital banking licences, 
while CIMB is still assessing, and would likely use Touch and Go as the vehicle to apply for 
the licence, if it does. This does not come as a surprise as traditional banks are already 
embarking on their respective digital initiatives coupled with the fact that their existing 
licences allow them to compete in the same space as digital banks.  

• Asset and business model limitations will help contain medium-term competition. 
Despite digital banks having a potential edge on paper, the asset cap in the foundational 
years and the fact that operationally, digital banks can only focus on the underserved market 
will help contain the perceived medium-term threat to traditional banks. Based on the 
combined RM15b asset size cap, this equates to <1% of total system loans and deposit 
base. As such, we opine that the disruption from the five new digital banking players is likely 
to be muted and these banks should be able to exist together with the traditional banks to 
help enhance the range of financial products and financial inclusion of the underserved 
market.  

• Banks likely to fast-track digital banking initiatives. The COVID-19 pandemic will prompt 
banks to fast-track their respective digital banking transformation progress as consumers 
become more accustomed to the new normal (ie stringent social distancing SOPs). The 
COVID-19 pandemic has prompted BNM to accelerate the adoption electronic-Know-Your-
Customers (eKYC) from Jun 20 onwards, which allows the onboarding of customers without 
them having to visit branches. The adoption of eKYC is the first step in paving the way for 
greater branch rationalisation as customers no longer need to visit a branch to open a bank 
account, and this could lead to more banks rationalising their branch networks in the future.  

ACTION 
• Maintain OVERWEIGHT. All in all, we believe the near- to medium-term threat from digital 

banks will be benign, and we see that the sector’s current consolidation phase provides an 
excellent opportunity for investors to accumulate on weakness. Current valuation of 1.05x is 
at -1.5SD from its historical 5-year mean, which is attractive. We do not believe the current 
MCO 3.0 will have a major upside risk on provisions as banks have by far and large built in 
significant pre-emptive provisions. CIMB remains our top sector pick, but we also like RHB 
for its solid capital and balanced growth, and HLBank and Public Bank for their defensive 
qualities.  

 OVERWEIGHT 
(Maintained) 
 
TOP SECTOR PICKS 
Company Rec Share Target 
  Price Price 
  (RM) (RM) 
Public Bank BUY 4.18 4.60 
CIMB Group BUY 4.59 5.10 
HL Bank BUY 18.86 22.30 
RHB Bank BUY 5.39 6.35 
HLFG BUY 18.00 20.75 

Source: UOB Kay Hian 

POTENTIAL CONTENDERS FOR DIGITAL BANKING 
LICENSE 

RHB-Axiata Sea Ltd 

YTP Corp Genting 

TnG Grab 

BigPay Sunway 

MyMy Razer 

Paramount MoneyLion 

GreenPacket Funding Societies 

iFast CN 

AMTD PUC 

TymeBank Johor Govt 

Angkasa Malaysia Sarawak Govt 

Pertama Digial  

Source: Various Media, UOB Kay Hian 
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PEER COMPARISON 
   Share Price Target Price Market Cap ------------------ PE (x) ------------------ ROE P/B Div Div Yield
Company Ticker Rec (RM) (RM) (US$m) 2020 2021F 2022F (%) (x) (sen) (%)
Public Bank PBK MK BUY 4.21 4.60 19,803.5 16.8 15.1 14.0 11.2 1.7 14.5 3.4
CIMB Group CIMB MK BUY 4.45 5.10 10,799.3 30.0 11.7 8.9 6.3 0.7 15.2 3.4
HL Bank HLBK MK BUY 18.20 22.30 9,560.8 15.2 13.4 11.7 10.0 1.3 40.8 2.2
RHB Bank RHBBANK MK BUY 5.30 6.35 5,150.4 8.7 8.3 7.6 9.1 0.7 25.4 4.8
HLFG HLFG MK BUY 17.60 20.75 4,884.6 21.5 9.5 9.0 10.0 0.9 39.2 2.2
Maybank MAY MK HOLD 8.20 8.70 22,681.4 14.2 12.2 10.5 8.8 1.1 53.8 6.6
AMMB AMM MK HOLD 2.86 2.90 2,292.8 9.0 7.4 6.4 8.3 0.6 10.7 3.7
BIMB BIMB MK HOLD 3.86 4.10 1,941.8 10.0 9.6 9.0 11.2 1.0 16.1 4.2
Alliance Bank ABMB MK HOLD 2.60 2.38 975.4 10.2 9.2 8.2 7.0 0.6 8.5 3.3
Affin ABANK MK HOLD 1.74 1.60 895.6 10.9 7.5 7.1 4.7 0.3 7.0 4.0

Source: UOB Kay Hian 
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ESSENTIALS  
• The digital banking framework. To recap, BNM is looking to issue up to five digital banking 

licences to qualified applicants. The business model should be focused on serving the 
underserved market. The combined assets of the five digital banks will be capped at RM15b 
(RM3b each) for the first 3-5 years of commencement of operations (known as the 
foundational phase), and applicants must maintain a minimum total capital ratio of 8% and 
minimum paid-up capital of RM100m. Beyond the foundational phase, the asset limitation
cap will be uplifted if the applicants have achieved an unimpaired minimum shareholders’ 
funds of RM300m, and will also be subjected to the same level of stringent requirement as a 
full-fledged bank, notably more stringent capital requirement.  

• Do digital banks have a competitive edge? Theoretically, digital banks have a competitive 
edge from a cost and revenue perspective. On the cost front, cost savings can be achieved 
via a high degree of automation that helps to lower the non-revenue-generating back-end 
operational cost as it requires a much lower degree of personnel cost (which forms the 
largest component of banks’ operating cost base) and also other branch-related costs. On 
the revenue front, the use of technology will provide digital banks a bird’s eye view of client 
profile and better all-round banking experience in the hopes of winning market share and 
increasing cross-selling opportunities, especially in the higher turnover and shorter tenure 
financing segments such as personal loans, credit cards, wealth management and payments. 

• What does the underserved market comprise? The underserved market typically 
comprises customer segments which could have a higher credit risk profiles and lower 
product cross-selling opportunities. As such, traditional banks tend to shy away or limit their 
exposure to this segment given the high serving cost and low revenue potential (limited 
largely to small-ticket loan items). Loan product segments would largely comprise personal 
loans, credit cards to lower income borrowers and on the business front, loans for start-ups 
and micro enterprises. Having a robust access and analysis to crucial big data on these 
segments is important to limit the potentially high credit risk in this underserved market 
segment.   

• How are the other digital banks faring in the region? The top five most profitable digital 
banks in the region are: a) WeBank (China), b) Mybank (China), c) Rakuten Bank (Japan), d) 
Kakaobank (South Korea), and e) XWBank (China).  Success rate has been relatively low, 
with profitability among them displaying a vast gap. 

• China and South Korea taking the lead but performance a mixed bag. In South Korea, 
two digital banks were launched in 2017, which were Kakaobank and K Bank. The former 
has been able to turn profitable in two years while K Bank is still loss making. Even then, we 
note that the combined market share of the two digital banks’ retail loan market share is still 
relatively small at an estimated 3% (largely personal loans for underserved market). In China, 
WeBank is by far the dominant leader. In Hong Kong, none of the digital banks have turned 
profitable. We note that despite these countries having a strong infrastructure and technology 
ecosystem, not all digital banks have been able to make meaningful headways since 
launching three years ago.  

• Key factors for digital banks’ success. For the digital banking industry to take off in a swift 
manner, there must be a strong common infrastructure allowing the digital banks to be linked 
up to a national ID biometrics (facial recognition or finger print) and credit bureaus. This will 
allow for a seamless and yet comprehensive eKYC process. This is crucial as it allows a swift 
but yet tight credit assessment process. On a more micro level, we notice that the likes of 
Webank and Kakaobank were able to pull ahead of their peers as they were able to leverage 
on an already-rich ecosystem of digital services that their parent companies were already 
providing. This essentially allowed them greater advantage to utilise Big Data and artificial 
intelligence to have a more robust internal credit scoring process and faster customer 
acquisition. Webank is owned by Tencent while Kakaobank is owned by Kakao Corp, which 
is South Korea’s leading social media and IT company.  

• Scope for potential branch and productivity optimisation. We analysed banks’ branch 
and headcount productivity based on two key measurements: a) loans per branch, and b) 
pre-provision operating profit (PPOP) per headcount. Our observation suggests that there is 

KEY REGULATORY REQUIREMENTS FOR DIGITAL 
BANKS 

 

Foundational 
Phase 

((3-5 years) 

Post Foundational 
period: 

Operations 
without Asset 

Limit 

Minimum Paid-up capital RM 100m RM300m 

Total Asset size caps RM3.0b n.a. 

Capital & liquidity rule a)Total Capital Ratio (TRC) : 8% 

Same capital requirements as full 
fledge banks 

Business Activities & 
Presence 

- Focus on the underserved market

- Permitted to establish physical 
offices for administrative 
purposes 

- Not allowed to establish a branch 
i.e. a fixed place of business to 
facilitate customer transactions.  

- A licensed digital bank may 
participate in the Shared ATM 
Network and any other cash-out 
services of the traditional banks 

Source: BNM, UOB Kay Hian 

TOP FIVE PROFITABLE DIGITAL BANKS IN THE 
REGION 

Digital Bank Country 
2020 Net Profit 

(USD’m) ROE 
WeBank China 768 26.7 

MYBank China 199 10.5 

Rakuten Bank Japan 175 13.1 

Kakaobank South Korea 100 5.7 

XWBank China 109 15.1 

Source: UOB Kay Hian, Respective companies 

BANKS’ COST TO INCOME 

Source: Various Companies, UOB Kay Hian 

BANKS BRANCH OPTIMISATION PLANS FOR 2021 

Banks 
No of Branch 

closures 
% of current 

branches 
HLBank 26 10% 

HSBC Malaysia 13 19% 

OCBC Malaysia 4 10% 

Source: UOB Kay Hian, Respective companies 
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still ample scope for most banks to continue optimising their branch network in the face of an 
increasingly digitalised banking landscape. As shown in the RHS table, a number of banks 
have already announced relatively aggressive branch optimisation exercises for 2021, 
subject to BNM’s approval.   

• CIMB and Maybank could play catch-up with Public Bank. Larger banks have scale and 
visibility advantage, which translates into stronger branch productivity. That said, we see 
further scope for the likes of CIMB and Maybank to further optimise their branches to raise 
branch productivity closer to Public Bank’s. In addition, the entry of the new digital banks may 
in fact help to improve financial inclusion in less urbanised areas, which could then help 
banks to potentially rationalise the less profitable branches in these areas. 

• HLBank has also more room to optimise its branches. Within the mid-size banking 
segment, HLBank ranks highly in terms of headcount productivity, having the second highest 
PPOP per headcount. However, we note there is still scope to further optimise its branch 
network as it is still lagging the likes of AMMB in terms of loans per branch. 

• Smaller banks have to step up in the face of increasing competition. To compete, 
smaller banks may have to offer and even more robust and vibrant digital offerings and 
experience to compensate for their lack of scale and lower visibility.  

• Public Bank may not reap much near- to medium-term benefits from aggressive IT 
investment. As it already has the most efficient metrics, Public Bank may not reap much 
near-term cost benefits if it were to ramp up its digital spending, which could in fact lead to 
higher cost-to-income ratio (CIR) over the near to medium term. 

• Translating into further improvement in CIR. All in all, we do see scope for banks to 
optimise their CIR, judging from the sector’s current CIR of 47% vs Public Bank’s 33% CIR 
(most efficient bank in Malaysia). Note that staff cost represents on average 58% of bank’s 
total opex base. Increase automation will help the less efficient banks reduce staff cost and 
thereby bringing down their CIR. We estimate that every 1% reduction in domestic bank’s 
staff cost will raise earnings by 0.5%. 

• Comparing banks’ IT spend. On average, banks have been allocating 5% of their total 
annual opex to IT expenditure. As shown on the RHS chart, RHB, HLBank and Alliance Bank 
have been ramping up their IT spend with their current IT expense as a percentage of total 
opex hovering at 8% on average (vs peer average of 5%). CIMB does not break down its 
annual IT expense, but it is estimated to range between 6-8% p.a., which places it above 
peer average. Maybank, which used to lead the pack in terms of percentage of IT spend to 
total opex, has been moderating its overall IT spend as its earlier investments have placed it 
on relatively strong footing. Public Bank has opted for a more practical wait-and-see strategy, 
and it also outsources less of the maintenance of its IT infrastructure, which has resulted in 
an overall lower IT spend. Finally, we opine that smaller banks like Affin and BIMB need to 
play catch-up in view of a more competitive banking landscape. 

COMPARING DIFFERENT DIGITAL OFFERINGS BY BANKS 

Mobile 
Banking Apps 

Retail Internet 
Banking 

Corprate 
Internet 
Banking Live Chat 

Online / 
Mobile 

Personal loan 
Application 

Online/ Mobile 
SME loan 

Application 
CIMB √ √ √ √ √ √ 
Maybank √ √ √ √ √ √ 
Hong Leong √ √ √ √ √ √ 
RHB Bank √ √ √ x √ √ 
Alliance √ √ √ x √ √ 
AM Bank √ √ √ x √ x 
Public Bank √ √ √ x x x 
BIMB √ √ √ x x x 
Affin √ √ √ x x x 

Source: UOB Kay Hian, Respective companies 

LOANS PER BRANCH 

Source: Various Companies, UOB Kay Hian 
PPOP PER HEADCOUNT 

Source: Respective companies, UOB Kay Hian 

IT EXPENSE AS PERCENTAGE OF TOTAL OPEX 

* CIMB estimated at 6%-8% 
Source: UOB Kay Hian, Respective companies 
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Disclosures/Disclaimers 
 
This report is prepared by UOB Kay Hian Private Limited (“UOBKH”), which is a holder of a capital markets services licence and an 
exempt financial adviser in Singapore.  
 
This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an 
advice or a recommendation with respect to such securities.  
 
This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the 
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment 
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the 
recommendation, before the person makes a commitment to purchase the investment product. 
 
This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this 
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by 
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may 
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law 
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any 
registration, licensing or other requirements within such jurisdiction.  
 
The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable. 
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts 
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information.  UOBKH and its connected persons 
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As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in 
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Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect 
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by 
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