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Key points  

• The role of banks may change as millennial account holders see little need to go to banks. Mobile banking and 

mobile wallets are also changing consumer behaviour.  

• A rethink of the banking model in the new digital age should begin from first principles rather than to enhance 

current banking models.  

• As Bank Negara begin approving licences for digital banks, it must learn and build upon the success of other 

ditigal banks and develop ways to allow Malaysian banks to cultivate this potential domestically and abroad.  

• Digital banking provides a feasible means of reaching the unbanked population in remote areas. Better 

understanding and cooperation between digital banks and regulators is necessary to realise this potential.  

• Due to the changing nature of work with the gig economy banks may face difficulties in assessing potential 

clients due to a lack of information from traditional sources of data. However, there are ways of obtaining 

information by tracking lifestyle and activities rather than using the traditional credit matrix. Such data can be 

obtained from unstructured data. 

• While with a lack of data it is difficult for traditional banks with low risk appetite to accept the young and 

unbanked, yet these are unrealised opportunities for great investment potential as some of these individuals 

have been able to create successful businesses. 

• While banks collect a lot of data, they have been unable to translate this data into meaningful information. In 

this area, banks can partner with fintechs to improve data quality using machine learning techniques, AI, big 

data, and other methods made possible by IR 4.0 to analyse unbanked individuals and determine if they can 

be made customers.  

• Digital disruptions could lead to financial exclusion of individuals from certain segments of society who lack 

records  

• Provision of infrastructure, particularly the provision of data connectivity, is necessary to encourage the 

unbanked to open accounts with fintechs or banks as they go digital.  

• The concept of open banking will become more widely used. While in theory, information sharing between 

banks would enable banks to identify potential growth areas in the businesses of their clients, there are 

limiting factors in the bank’s internal processes preventing this which need to be overcome. At the same time. 

banks and regulators need to ensure personal data protection and security when such level of openness is 

solicited from consumers. 

• The proposition offered by challenger banks are offering is the deconstruction of cost and elements of services 

that have traditionally been bundled together, and are provided instead as options. Incumbent banks can 

evolve by launching their own challenger banks, improving their digital service by moving beyond the standard 

mobile banking services and collaborating with challenger banks and fintech by connecting to their ecosystem 

via an open API. 

• Banks should adopt “lifestyle-based models” tailored to enhance customer experience and carry out more 

activities beyond banking. Eg. ICBC’s e-commerce platform allows their customers to transact with each other 

and financed by the bank. These models are common with Amazon, Alibaba, and WeChat.  

• Automation can be used to manage risk and reduce operational activities to allow existing resource to focus 

on more value-added tasks.  
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Disruption in Banking – Towards Banking 4.0 

2nd May 2019 | Renaissance Kuala Lumpur Hotel 
 

 

GEARING UP FOR THE CHANGING BANKING LANDSCAPE, COPING WITH NEW CHALLENGES 

AND OPPORTUNITIES IN A DIGITAL ERA 

 

Moderator: 

Datuk Seri Mohamed Iqbal Rawther, Group Deputy Chairman, Farlim Group (Malaysia) Berhad 

and First Executive Director, Malaysian Institute of Bankers 

 

In the digital era, disruptions do not only take place 

in the banking sector, but also every aspect of life. 

Technology is the main player in the digital era with 

its presence ranging from social, economic and 

politics, with spill-overs to the banking sector and 

other industries. The classical view is that banks are 

intermediaries between depositors and investors. 

However, such views compared to what actually 

happens in reality could be moving in different 

directions. If so, sources of disruption and its 

consequence to the banking industry must be 

identified. Banks need to be proactive in such times of change rather than being mere recipients of 

technology. Integration is also a crucial aspect in light of the emergence of non-banks becoming major 

players which are having effects on the banking and financial service industry. Banks may need to take 

protective measures in such an environment. 

 

 

Panellist: 

Mr Shan Saeed, Chief Economist, IQI Global Malaysia 

 

These are not normal times as systematic risks, market risks and undiversifiable risks are steeping 

deeper into the market. Systematic risks emanate from events like the US-China Trade War and Brexit, 

a phenomenon that nobody thought would occur, catching many investors off guard. Such occurrences 

have both positive and negative effects on other countries, presenting a trade-off. Some countries have 

suffered and faced economic slowdowns such as Singapore, South Korea, and Japan, while others like 

Vietnam, Malaysia, Thailand, and India are thriving under such conditions.  

 

Banks also face geopolitical risks such as the oil market and unpredictability of oil prices. US sanctions 

against Iran may result in an increase in oil prices from USD72 to approximately USD90 per barrel. If 

oil prices reach USD100 per barrel the world would go into deflationary recession, which is worse than 

inflation. The other consequences should the US imposes sanctions on Iran is the possibility that the 

latter may choke off the Strait of Hormuz. Out of 124 straits in the world, the Strait of Hormuz is 

considered one of the three most important straits, as 40 percent of global oil supplies pass through 

this area. Therefore, understanding geopolitical risk is important in making economic and financial 

sense due to its huge implications.  
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Another form of risk is sovereign currency risk or government risk. This was observed in Greece in June 

2015. Hence, governments and central banks can inadvertently pose risks to advanced economies. 

Banks and financial institutions also face regulatory and human risks. While the US economy is growing, 

all is not as it seems as banks have paid USD357 billion in regulatory fines and penalties since 2008. 

 

Opportunities are still immense despite these 

challenges. With issues emerging from disruption, 

technology and artificial intelligence (AI), banks 

need to decide whether to adopt these features or 

be left behind. Technology has spurred growth in 

many countries. China has become the world leader 

in AI. Huawei leads in the area of 5G and it is 

predicted by 2025, 1.2 billion phone users will be 

using 5G technology with one-third or 500 million 

users coming from China alone.  

 

In the energy sector, there have been large investments in the oil market, creating opportunities for 

banks to work closely with energy companies. Liquid natural gas (LNG) is bound to become a major 

commodity, leading to price pressures in the market in the coming years. Malaysia, Qatar, Russia, 

Australia, Papua New Guinee, and Indonesia will become exporters while Japan, China, South Korea, 

Thailand and Pakistan will become importing nations.   

 

Opportunities also exist in the area of infrastructure. With the Belt and Road Initiative (BRI), China’s 

large consumer market, and the Chinese economy holding USD2.3 trillion, many countries will vie for 

this source of income. Therefore, opportunities exist depending on how one looks at the market. Every 

opportunity comes together with risks. It is about how one strategically and tactically position 

themselves. Western banks have been retreating from the market due to compliance risk. On the other 

hand, Maybank and RHB have been moving aggressively in the market because of its good leadership. 

Such banks are poised to capture a market share worth USD35-40 billion in the next two to three years.   

 

 

Dato’ Vaseehar Hassan Abdul Razack, Senior Associate, Kets de Vries Institute  

 

Companies which can adapt to the new environment are in the best position to survive during times of 

disruption. One such example is Hermes, a popular brand which began as a supplier of leather saddles 

and bridles to the coach industry during a time when horse carriages were a primary means of transport. 

The company is still in existence today despite the fact the coach industry has disappeared due to its 

willingness to change.  It is unknown what the future holds and whether the banking industry could fade 

– but if banks employ the same strategy as Hermes, they could survive this onslaught posed by 

disruptions. Companies like Grab, Uber, Airbnb, and budget airlines created massive disruptions to 

traditional businesses. Therefore, the degree of willingness to adapt, change and accept new 

technologies will be the determinant factor of the future of companies. Over time, industries may 

disappear but the ability of organisations to adapt to new technologies will be the biggest factor to their 

survival.  

 

From a historical perspective, the term ‘bank’ has its root in the Italian word ‘bench’ due to the fact that 

bankers used to sit on benches in Lombardy, Italy, where they carried out banking transactions. When 

these bankers failed, their angry clients broke these benches, which is where the word ‘bankrupt’ came 

from. However, this claim is disputed by others counter-claiming that the term originally came from the 

German word ‘banck’, which means ‘joint stock fund’. The first banking activities can be traced to 

Europe during the Middle Ages. However, there is also evidence showing that in around 2000 BC, 

Babylon had its own banking system that operated through temples that wielded strong influence and 
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controlled the economy. However, when religion faded until the birth of the new religions such as 

Christianity and Islam, banking similarly took a back seat until its return in the Middle Ages when the 

European banks were established. Banks played a critical role during the First Industrial Revolution as 

they supported the growth of the countries. Germany played a key role in the creation of industrial banks 

to support the growth of its industries. Later many countries, such as Japan, followed suit and were 

similarly very supportive of their industries through long-term banking support.    

 

Having developed over the last 200-300 years, 

today, banks are at crossroads of their survival. In 

1981, the United Kingdom had 15,600 bank 

branches, but by 2018 it was down to 4,800. Similar 

trends are being observed in Malaysia as Malaysian 

banks are attempting to reduce the number of 

branches. This implies that lesser people are going 

to these branches, which have notably been 

frequented more by clients above the age of 40 

compared to younger customers who seldom do. 

 

In the US and several countries, having a bank account is no longer necessary to conduct transactions. 

This will soon be the case in Malaysia as new facilities are being introduced and many transactions are 

coming from retailers that are offering banking-featured solutions. Touch ‘n Go is one such example as 

they have been moving aggressively in the business where their cards can be used to carry out 

transactions. These are some the threats that coming to the banking industry. A bank’s level of 

preparedness is dependent on the strategies of their respective individual organisations. In Asia, DBS 

has gone aggressively into the digital banking sphere with a major portion of its revenues coming from 

this area. Hence, banks must pay attention to their strategies instead of pondering if the industry 

disappears, looking instead to their own survival. 

 

 

Dato’ Ong Eng Bin, Chief Executive Officer, OCBC Bank Malaysia Bhd 

 

The previous Bank Negara governor once warned that 40 percent of the banking revenues could be 

affected by digital disruptions based on projection of what could happen in the near future. A recent 

study conducted by a top consultancy firm found that only 36 percent of those interviewed indicated 

that if they were given a choice will switch their wallets to digital banks.  

 

Banks have been around for a long time and have 

survived the times. Almost 20 years ago, before 

Malaysian banks were affected by the Asian 

Financial Crisis, most banks were lending to small 

and medium-sized enterprises (SMEs) and 

corporations instead of consumers. Two decades 

on, the balance sheet of banks have become very 

robust and balanced with revenues from corporates, 

treasury, commercial, and consumers. In fact, a 

study found that most local banks obtain most of 

their revenue from retails. This presents both 

opportunities and threats.  

 

In the mobile age, consumers no longer go to bank branches to conduct simple payment transactions. 

However, they will still go to a bank branch for something important or if they have banking problems 

they are unable to resolve on their own. This is why banks will still exist as they are a people-business. 
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When people have substantial amounts to invest, they would not be really comfortable with new fintechs 

or whatsoever comes into the market. Hence, banks will use the trust and regulations that have helped 

them to be strong to ensure that they make adjustments to the digital environment. While going digital 

has recently become a common topic of interest, banks have, in fact, invested in digitalisation for a long 

time. For example, automated teller machines (ATM) were introduced a while ago to manage the crowd 

in bank branches. Today, banks have an issue as they have invested in fancy facilities which are not 

fully utilised as clients can make deposits and withdrawals without needing to see a teller.  

 

Another emerging concept is open banking which is taking place in Europe, but has not reached 

Malaysia as yet. Claims that consumers, in wanting the best deals in the market are willing to make 

their information open and available to all parties, have been overexaggerated. But when consumers 

consent to sharing their information to other banks, they have a sense of security. Hence, banks and 

regulators need to ensure protection and security when such level of openness is solicited from 

consumers. Banks in Malaysia need to work very closely with the regulators in the process of 

digitalisation. 

 

The banking transaction process is not exciting compared to the lifestyle-based models in the likes of 

Amazon and Alibaba. There needs to be focus on the entire customer experience. To realise this, banks 

need to work with regulators and allow itself to be part of an ecosystem for the customer, providing a 

lifestyle ecosystem by knowing what consumers want is key to competing with fintech companies which 

are moving forward in the provision of these ecosystems. However, should companies like Amazon 

move into banking, regulators will step in to create an open field for banks.  

 

While the impacts of going digital to improve cost have been widely discussed, much of its 

repercussions are already taking effect in many countries. South Korea, although being one of the most 

tech-savvy countries in the world, has a youth unemployment rate three times higher than the national 

average due to the pushing back of the retirement age. Many countries, including Malaysia, have 

pushed the age of retirement from 55 to 60. Eventually, there may not even be a retirement age as 

people can and need to work longer for survival. In whichever case, this presents youths with lesser 

options. When youths are unable to get jobs, it creates a new social problem.  

 

A study found that in the next five years, the big growth areas in the Malaysian market are in unsecured 

loans and credit cards which is an underserved market. Potential clients for such loans are young 

people who have yet to build their capital. Banks may face difficulties in managing them if they are 

unemployed or have jobs in the gig economy resulting in the lack of information. However, there are 

ways of obtaining information by tracking the lifestyle and activities rather than using the traditional 

credit matrix.  

 

Banks need to be open to challenges as trends are inevitable, requiring banks to make adjustments. 

Much of the banks' digital investments have not been focused on improving efficiency but have instead 

been focused on going into new markets. While this is not something that can be monetised today, it 

certainly does much for market capitalisation and share price, which is essentially what people do 

nowadays as they need to have a story about the future – they need to make substance over form.  

 

 

Prof. Dato’ Dr. Azmi Omar, President & CEO, International Centre for Education in Islamic 

Finance (INCEIF) 

 

With the advance of digital disruptions, three major phenomena’s can be observed concerning financial 

services. The first is, “if you can’t beat them, then join them”. This can be clearly observed as banks are 

offering digital banking services. The second is the digital or standalone-only banks, which have been 

established in many countries. However, in the case of Islamic banking, there has thus far been only 



 

 

 

2019 Malaysian Banking & Finance Summit  
PROCEEDINGS REPORT 

 

5 

one digital-only Islamic bank established by Al Baraka in Germany called Insha Bank which purely offers 

Islamic banking services. An account can be opened in this bank within 8 minutes without the need for 

face-to-face interactions as all that is required are documents that can be submitted online. The third 

form of disruption comes from digital fintech companies that provide financial services. In Africa, M-

Phesa is one such example of a digital fintech company which uses text-based mobile communication.  

 

Opportunities exist not only for banks, but also for digital financial service companies. In 2017, a survey 

by the Global Findex Database which surveyed more than 150,000 individuals across 144 countries 

found opportunities for financial services, particularly digital financial firms, through the provision of 

services to the unbanked as there is a large unbanked population in rural areas. In these areas, a 

mobile or digital approach is a feasible means of providing financial services. The survey also assessed 

how people use financial services, how payments are made, how they save, and how they borrow. 

Usage of financial services with fintech companies were also examined.  

 

The survey found that 69 percent of the global 

population have bank accounts, including accounts 

with fintech companies. The estimated number of 

the unbanked population worldwide is 1.7 billion 

coming mainly from seven countries namely 

Bangladesh, China, India, Indonesia, Mexico, 

Nigeria and Pakistan. Four of these countries are 

members of the Organisation of Islamic Cooperation 

(OIC). When contrasted further between high-

income countries to developing countries in terms of 

gender, it was found that only 50 percent of women 

and 60 percent of men in the developing countries have bank accounts, while in the developed countries 

90 percent of both male and females have bank accounts. This gap reveals an opportunity for financial 

institutions to provide their services. Furthermore, the proportion of individuals who receive and send 

digital payments have increased by 76 percent, implying that those using digital services have bank 

accounts while the rest do not. There is a need to bring these groups of people into the financial services 

and address the unbanked segment, which risks being left out.  

 

One of the ways to address this issue is through the provision of digital services, which is where fintech 

companies play a very important role as they do not require bank branches and allow consumers to 

open bank accounts fairly quickly. Malaysia already possesses this capability as identification cards are 

not needed when conducting transactions or to open accounts. In airports, facial recognition is being 

more used than thumbprint biometrics when proving identity. Identification cards may no longer be 

necessary in the future when facial recognition becomes the way forward. In the Muslim world, 60 to 70 

percent of refugees move from one country to another due to war. They do not have any form of 

identification, which is another reason why facial recognition is a solution. Such needs can be developed 

by digital or fintech companies.  

 

Another issue is financial inclusion, which refers to the idea of bringing more women and people into 

the financial sector. However, digital disruptions could also lead to financial exclusion. With the 

increased use of AI and robot advisory solutions, should there be a lack of records, digital or financial 

companies may be forced to exclude these groups from providing financial services and therefore 

denies them access. This is an issue regulators must consider. 

 

Finally, social interaction is still an important aspect of banking. While millennials prefer to do banking 

online, the older generation still values interaction with their peers, which is considered an important 

and valued social activity. Therefore, human psychology must also be considered when developing 

digital financial services.   
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Dato’ Badlisyah Abdul Ghani, President, Chartered Institute of Islamic Finance Professionals 

and former Chief Executive Officer, CIMB Islamic Bank Bhd 

 

Banks and financial institutions are not being disrupted by technology, but are instead being disrupted 

by issues of trust. Technology has played a role for aeons in various forms and different points in history. 

Some of this technology has existed for the past 60 to 70 years, but have only recently been used by 

the banking industry as they see external parties attempting to encroach into their space using the same 

technology. Hence, technology has been blamed when it is, in fact, a trust issue.  

 

Banks exist due to the need to intermediate between people to people, often in conditions when one 

person does not know the other. The banks have knowledge of all parties involved and are trusted. It is 

in this capacity that banks have allows people to trust them better than each other. Before banks, people 

lent and borrowed from each other without intermediation as everyone knew each other in smaller 

societies. It was a time when issues of trust did not exist. As societies grew, people began losing touch 

with one another and do not know each other anymore. They needed someone to help intermediate. 

When money is lent, there is confidence that the money will be returned. Money was passed on to 

someone trustable for safekeeping. This is where banks played a role in intermediating for society.  

 

As time passed, advances in technology facilitated 

and enhanced society’s ability to know each other 

better again. Technology made people more 

connected than ever before. Companies with huge 

databases of their customers like PayPal, Amazon, 

Alibaba, and eBay know exactly what their 

customers are spending on, which banks they use, 

and are able to estimate how much money their 

customers have in each bank as transaction flow 

through their systems. The ability of knowing people 

through technology is giving banks a run for their 

money, as people no longer need their help to trust 

someone.  

 

The real issues need to be identified in order to manage the challenges. As the real issue is about trust, 

and trust only comes about when there is information, the bank needs to come up with strategies on 

how to ensure that they have access to the same information Alibaba, PayPal, eBay and Lazada have. 

Banks must try to get access to this information through collaborations, or more drastically, transform 

itself into a platform – to become an Amazon or Alibaba as it were. Only when they become a platform 

to which everyone conducts business on, banks will not acquire the information on people they desire. 

As long as banks do not have this information, they will become disintermediated and become less 

needed by society as other companies can perform the traditional functions of banks such as Alibaba, 

which provides lending through its platform. Banks have been unable to provide such forms of financing 

because they do not have the information.  

 

This dilemma is posing the biggest challenge – not technology, but the banks’ ability to obtain society’s 

trust by winning the trust of their costumers and not the other way around. Many financial institutions 

have embraced and invested in technology almost for the sake of it, which is not the right approach. 

Instead, they should understand what is the real issue at hand.  

 

The digital bank and brick-and-mortar bank are still banks, regulated entities that are governed by 

financial regulators. There are things they can and cannot do. In essence, they can digitise as much as 

they wish, but they are ultimately, still banks. This may present issues in the provision of financial 
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solutions to the unbanked (as proposed by earlier speakers). For banks to move forward into the new 

era, there need to be total re-engineering on how banks provide services and products. It cannot merely 

be a digital bank.  

 

Q&A  

A delegate from a technology company. Referencing shifts from product-centric towards lifestyles 

(offered by companies like Amazon), what are the challenges and barriers banks will face and how can 

these challenges be addressed? 

 

Dato’ Ong explained that banks have 

always been very good with customer 

information, keeping them confidential, 

compartmentalised, and secure. Most 

banks limit the access of information to 

within their own confines and even 

within their own departments. This does 

not allow for much sharing of 

information, making it difficult to see the 

whole picture and impeding their ability 

to identify potential growth areas in the 

businesses of their clients. Banks need 

to have more discussion on how to 

make this information more available. 

 

The concept of open banking will allow financial institutions to analyse the preferences of account 

holders which will, in turn, enable them to advise the most appropriate products. However, at the same 

time, people are concerned about their information. For this to work, customers need to consent to their 

information being made available to all banks in the industry. Matters of cybersecurity also need to be 

addressed, as even the strongest security nets of countries can be penetrated. These vulnerabilities 

are causing customers to worry. This is why regulators are being careful about what banks can do in 

the fintech world. Being a digital bank by itself is not sufficient as trust is also needed.   

 

In Singapore, banks have been allowed to source 10 percent of their business from non-banking areas, 

such as e-commerce where they can partner with other businesses to render services. This presents a 

win-win situation in terms of access to information, which ultimately benefits customers.  

 

Sr. Michael Geh, FIABCI Malaysia. Given the deployment of robotic mortgage advisors that operate 

24-hour a day in Singapore, would there be an introduction of such robo-advisers in Malaysia?  

 

Dato’ Ong shared that OCBC has introduced a “robotic lady” that performed well and is even able to 

generate sales, but it is still merely a fraction of revenues generated in total by all the men and women 

on the ground. The technology is slowly developing. In the area of mortgages, which is a growth area 

of the banking industry, many things can be improved in terms of efficiency such as valuation reports 

and databases, which still require traditional valuers to assess properties. These processes can be 

improved with technologies such as the use of blockchains in valuation reports, where there is huge 

potential.  

 

Assoc. Prof. Dr. Rubi Ahmad, University of Malaya suggested that a way to resolve issues of trust 

is for banks to move towards an equity-based system instead of a debt-based system. An equity-based 

system is safer as it is less prone to crisis. The questions of the relevance of banks were raised, as the 

traditional reason for the bank’s existence no longer hold.  

 



 

 

 

2019 Malaysian Banking & Finance Summit  
PROCEEDINGS REPORT 

 

8 

Dato’ Badlisyah Abdul Ghani advised against banks doing equities as the financial industry needs 

both equity and debt as society needs them. He opined that banks will never disappear and will continue 

to exist, whether big or small, which depends on how society engages them and how banks can get 

society’s interest to do business with them. During the times of the Ottoman Empire, which at one point 

was the biggest empire in the world, banks were still in existence but were small in scale as no one 

needed to borrow. They still acted as institutions that received deposits and advised on financial 

matters. Hence, banks will continue to exist as they are, whether big or small depends on a matter of 

demand and supply. 

 

 

WELCOME SPEECH  

Tan Sri Michael Yeoh, President, Kingsley Strategic Institute for Asia Pacific,  

 

There is a very strong nexus between banking, business confidence, the rule of law, governance, 

reforms, and accountability. With this in mind, the government is responsible for ensuring greater 

accountability, governance and continued reforms to enable growing trust, as well as to enhance ethical 

leadership in both the public and private sectors. These are increasingly more important and relevant 

issues for the business community in general.  

 

Both bankers and businessman need more of the 3Cs from the government – clarity, consistency, and 

certainty, in terms of government policy and action. It is commendable that the government, over the 

course of the past year, has embarked on a number of such reforms and initiatives.  

 

Banking today operates in a new era of major 

technological change which has made an impact on 

banking. The banking community faces 3Ds – data, 

digitalisation and debt, features which will continue 

to occupy the minds of many bankers for years. The 

world is at a threshold with virtual banking as several 

jurisdictions overseas have already given licences 

for such digital banks – banks without walls or 

branches. It is unknown what effects this will have 

on Malaysia or whether Malaysia will follow in the 

same direction.  

 

Banking in the new era requires new strategic leadership, regulatory environment, as well as continued 

customer production. The future is already here and the march of the technology in the form of AI, 

blockchain and big data in the world of banking is unstoppable.  

 

 

OPENING KEYNOTE ADDRESS 

 

Enhancing Governance, Law and Parliamentary Reforms to Strengthen Banking and Investor 

Confidence 

 

YB Datuk Liew Vui Keong Minister in the Prime Minister’s Department for Legal and 

Parliamentary Affairs.  

 

Rules on corporate governance have been strengthened in most jurisdictions, including Malaysia, over 

the past few years. Good corporate governance practices are essential in preserving investor 

confidence in companies, but corporate governance rules cannot operate in isolation and need to work 
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in tandem with other factors to create a well-functioning space – a space that is trusted by all 

stakeholders.  

 

Policymakers and analysts have studied the Asian Financial Crisis of 1997 and the subsequent crises 

in Russia, Turkey, and Argentina to discern key lessons to prevent a recurrence of a similar crisis. Some 

of these lessons are now well understood. For example, pegged exchange rates can encourage 

excessive borrowing and expose countries to financial collapse when foreign exchange reserves run 

dry. Inadequate responses from both public bodies and private companies can lead to similar dangers. 

It is now widely recognised that each suffers from failures of governance, in particular, failure of 

governance in the financial sector. A well-functioning financial system needs to accelerate economic 

growth and make such growth more equitable by spreading the benefits to all sections of society and 

reduce poverty which would, in turn, strengthen Malaysian’s status as an emerging upper middle-

income country. To this end, the government’s focus on maintaining and strengthening the stability of 

its financial system over the past few decades has been highly successful and needs to be continued.  

 

Governance issues in financial institutions are similar but differ in important ways to that of non-financial 

companies. Financial institutions are charged with upholding the public’s trust and protecting 

depositors. Balance sheets are more opaque, leading to less transparency and greater ability to conceal 

problems. Good governance, therefore, requires boards and senior management to carry out their 

fiduciary duties by effectively communicating business directions and risk appetite while assuring 

transparent and effective organisation, risk assessment and mitigation, and sufficient capital support.   

 

In Malaysia, the Securities Commission 

has launched the Corporate 

Governance Blueprint in 2011 which 

outlined the strategic objective of 

strengthening market discipline among 

capital market participants. One of the 

points of the blueprint was the 

publication of the revised Malaysian 

Court on Corporate Governance in 

2012. A key feature of this court was the 

emphasis on the role of the directors and 

the need for a strong board composition. 

Within the financial sector, the 

foundations for corporate governance 

has been further strengthened with the enactment of the Financial Services Act 2013 and the Islamic 

Financial Services Act 2013. The functions of collective duties of the board of directors, as well as the 

fit and proper requirement for key responsible persons, are now clearly encoded in law. Board of 

directors, in making decisions, are now required by statute to consider the interest of the various 

stakeholders such as depositors, investment account holders, insurance policyholders and takaful 

participants. The new legislation also provides Bank Negara Malaysia with enhanced powers to take 

pre-emptive supervisory intervention against financial institutions to mitigate the risk of governance 

failure.  

 

Real change is unsustainable nor possible by regulation alone. Instead, the principle of good 

governance needs to be deeply woven into the fabric of an organisation. Directors and senior 

management members, as leaders of financial institutions, are in a position to foster positive 

organisational culture. The board and senior management must work in harmony to cultivate an 

environment which appropriately balances between performance and stability. Needless to say, the 

accepted behaviour and values promoted and demonstrated by the senior leadership will influence 

business culture and values throughout the organisation. Good governance ultimately depends on the 
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existence of strong and competent boards and a pool of professional senior management. To remain 

effective, boards are often confronted with the challenge of achieving an optimum balance between the 

need for continuity and fresh perspectives. This brings into the question of the issue of board 

composition and membership, and how talents on boards can be continuously renewed. Because 

financial institutions are complex creatures, longer serving individual directors can bring a depth of 

knowledge and experience in the business of financial institutions, which will consequently strengthen 

the ability of the board to provide effective oversight. Such continuity also encourages a cohesive board. 

However, if not balanced appropriately this can lead to complacency, and as a result, the institution 

may remain stagnant and uncompetitive.  

 

This Malaysian Banking and Finance Summit provides a platform for dialogue, enabling the 

development and deeper understanding of the contemporary issue that confronts the industry, yielding 

new perspective and insight around the issues of governance. In addition, having good governance 

structures will ensure that corruption and malpractices are weeded out. 

 

Just less than a week after the 14th Malaysian General Election, the Prime Minister established the 

Institutional Reform Committee to look into the various sectors in the country especially institutions that 

are considered pillars of the strength, namely parliament, police reform, appointment of top civil 

servants, human right issue and also enforcement against corruption. Financial leakages from certain 

officials from the previous government have been appalling. Since the new government came into 

power, this has been one of the strongest measures undertaken under the Prime Minister to ensure 

that corruption does not become a practice at any level of society. In the past year, this has been 

achieved to such an extent that none of the Cabinet members nor members of the top administration is 

involved in corruption, which was a usual practice in the past. This in itself is a great achievement by 

the new government. Good governance and good financial practices will continue to grow and cultivate 

a stable financial sector in Malaysia. The provision of stability is of utmost importance. Under the 

leadership of the Prime Minister and his team of hardworking Cabinet colleagues, the country will be 

steered to greater heights.  

 

 

BANKING 4.0 AND TECHNOLOGY: WHAT ARE MAJOR IMPLICATIONS AND OPPORTUNITIES 

FOR BANKS? 

 

Moderator: 

Dato’ Vaseehar Hassan Abdul Razack, Senior Associate, Kets de Vries Institute and former 

Chairman, RHB Islamic Bank Bhd 

 

The financial industry must adapt and change for its long-term survivability.  There are many disruptions 

taking place in various other industries, making disruptions not unique to the banking industry. It is 

important for the banking and financial sector to prepare and pre-empt challenges.  

 

Panellist: 

Mr Goh Peng Ooi, Executive Chairman, Silverlake Axis 

Simulated postulate is a method used for obtaining simulation conclusions. In microchips, simulations 

are experimented upon and confirmed if it works or otherwise. The simulation process is also relevant 

in banking and finance. Throughout history, whole economies have been powered by trial and error 

experimentation, and lately through simulation.  

Simulators employ the use of mathematics. 2,500 years ago, mathematicians Euclid invented geometry, 

Aristotle invented logic, and Khwarizmi developed algebra. These processes are still the same today. 

The difference today is an awareness of the whole virtual space. This was pointed out in 1827 by a 
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young 17-year-old Galois who developed the Group Theory. By the 20th century, Einstein developed 

the Theory of Relativity. Today, there is Topoi.  

The events leading to the First Industrial Revolution took root long before the times of Newton. After 

that came the process of trial and error. Sometimes man hoped for divine intervention, hoping for God 

to do something. It was Newton who pointed out the existence of ‘forces’, which was based on a simple 

equation (F= mdvdt) which lead to the construction of buildings, high-speed trains and planes. It is hard 

to imagine that such a simple equation led to the phenomenon that became the First Industrial 

Revolution or the Mechanical Revolution.  

In between 1863-64, James Maxwell developed Maxwell’s Equations which allowed the control of 

electricity in different forms. This gave way to communications methods such as the radio waves, which 

was part of the Second Industrial Revolution. The developments of spectrum postulates lead to the 

debate on Wave-Particles, which is related to the relativity issue put forward by Einstein that everything 

is relative. This is a mathematical problem that is difficult to relate to, as proven by Emmy Noether in 

1915. The Third Industrial Revolution was about Quantum Physics, such as electromagnetism.  

To understand disruption, one must realise that the economy was focused on the supply-side aspect 

for thousands of years before shifting its focus in recent times to demand. Hence, the process of 

disruption is conceived in our minds. This is why the Fourth Industrial Revolution will be powered by 

human vision and intuition.  

On the practical aspect, the concept of banking is 

based on simulated postulates, where one tries until 

it becomes a realisation. Once a postulate is 

realised, new postulates can be tried. Simulated 

postulates tend to have higher success rates as it 

does not come from imagination or dreams before 

starting off. The Fourth Industrial Revolution is a very 

scientific process as it expects one to be very logical, 

systematic and disciplined. Successful companies 

function the same, having begun from a simple 

postulate. 

Opportunities are everywhere with a move towards an evolution of opportunities. The question is how 

one can capitalise upon them. Do not mimic exactly what competitors do as there are thousands of 

them in existence, making chances of survival slim if one competes under such conditions. It is best to 

find their own space. Start with the first principles of mathematics and consider using simulation.  

 

Mr Vincent Chan, General Manager, Financial Solutions, Global Business, MACROKIOSK 

 

It is important to identify disruptive technologies in 

the traditional banking system. There are two 

existing factors – (i) the level of confidence and (ii) 

comfort zone and trust. In the 1970s and 1980s, 

there were deposit-taking cooperatives that were 

politically-linked, which collapsed. Upon their 

collapse, the government stepped in. Despite the 

rise of fintech companies in the form of logistic 

providers and other companies moving into payment 

and deposit-taking, should anything go wrong, 
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consumers will still much rather deal with banks. Banks are still overseen by a form of governance. The 

same is not true for fintech companies. Therefore, banks still have a role to play.  

 

It is important to address issues of confidence in Malaysia as Malaysians have been unfortunate to 

experience much turbulence in forms of scamming, hackings and illicit activities which have eroded the 

confidence of consumers. This may have created some distrust among consumers towards fintech 

companies, causing them to prefer using banks instead. Once again, addressing levels of trust is a very 

key factor.  

 

Another factor is the availability of infrastructure and utilities, particularly a robust data plan. Although a 

majority of the Malaysian population do not possess the most sophisticated mobile phones, a majority 

do use a simpler form of smartphone devices. The deterrence factor with simpler devices is that it makes 

it more difficult to access data, and hence making it more difficult to update applications required to 

enjoy services provided by fintechs. Banks can capitalise on these gaps by offering 24-hour customer 

call centres, a service fintech companies are unable to provide as they do not have the necessary 

support infrastructure in place. This is also due to issues of costs necessary to support this system. 

 

Malaysia as an emerging developing economy could face certain barriers, such as the changing 

behaviour of its population. It is experiencing a shift in its workforce which has seen an increase in 

migrant workers. Technology can play a role in tapping into this segment of the market and banks must 

consider the applications and tools it has available to do so.  This is where fintech companies can play 

its part by helpings banks to develop these services as they still the part of the emerging economy.  

. 

Another issue is the role of youths and social media. With the massive use of Instagram and Facebook 

by youths, it is not hard to imagine a day when Instagram rolls out its own banking services. There will 

be cross-border currency exchanges as such tools are already in existence in the form of Bitcoin and 

other forms of cryptocurrency. If social media applications such as these are able to roll out banking 

service, they may pose a major threat to the traditional banks.  

 

The other aspect of social media is that it works both ways. If banks introduce a well-received new 

feature, it will be appraised positively by the social media community. On the other hand, if something 

goes wrong, customers will vent their frustration on social media, which can potentially cause a bank’s 

downfall. This can cause a rollback, which is the biggest fear of banks. Therefore, while the role of 

social media is important, it must be carefully determined how social media can be used to reap the 

benefits. 

 

Concerning AI, there must be a fine balance between what humans can do and what machines can do. 

With facial and voice recognition becoming more prominent in use, it is questionable how reliable the 

system is in replacing the human factor.   

 

 

Dr. Giovanni Butera, CEO & Managing Director, Nixora Group 

 

Technology, evolution and disruptions can be seen as movements away from the status quo. Such 

changes should be viewed positively as it can lead to growth and improvements. Shaking the status 

quo also implies that establishing organisations will become more efficient, such are the effects of 

competition.   

 

Banking 4.0 can be defined as the process of “doing banking away from banks”. This can be interpreted 

in various ways, for example, having the ability to do banking remotely or with institutions that are not 

banks, and yet both are components of IR4.0 in some ways. When seeing such change from the bank’s 

perspective, one can observe many things happening in banks. Millions have been invested to 
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transform banks, particularly in the area of technology. While banks collect a lot of data, they do not 

actually trust the quality of their own data. Hence, IR4.0 is pushing banks to re-organise their systems. 

 

Financial institutions are the largest investors in technology. Every large bank spends USD1 billion 

annually just to keep their systems running. Banks have different internal systems as a result of mergers 

and acquisitions, and are often the last to change. Such antiquated systems continue to be used despite 

having a low capacity of users. This shows the complexity of the IT landscape for banks, which can be 

described as “uncontrollable”. IR4.0 is pushing banks to address these issues and to look into areas of 

compliance which are pushing banks to understand the quality of their data and determine how their 

data moves from one system to another. This is how people can do banking away from banks, but still 

with banks. Intermediation between banks is a process which has been taking place for hundreds of 

years. This began with mutual banks, which shared their customers, and the existence of leasing and 

factoring companies which can be considered forms of disruption for banks at the time. Yet, banks have 

always been able to manage these disruptions by matching these servicing within their own 

establishments.  

 

The most recent forms of disruptions come in the 

form of fintech companies. While it might be 

perceived that these companies pose a threat to 

banks and that their operations seem rosy on the 

outside, the reality is quite different. To enter the 

world of financial institution, fintechs need to face 

many challenges, such as the issue of trust. Many 

fintech companies are small in size, but when their 

business grows and systems become more 

complex, it is unknown how these companies will 

perform when entering new markets.  

 

Another challenge is the issue of compliance with financial regulations. This is a more complex matter 

for banks, as banks have more experience in dealing with regulatory compliance than financial 

institutions. Yet, this still poses big challenges to banks when dealing with issues of regulatory 

compliance. Fintechs will need to comply with the same regulations that banks are facing. With IR4.0 

and disruptions taking place, 50 percent of bank employees might be affected. From a positive 

perspective, they could seek out alternative activities for their lives. This was the case in the 1930s and 

1950s when other Industrial Revolutions took place, where people sought alternate jobs. Ultimately, 

each revolution improved lives as modes of work became more efficient, work-life balance improved, 

and there was greater convenience. Therefore, banks will continue to face and overcome these kinds 

of challenges which has been the case of centuries. 

 

Banks are clear of their future landscapes with most devising effective strategies to face competition 

with fintechs. Venture capitalism and partnering with fintechs have been among such activities carried 

out. Many financial institutions have been investing in venture labs which, in turn, invest in fintechs to 

determine the types of activities they can run together. They consider this a long-term investments that 

will bring banks substantial returns. One of the activities carried out by the Nixora Group is the 

application of machine learning techniques to improve the bank’s data quality. These disruptions should 

be viewed positively as people live in a more advanced and more connected world, with such changes 

bound to improve the quality of human life. There is a merging of challenges between fintech companies 

and banks. For fintech companies to be more effective in running the banking business, they must have 

two elements – capital and know-how. Both of these elements can come from the banking sector. 

Moreover, for banks to face these challenges, they must understand new technologies and be able to 

apply these technologies. These two elements can come from the fintech sector.  
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Mr Shankar Kanabiran, Partner and Financial Services Advisory Leader, Ernst & Young 

 

A poll conducted by Ernst & Young found the percentage of the word ‘disruption’ being used exponential 

between 2016 and 2018. This is evident as it is used in periodical, newspapers, and day-to-day 

conversation. Technology will continue to change as its form differs, causing underlying disruptions in 

the way people work. Demographics shift from the rural to urban areas will have an impact on the 

industry. Similarly, globalisation will also affect the operation of the industry as it has moved from nations 

standing on their own, to the formation of blocs, followed by globalisation in the 90s. Today, sentiments 

of nationalism are once again on the rise with countries putting themselves first before being concerned 

about regional or global developments. These three drivers will continue to drive megatrends; one being 

digital which is clearly impacting today’s businesses while the other involves the gig economy. There 

will be rising numbers of people not being fully employed by the organisations, but work on a part-time 

basis. They will not have full-time employment contracts in the likes of work arrangements with Uber 

and Grab. These imply that large portions of the workforce are working, but are not employed by an 

employer. The third is the availability of the Internet of Things (IoT) technology that will lead to changes 

in business strategies.   

 

Challenger banks, neo-banks or virtual banks are on the rise and being approved by monetary 

authorities and central banks. In Malaysia, Bank Negara announced the approval of three licences. 

Challenger banks are banks which offer a digital-only proposition without a branch network. The idea is 

to meet customer demand by “making people 

think that this is not a bank”, but instead provide 

a lifestyle. Hence, it is about focusing a business 

proposition around the consumer’s lifestyle. It 

leverages a lot on data as well as analytics to 

provide more personalised services to 

consumers as different segments of society has 

different needs. In fact, what millennials need will 

be different from the needs of older people. 

Therefore, it is important to have the ability to 

understand customers better to enable the 

provision of targeted solutions. As such 

challenger banks are small and nimble, they can handle turnarounds at a quicker pace and introduce 

products more quickly. This provides more transparency in term of products and services. Hence, the 

proposition challenger banks are offering is the deconstruction of cost and elements of services that 

have traditionally been bundled together, and are provided instead as options. 

 

Typically, there are three types of challenger banks. The first is the stand-alone challenger banks such 

as N26, which are fintech companies that offer better prices and more products. They have limited 

choices but offer more personalisation. Another challenger bank is the technology-led companies such 

as KakauBank and WeBank, which were traditionally big technology players. KakauBank started as a 

messenger service in South Korea, similar to WhatsApp, which then moved on to payments and 

banking services. Then there is the incumbent, traditional banks which are introducing their own 

standalone offerings in response to these new developments.  

 

In Asia, many challenger banks are start-ups and traditional banks, numbering between 20-25 in 

existence, each trying to offer different value propositions to customers. The business models of these 

challenger banks can be divided into four different categories: 

(i) Providing a service by making life seamless using banking applications 

(ii) Making it a marketplace, just as how WeChat has connected different ecosystems together, 

allowing transactions to be made seamlessly. 
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(iii) Offer services as the third-party plugins for large corporates or banks themselves. 

(iv) Selling their platform as a value proposition, from the frontend to backend.  

However, challenger financial institutions have their own challenges as they have high barriers to entry. 

It is not straightforward for them to enter the industry due to issues of trust and the stickiness of 

customers who are comfortable using their incumbent bank. Hence, it is not easy for customers to move 

across due to the lack of incentives in doing so. However, these challenges are also faced by traditional 

banks as they are regulated by a different regulatory framework to the frameworks regulating fintechs, 

which impedes their ability to launch products more quickly than their fintech colleagues. Instead, 

incumbent banks can evolve by launching their own challenger banks, improving their digital service by 

moving beyond the standard mobile banking services and collaborating with challenger banks and 

fintech by connecting to their ecosystem via an open API. Therefore, this is not necessarily a downside 

for incumbent banks as there are many opportunities. Overall, such competition is good for consumers 

as banks come up with new ways to cater to customer demand.  

 

 

Mr Eddie Hu, Chief Representative, Chong Sing Fintech Group Ltd 

 

The banking industry has existed for a long time, but the core fundamental of banking has not changed. 

Basically, banks operate by taking deposits from customers, lending these deposits to businesses or 

individuals, and conducts remittance and trade facilities services. Banks have operated comfortably 

until fintechs entered the market. A study by PwC which interviewed CEOs of banks found that 82 

percent of these banks are of the opinion that fintechs will be a threat to the banking industry. They also 

believe that fintechs will take away at least 20 percent of their revenue.  

 

Fintechs have been making an impact on the 

financial sector because it is simpler, faster, and 

more affordable to carry transactions. This has 

directly caused banks to refrain from charging 

certain transactions to remain competitive. Fintechs 

have also increased financial inclusion, particularly 

in less developed countries. In Kenya, the fintech 

company M-Pesa has reached out to populations 

located in remote areas which no other banks could. 

Within three years, M-Pesa grew its customer base 

to 22 million Kenyans (the entire population of Kenya 

is 45 million people).    

 

Despite fundamental differences between banks and fintechs, it is unlikely that banks will go obsolete. 

However, their forms will evolve into different models and ways of doing business. Banks are different 

because they are highly regulated. Anything it wants to implement requires approval from central banks, 

which may take a long time. On the hand, fintechs have greater flexibility and are able to implement 

things more quickly, and hence, becoming more useful for businesses. Banks also suffer from legacy 

issues which have been in place for decades.  

 

In contrast, fintechs do not have these constraints as they are new and each technology they implement 

has a purpose. As fintechs are about technology, their owners are not bankers but IT-based people. 

Hence, their mindset and way of thinking is different compared to bankers. Banks are concerned about 

risk management, which causes processes to become slow. For example, bank clients are always 

asked to fill up many forms for compliance purposes. Fintechs are not subject to such requirements, 

only wanting to ensure their customers get their things done quickly. It is all about customer experience.  
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From the point of view as a business model, banks still operate through a branch network to reach 

customers, which is costly. Fintechs do not face this issue as they acquire customers through the 

internet. Despite having a small business set up, they are able to reach out to more customers. This 

can be observed in India when DBS established a digital bank. Within a short time, DBS was able to 

obtain 1.5 million customers with only 60 staff. Traditional banks will find it difficult to match such 

achievements in the same span of time due to limitations brought by their back-end processes.  

 

Nonetheless, banks are still important because of the trust and credibility they possess. It is for this 

reason that large corporations, multinational companies, governments and authorities still prefer dealing 

with banks. However, fintechs are slowly and surely coming into microfinancing, thereby starting their 

journey into small retail, individuals and SMEs. They have performed well in remote areas where banks 

have not shown interest due to the lack of customers. To move forward, banks need to intensify their 

digitalisation programmes and reduce frictions experienced by customers and streamline their 

processes. 

 

The next step is open banking. In the past, banks have always worked alone by developing their own 

products and programmes. Open banking is a system where banks work with external start-ups like 

fintech companies. Banks should not be spending too much time developing their own systems, but 

should instead identify good start-ups with good process systems and partner with them.   

 

Banks need a paradigm shift and carry out more activities beyond banking. For example, ICBC 

established an e-commerce platform from which they invite their corporate customers to sell products 

to other bank customers. In doing so, banks can provide financing for these transactions. ICBC was 

able to generate USD200 billion from this e-commerce platform. This is something Malaysian banks 

can attempt in terms of income generation.  

 

Therefore, banks need to leverage upon these opportunities to deepen customer relationship by making 

life easier and giving customers a reason to continue banking. Otherwise, their customers will move 

their patronage to fintechs. Banks should establish new business platforms (subject to Bank Negara 

approval) and virtual banks that will transform the landscape of banking, as the operation cost of virtual 

banks is low. Ultimately, the best approach is for existing banks to collaborate with fintech companies, 

instead of going on their own due to the lack of technology. Fintechs and banks can then leverage on 

each other’s strengths.   

 

 

Mr Chan Kok Long, Co-Founder and Executive Director, iPay88 

 

The founders of iPay99 did not intentionally start a payment company when they began but was driven 

by entrepreneurism, revenue seeking and starting a business. After 19 years, iPay88 has become one 

of the leading payment companies in Southeast Asia. The company commands a very strong market 

share in Malaysia and has become a household name when it comes to transactions. The company 

has created many Malaysian-made technologies which have been extended to other countries in the 

region. Much of this technology is now being used in banks, corporates, insurance companies, and 

telecommunication companies.  

 

In 2015, iPay88 reached a major milestone when NTT Data acquired a substantial share in the 

company. Today, iPay88 exists not merely to provide a service but also to help companies in the area 

of digital payment and creating a competitive advantage. Such competitive advantage is very much 

related to Banking 4.0 when people are able to do banking anywhere and at any time without banks. 

As a company, iPay88 has created technologies that have changed the industry, particularly in the area 

of payment technologies that have disrupted the industry. Disruption in the payments is one of the key 

components of disruption as without payment, many things cannot be disrupted. This is because people 
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will not commit their services if they cannot get their money. When payment is made, there will be 

stronger commitment to render services.   

  

There are three components for Banking 4.0; (i) technology, (ii) millennials, and (iii) speed and data. 

Millennials are powerful as they mature very quickly, having the tenacity to create start-ups. Information 

is now more easily available. Because of these factors, millennials are considered customers with huge 

potential. However, banks may be pessimistic in doing business with millennials due to their young age, 

despite the fact that some have been able to create companies with great investment potential. It would 

be a mistake to dismiss them. Having speed and data is crucial as it comprises information and analysis 

that enable users to make better decisions.  

 

While banks have the advantage of trust and 

branding for the time being, this will not last as a key 

strength. Millennials may have a different worldview 

and trust priorities, opting instead for the information 

available at the palm of their hands. This is the future 

spending generation that needs to be acknowledged 

as a key customer for the future. Yet, there has not 

been sufficient strategies created to target this 

generation as the focus is still on the older 

generation. Thus, this is an unserved market. Many 

of these millennials have projects but have no 

companies. Such risks have been difficult for banks to stomach, causing them to miss out on huge 

opportunities.   

 

Banks should implement the concept of first principles to change their methods instead of enhancing 

what they are currently doing. Jack Ma and Alibaba began from a major marketplace in order for the 

marketplace to be more efficient. Instead of having their consumers use credit cards or bank transfers, 

they provided virtual accounts instead. This was how e-wallets and virtual accounts began, which 

changed the way payments are made in the digital space and ultimately changed consumer behaviour. 

The power of apps in the form of virtual accounts and mobile wallets has changed the world. In the 

process, this has also caused disruptions. It all began because of first principles, as Jack Ma started by 

not wanting to create a bank, but a marketplace to help SMEs. 

   

 

RISK MANAGEMENT IN BANKS IN THE NEW ERA 

 

What are the key factors in risk management? How can risk management and risk governance 

be improved? 

 

Moderator: 

Dato’ Badlisyah Abdul Ghani, President, Chartered Institute of Islamic Finance Professionals 

and former Chief Executive Officer, CIMB Islamic Bank Bhd. 

 

Panellist: 

Mr Shan Saeed, Chief Economist, IQI Global Malaysia 

 

Many banks have not made the right decisions in the last decade causing their trust to erode. This is 

complicated further by a lack of engagement with clients. Having good relations is a key component to 

build trust with the people, and this is done by providing good services. Service is the only differentiator 

among banks and where banks have been lacking in recent years. When this crisis began in 2008, UBS 

and Credit Suisse were penalised because five thousand Americans laundered or tax evaded amounts 
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totalling an estimated USD1.9 trillion. UBS had to pay a fine of up to USD4.2 billion to French regulators. 

Banks in Denmark and Sweden have also been implicated in money laundering activities linked with 

Estonia.  

 

Credibility has gained more attention in recent times. However, there is a difference between credibility 

and reputation. Reputation is what others think and talk about, but are not concerned when it comes to 

business. Credibility has the elements of honesty, straightforwardness, and transparency with clients – 

leading to how well clients can leverage one’s expertise. Credibility is also about how confident one is 

to owning up to one’s mistakes.   

 

Market intelligence reports must be gathered to understand geopolitical risk as one cannot rely on a 

single source. In The Only Game in Town, written by Mohamed El-Erian, it is mentioned that economies 

do not run on single variables as the market, policies, geopolitical risk, and non-state actors are also 

factors that need to be looked at. A single factor by itself cannot be looked at. In January 2019, one of 

the Japanese banks said that Malaysia will face difficulties due to budget deficits. Also, a Singaporean 

working for a Swiss bank expressed concerns of paralysis in the Malaysian government. It was a time 

when oil prices were also falling and there was much confusion.  

 

Greater clarity is needed by comparing the facts with reliable sources, not merely reference the Western 

media, which has oftentimes failed to understand the history, culture, and people of the Asian region. 

To understand geopolitical risk, one needs to have a deep understanding of the likes and dislikes of the 

nations. To understand history, there is a need to also understand geography. Banks have made this 

mistake as they have failed to read the market, only referring to Western media and believing their 

reports at face value. Instead, bankers must understand the consequences of geopolitical risk. Brexit, 

for example, will see USD1 trillion leave the UK market. The effects of Chinese investments in countries 

like Djibouti must also be closely monitored.  

 

In geopolitics, it is important to understand how the 

players are moving. Scenario analysis must be 

carried out based on assessments on human 

psychology, market behaviour, finance, economic, 

investments and most importantly – statistics which 

are backed by solid figures. If banks do open 

cultivate an open mindset and continue to have a 

shallow analysis, they risk becoming irrelevant. They 

should examine all variables from various sources, 

understand who the players are, and identity who 

makes decisions and movements.  

 

In 2018, many predicted that interest rates would increase. However, President Trump, being from the 

real estate market, demanded interest rates to be low. Larry Kudlow who used to work for President 

Reagan, then predicted that interest rates will be low by September. The Federal Reserve is no longer 

independent as Trump has too much influence, having appointed five out of the seven governors. When 

Janet Yellen was chair of the Federal Reserve, she lacked credibility with the market as she was too 

academic rather than being pragmatic and on the ground. On the other hand, Jerome Powell has been 

taken more seriously. Yet, not everything can be taken at face value.  

 

To possess stronger geopolitical acuteness, banks should use own discount rate, study hard and obtain 

market intelligence reports. With these measures, banks would be fine.  
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Dr. Chong Han Hwee, Partner, Advisory, Ernst & Young Advisory Services Sdn Bhd 

 

There are three key outcomes in risk management: (i) transformation and sustained growth, (ii) the 

adoption of new technologies and the leveraging the power of data, and to (iii) institutionalise day-to-

day activities to allow the first-line of defence to be managed more effectively. For banks, risk 

management in the new era can be divided into recent trends, new customer acquisition, managing 

existing customer, automation in managing risk and a forward-looking view of provision.  

 

In late 2018, Ernst & Young and the Institute of 

International Finance conducted a survey in 

collaboration with 74 banks globally from 29 

countries, seeking to determine top factors driving 

return on equities (RoE) in banks. The survey results 

revealed that banks find an RoE of 11-15 percent to 

be reasonable with as many as 79 percent of banks 

surveyed having this opinion. From 2017 to 2018, 

the number of banks targeting an RoE of 11-15 

percent increased by 5 percent. This implies that 

there is huge pressure on banks for RoE. 

Respondents to the survey were also asked to indicate their top three factors in achieving their RoE 

target, 68 percent indicated an ability to grow revenue, 62 percent indicated an ability to reduce 

operational cost, 51 percent an ability to implement new technologies effectively, and 46 percent on the 

macroeconomic environment.  

 

Revenues can come from different angles, such as services and products. However, there are also 

opportunities in new customer acquisition and the unbanked population which are sources of growth. 

This includes young people and SMEs. There are also opportunities to reduce operational cost through 

the use of better collection strategies such as analytics, as much time is wasted when seeking the right 

client. Automation can be used to manage risk. With a cost-conscious banking economy, banks need 

to find ways to increase productivity by moving away from mundane operational tasks by using 

technology. Operational activities can be reduced to allow existing resource available to focus on more 

value-added tasks. This is why robotics and AI are widely used.  

 

In the macroeconomic front, there are ways how provisions can be managed and used to craft business 

strategies. Managing volatilities in provisions has a direct impact on the profit and loss statement. The 

role risk management play in enabling business growth is the provision of faster and more accurate risk 

decisions.  

 

A Bank Negara report in 2018 on financial stability and payment systems found that 8 percent of the 

adult population were unbanked, 64 percent of whom were between the age of 15 to 24. The report 

identified 77 percent of SMEs as microenterprises and only 22 percent has financing from financial 

institutions. While interest in SMEs is not a new phenomenon in Malaysia, other segments of unbanked 

individuals have gained interest. Traditionally, when banks acquire new customers, they use application 

scorecards to assess a potential client’s static information such as level of income and profession. 

However, 15 to 24-year olds will not have high scores and therefore will be unable to obtain loans or 

facility with banks. The banks can overcome this by using big data, but it remains unclear if banks have 

sufficient data to analyse unbanked individuals and determine if they can be made customers.  

 

Not much has changed with the application scorecard which is decades old. Big data from these 

customers come in the form of unstructured information from social media as additional forms of 

information. While information from application scorecards are still valid and necessary, additional 

information from a data perspective will allow better assessment. The Personal Data Protection Act 
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(PDPA) presents a challenge on how a potential customer’s personal information can be accessed. 

Banks have also been talking about open API which is a good start in terms of sharing information 

across. Until then, how data from unstructured sources can be made useful for banks and how it can 

be managed within regulations will remain a challenge. 

 

The other aspect is machine learning, which has not been applied effectively in Malaysia in terms of 

risk management models. There are certain challenges, as unlike fintechs, developing a model for 

banking takes time from conception, testing, to implementation, a process that takes a minimum 

duration of 6-months. From this perspective, machine learning will be unable to help as governance for 

banks still apply. Banks cannot simply implement a new model as it may have implication on the bank’s 

business. What machine learning can offer is provide a new model relatively quickly to allow 

compassion with challenger models and the model’s banks have already implemented. When such a 

time the challenger model becomes better than the bank’s existing model, it can then potentially be 

replaced.  

 

Credit risk analysis and modelling expansion have always been the top two areas affecting banks due 

to the use of technology. Having a collection can serve two ways, which is to prevent and to remedy. 

People who are close to IFRS 9 are prevented from entering bucket 2 which involve lifetime PD, LGD 

and EAD that make provisions much higher. Prevention to move into that will only allow the use of a 

12-month PD, LGD or EAD which end result is a very low provision. In remediation, using IFRS 9 by 

bringing them out of bucket 2, a lifetime provision perspective to a 12-month provision can lead to much 

savings and have direct impacts on P&L. 

 

Automation from a risk management point of view is all about getting a read of the processes that need 

to be done on a periodic basis, such as monitoring and modelling which are process-driven. Certain 

processes can be automated to allow for the freeing-up of resources. It is often observed that banks 

are too focused on doing something and not doing enough interpretation of results – and it is not 

because they do not know how to do it. Hence, they just keep on churning and not do enough 

interpretation of data.   

 

Macroeconomics impacts on provision, whether oil prices go up or down, will have impacts on the 

Malaysian economy. Furthermore, the introduction of IFRS 9 for banks imply that forecasted provisions 

will go up or come down. As provisions no longer run on an incurred basis, but an expected basis, 

banks will be providing for clients from the very beginning. 

 

  

Mr Michael Sprake, Director, Forensic Services, PwC Consulting Associates (M) Sdn Bhd 

 

When the spinning jenny and seed drill were 

invented in 1760 during the First Industrial 

Revolution, there were risks that the steam engines 

driving them would blow up and risk that staff would 

steal the technology. In the Second Industrial 

Revolution, during a time of steel, electricity, and 

mass manufacturing, there were operational risks 

that the manufacturing line will break down or that 

electricity will be disrupted. Up to this point, banks 

were still unaffected by the first two Industrial 

Revolutions. By the Third Industrial Revolution, with 

the advent of computers, banks started becoming interested in these innovations. The reason there are 

bank account numbers is because computers need a number to identify customers as it cannot be done 

by names alone.  
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IR4.0 presents many benefits, but risk as a whole is not new and has been there all along and has 

occurred in various stages of the Industrial Revolution. For banks, the risk is in its blood as they contain 

many aspects, such as operational risk, payment processes, screening processes, credit risk, 

regulatory risk and physical risk. In today’s risk landscape, all these risks still apply but in a slightly 

different way. However, there are more complex forms of risks that must be considered by the financial 

institutions and nearly all of them are non financial risks. These are the risks surrounding governance, 

data, proprietary systems, human capital issues (created when an employee retires, which then creates 

concentration risk), sustainability, credibility, reputation, and the regulatory scrutiny. Forms of risk are 

constantly growing, creating fears for Chief Risk Officers and compliance practitioners, which also 

creates a knock-on effect to those on the frontline or first-liners who have to supply information for 

regulatory reporting to take place.  

 

Data has become the lifeblood of the modern world. Yet, despite banks generating much data, they do 

not know what to do with it. This is where IR4.0 will have an impact as banks will be able to develop 

new ways of using data from both a growth perspective and being a key player in helping themselves 

manage risk. There is also an element of human judgement which require banks to be more informed. 

 

There is an evolving level of complexity in several types of risk to be managed. Organic identification 

of risk and the lack of horizon scanning result in reactive frameworks. Many are concerned with the risk 

they can see in the short-term. But the art lies in extending horizons and seeing risk emerging in the 

long-term. Geopolitical risk rarely occurs overnight as there are signs and indicators. If one is looking 

at the right sources, listening to the right people and having the right conversation, there should be an 

element of predicting what may occur.  

 

There needs to be a greater push for agility in the workplace. Current risk management frameworks are 

set in their ways and iterative. Organisations dealing with new risk is akin to “bolting” solutions onto an 

existing framework. Instead, organisations need an effective strategy to manage the complexities of 

risk management. They need to be willing to take a step back and do things differently by basing their 

strategies on first principles. Organisations need to ask themselves if their current risk management 

frameworks are fit for IR4.0. If their strategy is clear and if the technology works, the entire risk 

management ecosystem will function.  

 

Organisations have operations which are spread all around and have returns that come from different 

places, especially in the age of globalisations. This can now happen as technology has enabled huge 

options for the pulling together of information into a single place where it can be analysed through the 

use of machine learning and AI to produce informative and insightful commentary. An organisation’s 

existing framework requires a strategy that recognises that risk is immediate, medium-term, and long-

term. A risk appetite statement needs to clearly understand and interpret the view of the organisation. 

Organisations also need a culture that embeds risk management and a clear understanding of risk and 

control ownership. Many organisations fail to successfully communicate who is responsible for the risk. 

In most instances, it is the first line of defence that is responsible, not compliance which is the second 

line that ensures adherence. This is key in term of the organisation's culture. Organisations must also 

have processes and controls that leverage upon technology, which is where opportunities for Banking 

4.0 exist. To say which of these are important in terms of managing risk involve analysis which, in turn, 

requires the capturing of data and looking at risk from a customer’s perspective.  

 

There needs to be clear instructions and communications through the introduction of new management 

of risk methods. Organisations need to have information management that provides insight to review 

strategy as well as governance and testing as a line of defence towards risk.  
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Q&A 

Dato’ Badlisyah Abdul Ghani asked Mr Shan Saeed how he sees Malaysia vis a vis ASEAN and 

China from a geopolitical risk perspective.  

Mr Shan Saeed shared that when he moved from Chicago to Kuala Lumpur many of his peers advised 

him against it. He has found Malaysian society to be very productive, tech-savvy, safe, and has very 

accommodating people. Michio Kaku, who is considered an authority in science, said what he liked 

about the Malaysian people was that they have a burning desire to succeed, but there is a missing 

element where execution is not done professionally. In the ASEAN region, after Singapore, Malaysian 

are more productive. Malaysia is still relevant due to its geography. China maintains a keen interest in 

Malaysia as 80 percent of its trade moves through the Straits of Malacca. After the second Belt and 

Road Summit, Melaka has become a blockchain hub while Penang is becoming the manufacturing hub 

for Chinese companies. Huawei is setting up its customer care centres in Malaysia, Pakistan, Djibouti 

and Russia, pouring in USD10-15 billion worth of investments. Yet, these developments are not covered 

by Western media. The economy needs to be viewed from a macro perspective as it is what drives the 

economy, not the micro. It is the people of a country which drive the economy. From this perspective, 

Malaysians have much to offer.  

Dato’ Badlisyah Abdul Ghani. At the end of the day, many organisations have the misperception that 

risk managers pose an obstacle to business as they disallow many things from happening. How can 

risk managers in financial institutions, such as banks, do their work as a partner to businesses and 

achieve RoEs?  

Dr. Chong Han Hwee explained that the Chief Risk 

Officer (CRO) position previously did not exist and 

was traditionally the role of finance that, in turn, 

reports to the Chief Finance Officer. The prominence 

of risk management practices has since evolved and 

now organisations have CROs as the designated 

chief for risk. This evolvement saw the inclusion of 

the CRO into senior management and business 

discussions. It is no longer merely about managing 

risk. Elements between risk and business need to be 

analysed to determine the right strategy.  

Mr Han Peng Kwang, Phillip Bank PLC. Two schools of thought emerged from the summit – one 

being; if banks do not change they will become irrelevant, while the other point of view is that banks will 

always have a role to play as they are trusted and regulated. Which school of thought is more relevant? 

If banks were to remain as it currently is, will it die a natural death if it does not evolve?  

Mr Michael Sprake explained that traditional banks take years to change. However, banks have 

recognised that they need IR4.0 and the integration of technology to change. They can do this by being 

an early adopter by doing it themselves or partner with or buy fintech companies. Traditional banks will 

survive by taking different routes through the various stages of development.  

Mr Shan Saeed. Paul Krugman, who is the author of Boring is Good, made references to the Canadian 

banking system where he talked about toxic assets like derivatives, which is basically a passing of risk 

to cover oneself. Fancy terminologies such as this are confusing, even to bankers and their clients. 

Banks should be “boring”, rather than appear sophisticated.  

Dr. Chong Han Hwee emphasised that change is inevitable. If banks refuse to change or adopt new 

technologies, though they may not die off, they might end up at the bottom. Change is necessary to 

drive RoE. Malaysian banks need to accelerate the adoption of technology. Malaysia has good 

fundamentals in terms of human capital, know-how, and technology, but yet has taken too much time 

to introduce a digital bank. Meanwhile, Malaysia’s neighbours are moving fast. 

Dr. Giovanni Butera. As discussions surrounding risk have been focused on banks and how they have 

been evolving to manage these risks, instead, what are the risk for fintech companies? What are the 
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issues a new fintech coming into the banking and financial market would face in terms of managing 

financial risk? Banks have been managing risk for centuries as this was the core of their business, but 

yet they are still struggling. New players entering the banking business are likely to face the same risk 

banks are facing. Would fintech companies struggle in addressing and managing financial risk?  

Mr Michael Sprake. Virtual banks aside, they may not be a fintech company that offers full holding 

value, moving money and doing credit. They are unlike typical banks at this point in time. The closer 

fintech companies become in likeness to a typical bank with a banking license, regulators will become 

more alarmed. It is regulation that is going to kill it, as regulation is what strangles normal banks. 

Fintechs can keep themselves out of the full banking regulation so that it does not fall into sector 1 

guidelines in Malaysia, but sector 4. However, when they have full deposit-taking bank licenses, it will 

become a challenge. 

Ms Sharifah Mohamad Sulaiman, SME Corporation Malaysia. SME Corporation Malaysia has 

incentives for banks to lend to SMEs. Over the years, many banks that took up this incentive have 

achieved very high disbursements and no non-performing loans. Yet, a majority of banks fail to use this 

incentive as they perceive SMEs as high risk. SMEs should be supported by banks as they have the 

agility. 

Dr. Chong Han Hwee explained that a 

bank’s propensity to take up risk is based 

on their risk appetite. If an SME is beyond 

their risk appetite, they will typically not 

accept the customer. It has been also 

difficult for many credible business people 

to obtain loans. For example, in the fishing 

industry, is it almost impossible to obtain a 

loan to purchase a vessel, unless it is a 

steel vessel, otherwise, they will be unable 

to obtain insurance and therefore will be 

unable to obtain a loan. Even if they could 

get a loan, the interest will be high as the 

loss given default (LGD) for a vessel is 

almost minimum. Therefore, it is almost impossible for a traditional bank with a tight risk appetite to 

accept such scenarios. SMEs do not have data which is why banks have less confidence. Such data 

can be obtained from unstructured data, but it is questionable if this source is credible enough as it has 

yet to be tested. Banks are taking moderate steps to look into these possibilities.  

Mr Michael Sprake added that if regulators can be persuaded not to fine banking institutions for 

breaching regulations when dealing with SMEs, there will be a softening of risk appetite. The issue is 

that banks are concerned with large regulatory fines. It is now at a point where IR4.0 can help to better 

understand customer behaviour, allowing the management of regulatory risk. This way, there will be a 

better chance of getting them to help SMEs.  

Dato’ Badlisyah Abdul Ghani surmised that too much regulation will kill SMEs. Banks need to be 

inspired to, in turn, inspire regulators to give more leeway for SME financing.  

 

 

 

Selected session recordings available on YouTube. Search: 

Kingsley Strategic Institute for Asia Pacific or “MBFS 2019” 
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