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As we approach the anniversary on 24th March1 
of the launch of the first of eight new virtual 
banks offering convenience, competition, and 
innovation to individuals and small businesses, 
The FinTech Association of Hong Kong would 
like to thank Quinlan & Associates and welcome 
this timely report focused on the outlook for 
Hong Kongôs virtual banks. 
 
Hong Kong has been fortunate that a forward-
looking regulator, the Hong Kong Monetary 
Authority, has facilitated a series of policy 
(Smart Banking Initiatives ï September 2017), 
infrastructure (Faster Payments ï September 
2018) and regulatory initiatives (new Stored 
Value Facility Licences from August 2016 and 
Virtual Banking Licences) benefiting both new 
entrants and existing financial services 
providers. 
 
Hong Kong is uniquely positioned as a global 
financial centre bridging Mainland China (the 
worldôs largest and most innovative TechFin 
market) with the rest of the worldôs well 
established financial services organisations and 
global FinTechs. 
 
Hong Kong has a tradition of digital innovation 
in financial services to support the community, 
including the homegrown Octopus card, which 
has pioneered world-leading ease of use across 
transport payment and low value payments 
since the late 1990s. Octopus exported its 
system and expertise around the world, 
including the Netherlands, Dubai, and New 
Zealand. 
 
The three note issuing banks ï HSBC, 
Standard Chartered, and Bank of China ï have 
each responded to the rise of digital services 

with new innovations, such as HSBCôs fully 
online IPO (MTRC) in 2000; the IDEO designed 
Standard Chartered Breeze Mobile Banking 
application in early 2010ôs, and Bank of Chinaôs 
BoCPay application allowing QR payment in the 
Greater Bay Area. These ñincumbentsò have 
proved remarkably nimble in launching PayMe, 
Mox Bank, and livi respectively to counter the 
new entrants from such TechFin leaders as Ant 
Financial, Tencent, Ping An, and ZhongAn. 
 
The combination of a forward-looking regulator 
and a culture of professionalism and innovation 
has nurtured Hong Kongôs retail and small 
business FinTech start-ups, with one óunicornô 
(a privately held start-up worth over USD 1 
billion), WeLab. The WeLab Group sets a 
notable precedent of expanding from Hong 
Kong to Mainland China and into the region. 
 
Following HKMAôs issuance of first the new 
Stored Value Facility Licences and then the 
eight Virtual Banking Licences, Hong Kong 
individuals and small businesses have 
benefited from new financial service providers 
and improved existing banksô offerings, 
heralding, just as the Hong Kong Monetary 
Authority had hoped, a óNew Era of Smart 
Bankingô.    
 
In welcoming this report on the anniversary of 
the arrival of virtual banks, the FinTech 
Association of Hong Kong looks forward with 
positive anticipation to further innovation, 
collaboration, and benefits that such a vibrant 
and dynamic FinTech community will bring. 

 
 

Board of Directors 
FTAHK 

  

 
1 ZA Bank, óAgainst the tide: ZA Bank launches ZA Savings Go recreating value for savingsô, 24 Mar 2020, available at: 
https://www.hkma.gov.hk/media/eng/doc/other-information/ac-opening/20200323e1.pdf 

FOREWORD 
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In todayôs world, with a plethora of products and 
services being available at home at the touch of 
a button, stretching from e-commerce to 
streaming services, the banking industry has 
been comparatively slow to innovate. In 
addition to lengthy onboarding times, queuing in 
long lines, and completing reams of paperwork 
to access financial services and products, 
customers have long had to contend with poor 
remote servicing and a profound lack of 
personalisation. 
 
In recent years we have witnessed the 
emergence of branchless banks, termed ñvirtual 
banksò, aimed at accelerating innovation, 
improving customer experience, and making 
banking more inclusive. In 2020, Hong Kong 
saw the launch of eight virtual banks vying for a 
slice of the cityôs HKD 373.9 billion annual retail, 
commercial, and corporate banking revenue 
pool, which is currently being dominated by four 
leading banks with a combined 62% and 54% 
market share of deposits and lending, 
respectively. 
 
The virtual banks have wasted no time in trying 
to appeal to local residents and businesses, 
including offering attractive deposit and savings 
interest rates, lucrative reward schemes, and a 
seamless onboarding experience. While most 
of the virtual banks have deployed innovative 
forms of technology across the customer value 
chain, we see a number of key challenges to 
their ability to disrupt brick-and-mortar 
incumbents, including a trust deficit felt by 
customers, profitability concerns, cybersecurity 
and data privacy risks, talent management 
shortfalls, and heightened competition from 
both the new market entrants and incumbents.  
 
These challenges cannot be underestimated. 
To ultimately succeed, the virtual banks will 
need to put in place a clear strategy to win over 
customer hearts and minds ï from creating 
maximum brand impact through well-targeted 
marketing campaigns to providing unique 

products and services and delivering an 
unrivalled customer experience. Given the 
suppressed Net Interest Margin (ñNIMò) 
environment and challenges around limited 
scale in the short term, we believe that a fee-
based income model that leverages customer 
data across various touchpoints is critical; both 
in terms of enhancing product personalisation 
and driving cross-selling opportunities.  
 
This ñdata advantageò held by the virtual banks 
may further be pressed home through the 
formation of third-party partnerships with 
financial and non-financial service providers, 
allowing them to carve out a powerful closed 
ecosystem that delivers end-to-end banking 
and lifestyle solutions for their customers. In the 
longer term, the Greater Bay Area may also 
open up considerable opportunities to tap into 
Chinaôs growing wealth pool, though the 
accessibility of this opportunity will ultimately 
depend on the evolution of the regulatory 
landscape between Hong Kong and Mainland 
China. 
 
In addition to appealing to customers on the 
front end, the importance of data privacy and 
cybersecurity for the virtual banks cannot be 
underestimated in building credibility with 
customers. An appropriate cloud strategy ï be 
it private, public, or hybrid ï will also be critical 
in driving scalability and platform stability, as 
well as accelerating product launches. In 
addition, the virtual banks will need to double 
down their efforts on delivering an effective 
talent management proposition, given some 
early warning signs form current and former 
employees in relation to staff retention issues, 
challenges around double- or triple-hatting, and 
the absence of a clearly defined career path.  
 
  

EXECUTIVE SUMMARY 
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As part of their build-out efforts, it will be 
important for the virtual banks to draw relevant 
lessons from the success stories and failures in 
the West, especially Europe. Revolut, for 
example, serves as an exemplar of a bank that 
has built out a non-interest income-driven 
service proposition underpinned by a 
subscription pricing model, while Tinkoff Bank 
may serve as a success story of a virtual bank 
that has created an end-to-end lifestyle 
ecosystem that goes beyond financial services 
offerings alone. However, it wonôt be as 
straightforward as a carbon copy approach, 
given the need to consider local market 
dynamics in detail. 
 
Looking closer to home, the virtual bank 
ecosystem in Southeast Asia is set to explode. 
In 2020, Singapore gave the green light for four 
virtual banks to launch in the city. A number of 
rapidly growing Asian economies, ranging from 
Malaysia to Indonesia and Vietnam, are also 
exploring opportunities to promote digital 
banking and online financial services through 
new licensing regimes. Admittedly, given many 
of these markets remain heavily unbanked, the 
value proposition of virtual banks will be 
markedly different from that of Hong Kong. 
However, valuable lessons can be learnt from 
the licensing application process in both Hong 
Kong and Singapore, including the need for a 
sound understanding of various strategic, 
operational, and financial hurdles that need to 
be crossed to not only secure a license, but 
achieve long-term profitability. 
 

Speaking with all eight of the virtual bank CEOs, 
it is clear that rapid customer acquisition and 
differentiated product development are key 
priorities in coming years. Moreover, the use of 
innovative technologies and the ability to 
leverage customer data will be critical in 
building a path to success. We believe that to 
ultimately win, Hong Kongôs virtual banks must 
craft a digital innovation strategy that provides 
customers with a distinctive value proposition 
focused on capturing a foothold in specific 
niches. By functioning as a more convenient 
and easier-to-use alternative than their brick-
and-mortar rivals, we see a clear opportunity for 
the virtual banks to drive greater user activity 
and engagement, gradually winning over 
customer trust and, ultimately, wallet share. 
 
While there may be lingering doubts around the 
prospects of the virtual banks in Hong Kong in 
the long-term, we see a meaningful opportunity 
for players that are able to successfully 
navigate the path ahead and estimate a total 
revenue opportunity of HKD 76 billion p.a. is up 
for grabs in Hong Kong by 2025, translating to 
a combined revenue market share of 19.3%.  
 
The key question remains: will all eight virtual 
banks still be around in 2025 to capitalise on 
this opportunity?  
 
In truth, we see scope for consolidation. 
However, for the handful of players who can 
successfully navigate their mission of branching 
off, both from their brick-and-mortar and virtual 
bank rivals, rich pickings await.
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OVERVIEW 
 
The emergence of virtual banks can largely be 
viewed as a global, secular trend. 
 
The term ñneobankò has been in popular use 
since 2017 to collectively describe new-age 
FinTech companies and virtual banks that are 
rivalling brick-and-mortar incumbents. Unlike a 
digital bank, which functions as an online arm of 
a large traditional bank, a virtual bank is a 
completely separate, digital-only entity. From 
Revolut in the United Kingdom (ñU.K.ò) to 
Tinkoff Bank in Russia, neobanks are 
competing directly against traditional lenders 
across the world. 
 
Amidst this global push towards digitalisation of 
financial services, Hong Kong has also joined 
the fray, with the introduction of virtual banks 
being touted by the Hong Kong Monetary 
Authority (ñHKMAò) as óa key pillar in supporting 
Hong Kong's entry into the Smart Banking Eraô, 
serving three key goals: 
 
1. Promoting financial innovation; 
2. Enhancing customer experience; and 
3. Facilitating financial inclusion.

Supported by Hong Kongôs status as a global 
financial hub, robust internet access, and a high 
smartphone penetration rate, virtual banks are 
seeking to target the gaps left by the traditional 
incumbents. Designed to deliver their services 
through online digital channels and backed by a 
diverse group of heavyweights, ranging from 
Chinese technology giants to traditional banks, 
the Hong Kong virtual banks are looking to 
disrupt their brick-and-mortar rivals by offering 
a better customer experience and targeting 
underbanked client segments through digitally 
native delivery. 
 
Given the absence of physical branches, virtual 
banks are seeking to attract new customers by 
passing on the benefits of lower operating costs 
through attractive rewards and deposits rates. 
Thereafter, by virtue of having access to 
considerable customer data, virtual banks are 
looking to leverage their knowledge of customer 
needs and preferences to extend tailor-made 
offerings on their digital platforms, thereby 
differentiating themselves from their brick-and-
mortar rivals.

  

SECTION 1 
HONG KONG BANKING LANDSCAPE 
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HONG KONG BANKING LANDSCAPE 
 
Hong Kong is widely recognised as an 
international financial centre and a highly 
banked region. This is clearly reflected in the 

financial sophistication of its populace, with 
94.4% of Hong Kongôs residents having access 
to banking services,2 boasting 2.63 credit cards 
per capita;3 the second highest credit card 
penetration rate in Asia Pacific (see Figure 1).4 

FIGURE 1: ASIA PACIFIC CREDIT CARD PENETRATION RATE (2020) 
 

 
 
Source: Statista, Quinlan & Associates analysis 
 

 
 
 
 
 

GIVEN THE ABSENCE OF PHYSICAL BRANCHES, 

VIRTUAL BANKS ARE SEEKING TO ATTRACT NEW 

CUSTOMERS THROUGH ATTRACTIVE REWARDS AND 

DEPOSITS RATES 
 

  

 
2 Euromonitor International, óUnbanked Population - Consumer Finance in Hong Kong, Chinaô, accessed 8 Dec 2020, available at: 
https://www-portal-euromonitor-com.lib.ezproxy.ust.hk/portal/StatisticsEvolution/index 
3 Euromonitor International, óMarket Sizes - Credit Cards in Hong Kong, Chinaô, accessed 8 Dec 2020, available at: https://www-portal-
euromonitor-com.lib.ezproxy.ust.hk/portal/StatisticsEvolution/index 
4 Statista, óCredit card penetration APAC 2020 by country or regionô, 22 October 2020, available at: 
https://www.statista.com/statistics/1040602/apac-credit-card-penetration-by-country/  
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Authorised financial institutions in Hong Kong 
hold HKD 14.6 trillion worth of customer 
deposits, with HKD 10.5 trillion circulating in the 
form of loans and advances.5 While the city is 
home to 2,300 lenders,6 the majority of Hong 
Kongôs banking industry has been cornered by 
172 licensed banks,7 with a select group of 

legacy institutions controlling the lionôs share of 
various lending activities. We estimate that the 
top four banks ï namely, HSBC, BOCHK, Hang 
Seng Bank (62.14% owned by HSBC), and 
Standard Chartered ï account for 62% of total 
deposits and 54% of the total lending market 
(see Figure 2).

FIGURE 2: HONG KONG BANKING INDUSTRY MARKET SHARE (2020E) 
 

 
 
*Estimated non-interest income and total revenue includes Retail (wealth management and personal banking), Commercial (SME), and 
corporate (excluding investment banking and global markets) banking segments only 
Source: HKMA, company annual reports, Quinlan & Associates analysis and estimates 
 

 
5 HKMA, óMonthly Statistical Bulletinô, accessed 29 January 2021, available at: https://www.hkma.gov.hk/eng/data-publications-and-
research/data-and-statistics/monthly-statistical-bulletin/ 
6 Stephenson Harwood, óMoney lending in Hong Kong - pitfalls for lenders and protections for borrowersô, 17 Feb 2020, available at: 
https://www.shlegal.com/insights/money-lending-in-hong-kong---pitfalls-for-lenders-and-protections-for-borrowers 
7 HKMA, óList of Licensed Banksô, 30 November 2020, available at: https://www.hkma.gov.hk/media/eng/doc/key-functions/banking-
stability/banking-policy-and-supervision/list_of_lb.xls 
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Hang Seng HKD 1.3 trillion HKD 1.0 trillion HKD 25.2 billion (52.2%) HKD 48.22 billion
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Given their market dominance, Hong Kongôs 
four leading banks raked in HKD 226.6 billion in 
combined retail (wealth management and 
personal income), commercial (SME), and 
corporate (excluding investment banking and 
global markets) banking revenues in 2020. 
Based on these lending and deposit statistics 
and our forecast growth rates for the market in 
light of the Covid-19 pandemic and rising non-
performing loan (ñNPLsò), combined with 

revenue and market share estimates of the four 
leading Hong Kong banks, we estimate the 
overall size of Hong Kongôs combined retail 
(wealth management and personal income), 
commercial (SME), and corporate (excluding 
investment banking and global markets) 
banking market in 2020 to be worth HKD 373.9 
billion, with 64.2% originating from interest 
income (see Figure 3).

 
FIGURE 3: HONG KONG BANKING INDUSTRY MARKET SIZE (2020E, HKD BILLION) 
 

 
 
*The estimated revenues include retail (wealth management and personal banking), commercial (SME), and corporate (excluding 
investment banking and global markets) banking segments only 
Source: HKMA, company annual reports, Quinlan & Associates estimates 
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CUSTOMER PAIN POINTS 
 
Despite the size and maturity of Hong Kongôs 
banking industry, there are lingering customer 
pain points that incumbents are failing to 

address, opening gaps that can serve as 
pockets of value for new players entering the 
industry. In particular, these are felt most by 
retail customers and small and medium-sized 
enterprises (ñSMEsò) (see Figure 4).

FIGURE 4: CUSTOMER PAIN POINTS 
 

 
Source: Quinlan & Associates analysis 
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1. RETAIL CUSTOMERS 
 
The slow pace and in-person nature of the 
customer onboarding process, marred by 
scores of complex paperwork and disclosures, 
is a major pain point for customers. While the 
typical retail onboarding process can take a few 
days, average turnaround time to onboard 
wealth management / private banking clients is 
approximately 37 days.8 
 
Moreover, once onboarded, Hong Kong retail 
customers have for long had to physically travel 
to branches and wait in lengthy queues to 
access their banking services, given the online 
user experience offered by brick-and-mortar 
lenders is relatively cumbersome, poorly 

designed, and lacks sufficient functional 
applications. The lack of personalised digital 
offerings by traditional banks has made it 
difficult for many customers to navigate their 
individual financial needs and preferences. 
 
Examining reviews submitted by mobile 
banking app users of incumbent banks, it is 
apparent that the weighted average rating 
submitted by App Store users is 4.6/5.0, while 
Play Store users have given a weighted 
average rating of 3.4/5.0, suggesting a sense of 
dissatisfaction amongst users of mobile 
banking apps of traditional banks in Hong Kong, 
particularly for Android smartphone users (see 
Figure 5).

 

DESPITE THE SIZE AND MATURITY OF HONG KONG®S 

BANKING INDUSTRY, THERE ARE LINGERING 

CUSTOMER PAIN POINTS THAT INCUMBENTS ARE 

FAILING TO ADDRESS, OPENING GAPS THAT CAN 

SERVE AS POCKETS OF VALUE FOR NEW PLAYERS 

ENTERING THE INDUSTRY 

 

 
8 KPMG, óHong Kong Private Wealth Management Report 2019ô, October 2019, available at: 
https://assets.kpmg/content/dam/kpmg/cn/pdf/en/2019/10/hong-kong-private-wealth-management-report-2019.pdf 
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FIGURE 5: INCUMBENT BANKS APP REVIEWS 
 

 
 
Note: ratings and number of reviews accurate as of 1 March 2021 
Source: App Store, Play Store, Quinlan & Associates analysis 
 

 
Retail customers may also have to travel to 
branches to resolve their grievances, as phone 
and chat-based customer service can prove to 
be frustrating and inadequate. As such, while it 

is hard to say that Hong Kong customers are 
ñunderbankedò, with 95% of adults in Hong 
Kong possessing a bank account,9 we believe 
they have long been ñunderservedò.

  

 
9 Asian Banking and Finance, óChart of the Week: Check out which countries have the largest unbanked populationsô, 24 April 2018, 
available at: https://asianbankingandfinance.net/retail-banking/news/chart-week-check-out-which-countries-have-largest-unbanked-
populations 
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2. SME CUSTOMERS 
 
Many SMEs in Hong Kong face an extremely 
time-consuming onboarding process, with 
companies often waiting weeks to set up a bank 
account. For more complex firms such as trusts 
or corporates with multiple layers of beneficial 
ownership, average onboarding times are, on 
average, one to three months and, in some 
cases, much longer. These KYC checks are 
also highly duplicative in nature: banks in many 
jurisdictions are required to conduct 
independent KYC checks on prospective 
accounts, even when the account has been 
comprehensively vetted by another bank. This 
duplication of effort also occurs to a great extent 
within a single firm, with banks maintaining 

highly duplicative KYC processes for 
onboarding the same client across different 
departments and jurisdictions. 
 
On the lending side, although SMEs comprise 
98% of all businesses in Hong Kong,10 a 
worrying percentage of firms are either 
unsuccessful or only partially successful in 
receiving bank credit. According to the HKMAôs 
ñSurvey on Small and Medium-Sized 
Enterprises (SMEs)ô Credit Conditions for Third 
Quarter 2020ò, 40% of SMEs that submitted 
bank credit applications were either rejected or 
only partially successful (i.e. granted under less 
favourable conditions than initially requested, 
such as lower amounts or higher rates) (see 
Figure 6).

 
  

 
10 Trade and Industry Department, óSupport to Small and Medium Enterprisesô, 7 October 2020, available at: 
https://www.tid.gov.hk/english/smes_industry/smes/smes_content.html 
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FIGURE 6: SURVEY ON HONG KONG SME BANK CREDIT APPLICATIONS 
 

 
 
Source: HKMA, Hong Kong Productivity Council, Quinlan & Associates analysis 
 

 
SMEs in Hong Kong are often required to 
pledge collateral, in the form of cash deposits or 
real estate assets, and frequently fail to match 
the risk appetite of traditional lenders. SMEs 
that do get approved for loans must also 
regularly contend with long waiting periods 

before receiving funds. As a result, many SMEs 
rely heavily on retained earnings for financing. 
This lack of sufficient access to external capital 
often results in considerable working capital 
constraints.
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INCUMBENT ROADBLOCKS 
 
In addition to their lacklustre customer 
experience, legacy banks across the world 
continue to suffer from a number of key 
stumbling blocks. 
 
The currently prevalent low interest rate 
environment is squeezing NIMs and impacting 
profitability, while the cost of maintaining 

physical branches continues to be a white 
elephant amidst a pandemic that has 
stonewalled mobility and deterred physical 
interactions. Despite considerable 
advancements in technology, the continued 
reliance on physical branches is weighing on 
costs, while legacy IT systems are further 
stymieing meaningful digital transformation 
efforts, making incumbent banks a target for 
disruption (see Figure 7). 

FIGURE 7: KEY PAIN POINTS FOR LEGACY BANKS 
 

 
 
Source: Quinlan & Associates analysis 
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Å Inability to keep pace with key industry 

trends and evolving customer needs

Introduction of 

Digital Currencies

The introduction of digital currencies, 

with the HKMA also exploring Central 

Bank Digital Currency (CBDC)

Å Hong Kongôs three prominent note issuing 

banks may lose some of their prestige

Å Note issuing banks may no longer receive 

publicity by appearing on notes

Key Driver
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2020 also witnessed a marked shift in customer 
expectations towards remote, digitally enabled 
services. With COVID-19 resulting in 
widespread global lockdowns and social 
distancing norms, the lack of digital capabilities 
has impeded the ability for many traditional 
banks to efficiently serve their customers and 
meet their needs, pushing them towards more 
digitally adept rivals. The rapid emergence of e-
wallets and payment service providers in recent 
years offer a prime example of the antiquated 
nature of the financial services provided by 
banks. 
 
There are also early signs that the industry is 
coming under increasing pressure, with Hong 
Kong banksô profits dipping by an estimated 
29.4% in 2020, NIMs narrowing to 1.18%, and 
the classified loans ratio (i.e. the ratio of bad 
and doubtful loans) rising to a four year high of 
0.84%, compounded by a 6.1% decline in the 
cityôs Gross Domestic Product (ñGDPò) during 
the year.11 For instance, in its 2020 annual 
report, HSBC cited a 26 basis points (ñbpsò) 
drop in NIM to 1.32%.12 
 
Given the various challenges facing incumbent 
players, it appears that there may be a sufficient 
gap in the industry for new entrants ï especially 
those with a digital mindset.

DIGITAL ENABLEMENT 
 
In addition to being financially sophisticated, 
Hong Kong has one of the most technologically 
advanced populaces in the world, boasting a 
robust smartphone penetration rate of 76% and 
the second fastest internet speeds globally, 
together with widespread accessibility of 4G 
internet connectivity at 94.1% (see Figure 8). 
2020 also saw domestic telecom operators like 
China Mobile Hong Kong (ñCMHKò), 
Hutchinson, and Hong Kong Telecom (ñHKTò) 
launching commercial 5G services. 

  

 
11 Regulation Asia, óHK Bank profitability Suffers, Loan Quality Deterioratesô, 5 February 2021, available at: 
https://www.regulationasia.com/hk-bank-profitability-suffers-loan-quality-deteriorates/ 
12 HSBC Holdings plc, óAnnual Report and Accounts 2020ô, 23 February 2021, available at: 
file:///Users/eashantrehan/Downloads/210223-annual-report-and-accounts-2020.pdf 
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FIGURE 8: INTERNET ACCESSIBILITY AND SPEED 
 

 
 
Source: Statista, Quinlan & Associates analysis 
 

 
With a combination of financial and 
technological sophistication, Hong Kong 
citizens are no stranger to financial services 
delivered via digital means. The Millennial and 
Generation Z population, known for being 
technologically adept, make up 36.4%13 of 
Hong Kongôs overall population, while 91% of 
people in Hong Kong presently use their mobile 
phones for e-wallet activities,14 with digital 
wallet transactions forecast to grow at a CAGR 
of 32% over the coming two years.15

Looking at specific examples from the cityôs 
banking industry, HSBC recently asserted that 
ó90% of our transactions in Hong Kong are 
conducted through a digital platformô,16 while 
fellow incumbent, Citi, said that more than 50% 
of its consumer banking clients use digital 
channels and that 90% of its banking 
transactions were conducted through self-
service channels.17

  

 
13 Census and Statistics Department, óPopulation Estimatesô, 13 August 2020, available at: 
https://www.censtatd.gov.hk/hkstat/sub/sp150.jsp?tableID=002&ID=0&productType=8 
14 Statista, óShare of mobile wallet users in Hong Kong from 2017 to 2020ô, 16 October 2020, available at: 
https://www.statista.com/statistics/996415/hong-kong-share-of-people-using-mobile-wallet/ 
15 J.P. Morgan, óE-commerce Payments Trends: Hong Kongô, 2019, available at: https://www.jpmorgan.com/merchant-
services/insights/reports/hong-kong 
16 SCMP, óHSBC insists it does not need a virtual bank licence in Hong Kong, invests USD2.2 billion in raising digital banking gameô, 18 
November 2019, available at: https://www.scmp.com/business/banking-finance/article/3038108/hsbc-insists-it-does-not-need-virtual-
bank-licence-hong 
17 Citigroup Inc., óCiti Hong Kong named ñDigital Bank of the Yearò by the Asset Magazineô, 15 February 2018, available at: 
https://www.citibank.com.hk/english/info/pdf/Citi-named-Asias-Best-Digital-Bank-by-the-Asset-Magazine_HK_Eng_Final_online.pdf 
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While it appears that technology-enabled 
financial service offerings have strong 
penetration rates in Hong Kong and are gaining 
significant traction among the local populace, 
broader innovation efforts by incumbent banks 
remain somewhat less impressive. As 
discussed in our previous report, Beyond The 
Buzz, legacy financial institutions face 

significant barriers to change, reflecting poor 
innovation processes, a weak innovation 
culture, and broader financial constraints (see 
Figure 9). Moreover, many of the ñInnovation 
Labsò launched by incumbent banks in recent 
years have failed to drive meaningful change, 
with most serving only as a shiny marketing 
tool.18 

FIGURE 9: INNOVATION BARRIERS (BY FIRM SIZE) 
 

 
 
Source: Quinlan & Associates analysis 
 

 
Juxtaposing the shortcomings of the current 
industry incumbents with the technological 
maturity of the Hong Kong populous, there 
appears to be a clear appetite for digitally native 

banking services, resulting in HKMA taking 
concerted steps to introduce FinTechs and 
TechFins into the market, and eventually 
greenlighting the launch of virtual banks.

  

 
18 Quinlan & Associates, óBeyond The Buzzô, May 2020, available at: https://www.quinlanandassociates.com/insights-beyond-the-buzz/ 

INNOVATION BARRIERS

Large Firm
(e.g. Global Bank)

Mid-Sized Firm
(e.g. Regional Fund)

Small Firm
(e.g. Hedge Fund) Description

Innovation Process
Å Large firms find it much more difficult to identify underlying problems, 

and typically have a chaotic and poorly designed innovation process

Firm-Wide Buy-in
Å Bureaucracy at large firms hampers firm-wide buy-in, given competing 

interests, though small firms may be hamstrung by key personalities

Governance
Å Large firms typically outsource innovation efforts to an Innovation Lab, 

while smaller firms usually lack centralised ownership of innovation

Incentives
Å Most firms have no meaningful incentive structures to drive innovation 

efforts, largely reflected in an absence of relevant KPIs

Communication
Å Communication remains a challenge across most organisations, 

especially at large firms, with most efforts focused on marketing

Systems
Å Large firms are plagued by problems with legacy systems and 

challenges around integrating with complex IT / data architecture

Budget / Resources
Å Most small firms face considerable budget constraints to drive major 

their innovation efforts, though they typically have fewer needs

Internal Processes Organisational Culture Financial Capacity Culture remains a key barrier for most companiesLow High
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REGULATORY BACKDROP 
 
With the launch of Hong Kongôs virtual banks, 
the city hopes to usher in a new age of 
branchless banking via digitally enabled means. 
For several years leading up to the granting of 

virtual bank licences, the HKMA adopted a 
series of initiatives aimed at fostering a robust 
FinTech ecosystem in Hong Kong, including the 
FinTech Supervisory Sandbox, Open Banking 
API, and Faster Payment System, among many 
others (see Figure 10).

 
FIGURE 10: KEY HKMA FINTECH INITIATIVES (2016-19) 
 

 
 
Source: HKMA, Quinlan & Associates analysis 
 

 
Many of these initiatives have paved the way for 
the development of a robust virtual banking 
ecosystem in the city, laying a strong foundation 
for both banks and FinTechs with respect to 

advancements in cybersecurity, open 
innovation (via APIs and innovation hubs), 
regulatory compliance (via the FSS), payments, 
and trade finance.

  

Description

Å HKMA launched cybersecurity initiatives to raise the cyber resilience of Hong Kongôs banking system

Å HKMA granted the first and second batches of SVF licences 

Å FSS allows banks and their partnering technology firms to conduct pilot trials of their fintech initiatives to gather data and user feedback

Å Launched in collaboration with ASTRI to provide a neutral ground for innovative collaboration for the fintech industry

Å HKMA published a whitepaper discussing the potential application of DLT in financial services and possible challenges

Å A talent development scheme launched to expand the FinTech talent pool in Hong Kong

Å HKMA conducted a study on CBDC in 2017 with a view to better understanding its feasibility, implications and possible benefits

Å The Banking Made Easy initiative aims at reducing regulatory frictions that are hindering technological innovations

Å Open API allows Fis to open up internal IT systems and data for programmatic access by third-party service providers (TSPs)

Å FPS is a payment financial infrastructure introduced to enable 24/7 instant payments in Hong Kong

Å HKMA facilitated the launch of a blockchain-based trade finance platform fully funded by a consortium of major banks in Hong Kong

Å HKMA granted a virtual banking licence to eight different applicants to promote FinTech and innovation in Hong Kong
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SECTION 2 
HONG KONG VIRTUAL BANKS 
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OVERVIEW OF THE VIRTUAL BANKS 
 
Recognising the disruptive potential of 
providing an operationally streamlined, digitally 
native banking proposition, 29 aspirants 
submitted an application to the HKMA for a 
virtual banking licence. Following a rigorous 
selection process, eight applicants were 
granted approval for a licence in 2019, all of 
which have since launched their operations.

BACKGROUND 
 
All eight virtual banks are backed by a mix of 
financial and technological behemoths, 
including major legacy banks and Chinese 
technology giants (see Figure 11). In addition to 
gaining access to a sizeable funding channel, 
one key benefit of being under the veil of a well-
known entity is the trust factor that comes along 
with it, as both retail and SME customers alike 
may feel more confident banking with players 
that are supported by household names armed 
with considerable financial firepower. 

 
FIGURE 11: DIFFERENTIATORS OF VIRTUAL BANKS 
 

 
 
Source: Company websites, Quinlan & Associates analysis 
 

 

Virtual Bank Shareholders

INDUSTRY BACKING

Banking Tech Insurance Other FIs Others Synergy with Backers External Partnerships Differentiators

Å ZA International U U V U U

ÅZhongAnôs expertise in the 

online insurance space can 

help ZA Bank offer innovative 

insurance plans

Å Visa with personalised number

Å 11% cash rebate on Deliveroo

Å Buy-one-get-one-free offer at 

11 coffee chains

Å HKTV mall cash coupon

Å First mover advantage

Å Various insurance offerings

Å Xiaomi

Å AMTD U V U V U

ÅXiaomiôs IoT technology may 

potentially be integrated with 

Airstar Bankôs offerings

Å AMTD Group may lend its 

experience in capital markets 

and other financial industries

Å N/A Å Focused on becoming 

ñEveryoneôs Bankò, through 

stellar, wealth agnostic 

customer service

Å High interest rate of 3.6% on 

HKD20,000 deposit

Å WeLab U U U V U

ÅWeLab is a homegrown fintech 

unicorn, with extensive 

experience in consumer lending 

through its WeLend subsidiary

Å Numberless MC debit card

Å JETCO and Cirrus ATM 

withdrawals

Å HKD 20 discount on OpenRice, 

HKD 25 on Deliveroo, and 8% 

at The Coffee Academics

Å 1-month fee rebate and lucky 

draw from 3HK

Å Integrated, virtual, and 

numberless debit card for 

security purpose

Å òGoSaveò time deposit, with 

interest rate determined by the 

number of joiners in each group

Å BOCHK

Å Jardines

Å JD Digits
V V U V V

Å Livi can benefit from legacy 

incumbent BOCHKôs expertise 

in the Hong Kong banking 

industry

Å QR code-based payment option 

from UnionPay

Å Exclusive virtual banking 

partner of yuu, which includes 

Wellcome, Mannings, 7-Eleven, 

IKEA, KFC, Pizza Hut, etc.

Å No physical card, payment 

made through app-based QR 

code

Å Emphasis on facilitating 

payments and handing out 

ñshake shakeò cash rewards

Å Standard Chartered

Å PCCW

Å HKT

Å Ctrip

V U U U V

Å Mox could potentially offer 

travel and telecom related 

benefits, in partnership with its 

backers, Ctrip and PCCW, 

respectively

Å Standard Charteredôs 

experience in Hong Kong can 

help Mox

Å A virtual card that can be used 

via Apple Pay and Google Pay, 

with cash back offers

Å Numberless Mastercard debit 

card

Å Numberless card with no expiry 

date or verification number for 

security

Å Real-time savings calculator for 

budgeting, instant 

categorisation and goal setting

Å Ant Financial U V U V U

Å Quick onboarding of AlipayHK 

e-wallet users, numbering 

approximately two million

Å Offer shopping and dining 

rewards via AlipayHK

Å N/A Å Shopping and dining offers

ÅAbility to tap into AlipayHKôs 

approximately two million 

existing users

Å Ping An

Å OneConnect U V V U U

ÅOneConnectôs technological 

expertise in fintech can help 

PAOB innovate

Å Ping An can lend its expertise 

in the insurance sector

Å Accelerated loan processing for 

SMEs on Tradelink E-

Commerce platform

Å ñ5-day service pledgeò for loans 

of up to HKD 2 million

Å ICBC

Å Tencent

Å Hillhouse Capital

Å HKEx

Å Adrian Cheng (via 

Perfect Ridge Ltd.)

V V U V V

Å Fusion Bank can draw upon the 

banking and technological 

expertise of ICBC and Tencent 

respectively, with HKEX and 

Mr. Adrian Cheng bringing 

financial markets and local 

experience

Å Partnered with WeChat Pay HK 

to offer HKD 188 e-cash 

coupons for linking Fusion 

Bank account with WeChat Pay 

HK

Å Focus on foreign exchange
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Taking a closer look at the partnerships forged 
between the backers of these newly minted 
virtual banks provides valuable insight into the 
strategic direction they may follow in coming 
years. Ant Bank (Hong Kong), for example, 
appears to be leveraging Ant Financialôs 
AlipayHK offering to speed up account opening, 
extend shopping and dining-related offers, and 
tap into the e-wallet applicationôs existing user 
base of two million customers. We are also 
likely to see ZA Bank leveraging its parent 
companyôs domain expertise in the insurance 
space to extend innovative insurance plans to 
its banking customers. 

A number of external collaborations have also 
been forged in an effort to deliver value to end 
customers. WeLab Bank, for example, an 
offshoot of homegrown FinTech unicorn 
WeLab, has struck up several partnerships, 
such as its numberless debit card offered in 
collaboration with MasterCard, as well as its 
partnerships with JETCO and Cirrus that enable 
its customers to tap into 2,000 ATMs in the city 
to withdraw cash. Another example is livi Bankôs 
exclusive partnership with rewards club yuu, 
which automatically aligns it with the likes of 
Wellcome, Mannings, 7-Eleven, IKEA, KFC, 
and Pizza Hut, among others.

 
 
 
 
 
 
 
 
 
 
 
 

RECOGNISING THE DISRUPTIVE POTENTIAL OF 

PROVIDING AN OPERATIONALLY STREAMLINED, 

DIGITALLY NATIVE BANKING PROPOSITION, 29 

ASPIRANTS SUBMITTED AN APPLICATION TO THE 

HKMA FOR A VIRTUAL BANKING LICENCE. 

FOLLOWING A RIGOROUS SELECTION PROCESS, 

EIGHT APPLICANTS WERE GRANTED APPROVAL FOR 

A LICENCE IN 2019 
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PRODUCTS 
 
Keen to deliver on their promise of 
revolutionising the banking industry, the virtual 
banks have made an immediate mark on the 
cityôs banking industry by: (1) enabling rapid 
account opening within the space of a few 
minutes; (2) waiving many fees and minimum 
balance requirements; (3) providing remote 
banking services through digital means; (4) 
offering relatively higher interest rates on 
savings accounts and time deposits; (5) 
extending speedy monetary / payment transfer 
capabilities; (6) delivering tailor-made 

personalised offerings; and (7) providing 24/7 
customer service through digital channels. 
 
At present, Hong Kongôs virtual banks have 
launched relatively basic products and services, 
such as savings accounts and payment 
capabilities, with several players also offering 
time deposits and debit cards. Currently, ZA 
Bank and Mox Bank appear to have the widest 
range of offerings, with the former being 
granted an insurance agency licence by the 
Hong Kong Insurance Authority (ñIAò) to extend 
insurance offerings, and the latter offering 
innovative budgeting tools (see Figure 12).

FIGURE 12: OVERVIEW OF HONG KONG VIRTUAL BANKS 
 

 
 
Source: Company websites, interim reports, Quinlan & Associates analysis 
 

 
In addition to providing highly competitive 
lending and deposit rates, the virtual banks are 
offering free of charge digital and QR-code 
payments and transfer capabilities, along with 
free-to-use budgeting tools. Like many start-

ups, the provision of no cost services highlights 
a clear first priority for the eight new payers: 
rapidly scale their customer base by attracting 
consumers looking for low-cost financial 
services offerings. 

  

*As of June 2020

Virtual Bank

ZA Bank Airstar Bank WeLab Bank livi Bank Mox Bank Ant Bank PAOB Fusion Bank

Launch Date Mar 2020 Jun 2020 Jul 2020 Aug 2020 Sep 2020 Sep 2020 Sep 2020 Dec 2020

Deposits*

(HKD ó000)2,757,955 356,578 187,289 183 28,030 1,334 6,591 N/A

Services

Savings V V V V V V V V

Time Deposits
V V V U U U U V

Personal Loans
V V U U U U U U

Business Loans V U U U U U V U

Transfer / Pay V V V V V V V V

Debit Card V U V V V U U U

FX U U U U U U U V

Insurance V U U U U U U U

Budgeting Tools
U U U U V U U U

V Offered U Not Offered
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TECHNOLOGY 
 
The virtual banks have deployed a variety of 
technology solutions across the entire customer 
value chain; from leveraging social media 
platforms to drive customer acquisition efforts, 

to biometric facial recognition to streamline 
onboarding times, and chatbots to provide 24/7 
customer support, technology has been 
fundamental in the quest for the virtual banks to 
deliver a more innovative customer experience 
(see Figure 13). 

 
FIGURE 13: TECHNOLOGY USE ACROSS CUSTOMER VALUE CHAIN 
 

 
 
Source: Finextra, company websites, Quinlan & Associates analysis 
 

  

Å Digital marketing and advertising

Å Social media platforms

Å Search engine and app store optimisation

Å Use of online platforms and technology for 

advertising and marketing can allow virtual 

banks to optimise their acquisition costs 

and more accurately target customers

Å Virtual banks are using search engine 

optimisation (SEO) and app store 

optimisation (ASO) to make their ads   

more visible to potential customers

Å Biometric facial recognition

Å eKYC

Å Optical Character Recognition (OCR)

Å Solving customer onboarding pain points, 

such as lengthy onboarding times and 

excessive paperwork, can help virtual 

banks offer a seamless joining experience

Å ZA Bank is leveraging Accuityôs risk and 

compliance screening solution to screen 

customers during onboarding, to detect 

PEPs, sanctioned entities, etc.

Å A.I. and Big Data Analysis

Å Personalisation

Å Gamification

Å Technology can empower virtual banks to 

provide personalised cross-selling 

recommendations, while also gamifying the 

user experience for more fun

Å ZA Bank has launched mobile game-like 

quests (ZA Quest) that offer randomly 

assigned ñZA Coinsò to users for tasks like 

setting a nickname, verifying e-mail ID, etc.

Å QR code-enabled payments

Å Faster Payment System (FPS)

Å Electronic Direct Debit Authorisation

Å Digitally-enabled payments can help 

provide seamless online transfer 

capabilities to customers, substituting the 

use of cheques and cash withdrawals

Å Mox Bankôs card can be added to a digital 

wallet, while the physical card is 

numberless, has no expiry date, and no 

CVV displayed on it, for security

Å Online loan origination

Å Artificial Intelligence (A.I.)

Å Big Data analysis

Å Virtual banks have significantly cut the 

amount of paperwork required, as well as 

waiting times till the receipt of results, for 

credit applications

Å PAOB uses an A.I. credit analysis tool to 

detect credit sentiment and relationship 

network for companies, with online loan 

origination and risk monitoring

Å 24 / 7 online customer support

Å Chatbots

Å In-app chat option

Å Improving accessibility to remote services 

with 24/7 online support through a variety 

of digital options can help customers 

receive quick redressal for their complaints

Å livi can be reached via live chat on their 

app, ZA Bank has deployed a chatbot, and 

Fusion Bank has a 24 / 7 customer service 

hotline

Å Public cloud

Å Private cloud

Å Hybrid cloud

Å Since virtual banks are storing vast 

amounts of sensitive customer data, they 

need to select a form storage of storage 

which is efficient and secure

Å Mox Bank has emerged as one of the first 

cloud-native virtual banks in Asia, operating 

its entire platform on a public cloud 

infrastructure

Å Encryption

Å Biometric login

Å Multi-factor authentication

Å Given the digital nature of virtual banks, 

robust cybersecurity measures and anti-

fraud measures can help protect customers 

and gain their trust

Å To log in to Mox, you need to use your 

password, fingerprint, or facial recognition. 

Lockable card and 3D secure software is 

used to safely make online purchases

Customer 

Acquisition

Customer 

Onboarding

User 

Experience

Payment 

Services

Credit

Lending

Maintenance 

and Support

Technology Impact Example

Data

Storage

Safety and 
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COMPETITIVE POSITIONING 
 
While the Hong Kong virtual banks currently 
offer a similar suite of services, we see subtle 
differences in their range of offerings and client 
focus. For example, while Mox is primarily 

targeting the retail banking segment, PAOB has 
a stronger focus on the SME space. Similarly, 
ZA Bank is offering flexible insurance plans, 
while livi is focusing on extending cash rewards 
to attract new customers (see Figure 14). 

 
FIGURE 14: INDUSTRY LANDSCAPE 
 

 
 
Source: Company websites, Quinlan & Associates analysis 
 

 
With eight new players now battling it out with 
well-entrenched incumbents in what could be 
described as an almost ñoverbankedò market, 
the road to success for these digital challengers 

is far from certain, and a number of key hurdles 
must be crossed to turn innovative visions into 
long-term, sustainable success stories.
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Variety of Services and Offerings

Virtual Bank Retail SME Description

ZA Bank V V
Å ZA Bank offers business banking, insurance, 

deposits, loans and transfer services

Airstar Bank VV U
Å Airstar Bank is focused on becoming ñEveryoneôs 

Bankò, offering a 3.6% p.a. deposit rate

WeLab Bank VV U
Å WeLab Bank is concentrating purely on retail 

customers through its debit card and time deposit

livi bank VV U
Å livi is solely servicing retail clients with a savings 

account, transfers, and QR payment offerings

Mox Bank VV U
Å Mox is targeting retail customers, with options like 

budgeting tools, savings calculator, cash back etc.

Fusion Bank VV U
Å Fusion Bank is expected to focus particularly on 

small-value depositors

Ant Bank 

(Hong Kong)
V VV

Å Ant Bank is aiming to target both retail as well as 

SMEs through innovative banking services

PAOB V VV
Å PAObank offers retail banking, SME banking, and 

innovative fintech solutions as well

VV Core U NoV Yes



 

SGD NTSKNNJ ENQ GNMF JNMFƍR UHQST@K A@MJR     26 

IMPACT ON HONG KONG 
 
Besides their commercial standing, virtual 
banks have also served as a boon for the 
broader society in Hong Kong by encouraging 
the development of a robust FinTech 
ecosystem and supporting financial 
inclusiveness.  
 
As a result of an increase in competition in the 
Hong Kong banking industry, we may also 
witness a ñcatfish effectò, whereby the 
incumbent players are motivated to further 
improve their value proposition to customers in 
a bid to remain relevant, providing further 
benefits for the people of Hong Kong in the form 
of broader choices and improved customer 
experience. By imposing no minimum account 
balance requirements and levying no low-
balance fees, virtual banks have also helped to 
make banking and financial services more 
accessible and inclusive, enhancing upward 
social mobility. They may also prove to be a 
helping hand for small business owners who 
cannot get access to loans and other banking 
facilities from traditional incumbents, supporting 
growth in competition. 
 
Virtual banks have also emerged as a key 
contributor to the development of Hong Kongôs 
FinTech ecosystem, a goal which the 
government has been working towards for 
several years through various policy measures. 

Not only have the virtual banks helped to create 
new job opportunities, but they have promoted 
development in modern technology solutions in 
areas such as Big Data, Artificial Intelligence 
(ñA.I.ò), machine learning, and cloud computing. 
 
From a cultural perspective, the virtual banks 
have heralded the birth of a ñSilicon Valley-
esqueò culture in Hong Kongôs banking industry, 
which encompasses technological innovation, 
out-of-the-box thinking, team spirit, and a 
problem solving-focused attitude. We believe 
the ultimate fate of virtual banks is strongly tied 
to Hong Kongôs aspirations of evolving from an 
international financial centre to a FinTech hub 
that can successfully marry the best of 
traditional financial services with the innovative 
edge of modern start-ups. 
 
Since several of the Hong Kong virtual banks 
are being backed by shareholders originating 
from Mainland China with significant 
experiencing in delivering FinTech solutions on 
the mainland, Hong Kong can position itself as 
a testing ground for applying these solutions 
before rolling them out to other parts of the 
world, including Southeast Asia. As a mature 
and well-regulated market, the city, in effect, 
provides fertile ground for industry leaders in 
Mainland China who are looking for a robust 
Proof of Concept (ñPoCò) to expand their virtual 
banking aspirations to other parts of the world.
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While the launch of the Hong Kong virtual banks 
has heralded the dawn of a new era for the cityôs 
financial services industry, we see six key 
challenges that need to be overcome in their 

quest to wrestle away market share from the 
incumbents and position themselves as a force 
to be reckoned with in years to come (see 
Figure 15). 

 
FIGURE 15: OVERARCHING CHALLENGES 
 

 
 
Source: Quinlan & Associates analysis 
 

 
  

Trust Deficit

Gaining retail customersô trust and showcasing their 

value-addition over incumbent banks is a key hurdle 

facing virtual banks

Uncertain Path to Profitability

Given their high deposit interest rates and low / non-

existent fees, virtual banksô ability to turn a profit 

remains under the scanner

Data Protection

Cybersecurity and customer data privacy are essential 

for safeguarding user data, maintaining credibility, and 

meeting regulatory requirements

Talent Management

Fierce competition over acquiring skilled, technical 

talent has erupted among the virtual banks, resulting in 

hiring bottlenecks and high staff turnover rates

Competition from Other VBs

With eight virtual banks battling it out for a wallet share 

of 7.5 million Hong Kong residents, there are questions 

over whether the market size can support all players

Competition from Incumbents

Incumbent banks have responded to the launch of 

virtual banks with accelerated digital partnerships and 

aggressive price competition in the form of lower fees

1
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5

6

CHALLENGES
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SECTION 3 
CHALLENGES AHEAD 
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1. TRUST DEFICIT 
 
While many have welcomed the birth of Hong 
Kongôs virtual banks with great gusto, others 

have trodden more cautiously and raised 
question marks over their ability to gain 
customersô trust (see Figure 16). 

 
FIGURE 16: TRUST DEFICIT 
 

 
 
Note: based on survey responses from 1,516 participants 
Source: PwC, Quinlan & Associates analysis 
 

 
Although the HKD 500,000 Deposit Protection 
Scheme (ñDPSò) provides a tangible safety net 
for retail customers, many residents are still 
apprehensive about using virtual banks, given 
that they are relatively new and unknown 
entities.  
 

There is also a sense of loyalty and familiarity ï 
in other words, ñstickinessò ï by many citizens 
towards their incumbent banking providers. 
This presents a teething problem for the new 
entrants, who need to bridge a considerable 
mindset gap in order to build a sizeable, loyal 
customer base.

 
 
  

EXISTING LOYALTY

93% trust traditional incumbent banks to 

help them achieve their financial goals

FINANCIAL STABILITY

33% have doubts about the financial 

stability of virtual banks

PERSONAL DATA

38% do not trust virtual banks with their 

personal data 

38%

33%

41%
WOMEN

46%
AGE 18-24

édo not trust virtual banks

93%

Virtual banks may be suffering from a trust

deficit, in terms of their ability to secure

customer data and maintain their privacy,

and demonstrating their financially stable

standing, despite the HKD 500,000 Deposit

Protection Scheme (DPS)
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2. UNCERTAIN PATH TO PROFITABILITY 
 
As part of their customer acquisition efforts, the 
virtual banks are offering comparatively 
attractive deposits interest rates (see Figure 
17), resulting in a high Cost of Capital (ñCoCò). 
Their lending rates also appear extremely 

competitive relative to incumbents. However, in 
an economic climate characterised by dovish 
central banks and low interest rates, impacting 
NIMs, the inertia of maintaining such attractive 
rates may pose longer-term challenges to 
virtual banksô bottom-lines. 

 
FIGURE 17: NIM SPREADS 
 

 
 
Note: the interest rates are as of 1 March 2021 for HKD. There rates are subject to change and do not include promotional rates 
Source: company websites, Quinlan & Associates analysis 
 

 
  

Institution

Savings IR (HKD, p.a.) Time Deposit IR (HKD, p.a.)

Lowest Lending Rate (APR, p.a.)Minimum Maximum Minimum Maximum

ZA Bank 0.01% 1.00% 0.10% 0.65% Å 1.88% (Tax Season Loan)

Airstar Bank 0.10% 3.60% 0.05% 0.70% Å 1.85%

WeLab Bank 0.10% (Core Account) 0.90%

livi Bank 0.01% 1.00%

Mox Bank 0.65% for up to HKD 500,000

Ant Bank 0.001% 2.00%

PAOB 0.01% 0.60% Å 8.00-12.00% (Trade-Connect Loan)

Fusion Bank 0.10% on HKD Savings 0.05% 0.70%

HSBC 0.001% on >= HKD 5,000 0.001% 0.15% Å 2.02% (Personal Instalment Loan)

BOCHK 0.001% 0.002% 0.001% 0.35% Å 1.78% (preferential tax loan rate)

Stan Chart 0.001% 0.001% 0.15%
Å 1.75% (Tax Season Loan)

Å 1.75% (Personal Instalment Loan)

Citi 0.001% Up to 0.50% Å 1.78% (Tax Season Loan)

Hang Seng 0.001% on >= HKD 5,000 0.001% 0.35%
Å 2.01% (Tax Season Loan)

Å 2.68% (Personal Instalment Loan)
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We have seen virtual banks extending lucrative 
offers to customers across four key areas: (1) 
high deposit interest rates; (2) spending 
rewards such as cash rebates; (3) partner 
rewards in association with third parties; and (4) 

referral-based rewards (see Figure 18). These 
promotions-based campaigns to attract 
customers are likely costing virtual banks hefty 
sums that may be unsustainable over the long 
run.

FIGURE 18: PROMOTIONS-BASED MARKETING CAMPAIGNS 
 

 
 
Note: the promotions discussed are subject to change and may have expired 
Source: company websites, Planto, The Standard, Quinlan & Associates analysis 
 

 
  

BANK DEPOSITS SPENDING PARTNERSHIPS REFERRALS

Å Up to 6.8% p.a. interest rate in 

an initial promotion

Å Now offering 1% p.a. interest 

rate on the first HKD 500,000

Å 6% cash rebate on online 

spending

Å ñPowerDrawò cash rebate of 

up to 200% on store purchase

Å Cardholders offers with 

Deliveroo, McDonalds, etc.

Å Tie-ups with shopping malls 

and coffee stores

Å Receive up to HKD 180 cash 

reward by inviting a friend

Å Offered 5% p.a. interest rate 

on HKD 20,000 deposit

Å N/A Å N/A Å Referee can receive up to 10 

1% p.a. interest rate boosters

Å GoSave Drift time deposit 

scheme offering 9.8% p.a.

Å Up to HKD 10,000, for first 50 

customers every day

Å 5% cash rebate for debit card 

spending on weekends

Å 1% cash rebate on weekdays 

and non-public holidays

Å N/A Å 18 Districts campaign account 

opening reward of HKD 200

Å Offered 0.5% p.a. interest rate 

on HKD 500,000 deposit

Å òShake Shakeò 3% or higher 

cash rewards

Å Up to three daily transactions, 

with cashback up to 200 HKD

Å Tie-up with yuu gives livi 

access to multiple outlets

Å More than 10 brands and 

2,000 shops and restaurants

Å 18,000 yuu Points upon 

inviting a friend

Å 0.65% p.a. interest rate for up 

to HKD 500,00

Å Daily credited with interest 

accruing automatically

Å 1% unlimited cash back on all 

eligible spending

Å 5% òSuper CashBackò at 

founding merchants

Å Exclusive offers with a variety 

of partners

Å E.g. csl, MOOV, 1010, eCup, 

Now E, HKT Smart Living, etc.

Å N/A

Å 2.5% p.a. interest rate on the 

first HKD 20,000 deposited 

Å 1% p.a. interest rate on HKD 

20,000 - HKD 500,000

Å N/A Å N/A Å N/A

Å Initially offered selected 

customers an 8.8% p.a.

Å Currently offering a 1.0% p.a. 

interest rate

Å PAOB offered cash rebates 

worth HKD 288

Å N/A Å N/A

Å First 40,000 customers receive 

5% p.a. interest rate

Å Applicable for 3-month long 

time deposits

Å First 40,000 customers may 

pair account with WeChat Pay

Å Receive e-cash coupons worth 

HKD 188

Å Exclusive 10% discount at 

Group shopping stores

Å E.g. K11, K11 Design Store, 

K11 Beauty, and K11 Antonia

Å N/A
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Virtual banks will need time to shore up a 
sizeable deposit base. Coupled with capital 
adequacy requirements, this may hamper them 
from extending mortgage loans - while they are 
generally viewed as a relatively safer type of 
lending, they require a larger ticket size per loan 
disbursed. This may, in turn, harm virtual banks 
in their quest to develop a robust loan book, 
without having to expose themselves to more 
risky lending products. The uncertainty resulting 
from the COVID-19 pandemic may also put a 
damper on virtual banksô ability to discern an 
SME or retail customerôs ability to repay. 
Furthermore, while virtual banks can avoid the 
costs associated with maintaining physical 
branches, many players are spending 
considerable sums on marketing and 
advertising their presence ï and benefits ï to 
build up brand recognition. While this is often a 
necessary part of any brand awareness and 
customer acquisition strategy, it will need to be 
carefully managed if the virtual banks are to 
strike the right balance between maximising 
visibility and profitability. 

3. DATA PROTECTION 
 
Data privacy and cybersecurity pose another 
set of potential challenges to the integrity of 
virtual banks.  
 
One of the cornerstones of virtual banks is their 
use of internet as a medium to extend services 
online. However, this leaves them particularly 
vulnerable to (1) cyberattacks; (2) fraud; and (3) 
data leakages. Furthermore, since virtual banks 
are expected to utilise A.I. and advanced data 
analytics to carve out tailor-made products and 
services for their customers, data privacy and 
user consent is of paramount importance, given 
the need to gain usersô trust and, ultimately, 
monetise their data. As such, any data breach 
leading to leakage of sensitive customer 
information could be catastrophic to their future 
success. 
 
Apart from maintaining robust internal controls 
and cybersecurity measures, there are a 
number of external risks that may prove difficult 
for the virtual banks to tackle. For instance, 
bogus websites have already been set up 
masquerading as ZA Bank and Airstar Bank in 
an effort to fleece unsuspecting customers. 
Moreover, customers could also potentially be 
at risk if they log-in to their virtual banking 
accounts via an unknown Wi-Fi service or 
public computer, or if they divulge their personal 
details in response to fraudulent calls or 
messages. As such, not only are sound 
cybersecurity processes needed for virtual 
banks to ñmake it bigò; they are a fundamental 
pre-requisite to survival. 
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4. TALENT MANAGEMENT 
 
As discussed in our previous report, The 
Human Factor,19 many growth and late stage 
start-ups have been failing to deliver a 
meaningful career proposition to their 
employees, with notably lower staff satisfaction 
levels than their traditional rivals. Unfortunately, 
Hong Kongôs virtual banks are no exception. 
 

For four of the eight virtual banks in Hong Kong 
for which Glassdoor data were available, the 
average employee rating was 2.9 / 5.0 (with the 
lowest score being 2.0), compared to an 
average rating of 3.8 / 5.0 for the four leading 
incumbent retail banks in Hong Kong. This is 
despite the glut of regulatory and reputational 
issues that global banks have faced over the 
past decade (see Figure 19).

FIGURE 19: GLASSDOOR REVIEWS (HONG KONG) 
 

 
 
Note: the data from virtual banks may include the data of its parent company where direct data is unavailable 
Source: Glassdoor, Quinlan & Associates analysis 
 

 
  

 
19 Quinlan & Associates, óThe Human Factorô, August 2020, available at: https://www.quinlanandassociates.com/insights-the-human-
factor/ 

FIRM PUBLIC RATING ONLINE FEEDBACK

3.5

Å Benefits are not as good as you'd expect

Å Trustless hiring procedure, headcount 

freeze anytime, and reduce people

Å Bottom 30% of the company will have no 

bonus and no (salary) increment

3.3

Å HR has exerted a significant power for 

your promotion and salary increments

Å Extra work time without salary

Å importing expats and outsourcing jobs, 

instead of developing the local talents

2.9

Å Average salary increment, inconsiderate 

boss, and lack career path

Å Bad compensation, no formalised 

training program

Å Little growth and drudgework

2.0

Å Bonus is deferred and demanding 

marketing culture

Å Weak middle and back office support

Å Need more systematic staff training

Å Bonus cheque came too late

1

2
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4

FIRM PUBLIC RATING ONLINE FEEDBACK

4.0

Å Complex organisational structure to 

navigate

Å Demanding, stressful, heavy work load

Å Poor work life balance and culture 

promoting internal competition

3.8

Å Bureaucratic structure; legacy problems 

everywhere; Slow career advancement

Å Long working hours, tough timeline

Å Countless admin and compliance related 

work

3.7

Å Bureaucratic and conservative

Å The tasks are repetitive and the 

management is quite loose

Å Office politics very common amongst 

middle management

3.6

Å Politics everywhere and very low risk 

appetite

Å Long working hours and high demand on 

profit with old system and computer

Å Many manual routine work required

1

2

3

4

2.9 pts
Average Rating

Most negative sentiment centred 

around poorly planned and 

executed HR processes

Most negative sentiment centred 

around rigid organisational 

structure (i.e. lack of flexibility)
3.8 pts
Average Rating

Virtual Banks (HK) Incumbent Banks (HK)
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Speaking to numerous employees at some of 
Hong Kongôs virtual banks off record, much of 
the dissatisfaction experienced stems from a 
weak talent strategy and opaque internal HR 
processes, including a lack of structure around 
compensation and promotions, an absence of 
formal training programmes, and a poorly 
defined organisational construct that sees 
employees regularly double- or triple-hatting. 
Additionally, the lack of a clearly defined career 
path and a weak corporate culture, including 
dissatisfaction with middle management, points 
to a more substantive chasm in the talent 
offerings of these companies. All of this 
suggests an urgent need to institute an effective 
organisational talent strategy. 
 
Furthermore, with all eight virtual banks 
entering the market in tandem, there has been 
stiff competition for talent in information 
technology (ñITò), compliance, and risk 
management. However, a dearth of local supply 
in fields such as technology have created hiring 
bottlenecks, driving virtual banks to look outside 
of Hong Kong for talent. ZA Bank, for example, 
has the majority of its employees based out of 
Shenzhen instead of Hong Kong, presumably 
owing to the comparative wealth of technology 
talent in the city.  
 
A senior talent war also appears to have 
erupted amongst many of the virtual banks, with 
Ant Bank (Hong Kong) poaching Chief 
Executive Officer (ñCEOò) Michael Wang from 
livi and Chief Risk Officer (ñCROò) Johnson Lo 
from Mox, barely 12 months since the receiving 
the go-ahead from HKMA. WeLab Bank has 
turned over two CEOs already as well, with Tat 
Lee recently taking over the mantle of CEO from 
Adrian Tse, who himself took over from Dr. 
William Leung at the beginning of 2020. It is 
likely that this war for talent will continue for the 
foreseeable future, given the importance of 
hiring and retaining suitably skilled employees 
in a market confronting a dearth of supply in the 
technology space.

5. COMPETITION FROM VIRTUAL BANKS 
 
Apart from competing with existing legacy 
banks, Hong Kongôs virtual banks are also 
competing for supremacy amongst themselves. 
In a region home to roughly 7.5 million 
inhabitants and over 340,000 SMEs, with eight 
virtual banks dishing it out to build a profitable 
business, future consolidation appears more 
likely than not. 
 
In their initial years, the virtual banks are 
expected to compete fiercely for new customers 
(and their assets) as they attempt to build a 
sizeable user base. However, if cash burn rates 
become unsustainable, shareholder patience 
may begin to wear thin, and profitability will 
become a key focus. As such, we believe an 
exit could be on the cards for players that are 
unable to accumulate a critical mass of users 
(and adequately monetise them).  
 
As the saying goes, a rising tide lifts all boats, 
but once the tide begins to recede, some boats 
may run aground. This signals the need for 
virtual banks to differentiate themselves and 
focus on acquiring more customers (or 
monetising them more effectively) than each 
other before a potential wave of consolidation 
kicks off. 
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6. COMPETITION FROM INCUMBENTS 
 
Although virtual banks may be able to attract 
new retail customers through attractive deposit 
interest rates, the promise of a seamless digital 
experience, and lucrative rewards, there is a 
risk they may play second fiddle to Hong Kongôs 
legacy banks, which continue to serve as 
peoplesô primary bank account providers. 
 
The current absence of a sophisticated suite of 
products and services does not bode well for 
virtual banksô ability to fulfil their customersô 
financial needs over the long-term. In fact, retail 
banking customers in Hong Kong often use 
multiple products and services from incumbent 
legacy banks, consequently building a sticky 
relationship and trust factor that virtual banks 
will need to overcome. Furthermore, although 
the market is seeing a secular shift in favour of 
digital technology, many customers still have a 

desire to interact with a human representative ï 
62% for mortgages, 57% for insurance, and 
57% for wealth management.20 
 
The technological gap that virtual banks are 
seeking to plug through their innovative digital 
offerings is unlikely, in isolation, to give them an 
unassailable advantage over their more 
traditional rivals. For example, HSBCôs PayMe 
mobile-based application, which was launched 
well after the entry of AlipayHK and WeChat 
Pay in Hong Kong, has since skyrocketed to two 
million users and secured an impressive 68% 
market share.21 
 
Beyond doubling down on their digital 
transformation efforts, Hong Kongôs incumbent 
banks are not taking their virtual banking rivals 
for granted, with many responding to the arrival 
of new competition by cutting or eliminating fees 
(see Figure 20).

 

WE SEE SIX KEY CHALLENGES THAT NEED TO BE 

OVERCOME IN THEIR QUEST TO WRESTLE AWAY 

MARKET SHARE FROM THE INCUMBENTS AND 

POSITION THEMSELVES AS A FORCE TO BE 

RECKONED WITH IN YEARS TO COME 

 

 
20 PwC, óVirtual Banking: Customers Take Charge ï Are You Ready?ô, November 2019, available at: 
https://www.pwchk.com/en/financial-services/publications/2019-digital-banking-customer-survey.pdf 
21 HSBC, óBusiness Update and Results Presentation to Investors and Analystsô, 18 February 2020, available at: 
https://www.hsbc.com/investors/results-and-announcements 
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FIGURE 20: RESPONSE BY INCUMBENT BANKS 
 

 
 
Source: HSBC, Citi, BOCHK, Standard Chartered, SCMP, finews, Business Chief, Quinlan & Associates analysis 
 

 
HSBC, for example, has scrapped 26 general 
banking and transaction fees, for deposit and 
withdrawal of foreign currency notes, request 
for bankerôs reports and documents, passbook 
replacement, global transfers and remittances, 
etc., and accelerated its digital partnerships. It 
has also removed its monthly fee for customers 
with deposits totalling below HKD 5,000, 
launched a remote account opening scheme for 
SMEs, and developed its own digital offerings, 
such as PayMe. Fellow incumbent bank, Citi 
has responded by tying up with AAStocks.com 
to enable their customers to trade stocks 
through phones. 
 
Virtual banks were recently reported to have 
removed electronic direct debit authorisation 
(ñeDDAò) or reduce transfer limits from certain 
traditional banks due to high transaction fees 
being levied. For example, Mox has removed 

 
22 The Standard, óMox cuts three banks from direct debit linkô, 4 December 2020, available at: https://www.thestandard.com.hk/section-
news/section/2/225353/Mox-cuts-three-banks-from-direct-debit-link 

eDDA from HSBC, Hang Seng Bank, and Dah 
Sing Bank.22 Moreover, Stored Value Facility 
(ñSVFò) Licensees, such as AliPayHK and 
WeChat Pay, which have gained popularity 
amongst retail customers for their digital wallet 
and payment offerings, may also offer stern 
competition to virtual banks in the retail space. 
Other SVFs, such as Neat and Statrys, with 
their rapid account opening processes, local 
and international payment facilities, multi-
currency accounts, and company registration, 
etc., are likely to provide significant competition 
in the SME space. 
 
Given the aggressive response by the Hong 
Kong incumbents, the virtual banks will need to 
develop and consistently execute a highly 
targeted (and differentiated) strategy if they are 
to win the battle for market share in years to 
come.

HSBC STAN CHART BOCHK CITI HANG SENG

FEE CONCESSIONS

HSBC has eliminated 26 

fees and charges for basic 

banking services; expected 

to benefit over 4 million 

personal customers

Standard Chartered has 

scrapped minimum balance 

fees for premium bank and 

transaction fees for ñclick-a-

countò clients

BOCHK has introduced fee 

concessions for electronic 

services and extended 

service hours of online 

banking services

Citi does not appear to have 

introduced any fee 

concessions in response to 

the launching of virtual 

banks

Hang Seng Bank has 

waived general banking 

fees for services including 

deposits, remittances, 

securities trading, FX, etc.

DIGITAL INNOVATION

Launched ñHSBC Oneò, an 

integrated account which 

will provide a suite of 

services with no minimum 

balance requirement

Standard Chartered has 

launched a ñRefresh 

Strategyò to focus on 

technology, such as mobile 

funds, QR cash, etc.

BOCHK has revamped its 

mobile app, introducing one 

click binding with BoC Pay, 

BoC Live for investment 

expert interactions, etc.

Citi has launched ñCiti 

Plusò, a mobile banking app 

with deposit, funding, and 

wealth-management 

features for customers

Hang Seng Bank has rolled 

out over 140 digital 

innovations and 

enhancements for its digital 

services in 2020

VIRTUAL BANK LICENCE

HSBC has opted against 

applying for a virtual 

banking license, instead 

choosing to invest in its own 

digital banking efforts

Standard Chartered has 

backed Hong Kong virtual 

bank ïMox Bank, 

partnering with the likes of 

HKT, PCCW, and Ctrip

BOCHK has backed Hong 

Kong virtual bank ïlivi 

Bank, partnering with the 

likes of JD Digits and 

Jardines

Citi has asserted that it can 

already offer all types of 

online banking services that 

virtual banks could, and 

more at their branches

HSBC owned Hang Seng 

Bank has opted against 

applying for a virtual 

banking license, similar to 

its parent institution

WEAK STRONG
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In response to the various challenges faced by 
virtual banks, we believe four key pillars hold 
the key to their future success, including: 
 

1. Build a trusted franchise; 
2. Create a path to profitability; 
3. Safeguard customer data;  
4. Attract and nurture talent (see Figure 21). 

 
FIGURE 21: KEY SUCCESS PILLARS 
 

 
 
Source: Quinlan & Associates analysis 
 

 
1. BUILD A TRUSTED FRANCHISE 
 
In an already well-banked market, with 
customers spoilt for choice between a multitude 
of legacy incumbents and eight new digital 
contenders, building loyalty will be fundamental 
to the future success of the virtual banks. 
 
While the DPS may help assuage retail 
customer concerns around the safety of their 
deposits with a virtual bank, much more needs 
to be done to win over customer hearts and 
minds. While some of the virtual banks may 
flaunt their association with well-regarded 
backers to lend credibility, delivering an 
exceptional customer experience remains 
essential in gaining trust, enhancing satisfaction 
levels, and maintaining a vice-like grip over 

loyalty, all of which will be crucial in building a 
trusted franchise that commands a greater 
share of wallet. 
 
In spite of the digital edge that virtual banks may 
possess over their brick-and-mortar rivals, we 
believe sound relationship management will be 
important in effectively penetrating the SME 
space. To cite an example, Ping An backed 
PAOB is attempting to leverage its relationship 
with Tradelink, an e-commerce business 
solutions provider, to offer credit to their SME 
clients with: (1) no document submission for 
loan approval; (2) application drawdown within 
five days; (3) no handling fee; and (4) early 
redemptions without penalties. 
  

Å Educate potential customers 

on safeguards

Å Shortlist relevant KPIs for 

measuring success

Å Focus on customer 

experience and building 

loyalty

Å Utilise low-cost channels like 

social media

Å Generate strong word of 

mouth

Å Retain customers and 

generate referrals

Å Secure a low-cost source of 

funding

Å Pursue a fee-based, non-

interest income model

Å Evaluate third-party 

partnership opportunities

Å Explore geographic 

expansion into the Greater 

Bay Area (GBA)

Å Identify relevant resources

Å Implement required 

safeguards

Å Promptly detect cybersecurity 

events

Å Build functionalities for 

responding to cyber threats

Å Develop resilience for 

restoring services post 

attacks

Å Map out personnel 

requirements

Å Establish front-to-back 

headcount targets

Å Develop an efficient talent 

pipeline

Å Create an appropriate 

remuneration policy

Å Build relevant learning and 

development frameworks

Build a Trusted Franchise Create a Path Profitability Safeguard Customer Data Attract and Nurture Talent

1 2 3 4
Establish a trustworthy brand 

through a relentless focus on 

customer experience

Achieve profitability and 

generate respectable 

returns for shareholders

Ensure proper cybersecurity 

and customer data privacy 

safeguards are in place

Attract and retain the right 

talent pool in key functions 

across-the-board

SECTION 4 
NAVIGATING THROUGH UNCERTAINTY 
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In delivering a superior customer-centric 
approach, the virtual banks will need remain 
razor-focused on relevant Key Performance 
Indicators (ñKPIsò), helping them to streamline 

their customer experience metrics and 
accurately identify areas for future improvement 
across the entire customer value chain (see 
Figure 22).

FIGURE 22: SAMPLE CUSTOMER-CENTRIC KPIs 
 

 
 
Source: Quinlan & Associates analysis 
 

  

Å Traffic-to-lead Ratio Understand the source of the customer traffic

Å Bounce Rate Percentage who visited one screen and left

Å Conversion Rate Sales funnel conversion rate across touchpoints

Å Onboarding Rate Percentage that do not abandon onboarding

Å Onboarding Time Time taken to onboard a customer

Å Customer Acquisition Cost (CAC) Sales and marketing costs per new customer

Å Time to Value (TTV) Time taken for a new customer to realise value

Å Monthly Active Users (MAU) Count of users that are active on a monthly basis

Å Session Duration Average duration of a session on the app

Å Loan Application Success Rate Percentage of credit applications approved

Å Time to Funding Time taken for funds to be disbursed

Å Non-Performing Loan (NPL) Ratio Percentage of loans that have defaulted

Å Recurring Revenue Rate (RRR) Revenue that is recurring over a time period

Å Cross-sell Ratio Products and services cross-sold

Å Average Fee Revenue per User Fee revenue generated per user

Å Net Promoter Score (NPS) Likelihood of receiving positive customer referral

Å Customer Satisfaction (CSAT) Barometer of customer experience

Å Customer Effort Score (CES) A measure of ease of service and products use

Å Tickets Opened and Closed per day Customer complaints received and resolved

Å Time to Response Customer waiting time till response is received

Å Time to Resolution Customer waiting time till complaint is resolved

Å Customer Churn Rate (CCR) Percentage of customers lost over time periods

Å Redemption Rate (RR) Percentage of loyalty rewards redeemed

Å Customer Life Value (CLV) Revenue generated per customer over lifecycle

Customer 

Identification

Customer 

Onboarding

Product 

Development

Interest Income 

Generation

Fee Income 

Generation

Customer 

Servicing

Relevant KPIs Description

Complaint 

Handling

Customer 

Retention
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As they look to rapidly build their customer 
base, marketing remains a key focus area for 
the virtual banks, with many adopting an 
omnichannel strategy. ZA Bank, for example, 
has placed advertisements on digital panel 
networks in Mass Transit Railway (ñMTRò) 
stations, while Airstar Bank has taken a more 
creative approach by sponsoring a local 
television show.  

Given the digital nature of virtual banks, many 
have also turned to social media to drive brand 
awareness, leveraging platforms such as 
Instagram, Facebook, Pinterest, and YouTube. 
Together with partner referrals, we believe 
social media will serve as an important low-cost 
channel for reaching virtual banksô target user 
base (see Figure 23). 

 
FIGURE 23: SOCIAL MEDIA MARKETING 
 

 
 
Source: Pixability, Wordstream, Heap, Social Media Examiner, Adstage, Linkedin, Webfx, Statcounter, Fat Stacks, 4C Insights, Quinlan 
& Associates analysis 
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Looking at marketing strategies from the west, 
U.K. neobank, Monzo, managed to craft an 
implicit strategy for capturing customer 
attention through offering bright, neon, coral 
coloured payment cards to their customers, 
which caught the general publicôs eye whenever 
they were used. This helped to drive greater 
word of mouth, generating considerable ñfreeò 
advertising for the company. Following that 
blueprint, Monzoôs Hong Kong counterpart, 
WeLab Bank, appears to also have adopted a 
similar idea and have designed a card with a 
unique shimmering look to drive greater organic 
brand awareness.  
 
Elsewhere, in the United States, neobank 
Chime has opted for a ñsocial proof strategyò 
with its #ChimeSavedMe social media 

campaign, showcasing the real-life social 
impact that its offerings ï such as automatic 
savings, no hidden fees, and two-day salary 
advance ï can have on its customers. By 
building mutual trust and understanding with its 
customers through displaying its ñhumaneò 
qualities, Chime has sought to better connect to 
the communities it serves in an effort to win the 
hearts and minds of US banking customers. 
 
2. CREATE A PATH TO PROFITABILITY 
 
Like any start-up, Hong Kongôs virtual banks will 
need to demonstrate their ability to generate 
sustainable profits and shareholder returns over 
the long-term. We see eight key pillars that 
need to be addressed in charting the path to 
profitability (see Figure 24).

FIGURE 24: CHARTING THE PATH TO PROFITABILITY 
 

 
 
Source: Quinlan & Associates analysis 
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A. CUSTOMER ACQUISITION 
 
Due to their high advertising costs and current 
limited suite of offerings (consisting primarily of 
high interest rate savings accounts and free of 
charge payment solutions), it will be crucial for 
virtual banks to raise their Customer Life Value 
(ñCLVò) above their corresponding Customer 
Acquisition Costs (ñCACò) ï in short, they must 
generate more revenue per customer over their 
lifetime than what they spend on acquiring 
them. 
 
To achieve this, virtual banks will need a clear 
strategy for acquiring their target customers 
based on their capabilities (see Figure 25). For 

example, if the virtual bank is primarily providing 
basic services, then young individuals with 
basic needs may be targeted, or if the virtual 
bank is looking to offer more sophisticated 
products then more mature clients who are not 
satisfied with incumbents may be targeted. 
Targeting this mix of young, technologically 
savvy millennials, along with older, mass-
affluent generations experiencing low 
satisfaction rates with incumbent banks, may 
present the ideal combination; this would allow 
virtual banks prise higher value customers 
away from traditional providers while attracting 
younger generations with considerable growth 
potential from generational wealth transfer.

FIGURE 25: TARGET USER PROFILES 
 

 
 
Source: Quinlan & Associates analysis 
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Additionally, developing a robust brand strategy 
can help a virtual bank effectively communicate 
its mission, vision, and value proposition to 
customers. To this end, the leadership at virtual 
banks should look to answer the following 
question ï ñHow do we wish for our current and 
potential customers to perceive us?ò. For 
instance, American neobank, Chime, is seeking 
to showcase a positive societal impact to its 
customers, while U.K.-based neobank, Revolut, 
is positioning itself as ñone app for all things 
moneyò.  
 
An effective brand strategy yields incremental 
benefits by inserting an idea into customersô 
head of what the organisation is all about, 

enticing them to become a part of the 
companyôs journey. In order to achieve this, 
virtual banks should look to: (1) identify a niche 
or particular area to have a laser-like focus on; 
(2) define business goals and align the 
marketing strategy accordingly; (3) conduct 
extensive brand research to gauge customersô 
experience, expectations, and current 
perceptions; (4) put a spotlight on a singular key 
differentiator that sets the virtual bank apart 
from its peers; (5) build a visual and social 
media identity that is aligned with the factors 
identified in earlier steps; and (6) lastly, carve 
out a unique customer experience accordingly 
(see Figure 26).

FIGURE 26: BRAND STRATEGY 
 

 
 
Source: Quinlan & Associates analysis 
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B. CUSTOMER EXPERIENCE  
 
Given the relatively lower cost of customer 
retention vs. acquisition, ongoing customer 
satisfaction is of paramount importance for the 
virtual banks. This is likely to have a positive 
spill-over effect for future customer referrals.  
 
We believe that virtual banks should 
continuously strive to make their user interface 
(ñUIò): (1) intuitive; (2) gamified; and (3) 
customised, while making their user experience 
(ñUXò): (1) engaging; (2) innovative; and (3) 
time saving, across various touchpoints along 
the customer value chain, thereby delivering a 

more simple and user-friendly experience (see 
Figure 27).  
 
For example ï livi is using ñshake shakeò cash 
rewards to add a fun element to its user 
experience, by asking users to shake their 
smartphones after making a QR-code payment 
to receive a cash reward, and ZA Bank has 
launched ñZA Questò, a new feature that invites 
users to participate in mobile game-like quests 
and earn rewards. While a positive start, we 
believe there is ample scope for the virtual 
banks (and the financial services industry more 
broadly) to bring gamification to the next level.

 
FIGURE 27: USER INTERFACE AND EXPERIENCE DESIGNING 
 

 
 
Source: Quinlan & Associates analysis 
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FIGURE 28: VIRTUAL BANK APP REVIEWS 
 

 
 
Note: ratings and number of reviews accurate as of 1 March 2021 
Source: App Store, Play Store, Quinlan & Associates analysis 
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It is worth noting that certain virtual banks have 
performed vastly better than their peers. Fusion 
Bank, in particular, has come out of the gate 
roaring, garnering an average rating of 4.9 / 5.0 
from 696 reviews on Play Store and 4.8/5.0 
from 768 reviews on App Store. ZA Bank has 
also received a significantly positive response, 
similar to the early reviews for Fusion Bank, the 
last of the virtual banks to launch publicly.  
 
In stark contrast, livi Bank has a paltry average 
rating of 2.8/5.0 on App Store and 3.6/5.0 on 
Play Store, while Ant Bank (Hong Kong) has a 
meagre 44 reviews on App Store and 84 on 
Play Store, which pales in comparison to some 
of its leading counterparts. Like Ant Bank (Hong 
Kong), PAOB has also not received a lot of 
reviews, possibly due to their relatively greater 
focus on SMEs rather than retail customers. 
 
This lopsided contest in terms of app store 
reviews could potentially reflect the order in 
which the virtual banks launched, given that 
Mox Bank and ZA Bank were the first two to 
launch and have amongst the highest ratings, 
while Fusion Bank has emerged as somewhat 
of an outlier. In addition, the timing of the Hong 
Kong governmentôs cash payout scheme may 
have also favoured virtual banks that launched 
either before or close to that time. In any case, 
these early reviews are sending a clear 
indication as to which players are winning the 
battle for the hearts and minds of Hong Kongôs 
banking community. 
 
C. INTEREST INCOME  
 
On the deposit front, in addition their current 
efforts to target retail savings, winning the battle 
for the excess cash reserves of SMEs and 
corporates will allow the virtual banks to open 
up a sizeable, low-cost source of funding and 
the capacity to supercharge their lending 
activities.  
 

In the short term, it is likely that the virtual banks 
will need to compete on price, targeting both 
retail customers and SMEs in fast-growing 
industries to build a strong reputation in the 
market, before gaining access to larger blue-
chip corporations with stronger balance sheets 
to build a more robust asset base. 
 
With respect to retail lending in particular, 
pioneering use of alternative data sources, such 
as utilities and telecom bill payment, rental 
payments, purchasing habits, etc., for 
determining the creditworthiness of potential 
borrowers can help provide a gilt-edge to retail 
lending efforts. Combining the various forms of 
lifestyle data ï ranging from professional 
background and browsing history, to spending 
patterns and geolocation data ï to build a 
behavioural profile may help provide valuable 
insights into a borrowerôs propensity to pay on 
time. 
 
To effectively penetrate the SME and corporate 
lending space, the virtual banks can look to 
build stronger relationships and generate 
greater revenue through a service-focused 
approach centred around the provision of non-
lending products and services, including 
payroll, currency exchange, and advisory. This 
tactic would help grow revenue from SMEs and 
attract deposits without exposing the bank to 
credit risk or raising concerns around asset 
quality. In addition, securing the payroll services 
of a company could also help onboard its 
employees as retail customers, offering 
valuable cross-selling potential.  
 
The virtual banks may also focus on satisfying 
the ñoperational cashò needs of SMEs and the 
ñexcess cashò held by larger corporates through 
offering liability products such as structured 
notes, as well as demonstrating seamless 
transaction banking capabilities. 
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D. NON-INTEREST INCOME 
 
Given the suppressed NIM environment and the 
need to scale their customer base, virtual banks 
may find it difficult to attain profitability by 
adopting a traditional lending and deposits-
based business model. 
 
We see ample scope for Hong Kongôs virtual 
banks to pursue a fee-based income model in 
coming years, offering products and services 
such as insurance plans, wealth management 

advisory, buy-now-pay-later credit lending, 
budgeting tools, investment products and 
trading services, and international multi-
currency transfer and payment capabilities. 
Under this model, we estimate a wallet 
opportunity from retail (wealth management 
and personal income), commercial (SME), and 
corporate (excluding investment banking and 
global markets) banking of HKD 76 billion to be 
up for grabs by the virtual banks in Hong Kong 
by 2025, translating to a combined revenue 
market share of 19.3% (see Figure 29). 
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FIGURE 29: VIRTUAL BANK REVENUE POTENTIAL (2025E) 
 

 
 
Source: Quinlan & Associates analysis and estimates 
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2a
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HOW MUCH WILL VIRTUAL BANKS BE ABLE TO LEND?

Examining the loan-to-deposit ratio (LDR) of incumbent banks in Hong Kong, we 

estimate a 68% LDR for virtual banks5
3

HKD 381 BILLION
TOTAL LENDING

WHAT IS THE EXPECTED INTEREST INCOME EARNED?

We expect virtual banks to charge an average interest rate of 9%, due to a focus on 

personal and SME lending, which translates to HKD 34 billion in interest income

WHAT IS THE EXPECTED NON-INTEREST INCOME EARNED?

Using the U.K. neobanksô fee-based model as a proxy, we estimate a non-interest to 

interest income ratio of 1.23x,6 which translates to HKD 42 billion non-interest income

4a

4b

HKD 76 BILLION
TOTAL REVENUE

1Finder.com, óThe rise of virtual banksô, 7 September 2020, available at: https://www.finder.com/hk/virtual-banking-statistics
2Census and Statistics Department, óPopulation Estimatesô, accessed 12 February 2021, available at: 

https://www.censtatd.gov.hk/hkstat/sub/sp150.jsp?tableID=002&ID=0&productType=8
3HSBC, óHSBC Asia Factbook FY19ô, 30 March 2020, available at: https://www.hsbc.com/-/files/hsbc/investors/hsbc-results/2019/annual/pdfs/hsbc-holdings-plc/200330-

asia-factbook-fy19.pdf?download=1
4Finextra, óHong Kong virtual bank Mox signs 35,000 customers in first monthô, 23 October 2020, available at: https://www.finextra.com/newsarticle/36811/hong-kong-

virtual-bank-mox-signs-35000-customers-in-first-month
5Various bank annual reports and filings
6Various neobank bank annual reports and filings
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As part of our market sizing exercise, we 
attempted to measure our estimates against 
suitable benchmarks. For instance, our 
projected 2025 customer count of 1.9 million 
people is approximately in line with surveys 
conducted by other institutions such as 
Finder.com, which reported an estimate of 1.8 
million customers,23 and Field Resource 
Consultant (ñFRCò) which forecasted an 
approximate customer base of 1.4 million.24 
 
With respect to our average deposit balance 
estimate, we note that Mox Bank reportedly 
boasts an average customer balance of >HKD 
70,00025 and has garnered HKD 5.1 billion in 
total deposits as of December 2020,26 
compared to an estimated average retail 
customer deposit balance of HKD 460,000 for 
HSBC.27 Consequently, we anticipate that by 
2025, as virtual banks gain more notoriety and 
demonstrate their safety and utility, they will be 
able to achieve an average retail customer 
deposit balance that is half of HSBC, of 
approximately HKD 230,000, leading to a retail 
deposit base of HKD 443 billion.  
 
Further taking into account deposits from 
commercial and corporate banking customers, 
based on the ratio of deposits from retail versus 
commercial and corporate banking customers 
of incumbents such as HSBC, we see an overall 
deposit base of HKD 560 billion from retail 
(wealth management and personal income), 
commercial (SME), and corporate (excluding 
investment banking and global markets) 
banking customers combined. 
 
 
 

 
23 Finder.com, óThe rise of virtual banksô, 7 September 2020, available at: https://www.finder.com/hk/virtual-banking-statistics 
24 The Standard, óSurvey shows multi-billion deposit potential for virtual banksô, 29 December 2020, available at: 
https://www.thestandard.com.hk/breaking-news/section/2/162185/Survey-shows-multi-billion-deposit-potential-for-virtual-banks 
25 Finextra, óHK virtual bank Mox captures $5.1 billion in deposits in first five monthsô, 22 February 2021, available at: 
https://www.finextra.com/pressarticle/86258/hk-virtual-bank-mox-captures-51-billion-in-deposits-in-first-five-months 
26 Finextra, óHong Kong virtual bank Mox signs 35,000 customers in first monthô, 23 October 2020, available at: 
https://www.finextra.com/newsarticle/36811/hong-kong-virtual-bank-mox-signs-35000-customers-in-first-month 
27 HSBC, óHSBC Asia Factbook FY19ô, 30 March 2020, available at: https://www.hsbc.com/-/files/hsbc/investors/hsbc-
results/2019/annual/pdfs/hsbc-holdings-plc/200330-asia-factbook-fy19.pdf?download=1 

With respect to the projected loan-to-deposit 
ratio (ñLDRò), we evaluated the LDRs at 
traditional Hong Kong banks to arrive at an LDR 
of 68% for virtual banks, which translates to 
HKD 381 billion worth of loans and advances to 
customers. Compared to virtual banks, 
incumbent traditional banks have greater 
capacity to offer low-interest mortgage loans 
that carry high ticket sizes and have a lower 
cost of funds owing to lower deposit rates, this 
leads us to estimate an average lending interest 
rate of 9% for virtual banks, taking into 
consideration that they are likely to focus more 
on extending personal loans (i.e. short-term 
personal loans and credit cards) and SME loans 
rather than mortgage loans or loans to large 
corporations. Consequently, we see virtual 
banks garnering ~HKD 34 billion in interest 
income. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.finder.com/hk/virtual-banking-statistics
https://www.finextra.com/newsarticle/36811/
https://www.finextra.com/newsarticle/36811/hong-kong-virtual-bank-mox-signs-35000-customers-in-first-month
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With regards to the non-interest income 
estimate, we firmly believe that Hong Kongôs 
virtual banks will need to consider a robust fee-
based strategy and have accordingly used U.K. 
neobanks as a suitable proxy, given that they 
have been in existence for over five years, the 
similarities between the U.K. and Hong Kong 
banking markets in terms of maturity and 
competition levels, and their push towards non-
interest income. Consequently, we have 
forecasted a non-interest to interest income 
ratio of 1.23x to estimate HKD 42 billion in non-
interest income for Hong Kong virtual banks.  
 
As a result, we arrive at a revenue opportunity 
in Hong Kong of HKD 76 billion p.a. by 2025, 
translating to a combined revenue market share 
of 19.3%. This amounts to an average annual 

revenue opportunity of ~HKD 9.5 billion, 
equating to an average revenue market share 
of almost 2.4%, per virtual bank. While not 
trivial, we believe that there is scope for industry 
consolidation in years to come, and that only a 
handful of players will truly thrive. 
 
After building out a competitive suite of fee-
based offerings that allows them to go toe-to-
toe with their legacy rivals, virtual banks should 
focus on optimising their pricing strategy in 
order to price their offerings within the 
customerôs sweet spot. As the pricing gap 
between virtual and brick-and-mortar banks 
narrows over time, consideration could be given 
to wrapping multiple offerings into subscription 
plans. 

 

WE SEE A REVENUE OPPORTUNITY OF HKD 76 

BILLION P.A. BY 2025 FOR VIRTUAL BANKS IN HONG 

KONG, TRANSLATING TO A COMBINED REVENUE 

MARKET SHARE OF 19.3% 
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We see two primary fee-based models that 
virtual banks could look to adopt, being: (1) 

transactions-based; and (2) subscription plans 
(see Figure 30). 

 
FIGURE 30: FEE MODELS 
 

 
 
Source: Quinlan & Associates analysis 
 

 
Opting for a subscription-based model could 
allow virtual banks to morph into a ñbanking-as-
a-Serviceò provider, offering greater potential 
for recurring revenue generation, relative to the 
one-time payment received during transactions. 
Identifying products and services based on their 
frequency of usage and bundling them into a set 
of staggered plans could potentially be the way 
to proceed.  
 

U.K. neobanks such as Revolut and Monzo 
currently offer subscription plans to their users, 
with a quantitative limit attached to certain 
services, beyond which customers may be 
charged additional fees. The two neobanks are 
also offering ñfreemiumò versions to attract 
initial users, thereafter upselling their paid 
subscription plans containing additional 
lucrative features. 
 

1 2
TRANSACTIONS-BASED SUBSCRIPTION PLANS

DESCRIPTION Users are charged a fee income based on their 

frequency of usage / transactions

Users pay a regular fixed fee, based on the 

subscription plan selected by them

VALUE PROPOSITION Modularised offerings can be provided to users 

based on their needs, with low maintenance costs

Recurring revenue can be generated, without 

competing over pricing of individual offerings

RECURRING NATURE U V

FREEMIUM OPTION U V

PRICING COMPETITION U V

CUSTOMER STICKINESS U V

MODULARISED OFFERINGS V U

MAINTENANCE COSTS V U

FEE MODELS

V Favourable U Unfavourable
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E. CUSTOMER DATA 
 
At the heart of virtual banking lies technology, 
which could serve as the bedrock of virtual 
banksô differentiated value proposition, making 
it imperative to adopt a digital-first mindset. 
 
By virtue of their purely digital nature, virtual 
banks possess a cutting-edge over their brick-
and-mortar counterparts, in terms of collecting 
customer data. With each virtual bank garnering 
vast swathes of data from its users, the manner 
in which they put this data to use may tilt their 
fortunes towards one side or another. We find 
two primary uses of customer data that could 
benefit virtual banks: (1) improved 
personalisation of offerings; and (2) enhanced 
cross-selling opportunities. 
 
Analysing customer data to gain a better 
understanding of users can enable virtual banks 
to personalise their offerings. This can help 
them meet customersô intricate needs, gain 
direction with regards to what kind of product or 
service they should launch next, and better 
comprehend customer pain points. This can 
consequently lead to the development of 
proprietary forms of technology powered by 
customer data, such as alternative credit 
scoring algorithms for rapid loan extension, 
utilising A.I. for recommending personalised 
offers, or building a robo-advisor to offer wealth 
management advice. 
 
Given the deluge of data that they can harness 
from customers, we see ample opportunity for 
virtual banks to extend more personal finance 
and wealth management offerings. Serving as 
a case in point, Mox Bank is already offering 
intuitive budgeting tools with instant 
categorisation of spending and goal-based 
savings planning. In the future, Mox could 
potentially leverage the wellspring of data that it 
is collecting to recommend suitable investment 

products, offer various financial instruments, 
and extend financial planning advisory. This 
personalisation can act as a keystone in 
building mutual trust with customers, by 
extending tailor-made offerings that connect 
well with each individual customerôs needs and 
preferences. With greater engagement levels, 
virtual banks will be better positioned to 
showcase their value addition relative to 
traditional banks, crucial in the battle for 
customer assets. 
 
In addition, scrutinising factors such as 
customer spending patterns and behavioural 
traits could open up tremendous opportunities 
for cross-selling. By leveraging customer data, 
virtual banks can increase their count of 
ñproducts per customerò by driving a strong 
cross-sell ratio. A high count of products per 
customer would also help to maintain customer 
loyalty, especially through sale of products such 
as insurance and investment, which tend to 
exhibit high levels of stickiness. 
 
As an example, virtual banks could examine the 
balance history and income flow of a customerôs 
account and pre-approve them for a host of 
products and services, such as credit cards, 
personal loans, insurance, and buy-now-pay-
later offers on purchases. Looking at success 
cases in the market, Indian bank HDFC delivers 
a 10-second pre-approved loan offering, which 
leverages the bankôs existing customer 
database to provide rapid credit lines to its 
customers. Similarly, partnering with non-
financial companies that form a part of 
customersô daily lives, such as 
telecommunications, eCommerce, etc., can 
help virtual banks leverage alternative data to 
form a better understanding of their customers, 
for purposes such as new product 
development, pain point identification, scoping 
of demand gaps, and gauging creditworthiness.
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F. THIRD-PARTY PARTNERSHIPS 
 
Building a robust network of third-party 
partnerships can enable virtual banks to swiftly 
expand their range of offerings, without having 
to bear the time and cost of building them out 
from scratch. Exclusive partnerships can further 
help corner certain niches and attract loyal 
customers of the partner organisation. We 
broadly see two different types of partnerships 
that virtual banks may explore: (1) financial 
services (e.g. payment, insurance, brokerage, 
etc.); and (2) non-financial services (e.g. 
restaurant booking, cab hailing, tourism, 
telecom, etc.). 
 
Post the publication of HKMAôs ñOpen API 
Framework for the Hong Kong Banking Sectorò 
on 18 July 2018, which outlined an 
implementation plan, detailing safeguards and 
a four-phased approach to execution,28 a 
secular trend in favour of open banking and 
Application Programming Interfaces (ñAPIsò) 
has emerged. Virtual banks may look towards 
APIs for keeping up to date with the latest 
technological developments in the FinTech 
space. We believe open banking APIs could 
hold the key to bringing third-party players to the 
table and aligning the bank with innovative 
FinTech organisations and new-age start-ups. 
This would enable virtual banks to continue to 
function as the disruptor rather than the 
disrupted.

Moreover, APIs can enhance virtual banksô 
ability to monetise customer financial data in 
multiple areas. For example, Standard 
Chartered, backer of Mox Bank, has built 
ñaXessò, an open banking API platform for 
innovating with new technological capabilities. 
HSBC has also launched a new banking 
guarantee API, which enables partner banks to 
issue local guarantees in markets in which they 
don't operate. Through leveraging APIs to 
expand their suite of customer offerings via 
third-party institutions, virtual banks can look to 
form a full-service financial ecosystem 
addressing much more than a personôs banking 
needs. 
 
Through partnerships outside of pure financial 
services, virtual banks can also look to position 
themselves as a broader lifestyle platform. 
Given the sheer volume of customer data that 
they possess, virtual banks can examine the 
spending and behavioural patterns of 
customers to identify lucrative partnerships in 
areas that may appeal to their user base. For 
instance, Citi has partnered with AS Watson 
Group to enable customers to transfer their 
credit card points to their partner retailerôs 
customer loyalty programme, MoneyBack.29 

Among the virtual banks, Mox Bank, for 
example, could carve out integrated offerings 
with its shareholders such as Ctrip (for 
vacations) and HKT (for telecom plans).

 
 
 
 
 
  

 
28 HKMA, óOpen API Framework for the Hong Kong Banking Sectorô, 18 July 2018, available at: 
https://www.hkma.gov.hk/media/eng/doc/key-information/press-release/2018/20180718e5a2.pdf 
29 MARKETING-INTERACTIVE, óCiti partners with MoneyBack to launch points conversion programmeô, 16 January 2019, available at: 
https://www.marketing-interactive.com/citi-partners-with-moneyback-to-launch-points-coversion-programme 



 

SGD NTSKNNJ ENQ GNMF JNMFƍR UHQST@K A@MJR     52 

G. CLOSED ECOSYSTEM 
 
Once they have built a comprehensive suite of 
offerings in both the financial services and non-
financial services space, the virtual banks may 
look to develop a ñclosed ecosystemò, within 

which customers can access integrated end-to-
end banking and lifestyle service offerings. This 
would allow virtual banks to become a one-stop 
shop for a wide range of customer needs, 
plugging potential revenue leakages across the 
customer journey (see Figure 31). 

 
FIGURE 31: ECOSYSTEM DEVELOPMENT 
 

 
 
Source: Quinlan & Associates analysis 
 

 
A highly personalised full-service closed 
ecosystem could be a powerful idea that 
incentivises customers to remain loyal to a 
particular virtual bank, rather than sourcing 
solutions from a mix of alternative providers that 
do not have nearly the same level of 
understanding of their specific needs or 
preferences. By leveraging appropriate 

analytics and offering relevant products, virtual 
banks can position themselves as ñfinancial 
supper appò-like platforms, that deliver full-
service banking with an intimate understanding 
of its customers, helping them become the 
primary ï and potentially only ï bank account 
for their retail customers. 

  


