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Direct banks seek  
to gain the edge on  
their traditional rivals
Online-only banks with their convenient, cutting-edge apps,  
as well as their lower fees and higher rates thanks to their 
branchless business model, would seem to be stealing a  
march on their traditional brick-and-mortar rivals. 

Game over? 

Well not exactly. Customers, even the younger ones, apparently still 
like the face-to-face interactions at a branch where their money 
management concerns can get resolved, and relationships with 
their bankers are established and nurtured. Customers are still fond 
of old-fashioned checking and savings accounts that are more 
associated with the traditional banks than they are with the directs. 

And traditional banks, by a substantial margin, are the primary 
financial services organization even for customers using the 
services of a direct bank. It’s an enviable position that translates  
to higher share of the customer’s wallet and lower cost of funds  
on deposits. 

This BAI Banking Outlook special report on direct, or online banks, 
is based on a recent survey of more than 600 consumers who  
use a direct bank, although not necessarily exclusively. Many 
consumers use a combination of direct and traditional banks.  
The survey captured the responses of four generations of banking 
customers. The now college-aged GenZ, millennials, GenX and 
Baby Boomers. 

The report will lend insights into the battle between the traditional 
and the direct financial services organizations for the larger share 
of the consumer’s wallet. It will also lend insight into why customers 
choose to open accounts online, who they are and how banks can 
win with them. 

Financial services organizations of all stripes find themselves in 
a challenging spot in the digital age. Customers want best-of-
breed apps, low fees, great rates, branches in their neighborhood 
or near their workplace and ATMs just about everywhere. Chase, 
a traditional brick-and-mortar powerhouse, has tried to straddle 
the divide with Finn, its year-old mobile banking brand. But that 
experiment with the standalone Finn app has been scrapped  
due in part to Chase customers’ desire to occasionally see a real,  
live banker. 

Additionally, the BAI research helps explain what factors motivate 
consumers to switch banks for a better mobile/digital experience 
and where banks need to invest to attract consumers considering 
switching for a better app. 

“When it comes to customer perceptions expressed in our BAI 
Banking Outlook research, direct banks hold a substantial edge 
in areas such as cutting-edge technology, best rates, fair fees and 
ease of account opening,” says Debbie Bianucci, president and CEO 
of BAI. 

“Despite the advantage direct banks have in perception, traditional 
brick-and-mortar banks still command the position that matters 
most at this point—primacy. By a nearly 3 : 1 margin, respondents 
said even though they use both a direct bank and a traditional bank 
for their financial services needs, it’s the traditional bank that they 
consider to be their primary institution.” 

Bianucci added: “Primacy, often determined by where a customer’s 
employer directly deposits their paycheck, translates into higher 
deposits, such as savings accounts and checking accounts—the 
backbone of many banking relationships. But neither the traditional 
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banks nor the direct banks should rest easy because our research 
consistently finds that customers want it all. 

“They want ATMs around every corner and branches in their 
neighborhood or near their office, which of course favors traditional 
banks. But customers also want apps that are fast and easy to use 
at any hour of the day, which favor the directs. And customers won’t 
hesitate to switch banks for a better app. 

“What it all means is that every kind of bank must listen intently to 
their customers, they must continuously analyze their customer 
data and they must always be innovating to meet the ever-
changing needs of their customers,” she says. “The banking 
landscape is as competitive and dynamic as it’s ever been.”

Traditional banks continue to  
command a large lead in primacy 

Most consumers who say they use a direct bank continue to use 
a traditional bank as their primary financial services organization. 
Primacy is often determined by where someone’s paycheck is 
directly deposited or where they have the most money or where  
the majority of their financial transactions take place. 

According to the survey, only 19 percent of the respondents say an 
online bank is their primary financial services organization, while 
52 percent say their primary institution is a large, brick-and-mortar 
bank. Sixteen percent cite a community bank or a credit union, and 
13 percent indicate a regional bank is their primary institution. 

A quarter of GenZ (24%), the youngest and perhaps most tech-
savvy generation, say that over the next 12 to 24 months they 
anticipate that a direct bank will most likely be their main financial 
services organization. Not far behind are millennials at 21 percent. 
Only 10 percent of Baby Boomers and 11 percent of GenX anticipate 
calling a direct bank home in that time frame. 

The reasons why people choose a direct bank versus a traditional 
bank differ slightly based on which type is their primary institution. 
For those who say their primary institution is a traditional bank, 
almost half (49 percent) say that factor is determined by where 
their paycheck is directly deposited by their employer. Next is 
where they do the most transactions (37 percent), followed by 
where they have the most money. 

As for those who primarily use a direct bank, they too say it’s  
where their paycheck is directly deposited at 45 percent, followed 
by where they have the most money (32 percent) and where they 
transact the most (30 percent), followed by where they pay most  
of their bills (29 percent) and best rates (28 percent).

By contrast, best rates was cited only 14 percent of the time by 
respondents who primarily use traditional banks. The factor that 
finished last for both groups was technology, which may give direct 

banks reasons to pause. Ten percent of those primarily using a 
direct bank say it was a factor in their decision versus 5 percent 
primarily using a traditional bank.  

Maintaining a position of primacy is a priority for First Foundation,  
a brick-and-mortar Irvine, Calif.-based bank with assets of $6.3 
billion and 20 branches in California, Nevada and Hawaii. “Our 
heart is in the human connection piece,” says Lindsay Lawrence, 
executive vice president and chief operating officer. “We realize  
that our clients who like the personal touch of a traditional bank  
are starting to explore the direct banks.” 

Initially, she says, First Foundation perceived the direct bank 
upstarts as different and not necessarily a threat. “But we realized 
we couldn’t ignore them. We needed to stay educated about what 
they were doing while at the same time not losing our own ‘true 
north.’ We will always be that relationship bank.” 

To help ensure the loyalty of its existing customer base and to 
attract new customers, the bank has launched a mobile app with 
features such as person-to-person payments or mobile deposit. 
Most recently, the bank has done a soft launch of its first online 
savings account with higher-than-the-national average rate of  
2.4 percent. 

“We knew that if we could fulfill the online piece of the pie for our 
customers that they would continue to be part of the journey 
with us,” Lawrence says. “We are starting with the online savings 
account and will build from there. There are other possibilities we 
are considering.” The new online savings account allows the bank to 
expand its footprint nationally and attract a larger pool of deposits. 

But First Foundation’s bricks and mortar are not going anywhere. 
“Banks that have a physical presence still have an advantage,” 
Lawrence says. “Our research indicates that consumers like the  
idea that there is brick and mortar behind a bank.” 
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“Banks that have a physical 
presence still have an advantage. 
Our research indicates that 
consumers like the idea that  
there is brick and mortar behind  
a bank.”

Lindsay Lawrence 
Executive Vice President and Chief Operating Officer 
First Foundation

https://firstfoundationinc.com
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The power of primacy

The benefits of primacy for all banks are underscored by the 
response to the survey question: How much of your total  
deposit balances are currently at your online bank? 

Direct bank customers—while all survey respondents use direct 
banks, 19 percent said it was their primary bank—maintain a higher 
proportion of their total deposits (checking, savings, money market, 
CDs) in an online bank they consider their primary financial services 
organization. This group keeps 62 percent of its total deposits in its 
online bank. 

But online bank customers who consider a traditional bank to 
be their primary institution keep 43 percent of their total deposit 
balances there. 

Segmented by generation, GenZ customers say they keep one-half 
of their total deposits in an online bank; millennials 47 percent of 
their total deposits; GenX 48 percent and Baby Boomers 41 percent. 

Arijit Roy, vice president and head of marketing for Discover Bank, 
says that since the online bank’s introduction of its checking 
account product a year and a half ago, “We have seen a significant 
increase in the number of people who are starting to use us as 
their primary bank.” Discover Bank, established in 2007, is a unit of 
Riverwoods, Ill.-based Discover Financial Services, best known for 
its Discover Card. 

Evidence that Discover Bank is beginning to be used as customers’ 
primary financial services organization, according to Roy, is taking 
several forms: Paychecks are being directly deposited into the 
online checking account, transactions on that account occur at 
least once or twice a day and customers are establishing recurring 
bill-pay relationships on that account. 

In short, customers are overcoming the notion that only a brick-
and-mortar institution can be their primary bank. “Most customers 
will say that they need a branch bank as a point of trust,” Roy says. 
“But they don’t really behave that way. If you were to ask people 
how many times they’ve been to a branch bank in the last six, 12 
or 18 months to complete a transaction, the answer would be very 
low. But the answer would be very high in terms of transactions 
where someone needed a problem solved or needed to send a wire 
payment. That is why people think of branches as a fail-safe.” 

But Roy believes that a direct bank like Discover can virtually and 
efficiently replicate customer journeys like account opening or 
onboarding that takes place in traditional banks. “More customers 
are willing to trust us on their mobile phones,” he says. “We are 
able to meet the customer where she wants to be met—on her 
phone, on a couch or on a Sunday afternoon watching NFL football. 
Branch banks can’t do that, and that’s what allows us to provide a 
differentiated customer experience.” 

Overcoming the primacy barrier is easier for a direct bank like 
Discover because it’s been in business for 12 years, a relative 
eternity in the world of direct banks. And it is associated with an 
iconic brand like the Discover Card, Roy says. “But if you’re a newer 
entrant like a fintech that no one has heard of, there is a bit of a 
barrier to becoming a primary bank. People will think twice before 
they have their paycheck go to a financial services organization 
they have never heard of or don’t know what that organization 
stands for.”  

https://www.discover.com/online-banking/
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Lowest fees, best rates and  
cash incentives carry the day

Direct bank customers whose primary financial services 
organization is a direct bank, and direct bank customers whose 
primary financial services organization is a traditional bank, are both 
on the same page when it comes to the three leading reasons for 
choosing a new financial services provider: lowest fees, best rates 
and cash incentives. 

While both groups cite cash incentives/rewards as the third-leading 
reason to choose a new financial institution, those whose primary 
institution is a traditional bank valued cash incentives/rewards 
slightly more: 30 percent versus 26 percent. Both groups diverge  
on the fourth reason, however. Customers whose direct bank  
is their primary financial services organization cite superior 
customer service, while primary traditional customers indicate  
a positive reputation. 

Financial services organizations that offered the best products and 
those recommended by family and friends brought up the rear as 
to why consumers chose a new financial services provider. Both 
factors were cited 9 percent of the time by respondents. 

When respondents were asked the leading reason they opened 
a deposit account at a direct bank, the top response was 
convenience. It was cited 19 percent of the time. The next two 
responses to that question were better rates (14 percent) and lower 
fees (10 percent). Great reputation and 24/7 customer service tied 
for the next spot, at 9 percent. At the bottom of the list was more 
personalized service and “trust them more.” 

Online account opening, which is a service with which direct banks 
seem to have more expertise, fell in the mid-range of responses at 
7 percent. 

Varo Money, a San Francisco-based fintech founded in 2016, is 
banking on a strategy of high rates on its savings accounts and no 
fees—especially appealing features for its younger demographic, 
says Carl Gish, chief marketing officer. “We started out focusing on 
the millennial customer base because they tend to be the most 
mobile-centric,” he says. “But we also have customers from 18 to  
77 and even beyond because they like the way we meet them on 
their terms. 

“Psychographically or attitudinally, there are just a lot of people who 
are fed up with the way they are treated by the big banks,” Gish 
says. “We just launched a product called no-fee overdraft, which 
very much exemplifies what we stand for as a company.” He notes 
that according to the Consumer Financial Protection Bureau, banks 
and other financial services organizations charged consumers $34.5 
billion in overdraft and insufficient funds fees in 2018. The fees, he 
says, are punitive and undermine the relationship a bank is trying to 
establish with a customer. 

The online-only Varo also offers early direct deposit, allowing 
customers with direct deposit access to their paycheck two days 
early. The online bank’s high-yield savings accounts have higher-
than-national average savings rates, ranging from 2.12 percent to  
2.8 percent. 

He believes that direct banks that offer high rates and low or no 
fees can overcome their lack of brick and mortar to become a 
customer’s primary bank. “It’s natural for people to feel that a bank 
should have a physical presence as it gives them some assurance, 
but ultimately what matters is the experience that customers have 
with their bank.” 

https://www.varomoney.com
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Convenience is king

Convenience, which often boils down to how easy it is to transfer 
money in or out of a financial services organization, is far and away 
the leading reason GenZ customers cite for opening accounts 
at direct banks. Online banks hold an edge over their traditional 
counterparts when it comes to that form of convenience. The 
convenience of the physical presence of a branch remains a  
strong suit of the traditional banks. 

Convenience was cited 21 percent of the time versus the next 
leading responses—recommended by family and friends and  
online account opening, which tied at 10 percent.  

Varo Money’s Carl Gish knows something about creating 
convenience for customers. Earlier in his career, he managed the 
book business and later the electronics business for Amazon, which 
has set the standard for one-click convenience. “At Amazon, it was 
about removing inefficiency and removing costs from a category 
and giving it back to the consumers,” he says. “It’s about a dogged, 
consistent focus on customer service and the customer experience, 
which is something that banking is not known for.” 

By using leading-edge technology, Varo Money can make it  
easier and more convenient for customers to save by, for example, 
earmarking a certain percentage of a customer’s paycheck  
that gets automatically swept into a high-yield savings account, 
Gish says. 
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Most would consider a checking 
account with direct banks

A vast majority of surveyed consumers who use a direct bank say 
they would consider opening a checking account with an online 
bank. Checking accounts, of course, are a popular and longstanding 
anchor point for customers at traditional banks. 

But that position of strength could be in danger based on BAI 
research that found that 72 percent of the respondents would 
consider opening a checking account with an online bank, albeit 
with such services as fee reimbursement, free use of other banks’ 
branches, better savings and investment rates and the waiver of 
some non-sufficient funds fees. 

Twenty-eight percent of respondents said they would not  
consider opening a checking account at an online bank because 
they can’t compete with the ATM and branch network convenience 
of traditional financial services organizations. 

As always, responses differed based on generation. Unsurprisingly, 
GenZ consumers (93 percent) are most receptive to opening 
a checking account at an online bank; Boomers are the least 
receptive (52 percent). All responses come with the caveat that  
the checking account will include some of the significant previously 
mentioned benefits. 

Eighty-three percent of millennials would open a checking account 
with an online bank, and 76 percent of GenX would do the same. 

Cash incentives, better rates and the reimbursement of usage  
and other fees dominate the reasons why a consumer would  
open a checking account with an online bank. The three least 
important reasons were cash back for debit card usage, waiver 
of a certain number of overdraft fees and early access to funds that 
is, a couple of days before their employer deposited their paycheck 
in their account. 

Discover Bank’s Arijit Roy says the bank soft-launched its first 
checking account product in 2017, initially for Discover Card holders, 
before broadening it to the general market in 2018. Earlier this year, 
Discover Bank began driving demand for its checking account with 
a streaming radio and online video campaign. 

Demand for checking has increased on the strength of its cash-
back rewards, which are also available on its debit and credit cards. 
The rewards are appealing to GenZ and millennial customers, 
according to Roy. “They don’t like carrying balances on their  
credit cards.” 

Discover can afford to pay cash-back rewards because “our go-to-
market model does not require us to support a branch structure,  
so we can transfer some of that value back to the customers.” 

Top Factor by Generation

Convenience, which direct banks seem to have redefined 
in an increasingly digital world, was also the leading 
reason to open an account at a direct bank.

Convenience

Better Rates

Lower Fees

Boomers

20% 20%

11%

Millennials

14% 15%

10%

GenX

10%

14%

21%

GenZ

10%

21%

10%

Recommended

Online Account 
Opening
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Growing online deposit balances 
coming at traditional banks’ expense

It appears direct bank customers are taking money they have 
deposited in their traditional banks and moving it to their direct 
bank. According to the survey, 47 percent of the deposits in direct 
banks came from large banks. 

Money for the growing direct bank deposits is coming from other 
sources as well: 18 percent from money that was not on deposit in a 
bank, such as the stock market; 17 percent from a regional bank; 13 
percent from a community bank or credit union; and the remaining 
5 percent from other sources. 

The scenario is most pronounced among GenZ and millennials, who 
report that their deposit balances in direct banks are 52 percent 
higher than a year ago. For GenX, it’s 39 percent, and for Boomers, 
it’s 32 percent. The numbers underscore the importance for all 
banks to focus on the younger customers, who are establishing 
their loyalty now based on their overall experiences. 

When asked if they expect to have a higher percentage of  
their deposits in an online bank in the next 12 to 24 months, 45 
percent said yes, 42 percent said they expected no change and 
13 percent said they expected to put more of their deposits in a 
traditional bank. 

Even if rates go down, the direct banks may still grow deposit share. 
Slightly more than half of respondents (52 percent) anticipate no 
change in their deposit levels; 29 percent said their percentage of 
deposits will rise; and 19 percent said their proportion of deposits 
will go down. 

 

But it won’t be a cakewalk for the direct banks which face  
the difficult task of converting their customers—regardless  
of their generational segment—to becoming primary customers. 
Converting them may require cash incentives, higher rates on 
checking accounts, reimbursed fees and free use of other  
banks’ branches. 

Research also indicates that satisfaction levels for new direct  
bank customers declines after the promotional rates that may  
have attracted them initially expire and as the convenience they 
enjoyed at first becomes more second hand.  

Customers still like branch banking

Although traditional banks are losing relevance with each 
generation, one thing remains fairly constant—consumers still 
want access to branches, even though they don’t visit them as 
often. Seventy to nearly 90 percent of consumers still want branch 
access, according a 2018 BAI survey of general bank customers. 

For example, 69 percent of Baby Boomers said they prefer to bank 
with access to branches and another 20 percent said they will keep 
a checking account to have access to a branch even while keeping 
some money in a direct bank for better rates. Only 11 percent said 
they do not need branches. 

Nearly half (49 percent) of millennials, the youngest segment 
surveyed in 2018, said they want access to a branch and another 23 
percent said they will keep a checking account to have access to a 
branch even while keeping some money in a direct bank for better 
rates. Twenty-eight percent of millennials said they don’t need a 
bank with branches. 
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Direct bank customers don’t express as strong a need for 
branches, but 70 percent to 91 percent of them—from across all 
generations—say they want branch access. In other words, all 
consumers are reluctant to cut the cord with their branches, and 
until direct banks aggressively and successfully create checking 
accounts, that situation is likely to persist.  

First Foundation’s Lindsay Lawrence says its branches are where 
the bank can deepen its relationship with customers on a face-
to-face basis. “Ironically, our branches have been getting busier 
because customers like to be able to see a person.” The branches 
aren’t just used for transactions or ironing out more complex money 
management issues, she says. 

“We regularly invite our customers into the branches for 
educational seminars,” Lawrence says. “We might have a program 
on cybersecurity and how they can mitigate those concerns, or we 
might have a demonstration on using new technology.” 

Most younger customers would 
switch banks for a better app 

When it comes to mobile apps, the race is to the swift, at least in the 
minds of GenZ. They prioritized quick transfers (57 percent) and 
faster payments (45 percent) when asked to name the four most 
important ways to improve banking apps and digital capabilities. 

Their third top priority was clear, easy-to-use apps, which was No. 
1 for millennials, GenX and Baby Boomers. Apps that can facilitate 
faster payments was the second-most mentioned priority of 
millennials, while convenient 24/7 customer service ranked second 
with both GenX and Baby Boomers. 

In general, customers from all generations are satisfied with their 
direct banks’ banking apps. The most satisfied are millennials (93 
percent), followed by GenX (89 percent), GenZ (87 percent) and 
Baby Boomers (74 percent). Despite the high satisfaction levels, 
direct bankers should not be complacent about their app offerings 
because two-thirds of GenZ and millennials say that if they found 
an online bank with a better app or better digital capabilities, they’d 
switch banks. 

More than half (57 percent) of GenX customers say they’d switch 
for a better app. Baby Boomers (38 percent) are the least likely to 
switch direct banks for a better app. Interestingly, GenZ, the newest 
generation to banking, ranks apps capable of fraud detection higher 
than the older generations. That capability was cited 19 percent of 
the time for GenZ versus 14 percent for the three older generations, 
suggesting the youngest banking customers want to be assured 
that their money is secure. 
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Depending on the product, Discover Bank’s Arijit Roy agrees that 
customers will switch apps or even switch banks for something 
better. For products like CDs or IRAs that require little customer 
interaction, the app is probably safe. But for products like checking 
accounts, debit cards, money market accounts and credit cards, 
“Your app has to be digitally superior,” Roy says. “Your interfaces 
can’t be clunky, and they must be intuitive.” Otherwise, he adds, 
customers will seek a better experience and probably not at their 
current financial institution. 

For BankMobile’s youthful demographic of college students or 
recent graduates, it’s all about the app, says Regine Fiddler, chief 
marketing officer of the  four-year-old direct bank with about two 
million account holders. “The technology generation wants instant 
gratification by being able to quickly move money and deposit 
money through an app without having to go to a brick-and-mortar 
institution,” she says. 

BankMobile, a division of brick-and-mortar $10.1 billion Customers 
Bank based in suburban Philadelphia, differentiates its app through 
its higher-than-average yields on savings accounts and built-in 
money management tools. Superior customer service by direct 
banks is mere table stakes, Fiddler says. “We always have to deliver 
with our app experience and our product offerings to set our 
customers up for success.” 

When it comes to perceptions,  
direct banks win on nearly all counts

Direct banks hold a clear edge over their traditional counterparts 
when it comes to customer perceptions. With the exception 
of ATMs, the direct banks command a higher percentage of 
customers who believe the direct banks are doing things better 
than the traditional banks. 

On cutting-edge technology, 47 percent of consumers favored 
direct banks to 13 percent who said traditional banks are better. For 
mobile apps, it’s 46 percent direct to 14 percent traditional; for best 
rates, it’s 46 percent direct to 16 percent traditional; for fair fees, 
it’s 40 percent direct to 14 percent traditional; for ease of account 
opening, it’s 38 percent direct to 23 percent traditional; and for bill 
pay, it’s 33 percent direct to 18 percent traditional. 

“By not charging fees and making things transparent for our 
customers,” says Varo Money’s Carl Gish, “we’ve been able to build 
trust and customer delight, which are words that most consumers 
don’t associate with banking.” The ability to open a new account 
online in a matter of minutes rather than with a trek to a branch is 
another competitive advantage for the direct, Gish points out. 

On the trust factor, traditional banks hold a very slight edge at 27 
percent to 25 percent. But traditional banks win on ATM networks 
by a resounding margin: 47 to 23. 
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Conclusion: The advantage  
belongs to neither direct nor 
traditional—but to the consumer 

Because only 19 percent of the respondents say an online bank 
is their primary financial services organization, traditional banks 
continue to hold a clear edge in primacy, which translates to a 
greater share of the customer’s wallet and lower cost of funds  
on deposits.  

But that lead appears to be diminishing as a growing number 
of customers—particularly the two younger generations—are 
choosing their new main bank based on lowest fees, best rates  
and apps that are fast and easy. 

As Discover Bank’s Arijit Roy puts it: “Consumer behavior has 
shifted almost entirely online in their everyday lives, such as 
shopping for a home or making a dinner reservation. All generations 
are moving online, with the younger generations moving to smaller 
screens. That trend toward doing things online has moved into the 
world of banking where we must meet our customers where they 
are. And that is why consumers prefer to open accounts online.” 

Direct banks have redefined convenience in the digital age, lending 
them a clear-cut advantage over traditional banks in the technology 
area where they can offer faster money transfers, 24/7 customer 
service and faster payments. Customers also want easy-to-use 
apps to deposit checks and pay bills. 

In the battle between the traditional banks and the direct banks, 
the customer will ultimately be the winner. Traditional banks, whose 
strength has been the primacy they have established through 
checking and savings accounts as well as their branch networks, 
are developing better apps for online banking. And direct banks 
continue to drive convenience with best-of-breed apps, in addition 
to lower fees and better rates thanks to the lower overhead of its 
branchless model. 


