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Banks haven’t always been enthusiastic about working with small businesses. These enterpris-

es are small in scale, loan values tend to be low and the failure rate is comparatively high, so for 

many bankers, they didn’t seem worth the trouble.

But like so many things in banking in recent years, that line of thinking has undergone a dra-

matic transformation. First, fintech competitors started courting small businesses with offers 

of loans and other services. Then came the pandemic and the hundreds of billions of dollars 

allocated as part of the Paycheck Protection Program. During the first two weeks of PPP alone, 

the Small Business Administration processed more than a decade’s worth of loans to SMBs.

Now that banking institutions see the value in small businesses as customers, the big question 

is how to broaden and deepen the relationships between banks and SMBs. We explore that 

question in this month’s Executive Report.

Norm DeLuca from Bottomline Technologies lays out a key issue in our lead article: More than 

half of small businesses believe their bank does not understand their needs. He writes that few-

er than one in five financial institutions offer a full slate of the services small businesses need to 

run their operations efficiently.

Not only does this understanding gap create profitable opportunities for fintechs and other 

disruptors, but banks and credit unions also “risk missing out on a once-in-a-decade chance to 

transform the financial lives of a perennially underserved customer segment and win relation-

ship primacy for years to come,” DeLuca writes.  

He says invoicing and receivables services are a particularly promising opening, pointing to 

a Mastercard survey finding that the vast majority of small businesses upgraded their digital 

capabilities during the pandemic. Digital account opening and cash flow management are other  

areas to target. 

My Q&A interview with Patrick Smith, head of small-business banking at Santander Bank, yields 

more insights into what the nation’s 32 million SMBs want from their banks. Along with the prod-

ucts and services they need, Smith says, these businesses want to be understood and cared for.

Advice from financial institutions too often has an institutional feel, he says. “It doesn’t feel like 

it’s born out of a real concern for the small business. It has to actually fit the empathy criteria in 

order to be received in the right way for the small-business owner.” 

Bottomline also advises that banking institutions get more serious about catering to small busi-

nesses owned and/or operated by millennials, who start turning 40 this year. In his article, Curt 

Raffi ticks off a number of reasons why this demographic cohort represents such a significant 

opportunity, starting with a couple of key stats: Millennials are already the largest generation 

of adult Americans (72 million strong) and will soon be a majority of B2B decision-makers. 

Millennials are also widely considered to be the nation’s most tech-driven generation, and re-

search by BAI and others clearly shows that they prefer interacting through digital channels.  

Raffi writes that millennial small-business owners say they’ll pay for smart digital services that 

help them, but that upside is somewhat tempered by their tendency to swap out banking 

relationships when it’s expedient to do so.  

A few more articles of interest in this Executive Report:

» Seeking financial immunity from COVID-19: BAI contributing writer Lauri Giesen 

speaks to bankers and other industry watchers about the uncertainties facing 

small-business owners as we head into another pandemic winter. Many SMBs are al-

ready turning to their bankers for emergency credit lines, digital payment options and 

even coaching on how to best run their operations.

» Where’s everyone going?: Erik Nilsen from Bottomline writes that banks can get 

ahead of small-business attrition by proactively reengaging with their SMB custom-

ers as a way to maintain ownership of the primary relationship. Getting better use 

out of readily available data is the key to placing the customer at the center of every 

interaction.

» Will neobanks take over small-business banking?: Fintechs and other neobanks are 

taking some market share in lending, payments and other services, but contributing 

writer Marilyn Kennedy Melia reminds us that traditional banks have advantages that 

small businesses value, including the ability to create and deepen relationships.

We hope you enjoy this Executive Report on small-business banking. Feel free to email me to 

let me know what you think.

LETTER FROM THE EDITOR

Terry Badger, CFA, is the managing editor at BAI.
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BY NORM DELUCA

Small 
businesses 
need your 
help 

Why the services you offer can 

make all the difference.



The banking industry 

was initially constructed 

with two main customer 

segments—retail and 

commercial. Small and 

midsized businesses got 

lost in the mix and even 

today they’re forced to 

settle for suboptimal 

products and services.

Invoicing and receivables: COVID-19 highlighted 

the need for contactless ways to pay and get paid. A 

Mastercard study of small businesses across North 

America found that, as a result of the pandemic, 76% 

became more digital and 82% changed how their 

business sends and receives payments. These new 

preferences are unlikely to revert to previous norms.

If a small business doesn’t bank with a large insti-

tution, it's probably creating invoices manually and 

tracking them via Excel. Alternatively, they’re going 

to non-bank providers for these services. Fewer than 

10% of banks in the US offer receivables to their busi-

nesses. Getting paid faster helps companies grow 

the pandemic, they failed to deliver other key digital 

capabilities. Most banking institutions are opting, 

either by choice or convenience, to shoehorn small 

businesses into consumer systems that are too basic, 

or commercial solutions that are expensive and overly 

complex. As a result, many small businesses are look-

ing elsewhere for the services they need.

Financial institutions that don’t rethink their 

small-business strategy risk missing out on what 

Cornerstone Advisors estimates is a $370 billion 

opportunity. They also risk missing out on a once-in-

a-decade chance to transform the financial lives of a 

perennially underserved customer segment and win 

relationship primacy for years to come.

THE PROBLEM WITH SMALL BUSINESS BANKING

The banking industry was initially constructed with two 

main customer segments—retail and commercial. Small 

and midsized businesses got lost in the mix, and even 

today they’re forced to settle for suboptimal products 

and services. Only 18% of FIs provide a comprehensive 

array of services needed by small businesses to effec-

tively run the financial side of their operations. 

Many business owners still rely heavily on spread-

sheets, which becomes problematic when chasing 

down customer invoices and payments, and their 

cash position tends to be a blurry guess. As a result, 

they are already going beyond their primary banking 

relationship to meet their needs—67% of them, for 

instance, already use a fintech platform for financing, 

accounting or payments. 

So, what do small businesses actually want from their 

financial services providers? Distilled down to three 

main asks, these are:

» One easy-to-use place to manage all 

financial and business operations

» Accurate, real-time data to help them 

take action on their business strategy

» Relevant small-business 

products and services

With these in mind, let’s discuss five of the most im-

pactful services financial institutions can provide to 

their small-business customers.

O
ver 30 million small businesses exist in 

the U.S. today, employing just under half 

of the entire population, according to the 

Small Business Administration. These 

businesses make up the backbone of our economy, 

yet more than 50% of them don’t think their financial 

institution understands their needs. Where is the dis-

connect and how can banks and credit unions better 

support them?

While many financial institutions successfully provid-

ed critical Paycheck Protection Program loans during 
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After sending out an invoice, 

most small businesses 

manually track who has 

paid and who hasn’t. 

Imagine if they could see 

all their invoices and their 

payment status in one 

place, and be able to send 

follow-ups automatically. 

faster. It’s that simple. Without ways to easily create 

digital invoices and collect outstanding payments 

online, many businesses will struggle to maintain a 

healthy cash flow. Offering these capabilities natively 

in online banking can be a win-win for banks and small 

businesses.

Digital account opening: Financial institutions can’t 

expect businesses to keep opening accounts if the ex-

perience takes up to 30 days to complete and requires 

a visit to a physical branch. While business account 

opening has unique requirements (like multiple 

signers, beneficial owner support and document veri-

fication), there’s no reason why the business workflow 

shouldn’t more closely resemble the seamless experi-

ences in consumer banking. 

Empowering businesses to open accounts from 

anywhere, anytime and on any device may not be 

standard practice yet, but it will be soon. This trans-

formation took consumer account opening by storm, 

and it’s only a matter of time until it happens for small 

business. The smartest FIs will jump at the chance to 

differentiate their small-business capabilities.

By combining invoicing and receivables with busi-

ness digital account opening, FIs can boost long-term  

engagement by using receivables to continuously 

drive funds directly into newly opened accounts to 

encourage active usage.

Cash flow management and forecasting: Cash is 

king for small businesses, so poorly managed cash 

flow can create serious problems. Depending on the 

industry, this can range from an inability to restock 

supplies to missing payroll—all of which can put the 

business at risk of failure. On average, small business-

es keep a 27-day cash buffer to pay suppliers and 

employees even when times are tough. 

The key to maintaining positive cash flow is to get 

paid by your customers promptly. After sending out 

an invoice, most small businesses manually track 

who has paid and who hasn’t. Imagine if they could 

see all their invoices and their payment status in one 

place, and be able to send follow-ups automatically. 

Then add a layer of intelligence to help them estimate 

future cash positions and make strategic business de-

cisions that they’d otherwise be too data-starved to 

confidently make.

Accounting: Ensuring that banking data can con-

nect to business accounting data is key to helping 

businesses identify growth opportunities. Most finan-

cial institutions don’t offer accounting capabilities, 

which creates a need for business owners to leverage 

third-party relationships to get the job done. This 

opens a rift in the customer experience and gives 
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third-party accounting providers their “in” to the 

banking world. 

While banks and credit unions generally have trust 

and convenience on their side because of existing re-

lationships, those advantages will erode if they don’t 

keep up with the rest of the market. The best way to 

meet the accounting needs of small businesses is to 

partner with a fintech provider focused on keeping 

the financial institution at the center of the relation-

ship. Finding the right fintech partners can help solve 

product gaps and maintain competitiveness.

Proactive engagement by the bank: The decline in 

branch usage over the past year created opportuni-

ties for FIs to redefine their customers’ experiences. In 

a world with fewer in-person interactions, it becomes 

increasingly important for relationship managers to 

engage digitally in new ways. 

Banking CRM systems can help business bank-

ing teams unify customer data and develop a 

deeper understanding of every customer. Many mod-

ern platforms can also help analyze data with artificial 

intelligence and machine learning to identify growth 

opportunities, usage trends and next-best-action 

recommendations. Finding differentiation through 

product channels and customer engagement is the 

sure-fire recipe for long-term relationship growth and 

customer acquisition.

The sooner banks and credit unions can support 

small businesses digitally and recognize their differ-

ent needs, the less power non-bank providers will 

have and the stickier each relationship will become. 

Those that can deliver easy digital account opening 

combined with integrated and relevant back-office ca-

pabilities to their small businesses will win the battle 

for primary ownership of the customer relationship 

when it matters most.

Norm DeLuca is general manager for banking 

solutions for Bottomline Technologies.

Use all you know about your business customers 

to give them a great banking experience 

As business banking goes digital, you can’t take a single  

customer for granted. You can’t win on rates or range of  

services. You have to win on customer experience.

That’s what Digital Banking IQ™ is all about:

•  Turn customer data into insight and action

•  Guide your advisors and customers towards  

the most relevant offers

•  Integrate fintech partners to enrich your services  
while retaining the customer relationship

Accelerate digital.  
Your business banking  
transformation starts here.

Be their

favorite bank

Let’s talk. 
bottomline.com      
+1 800.243.2528     
info@bottomline.com

39% 
of businesses think their 
bank understands them. 

90%  
wish they did.

Barlow Research
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BY LAURI GIESEN

Seeking financial 

immunity from 

COVID-19 

Amid variant-related uncertainties, many 

small enterprises are turning to their banks 

to cover their current and future needs.



advanced payment options that customers increas-

ingly want during these difficult times. 

“During the pandemic, many banks had to change how 

they interacted with small businesses to make sure 

they were meeting their customers’ needs to avoid 

the risk of losing business,” says Paul Davis, director 

of market intelligence for Memphis-based Strategic 

Resource Management Inc. “And those banks that 

are concerned about their small-business customers 

often find that just helping them with loans and cash 

management may not be enough.”

Whitney Randall, senior vice president and com-

mercial loan officer for Citizens Bank of Edmond in 

Oklahoma, concurred with that sentiment. “We have 

to stay engaged in coaching them in many aspects of 

their business.” 

Vivian Merker, partner with New York-based Oliver 

Wyman, says banks were already changing how they 

think about small businesses when COVID-19 arrived 

and promptly accelerated that trend. The bottom line, 

she says, is that “banks need to do a better job of look-

ing at their customers through their customers’ lens.”

A HEIGHTENED FOCUS ON LENDING

Many small-business concerns center on finding 

sources of funding. “While the government provided 

an unprecedented amount of financial relief during 

the pandemic, it was often marginal at the individual 

W
ith daily reminders that COVID-19 

concerns are far from over, many 

small-business owners are especially 

worried. Some are having trouble hir-

ing enough employees to keep operations running 

smoothly, while others are not sure they would have 

enough cash on hand to survive another shutdown.

“Small businesses face many uncertainties and 

questions heading into the fall and winter,” says Chris-

topher Sicuranza, partner and head of the banking 

practice at Guidehouse, a consulting company based 

in Tysons Corner, Virginia.

Will the Delta variant cause new lockdowns and re-

strictions? Will consumers return to pre-COVID-19 

norms? Will hiring continue to be difficult and expen-

sive? Will there be additional federal lending or grant 

opportunities to help cover operating expenses or lost 

revenue? How will businesses recuperate from the 

continued losses expected from canceled business?

To get answers to these questions and more, many 

small businesses turn to their banker.

Small businesses need help navigating loan options 

and applications. Beyond lending, many also need 

help with cash management and implementing the 

WHITNEY RANDALL 

CITIZENS BANK OF EDMOND 

VIVIAN MERKER 

OLIVER WYMAN
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A lot of businesses became 

more reliant on technology 

during the pandemic, and 

that reliance is here to 

stay. Additionally, there 

are nonbank technology 

companies that are now 

competing with financial 

institutions, and they have 

raised the stakes in terms 

of the technology offered.

PAUL DAVIS, STRATEGIC RESOURCE MANAGEMENT

’’
’’

handle the wave of loan applications they received,” 

he says. “They had to either invest in new technology 

or find collaborating partners who helped them on a 

contractual basis.”

Banks have been widely encouraged to identify un-

banked and underserved consumers to spur growth, 

and the small-business community offers similar op-

portunities. Banks that offer mentorship to business 

startups, Merker says, particularly those owned by 

women or minorities, stand to gain appreciative new 

customers—the kind of customers that can help fi-

nancial institutions improve their positioning in this 

highly competitive environment. 

business level. Some businesses have had revenue 

drastically reduced for almost 18 months,” says Guide-

house’s Sicuranza.

Amid ongoing economic stress, even small businesses 

that have never taken out a business loan may now 

need to explore such options. Many companies want 

to have more cash available in the event of another 

emergency, Citizen Bank’s Randall says, and that 

means securing additional loans or at least having a 

line of credit available.

“Businesses that before were OK with having $20,000 

in cash on hand are now looking to have $60,000 or 

$100,000,” Randall says. “They are afraid if there are 

more shutdowns, they’re going to be scrambling for 

cash like they were last year.”

Now that the Paycheck Protection Program has ended, 

small businesses need different sources of funding. 

“There are a lot of options for small businesses, and 

they need banks to help them navigate their options,” 

Oliver Wyman’s Merker says. “Do they want a tradition-

al SBA loan, or are there city or other local loans that 

might be available? They need help in connecting to the 

right solution. This is especially tough for businesses  

that do not have a history of borrowing.”

BEYOND TRADITIONAL BANKING

Helping small businesses may go beyond providing tra-

ditional bank services. “There are a lot of nontraditional 

things banks are getting involved in,” says Nate Stone, 

chief innovation officer for Citizens Bank of Edmond, 

which works with small-business coalitions to connect 

customers with employment services, office space pro-

viders, and marketing and social-media consultants. 

“We have liaisons with all sorts of experts. We can make 

introductions to other businesses, as well as to univer-

sities and vocational schools that can help them.” 

And while securing funds may be high on the list of 

small businesses’ needs, it is not their only concern.

“They’re handling a lot more online orders, and they’re 

processing payments differently,” Merker says. “They’re 

doing curbside business, where they take payments in 

advance, and they’re experiencing coin shortages.”

Davis, of Strategic Resource Management, agrees that 

helping small businesses with payment technology is 

especially important given the ongoing uncertainty 

caused by the pandemic. But banks that plan to of-

fer that support may need to brush up on their use of 

payment technology offerings.

“A lot of banks learned that they need to improve their 

technology offerings,” Davis says. “A lot of businesses 

became more reliant on technology during the pan-

demic, and that reliance is here to stay. Additionally, 

there are nonbank technology companies that are now 

Lauri Giesen has spent more than 25 years writing about 

banking technology and payments for numerous business 

and financial publications. In the 1990s, she founded and 

edited Financial Service Online, a magazine covering 

internet-based forays into banking and investment services.

competing with financial institutions, and they have 

raised the stakes in terms of the technology offered.”

Davis advises banks to consider partnering with non-

competing fintech companies to provide products 

and services that support small businesses’ payment 

options and other banking needs. “During PPP, a lot 

of community banks found they were ill-equipped to 
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Small businesses 
want to be 
cared for 
Access to capital for growth is a 

practical need, but SMBs also desire an 

emotional connection to their bank.

BY TERRY BADGER, CFA



If you think about all that 

small businesses have been 

through, you would expect 

them to be in a less than 

positive mood. But it was 

just the opposite. Seventy-

four percent said that they 

feel financially resilient and 

six in 10 said they figured 

out new ways to get by 

during the pandemic.

PATRICK SMITH, SANTANDER BANK

’’
’’

PATRICK SMITH 

SANTANDER BANK 

The interview has been edited for length and clarity.

BAI: Small businesses bore the economic brunt 

of the COVID-19 crisis more than any other seg-

ment of the economy. Now that the worst of the 

pandemic appears to be behind us, how would you 

assess the overall health of small business?

Patrick Smith: We conducted a survey earlier this 

year—1,500 consumers and small businesses—to 

assess financial resilience in the wake of COVID-19. 

And the results were remarkable. If you think about all 

that small businesses have been through, you would 

expect them to be in a less than positive mood. But it 

was just the opposite. Seventy-four percent said that 

they feel financially resilient, and six in 10 said they 

figured out new ways to get by during the pandemic. 

And a lot of what they instituted will carry over into 

how they conduct their businesses going forward.

So with the new things that businesses are trying 

and this spirit of optimism, what do small busi-

nesses need from their bankers to help them get 

where they want to go?

That’s something we specifically ask small businesses 

in the financial resilience survey, and they said three 

things. One is they want someone they can trust who 

helps them to navigate all of the financial complexi-

ties of managing their small business. The second 

A 
year or so ago, with the pandemic near 

its peak, merely surviving seemed an am-

bitious goal for many small businesses. 

COVID-19 remains a potent health care 

and sociopolitical challenge, but restaurants, mom-

and-pop shops and other small enterprises are shifting 

their focus to thriving in a rebounding economy.

There are roughly 32 million small businesses in the 

United States, accounting for more than 99% of the 

nation’s commercial operations. It’s a target-rich envi-

ronment for financial services providers.

BAI recently spoke with Patrick Smith, head of 

small-business banking at Santander Bank, about 

what small businesses need from their banks now and 

how best to deliver it to them. 

one is access to capital. That’s always been the case, 

and that’s going to continue to be the case for small 

businesses. Lastly, they want a certain amount of em-

pathy and support. They want someone who not just 

provides good, sound financial advice but also under-

stands them and what they go through day to day, and 

then lends them a set of perspectives, with empathy 

embedded in those perspectives.

OCTOBER 2021

11   |   BANKINGSTRATEGIES.COM

https://www.linkedin.com/in/patrickdsmith/
https://www.santanderbank.com/business
https://www.bai.org/banking-strategies
https://twitter.com/BAI_Info/
https://www.linkedin.com/company/bai/
https://www.facebook.com/BAI.Info/


A lot of times, when small 

businesses get advice 

from large institutions, 

it feels institutional. It 

doesn’t feel personalized. 

It doesn’t feel like it’s 

born out of a real concern 

for the small business.

PATRICK SMITH, SANTANDER BANK

’’

’’
part of our retail bank, and that makes sense for a 

whole bunch of good reasons—in part because it al-

lows us to combine the focus on the small business 

and the small-business owner, which is critical for the 

segment. What we did is structure ourselves in such a 

way and invest in such a way that we can specifically 

target the needs that are relevant to this segment.

A number of fintechs are focused on offering 

loans and other services to small businesses,  

both on their own and in partnership with banks. 

How do you think about fintechs and other non-

banks in the context of what you’re trying to  

do at Santander?

That will continue to be a place of both opportuni-

ty and competition. A lot of fintechs made the most 

headway with small businesses on the lending side as 

banks sort of pulled back on small-business lending 

after the Great Recession, and then they essentially 

added more products to the mix. Our focus is going 

to be sticking to our knitting in that we want to make 

sure that we have great experiences for clients in the 

small-business segment. We’re going to leverage the 

best technology, whether we build it or not. There are 

places where we have been partnering with fintechs, 

and there will be places where we’ll invest directly 

ourselves. We think that will allow us to deliver the 

best experience centered on the needs of the small 

business. That’s going to be the determinant of suc-

cess, no matter who you’re competing against.

In terms of specific types of advice, one is on cash-flow 

management. That’s one of those perpetual hallmarks 

of what small businesses are concerned about. Anoth-

er one is around how to rebuild and then expand their 

business. A third one is really nonfinancial advice, like 

“How do you find employees?” or “How do you make 

sure that you can manage your payroll?” It’s the sorts 

of things that are not necessarily financial but are 

certainly important when trying to operate a small 

business effectively.

Banks haven’t always been enthusiastic about 

catering to small businesses. Loan values tend to 

be low, failure rates are fairly high and there’s a lot 

of regulatory paperwork. But what’s on the other 

side of the ledger? What’s the upside for banks in 

targeting small businesses?

Small businesses are made to feel insignificant in the 

context of dealing with banks. I think the issue that 

you need to figure out is how to deliver the services 

in a way that is cost effective; hence the focus that we 

have on digital. This is one of those places where you 

don’t have to make a trade-off between serving small 

businesses in a way that’s cost-effective and deliver-

ing a quality customer experience. They want digital 

experiences. We are engineering our experience to be 

tightly focused on the way that small businesses want 

to be served, and more and more, the way they want 

to be served is through digital.

Santander has recently moved small-business 

lending from the commercial lending area to 

consumer banking. Are small businesses more 

like retail customers than they are like bigger 

businesses, and if so, in what ways?

We’ve always had small-business banking within our 

retail bank, and that continues to be the case. I am Terry Badger, CFA, is the managing editor at BAI.

What kind of advice are you talking about, and 

how do you provide it in a way that will reverber-

ate with the small-business owner?

I think the reverberation piece comes back to empa-

thy. A lot of times, when small businesses get advice 

from large institutions, it feels institutional. It doesn’t 

feel personalized. It doesn’t feel like it’s born out of a 

real concern for the small business. It has to actually 

fit the empathy criteria in order to be received in the 

right way for the small-business owner. 
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BY CURT RAFFI

They’re not 

kids anymore

Taking millennials and their 

needs seriously is the key 

to your SMB strategy.



flow management and payment acceptance tools, 

and have shoehorned them into retail or commercial 

banking platforms that are either complex bolt-ons or 

simply too basic.

Not taking the SMB segment seriously has cost finan-

cial institutions dearly—even though previously held 

conventional wisdom was that servicing smaller busi-

nesses wasn’t particularly worthwhile. The immense 

encroachment of fintechs has made it clear that this 

is simply not the case. 

Nonetheless, as daunting as the statistics are, finan-

cial institutions need to recognize the opportunity 

presented by millennial-run small businesses. Millen-

nials are now in the driver’s seat in small-business 

banking, and their digital preferences have unearthed 

a massive opportunity for financial institutions. 

It’s right there for the taking—all you have to do is 

start taking them seriously. If you tailor your approach 

to millennials by providing digital experiences that 

mirror the simplicity and mental experiences of con-

sumer software while delivering the services they find 

valuable, you will set yourself up for long-term suc-

cess in this segment.

MILLENNIALS HOLD THE KEY 

Let’s dive into specifics. Nearly one-third (30%) of 

millennials reported owning a small business or side 

hustle in 2020, and many self-identify as entrepre-

neurs. Although they don’t yet account for the largest 

N
ote to all banking leaders: Millennials  

aren’t kids any more. Generation Y has 

now surpassed baby boomers as the larg-

est adult population group in the U.S. and 

within a few years, they are expected to be a majority 

of B2B decision-makers. In the battle for better, faster 

and smarter small-business banking solutions, they 

hold the keys to your success.

Their tech-savviness and inclination for efficiency 

have led to the mass adoption of services like online 

banking, mobile check deposit capture, lending, bro-

kerage and bill pay. Millennials overwhelmingly prefer 

to leverage digital channels to complete traditional 

financial tasks.

Simultaneously, these preferences have transferred 

over to the business personas of these individuals, 

including millennial small-business owners (SMBOs). 

Financial institutions haven’t taken this demograph-

ic seriously. Banks have failed to deliver the digital 

services necessary to run their businesses, like cash 

Banks have failed to 

deliver the digital services 

necessary to run their 

businesses, like cash flow 

management and payment 

acceptance tools, and 

have shoehorned them 

into retail or commercial 

banking platforms that 

are either complex bolt-

ons or simply too basic.
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share of the market, they soon will, and offer tremen-

dous insight into the not-so-distant future for small 

business banking.

So what does the future look like? 

Stephen Taylor is executive vice president and CIO of 

Vast Bank, one of the most innovative financial insti-

tutions in the country. Vast recently became the first 

U.S. bank to offer cryptocurrency services blended 

with traditional banking products. I had the chance 

to catch up with him on how millennials have already 

reshaped banking:

 “The last few years have brought dramatic 

changes in customer preferences and 

expectations as the next generation 

has entered the workforce. With 

this new audience, modern mobile 

experiences, real-time systems and 

always-on availability are now the 

base expectation for the emerging 

generation of digital natives. Our 

investments in leading technologies 

and partnerships with Bottomline, 

SAP and Coinbase have accelerated 

maturity and the speed of implementing 

our modern banking platform.

 “Many banks claim to focus on their 

customer requests, but have not yet 

replaced file-based systems with 

modern open banking APIs, have not 

yet replaced daily batch systems with 

real-time systems, and have not embraced 

digital assets and cryptocurrencies.”

Millennials—including millennial SMBOs—are highly 

engaged digital users. If your mobile digital interfaces 

and online banking platforms aren’t relevant to these 

new users, you’ll lose them. If you aren’t meeting their 

needs in a real-time, self-service manner, the relation-

ship is at risk. 

Millennial SMBOs are highly engaged with “what’s 

new” because of their use of digital channels. It is 

much easier (and more cost-efficient) to roll out 

innovative products and services to this segment 

without ever asking a client representative to lift a 

finger. If your product is desired by the market, the 

behavior of this younger segment will tell you. Testing 

product-market fit has never been easier. And like Vast, 

you’re probably going to need to encourage (strongly) 

your product team to explore new directions.

What’s more, millennial small-business owners are 

willing to pay for the digital services they find useful, 

like cash-flow management, invoicing, receivables and 

accounting tools. 

Again, not many financial institutions offer these types 

of services, and 60% of small businesses have already 

gone beyond their primary relationship for them with 

the likes of Square, QuickBooks and other fintechs. 

And as it happens, an almost identical percentage of 

SMBOs would be interested in receiving accounting 

and payment services from their banks. This is the 

core opportunity for financial institutions—and the 

preferences of millennial-run small businesses resides 

at the heart of it. 

MILLENNIAL SMBOS AND FUTURE CHURN

Understand that millennials aren’t kids anymore—the 

leading edge of the generation is turning 40. Their 

preferences are essential to integrate, and their busi-

nesses present legitimate, lucrative opportunities. 

Failure to do so at an organizational level comes with 

immeasurable opportunity costs.

As important as this segment should be to your 

strategy in small-business banking, it’s necessary 

Millennial SMBOs are highly 

engaged with “what’s 

new” because of their use 

of digital channels. It is 

much easier (and more 

cost-efficient) to roll out 

innovative products and 

services to this segment 

without ever asking a client 

representative to lift a finger. 
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Finally, as the millennials approach full maturity and 

the digital-native Generation Z comes of age, you 

must recognize that not taking this opportunity se-

riously today will leave you in the dust tomorrow. 

Banking, at its core, will only continue becoming 

more digitized, and the wants and needs of millennial  

SMBOs today is merely a foreshadow of what’s to 

come from Gen Z and beyond.

That said, there’s still time to figure it out. While fin-

tech players and their boisterous propositions have 

shaken things up mightily, small businesses are in 

desperate need of a centralized place to view, operate 

and control their businesses’ finances. 

By stepping in as a facilitator and offering tailored, 

intelligent solutions like invoicing and receivables, 

banks and credit unions can become an orchestration 

hub of digital services—enabling them to build sticky 

customer relationships and provide immense value to 

a customer segment in dire need of something better. 

All you have to do is start taking them seriously.

Curt Raffi is chief product and innovation 

officer at Bottomline.
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to understand that they will always inherently be at 

greater risk for churn than previous generations. 

They view their banking relationships through the 

lens of convenience and expediency and don’t mind 

the switching costs associated with changing banks. 

They’re avant-garde innovators, with roughly half 

of millennials owning some form of cryptocurrency. 

Fail to deliver the services they like in a seamless  

manner—and you’ll fail to retain the relationship. Great  

customer service can no longer be your primary point 

of differentiation.

[Millennials] view their 

banking relationships 

through the lens of 

convenience and 

expediency and don’t 

mind the switching 

costs associated with 

changing banks. They’re 

avant-garde innovators, 

with roughly half of 

millennials owning some 

form of cryptocurrency. 
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Where’s 

everyone 

going?! 

How banks can get ahead of 

SMB customer attrition.

BY ERIK NILSEN



new intelligent technologies to drive personalized expe-

riences that help them keep current SMB customers and  

attract new ones. 

The clear message is that insight into timely events 

and next best conversations would deliver a pow-

erful return on investment in the form of reduced 

customer churn, greater loyalty, more engagement 

and increased referrals.

ACCESSING THE RIGHT SET OF TOOLS

The solution to the attrition problem is in accessing 

the information that can help banking customers be-

come successful in their finances. That’s often simply 

Rather than stand by and watch their relation-

ships fizzle, banks must proactively reengage to 

maintain ownership of the all-important primary  

customer relationship.

THE ATTRITION BLIND SPOTS LIE  

WITHIN THE DATA

A large part of the attrition problem lies in data and 

timing. Often, banks fail to spot and take action on po-

tential customer churn before it’s too late—the final 

decision for exit has already been made and the client 

is heading out the door. 

What’s more, banks often underestimate the extent of 

the problem. They choose to track only total client de-

partures because they are often the most visible sign 

of dissatisfaction. Where many banks come up short 

is tracking and managing the less obvious attrition—a 

silent attrition—that many bank executives fail to 

notice. It’s the decrease in customer engagement 

and the slow decrease of account balances by legacy 

small-business clients. 

Unaware of the magnitude of their retention problem, 

because of blind spots in their approach and missing 

critical data points, banks have missed out on what 

could have been a monthslong period when all the 

signs of trouble were evident. During this time, the 

customer’s departure could have been avoided with 

meaningful outreach from a relationship manager.

Data can be a far more effective predictor of attrition, 

but herein also lie problems. Despite the massive 

amount of data collected about them, both retail and 

small-business banking customers complain that the 

offers they receive are not personalized to their spe-

cific needs. Many feel disconnected from a meaningful 

relationship with their banking partners. 

A 2018 U.S. retail banking satisfaction study by J.D. 

Power found that the 28% of retail banking custom-

ers that are considered “digital only” had the lowest 

customer satisfaction rating of all banking custom-

ers. Likewise, the company’s small-business banking 

report found that just 37% of small-businesss bank-

ing customers say their bank appreciates their 

business and only 32% say their bank understands 

their business.

Bankers that understand their customers’ businesses  

and provide tailored solutions are far more likely  

to build long-lasting primary bank relationships. 

Fintechs and forward-thinking financial institutions 

have already started to utilize their customer data and 

A
s customer behavior evolves again, 

brought on in part due to the societal and 

economic challenges of the pandemic, 

so too has there been a shift in banking  

customer engagement.

Consumers and businesses are turning toward prod-

ucts and services outside their primary banking 

relationship at alarming rates. Some are leaving for 

good, which creates potentially devastating effects 

on banking growth and sustainability. According to 

Accenture, attrition rates in the banking industry 

are approximately 11%, and the annual churn for new 

banking customers is 20% to 25% during the first year. 

Where many banks come 

up short is tracking 

and managing the less 

obvious attrition—a silent 

attrition—that many 

bank executives fail to 

notice. It’s the decrease 

in customer engagement 

and the slow decrease of 

account balances by legacy 

small business clients.
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threshold, and when account activity dips below the 

norm, an actionable insight should be surfaced to the 

relationship owner to spur reengagement. The use 

of machine learning here to continuously learn from 

previously lost customers presents an opportunity to 

optimize and retain even more customers in the future.

Furthermore, the unification of internal and external 

customer data in one place will ensure that every re-

lationship manager has a complete set of information 

to be empowered to maintain and grow each relation-

ship. Continuously providing indicators of churn risk, 

prioritizing the bankers’ most important tasks and ac-

tivities, and simplifying lead and referral management 

across business lines will ultimately improve customer 

retention rates, make bankers more productive and 

facilitate collaboration.

THE BOTTOMLINE:

Attrition happens, but it doesn’t have to be crushing. 

There is so much choice in the market right now, and 

the goal is to have small businesses choose your in-

stitution now and into the future. The right intelligent 

systems give relationship managers the tools to engage 

with customers to provide targeted client retention ef-

forts that can stop the bleeding and boost revenue, but 

banks need to get smart about retention and become 

truly customer-centric in their philosophy. 

By placing the customer at the center of every in-

teraction, financial institutions can build long-term 

relationships with every customer, not just the ones 

they know best. Smart banks can do this—the key is 

intelligent customer engagement to win the battle for 

primary ownership of the customer relationship.

because the right data on life triggers, financial po-

sition and other potential opportunities isn’t readily 

available to the bank representative. An agile relation-

ship management platform that is able to grow and 

change as the institution evolves or embarks on merg-

ers and acquisitions will be critical in order to drive 

deeper insights and loyalty as the years progress. 

Gaining activity-level information can identify the 

customers most at risk of leaving the institution. That 

information will help to maintain the stability of the 

customer base while improving overall engagement.

For example, if a newly opened account doesn’t  

receive additional funding shortly after initial account 

opening, it could signal a churn risk and a need for 

banker intervention. The same process goes for cur-

rent customers—each customer has a normal activity 

Erik Nilsen is senior vice president for small 

business solutions at Bottomline.
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MARILYN KENNEDY MELIA

Will neobanks 

take over small-

business banking?

The newcomers are making inroads with 

specialized products and services, but traditional 

institutions are not simply ceding the territory.



Besides digital tools, neobanks aim to provide nimble 

money movement and products. When a customer 

makes an online purchase, for instance, some neo-

banks can credit the merchant’s account immediately. 

Quick loan funding is another typical perk pushed by 

neobanks, although interest rates may be higher.

Moreover, neobanks might also fund loans more 

quickly by using alternative underwriting methods, 

says Wannemacher. Are neobanks simply better at 

serving the SMB market? “That depends on what a 

business wants and needs.” 

THE ADVANTAGES OF BANKS

Businesses that prefer banks do so for three princi-

pal reasons, Wannemacher says: “rates, reliability and 

roots.” Indeed, bankers and experts alike consistent-

ly cite relationship bankers who have earned their 

trust as a key banking benefit. But sometime in the 

near future, he says, banks must strategize on how or 

whether to meet the neobank challenge. 

Most will upgrade their SMB offerings, Wannemacher 

predicts, although a minority will decide not to extend 

resources on this front. That’s fine, he emphasizes, as 

long as it’s a strategic decision that there’s not enough 

to gain by making an effort—or not enough to lose by 

ignoring neobanks.

Some will specialize in an SMB niche “that can 

be based on anything—including geography,” 

T
he small-business customer base of tra-

ditional banking institutions is being 

challenged by neobanks—roughly defined 

as firms that offer digital tools for invoicing, 

accounts receivable and other business management 

tasks, as well as at least one banking product.

Novo, NorthOne and other neobanks “are nipping at 

banks’ heels,” notes Robin Borelli, head of the financial 

services practice at CI&T, a New York-based digi-

tal transformation provider. On top of that, nonbank 

companies that don’t brand themselves as neo-

banks—such as QuickBooks, Square and Shopify—are 

also adopting banking products for this market. 

For the most part, banks haven’t yet lost small-business  

customers, says Peter Wannemacher, principal ana-

lyst with Forrester Research. But about 50% of small  

businesses have used a banking product with a neo-

bank or neobank-like firm, says Ian Benton, senior 

analyst, digital banking and payments, for Pleasanton, 

California-based Javelin Strategy and Research.

“I don’t think most banks are worried,” he said. “They 

should be, though.”

Owners like to focus on their business, not the ancil-

lary tasks involved in keeping it running.

Currently, at least 100 fintechs offer digital tools that 

make it relatively easy to perform cash-flow manage-

ment, accounts payable, invoicing and other functions. 

A dozen or more neobanks offer similar management 

tools in addition to at least one traditional banking 

product such as loans, Borelli estimates.

ROBIN BORELLI 

CI&T

PETER WANNEMACHER 

FORRESTER RESEARCH
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LYNN HEITMAN 

U.S. BANK 

Digital assistance doesn’t replace the human relation-

ship but, rather, complements it, Heitman adds. “Our 

managers can sit down and walk through a working 

capital discussion, and share ideas and insights from 

digital tools.”

Wannemacher says. Others, most likely large institu-

tions, will aim for full-fledged offerings for a large SMB 

base, he adds. 

Other institutions will look to link with neobanks 

through supporting roles. They might supply funds, for 

example, or serve as the FDIC-insured banking provider 

for a neobank through “banking as a service,” or BaaS.

COMBINING CALCULATIONS WITH ADVICE

While neobanks offer quick access to loan funding 

and appealing product features, their primary draw is 

the automation of a host of management tasks.

Banks that adopt similar digital functions and empow-

er relationship managers to help owners use those 

tools can strengthen their ties with customers, says 

Borelli. For instance, if a bank offers an invoicing and 

cash-flow forecasting function, a relationship man-

ager could work with an owner to discuss where the 

business should be at various points in time. 

In the view of many industry observers, banks haven’t 

met neobanks with a full-throttled defense. But “the 

progress community banks and other financial institu-

tions are making … to compete with neobanks should 

not go understated,” observes Chris Zingo, senior 

vice president of Finastra, a London-based financial  

services firm.

Marilyn Kennedy Melia is a Chicago-area writer who has long 

concentrated on banking and financial topics. Her work has 

appeared in the Chicago Tribune, The New York Times, the 

American Banker and other outlets.

TowneBank, a $15 billion bank based in Portsmouth, 

Virginia, has put a lot of energy into treasury manage-

ment software and the mobile experience. The bank, 

which specializes in serving businesses with less than 

$10 million in annual revenue, provides a range of 

digital offerings, including a breakeven analysis and 

a profit-margin analysis. Businesses can also connect 

their TowneBank accounts to QuickBooks or Quicken.

But that doesn’t mean TowneBank is trying to rep-

licate the neobank experience. Its core tie with its 

“business members”—the bank’s preferred term for 

customers—is the bankers who regularly visit current 

and prospective business members in person. 

TowneBank leveraged its intimate ties and experi-

ence with its SMB members to guide its purchase 

of online tools that members were likely to value, 

explains Brad Schwartz, president of TowneBank. 

“We are definitely not a neobank,” Schwartz says, 

adding that the bank purchased the online tools that 

it thought—based on experience and relationships—

its member base would value.

The $559 billion U.S. Bank, headquartered in Min-

neapolis, buys or builds a wide range of products to 

“simplify management,” says Lynn Heitman, executive 

vice president and business banking segment leader.

Regular surveys and panel discussions with mem-

bers of the bank’s wide SMB customer base provide 

insights into the capabilities that are needed. For 

instance, U.S. Bank is completing an acquisition of 

Bento Technologies, which will expand the bank’s 

software offerings and improve its accounts receiv-

able, accounts payable and related services.

Informative content on management subjects is also 

available. “It is the integration of tools and information 

that is so powerful,” says Heitman. “That is what we 

hear from (businesses).” 

BRAD SCHWARTZ 

TOWNEBANK 

Other institutions will 

look to link with neobanks 

through supporting roles. 

They might supply funds, 

for example, or serve as 

the FDIC-insured banking 

provider for a neobank 

through “banking as a 

service,” or BaaS.
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