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Ok, maybe ignore is too strong a word but consider the situation.
Micro, small and medium enterprises (MSME) make up at least 90% of businesses, more than 50% of employment and contribute to more than 50% of global GDP.
According to the World Economic Forum, 60% of MSME requests for financing are rejected, and in 2019 the Asian Development
Bank estimated the global trade finance gap to be $1.5 trillion. The International Finance Corporation (IFC) estimates that 65
million firms – 40% of formal micro, small and medium enterprises (MSMEs) in developing countries – have an unmet financing
need of $5.2 trillion every year.
In the UK private sector, MSMEs account for 99.3% of businesses, 60% of employment and 52% of turnover. The situation in
Germany is very similar, MSMEs are vitally important to the economy and they are not happy with banks. In fact, Roland Berger
reports that 86% of MSMEs are happy to consider alternatives to traditional bank loans, with 11% having already done so.
Clearly, the MSME sector represents a large and important part of economies all over the world. They have large, unmet needs
and are underserved. So, the question is why are banks seemingly ignoring their needs?

Not enough profits? Why?
Is the SME sector not profitable for banks? And why?
In a 2019 report on the effect of Basel III implementation on
access to finance, The World Bank found that Basel III had a
negative effect on SMEs access. Some reports indicate that
banks are required to hold almost double the amount of
capital against an SME loan when compared to a buy-to-let
mortgage, for example.
But is there more to it than regulation?
Yes. Research from Fundera shows that 20% of small
businesses fail in their first year, 50% after five years and
70% in their 10th year in business. From a banking
perspective, how can you tell which ones will survive and
which ones won’t? And if you get it wrong, in addition to
potential credit losses there is the opportunity cost of the
time and resources “wasted” on the failed businesses.
But today’s corporate titans weren’t always gigantic – they
were originally small businesses. Hence bankers may be
missing a trick by not spending the time to satisfy the needs
of small businesses today. Small business owners’ have long
memories. Long after their difficult early growth phases
have passed, they remember which banks helped them and
which banks didn’t.
Consider the case of Zimbabwean copper and silver goods
manufacturer Copperwares. The fact that the company has
been operating for 61 years counts for nothing when it tries
to access overseas credit. As a result when suppliers or
customers demand cash payments or products up front, it
locks up capital for up to 10 months.
The company estimates that its market in Southern Africa is
at least $15 million providing tremendous opportunity to
help the company grow from just under $1 million today. It
could also double staff numbers.
Legal Entity Identifier (LEI[1]) codes can help. To obtain an
LEI (a unique 20-character string), companies undergo a
series of checks to prove who they are, and by doing so

it lowers the risk for counterparties while also helping the
company to access cheaper, more flexible funding and
from the global banking system who may otherwise not
even have known of their existence. In the past LEIs were
only available to big corporates in the developed world.
Today, the Swiss-based non-profit Global Legal Entity
Identified Foundation (GLEIF) is accrediting local LEIissuers and partnering with local banks to conduct the
due diligence checks necessary to get an LEI and ensure
that companies get them for a nominal fee.
In doing so, the GLEIF hopes, for example, to close the
trade finance gap in Africa – estimated at more than $81
billion. Clearly there is a tremendous opportunity for
banks.

MSME / SME / SMB What's in a name?
Terminology, definitions and acronyms abound in all
industries including financial services.
Many organizations categorise based on a
combination of the number of employees, annual
sales and total assets. However, the values they use
often varies. Some banks use different definitions
based on their individual business strategies,
markets and internal organizations.
What is clear is that many smaller businesses – i.e.
not large corporations – are not receiving the
services their need from banks. In this whitepaper
we use the term MSME to cover all these types of
enterprises.

[1] LEI is standardized at global level as ISO 17442
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Lack of true understanding of needs?
With so many MSMEs there is bound to be a lot of variety in
their needs. Indeed, when viewed at the micro level, the
MSME sector shows large amount of variety, but when
viewed collectively they display high degrees of similarity.
From a trading perspective there are a small number of key
trading patterns – impacted by where on the physical-digital
spectrum they operate.
Trading and interaction patterns drive the contract forms
used, whether they are transactional, subscription based, or
a mix. The contract forms in turn drive both transaction
patterns (ad hoc sales, repeat buy, seasonality, future
contracting) and production patterns (produce ordered
goods or service, or produce for stock building with
uncertainty whether product will sell).

Imagine the MSMEs trusted banking partner not only
offering these services but also ensuring that MSMEs have
access to advice, either from the bank itself or from bank
partners, of how the MSME can manage its working capital
and cashflow wisely and use banking services where
needed. And imagine that these banking services are
delivered to the MSMEs with simple, digital user journeys
that are deeply embedded in their daily business activities.
Then it will not be hard to imagine that such focused
banking partners can help their MSME clients to be
successful and benefit from the growth of revenues and
positive cashflows the bank triggers.

All of this drives MSME funding requirements and payment
patterns (incoming/outgoing; national/regional/global). And
as with all payments this leads to potential cases of
duplication and/or fraud. In MSMEs the risk of these going
undetected is higher due to frequent use of basic Excel
worksheets, the absence of ERP systems or indeed relying
on the memory of the proprietor.
Transaction data, aggregated over time, builds up to a digital
asset, a business and credit track record, both for the MSME
and the bank. For the bank, the value of this track record lies
mainly in own internal re-use, for cross and upselling. The
bank is heavily bound by data and privacy regulation,
effectively blocking external use of the data – except with
explicit consent of the MSME-customer.
For the MSME the data held by their bank(s) represents their
credit history, which is the basis for their creditworthiness
score. This data also enables them to have “borrowing
interest rate / price discovery".
This “reputational evidence” is a key asset for all MSMEs, to
be leveraged by sharing it, under their own control, onwards
in their ecosystem – including when looking to switch their
house bank [2].
This digital asset of the business and credit track record,
used as evolving reputational evidence through the journey
of MSMEs from micro enterprise to larger corporate, will not
only help banks to make the right decisions but also offer
the right transaction banking and financing services.
Imagine banks offering services that the MSME needs but
also can afford at any given point in time.

[2] This is where some FinTechs came in like khaatabook or Karza so such SMEs could build a "digital" business track record
with them thereby disintermediating the Bank
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Traditional Needs

Emerging Needs

Efficient cash management, including account holding,
payments process and pooling

Open banking support, APIs allowing SME to benefit
from newly emerging fintech services (AIPS/PISP)

Payments process: Supporting the relevant instruments
(card/DC/DD/e-comm/Req2pay etc.)

Embedded payment solutions for a smooth customer
journey of the clients of the MSME
e-KYC, both for MSME itself by bank, and for MSMEcustomers

FX, interest hedging and swaps. Many SMEs make limited
use of FX, or they do not reach high amounts – hence
they suffer a burden from uncompetitive (retail)
exchange rates [3]

Initiatives which some banks have undertaken to create
Marketplaces where their MSME customers can find
trading partners globally and/or get useful and most
updated information about doing business in/opening
new markets for them (such as The Benche by SEB
Bank)

Effective credit management, short/longer term
financing, including supply chain finance possibilities like
RCF, Lease, guarantees, 100% cash collateralized
facilities, credit lines on current accounts etc.

Integrated and low-cost FX solutions due to
internationalization by e-commerce

e-invoicing support, e-mandate for DDs

Buy Now Pay Later support for sales activities

Structured financing for larger companies

M&A and PE/VC/IPO support

Trade finance: LCs, Docs – still practiced in several
markets and business types
Regulatory updates, including SWIFT changes, PEPPOL
standards, GLEIF membership and their business
implications
Knowledge based Partnership between client and bank
going beyond simply KYC being followed by banks

[3] This is where for example challengers like IBAN First, Wise, Monex, Kantox have won significant share from “house” banks
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Key Challenges to Overcome
To tap into the opportunity banks must overcome these main challenges:
Challenge 1: Organise for success
and break down silos
It starts by ensuring that everyone in the bank recognises
the importance of the MSME business segment, including
the leadership and the team managing these segments.
Internal branding, competition for roles and merit-based
promotional policies all have a role to play in ensuring that
the MSME units are given the profile they deserve within
their bank.
Then when the importance of MSME business customers is
recognised, the business opportunity clarified and the
MSME units can be managed in the desired direction, a
crucial step will be for the bank to define how it wishes to
service the needs of MSMEs. And agree internally what the
bank is willing to give up in return for benefitting from the
strong relationship with prospering customers with high
future business potential. This means for instance not
selling financing that MSMEs do not need yet or cannot
afford, or not selling products that are tailored for larger
corporates but the bank’s sales team might still be able to
sell to MSMEs, or not sticking to inadequate KPI’s driving
relationships and service offering plus delivery – see below.
When the bank’s direction of travel is clear, then MSME
customer journeys can and must be mapped, applying the
services MSMEs need to where they can use them in their
daily practice.
Starting right from entry stages through to strategic
discussions, the bank should be aligned to the needs of the
owner/proprietor and stick to the choices made. Only when
the bank clearly understands the MSMEs aspirations,
ambitions and potential and can deliver in a focused and
consistent manner can it truly support them achieve their
goals.
As businesses grow and their needs evolve issues arise in
terms of who, from the bank’s perspective, owns the
relationship with the MSME. These internal issues can lead
to internal squabbles which will damage the relationship
with the MSME. The relationship between their bank and the
MSME is key. The trust and bond that has developed
between the MSME and the bank’s Relationship Manager
from the “difficult” early growth phase remains all through
as the MSME grows; the bank’s leadership team must
ensure that that best relationship manager is the one that
understands the MSMEs needs at that point in their
evolution.
If that means that the relationship baton needs to be passed
from one person to another person, from one business unit
to another, then so be it. Internal KPIs must be put to one
side, instead the bank must focus on what’s good for the
customer.
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Because what’s good for the customer is usually good for
the bank, but often the time horizons vary. In his
autobiography, Sir Richard Branson, talked about how he
always gives the right of first refusal to the first bank that
extended credit facilities to Virgin when it was an MSME. A
testament to the power of relationships and the potential
for growth. Some banks recognize this point and the
Relationship Manager who managed the MSME from the
start of the relationship journey grows within the Bank
(and moves from Retail Bank to Corporate Bank, as
needed) just to ensure continuity and trust in the
customer relationship.
Taking a longer-term view is crucial and banks need to
resist the temptation to pull back when MSMEs hit
business downturns – this is when the MSME needs the
bank the most. Indeed, banks can even anticipate
business downturns, frequently better than individual
MSMEs. They can make sure the MSME is advised about
the business risks and advised how to ensure revenues,
profits and positive cashflows can still be obtained.
Recognising and sharing success as well as discussing
business risks can be tremendously important. One of the
banks in Dubai organized a “Top 100” event for their
MSME customers. The award ceremony was held at a 5star hotel and included the owners, their families and the
relationship managers.
The feedback from the MSMEs was tremendous and
further reinforced the relationship as recognition in front
of their family and peers was what they always aspired for
but could not get. This relationship would be the ideal
context for banks – as friends – to alert MSMEs about the
risks of not achieving the success that both MSME and
bank wish for.

Challenge 2: Build trust and reduce
churn
MSMEs are constantly adapting and reacting to changing
circumstances. They find ways to overcome problems, and
when new problems crop up, they deal with those also.
So, if banks don’t educate MSMEs on how to clarify their
needs and about the types of services they might
leverage, the MSMEs will learn from others. As they
discover rapidly through neighbours, friends, family,
community and the Internet what else is offered, and as
they start to use niche platforms and Fintechs, their
mindset changes.
Instead of associating their bank with financial services
and long term support (which Fintechs often cannot
guarantee) they will, at worst, think “I’ll google it because
some Fintech will provide that service”.
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The result is more than a dilution of the bank’s brand, it is
an erosion of trust, and the bank may not even notice it is
happening. Proactive measures are required to avoid this
happening. To increase trust, staying relevant to the MSMEs
and communicating with them is vital. As an example, a
bank in Dubai sponsored articles covering banking jargon
aimed at multiple groupings they already use for supporting
their business activities such as consultancies, accountants
and peer-networks.

Challenge 3: Collaborate with others
for expertise and capability
Despite their somewhat limited-service offer, banks have
been trusted partners for MSMEs, for a range of services
including cash and liquidity management, risk
management, payments processing, and access to
payments clearing.
Now however, unless banks show more active
engagement with newly emerging technical platforms and
the supporting communities used by MSMEs, and
genuinely focus their efforts to better understand their
customers’ evolving needs, MSMEs will procure some of
their financial and related services elsewhere as these
have become easily accessible and increasingly trusted.
While the MSMEs may not close their House Bank
accounts they will maintain minimum balances and
process minimum transaction flows through them. For the
banks this means that their often regulated services are
being used and will have to be maintained. But the cost of
providing the services will not be offset by the revenues
generated.
And the banks might be forced to not only keep their
infrastructures, systems and operations alive but also
make them available to MSMEs through third parties who
do understand the MSME needs, service them well and
reap the profits. Indeed, the most profitable services will
under this scenario be provided by others who will then
become the main bank or simply their main bankinggateway.
The simple solution that has been adopted by many banks
until recently, where the bank provides all the services to
anyone, is not practical. As technology and regulation
advances and regulated banking services are urgently
needed by millions of MSMEs, the bank could and should
act as a participant in the process of delivering to MSMEs
what they need, when they need it.
If the opportunity remains ignored, this approach runs the
risk of the bank being pushed into the background,
becoming, in effect a utility provider that can keep the
lights on of the necessary infrastructure but has no
participation in the success of clients by using these utility
services.

To foster collaboration in a way that is most
advantageous, the bank should:
Identify the technical platforms that MSMEs have or
could use
Identify the supporting networks and supporting
services MSMEs use, could or should use
Analyze the threat these platforms and networks pose
to the bank
Determine the role the bank can play while adding
value to all participants – think win:win:win
Engage with the platforms, networks and MSMEs,
sharing the benefits of collaboration[1]
Maintain and grow the bank’s own MSME-service
portfolio, including the service delivery (UX) in bank
apps and portals
Strengthen the awareness of MSMEs of the
importance of cash flow management both in times of
growth and business downturns and what this means
for their needs for banking services
Strengthen the awareness of MSMEs of the value of
banking services and how and when to use them
Engage with “bridging platforms” that can serve as the
link between banks and MSME-service platforms,
delivering banking services where needed but also
actively supporting the longer term profitability of the
bank

Challenge 4: Eliminate the burden
when onboarding MSMEs
Whether paper or electronic, no one likes filling in forms.
This is especially true for MSMEs who are under
tremendous time pressure. The rapid advance of
technology has created expectations of quick and easy
onboarding. In the consumer world, a selfie and a
photograph of a utility bill can suffice for KYC purposes.
In business it is a little more complex. However, many
neo-banks can reduce their KYC requirements by
piggybacking on KYC performed by others. For example,
using the existence of a valid debit card on another bank
account. The onboarding process can also be simplified by
limiting exposure – for example by not offering
international payments or when the MSME does not need
these (yet).
It is very important for the bank to start the relationship in
the right way – by showing genuine interest and desire to
understand their business flows and needs better. And
increase the MSME’s own understanding of their business
flows and needs – under circumstances of growth as well
as business downturns. The cost of onboarding customers
is often higher than the bank wishes it to be. So, it is
logical not only to streamline but also make the best use
of such moments of engagement leading to delight
(“moments of truth” in the seminal book with the same
title by Jan Carlzon) with the customer as scarce resources
have to be spent on it anyway.

[4] An example not from banking, for consumer: Spotify and SONOS are leading music/content streaming platforms. They collaborated to become totally
embedded in each other, so that whichever service a user logs in to start, the services of the other can be called (search, stream, play).
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As mentioned before, banks historically have a tendency to
adopt a wide, more holistic perspective to customer needs.
They consider their full set of services (payments, credit etc.)
and all the market segments they target. The combinations
usually result in processes that work “for all cases” but are
“optimized for no one”.
There are a number of ways to tackle this, including:
Make better use of reliable, and ideally automated,
credit and transaction histories, including the use of
globally applicable open standards and resources
endorsed by regulators and organisations such as IFC /
World Bank and business identification and validation
that starts with LEIs and the application of Verifiable
Credentials
Ensure these histories turn into digital assets of the
business and credit track record. Digital assets that can
be used as evolving reputational evidence throughout
the journey from micro enterprise to larger corporate
Make it easier for customers to share their data, in a
range of formats that suits their needs, as evidence
during KYC
Enable MSMEs to make their validated customer data
and reputational evidence more available across
collaborating platforms
Invest in relationships with the support networks used
by MSMEs
Ensure MSMEs have access to appropriate advice to
manage cash flows in times of growth as well as
downturns
This would change MSMEs perception of the bank
registration process – from a burdensome chore to an easy
process that not only helps to access banking services but
also opens up the world to them and brings them on the
path of managing their business successfully.
A process that helps them manage – through upturns and
downturns – as they execute on their mission to become the
large corporates, a mission which every MSME owner
aspires when commencing his/her entrepreneurial journey.

Executing Fast
Understanding is the first step. Understanding the
opportunity of MSMEs, the bottlenecks and complexities of
addressing it.
The next step is deciding on the specific course of action,
and then executing fast. Based on our experience, the
action plan does not require a large internal bank
transformation program. On the contrary, it can often be
executed in a series of ‘small or medium effort’
implementation steps. Steps that deliver tangible payoffs
fast, and that complement each other in the right strategic
direction.

By taking no action, and continuing to underserve MSMEs,
ultimately the profit potential of this sector will be taken
by the emerging competitors offering “embedded finance”
features and services – neo banks, non-banks, Fintechs.
Put simply, if banks don’t satisfy their needs, then MSMEs
will go elsewhere. And once they are gone, they are
unlikely to ever come back. Banks should not make the
mistake previously made with e-commerce payments,
where PSPs have a much higher market share than banks.
While the MSME sector needs more support from banks,
not all banks are ignoring their needs. Indeed, not only do
many banks understand the urgency, they have taken
note of the changing ecosystem and the evolving
competitive field around financial services for MSMEs.
They have crafted their strategies and are capitalizing on
the tremendous opportunities generated by servicing
MSMEs better. Where are you on this program today?
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