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2019 has seen substantial changes in the SME Banking market, setting the stage 
for a disruptive 2020

Three key trends in SME Banking

Inertia breaking down New customer focus
Capability & Innovation 

Fund

The traditionally inert and
lethargic SME banking market
segment has shown signs of
change, with Tide business
account succeeding in attracting
over 100,000 SME
customers in 1 year. This
looks likely to increase with a
recent survey* showing 17%
(~900,000) of “traditional
bank” SME customers likely
to switch in 2020 alone.

New providers, seeking to gain
market share, are now offering
SMEs a range of value-add
products to tackle their major
pain points.

The rise of API-enabled Open
Banking, means that
integrating new products into
financial services platform is now
radically simpler and cheaper.

The CIF has seen £1bn of
public and private money
committed to entice SME
customers from the Big 4 banks.
If their commitments are to be
believed, by 2024 the Big 4 will
have lost ~50% of their
market share.

Competitors to the Big 4 have already made some significant in-roads
in specific areas – particularly FX, with both TransferWise and
WorldFirst achieving significant SME market share.

Major new entrants

3*Accenture 2019 SME Banking Survey



2019 has seen the beginning of substantial change in the SME banking market –
with Tide attracting over 100,000 SME customers in 1 year

SME Banking inertia is breaking down

PUSH PULL

This is likely due to a combination of push and pull factors

High loyalty/inertia premiums 
at incumbent banks

“Making Tax Digital” – SMEs 
will need online accounting

Customer focus – new 
providers address previously 
ignored SME issues

Excellent CX – new 
platforms are built for ease 
of use

Ease of switching – CASS 
and modern interfaces make 
switching simple

High and opaque FX costs

The Capability & Innovation fund looks set to 
accelerate these changes – with £1bn spent on new 

financial products and services to support SMEs

Inflexible and expensive 
payments solutions

Poor CX – old interfaces 
and limited compatibility

However…  the Big 4 are increasingly aware of the 
challenge facing them, and are not idle in developing 

their own customer offerings and improved CX

Incentivised Switching
Scheme – CIF cash paid to 
challengers to take on SMEs

Providers are waking up to the specific needs of SMEs, 
which are neither “retail-plus”, nor “corporate-light”
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New low-cost digital offerings are making services available to SMEs that have 
historically only been available to larger organisations

New providers are more customer-focussed

Business Administration Payments & FX Lending & funding

SMEs have historically been underserved by the incumbents, whose business banks have typically provided
bespoke, but expensive, services to large corporates. This gap has been identified by challengers and FinTechs, who
have developed cost-effective digital solutions to myriad SME issues.

Combined with API-enabled Open Banking, it is now possible for SMEs to find competitive solutions to their long-
standing pain-points.

Typically, business admin has been
an onerous task undertaken by SME
owners, or by expensive finance
departments for larger SMEs.

While online accounting software is
not new, challengers are now directly
integrating these into Business
Current Accounts (e.g. ANNA), and
aggregating providers (e.g. Codat).
This, combined with advanced cash-
flow management tools, are capable
of saving SMEs significant time and
cost, while reducing financial risks
through superior information.

Payments processing and FX has
traditionally been costly and opaque
for SMEs, who lack bargaining power
when facing large banks.

Now the market is being disrupted by
new payment platforms, aggregating
acquirers and payment providers
(e.g. Payen); transparent and cost-
effective FX providers make it easy to
transact abroad.

Moreover, the traditional issue of late
invoice payment is being solved
through integrated e-invoicing
facilities.

SMEs have often struggled with
access to finance, due to the
complexity of applications, or limited
trading histories.

New providers are emerging with
advanced risk-models, enabling
lending to SMEs that cannot get
funding from the incumbents. Online
applications and quick responses
make it easier than ever for SMEs to
access funding, including some
funding models (such as invoice
finance) that have traditionally been
the preserve of large corporates.
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If the public commitments made by the CIF winners are met, the transformation 
in UK SME banking will be profound. Even if not, it will still create new and 
compelling options for UK SMEs

The CIF is set to increase the pace of change

JOBS

The Capability and Innovation Fund (CIF) awarded £425m of public
funds to 15 organisations from over 100 competing bidders.

This figure has been matched by a commitment from winners to invest a
further £587m up to a total of £1bn to achieve their committed
outcomes.

The winners have committed to ambitious market share goals, as well as
bringing value-add products to market to support underserved SMEs.

The CIF winners are a combination
of legacy and digital challengers, and
platform and product providers.

The winners

5-Year targets New products

2,000,000 Business 
Current Accounts –
>33% market share

£20bn new lending –
~5% market share

While product commitments were
broad, some key themes emerged:
• Accounting software integration
• AI-based analytics
• Integrated FX tools
• Integrated invoicing tools
• Integrated cash management

For more information on the CIF outcomes and winner 
commitments, see our full report HERE
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SME Banking is set to be a major area of competition in 2020-25, with 
challengers investing over £1bn, and huge customer acquisition commitments

The SME Banking battleground

The time to enter the SME Banking 
market is now!

The Challengers The Incumbents

SME Banking challengers are a broad church and can be
split into 4 groups: “legacy” challengers, “digital”
challengers, platforms, and product providers.

“Legacy” challengers “Digital” challengers

Platforms Products

Fast-moving, with clearly defined offerings. These
providers are set, with the CIF’s support, to target 50%
SME market share by 2025

The Big 4 have long dominated the SME banking market,
still holding 85% of SME Business Current Accounts

While traditionally slow-moving, and lacking in customer
focus, the Big 4 are waking up to the threat posed by
challengers.

The Big 4 are investing in new tools, and improved CX,
aimed at retaining their market share. The speed with
which they can implement these will be critical in
preventing possible haemorrhaging of customers to
challengers.
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With the Capability & Innovation Fund providing over £1bn investment into the 
SME banking market, direct competition with the winners will likely be a 
challenge. There is, however, still a significant opportunity in the market…

Five key opportunities for SME Banking

SME

Opportunity

1. Growth SMEs
With banks still focussed predominantly on large corporates, and
CIF winners targeting the larger-volume 'Small Business' segment
of the market, there is room for an offering focussed on “quality
over quantity”, catering to larger and fast-growing SMEs.

2. Integrated marketplace
SMEs face myriad pain points, but there is no provider curating
these into a single platform. As the number of value-add products
and services increase, SMEs will likely look to platforms that
simplify their access to them.

3. Partnership
With SMEs being targeted by Challenger Banks with ambitious
BCA targets, there will be an increasing need to differentiate
through innovative product offerings. This gives product
providers compelling routes-to-market that can be exploited

4. “Non-bank Bank” offering
Not identifying as, or being perceived as, a traditional bank may
be seen as beneficial to SMEs seeking a true alternative solution.
This may take the form of a Utility Service Provider or enabler, or
positioning an alternative and 'non-bank like' experience.

5. The rise of Alternative Finance
This niche in the UK market has not been exploited by the
incumbents or challengers. This is a major trend in US lending,
representing up to 50% of lending activity there.
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Many challengers and new entrants are targeting the SME market at
large – i.e. the 94.8% of “non-striver” businesses. This leaves the
lucrative “striver” segment open for a targeted offering.

With banks still focussed predominantly on large corporates, and CIF winners 
targeting volume through the Micro Business segment of the market, there is 
room for an offering focussed on the “strivers”…

1. Growth SMEs
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Employment (%)

Businesses (%)

Micro (0 - 9) Small (10 - 49) Medium (50 - 249) Large (250+)

Strivers

Lifestylers

Sideliners

Start-ups

Strivers are ambitious 
and focused on growth 
& achievement.

Lifestylers enjoy 
freedom and are risk 
averse. Unlikely to 
grow beyond micro

Sideliners are looking 
for a second income. 
Not employers

New businesses that 
do not yet fit in the 
other three segments

VAT REGISTERED. LIKELY LTDs 
2YRS+ OLD

VAT REGISTERED. LIKELY LTDs
2YRS+ OLD

<2YRS OLD

36%
1.93m

5.2%
282k

53%
2.83m

6.2% 
333k

As with the business market as a whole – the majority of the value of the
SME market is clustered at the top – medium businesses make up 0.6%
of total UK businesses, but generate 15.4% of total UK revenue

NOT VAT REGISTERED. SOLE TRADERS 

SME taxonomy

There are roughly 5.2% of “striver” businesses, representing medium
businesses, and fast-growing small and micros which account for over
60% of SME revenue

Source: VISA
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SMEs are faced with myriad pain-points, and while providers are seeking to 
solve these, there is no provider that is curating these into a single platform.

2. Integrated marketplace

There is a major opportunity for a provider that can integrate solutions to address typical SME issues
in one place, unleashing the value of the each improved service to SMEs without the hassle .

A platform that can combine banking functions, with accountancy, improved access to finance, and other
value-add capabilities in one place will be well positioned to gain market share. This type of solution would be
particularly attractive among the lucrative “striver” sub-section of the market, which face the most
complicated issues.

Opportunity

Traditional banks
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Challenger banks

Accounting 
systems

Payment 
solutions 

Digital tax 
planning 

Budget & 
planning tools Invoicing & 

cash flow 

Banking 
functions 

Access to 
finance 

Competitive 
FX transfers

Marketplace

Services

Providers

Companies like WorldFirst or TrasferWise have completely
disrupted the FX industry by providing a transparent, user
friendly and price competitive FX transfer service.

However, even where improved solutions are available,
SMEs are typically time poor and don’t have the ability or
desire to shop across numerous different
providers for all the services that they require.

The challengers are significantly improving individual
value-add services, but none has committed to providing a
single platform for SME needs.

New providers are appearing in the market with innovative technological solutions that address a
number of SME pain-points.
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With SMEs being targeted by Challenger Banks with ambitious BCA targets, there 
will be a greater need to differentiate through innovative product offerings. To 
stay ahead of the market, they will need to look to an ecosystem of partners…

3. Partnership

Challenger banks have committed to acquiring roughly 50% of market
share. This will require more than just marketing; these firms will need to
provide SMEs with a compelling offering.

Most CIF winners have openly declared their interest in partnership
to enable them to bring products to market faster. If all commitments are
fulfilled there will be over 200 new partnerships in the industry
within the next five years.

Furthermore, there is also room to partner with the incumbents who,
recognising the need to increase their go-to-market speed with new
products, are increasingly open to partnership as a means of achieving this.

One of the challenges facing providers of innovative financial products
and services is in commercialisation and attracting market share.
Markets tend to cluster around hubs – with a small number of well-
connected companies acquiring the vast majority of customers.

The rise of API-led “Open Banking” means that there is now much more
scope for providers of value-add products to reach a larger market. This
is through partnership with firms that are the market nodes.

[..] the Starling Marketplace, which 
allows SME owners to access a wide 
range of third-party financial 
services and software providers to 
personalise their account, will 
include no fewer than 48 new 
partners

“

”Starling Bank CIF 
Public Commitment

The scope for partnership has been increased significantly through the CIF 
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There are significant opportunities for FinTechs and Building Societies to make 
inroads into the SME market, but Big Tech’s Sword of Damocles hangs over 
financial services as a whole…

4. “Non-bank Bank” offering 

FinTechs

Building 
Societies

Big Tech

ReputationProducts Resources Opportunity

• Strong-customer
focus

• Few existing FS 
products

• Rapid product
development

• Limited suite of 
products

• Slow product
development

• Strong-customer 
focus

• Extensive product 
suite (collectively)

• Rapid product
development

• Very strong brands
• Most firms highly 

valued for service
• Some questions 

around ethics

• Generally lacking 
strong 
brand/reputation

• Benefits from non-
association with 
2008 crash

• Highly trusted
financial
institutions

• More satisfied
customers than
with banks

• Vast – Apple alone 
has >$200bn in 
cash reserves

• Most BSs are very 
small and 
regionally focused 
– with limited 
resources

• Mixed, but 
generally resource 
poor (i.e. 
insufficient scale)

The greatest challenge for FinTechs
is often a lack of brand recognition –
overcoming this through partnership
or aggressive marketing will enable
them to leverage strong products

BSs have very strong reputations,
but typically a weak product offering
– by leveraging APIs and partners,
they could overcome this and
provide a compelling SME offering

While none of the FAANG firms has
declared an interest in the SME
market – if they were to do so, they
have the resources and brand
recognition to be highly disruptive

FinTechs and Building Societies could be a match made in heaven, leveraging on the
strong product offerings of FinTechs, and strong reputation of Building Societies –
but the Big 4’s chief fear remains the FAANG firms
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SMEs have been consistently underserved by banks when it comes to accessing 
finance. There is a significant opportunity for alternative finance providers to 
gain market share in the SME sector – a trend already seen in the US…

5. The rise of Alternative Finance

The UK supports nearly £60bn new SME lending per year. In 2017, £2bn
was from AltFi lenders.

The represents continuous rapid growth in the sector since 2010. In a further
decade, if this pattern follows that seen in the US, AltFi could represent 50%
market share, or nearly £30bn annual SME lending.

AltFi has particular benefits that will make it appealing to SMEs, such as funding
commitments that are independent of credit cycles, incentives being aligned with
funders ensuring continued support, and lower rates due to competition. While
providers will have options across the risk spectrum.

AI in lending
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2000
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AltFi SME Lending (£m)

Part of the reason that SMEs
have been underserved in
lending is due to the risk in
dealing with companies with
limited financial history. Often
owners and directors need to
provide personal guarantees to
get finance.

New risk models, utilising
machine learning, are now able
to make precise risk assessments
of firms with limited trading and
financial history. This is making
it possible for innovative firms to
lend sustainably to previously
un-financeable SMEs.

These models can be used as a
basis for lending yourself, or
licensed to other lenders.

One particular area for potential growth is in institutional finance –
superior risk modelling has the potential to unlock billions in new 

funding for SMEs
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1. Growth SMEs
Our understanding of the SME market and next-generation commercial models will enable you to identify your ideal target market.

2. Integrated marketplace
We have supported several clients in establishing marketplaces across the banking value-chain, and our extensive network of FinTech
partners enables us to identify your ideal products.

3. Partnership
We have enabled our FinTech clients to identify and commercialise effective partnership strategies, linking them with product providers
and distribution platforms to effectively go-to-market.

4. “Non-bank Bank” offering
Our combination of banking and FinTech expertise enables us to bring outside-in perspectives to identify key value propositions, and
leverage on your expertise.

5. Institutional/alternative funding source
We have experience working with alternative lenders to scale and commercialise their offerings, from enabling AI-based credit modelling,
to defining next generation operating models.

With a lucrative market on offer, and speed of the essence, we can leverage our 
experience across the key opportunity areas to accelerate your market entry…

How can Axis help you?
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Please reach out to the team to hear more of our views or discuss your challenge in greater detail

Who to contact

Daniel Meere
UK Managing Director 

Axis Corporate

+44 (0) 7894 492 308 

dmeere@axiscorporate.com

Chris Allen
Director, Digital & Innovation

Axis Corporate
+44 (0)7712 300 751 

callen@axiscorporate.com 

Theo Lloyd
Consultant

SME Analysis Lead

Axis Corporate

+44 (0)7557 381 829

tlloyd@axiscorporate.com

Thomas Hall
Manager

SME Delivery Lead

Axis Corporate
+44 (0)7771 590 588 

thall@axiscorporate.com 
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