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Abstract 7 @

With small and medium businesses (SMBs) increasingly turning to alternative
providers for quick financial solutions, fintechs and large technology companies
have slowly taken over the SMB market share from incumbents. Over the last few
years, traditional banks’focus was centered more on retail and large commercial
customers and the SMB segment was neglected. However, the economic crisis
unleashed by the COVID-19 crisis offers banks and financial institutionsan
opportunityto re-establish primacyin the SMB segment.This white paperdiscusses
how banks can build an ecosystem to serve their SMB customers through the entire
business lifecycle. It also highlights how banks can leverage ecosystemsto deliver
new services that go beyond traditional offerings, which in turn will help SMBs grow
and revitalize their businesses.
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Transforming SMB Banking: Moving from ¢
Transactions to Relationships

In response to the surge of fintechsin the SMB banking space, banks attempted to enhance their services and formalize it as
part of their business strategy. However, the COVID-19 crisis has resulted in the SMB segment taking center stage. Banks have
had to stepin as a conduit of government aid programs in many countries.To help SMBs tide over the crisis, funds under
government aid programs are being funneled through banks.

Banks must grab this opportunity to handhold SMBs through trying times and ensure
that the intimacy generated during this period fructifies into strong, long term
relationshipsresulting in greater

wallet share. Banks must redefine their role and evolve into

change agentsin the post COVID world by facilitating the

recovery of SMBs in turn rejuvenating economies. In doing so,

banks will have to relook at their existing SMB portfolio, craft

innovative offerings beyond traditional offerings, and ensure

effective delivery.To achieve this, banks will need to move to

ecosystem modelsand bring in new capabilities through ecosystem partners.




Reimagining SMB Customer Experience
through Ecosystem Play

4

Customer expectations in most industries today are set by technology giants. Customers that are part of a technology ecosystem are accustomed to
comprehensive services that cover most of their needs. SMBs have similar expectations from their financial service providers.They prefer banks that are one-
stop-shops and cater to all their needs, instead of having to tie up with multiple solution providers. The one-stop-shop experience will setthe benchmarkin
customer expectationsin the post COVID-19 era.

A major pain point for SMBs is managing administrative tasks such as accounting, invoicing, handling payrolls,
managing insurance, and paying utility bills. Dealing with individual providers for each of these services eats

into a firm’s time, diverting attention from more value-adding activities like exploring new opportunities,

meeting clients, and developing new offerings. Banks must grab this opportunity to support SMBs by creating <
a single digital platform that brings together a variety of services to handle time-consuming administrative
tasks. Addressing such long-standing pain points will not only help banks to drive

engagementbut also lay the foundation for a long-termrelationship. It will also pave the

way for banks to become an integral part of SMBs’day-to-day operations and increase wallet share.'

Clearly, there exists tremendous scope for banks to create beyond-banking digital ecosystems that meet SMB customers'needs through a single, readily
accessible platform. Besides creating new revenue streams, such ecosystems will free SMB entrepreneurs to concentrate on their core business activities,
allowing banks to focus on developing new value propositions. In our view, banks must engage with SMBs across the business lifecycle-launching the
business, runningthe business, and growing the business.

'TCS, SME Banking: Ushering in Winds of Change with Open Banking, Nov 2019, Accessed August 2020, https://www.tcs.com/ushering-in-winds-of-change-with-open-banking
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Launching the business

Helping SMBs at the inception stage with registration and other legal formalities can help banks source new customers and build intimacy. A business
registration solution that integrates government businessregistries and a checkingaccount opening service can help reduce barriers to establishing new
businesses.The solution can also include tools to build a digital storefront for the business, thus helping SMBs to quickly establish an online presence and
start generating revenue. Property portals can be embedded into the ecosystem to help SMBs rent business premises and begin operations.

Running the business

Developing an SMB ecosystem allows banks to access data. For example, banks can integrate accounting packages and enterprise resource planning (ERP)
systems into banking platforms to link business transactions with the actual movement of cash in the checking account. Real-time access to such
transaction level data combined with visibility into upcoming payments and receivables can enable profiling of SMB customers to proactively recommend
credit products. Forinstance, when an analysis of transactions reveals potential cash flow mismatches, banks can reach out to SMBs with temporary credit
facilities. This approach goes beyond the traditional method of judging credit needs based on financial statements. Transaction based credit assessment
can facilitate cash flow-based lending as opposed to collateral based lending.This type of lendingis ideal for startups and technology-oriented businesses
without collateral. Additionally, access to transaction level data can help banks to provide paymentand collection management services to SMBs. For
example, the bank’s platform can automatically schedule payments to key suppliers subject to customer approval.
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Growing the business

Banks can help SMBs to identify new growth opportunities by plugging them into business-to-consumer (B2C) and business-to-business (B2B)
marketplaces. Marketplaces can be established to connect SMBs and enable them to do business with each other. This is especially helpful for B2B
businessesin niche industries as they usually find it challenging to find new customers. An additional benefit is that banks can provide insights on the
financial health of such parties; consequently, SMBs can steer clear of dealing with financially unsound entities. Embedding networking forums into these
platforms can help SMBs to interact with their peers, and gain from each other’s experience.

Building a digital ecosystem that brings together large corporations and their SMB supply chain partners on to a single platform can help banks
significantly enhancetheir supply chain finance offerings. Embedding capabilities to track and verify invoice payments can facilitate digitalization of the
invoice discounting process and deliver faster creditto SMBs.

Offering advisory services through these platforms is another avenue for banks to engage with their SMB customers. For example, banks can perform
diagnostic exercises to identify areas where cash flow can be unlocked toimprove liquidity and optimize working capital. This can be delivered eitheras a
bespoke solution or as a digital toolkit that enables comparison of working capital performance with peers and industry benchmarks. Additionally, banks
can offer insights on local consumer demographics, the market, and competing products by analyzing retail banking customer spends. In fact, some banks
have already embraced the ecosystem concept - a leading Indian bank has created a digital ecosystem to enable seamless connections between
companiesand their supply chain network constituents.?

2 |CICI Bank, CorpConnect:Digital Financial & Supply Chain Platform, Accessed Sep 2020, https://www.icicibank.com/html/en/sme/digital-finance-supply-
chain.htmI?ITM=nli_cms_HOMEPAGE_cardslider_sme_index_corpconnect_btn
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Building Digital
SMB Ecosystems ¢

Putting togethera digital ecosystem integration platform and co-developing SMB specific
offerings in collaboration with partners will help banks delivera unique value propositionand
enhance experience.To build an SMB specific digital platform, banks must:

» Curate a network of ecosystem partnersin their respective service or product lines
* Runa pilot to test market acceptance and subsequently scale up by adding partner offerings

* Ensure seamlessintegration of the platform and ecosystem partners’'solutions with
customers’systems as well as banks’systems

» Adoptrobust privacy and security frameworks to ensure compliance with requlatory norms
on data sharing

» Design the ecosystem platform either as a standalone application orintegrate it with existing
applications



Developing platform capabilities like digital marketplace and adaptive supply chain
finance models help tap opportunities across the value network by enabling
horizontal and vertical interactions between banks'customers. Additional platform
capabilities like forecasting and analytics toolkits can drive insight led customer
engagement and decision making. In addition, banks must explore multiple
monetization avenues such as designing bundled offerings and identifying cross sell
and upsell opportunities based on insights driven profiling. Revenue can also be
generated through subscription fees for ecosystem offerings, commission on
revenues generated by partners via the ecosystem, and fees on insights and market
intelligence provided to ecosystem partners. Digital ecosystems can also deliver
indirect benefits such as higher net promoter scores. Furthermore, bundling services
that help with running and growing the business can increase customer stickiness.

(Cs |

TATA
CONSULTANCY
SERVICES




a TATA
l ‘ E CONSULTANCY
SERVICES

The Bottom Line 7 €

Banks have always played a key role in SMBs’ day-to-day operations through their checking
account offerings. However, many SMBs have turned to alternative providers for other
financial services due to banks’inability to craft targeted offerings for the SMB segment.The
COVID-19 crisis provides traditional banks an opportunity to regain their supremacy in the
SMB banking segment given that they are the primary channel for the flow of government
aid. Banks must capitalize on this opportunity by building digital ecosystemsto support
SMBs through different stages of the business lifecycle. Creating such customer lock-ins will
increase switching costs and help banks identify new growth opportunitiesto thrive in the
post COVID-19 era.
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