Bank Relationships

A recent survey by Close Invoice Finance revealed that

Almost half (49 per cent) of business owners and directors have not seen their bank manager for a year or more; more disturbingly nearly a quarter (23 per cent) can’t remember the last time they met.

It appears that they would rather see their Dentist than their Bank Manager


This survey of 200 small and medium-sized enterprises (SMEs) suggests that businesses are less than impressed with the service they get from banks. A majority (58 per cent) of respondents claim bully-boy tactics are employed to encourage them to place all their banking and financing with one provider rather than allowing them to shop around.

The downturn appears to be colouring the outlook of the 200 SMEs surveyed, with more than a quarter (26 per cent) fearing banks will pull the plug on their funding if the economic situation fails to improve.

The impression given is that the era of call centres and margins have see the elimination of the ‘traditional’ Bank Manager

These findings require closer scrutiny, whilst umbrella jokes remain, it is important that the relationship with one of the key Stakeholders in the SME business is kept under constant review, on the one hand the annual review may be no more than a cursory glance by The Bank, (assuming there have been no breaches of the lending terms) with the usual fees debited and then the file shelved, this is fine whilst business is stable (excluding growth models), on the Other hand, even when the weather is fine, it will do absolutely no harm, and indeed will be to the good if the Bank are kept informed of the business performance.

A look at any of the High Street Bank’s websites and their mission statements will show  notions and values  relating  to the business partnership and wanting to do well out of the relationship, and indeed the reluctance to  pull plugs in this day and age is symptomatic of the reluctance of Banks to cut and run as they used to, but prefer businesses to be referred to their specialist recovery departments.

So, the advice must be to any businessman, that whatever the prevailing business conditions, regular communication with your Bank is paramount, thus keeping a credibility line open when times get tough, or indeed receiving investment advice for the cash mountains when times are good.

Banks will still want to lend to good business propositions whatever the economic climate.

However, how have the Banks responded to the apparent SME behaviour of being kept at Arms length and not being treated as a partner?

,it is noticeable that several of the smaller banks have increased their market share in

England and Wales (HBOS, Alliance & Leicester and Abbey have

moved from around three per cent to nine per cent collectively) and

are looking to increase this growth. 

The Four Main High Street Banks has correspondingly fallen, and their margins are becoming eroded as competition between them becomes more intense.

Although there is a level of inertia in switching Banks, the rate of switching (around four per cent per year –similar to the rate in 2002), there is evidence that SMEs are now

more likely to consider a move to one of the smaller banks, and are

more price aware

SMEs are tending to bank with more than one provider. 

Technology is playing an increasingly important role in the

business banking market. In key parts of the market, the increasing

proportion of customers using internet technology has reduced the

need for Manger contact. Automated payments technology has

enabled banks to develop more sophisticated pricing structures

Customers are now more price savvy and more information is now available to compare rival banking rates.
So why on the one hand, Basks are feeling left out of the relationship and seem to be suffering from bad press, but on the other hand, SMEs seem to be reluctant to engage  with their Key Funds supplier

I suppose one of the key pivotal moments in recent history was the report  in  March 2002  by the Competition Commission (CC) their inquiry; ‘A report on the supply of banking services by clearing bank to small and medium-sized enterprises within the UK’ found that1

 there to be a complex monopoly situation which was

against the public interest and recommended a number of behavioural

remedies to enhance price competition, reduce the barriers to entry, make

switching quicker and easier and to make the market more transparent.

The findings of a follow up report by the OFT are inserted verbatim heret

‘Most new businesses (those that had been trading for less than two years)

still chose to bank with one of the four main clearing banks. This was

because the key factors driving the choice of businesses’ main bank

account remained having a personal account with the bank and the

location (proximity) of the bank to the business. As was the case in 2000,

the majority of new businesses did not shop around when choosing their

business account (42% cf. 43% in 2000). Of those that did shop around

the majority approached the main four banks, although in 2006 almost half

also approached one or more smaller banks.

The factors considered most important in a businesses’ relationship with

their main bank remain;

􀂾 Obtaining reasonable charges/rates of interest;

􀂾 The quality of the relationship with their bank manager;

􀂾 The bank being conveniently located.

Whilst the majority of businesses (78%) remain satisfied with the overall

performance of their bank, this proportion has decreased significantly

since 2000. In 2006, 78% of businesses were very or quite satisfied

overall with their bank’s performance compared with 83% of businesses in

2000 and there has been a commensurate increase in the proportion who

were dissatisfied (up from 9% to 13%). The larger the business the higher

the satisfaction. Those using smaller banks were also more likely to be

satisfied (84% cf. 78% using the main four banks).

 Charges and interest rates were still the main cause of dissatisfaction (as

they were in 2000) and although satisfaction with the level of charges has

shown a small but significant increase (up from 52% to 56%), the

proportion dissatisfied remained at 29%.

 Smaller businesses were the most likely to be dissatisfied with their bank,

particularly in terms of the level of charges and knowledge of their

business and its requirements. The higher overall satisfaction of those

using the smaller banks was driven by higher satisfaction with the level of

charges and rates of interest. They were less likely to be satisfied with

other aspects of the banks services than those using the main four banks.

 Despite the drop in overall satisfaction between the two surveys, when

asked directly, most businesses felt that the quality of service has

remained the same over the last few years (67%). Only 14% felt it had got

worse, but this included almost half the (mainly smaller) firms who were

dissatisfied with the overall performance of their bank, suggesting that

views are becoming more polarised.

However, businesses’ perception of changes in the level of charges over

the last three years, since the transitional undertakings were introduced,

was split with similar proportions thinking that the level of charges has

remained the same (41%) or increased (43%). Only 7% felt charges had

decreased. Smaller businesses were more likely to think that charges had

increased. Most businesses also felt that all banks and building societies

charged about the same as their own bank. Customers of smaller banks

and switchers were the most likely to feel they were getting a better deal.

The lack of impact of the transitional arrangements, particularly on

businesses’ perceptions of charges reflects the fact that:

􀂾 Only just over half (58%) of businesses in England and Wales were

aware that they were receiving either interest on their current account

(50%) or free money transmission (8%);

􀂾 Customers of smaller banks in England and Wales were more likely to

be receiving interest on their currents accounts (68% cf. 47% for the

main four banks); similar proportion were getting free money

transmission;

.

Furthermore, only a third of businesses (32%) surveyed in 2006 had tried

to negotiate prices with their main bank and these were most likely to be

the larger businesses. The comparable figure in 2000 was significantly

higher at 49%. The charges most frequently negotiated remained

overdrafts and bank charges and most firms that negotiated were

successful.

The majority of businesses felt charges were suitably transparent (83%),

although 15% did not. Similarly, most businesses who had switched or at

least considered switching provider in the last three years had found it

easy to compare pricing information between banks (65%), although a fifth

had not. However, it is of note that those who considered but did not

switch were more likely to express negative views on both counts.

Half of businesses felt they received sufficient information on unauthorised

overdrafts, but 15% did not, whilst the remainder could not comment as

they had no experience on this issue.

So, to some extent the Banks are a victim of their own behaviour, whilst there have been pressure to reveal the true nature of their fees and charges for comparison purposes and whilst also they have been successful in streamlining their model via the use of Internet technology and to some extent have commoditised  there services, it can be no surprise that this dehumanization of the banking relationship has led to the state mentioned in the first paragraph that SME entrepreneurs have not met their Bank Manager, because basically he does not exist !
With the regionalisation of Banking , managers are more geographically remote from their customers and this also has led to further feelings of Alienation, therefore Banks should not feel surprised that they are not always informed of changes in their customers circumstances until after the event.

Pressure is also on the Banks as a result of the recent Economic woes and their own Code of Practices and their perception to risk.

Basle 2 has changed some of the Banking relationships, but their reaction to corporate downturns remains a reaction, i.e an after the event ( and often kneejerk) response, what is required is a further  IT infrastructure and a series of risk indicators based on predictive modeling to be able to spot early signs of Corporate Changes, something the old fashioned chat with the local Branch manager used to elicit in a subtle way.

It would not be beyond the wit of any high street bank to further develop a scoring matrix or some sort of balanced scorecard approach to spot or even predict changes in customer circumstances.

In the Eighties, the more intensively cared for Customers of HSBC (then Midland) used to have to complete a rudimentary statement of affairs, this was a basic attempt to understand the business and it’s trends, I do not see this process today , and indeed with the use of IT the completion of such information should be relatively easy.
This has to be the way forward if Banks are to maintain a proper service to it’s customers.
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