
T
hroughout my work as an advocate for community 
banks and credit unions, as well as in my daily 
business operations, I am consistently asked about 

how the industry is evolving and where it is going. Right 
now, people are looking for guidance and comfort to 
navigate through change and a difficult economic 
climate. This led to my writing of Too Small to Fail—a 
call to action for community-based financial institutions 
to claim their leadership position of economic stability 
and growth. 

Rebuilding 
For the overall economy to recover, 
community-based financial institutions 
must be allowed to do what they do 
best: serve their local communities 
and small businesses.

By Louis Hernandez, Jr.
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Previous to Too Small to Fail, I had 
written several white papers addressing 
the needs of the industry and what is nec-
essary to produce economic growth both 
nationally and locally, pointing out that 
the key strength lies within community 
banks and credit unions and their relation-
ship to Main Street America. However, 
because of the limits that white papers 
present, I decided it would be more ben-
eficial to write a book that would foster 
a more in-depth discussion, and bring to 
light what many of our national leaders 
are refusing to talk about: Our communi-
ty-based financial institutions came into 
the recession healthy, yet are emerging 
weaker than ever, while large corpora-
tions and “too big to fail” banks produce 
record profits.  

When I talk about “too small to fail,” 
I am referring to the more prudent com-
munity-based institutions that largely 
avoided the subprime mortgage crisis 
by maintaining direct ties to their com-
munities. This collaborative network of 
community banks and credit unions has 
shown consistent value, reflecting a rel-
atively unique pillar of stability for our 
economy. They are too small to fail be-
cause they can be the drivers of an eco-
nomic turnaround. The financial sector 
may be the ideal industry to stabilize the 
markets and drive the economic engine. 
Trusted community institutions—as op-
posed to the large banks which consum-
ers no longer have faith in—can lead 
the way.

Obviously, what will play a large 
role in the ability of the nation to move 
forward with economic recovery is 
the new financial regulations and how 
they will affect community-based fi-
nancial institutions. The interpretation 
of these new regulations over the next 
few months and years will impact our 
industry, as well as the economy for a 
very long time to come. This presents 
a unique and critical opportunity for 
community-based financial institutions 
to lead the interpretation. Our economic 
vitality is dependent on the health of 
Main Street America, and community 

banks and credit unions need to claim 
their position as the pillar of their lo-
cal economy, driving economic growth. 
There is great interest from all industries 
as these developments move forward, as 
it will determine the viability of the na-
tion, its services and its products.

There are economies of scale in com-
pliance costs which place substantially 
more pressure on community banks and 
credit unions than their larger counter-
parts. Applying regulations generally to 

address the practices of a few institutions 
impose costs on all – directly or indirect-
ly. Since TARP, compliance costs have 
been increasing dramatically, to the point 
that it forces organizations to consider 
how large it has to be to just stay in busi-
ness. In the past, when small banks were 
acquired a new group within the commu-
nity would get together and start a new 
bank.  This is no longer the case.  Policy 
makers were forced to concentrate on the 
immediate need of near term issues, but 
in the end, promoted legislation, which 
allowed big banks to get bigger, healthier 
and more competitive. Unfortunately, the 
fall out left community banks and credit 
unions (which were healthy going into 
the crisis) unintended victims of this leg-
islation which continues to affect a group 
that was not participating in the subprime 
mortgage collapse.

Currently, loan demand is still soft, 
and if you talk to community bank and 
credit union leaders, they are cautious. 
When discussing what their main busi-
ness concerns are, their facial expressions 
change dramatically when they discuss 
the cost of compliance, interchange fees 
and the looming interpretations of Dodd-
Frank. Simultaneously, these leaders are 
deeply concerned about fee income com-
ing under attack.

The argument that Dodd-Frank will 

not affect community banks and credit 
unions because they will not be regulat-
ed by the law is not valid – it is naïve to 
think that there will not be a trickledown 
effect. Throughout the history of similar 
legislation, such as with interchange fees, 
the Fed will look at the rates, which will 
trickledown to the pricing for commu-
nity institutions. Unfortunately, the policy 
makers and legislators are continuing with 
this practice. The expectation from REG 
E is a 33% drop in overdraft fees. 

Dodd-Frank is simply not designed to 
promote the health of community institu-
tions. Like TARP and REG E, the trickle-
down effect of changes, like the interchange 
fee amendment, will ultimately impact fee 
income. In the aftermath of the financial 
crisis and bailout, the financial industry 
has grown smaller and more polarized. 
The largest 1% of banks are controlling 
78%ofassets and 39 percent in deposits. 
The rest is spread out among nearly 15,000 
banks and credit unions, all of which must 
succumb to the Dodd-Frank Act. 

Due to the mistakes of their larger 
cousins, community institutions are pay-
ing skyrocketing compliance costs and 
future premiums to keep the FDIC’s in-
surance fund solvent. Because of these 
requirements, they are no longer able to 
do what they do best, lend to small busi-
nesses, one loan at a time, and holding 
those loans to maturity. Small business is 
the key to get the economic engines fired 
up, but it is foolish to believe that this can 
be done through large banks only. Com-
munity banks have historically held a 
larger percentage of their total assets as 
small business loans, playing a vital part 
as the lubricant of small business funding, 
impacting new job creation and benefit-
ing the economy as a whole. We need to 
ensure that the suffering of community 
institutions does not stagnant hopes of 

Obviously, what will play a large role in the 
ability of the nation to move forward with economic 
recovery is the new financial regulations.
“ “
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economic recovery. 
The banking industry is changing more 

rapidly than ever before, yet the industry 
has some of the oldest technology in use 
today. It had breakthroughs in the 1960’s 
but this technology hasn’t been updated 
since—new technology is layered upon 
the old technology simply masking its 
inherent weaknesses. There needs to be a 
replacement of legacy systems for com-
munity-based financial institutions to bet-
ter compete and tap their trusted financial 
relationships, client affinity, community 
presence and personalized service. 

Technological advances have had a 
major impact on globalization. Almost 2 
billion people (25% of the world’s popu-
lation) are connected to the Internet. The 
American Bankers Association found 
through a survey that 25% of bank cus-
tomers like doing their banking online. 
Through technology, a financial institu-
tion can serve customers no matter where 
the institution is located and use technol-
ogy to build its brand. Other financial 
service providers take advantage of tech-
nological interconnectivity—NG Direct, 
USAA, Discover Bank, Ally, and HSBC 
Direct—and so can community-based fi-
nancial institutions, and in new ways that 

leverage their competitive strengths.
Interconnectedness has led to con-

sumers demanding more products, ser-
vices and conveniences. Our industry 
must meet those demands. A big piece of 
navigating forward and meeting today’s 
challenges is technology. Our technol-
ogy must be the right technology for to-
day and the future.

The entire business model for our 
industry has changed and created a mo-
ment of clarity for the value of communi-
ty banks and credit unions, and we need 
to communicate this message. No matter 
what business you are in, large or small; 
to thrive in your industry it is necessary 
to capitalize on your innate brand. This 
is of the utmost importance to commu-
nity-based financial institutions that now 
have the capabilities to take their local 
brand and make it global. 

Regardless of where an institution is 
located geographically, the globalization 
and interconnectivity of people affects 
that institution. There’s a pressure today 
for all business to serve a more global 
marketplace. The flow and interconnec-
tivity of information is so immediate be-
tween entities and individuals that finan-
cial institutions now must consider what’s 
happening in other parts of the world, 
even if they’re focused locally because 
doing so creates expectations and higher 
awareness of the world and reinforces the 
fact that we must think globally. Commu-
nity banks and credit unions can lead the 
economic turnaround, one community at 
a time; just a few extraordinary leaders 
are needed. But for an individual to be an 
extraordinary leader, that are certain char-
acteristics that they must embody. The 
degree of uncertainty we face today will 
redefine how leaders compete moving 

forward. Qualities such as agility, flex-
ibility and drive are important, but above 
all else, today’s leaders must anticipate 
change and be well prepared for what that 
change may bring.

Community-based financial institu-
tions are catching the shrapnel post-cri-
sis. In the next three to five years, 2,500 
community banks will disappear and 
1,000 to 1,500 credit unions will close 
or consolidate if their costs do not come 
down. It is impossible to start a new bank 
unless you raise a substantial amount of 
cash, something that big banks are cer-
tainly not lacking. The FDIC approved 
1,300 bank applications during this de-
cade, but only three this year. 

Yes, it is a good idea for the big banks 
to be forced to adhere to new compliance 
regulations and examine each of its loans. 
However, because of deeper relationships 
community banks and credit unions hold 
with their customers and their more pru-
dent practices, from inception most of 
the onerous and costly extra work being 
forced upon them simply drives costs up 
and does not improve credit quality. 

In the battle of Wall Street banking 
and Main Street banking, it is clear that 
unintended consequences of financial 
legislation remaking it harder for the 
community institutions, the lubricant of 
local economies, to serve their communi-
ties. Community banks and credit unions 
largely work and live in the neighbor-
hoods they serve, have lower charge off 
rates and hold much of their paper to ma-
turity. Unfortunately, we are putting their 
very survival into question as a result of 
public policy. Now is the time to drive 
innovation, lower costs and prove that 
our community-based financial institu-
tions can deliver economic growth. ❖

Louis Hernandez, Jr. is author of “Too Small to Fail: How the Financial 
Crisis Changed the World’s Perceptions” advocate for community-based 
financial institutions, HSBC board member and chairman and CEO of 
Open Solutions Inc., a provider of integrated enabling technologies. To 
learn more about Louis Hernandez, Jr. and his book “Too Small to Fail,” 
please visit: www.facebook.com/toosmalltofail.
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