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The industry has largely Re-capitalized itself, and Capital has proven to be available to the financial sector, especially for larger banks.  In 
addition, there are a now a number of alternatives available for community banks to access capital.  Patriot Financial Partners and FIG 
Partners are two examples of funds and capital sources that are looking to invest in community banks, as well as the traditional broker/dealer 
sources. A byproduct of this capital, however, is that the banking industry is now over two-thirds owned by institutional investors, and these 
investors have specific expectations within given time horizons to achieve desired results. 

Net Interest Margins (see graph below) nation-wide have settled around 3.00%, clearly over 100 bps below historical performance for 
commercial banks.  Interestingly enough, commercial banks and thrifts have merged with regard to margin.  Certainly, these numbers vary by 
region, but the days of 4.00% margins for 
most banks, might be a thing of the past.  Even 
rising rates may not return these numbers to 
historical norms, given the commoditization of 
products, access to technology, and the broad 
competitive nature of the market. 

The Mortgage Business is challenged by 
increased regulation and the end of the “refi” 
market and transition to a purchase market.  
Many community banks are struggling to find 
their place in the future of mortgage financing, 
as the government has effectively taken 
control of this market.   

The Consolidation of the Industry is 
accelerating on both the bank and branch 
levels.  Nation-wide we are now below 6,600 
banks, and improved performance and M&A 
pricing appears to be attracting and connecting 
more sellers and buyers.  In addition, more and 
more Mergers of Equals (“MOEs”) are being considered.  On the branch level, the number of branches continues to drop from a high of 
99,540 in 2009, to 94,715 as of this past June.  Some predictions for further declines in branches lower this number to 65,000 within ten to 
twelve years.  The size, look and staffing of branches are also going through significant change and overhaul, as transaction volumes continue 
to decline. 

Given the difficulty in maintaining margins, along with the challenges of profitably operating fee-based lines of businesses, many banks are 
doing everything they can to Operate More Efficiently, and Manage Costs.  However, this is only a short term solution, and future success 
will ultimately need to come from meaningful and profitable revenue growth at the margin along with balance sheet growth, in addition to 
being supplemented by fees from transaction products (i.e., spread based products) and true fee-based lines-of-businesses like, for example, 
trust, wealth management, insurance, cash management and other merchant services. 

Competition is everywhere from traditional providers such as banks, thrifts, and credit unions.  But the new world of competitors includes 
Bitcoin, Lending Club, Bluebird, Walmart, Amazon, Google, and Apple, to name just a few.  Keeping control of the payment system will be 
key to future banking success.  This may include the need to partner with many of these non-traditional competitors.  Remember, the youth of 
today, who have grown up having access to technology and many of these non-traditional competitors, will someday soon be starting 
families, buying homes, building businesses, and becoming CEOs of companies.  The way they have learned to bank is materially different 
than most of us that have participated in this business for the past 30-40 years and they do not fear these non-bank competitors. 

Finally, much of future banking success will be built around Technology and the ability of community banks in particular to adapt to this 
technology and customer expectations.  This train has already left the station and there is no turning back.  Unfortunately, however, there are 
mine fields as we go.  The easier part is the cost and willingness to adapt.  The more difficult part is the challenges related to cyber security 
and the need for the entire industry to come to terms with this collective challenge, much like the pharmaceutical industry came to terms with 
the Tylenol scare.   

Community banks definitely have a place in the future of the financial services industry.  But it will require the adaption of technology, along 
with an attention to the details of managing revenues, expense, and operating processes and procedures, as well as finding the niche products, 
services and customers within each market area.         

Wishing you all the best in 2015. 

 

 
TKG, as part of our consulting and advisory engagements, frequently evaluates our industry, its trends, successes, and challenges.  We are pleased to 
share our thoughts with you, our valued clients and friends, in the form of this periodic newsletter.  If you would like to discuss anything further, or 
learn more about our performance measurement, strategic planning, regulatory assistance, profit/process improvement or financial advisory services, 
please call us at (973) 299-0300 or visit us at www.kafafiangroup.com. 


