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Thank you for that kind introduction. I would like to thank President Mary Daly and the San Francisco Fed for
the opportunity to participate in this discussion of innovation in financial services.

It is particularly fitting that we are here in San Francisco.

American dynamism relies on competition, innovation, and grit. You cannot visit California without thinking of
the hundreds of thousands that raced to the western slopes of the Sierra Nevadas in 1849 seeking their fortunes.
Those 49ers were entrepreneurs. They took risks. They innovated. They had to be resilient. And, the economic
and infrastructure boom that followed their arrival established California as an economic power – not just for the
United States, but for the world.

That same spirit is evident today in Silicon Valley. Some of the world’s greatest new technologies have sprung
to life from the dreamers and creators working out of garages and basements just down the road. Their passion
and drive are building the world of tomorrow, and the technology they have developed affects every part of our
daily lives – including how we access and use financial services.

Financial technology has been a favorite of venture capitalists for some time. The impressive $21.5 billion that
flowed into the sector last year was actually the lowest level of funding since 2016.  New discoveries in areas
like artificial intelligence present opportunities to reach underserved populations and cut costs for financial
products and services.1

There is a reason that investors find this sector so tantalizing . . . the financial services market is ripe for
innovation. Banks should be leading the charge, and yet 40% of banking systems are built on COBOL, a 65-
year-old programming language.2

It is critical that our dynamic banking system continues to flourish by developing innovations from within and
by partnering with third parties that are bringing new technologies and ideas to banking.
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These partnerships are particularly important for community banks. I have talked at length about the headwinds
facing community banks – costs of personnel, technology, and regulatory compliance, competition from non-
banks, access to funding . . . the list goes on and on. We have lost 2,000 community banks over the last decade,
and we must reverse this trend. Community banks are too important to our American economic system,
particularly for small businesses, farmers, and their local communities.3

So, why is innovation important for community banks? To reach new depositors. To cut operational costs. To
reach underserved communities and reduce the cost of financial products. To provide new products and services
that support their customers – deepening the relationship-based business model. Technology also presents
opportunities to develop new operating models, including for de novo institutions.

But as it stands, our regulatory system does not incentivize innovation. Why try something new when the lack of
clear, operational guidance means you are risking the wrath of your regulators on top of more complex execution
risk? Would you attempt new partnerships or technology-based strategies in the face of 17 formal enforcement
actions related to third-party risk management since 2022?4 Is that effort to innovate courageous or fool-hardy?

Regulators must take a step back and reflect on what we have done that may have hindered responsible bank
innovation and start asking what we can do to foster a stronger, more dynamic financial services marketplace.

Innovation is especially important to state regulators. The states have a responsibility to oversee safety and
soundness and protect consumers, but they also have a mandate to encourage economic growth. State regulators
supervise both banks and non-banks, and these non-banks are often the very institutions banks are seeking as
partners.

Working with industry and other stakeholders, state supervisors have been putting significant thought into how
to nurture innovation in financial services. With the proper guidance, we believe community banks and their
technology partners can push into new frontiers, bringing innovative products and services to their customers
responsibly and efficiently.

While the federal agencies have issued extensive guidance on third-party relationships, we consistently hear
from banks that this is simply not enough. They say the guidance is fine for boards, but it does not address
practical, day-to-day applications. What we hear most often is the need for targeted, risk-based, operational
guidance. Guidance that provides a roadmap for the types of relationships banks want to start – deposit taking,
lending, custody, or payments.

There are other interesting areas that demand our attention, such as distributed ledger technology. Congress is
currently debating a national framework for stablecoin issuers.5 In many ways, the framework would mirror the
dual-banking model with firms acquiring a state or federal license. The framework itself would provide a
regulatory floor that both state and federal stablecoin issuers must meet.

Stablecoins are an innovation in direct response to our payment system’s own age and stagnation.6 The
underlying technology may help produce faster and potentially cheaper transactions. Stablecoins may also help
resolve some of the currency exchange issues that have plagued both consumers making remittance payments
and, on a grander scale, multinational companies looking to take their cash out of more remote markets. But the
regulatory approach to stablecoins must keep in mind that technology alone cannot solve traditional financial
regulatory challenges, including the importance of meaningful capital and the predictability required to gain
consumer confidence in any new financial product.

While CSBS supports a national framework for stablecoins that provides a sound foundation for the new
technology, we have expressed significant concerns7 with the bills now moving through the Senate and House.



Stability born of sound financial guardrails and predictability that establishes consumer trust are key components
for any stablecoin bill. We do not believe the current bills meet these objectives.

Instead of a narrow authorization for a new business model and technology . . . focusing on issuance and
payments . . . both bills open the aperture for adventures in other areas – lending, market making, investment.
These additional activities add needless risk, and when juxtaposed against capital limitations, also exacerbate
financial stability and run risks.

The bills also fail to provide for parity between state and federal licensees – a critical component in the success
of our dual banking system. This dynamic and competitive environment is a feature of the dual banking system,
not a flaw. We should not retreat from it in our national stablecoin framework.

State regulators want to find ways to help banks innovate and succeed, and we are not alone. Both FDIC Acting
Chairman Travis Hill and Fed Board Governor Miki Bowman have indicated their support of banking
innovation.8 We are encouraged by their comments and believe that we can work with our federal partners to
foster American dynamism in the banking sector.

If we want to succeed, we are going to have to remember what worked for the 49ers. They took risks. They
innovated, and they were resilient.

I look forward to our conversation about how we can do exactly that for American financial services.
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