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Introduction

It is exciting to be here at the ICBA Capital Summit, and energizing to be in a room full of community bankers
willing to come to Washington, D.C., and speak with policymakers about the importance of their banks to the
U.S. economy.

Make no mistake, you are the fabric holding the foundation of our economy together.

Community banks hold about 11% of banking assets, but you make 37% of small loans to businesses and 63%
of agricultural loans. 1

In one quarter of our counties, a community bank is the only physical banking presence.

But, sometimes it seems that leaders in Washington . . . whether they realize it or not . . . are pulling the thread
on that community bank fabric, and it is slowly unraveling.

We have lost 2,000 community banks over the last decade, 2 and only 62 de novo community banks were
formed over that same period. 3 

Community banks continue to face rising personnel and technology costs, and succession planning is often a
substantial impediment to the future of your institutions.

You have also faced years of significantly increased regulatory and supervisory burdens. 4 CSBS will soon
publish research that confirms what you already know . . . our smallest banks shoulder a disproportionately high
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cost of compliance compared to larger institutions. 5

More recently, headwinds in the form of inflation, rapidly increasing interest rates, and other economic
uncertainties have challenged your institutions.

Increased competition from nonbanks and difficulty accessing deposits and funding are ever present threats. 6

When community banks disappear, our communities suffer, particularly low-income households. 7 Larger
regional banks and money-center banks simply cannot fill the gap left by community banks, and that means
fewer financial options for consumers.

Challenges … and Opportunities

We absolutely must do better, but I am hopeful that change is on the horizon.

Leadership across the federal banking agencies 8 and in Congress 9 are taking notice of the challenges you face,
and they are showing a real interest in helping. I have never heard a Secretary of the Treasury talk so
passionately about community banks and the need for regulatory and supervisory reform. 10

Community banks that participated in our first quarter Community Bank Sentiment Index share my optimism.
The CBSI reached its highest, most positive level since the survey began in 2019, driven largely by a strong
belief that regulatory burdens would decrease. 11

Your success is especially important to CSBS and our members. States charter and supervise 79% of the nation’s
banks, most of which are community banks. 12 In addition to supervising the safety and soundness of financial
institutions and protecting consumers, many state supervisors also have a mandate to promote economic growth.
Given the role of community banks in local economies, you can quickly understand why the health of
community banks is so important to state supervisors.

We cannot let this opportunity for reform pass us by. So, where do we start?

CSBS Community Banking Priorities

We can start by tailoring regulatory and supervisory requirements to the size, complexity, and risk profile of
individual institutions. 13

Next, we can move away from process-driven, checklist-oriented supervision and focus on core financial risks.

When regulations are targeted at larger institutions, we must prevent “supervisory creep” that applies these
requirements to community banks through supervisory expectations. 14

Arbitrary regulatory thresholds that prevent banks from growing with their communities and the overall
economy should be abandoned. 15

The cost of imposing new requirements and reporting obligations must be weighed against real and articulable
benefits.

Consider BSA/AML requirements. I am a former national security lawyer. Maintaining the financial system’s
integrity is paramount, and no one wants to catch terrorists and criminals more than me.



But, how much time and expense goes to BSA/AML reporting?

For the billions that financial institutions spend on BSA/AML compliance, 16 are national security and law
enforcement officials seeing equivalent benefits? 17

It is incumbent on the federal government – who imposed these requirements on financial institutions – to
periodically ensure that the BSA/AML framework continues to fulfill its primary purpose and that the costs of its
reporting mandates are properly weighed against the benefits of the regime. 18

And this is true for all reporting requirements, such as CFPB’s rule implementing the small business lending
data rule from Dodd-Frank. 19 Are potential customers walking out the door when you ask for information based
on outdated or overly intrusive rules? Are federal reporting requirements actually increasing cyber and privacy
risks at your institutions? 20

Beyond BSA/AML and other reporting reforms, we should also reconsider our policies regarding bank mergers
and de novo bank formation.

New entrants and beneficial exits are critical components of a healthy banking industry. These market activities
support broader financial stability and help provide consumers with continued access to a variety of responsible
financial products and services.

To support investments in new banks and new business models, CSBS has encouraged the federal banking
agencies to remove unnecessary limits on de novo bank formation and beneficial mergers 21 and help foster
innovation and non-traditional business models. 22  These reforms will allow banks – both existing and new – to
better serve our communities and promote economic growth.

Which brings me to a topic I love discussing . . . financial services innovation.

Fostering Community Bank Innovation

The financial services market is ripe for innovation, 23 and community banks must be part of this ongoing
evolution.

Through the effective incorporation of new technologies, community banks can reach new depositors, cut
operational costs, reduce the cost of financial products, and access previously underserved communities. These
new products and services will help deepen the relationship-based business model of community banks.

But as it stands, our regulatory system does not incentivize innovation, and far too often, it is the impediment.

Third-party partnerships are critical for community bank innovation. Smaller banks often lack the budgets,
personnel, and technological skills necessary to develop their own in-house tech stack. Core providers – which
community banks depend on – are often more interested in cross-selling their own products than integrating new,
competitive vendors into the operations of their bank customers.

Banks also face complex operational risks associated with third-party partnerships. A bank’s board and
management must have a clear understanding of how new technologies and services will fit within a bank’s
business model. They must commit time, resources, and personnel to these challenges, because the bank is on
the hook for regulatory compliance issues . . . and that area is fraught with difficulties.



Federal third-party risk management guidance is high-level and generalized. It lacks the operational specificity
necessary for practical, day-to-day application. 24 Current guidance is often more like encountering a series of
“Do Not Enter” signs than following a road map to success. The 17 formal enforcement actions related to third-
party risk management since 2022 25 are evidence of the gap between guidance and reality, and increasingly we
have seen banks abandon third-party relationships. 26

I often wonder whether this is not an area where public-private partnerships can help. I do not think the federal
banking agencies will ever be able to regulate with the speed and agility necessary to keep pace with advances in
technology. Maybe we do not even want them to try. Regulations and guidance that are dated by the time they
are issued can actually impede innovation by picking winners and losers that would have been more effectively
chosen by the market.

The FDIC explored the concept of a voluntary standard setting and certification organization with a request for
information in 2020. 27 Acting Chairman Hill has indicated that he may revisit this concept. 28 And, since the
FDIC’s RFI, several private sector efforts have begun that could serve as the foundation for an effective public-
private partnership. 29

Working in conjunction with state and federal supervisors and other stakeholders, a standard setting organization
could focus on the most challenging operational components of third-party partnerships: due diligence,
BSA/AML, model risk management, information sharing, and interoperability . . . the list goes on. These
standards would provide guidance for vendors that want to build their technology to meet compliance
obligations, and the voluntary certification process would provide a degree of trust for banks, supervisors, and
customers. The standards could evolve with advances in technology.

If we truly want to foster innovation . . . to support a dynamic and competitive marketplace that provides
consumers with responsible financial products . . . we must be willing to try new regulatory and supervisory
approaches.

Distributed Ledger Technology

While we are discussing innovation, it probably makes sense to talk a little about legislation under consideration
in Congress that would create a national framework for stablecoins. 30 In many ways, the framework under
consideration would mirror the dual-banking system – with firms acquiring a state or federal authorization. The
bills would establish  regulatory standards that both state and federal stablecoin issuers must meet.

While CSBS supports a national framework that provides a sound foundation for stablecoins, we have expressed
significant concerns with the bills now moving through Congress. 31 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, and we appreciated ICBA’s recent statement raising several shared
concerns. 32

Instead of narrowly focusing on stablecoin issuance and payments, the legislation would authorize stablecoin
issuers to engage in non-stablecoin-related activities . . . lending, market making, investments. 33 These
additional activities add needless risk, and when juxtaposed against capital limitations in the bills, also
exacerbate financial stability and run risks for the uninsured stablecoins.

More broadly, Congress must carefully consider the impact stablecoins could have on bank deposits. Those
deposits fuel lending in our communities, and if there is a significant migration from community banks to
stablecoin firms, an unintended consequence could be a reduction in lending for small businesses and farmers.



Limitations on interest, yield, and other rewards and a narrow authorization tied expressly to stablecoin issuance
and payments – along with the removal of the broad authorization to engage in “non-payment stablecoin
activities” – could mitigate some of this risk.

Conclusion

Now – perhaps more than ever – we have an opportunity to reset the regulatory and supervisory environment for
community banks . . . to eliminate unnecessary compliance and reporting burdens that drive your operating costs
sky high . . . to foster innovation that will increase competition and help meet rising consumer expectations.

If we are successful, we can help reverse the trend that has led to the loss of so many community banks, and help
encourage the flow of new capital, the creation of new business models, and the formation of new community
banks.

We cannot wait another decade to make these changes. We must start now.

Your voice in Washington is vital, and your success is America’s success.

Thank you.
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