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We live in “interesting” times.
Smartphones, quick loans, mobile wallets, cybersecurity, big data... Banking has long been a traditional,
conservative industry that hummed along for decades with little change.

This is beginning to change, but slower than we’d like.
Banking is an industry ripe for disruption, thanks to technology, legislature and consumer behavior
shifts, yet hampered by overly-strict regulation that prevents the very changes required to innovate.
This complicated beast of an industry can’t change unless it’s helped along–banks, politicians and
businesses working together to untangle this incredibly complex knot that’s been created to create
meaningful progress.

Since it has a direct impact on businesses and consumers alike, it’s helpful to understand what’s
happening.
Let’s take a look at a few of the most prevalent challenges that are top-of-mind within the banking
industry, and why they are happening.
1. We expect seamless, smooth service online and off, yet the actual customer experiences banks
deliver are slow to improve.
2. Banks are hampered, sure, but where’s the innovation?
3. Satisfaction & loan approvals are higher at small local banks, yet new banks aren’t opening.
4. Corporate America.... Corporate Arizona... has money, but they aren’t spending it.
5. Excessively tight laws continue to negatively impact business loan approvals.

INSIGHT #1

We expect seamless, smooth service online and off,
yet actual customer experiences banks deliver are slow
to improve.
Even as it strives to change, banking is still a single transaction world.
It’s largely focused on the loan, the deposit, the withdrawal, the mortgage, the credit card rather than the financial relationship as a whole. Rarely does one bank handle the entire
financial relationship for a customer, much less the personal AND business aspects.
It’s divided.
Why? Because banks struggle to deliver the kind of customized marketing and communication
we’ve come to expect. Their marketing is hampered by compliance, privacy, regulation and
other issues that cripple its growth and effectiveness.

One-to-one marketing is mostly absent.
According to the 2016 Retail Banking Trends & Predictions report by The Financial Brand, “It is
no longer adequate to wait until the customer or member walks into a branch or decides to
purchase a new product online or via a smartphone. Instead, banks and credit unions must
engage customers at every stage of their purchase journey – not just because of the immediate
opportunities to convert interest to sales, but because two-thirds of the decisions customers
make are informed by the quality of their experiences all along their journey.”
This is happening far too slowly, and consumers are less than excited about their banks.

According to The Millennial
Disruption Index as quoted in this
Forbes article by Josh Steimle, “the
nation’s leading four banks score
in the top 10 for least loved
brands of millennials, and 73% of
this massive generation of
customers would be more excited
about innovative financial services
that came from Google, Amazon,
Paypal, Apple or Square, than from
their banks.”
“It seems there’s a lack of
confidence in, or at least not much
enthusiasm for banks among the
world’s largest group of
customers.” It’s not just
millennials who feel this way.

There are also trust issues hampering the same use of mobile technology that could encourage
innovation, customized marketing and a smoother customer experience. Sixty-nine percent of
the population is concerned about mobile banking security and 38 percent don’t trust the
technology used.

Community banks may have an advantage.
According to Jill Castilla, president and CEO of Citizens Bank of Edmond, “Consumers are craving
a unique, customizable financial experience with an institution that’s fiscally and socially
responsible. This lends itself to the community banking model. Despite mounting regulatory
challenges and competition, community banks can remain competitive because of nimbleness
in making decisions.”
As today’s largest banks struggle
with cumbersome legacy
technology and slow-moving
processes, the ability for smaller
community banks to dominate in
customer service within their local
communities are expanding.
They’re able to be more nimble
than major chain banks and react to
their smaller marketplaces faster.
Unlike a major bank, who can slow
or stop mortgage and personal loan
approvals in markets that are
struggling with economic or
financial woes, and move their
funding and customer growth
activity to more stable markets,
community banks pull from a more
limited micro-community. They
have a much more vested interest,
with their success as a local
business hinging on their client’s
successes within the same market.
They don’t have the luxury of exiting the market. To remain in business, they must be more
flexible in loan approvals and customer service than their larger brethren. Community banks
are under more pressure to provide superior local customer service and meet customer
expectations, and are often more successful doing so than larger banks.

Lack of customer experience innovation has a high cost
Big or small, ALL banks are searching for answers and progress despite the barriers.
Much like the taxicab industry disrupted by technology companies able to bypass their most
significant issues–such as Uber and Lyft--banks lack of customized marketing and a positive
customer experience has opened the door to new types of competition.
They’re losing ground to online lenders and crowdfunding platforms who don’t have
compliance issues (they aren’t banks) and can more easily deliver a streamlined customer
experience.
(The flip side of that lack of compliance? Non-bank lenders aren’t subject to the Truth in
Lending Act or regulation around interest rates and terms. Ouch. )

Sooner or later, there must
be a marriage between
banks and financial
technology companies
(fintech), each helping
the other to become more
integrated and streamlined,
as today’s customers
expect. If they don’t merge
in some way, then banks
must emulate their
platform, with a more
positive customer
experience.
It’s essential.
Improved mobile
experiences is an excellent
start, where many banks are
actively focusing on, but
banks must move faster to
improve customer
experiences both online and
off.
Overcoming barriers to
make this happen won’t
occur in 2016.
According to Jerry Ernst,
president and CEO of
Horizon Community Bank, it
will take three years or
longer—but it’s inevitable.

INSIGHT #2

Banks are
hampered,
sure, but
where’s the
innovation?
In the banking
industry, customer
experience isn’t the
only area that is slow
to improve;
innovation has been
limited.
Banks are able to
digitize how they
offer and deliver
some bank processes,
such as opening
accounts online, optin text alerts,
electronic statements
and customer service
via live chats, but
innovation is limited
elsewhere.
In fact, these changes
can’t truly be
considered
innovation; it’s more
like basic progress
forced by customer
expectation.
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The only true product innovation that’s happened in the last decade has been remote deposits
– a bank service allowing checks to be scanned in bulk, digitized, then electronically delivered
directly to the bank for faster check processing.
Other countries have been more successful with innovation because they don’t have the same
highly regulated structure that the United States banking industry has... but banks MUST find a
way to adapt and succeed.

INSIGHT #3

Satisfaction & loan
approvals are higher
at small local banks,
yet new banks aren’t
opening.
Despite the growth of fintech and
crowdfunding as a non-bank lending
alternatives, they have powerful
drawbacks, and the newly released
2015 Small Business Credit Survey
confirms traditional banks remain
the primary source of financing for
small business.
Not only that, but small business
owners prefer local community
banks for a variety of reasons,
including a desire to help their
community and keep their money
local.
Also, small businesses that apply for
loans with community banks are
more satisfied than those who apply
at large banks or online lenders.
This is good news in Arizona, where
the economy is improving and
demand for loans has increased.
A recent Wall Street Journal article
supports this, citing statistics from a
new report showing small business
financing success at an average
approval of 60 percent with
community banks, compared to only
33 percent at large banks.
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Community banks tend to be much more nimble than process-heavy large
banks, who have massive layers of often remote decision makers who rarely
meet the applicant in person.
They’re able to make faster loan decisions with on-site decision makers that
are more accessible to potential borrowers.
(Where else would you get a personal call from your banker, helping
you cover that payroll check before it bounces? Many community
banks still do that... at least Horizon Community Bank does.)
So with all this good news, what’s the problem? The last decade has seen a
distinct lack of new banks opening.... a result of today’s complicated
legislation, along with the cost of technology, new regulations and tax
burdens. Consumers want small banks, but growth isn’t supporting that
demand.
Plus, small banks are merging together, using acquisition strategies to grow
and cover the increased costs. They’re becoming larger banks and losing the
very aspects that attracted customers when they were smaller.

INSIGHT #4

Corporate America
has money, but it’s
not spending.
Arizona was hit hard by the
economy. Very hard. In fact, we
were hit harder than any other
state, except California, says Horizon
Community Bank Chief Credit Officer
Mark Martinez.
Businesses were in trouble, so they
sank down into their bunkers and
focused on survival, and reducing
spending. They sat on whatever cash
they had... just in case.
When it came to corporations, the
money spigot was turned off,
Martinez went on to share. Once
things began improving last year,
they moved at a turtle’s pace to
avoid triggering another bubble.
Caution is good--we don’t dispute
that--but Corporate America is still
sitting on its cash. With politics
undefined and uncertainty around
whether our next president will
support small business initiatives
and what tax and healthcare laws
will arrive, they’re in a holding
pattern. This lack of spending
trickles down to consumers and
small businesses, as does the lack of
confidence.
It’s problematic.

The impact on small business
If Corporate America—including Corporate Arizona--isn’t spending, the impact ripples
throughout the state. It’s damaging small business, the force that creates most local jobs and
wealth. Already hit by over-regulation, costs and expenses they must now pay for, they struggle
to fund themselves without economic support and it’s harder than ever to borrow money.
These things all impact small business cash flow and their ability to build assets back up, after
slimming down to survive.... and it reduces their ability to walk into a bank and borrow money.
Without fresh money coming in, they are afraid to let go of what they do have. They don’t
expand that production line and hire workers to handle it. They don’t buy equipment, and the
small business that manufactures that equipment can’t pay wages to continue producing
equipment for others. Then, their laid-off workers can’t buy groceries to feed their families.
The initially small ripples become large waves. The holding patterns of corporations become the
holding patterns of small businesses and consumer spending.
What calms the ripples? A commerce-friendly political environment would trigger spending,
regardless of party affiliation, as would legislation that lightens up regulation and opens the
door to easier loan qualification.
We don’t always think of the direct role national politics plays in local economies, but it’s
particularly important in 2016.

INSIGHT #5

Excessively tight laws continue to negatively impact
business loan approvals.
In response to the Great Recession, President Obama passed the Dodd-Frank Wall Street
Reform & Consumer Protection Act in 2010.
It was intended to prevent future bailouts from burning up tax dollars, along with dishonest
financial practices that added to the economic dive – “a sweeping overhaul of the United States
financial regulatory system on a scale not seen since the Great Depression of 1929.” 1
Six years later, new rules are still constantly being written to define this complex bill. From a
bank and small business perspective, many feel it’s extraordinarily restrictive... too much so.
1

Obama’s Financial Reform Plan: The Condensed Version, Wall Street Journal. Wikipedia.

From loan loss reserves that banks
are required to have on hand to the
tightened debt-to-income ratios on
the consumer and business side, the
cost of credit has never been higher
for all involved.
It’s also never been harder to give or
receive funding. If you haven’t tried
to get a loan lately, you’re in for a
surprise. Not only are underwriting
practices far more stringent, but
definitions of income have changed,
as have formulas dictating liabilities
versus assets.
This can impact small business loans
in surprising ways that vary at the
state level, too. In Arizona,
community property law has also
impacted loan decision making.
Assets and collateral that are less
solid or shared can easily result in
bank reluctance to fund a loan.
Business owners struggle to get the
money they need to recover and
grow, because the barriers to
funding are so significant.
Banks are also challenged. They
have money, and are ready, willing
and able to fund businesses... but a
limited number of potential
borrowers have a post-recession
credit profile and asset portfolio
that is robust enough to successfully
get through the approvals gauntlet.
It’s not just their internal processes.
It’s the new set of qualifiers and
limitations set by Dodd-Frank
holding them back.

IN CONCLUSION

Moving past fear
of another recession
These five snippets of insight are just a few glimpses into the
complicated state of the banking industry that we’re currently in.
They all have a single underlying thread in common: fear.
Fear is legacy from the recession that still impacts our behavior and choices today and, if allowed, will
continue to hold us back long into the future. We must recognize irrational fears from productive
concerns, and work together for each other’s success, letting go of the internal focus that survival
required.
It’s time to move on.
Banks and businesses can work more closely together to achieve goals and objectives, recognizing there
are burdens and limitations on both sides of the fence. If both are proactive and willing, everyone wins.
Businesses can’t exist in stasis, sitting on the sidelines and watching as they wait for something to
happen.

One bank’s
answer to a
loan
request is
not EVERY
bank’s
answer.

Entrepreneurialism thrives due to a willingness to take risk, leaping into the relatively
unknown future in search of success. We need to recapture that, as do our banks. Banks,
too, must be willing to pursue reasonable levels of risk without over-reacting to pressure
from regulators.
How can a business tell if their bank is excessively conservative? Red flags might include a
process to obtain credit that seems impossible due to overly tight credit standards, or a
bank asking for an unusually deep level of financial information that seems almost
ridiculous. These could indicate it’s time to look closer at other bank loan opportunities.

It’s also important to note that a bank’s own financial health—or lack of it—can drive an
overly conservative approach. Is it inwardly focused, or in growth mode? Every bank has a
different financial profile; while one might be financially strong, another might have a high
volume of problem loans and their need for stronger borrowers makes it impossible for most to qualify.
Business owners should be open to trying again at other banks, and evaluating the health of a bank
beforehand by talking to those in their industry, vendors, and advisors such as lawyers and accountants.
Horizon Community Bank? We’re all about growth: ours and yours. Contact us today to learn more.

CUSTOM, PERSONAL BUSINESS BANKING,
YOUR DOLLARS REMAIN IN YOUR NEIGHBORHOOD.
Recently ranked as an Arizona Top 10 Lender by the U.S. Small Business Administration (SBA), Horizon
Community Bank provides high-touch, custom financial services. We are locally owned and operated in
Arizona, serving the greater Southwest with branches in Fort Mohave, Lake Havasu City, Mesa, Parker
and Quartzite.
We specialize in business banking services, such as small business finance, commercial and industrial
business loans, equipment and capital loans, business property mortgage loans, business checking
accounts, lines of credit, short-term loans, and more. We also offer personal loans, consumer banking
services and mortgage loans. Learn more at HorizonCommunityBank.com.

HOW CAN WE HELP YOU GROW TODAY?
Fort Mohave
(928) 788-9400
5858 Highway 95

Lake Havasu City
(928) 854-3000
225 N. Lake Havasu Ave.

Mesa
(480) 558-1220
3156 E. Baseline Rd.

Parker
(928) 669-2366
1017 California Ave.

Quartzite
(928) 927-7660
225 Central Blvd.

