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Reaction to the Wall Street Journal Article from Saturday March 2, 2019 article entitled: 

“Small Town Banks Crippled By High Tech Costs – As services move on-line, community branches struggle” 

 

Dear Friends and Fellow Investors: 

 

The headline used the word “crippled”.  Hmmm?  That’s a pretty strong word.  I guess I’ve learned that sensationalism is 

a tendency used by journalists to entice readers to read-on.  Melodrama sells.  But, I will argue that using the word 

crippled, in this context, is grossly overstating the situation.  In fact, it’s misleading.   

 

The story recounts how a very small bank in upstate New York acquired several small branches from Bank of America in 

rural areas and proceeded to do a poor job of integrating the newly acquired branches and underserved its clients.  Make 

no mistake about it, whether it’s a whole bank acquisition or the purchase of a few branches, some banks that make 

acquisitions make “mistakes” with integrating the acquired bank and its clients.  Some of those mistakes involve 

technology – but most involve simple service.   (Problems assimilating acquired entities also happens with companies in 

other industries – not just the banking business.)  On the other hand, many banks are excellent at completing mergers and 

integrating systems, clients and physical structures.  Extrapolating the experience of one bank and its failure to adequately 

integrate an acquisition, then claiming all small banks will be unable to keep up with technology is a pretty big leap.  

Truthfully, it’s inaccurate!   

 

So, to our first point, not all banks are created equal: most community banks DO take advantage of the same technology 

that we all have come to appreciate from financial institutions; they just do not spend big money on the upfront R&D 

behind it.  In other words, technology innovations do not accrue only to the advantage of big banks – such that smaller 

banks will suffer greatly or even cease to exist – as the article seems to intimate.  It’s critically important to note that most 

big banks operate their own backroom functions and most small banks do not.  Smaller banks tend to “outsource” their 

backroom operations to third party vendors such as FiServ or Jack Henry.  These firms service many banks throughout the 

country.  As such, these bank processing service bureaus have the “critical scale” to keep up with technology much more 

so than if a small bank would operate its own operations department.  These processors invest heavily in keeping up with 

technology (and cybersecurity).  Most community banks offer mobile banking, online banking, remote capture of checks, 

etc.  To reinforce what we’ve highlighted, community banks may not be the “innovators” of new technology but have 

long been “fast followers” in the adoption of new technologies.  In many ways, big banks lessen the burden of the huge 

investment in innovating – allowing smaller banks to copy/mimic the latest and greatest offerings without the massive 

upfront costs.   

 

Not all banks are created equal in many other ways too.  We focus on community banks which operate in attractive 

markets and are generally over $1 billion in assets.  Our banks are very different than tiny rural banks located in declining 

markets; some of which might rightly be called “Country Banks” instead of “Community Banks”.  First Source, Lake 

City, and virtually any other community bank you will find in our portfolios offer most of the same consumer and 

business-based technology as Chase, PNC, Wells Fargo and other behemoths.   

 

Beyond technology, which we acknowledge is important, the bigger issue is MANAGEMENT!!!  We invest in people.  

People who create the right culture.  I believe the article in the paper missed the point.  It wasn’t just technology (or the 

lack thereof) that caused the little country bank in upstate New York to integrate its acquisition of branches poorly.  It 

appears to me that it was a failure of management to be prepared to undertake what they were doing. 

 

So, my conclusion is that the young authors (Google search them) who wrote this story about a relatively isolated incident 

(and who I doubt have ever worked in a bank) missed the point completely.  Most community banks do very well at 

integrating what they buy and are fast followers in tech, since their vendors have the critical scale to make the necessary 

investments to keep up with the big guys.  But, that message wouldn’t have been nearly as scary or melodramatic (nor as 

“exciting” to read) as the way this article was written.  Obviously, newspapers want to sell as many copies of the paper 

(printed or electronic) as they can.  This incomplete sensationalist article probably helped them accomplish that.   



 

There ARE serious challenges facing ALL banks today.  The future of block-chain technology and where that technology 

will reside; competition from Apple, Amazon and Walmart; how banks (especially community banks) are regulated; are 

but a few much more serious issues facing the industry.  How about AI and what it will do to – well – everything!  Horses 

were replaced by trains and trains by planes.  The world is constantly changing.  We must not ignore or deny how those 

changes may impact community banks.  But remember, part of our investment thesis acknowledges that consolidation 

within the industry will continue to occur.  Approximately 15 of the very attractive banks in which we’ve invested over 

time have been acquired by bigger banks – which have contributed to the returns we have generated for our investors.  

The price paid for those banks always takes into consideration an estimate of how much of the acquired bank will be 

“retained” – deposits, loans, branches, employees, and clients.  No buyer retains 100% of what they buy.  It just doesn’t 

happen.  Most retain way more of what they buy than the poorly managed little bank in New York did.  It all depends on 

how their customers are treated.   

 

I hope you continue to have great faith and confidence in our ability to understand this and discern the difference between 

a great bank and a bad bank.  Our experience counts.  We’ve worked in both big and small banks.  We’ve lived the 

differences and know how they operate uniquely.  We quantify how community banking continues to evolve on a daily 

basis.  The banks in which we invest are thriving and creating value for all their constituents.  So, long as that remains the 

case, we are happy to invest in them.   

 


