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· A Wall Street Journal story by Robin Sidel looks at a troubling trend in the banking industry.  No, not the JPMorgans of the industry losing $2 billion on bad bets, but on small community banks who don’t have the word “billion” anywhere on their balance sheets.

· According to her piece:

“A growing number of tiny community banks are deciding it's time to put out the ‘for sale’ sign … many executives of these small lenders are frustrated by costly, new regulations.”

· Let’s head into the Way Back Machine:

· In October, 1975 New York City was on the verge of bankruptcy.  Sort of like California in the Summer of 2012.
· New York’s Democratic Mayor and Governor (Abe Beame and Hugh Carey) came to Washington, DC begging for Federal help.

· President Gerald Ford said he would veto any bill which would have the effect of taxpayers in, say, Michigan, bailing out New Yorkers whose profligate ways had led them in that fiscal blind alley.

· The New York Daily News published a famous front page with a photo of Ford and the blaring headline: 

<blockquote><b>Ford to City:  Drop Dead</b></blockquote>

· There are no front page photos and no tabloid headlines about the “costly new regulations” that the Democrat-controlled Congress put in place prior to the 2010 mid-term elections that restored Republicans to power in the U.S. House.
· The major regulatory burdens were demanded, or at least permitted, by the bill commonly known as Dodd-Frank in honor of former Democratic Senator Chris Dodd (CT) and soon-to-be-former Democratic Congressman Barney Frank (MA). 
· It is not just small banks that are being pushed off Main Street.  A piece in the Des Moines Register last week quoted an Iowa businessman as telling reporters on a conference call:

“We really want to continue to be able to create some good jobs but it’s tough when we are staring at higher taxes and more regulations, so these are the things that concern us.”

· That conference call was organized and hosted by the Republican National Committee, but the businessmen were not actors – they were businessmen.

· “Effectively,” one told reporters, “what we have is the Obama administration is focused on regulatory practices and constantly trying to drive a wedge between people who are employed and trying to work and government who is trying to regulate and control everything.”

· According to the WSJ piece,  small community banks were not generally caught up in the mortgage securitization collapse, but the recession washed over small towns all across the country and what should have been solid personal and business loans went sour.

· The loan portfolios have been “cleaned up” so these banks are healthy.  Absent needing to comply with regulations that would make Goldman Sachs’ compliance officers weep, these small banks should be ticking along happily with the officer/owners splitting their time between the bank and going to weekly Rotary Club meetings or helping mow the Little League field.
· Instead more and more local bankers are heading for retirement.  Why?

· Again, from Robin Sidel’s piece:

“Small banks received an unexpected blow this month that could drive more transactions. The Federal Reserve approved a proposal ordering even the smallest lenders to comply with comprehensive international capital requirements known as Basel III.”

· Many of these sales will have a depressing impact on small towns which have been struggling for years to hang on to their populations as young people go to college and head for big cities to seek their fortunes.
· If a community bank is purchased by an out-of-town operation it is likely that the new managers will not be from the community thus losing decades of local knowledge about the businesses – and business people – in town.

· The Little League fields will not be as neat, ads in the program for the high school Spring concert will be harder to sell, and the shopkeeper who needs a short term loan to stock up for Christmas may not get it.
· President Ford never said the words, “drop dead” in relation to New York City’s financial woes.  In fact a few months later a compromise was reached in which the federal government provided NYC loans over a number of years until it worked its way out of trouble.

· Nevertheless Ford’s opponent in the 1976 election, Governor Jimmy Carter of Georgia, reminded voters of that headline and it soon became conventional wisdom that Ford had, in fact, used that phrase.

· Ford lost.

· On the <a href = “http://www.mullings.com/dr_06-18-12.htm”> <b>Secret Decoder Ring</b></a> today:   A photo of that NY Daily News front page, and links to both the Wall Street Journal and the Des Moines Register stories.
Also a Mullfoto from the train into Paris from the airport and a Catchy Caption of the Day.
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