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Minority bank decline risks widening financial gap in 
low income areas

By Carolyn Duren and Moriah Costa

After serving in the Navy and Merchant Marines and getting a law degree, Eliu Romero returned to his hometown of Taos, N.M. It was there 
that he had herded sheep in his younger days and there that he now wanted to build a law practice. With ambition but no capital, he sought a 
$50 bank loan in 1959 to buy furniture for his law firm. Romero was denied, but a seed was planted. 

"Here he had worked so hard to educate himself," his granddaughter, Rebeca Rainey, said. "He was coming back to help and do the right thing 
and was looking for just some modest assistance and couldn't find somebody to invest in what he was doing, and that's what spurred for him 
the idea of someday wanting to start a bank."

Centinel Bank of Taos opened on March 1, 1969, and today, Rainey serves as CEO and chairman. 

When a customer from a low-income community walks into a minority-owned bank like Centinel, they are often greeted in their own language 
and culture, opening the doors to financial opportunity. But as the number of community minority banks continues to decline, community 
development experts worry the financial gap in low-income minority areas could widen. 

Minority-owned banks have always had a significant role in minority communities, said Ron Busby, president and CEO of US Black Chambers 
Inc., an African-American business advocacy group.

Minority business owners often feel that a minority bank is the only financial institution that can understand and "appreciate what it is they are 
trying to accomplish because many of them live in the same community and have faced similar issues or concerns that the business owner is 
facing," he said. 

Minority designated banks, particularly African-American-owned banks, have steadily declined since 2008. Only 162 minority designated banks 
reported assets at June 30, compared to 215 at their peak in 2008, based on data since 2001.  



Under the Financial Institutions Reform, Recovery, and Enforcement Act of 1989, a minority depository institution is defined as a company 
where 51% or more of the voting stock is owned by minorities, or if the majority of the board of directors are minorities and the community that 
the institution serves is predominantly minority. The act also established goals to encourage the creation of new minority depository institutions 
and preserve existing ones, among other things. Banks that are designated as MDIs often receive extra support from their regulators, including 
free training and conferences. 

Minority banks are also more likely than community banks to serve a higher share of people in low- or moderate-income census tracts, as well 
as minorities, a 2014 report from the FDIC found. 

Jose Quiroga, president of Mercedes, Texas-based Texas National Bank, said 90% of his bank's customers are Hispanic and many of them 
are immigrants or from immigrant families. 

He said it is assuring for his customers to be able to speak Spanish and share the same culture with bank tellers.

"The mindset of a recent immigrant into the U.S. is to not trust anybody, put their money under the mattress and that's their bank," he said. 
"And so when we're able to do that for them and we're able to talk the same language and understand the culture, because that's what we 
lived, then it becomes very heartwarming to them."

African-American banks decreasing 

The first bank to fail in the U.S. in 2016 was an African-American institution, Milwaukee-based North Milwaukee Bancshares Inc. It was sold to 
a non-minority bank, Raleigh, N.C.-based First-Citizens Bank & Trust Co., bringing the number of African-American-owned banks in the U.S. 
down to 24 from 25.

"When the customers suffer, banks suffer," said Preston Pinkett III, chairman and CEO of Newark, N.J.-based City National Bank of New 
Jersey, an African-American-owned bank. The recovery has been slow for the bank's customers, making it harder for the company to grow, he 
said. 

"People don't have a reserve to go to, and a number of them have been out of work for a while, and so even when they get that job, they're 
now back to just trying to make ends meet," he said. 

While banks in general are in decline and there has been a lot of consolidation in the last decade, the recession of 2008 pushed many minority 
banks over the edge, said Russell Kashian, a professor of economics at the University of Wisconsin Whitewater. African-American 
communities were among the hardest hit during the financial crisis, and the number of African-American-designated banks has declined by 
70.8% since the end of 2008 to the 24 remaining as of March 31, 2016, according to the FDIC. Minority banks overall have declined by 24.6%, 
while banks under $10 billion in assets have declined by 26.6%.

"They've had a very 
difficult time recovering 
from that recession," 
Kashian said. Many 
African-American banks 
have less than $150 
million in assets, which 
limits the types of loans 
they can make and puts 
them under further 
strain, he added. 

For example, he found 
in his research that 
banks that invest heavily 
in construction loans are 
more likely to fail. 
Minority banks are also 
less efficient than 
mainstream banks, but 
they are more efficient 
at serving low-income 
areas that otherwise 
would not have been 
served. "If we want 
people to have access 
to the American dream 
of banking and low 
interest rates and low 
fees, not giving gifts but 
just giving people 
access if they're eligible, 
we have to then have 
banks in [low-income 
areas]," he said. "The 
problem is a lot of 
mainstream banks do 
not serve those areas."

Around 53% of African-
Americans are 
underbanked or 
unbanked, according to 
the 2013 FDIC survey of 
unbanked and 
underbanked 
households. 



Click here to compare the current and historical branch distribution of a base company 
with up to five peers based on the census tract CRA income designation.

Click herefor a list of financial information on all minority designated institutions.

Bernie Mazyck, 
president and CEO of 
the South Carolina 
Association for 
Community Economic 
Development, said that 
while some larger 
regional and national 
banks are starting to 
serve low-income areas, 
most of them don't have 
branches in those 
communities. "The 
mainstream banking 
community does not 
totally replace the 
market that minority 
banks largely serve," he 
said.

The FDIC is looking into 
the use of mobile 
banking as a way to 
serve underbanked and 
unbanked communities, 
but even with the 
advance of financial 
technology, some 
financial loan services 
still require a face-to-
face branch presence in 
low-income areas, he 
said.  

Some of the decline of 
African-American banks 
may have been an 
indirect result of 
desegregation, Mazyck 
said. "It's a really weird 
thing to say but it is the 
same issues that African
-American business 
have faced since 
integration," he said. 
While integration is a 
good thing, people in the 
minority community 
often do not support 
their local community 
banks, and Mazyck is an 
example. For many 
years the organization 
he runs kept deposits at 
their local African-

American bank, but it eventually took them out because they were concerned about the viability of the bank, he said.  

Credit gap 

One of the biggest challenges facing minority banks is getting access to capital, bankers and industry experts said. 

B. Doyle Mitchell Jr., president and CEO of Washington-based Industrial Bank, said African-American banks don't have the access to capital 
that other banks have. "I just don't think [African-Americans] support each other the way we should," he said.

The rate of return for minority banks is slim, making investors unlikely to invest in them, said Wendell Brock, an investment advisor at De Novo 
Strategy. According to S&P Global Market Intelligence data, the median return on average equity in the second quarter of 2016 was 6.04% for 
minority banks and 8.04% for the industry. For African-American banks, the median was just 1.19%. 

Minority banks that want to succeed should focus on being community banks, not minority banks, Brock said. Viveca Ware, executive vice 
president of regulatory policy at the Independent Community Bankers of America, said many minority banks are finding success with niche 
products and rebranding. "They're now positioning themselves or their brands as community banks, as opposed to minority banks because 
many of them have found that the minority bank status has limited their universe of clients," she said. 

Figuring out how to increase the number of minority banks is a challenge, said Quiroga.

"I think at the end of the day, the community banking model is to some degree under attack," he said. Increased regulations and decreasing 
profits make the model unattractive to investors. "All of a sudden the model that was once attractive to go and lend out to your local community, 
to get to know someone, to believe in their ability to repay, now gets summarized into a couple of ratios and that's not the way we've done 
banking," he said.
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