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While Fannie Mae, Lehman Brothers and Merrill Lynch were scrambling for bailout 
relief, Indiana financial institutions were treading calmer waters.
 The financial storm (part subprime mortgage lending and part national 
recession) didn’t hit Indiana banks as hard as counterparts in other areas of the 

nation, asserts Joe DeHaven, Indiana Bankers Association (IBA) CEO and president.
 The IBA has about 160 members, and maybe four of those have “made some of those higher 
risk loans or purchased a lot of the securities that were high-risk loans.”
 The national situation caused a “confidence crisis” among banking customers as they saw other 
banks fail. “The effect was reactionary” for both the banks and customers, DeHaven explains.
 Federal action such as the passing of the Emergency Economic Stabilization Act of 2008 and 
the Federal Deposit Insurance Corporation bump from $100,000 to $250,000 in protecting assets 
calmed the confidence crisis, he notes.

Where does Indiana fit?
 A combination of luck, location and smart business decisions kept Indiana somewhat insulated 
while other states continue to feel the full brunt of the financial crisis.
 Business continues as usual at Warsaw-based Lake City Bank, according to Michael Kubacki, 
chairman, CEO and president.
 “The so-called credit crunch has not impacted us at all,” Kubacki asserts. Lake City, like 
most community banks, funds itself with local deposits and lends money locally. 
 Indiana avoided the subprime lending issue, in part, because it’s not in the Sun Belt (e.g. 
Florida and California), he says. The state never saw the “boom and bust cycle of the residential 

real estate market,” which insulated most local 
banks from the problem.
 Excellent leadership in the governor’s chair 
helps protect the state from the greater depths 
of recession as well, DeHaven contends. Indiana 
is doing better than Ohio and other neighboring 
states due to economic development initiatives 
led by Gov. Mitch Daniels. Also, while the state 
remains highly dependent on the auto industry, 
the reliance does not approach that of neighboring 
Michigan, DeHaven explains.
 While the vast majority of Indiana banks 
avoided subprime lending, the national situation 
continues to play out locally:
•  Old National Bancorp announced in November 

plans to buy Rhode Island-based Citizens 
Financial Group’s 65 Charter One branches in 
Indiana

•  National City Bank, headquartered in 
Cleveland but with a strong Central Indiana 
presence, is being acquired by Pittsburgh-
based PNC

•  Lincoln National, the 12th largest U.S. life 
insurer, agreed late last year to purchase 
Newton County Loan and Savings (with $7 
million in assets) in a maneuver to access 
government rescue package funds

By Candace Gwaltney
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•  Indiana banks (like others across the nation) that did not 
participate in subprime lending still applied for federal aid 
through the Troubled Asset Relief Program (TARP), an initiative 
that was part of the Emergency Economic Stabilization Act of 2008

Federal funding
 Muncie-based First Merchants Corp. applied for TARP in 
November. As of BizVoice press time in early December, First 
Merchants had not heard if it would receive funding and 
therefore had not determined if it would accept it (the Department 
of Treasury planned to issue funds by the end of 2008).
 “The attraction to it for us is just the opportunity to access 
increased capital because the capital gives you tremendous 
flexibility for the future,” notes Michael Rechin, First Merchants 
Corp. chief executive. (First Merchants did not participate in 
subprime lending; that was not a stipulation to apply for TARP.)
 While the ultimate decision on whether to accept TARP 
funding doesn’t rest in Rechin’s hands, he sees three possible 
uses for the money:
1.  Build the company by having more credit for greater loan 

activity. 
2.  Use the capital for acquisitions. Rechin points to Old 

National’s decision to acquire Charter One: “Even though 
they would be unlikely to say the government is helping 
them buy it, the fact of the matter is they now have more 
capital with which to grow their company externally.” 

3.  Last option: “The real, unfortunate reality of the whole 
reason that the government is offering the program is to 
help the industry absorb the losses that come with this part 
of the business cycle.”

 Coincidentally, First Merchants planned to finish the 
acquisition of Lincoln Bancorp by the end of 2008. The move 
expands First Merchants’ presence on the south and west sides 
of Indianapolis.
 Discussions on First Merchants’ acquisition of Lincoln 
Bank began months before the stabilization bill passed, so 
clearly that did not play a factor, Rechin notes. (Other bank 
mergers were influenced by the available federal aid for such 
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transactions, he adds.)
“The economic climate just makes every institution assess 

the best direction for their future, and I believe that in working 
with Lincoln executives and Lincoln’s board they thought that 
a future combined with First Merchants was their best avenue 
to continue,” Rechin asserts.

As banks faced the decision whether to accept TARP 
funding, DeHaven says there is no right or wrong answer. 
There are ramifications either way, and the decision has to be 
what’s best for each institution. 

While the hope is TARP will help spur lending in some form, 
it would have been counterproductive to over-regulate the funds.

“It is important lending requirements not be attached to 
this because if it is then you will have banks chasing weaker 
credits and that’s not what we want to do,” DeHaven surmises. 
“We want to make sure we are making good solid, strong loans.”

DeHaven believes the stabilization bill will help boost the 
economy, but he says it won’t happen overnight. How the full 
$700 billion aid package will be used is still being determined.

While the glass is half full …
For Indiana banks to weather the storm (and some even 

benefit), it has required smart business decisions (and still 
resulted in some losses).

Year over year results at First Merchants, as well as other 
banks, are “going to be dramatically down,” Rechin points out.

“We are not immune from the macroeconomic impacts, 
including a rise in delinquency rates in all lending categories 
from the consumer to the commercial side of the business,” he 
stresses. “And clearly the absolute halt in residential development 
impacts First Merchants and most Indiana banks.”

As national and regional banks faltered, Lake City Bank 
saw growth in some areas.

“Locally owned and locally managed community banks 
continue to gain market, particularly in the commercial lending 
arena compared to the out-of-state headquartered banks,” 
Kubacki says.

Still, Lake City can’t totally escape the downturn.
“I would be less than honest if I didn’t tell you at the same 

time we all feel a slowing economy,” Kubacki concedes. “We 
are all being very careful about how we look at our credit 
relationship given the fact that we all feel the slowdown. Every 
business person I talk to is sort of looking ahead with a 
reasonable degree of caution.”

 I N F O R M A T I O N  L I N K

Resources: Joe DeHaven, Indiana Bankers Association,  
at www.indianabankers.org

Michael Kubacki, Lake City Bank, at www.lakecitybank.com

Michael Rechin, First Merchants Corporation, at  
www.firstmerchants.com
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In these turbulent times, it’s easy to lose sight of better 
days to come. Rest assured, they will.

Standing at the helm of your business, there are times
you seek credit to achieve growth or maintenance.
Your Indiana banking community can help.

There is no better time than now to turn to your rock-solid Indiana 
depository institution as you navigate your credit needs:

FDIC coverage has increased to $250,000 per account, and most banks/• 
thrifts insure 100% of business deposits held in checking accounts.
As of June 2008, the average capital rate in Indiana financial institutions • 
was 10%, exceeding the regulatory requirement of 7%.
Indiana banks/thrifts have ample credit available to help your business. • 
Hoosier depository institutions operate on time-tested practices,
giving them strength to weather economic storms.

Talk to your trusted banker
to chart your course to success.

All member institutions of the Indiana Bankers Association are insured by the FDIC.
For a complete list of members, go to www.indianabankers.org, click on the “About the IBA” tab,
and scroll down to “Bank Members.” Or contact the Indiana Bankers Association at 317-387-9380.
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