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Stagnant unemployment, more bank regulations and record-low interest rates – sound familiar? 
Call it economic déjà vu... or more of the same.  The banking industry and overall economy have 
been challenging over the past few years. And in 2013, we can expect an encore. 
 
With the so-called fiscal cliff looming, we are awaiting signs of a quick compromise to prevent a 
tax hike for most Americans next year. When combined with persistent unemployment and 
increased healthcare costs, these events will impact the banking industry and overall pace of the 
economic recovery next year.   
 
The devastation that Hurricane Sandy left along the East Coast is of epic proportions. New 
Jersey continues to deal with the magnitude of the storm. Scores of small-business owners are 
confronted with the most difficult environment they’ve ever faced – and many are still uncertain 
if they will ever get back to pre-storm conditions. New Jersey and other storm-battered states are 
seeking a combined aid package from the federal government that could top $100 billion.  
 
Many banks helped answer the call. Immediately following the storm many banks waived fees. 
Some New Jersey-based banks, like Provident, made post-storm lending a priority and set up 
temporary branches in parking lots and offered storm-damage assistance loans. Unfortunately, 
Sandy had significant impacts across various industries in this region, and it will take time to get 
back to normal. 
 
New Jersey has always been resilient, and although economic uncertainty persists, there are 
reasons to be optimistic. Our marketplace has shown a great demand for Provident, our 
commitment to personal service, and our extensive product offerings – and we will continue to 
respond to that demand. 
 
Coming Changes 
The most critical regulatory proposal is the increased capital requirements under Basel III. If 
adopted, these rules would impose higher capital requirements and increase the amount of capital 
banks must set aside to protect against losses on risky assets. For borrowers, this would mean 
paying more and searching harder for certain types of mortgage and commercial loans. Basel III 



also imposes burdens on community banks that will need to dedicate more time and resources to 
cover increased costs of compliance, with little or no return on those costs.  
 
President Obama’s re-election puts the reforms emanating from the Dodd-Frank Act and the 
Consumer Financial Protection Bureau on firmer footing. Although many of these regulations 
affect the largest financial institutions, there are a number of issues that are already beginning to 
trickle down to smaller banks. The implementation of Dodd-Frank is only about 60 percent 
complete. Hopefully in 2013, the regulators will take a fresh look at many of its provisions and 
reconsider those that are too burdensome. 
 
In the near term, consumer spending will be affected if the soon-to-expire payroll tax cuts and 
extensions in unemployment benefits are not renewed. The Bush tax cuts also are set to expire at 
the end of 2012. Congress may preserve the lower rates for consumers in the lower- and middle-
income brackets, while the top income brackets could see a return to a top rate of 39.6 percent 
compared to today’s 35 percent, along with the limiting of certain itemized deductions.  
 
Challenges 
If Congress fails to reach a compromise on the nation’s fiscal cliff, the impact on the economy 
could be dire – pushing unemployment even higher. In addition to Draconian cuts in government 
spending in 2013, going over the fiscal cliff would mean thousands of dollars in additional taxes 
for middle-income households and even more for wealthier families.  
 
These uncertainties are preventing the slow-moving economy from gaining steam and 
discouraging companies from hiring and spending.  Businesses also have reservations about 
future health care costs, which have prompted many business owners to defer decisions to spend, 
expand and borrow. With interest rates so low, some businesses are earning so little return on 
their bank deposits that they are investing their own capital in their businesses, instead of 
borrowing. Businesses that were impacted by the recent storm also find themselves caught up in 
CAFRA and FEMA bureaucracies, which could take months to resolve. 
 
In slightly boosting its outlook for the economy, the Federal Reserve predicted growth between 
2.5 and 3 percent in 2013, a modest improvement from this year. However, with plans to keep 
short-term interest rates near zero until mid-2015, it will remain difficult for those living on a 
fixed income to depend on interest from CDs as a main source of income.  
 
While the economy appears to be on a path of modest recovery, it must grow faster in order to 
make significant progress in reducing the unemployment rate, which is the highest among those 
18 to 35 years old. With older Americans likely to remain in the workforce longer due to the 
uncertain times, fewer jobs open up and the cycle continues. 
 
Unemployment also continues to weigh on the demand for homes. While rising home prices are 
encouraging, New Jersey still has a backlog of distressed properties expected to move into 
foreclosure over the next year. Despite positive national figures, New Jersey has one of the 
largest inventories of foreclosures, second only to Florida.    
 
  



Trends 
Mobile banking is gaining popularity as more customers expect mobile access to their bank and 
want to easily check balances, make deposits, transfers and pay bills. Larger financial institutions 
have been leading the way in this area, but we can expect to see more community banks 
introduce mobile banking in 2013. To meet the changing needs of consumers and businesses, 
Provident will launch its mobile banking program in the first quarter of 2013. It will include two 
mobile apps for iPhone and Android users and a mobile-enhanced website.  
 
Unlike the wake of the financial crisis – where consumers built up savings and paid-off debt – 
people are spending more by raiding their savings. According to data from the Department of 
Commerce, the savings rate has matched its lowest level in four years, around 3.4 percent.  
 
Good News 
With six months of consistently rising home prices nationwide, we are starting to see a recovery 
in the housing market. Mortgage rates have remained near 30-year lows and home prices have 
started to climb. This spring, we can expect the residential real estate market in desirable 
neighborhoods to be increasingly active.  
 
Retail sales have risen as Americans purchased everything from cars to electronics – a sign that 
consumer spending is the U.S. economy’s biggest engine. A record number of Americans visited 
stores and shopped online over Thanksgiving weekend. This is evidenced by Black Friday sales, 
which reported a record $59.1 billion, up 12 percent from last year. However, there has been 
some weakness in consumer spending recently in part due to the temporary impact of Sandy. 
 
Companies are continuing to set up shop in New Jersey thanks to our competitive business 
environment. Governor Christie has approved a number of pro-business policies, including $1.7 
billion in tax incentives to retain jobs in the Garden State. He also increased the R&D tax credit 
from 50 to 100 percent. According to a recent survey from the New Jersey Business and Industry 
Association, 22 percent of businesses said New Jersey is a good place to expand their business – 
up from 18 percent last year. This is encouraging as our state looks to attract more companies, 
jobs and capital investment.  
 
While businesses remain vigilant, business owners are feeling more optimistic. According to the 
New Jersey Business and Industry Association survey, current sales activity reached its highest 
point in five years and 45 percent of companies said they expected profits to increase next year. 
This is a steady improvement, and we can expect businesses to proceed with caution in 2013.  
 
For companies affected by Sandy, loans are readily available. For example, Provident offered 
Storm-Damage Assistance loans to provide fast, affordable financial assistance to customers. We 
are committed to helping customers get through this difficult time, so we are also deferring 
existing loan payments for affected customers for up to 60 days as they rebuild or file insurance 
claims. In addition, The Provident Bank Foundation has committed to donating $250,000 to 
support small businesses and programs that will support post-storm relief efforts. 
 
During this period of prolonged uncertainty, people need a financial institution they can depend 
on. Community banks like Provident are closely aligned with the communities they serve – not 
just lending money and providing checking accounts – being active in the community and 



committed partners with our customers. We thrive when our customers thrive, and when our 
customers are challenged, we are there for them.   
 
Though the pace of improvement is slow, the economy is moving in the right direction. 
Provident remains well capitalized as defined by regulators, and in 2013, our strong capital base 
will support our growth plans and provide stability for our ongoing lending operations. 
 
About The Provident Bank 
With $5.4 billion in deposits, The Provident Bank (www.ProvidentNJ.com) serves its customers 
via a network of full-service branches throughout northern and central New Jersey. Provident 
Bank is the wholly owned subsidiary of Provident Financial Services, Inc. (NYSE:PFS), which 
reported assets of $7.3 billion as of September 30, 2012. 
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