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Executive Summary

Bank lending in California continues to exceed its previous record as total outstanding loans reached $937
billion in the first quarter of 2016. Outstanding loans grew by 6.8% year-over-year in California, slightly
less than the 7.3% growth in the balance for the United States.

Single-family mortgage loans continue to make up the largest share of outstanding loans. Nevertheless,
lending on single-family mortgage loans declined by 2.8% year-over-year in the first quarter of 2016 while
residential real estate property values continued to surge. The dichotomy between declining single-family
mortgage outstanding loans and rising home prices demonstrates nuances in the housing market. First,
housing affordability in California remained low in first quarter of 2016. Second, homeownership in Cali-
fornia is at a record low because more homes are investor-owned and thus often do not carry mortgages.
On a positive note, improved economic fundamentals have left fewer homeowners with negative or near-
negative equity.

Except for single-family mortgages, bank lending in all other major categories in California grew at vari-
able rates throughout the year:

Construction loans outstanding grew by 18.5%, driven primarily by a continuously strong year in the
single-family residential market.

Commercial & Industrial (C&I) loans outstanding grew by 13.9%, showing little ill effect from what is
transpiring in the oil market.

Consumer loans outstanding, a category that includes credit cards and auto loans, grew at almost
2.4% over the year, yet have grown 34.4% since the first quarter of 2014 —as a result of a surge in the
fourth quarter of 2014.

Loan performance in California remains healthy. The delinquency rate has improved to 1.13%, compared
to 1.60% a year ago, and is comparable to the nation’s delinquency rate of 1.08%. More specifically, delin-
quency rates improved significantly for single-family mortgage loans, multifamily mortgage loans, non-
farm loans, and construction loans.
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About the Banking Data

Banking data are notoriously difficult to interpret, given that lending reports are based on the location
of each institution’s headquarters rather than on the location of the borrower. This can be particularly
problematic in California because, in addition to a significant number of California-based banks, the state
is also home to a large number of financial institutions based outside the state, which provide significant
credit to California businesses and residents.

Beacon Economics has constructed a unique database that provides a holistic picture of lending in the
state that includes loans made by California-based banks and an estimate of loans made in the state by
out-of-state institutions. Using data on branch locations and deposit information from the FDIC's Sum-
mary of Deposits and Call Reports from the FDIC and Federal Financial Institutions Examination Council
(FFIEC), this data set uses the physical presence of each institution in the state as a proxy for its lending
activities in each state —regardless of where that institution is based.

Throughout this report, lending in California is measured in twoways to provide the full view of the state’s
banking industry:

Bank lending in Californiameasures loans and delinquencies for California residents based on Bea-
con Economics’ estimates of lending as described above.

California-based bank lending measures loans and delinquencies at banks headquartered in Cali-
fornia.

Our estimates of bank lending in California demonstrate that its volume is much higher than the $400 bil-
lion loans outstanding reported by the FDIC for California-based banks. Indeed, some of the nation's largest
banks (Bank of America, JPMorgan Chase, Citibank, and U.S. Bank) are based outside of California and thus
are not reflected in the $400-billion figure reported by the FDIC. However, Beacon Economics' analysis
shows that significant portions of their operations are based in California, with anywhere between 16%
and 40% of their deposits located in the state. Including estimates of loans by institutions based outside
the state raises the value of loans outstanding in California to over $900 billion.
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Bank Lending in California
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Solid Loan Growth Over Past Year
Bank Lending in California, Q1-08 to Q1-16

Outstanding loans in California increased by $7
billion to $937 billion in the first quarter of
2016. Recent lending throughout the Golden State
has enabled many residents to invest in new and
existing businesses and to purchase homes and ve-
hicles. The uptick in credit has also benefitted the
state's home builders and commercial real estate
developers through a variety of loans for construc-
tion, commercial & industrial equipment, and com-
mercial real estate.

California’s economic growth continues to outpace
the nation’s. Although loan growth has slowed a
bit compared to 2015, the Golden State’s bank-
ing sector continues tomirror economic growth
in the balance of the U.S., with loan volumes
growing by 16.9% over the last two years while
volumes in the rest of the nation grew by 14.2%.
A recent survey of senior loan officers shows that
bankers remain optimistic and have eased stan-
dards on loans to households, mortgage loans, and
auto loans. Standards for C&I loans and commer-
cial real estate loans tightened and are expected to
remain tight throughout the rest of 2016.
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Golden State Outpacing Remainder of U.S.
Bank Lending Growth, Q1-13 to Q1-16
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Virtually All Types of Loans Growing
Bank Lending Growth in California by Category

Q1-15 Q1-16

Single-family home mortgage lending lagged all
other loan categories at the beginning of 2016,
with outstanding loans shrinking by 2.8% from the
first quarter of 2015 to the first quarter of 2016.
Outstanding loans for every other major category
continued to grow, with construction loans, C&I
loans, and multifamily housing loans leading with
double-digit growth rates. Businesses continued to
tap in to this growth, with C&I loans outstanding in
California up more than 13.9% this year and loans
outstanding for commercial real estate up nearly
7.9% in the first quarter of 2016.
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Bank Lending in California by Type, Loan Growth, and Delinquency Rates

Category
California Loan Volumes California
Q1-15 Q1-16 Growth, YoY (%) Delinquencies Delinquency Rate (%)
($Mill.) ($Mill.) California United States (Q1-16, $Mill.) California United States

Total Loans/Leases 877,585 936,922 6.8 7.3 10,610 1.13 1.08
Single-Family Mortages 299,720 291,459 -2.8 1.6 10,037 3.44 3.01
Multi-Family Mortages 37,662 42,300 12.3 15.3 50 0.12 0.16
C&I Loans 182,185 207,518 13.9 10.0 117 0.06 0.16
Commercial Real Estate 134,457 145,106 7.9 7.6 296 0.20 0.37
Loans to Individuals 101,932 104,354 2.4 7.0 30 0.03 0.60
Construction Loans 20,430 24,215 18.5 15.5 49 0.20 0.48
Farmland 7,135 7,559 5.9 8.2 13 0.17 0.94
Sources: Federal Deposit Insurance Corp. & Beacon Economics

Overall, outstanding loans in California grew by 6.8% from the first quarter of 2015 to the first quarter
of 2016, a slight increase compared to 6.3% from the fourth quarter of 2014 to the fourth quarter of
2015. Outstanding loans in California are expected to grow throughout 2016 as the local economy
continues to grow and interest rates continue to remain near historic lows, thus encouraging business
development and capital improvements.
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Delinquencies Almost Back to Normal
Bank Lending in California Delinquencies, Q1-01 to Q1-16

Meanwhile, banks remain better capitalized and
more liquid than last year andmore liquid than be-
fore the Great Recession. Delinquency rates for all
loan categories in California fell to 1.13% in the first
quarter of 2016, and delinquencies in California fell
at a faster rate than in the rest of the nation.
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California-Based Banks
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Solid Lending Growth Over Past Year
California-Based Bank Lending, Q1-08 to Q1-16

Banks headquartered in California have demon-
strated a strong expansion in their volume of
lending. Outstanding loans at California-based
banks totaled $438 billion in the first quarter of
2016 and represented an almost 10% year-over-
year growth.

California’s economy continues to outperform the
national economy as indicative of stronger growth
in jobs and production. Banks headquartered in
the Golden State mirror this economic growth
in the balance of the U.S., with loans outstand-
ing growing by 19.2% over the last two years
while volumes in the rest of the nation grew by
13.4%.
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Golden State Based Banks Outpacing Remainder of U.S.
California-Based Bank Lending Growth, Q1-13 to Q1-16

California Balance of U.S.
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Virtually All Types of Loans Growing
California-Based Banks Lending by Category

Q1-15 Q1-16

Construction lending by California banks contin-
ued to be the fastest growing loan category during
the first quarter of 2016 —with loans outstanding
expanding by 21.3% year-over-year. Meanwhile,
single-family homemortgage lending by California
banks continued to decline, with outstanding loans
shrinking by 2.0% over the last year. The ability of
mortgage holders to pay off larger shares of mort-
gage debt has been working against a housingmar-
ket that has been heating up.
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Real Estate Driven Growth
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Booming Residential Market Provides Demand
California Residential Market, Q1-10 to Q1-16

Median home prices in California continue to trend
up, rising by 5.3% year-over-year in the first quar-
ter of 2016. Real estate remains a large source of
demand for loans and has continued to help bol-
ster growth. Home saleswere up 3.5% from the first
quarter of 2015. Yet, homeownership rates re-
main low as more Californians are being priced
out of the market and thus opt to rent.

Despite recent concerns over when and how much
the Federal Reserve will increase its target interest
rate, mortgage rates decreased in the first quarter
of 2016. As ofMay 2016,mortgage rates approached
near historic lows at 3.6%.Historically low rates ap-
peal to potential homebuyers and to homeowners
who hope to refinance to reduce their rates.
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Mortgage Debt Remains Very Affordable
Conventional Mortgage Rates, Apr-71 to May-16
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Continuously Strong Demands by Builders
California Residential Permits

Total residential construction permits rose last
year, but multifamily permit activity slid during
the last quarter of 2015. Multifamily building con-
tinued to fall during the first quarter of 2016 (down
17.9% year-to-year), but this trend was partly
countered by a 12.3% increase in single-family per-
mits. As a result, total permits fell 5.5% from a year
earlier. Single-family permits are expected to in-
crease through the rest of 2016, although it is not
evident that growth in the single-family segment
will fully offset continued decreases in multifamily
activity. Similarly, construction loans are expected
to continue to grow throughout the year.
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Healthy Housing Market or Housing Crisis?
Despite gains in sales, prices, and permits in recent quarters, one can hardly say that the housingmarket in
California is back to full health. Sales activity and prices will climb this year, but there are concerns with
both supply and demand. On the supply side, new home construction has fallen below expectations for
many years, as developers expand cautiously, especially on the single-family side. Similarly, the statewide
supply of existing homes has been well below average for many years. On the demand side, affordability is
higher than its all-time low, but stringent credit standards and sizable down payment requirements have
stifled activity. In particular, first-time buyer activity has been held back by millennials, who were hard
hit during the recession and only recently have seen their economic circumstances improve with more
full-time employment and increased wages.

Given these conditions, statewide homeownership has been stuck at its lowest rate in 25 years. Because
young families are increasingly unable to afford to buy a home, many opt to rent. Although overall apart-
ment vacancy rates have been increasing very slightly since 2013, a closer look by type of apartment reveal
a telling dichotomy. Inmajor California submarkets—Inland Empire, Los Angeles, San Diego, and San Fran-
cisco —the vacancy rates for older Class B and C apartments have fallen below 2% while the vacancy rates
for newer Class A apartments have been increasingly significantly for the last two to three years.
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A Shifting Market
Apartment Vacancy Rates by County, Q1-11 to Q1-16

With an underperforming owner-occupied market and problems in the rental market, housing affordabil-
ity has once again become a challenge in many regions of the state. Not only does the state lack sufficient
affordable housing for lower-income households, it is also falling short of meeting the needs of moderate-
income households. Housing subsidies reduce the cost of housing but do not increase supply. Higher prices
induce increases in new construction, but with high permitting and regulatory costs, only high-end and
moderately high-end homes pencil out for developers, leaving lower- and moderate-income households
out in the cold.
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Consumer Debt

25

50

75

100

To
ta

l D
eb

t B
al

an
ce

 p
er

 C
ap

ita
 ($

00
0s

)

Q1-04 Q1-06 Q1-08 Q1-10 Q1-12 Q1-14 Q1-16

California United States
Source:  Federal Reserve Bank of New York & Beacon Economics

Debt Balances Remain Stable
Resident's Debt Balances, Q1-04 to Q1-16

The average debt for persons with credit scores
ticked up in the first quarter of 2016 in both Califor-
nia and the United States, up 2.5% and 1.7% year-
over-year respectively. Despite the recent growth
in debt, consumers continue to demonstrate a very
conservative approach to household finance. Aver-
age debt levels in the first quarter of 2016 resemble
debt levels from early 2006 while personal income
has grown by more than 26% in California and by
more than 25% in the United States.

Mortgage loans continue to account for most con-
sumer debt, especially in California, where the cost
of living is high. Average mortgage debt for Cali-
fornia residents grew by 2.9% over the last year,
despite the opposite trend demonstrated by the
2.8% decline in outstanding single-family mort-
gage loans. Californian’s auto loan debt grew by
11.0% over the year, yet Californians continue to
carry less auto loan debt than the average Ameri-
can. If recent trends continue, auto loan debt will
surpass student loan debt in California.

Resident Average Debt Balance

Category
Debt Balances Growth, YOY
CA US CA US

($000s) ($000s) (%) (%)
Total 67.0 46.6 2.5 1.7
Mortgage 52.4 31.9 2.9 1.9
Student Loan 4.0 4.7 1.8 3.1
Auto Loan 3.9 4.1 11.0 2.8
Credit Card 3.0 2.7 -1.3 -1.6
Sources: Federal Reserve Bank of New York
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Delinquencies Improvements Plateau
Resident's Debt Delinquency Rate, Q1-04 to Q1-16

Declining delinquencies in consumer debt are an-
other indication that consumers have been finan-
cially conservative. The delinquency rate for Cali-
fornia residents improved to 2.5% in the first quar-
ter of 2016 compared to 3.1% a year before. How-
ever, the delinquency rate has started to plateau,
and it remains twice as high as it was before the
Great Recession. Delinquency rates on student loan
debt in particular have been trending up.

8



Banking Intelligence Report Beacon Economics

About Beacon Economics
Beacon Economics, LLC is a leading provider of economic research, forecasting, industry analysis, and
data services. By delivering independent, rigorous analysis we give our clients the knowledge they need
to make the right strategic decisions about investment, growth, revenue, and policy. Learn more at
www.BeaconEcon.com.

Services Contacts
Economic, revenue and occupa-
tional forecasting
Economic impact analysis
Regional economic analysis
Economic policy analysis
Real estate market analysis
Industry and market analysis
EB-5 Economic analysis
Public Speaking
Expert Testimony

Christopher Thornberg
Founding Partner
(310) 571-3399
Chris@BeaconEcon.com
Sherif Hanna
Managing Partner
(424) 646-4656
Sherif@BeaconEcon.com
Victoria Pike Bond
Director of Communica-
tions
(415) 457-6030
Victoria@BeaconEcon.com
Rick Smith
Director of Business Devel-
opment
(858) 997-1834
Rick@BeaconEcon.com
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