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Executive Summary

Banks play a criƟcal role in supporƟng California’s economy and the communiƟes where they do business. Through
their role as an intermediary between depositors and borrowers, banks protect customer deposits and extend credit
to corporate and retail borrowers. This collaboraƟve process allows our economy to run smoothly and efficiently and
provides opportuniƟes for the acquisiƟon of property, the pursuit of gainful employment through investments in
businesses, the financing of higher learning and the consumpƟon of numerous goods and services. In addiƟon to its
logisƟcal funcƟon, banks provide tangible economic benefits through their own business acƟviƟes and operaƟons.
Banks directly employ a large workforce and purchase intermediate inputs and supplies needed for their operaƟons,
such as consultants and computer equipment. This acƟvity generates increases in demand that ripple through the
state’s economy creaƟng significant “knock-on” effects that are commonly referred to as economic impacts. Based
upon this economic impact study and qualitaƟve analysis, Beacon Economics concludes the following:

Banks doing business in California support a total of $103 billion of California's economic output.

According to the Bureau of Labor StaƟsƟcs, California’s banking sector directly employed nearly 117,000 workers
in 2011. Through indirect and induced effects, banks also support an addiƟonal 236,000 jobs, bringing the total
employment supported by the banking industry in the state to 352,800.

Preliminary figures for the first part of 2012 indicate that the sector directly employed over 121,000 workers.

Bank operaƟons generate significant state and local tax revenues through income and sales taxes totaling $5.3
billion annually.

Total loans and leases amount to approximately $306 billion through September 2012—a $19.1 billion increase in
lending compared to the previous year. Increased lending supported $36 billion of economic output and an addi-
Ɵonal 162,000 jobs beyond the jobs and economic output supported by banking operaƟons in the state.

In addiƟon to these quanƟfiable effects on the economic impact on the state, California’s banking sector contributes
to the state’s economy in more indirect ways, which are also important to note. For example:

Banks reward their employees with compeƟƟve salaries, with the average wage at a California commercial bank
that’s roughly 34% higher than the statewide average across other private sector employers.

Banks provide their employees with generous health insurance and reƟrement benefits. Even workers at the lower
end of the educaƟonal spectrum earn more than they would when compared to other occupaƟons requiring only
a high school diploma.

Finally, banks generously support educaƟon, community and economic development, health and social services,
as well as many other causes through their charitable and philanthropic donaƟons.

In 2011, a subset of banks operaƟng in California reported annual charitable contribuƟons in excess of $110million,
and employees of those banks invested nearly 600,000 volunteer hours in their communiƟes.
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Study Overview

Banks play a crucial role in our society, primarily serving as an intermediary between depositors and borrowers. Cus-
tomers deposit their funds with banks for safekeeping and convenience, while those individuals and enƟƟes seeking
to borrow are in search of funds. Without banks each depositor willing to lend their money would need to find a
qualified, creditworthy borrower to engage in a loan transacƟon. AŌer extending credit, the depositor would need to
administer and service the loan unƟl the borrower pays it off. If each individual depositor and borrower went through
this process, economic acƟvity would brake to a standsƟll and therewould be liƩle uniformity. Credit availability would
decrease significantly without the fracƟonal reserve system due in large part to the substanƟal informaƟonal needs
and transacƟon costs involved in underwriƟng and servicing a loan. In themost basic sense, the ability to uƟlize a frac-
Ɵonal reserve system allows a porƟon of customers' deposits to be retained in reservewhile remainder of the deposits
are used to extend credit. Without this system most borrowers would not be able to saƟsfy their credit needs, such
as financing a home, car or educaƟon. Businesses would have difficulty securing iniƟal funding, execuƟng expansion
plans, or even maintaining access to lines of credit that help businesses smooth the volaƟlity in business receipts to
ensure ongoing operaƟons. These basic scenarios illustrate the important funcƟon banks serve as intermediaries and
sources of credit that allow our economy to funcƟon and grow.

In addiƟon to their important core funcƟon of taking deposits and extending credit, banks operaƟng in California have
a beneficial impact on the economy through their own business acƟviƟes. Hiring employees, leasing office space, in-
vesƟng in business infrastructure and purchasing supplies all generate economic output for the state. Working with
the California Bankers AssociaƟon, Beacon Economics has undertaken a study to quanƟfy these economic impacts on
the state of California.

In the pages that follow, we detail the quanƟtaƟve impacts that banking has on the state including jobs, incomes and
state and local taxes. In addiƟon, we quanƟfy the economic benefit of increased lending by the commercial banks.
As lending increases, consumers are able to deploy those resources to purchase a home or a car and further their
educaƟon. Likewise, businesses are able to get the capital necessary to expand operaƟons or purchase new equip-
ment. Finally, this study discusses qualitaƟve characterisƟcs, such as quality of jobs in the banking sector, employment
growth and philanthropy.

Economic Impact of Business Activity

For the purposes of this study, Beacon Economics used the most recent U.S. Bureau of Census’ 2007 Economic Census
to arrive at business acƟviƟes of commercial banks doing business in California. Unfortunately, the Economic Census
does not provide detailed revenues for commercial banks at the state level. Accordingly, some basic calculaƟons and
assumpƟons were applied to determine the inputs to the economic impact model.

According to this database, the commercial banking sector in the United States generated roughly $603.3 billion in
revenues in 2007. During the same Ɵmeframe, that sector employed 1,643,101 workers, who earned a total payroll
of $95.8 billion. And, while the Economic Census does not provide informaƟon on revenues earned in this sector in
California specifically, it does provide informaƟon on the number of workers in the state as well as their total payroll.
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Using this data, Beacon Economics has determined that California’s commercial banking sector represents nearly 9.8%
of all commercial bank workers in the naƟon and roughly 10% of total industry payrolls.

Assuming that the proporƟon of revenues generated in each state is closely correlated to the number of bank em-
ployees and/or payrolls in that state, Beacon Economics has calculated the statewide revenues aƩributable to the
commercial banking sector in California. Specifically, given that California employs approximately 10% of the naƟonal
commercial bank workforce and that naƟonwide receipts in the commercial banking industry totaled $603.3 billion,
banks operaƟng in California generate roughly $60.6 billion in revenues per year. This number serves as the direct
impact in our IMPLAN model. The size of the commercial banking industry in California is roughly double the moƟon
picture industry, and on par with computer and electronics manufacturing.

In a California economy that is just under $2 trillion in size, a sector that supports roughly $60 billion based upon its
own operaƟng acƟviƟes alone is significant in size. However, as detailed herein, direct effects are not the end of the
story and do not completely value the posiƟve impact banks have in the state. This output also generates demand for
upstream suppliers of supplies and inputs to banks’ operaƟons, which create addiƟonal labor income that is reinvested
back into the local economy—generaƟng indirect and induced effects for the economy as well.

Based on the size of the banking sector in California, as measured by overall economic output, Beacon Economics has
determined that these secondary effects compound the overall posiƟve economic impact by commercial banks on
the state. Specifically, we esƟmate that commercial banks generate a total of $103 billion in economic output in Cal-
ifornia, which is nearly 6% of state’s GDP. This includes the $60.6 billion in direct effects previously idenƟfied, which
are driven by commercial banking operaƟons in California. This figure includes paying salaries to bank employees,
rents and other operaƟng expenses. The secondary impacts include $23.2 billion in indirect expenditures generated
by industries serving commercial banks. The induced impact created by banks doing business in California totals $19.2
billion and includes the effect of spending by employees of banks and their suppliers on various goods and services
throughout California’s economy.

Our analysis proves that California’s commercial banking sector represents a source of strength for California’s econ-
omy. In addiƟon to the liquidity and credit facility being extended to bank customers, this impact analysis proves that
California’s banks are large consumers of products and services produced by businesses across the state.

To beƩer illustrate the difference between direct, indirect and induced effects let’s consider a simple example. When
a bank hires one addiƟonal employee, it creates a direct effect. The new employee will need a computer purchased in
a local outlet or with their equipment vendor/supplier creaƟng an indirect effect for that technology firm in the sense
that the supplier needs to increase staff and/or hours in order to meet that demand. Both the employees of the bank
and at the computer store will spend their money in local restaurants, salons and retail stores, represenƟng induced
effects.

Importantly, in addiƟon to creaƟng demand for economic output across the state, California’s banking sector supports
a large number of jobs. In total, Beacon Economics esƟmates that commercial banks support 352,800 jobs in Califor-
nia. This includes 116,444 jobs located directly within banking operaƟons located in the state as well as more than
235,000 jobs across California resulƟng from indirect and induced effects. In large part, these indirect and induced
effects arise from the substanƟal labor income generated by banking operaƟons in the state. As will be discussed in
further detail below, banks provide not only a substanƟal quanƟty of jobs, but these jobs are very high quality in terms

Economic Impact of Banks 3



B���ÊÄ E�ÊÄÊÃ®�Ý

of overall wages. In fact, direct, indirect and induced labor income resulƟng from commercial banking operaƟons in
California equate to nearly $25 billion annually.

Economic Impact of Banks in California

Type of Impact Employment Labor Income Value Added Output

Direct Effect 116,444 9,751,224,415 35,602,000,590 60,589,732,353
Indirect Effect 121,470 8,802,463,234 13,247,179,058 23,215,201,442
Induced Effect 114,885 6,037,104,764 10,903,606,886 19,206,298,672
Total Effect 352,799 24,590,792,413 59,752,786,534 103,011,232,467

Source: Beacon Economics

We must also underscore that banks support state and local government finances. There’s no doubt that the Great
Recession took its toll on state and local revenues—many of which are Ɵed to the sectors hardest hit by the economic
downturn including housing, incomes, and consumer spending. Thus, it is difficult to downplay the level of state and
local government tax revenues supported by commercial banking operaƟons in the state. Overall, we esƟmate that
$5.3 billion went to state and local government coffers in 2007 as a result of direct operaƟons as well as indirect and
induced spending. This includes taxes on employee compensaƟon, indirect business taxes, taxes paid by households,
and taxes paid by corporaƟons. RelaƟve to a statewide budget that incorporates addiƟonal tax revenue resulƟng from
the passage of ProposiƟons 30 and 39, the contribuƟon supported by banks is sizable and plays crucial role in helping
to maintain public services during these tough economic Ɵmes.

Supporting the Economy Through Lending

3%
17%

42%2%
4%

29%

4%

Agriculture and farmland loans Commercial and industrial loans
Commercial real estate Construction and land development
Loans to individuals Residential real estate
Total other loans and leases

Source: FDIC

California, Total Loans and Leases Outstanding (Q3-2012)
Types of Loans

Banks provide a number of opportuniƟes to their cus-
tomers by offering a variety of loan products designed to
meet personal and business demands. As of September
2012, commercial banks headquartered in California had
approximately $306 billion in outstanding loans and leases.
Nearly a third of all loans outstanding have been under-
wriƩen to consumers for home purchases. The other large
categories of outstanding loans are commercial real estate
and industrial loans, at 42% and 17%, respecƟvely. Com-
pared to the previous year, lending increased through the
third quarter of 2012 by $19.1 billion. Most of the addi-
Ɵonal lendingwent toward commercial and industrial loans
(42%) and residenƟal real estate (34%). Once funds are dis-
persed to their customers, borrowers use the capital to buy
a home or a car, execute expansion plans for a factory, build an apartment building or simply buy a computer for a
new worker.
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It is important to note that due to the way the Federal De-
posit Insurance CorporaƟon (FDIC) collects data on bank
lending, the number of total loans and leases represent the
volume of loans made by banks headquartered in Califor-
nia. Given that many non-California headquartered banks
such as Bank of America, CiƟBank, J.P. Morgan Chase, U.S.
Bank and others maintain a large presence in the state,
these figures largely understate the overall quanƟty of
lending extended in California. However, due to the nature
of the data, it is not possible to determine the volume of
lending made by out-of-state banks within California. As
such, the esƟmates presented herein should be viewed as
highly conservaƟve esƟmates of the overall economic im-
pact of bank lending in the state.

Despite limiƟng our analysis to the impact of loans made by California-based banks, these acƟviƟes generate eco-
nomic acƟvity throughout the state. Beacon Economics esƟmates that $19.1 billion of addiƟonal lending by Califor-
nia’s banks through the third quarter of last year supported just over $36 billion in economic output. Through direct
effects, addiƟonal lending supports around 70,000 jobs. Indirect and induced effects support 53,800 and 38,600 jobs,
respecƟvely—for a total of 162,400 posiƟons.

Together, banking operaƟons in the state and the annual volume of new loans made supported more than 500,000
jobs in California’s economy.

Safeguarding of Deposits
Commercial banks headquartered in California are able to lend and support the business acƟvity in the state because
they have been entrusted to safeguard approximately $349 billion in deposits. Consumers have nearly $242 billion de-
posited into savings accounts and $36.7 billion in demand deposits, which are tradiƟonal checking accounts. Finally,
approximately $70.3 billion is earning interest in Ɵme deposit accounts - cerƟficates of deposit and such. As men-
Ɵoned previously, these numbers are understated due to the fact that deposits held at non-California headquartered
banks are excluded.

Through the payment of premiums paid by member banks to the Federal Deposit Insurance CorporaƟon (FDIC), cus-
tomer accounts are generally covered by a basic insurance limit of $250,000 per depositor at each insured bank and
savings associaƟon. Established in 1933, the FDIC seeks to promote confidence and stability in the banking system
and during its existence, no customer has lost a penny.

Supporting California’s Workforce Through Well-Paying Jobs
In addiƟon to the quanƟtaƟve effects previously discussed, banks in California provide other important benefits to
communiƟes throughout the state. These include quality jobs in the banking sectormeasured by wages and employee
benefits, as well as a deep and commiƩed involvement by banks in their communiƟes.
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For example, according to the Bureau of Labor StaƟsƟcs’ Quarterly Census of Employment and Wages, in 2011 the
banking sector employed 116,444 workers in nearly 5,900 establishments throughout California. Preliminary reports
for the first half of 2012 indicate that the employment level has increased to over 121,000 employees. Employment
growth in the commercial banking sector outpaced the employment growth in the rest of the private sector. Since
2001, employment at commercial banks increased by 10%, whereas the rest of the private sector overall, as of 2011,
was sƟll below the level of employment at the turn of the century. Employment growth was higher in only a few sec-
tors, such as educaƟon/health care, consulƟng services and scienƟfic/research/development services. However, the
commercial banking sector outperformed the employment growth of staple industries in California, including real es-
tate, moƟon picture, technology and broadcasƟng sectors. In addiƟon, commercial banks, aside fromminor job gains
in real estate, were the only job creators in the financial acƟviƟes sector since 2001.
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Average annual wages for the banking industry total
$72,715, which is approximately 34% higher than the av-
erage pay in the private sector ($54,345 per year). In fact,
workers in the banking sector command some of the high-
est wages in the state, behind only UƟliƟes ($138,997),
Management of Companies and Enterprises ($109,143),
InformaƟon ($101,129) and Manufacturing ($88,609). In-
deed, wages in the banking sector are even higher than
some of the industries in California tradiƟonally associated
with “high-wage” jobs. This includes Health Care ($52,104),
Professional, ScienƟfic and Technical Services ($64,104)
andWholesale Trade ($69,116) as a few notable examples.
Thus, commercial banks operaƟng in California not only
support a substanƟal quanƟty of jobs, but the jobs being
offered are very high quality as well.
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Not only are the level of wages higher in California’s com-
mercial banking sector relaƟve to other industries, but they
are also among the most improved over the last decade.
Indeed, since 2001 the wages of banking employees in the
state have increased at a faster rate than the private sec-
tor overall. During the past 10 years, average annual bank-
ing wages in California have increased by 4%, on average,
from $49,937 in 2001 to $72,715 in 2011. This compares to
overall private-sector wage growth of 2.8% over the same
period —considerably slower.

Importantly, these increases in wages have not been with-
out merit, as the growth is a result of increased producƟv-
ity of banking employees. For example, two convenƟonal
measures of producƟvity are output per hour and output
per worker. For banking employees, both indicators have been on a steady climb in the past decade, while hours
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worked have remained relaƟvely flat. Thus, not only are wages above-average at California’s banks and growing, but
banks and their employees conƟnue to increase producƟvity, and workers in the sector are being rewarded with rising
wages as a result.

Although banking sector wages tend toward the higher end of the spectrum, these figures represent overall averages
for the industry and do not represent the wages for each individual role within a banking organizaƟon. For example,
banking sector employees work in a wide range of occupaƟons, from messengers and clerks to aƩorneys, analysts
and managers. The largest group of employees is tellers, which, according to California’s Employment Development
Department requires only a high school diploma as an educaƟonal level prerequisite, and represents roughly 30% of
the sector’s employees. However, tellers earnmore than other comparable occupaƟons such as cashiers or retail sales
workers—occupaƟons with the equivalent educaƟonal requirements as tellers, which represent alternaƟve employ-
ment opportuniƟes for folks employed as tellers. Thus, even workers who occupy the lower end of the educaƟonal
spectrum and wage scale do beƩer for themselves when employed by a bank than they could expect to earn in other
sectors and occupaƟons that their skills qualify them for.

Employment Level and Change

Industry 2001 2007 Change (%) 2010 Change (%) 2011 Change (%)

Mgmt, ScienƟfic,Technical ConsulƟng Services 99,100 159,000 60.4 161,300 62.8 172,000 73.6
EducaƟonal Services 237,300 289,300 21.9 309,700 30.5 326,300 37.5
Health Care, Social Assistance 1,216,900 1,388,900 14.1 1,478,600 21.5 1,507,300 23.9
ScienƟfic Research and Development Services 99,100 107,600 8.6 118,300 19.4 119,700 20.8
Leisure and Hospitality 1,365,100 1,560,400 14.3 1,501,600 10.0 1,530,300 12.1
Other Prof., ScienƟfic and Technical Services 56,800 59,900 5.5 61,800 8.8 62,700 10.4
Commercial Banks 105,649 118,812 12.5 113,069 7.0 116,444 10.2
AccounƟng, Tax PreparaƟon and Bookkeeping Services 103,900 123,800 19.2 111,500 7.3 113,300 9.0
Computer Systems Design and Related Services 204,400 199,200 -2.5 201,000 -1.7 213,800 4.6
Real Estate 181,000 205,700 13.6 187,400 3.5 186,100 2.8
Architectural, Engineering and Related Services 158,300 180,500 14.0 157,200 -0.7 158,700 0.3
Wholesale Trade 658,900 715,300 8.6 644,000 -2.3 659,000 0.0
Legal Services 132,800 137,900 3.8 131,100 -1.3 131,800 -0.8
Other Services 499,200 512,200 2.6 484,900 -2.9 486,900 -2.5
Retail Trade 1,575,900 1,689,900 7.2 1,513,300 -4.0 1,532,000 -2.8
MoƟon Picture and Sound Recording Industries 154,000 151,100 -1.9 144,700 -6.0 148,100 -3.8
Total Private 12,219,900 12,679,000 3.8 11,488,300 -6.0 11,661,800 -4.6
BroadcasƟng 45,900 48,500 5.7 43,500 -5.2 43,200 -5.9
TransportaƟon, Warehousing and UƟliƟes 514,100 507,600 -1.3 466,300 -9.3 471,900 -8.2
AdministraƟve, Support and Waste Services 957,100 997,900 4.3 861,500 -10.0 875,600 -8.5
Insurance Carriers and Related AcƟviƟes 198,800 208,000 4.6 179,000 -10.0 179,900 -9.5
AdverƟsing and Related Services 67,100 64,400 -4.0 56,200 -16.2 59,500 -11.3
Specialized Design Services 24,200 28,200 16.5 19,100 -21.1 20,100 -16.9
Credit IntermediaƟon and Related AcƟviƟes (ex. Banks) 155,751 184,988 18.8 129,231 -17.0 128,756 -17.3
SecuriƟes, Commodity Contracts and Investments 92,700 88,200 -4.9 78,500 -15.3 76,300 -17.7
ConstrucƟon 780,400 892,600 14.4 559,800 -28.3 553,700 -29.0
Manufacturing 1,778,600 1,464,400 -17.7 1,241,000 -30.2 1,245,800 -30.0
Publishing Industries (except Internet) 119,600 99,000 -17.2 83,500 -30.2 83,700 -30.0
Management of Companies and Enterprises 284,500 207,200 -27.2 195,400 -31.3 199,200 -30.0
Rental and Leasing Services 81,800 74,800 -8.6 58,000 -29.1 56,600 -30.8
TelecommunicaƟons 145,200 121,200 -16.5 99,500 -31.5 96,700 -33.4
Internet Service Providers, Web Portals and Data Proc 28,800 20,700 -28.1 18,600 -35.4 18,500 -35.8

Sources: Employment Development Department; BLS, Quarterly Census of Employment and Wages
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The higher average wages overall for bank employees, the higher wages for lower skilled workers and faster growth
in wages all have an impact on the state’s economy. As menƟoned earlier, the wages spent back into the economy by
banking employees create a posiƟve induced effect, which total nearly $20 billion.

Very compeƟƟvewages are not the only factor that drawsworkers to the banking sector. According to the 2012 Bureau
of Labor StaƟsƟcs’ Employee Benefit Survey, nearly 94% of banking sector employees are eligible for health insurance
coverage; only the uƟliƟes sector ranks higher. In this context, health insurance includes medical, dental, vision and
prescripƟon coverage. Of the eligible banking employees, 82% take advantage of the group health insurance plan,
which is 77% of all workers. By contrast, only 69% of all workers in the Pacific region are eligible for benefits across all
industries, with roughly 83% of workers taking advantage (57% of total).
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The banking sector is also generous through their sub-
sidy of health insurance premiums. For individual coverage,
banks cover 81% of premium payments, and 70% for fam-
ily coverage. This compares favorably with just 79% for in-
dividuals and 68% for family coverage on average across
all industries. In addiƟon to providing solid health insur-
ance benefits, the banking sector also offers reƟrement
benefits. Nearly 80% of all banks offer reƟrement benefits,
which is higher than all sectors but uƟliƟes (88%) and post-
secondary educaƟon (91%), and well above the average of
52% across all other industries.

Thus, not only are wages higher, but bank employees enjoy
beƩer benefits packages than they could acquire at other
places of employment—demonstraƟng again the quality of
the jobs opportuniƟes offered by banks in California.

Giving Back to Our Communities Through Corporate Philanthropy

Finally, the banking sector conƟnuously supports local communiƟes through charitable donaƟons. This is a very im-
portant acƟvity by the banks—especially in light of the deep cuts to public services in recent years due to constrained
state and local government budgets. According to a survey by the CommiƩee Encouraging Corporate Philanthropy
in associaƟon with The Conference Board, the median donaƟon per financial sector employee is around $800 per
year. Ninety-seven percent of donaƟons are in the form of cash and are directed towards various causes and projects.
The sector directed 24% of donaƟons towards community and economic development, 27% towards educaƟon, 13%
towards health and social services, 8% towards culture and arts and 28% to various other charitable causes.

To measure the deep commitment of California banks to their communiƟes, the California Bankers AssociaƟon re-
cently conducted a survey of its member insƟtuƟons. In 2011, responding member banks reported that more than
19,000 organizaƟons benefited from the generosity of the banking community through monetary contribuƟons and
volunteering hours. Member banks reported annual contribuƟons in excess of $110 million and the employees of
California banks invested nearly 600,000 volunteer hours in their communiƟes. These figures in and of themselves
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are large; however, they reflect only the porƟon of the state's banking sector captured by the one-third of CBA mem-
bers that responded to the survey. Thus, the actual overall contribuƟon to chariƟes and other philanthropic programs
made by California's enƟre banking sector are substanƟally higher than the figures reported here.

Overall, this is yet another demonstraƟon of how banks are exhibiƟng a posiƟve social and economic influence in
California.

Impact Overview and Methodology

To esƟmate the economic impact of commercial banks in California, Beacon Economics used Version 3 of the IMPLAN
modeling system. This is an input-output model that can be used to esƟmate the short-run impact of changes in the
economy through the use of mulƟplier analysis.

North Valley Bank presenƟng a donaƟon to the
Make-A-Wish FoundaƟon

Impact studies operate under the basic assumpƟon that
any increase in spending has three effects: First, there is a
direct effect on that industry itself, resulƟng from the addi-
Ɵonal output of goods or services. Second, there is a chain
of indirect effects on all the industries whose outputs are
used by the industry under observaƟon. These are the im-
pacts generated by a business's supply chain. Third, there
are induced effects that arise when employment increases
and household spending paƩerns are expanded. These im-
pacts follow from the addiƟonal income that is earned in
the course of producing this output, both by employees in
the target industry and in those supplying it.

It is important to note that capital investments made on
different types of projects can lead to different mulƟpliers.
Why? A sector can have a large mulƟplier if it induces eco-
nomic acƟvity in industries whose employees have a high
propensity to spend from take-home pay. Also, if the sector does not import many materials from abroad or from
out of state, then its mulƟplier effect on the local economy will be high. In essence, some of the spending in the lo-
cal economy may “leak out” into other states and countries. If raw materials are imported, then a change in a local
sector's level of producƟon will result in a commensurate change in economic acƟvity abroad. The same is true if a
California business buys inputs from firms in different states.

Our analysis using input-output accounts is based on three important assumpƟons. First, there are constant returns to
scale. This means that a 10% cut in spending will be ten Ɵmes as severe—across every sector in the economy—as a 1%
cut. Second, there are no supply constraints. This means that any marginal increase in output can be produced with-
out having to worry about boƩlenecks in labor markets, commodity markets, or necessary imports. This assumpƟon
is quite realisƟc in a free-market economy like California's where there is some unemployment. It is even more rea-
sonable in Ɵmes of high unemployment, such as the present economic environment, because there are many under-
and un-uƟlized resources that can be acƟvated without detracƟng from other industries or businesses. Third, the flow
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of commodiƟes between industries is fixed. This means that it is not possible to subsƟtute in the short-run the many
different inputs that go into the target industry.

Thus, our analysis here covers the four main areas of economic impact that will accrue on a state level due to com-
mercial banking acƟviƟes. We esƟmate the direct employment, output, and value-added effects for California aŌer
accounƟng for leakage out of the state. Second,we esƟmate the indirect effects on all the industrieswhose outputs are
used by the proposed investments as well as the induced effects arising when employment increases and household
spending paƩerns are expanded.

Conclusion

Banks play a vital role in California’s economy and within the communiƟes they serve. Through their role as an inter-
mediary between depositors and borrows, banks protect customer deposits and extend credit to corporate and retail
borrowers. This core funcƟon helps our economy run smoothly and efficiently. California banks are able to generate
approximately $60.6 billion in annual revenues directly through their operaƟons, which support more than 352,800
jobs and, through a mulƟplier effect, create an addiƟonal $42.4 billion of economy acƟvity in the state.

Once borrowed funds have been disbursed to borrowers, they are used for various purposes. When a customer ex-
pands their business, buys a home, constructs an apartment building, more economic acƟvity is generated. As of the
third quarter of 2012, banks in California had approximately $306 billion in outstanding loans and leases, a $19.1 bil-
lion increase from a year before. The increased lending generated approximately $36 billion of economic output and
supported 162,000 jobs.

In addiƟon to generaƟng substanƟal economic acƟvity, California banks reward their employees with compeƟƟve
salaries that exceed wages across other industries in the state—even for folks working at the lower end of the wage
scale. Bank employees may also take advantage of generous health insurance and reƟrement benefits in greater pro-
porƟons to their non-bank counterparts. And, in addiƟon to supporƟng a substanƟal number of jobs and output, a
sizable economic impact throughout California’s economy, and the quality of the jobs being offered, banks also rou-
Ɵnely demonstrate their commitment to their communiƟes through corporate philanthropy. For 2011, a subset of
CBA member banks reported annual contribuƟons in excess of $110 million combined with employees of California
banks invesƟng nearly 600,000 volunteer hours in their communiƟes.

When analyzing the bank industry’s core funcƟons, combinedwith the economic effects generated through their busi-
ness acƟviƟes, the generosity towards their employees and communiƟes, it is evident that this industry is vital and
essenƟal to California’s economic landscape.
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About Beacon Economics
Beacon Economics is a leading provider of economic research, forecasƟng, industry analysis, and data services. The
firm's internaƟonally recognized forecasters were among the first and most accurate predictors of the U.S. mortgage
market meltdown that began in 2007—and among a relaƟvely small handful of researchers who correctly calculated
the depth and breadth of the financial and economic crisis that followed. By delivering independent, rigorous analysis,
Beacon Economics gives its clients the knowledge they need to make the right strategic decisions about investment,
growth, revenue, and policy. The firm's clients span both the public and private sector, ranging from the Califor-
nia State Controller's Office to major universiƟes to one of Wall Street's most successful hedge funds. Core service
areas include economic and revenue forecasƟng, economic impact analysis, economic policy analysis, regional eco-
nomic analysis, real estate market and industry analysis, and EB-5 Visa analysis. Visit Beacon Economics' website at
www.BeaconEcon.com to learn more.

Services Contacts
Economic & Revenue ForecasƟng

Business, Industry, & Market Analysis

Economic Development Analysis

Ports & Infrastructure Analysis

Public Speaking

Expert TesƟmony

Sherif Hanna
Managing Partner
(424) 646-4656
Sherif@BeaconEcon.com

Victoria Pike Bond
Director of CommunicaƟons
(415) 457-6030
Victoria@BeaconEcon.com
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