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Building a bank that works for California
December 2010
In California, we’ve lost more than 1.1 million jobs since 2008. But the infrastructure investments and lending to the small businesses that can lead California’s economic recovery have collapsed.
Here’s why: Taxpayer-funded buyouts in the banking industry has concentrated more than 66% of California deposits in the hands of a small group of big banks—Bank of America, Wells Fargo, JPMorgan Chase, Citibank, and USBank.
And in spite of unprecedented taxpayer designed to drive lending to small businesses, these giant banks are uninterested in providing affordable credit to governments or quality lending to California’s small businesses.
Unfair lending for infrastructure. Before the financial crisis hit, these big banks sold state, counties, and cities in California on ‘interest-rate swaps’ to fund infrastructure projects—promising that governments would be protected against interest rate spikes. But now that their borrowing rates are near zero, banks are refusing to renegotiate the deals. Through 2011, the cost to California taxpayers will be $1.5 billion.

Collapse of small business lending. Bank of America made 2,304 loans in 2007 through the SBA’s flagship 7(a) program. In 2009, BofA made just 74—a 97% decline.  WaMu/JPMorgan Chase made 1,007 SBA 7(a) loans in 2007, but just 77 in 2009. And instead of quality SBA loans, Bank of America put 96% of its 20,253 California small business borrowers into variable rate credit cards that new fair lending rules won’t touch.
Leaders in California are working to create a public bank—like the public-owned Bank of North Dakota—that will put California’s money to work in California. A bank for California will leverage public money to drive new infrastructure investments and partner with community banks to reverse the sharpest fall-off in lending and jobs since 1942.

Making California’s money to work for California
A public bank for California will partner with local banks—plus credit unions and community development financial institutions—to keep public money home where it will:

1. Create new jobs and spur broader economic growth. Public banks are participation lenders—they partner with local banks by sharing risk and buying down interest rates to drive lending to small businesses. That means more lending and new jobs. A 2010 Center for State Innovation analysis shows that an Oregon state bank’s support for local banks could have helped to create or save up to 12,500 Oregon jobs in 2009.

2. Lower public debt costs for government. Like the big banks, a California bank can borrow at the Federal Home Loan Bank and the Federal Reserve’s discount window. The bank can also provide credit support—letters of credit—for tax-exempt bonds at lower interest rates, and participate with local banks on take-out loans. All three functions would allow California to free up capital for infrastructure investments.
3. Generate new revenue for states with job growth, Bank dividends—up to $1.78 billion per year in California—and by bringing home money that California is sending to Wall Street.
4. Strengthen local banks and even out credit cycles with participation loans and other services. A public bank’s charter is clear that it must “be helpful to and to assist in the development of [banks]… and not, in any manner, to destroy or to be harmful to existing financial institutions.” 
California bank consolidation, 1994-2010
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Bank of America’s California small business lending 2005 – 09 by number of loans*
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* According to ‘My Own Small Business’, a nonprofit organization that works with small business entrepreneurs, credit cards typically charge small businesses 16-23% in interest, whereas SBA loans typically have 7-9% interest rates.


