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Loans Shrink as Fear Lingers

By DAVID ENRICH and DAN FITZPATRICK
See Corrections & Amplifications item below.
Lending continues to slow as bankers and borrowers refrain from taking risks, in a bearish sign for the economy.

The total amount of loans held by 15 large U.S. banks shrank by 2.8% in the second quarter, and more than half
of the loan volume in April and May came from refinancing mortgages and renewing credit to businesses, not
new loans, an analysis by The Wall Street Journal shows.

The numbers underscore two related trends weighing on the economy.
Shift in Lending Financial institutions are clamping down on lending to conserve capital as a
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e "I think it is good for banks if we continue to be prudent as an industry and
not reach to get loan growth by reducing our underwriting," Richard Davis,
=-2.8% chief executive of U.S. Bancorp, said last week. The Minneapolis regional
Suurces: company reports; Treasury Dept, bank's overall loan portfolio declined 1.2% to $182 billion from March to

June, despite issuing $16 billion of mortgages. Most of the mortgages came
from refinancing existing loans.

The loan figures reviewed by the Journal include giants such as J.P. Morgan Chase & Co., Bank of America Corp.
and Citigroup Inc., as well as regional banks such as Fifth Third Bancorp, based in Cincinnati, and Regions
Financial Corp., of Birmingham, Ala. The 15 banks hold 47% of federally insured deposits and got $182.5 billion
in taxpayer-funded capital infusions through the Troubled Asset Relief Program. As of June 30, the banks had
$4.2 trillion of loans on their balance sheets, down from $4.3 trillion as of March 31.

Loan portfolios shrank at 13 of the big banks, with the steepest decline at Comerica Inc., Dallas, where the loan
total was down 4.3% to $46.6 billion in the latest quarter. Just $1.6 billion of the $10.2 billion in credit extended
by Comerica in the second quarter came from new commitments. A bank spokesman said many borrowers "are
being cautious."

Bank of America, Charlotte, N.C., reported its loan portfolio slipped 3.6% to $942.2 billion in the second quarter.
A spokesman for the largest U.S. bank by assets said the decrease reflects higher loan losses and lower loan

1 of3 3/9/2010 12:03 PM



Loans by U.S. Banks Shrink Amid Lingering Economic Fears - WSJ.com http://online.wsj.con/article/SB124865259057482435. .html#printMode

demand as borrowers pay off outstanding debts. "There were fewer opportunities to make high-quality loans
because of the recession," he added.

Some borrowers complain banks aren't trying hard enough to expand credit. Ernie Cambo, a principal with
Miami real-estate developer CPF Investment Group, had to halt work earlier this year on a 2.5-million-
square-foot project called AVE Aviation and Commerce Center because he couldn't line up financing beyond the
initial phases.

Now he isn't certain he will be able to find bank financing for a planned $4 million building for a South Florida
auto auctioneer, despite having a signed lease. "You will find no more frustrated borrower than me right now,"
said Mr. Cambo, 39 years old. "I am growing in this downturn, and I can't get any incremental debt."

The slow pace of lending has created political heat for the Obama administration. On Friday, Rep. Spencer
Bachus (R., Ala.) pressed Treasury Secretary Timothy Geithner to "tell me why we didn't really see that
multiplier effect" from banks funneling their TARP money into lots of loans.

"I think you did," Mr. Geithner responded.
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The 15 banks reported about $803 billion in
loan volume in the second quarter, up 12.7%
from the first quarter. But nearly 60% of the
increase in April and May came from
refinancing mortgages and renewing business loans, according to data Treasury collected from the banks. In
contrast, new home purchases accounted for just 23% of all mortgage loans. May is the latest month for which
the government's figures are available.

At BB&T Corp., of Winston-Salem, N.C., a surge in mortgage refinancing fueled the regional bank's increase of
0.1% in the size of its overall loan portfolio, which hit $100.3 billion as of June 30. Mortgage lending "is really
booming,"” CEO Kelly King said, but loan growth slowed in May and June, "especially in the commercial area."

Banking analysts said the fact that less than half of loan volume is coming from new loans shows how far the
economy still has to go to dig out of the recession. "You are looking for net new loans in the marketplace to be a
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signal of true change, and we have not seen that yet," said Christopher Marinac, research director at FIG
Partners in Atlanta.

"You've got to have fewer people paying down loans...and you've got to get banks to loosen underwriting
standards," said RBC Capital Markets analyst Gerard Cassidy. "That is when you will see loan balances in the
U.S. banking system expand from where they are today. When that happens, you will see the economy really start
to blossom."

On a year-over-year basis, total loans held by the 15 big banks rose 17% from $3.6 trillion in 2008's second
quarter. The increase was skewed by the impact of acquisitions that included J.P. Morgan's takeover of the
banking operations of Washington Mutual Inc. and Wachovia Corp.'s purchase by Wells Fargo & Co. Excluding
purchases, loan portfolios shrank by about 10% as of June 30 from a year earlier.

The figures are a strong but imperfect indicator of loan activity. For example, loans sold to other institutions
aren't counted on a bank's balance sheet at the end of the quarter. Since the financial crisis erupted, though,
sales of loans have withered.

Write to David Enrich at david.enrich@wsj.com and Dan Fitzpatrick at dan.fitzpatrick@wsj.com

Corrections & Amplifications:

Miami real-estate developer Ernie Cambo has been trying to line up additional financing for a project called AVE
Aviation and Commerce Center. A previous version of this article incorrectly gave the project's name as Ace
Aviation and Commerce Center.
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