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1. Preliminary Remarks 

 

 

The Deutscher Sparkassen- und Giroverband (German Savings Banks Association, DSGV) 

and its not-for-profit consulting arm, the Sparkassenstiftung für internationale 

Kooperation (Savings Banks Foundation for International Cooperation, SBFIC), have 

developed a concept to establish a new Local Public Banking System tailored to the 

needs of the local economy in industrialized countries.  

 

The present document sketches a proposal to establish a Local Public Banking System 

which will help to fill supply gaps, which often limit the access to financial services. An 

improved access to finance will be vital for a continuous economic recovery and 

development - especially for the local SME sector and the local population. 

 

In addition, Local Public Banks will be able to act as mediator of public funds available for 

local economic development – a mediating role local banks (especially “Sparkassen” / 

savings banks) typically fulfil in Germany as main on-lender of KfW public funds and 

other public funds, e.g. in agricultural finance. 

 

Last but not least the new concept of Local Public Banks will help to restore trust of the 

population in the financial system and stabilise the local economy as they will contribute 

especially to the regional development of the country. 

 

The concept is a draft which still allows for amendments and adjustments proposed by 

the stakeholders in any specific country. SBFIC likes to point out that this concept should 

be understood as a proposal for a more general Local Public Banking System, not just an 

adaption or application of the German Sparkassen model, nor should it be understood as 

an investment proposal from a foreign investor. 

 

A Local Public Banking System needs a broad consensus and public support. It is hoped 

that this document will serve as a base for discussions and raise interest among potential 

stakeholders from governments and politicians. It is also an invitation to potential 

stakeholders to support this alternative banking model.  

At home, the German Sparkassen strictly act as local banks and refrain from investing 

outside their business region or even abroad. Nevertheless, SBFIC believes that other 

countries might benefit from Sparkassen experience based on more than 200 years of 

successful public banking in Germany.  
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2. Introducing a new  Local Public Banking System 

 

As an alternative to global financial institutions and the concept of profit 

maximisation, a new Public Banking System is proposed. The new public banks will 

fill a gap between Commercial Banks and Credit Unions. 

 

 

 

1. The proposal suggests a nationwide network of Local Public Banks which are 

managed independently but with an identical business model working under 

identical management principles. Initially a limited number of pilot banks are 

envisaged with a roll-out of a larger network developed over a longer time period 

(e.g. 5 years).   

 

2. In the network, a centralized service unit will provide back-office services, 

including risk management and internal audit and will also house a self-

supervision unit for the new public banking system. 

 

3. The new public banks will follow a specific business model that is different from 

traditional commercial banking. The new public banks will have to be 

economically viable but they will not pursue profit maximisation. At the same time 

they will be enabled to fulfil a public mandate because they will not be under 

pressure to make dividend payments.  

 
4. Earnings will generally be retained to strengthen the capital base – once sufficient 

capital is available, profits might be distributed to social projects to benefit the 

local community 
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2.1. Specific scope and main characteristics – different from 

commercial banks and credit unions 

 

2.1.1.  Public Mandate 

 

The Local Public Banks follow a sustainable business philosophy which focuses on 

the appropriate and adequate provision of financial services to all groups of 

customers. This provides for financial inclusion of private customers – regardless 

of their personal income and financial situation – and for a sustainable 

commitment to the development of local businesses, particularly to very small 

and medium-sized enterprises in the region. 

 

By following principles of public responsibilities the new system will help to 

restore trust in the financial system.  

 

 

 

The public mandate that shapes the entire business 

model comprises the following elements: 

 

o Supply of financial services to everyone 

 

o Promotion of savings 

 

o Strengthening competition based on the competitive 

requirements of the business area 

 

o Surpluses used to strengthen the capital base and to 

fund social commitments in the region 
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2.1.2.    Regional Principle 

 

The regional principle stipulates that the Local Public Banks are only authorised 

to operate within their own region and that their loan activities will focus on that 

region. Their business area will in principle be specified by the administrative 

region. 

 

The effects of the regional principle are: 

 

o The Local Public Bank operates within its well-defined region; ”cherry-

picking” in more prosperous regions is not permitted, which increases 

the incentive to invest sustainably in the development of the original 

region of operation. 

 

o This prevents the local banks from growing too quickly and inculcates 

responsibility in corporate governance. 

 

o The strong focus on the home region increases customer knowledge and 

commitment to a long-term, stable economy.  

 

o The bank will operate under normal market conditions. As the local banks 

cannot cross-subsidise services from the profits of other regions, the 

regional principle directly increases their local focus.  

 

o The principle of “local deposits into local loans” provides financing    

opportunities also for economically weaker regions, preventing the 

economic depletion of regions. 

 

o The new Local Public Banks are taxpayers and thus contributing to 

national and local budgets. 
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2.1.3.   Trusteeship by Local Authorities 

 

Depending on the final legal structure and organisational set-up, regional 

authorities could be involved in the governance of the Local Public Banks and 

function as trustees (not necessarily as municipal owner). Local authorities and 

the local banks have a common interest in regional development. The Local Public 

Banks support their local authorities through their obligation to economic 

development, regional policy, and in social and cultural areas. 

 

 

 

o The local authorities can be owners or stakeholders of the Local 

Public Banks. The legal set-up of the bank would have to ensure 

that a Local Public Bank once established cannot be sold to 

investors. This implies that involved local authorities will not be 

able to claim full “ownership” of the Local Public Banks, i.e. that 

would not be able e.g. to sell “their stake” and turn it into budget 

revenues. 

 

o The supervisory board of the Local Public Bank ensures that the 

bank fulfils its public mandate. Local authorities should be 

represented on the supervisory board of the bank. 

 

o The supervisory board’s rights of participation do not include 

the day-to-day business. The responsibility for this is taken by a 

separate management board.  

 
 
 
2.1.4. Legal Status and Ownership 

 

In the long run, an important challenge will be to ensure that the Local Public 

Banks cannot be taken over by private banking groups or investors, whose 

principal aim is generally to increase profits. A potential takeover would – sooner 

or later – motivate the management and/or the owner to focus on maximisation of 

profits. This mission drift would threaten the existence of the entire system and 

undermine the trust in this new system.  
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The final legal status and form of ownership have to be decided by the 

stakeholders involved in close cooperation with the regulatory authorities for the 

financial sector.  

 

It is recommended that the new system of Local Public Banks will adopt a specific 

legal status, different from commercial banks, which are typically stock 

corporations governed under shareholder value maximization principles. Also the 

legal concept of credit unions which acts under the maxim – one member one 

vote – will not be an exemplary concept, especially with regard to established 

governance principles. Obviously the specific legal set-up will have to be in line 

with the legal framework and banking law, and there will be emphasis put on 

specific by-laws. In any case a number of essential points have to ensured: 

 

o Each Local Public Bank is a legally and financially independent entity. 

 

o The legal form has to ensure that the population within the business 

region is adequately represented in the supervisory board. 

 

o The day-to-day business is handled by the management board, which is 

comprised of banking professionals as required by the Regulator. 

 

o Local Public Banks operate according to commercial principle but do not 

aim for profit maximisation. There is no pressure for dividend payments 

and core capital is principally formed from retained earnings. 

 

o Like other financial institutions, Local Public Banks are subject to the 

General Banking Supervision. 
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4.  Decentralised Group (“Network”) with a Central Service Provider 

 

The Local Public Banks are independent but (at least initially) comparatively small 

entities. Nevertheless, each bank will be managed by professional bank managers 

and competent teams. In order to increase efficiency and to guarantee quality 

standards, the Local Public Banks will be organized in a network – the Local Public 

Banks Finance Group. Operational support will be provided by a Central Service 

Provider (CSP).  

 

The following elements constitute a Local Public Banks Finance Group: 

 

 

o Economies of scale will be achieved through a Central Service Provider, 

CSP, which will be jointly owned by the individual local public banks. They 

will be able to “buy” back-office services from the CSP like IT-System and 

IT-Management, Product Development, Human Resource Development, 

Marketing, Accounting, Controlling, Auditing, etc.. 

 

o The banks will be able to draw on special knowledge provided through the 

CSP: start-up finance, leasing, export-finance etc. will be centrally 

available. The CSP itself, however, will not be a seller of services in the 

market, i.e. the CSP will have no banking license. 

 

o The Local Public Banks Finance Group can from a certain stage of 

development work under a joint liability scheme: in cases of economic 

difficulty, banks support each other to ensure the existence of an 

institution. To this end, monitoring committees of the “joint liability 

scheme” are given graduated rights of information and intervention, 

according to the specific situation. Constant monitoring of all institutions 

is carried out within the Group through Self-Supervision – in addition to 

the Banking Supervisor. This is to be organised by a Self-Supervision 

department in the CSP.   

 

o Despite intense group interaction, decisions made by the individual bank’s 

management boards remain autonomous. Therefore the sole business 

responsibility stays with each single Local Public Bank and its 

management board. 
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5.  Underlying Business Model 

 

All Local Public Banks will follow the same business model, although various 

regions might ask for emphasis on some specific businesses. Business 

philosophy and generally valid principles of the public bank’s business model are 

as follows: 

 

 To ensure appropriate and sufficient provision of financial services to all 

customers regardless of their income and financial situation in a 

responsible and sustainable way. 

 To promote local economic development, particularly for small and 

medium-sized enterprises in the region.  

 To promote savings and strengthen basic financial education. 

 To strengthen competition according to competitive requirements of the 

Local Public Bank’s business area.    

 To retain profits and strengthen equity. 

 

 

 

5.1  Market Segments, Financial Products and Services 

 

Private households, farmers (if in rural areas) and small enterprises will be the 

main clientele of the Local Public Banks which will focus on retail banking 

products. The public banks will not be engaged in investment banking services.  

 

  

 

The Local Public Banks’ target market will be a segment in between the 

traditional core customer segments of credit unions and commercial banks.  
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The product range will encompass financial products and services for retail 

banking and SME finance. The focus will be on responsible and sustainable 

finance.  

Agricultural credit can be another business area, as the Local Public Banks will be 

embedded into the regional economies fulfilling their public mandate and 

contributing to regional development. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

RETAIL BANKING 

 

o The banks will offer a traditional range of retail bank services for private 

customers of the region. At the initial stage the number of products will 

be limited to 3 or 4 credit and savings products. 

 

o The banks will do consumer lending in a very prudent manner only, as it 

is perceived to be a risky financial solution for the borrowing households 

as they often become over-indebted. 

 

o Traditional mortgage business will be developed by the banks over time 

and included in the product offering in line with a growing funding base.  
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o  

  

 

 

 

 

 

 

AGRICULTURAL FINANCE 

 

o The Local Public Banks could offer expertise in agricultural lending, 

supported by a competence centre team housed by the CSP. 

 

o Working capital and investment credit could be offered to local 

farmers. 

 

o Finance through equipment and machinery leasing could be 

provided by the CSP and possibly external cooperation-partners. 

 

 

 

  

 

SME FINANCE 

 

o The focus of corporate business will be on SME lending, especially for the 

segment of smaller SMEs. Finance will be available for working capital and 

investments. 

 

o A special focus will be on start-up finance in the SME sector. A competence 

team will be established at the Centralized Service Provider  (CSP) and will 

provide the Local Public Banks with special products and services. Other 

specialized services offered through the CSP could be leasing and export-

finance. 

 
o The Local Public Banks aim for a role as a mediator for promotional SME 

programs.  

 

o The Local Public Banks can be engaged in renewable energy and efficient 

energy projects and other forms of green finance. A close cooperation with 

local authorities, specialised regional development agencies and specific 

public bodies needs to be established for this purpose. 
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5.2 Criteria for Credit Approval, Pricing and other Conditions 

 

o Lending decisions will be based on business plans, results from cash-flow 

analysis, solvency and credit-history of the customer.  

o The availability and provision of collateral will be an additional element, but 

not the decisive criterion.  

o Effective borrowing costs and conditions will reflect market rates as the Local 

Public Banks work in a competitive environment. 

o Based on the supportive network concept (including the CSP), the Local 

Public Banks will have low operational costs to keep pricing of services at 

competitive levels.  

o The focus on local business for local clients will support an effective risk 

management and will help to keep costs of risk at low levels. 

o Funding will be based on deposit taking which will facilitate long-term 

lending. 

 
Lending decisions will be based on a multi-tier decision taking process operated 

by the management of each local bank and will be performed within the shortest-

possible decision time. Decisions on standardized and small loans will be taken at 

branch-level. However, all decisions will be based on a “four eyes principle” and 

on standardized risk management guidelines.  

The self-supervision function at the Central Service Provider will monitor the 

lending performance of all individual Local Public Banks. Compliance with all 

internal guidelines and external regulatory requirements will be supervised by the 

CSP.    

 

5.3 Branch Network  

Each Local Public Bank will have its own Head Office which houses the 

management and most of the back-office staff. Closeness to customers will have 

to be achieved by a network of branches which will be positioned according to a 

number of individual criteria:  

o Geographical area 

o Layout of population distribution 

o Infrastructure and spatial mobility 

o Commercial and business areas 

o Competitive coverage 
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The final set-up of each local bank’s branch network will be based on a careful 

analysis of the above mentioned criteria. Special focus will be laid on those business 

areas which are neglected by commercial banks and credit unions. At the same time 

it will be necessary to decide on the specific technical configuration, staffing and 

available product range for each branch. 

 

For remote areas mobile branches might be a solution – as is common practice in a 

number of European countries.       

 

   

 

 

 

 

 

 

 

 

 

 

 

 

Financial services and products will be provided through traditional over - the - 

counter operations, but also by electronic banking (digital financial products).  
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6  Management/Staff 

Each Local Public Bank will be managed by a professional management team which 

will be recruited locally. Specific preconditions set by the regulatory authorities for 

management staff will be met. All key positions will only be given to qualified 

individuals.  

Especially in the starting phase of a new local public bank it could be reasonable to 

provide coaching for the management board with regard to the specific philosophy of 

public banking in a decentralized system. External consultancy as well as training for 

members of staff of new Local Public Banks can be provided by SBFIC and the German 

Sparkassen.  

The Central Service Provider will establish a team for human ressource development 

and a central training unit for the local public banks.   

 

7 Financial Resources  

For each Local Public Bank, initial capital has to be provided at an adequate level. 

The final amount depends on regulatory requirements and has to be calculated 

according to the individual business plan for each local public bank. 

In addition, core capital also needs to be provided for the set-up of the Central 

Service Provider.  

Finally, sufficient liquidity has to be available for the local public banks to allow a 

smooth business start, as the deposit base probably will be low initially. Necessary 
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liquidity, especially in the start-up phase, could also be provided by a credit line of a 

third party.  

 

The proposed Local Public Banks form 

an additional pillar of the formal 

banking system, next to commercial 

banks and credit unions. Their 

stakeholders support the specific 

public banking business model and a 

public mandate. Funding will probably 

have to come from public and private 

sources. 

 

Finding private investors for Local Public Banks will be a major challenge. As one key 

element of the concept is that the new institutions cannot be sold, and all initial 

profits will remain in the public bank to strengthen the capital base, there is no 

short-term economic reason why a private investor should make available his 

financial resources – except the fact that he might want his home region to develop 

and prosper. 

Investments by private or public institutions should stay within the public bank, at 

least for a number of years. Dividend payments should not be expected/possible 

during the first couple of years. As retained profits grow, however, investors might 

be allowed to sell their equity share, provided a possible change of ownership does 

not endanger the sustainability of the public bank and will not result in a mission 

drift. Depending on the legal framework of any specific country, the institutional set-

up must ensure that the underlying logic and purpose of the local public bank can 

not be changed over time. 

 

It is of vital importance to make sure that necessary financial means are available 

when the founding process technically starts.  
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8 Regional Set-up  

Ideally, at least two Local Public Banks in different regions should be established 

during the pilot phase. This will help to get an improved and objective evaluation for 

the planned roll-out. Moreover, it assures the necessary political transparency and 

public attention.  

Based on experience, a business area with a population of 200,000 to 400,000 

inhabitants will allow the development of a viable business case for a local public 

bank.  

As the business model is closely linked to the idea of municipal trusteeship, a close 

link to the administrative framework is recommended. In some cases a joint initiative 

by neighbouring cities or districts can enable the creation of a sustainable business 

area.  

To give an example, the following graph gives an indication of a network of local 

public banks in the Republic of Ireland: 
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9 Competition and  Cooperation 

Obviously, the establishment of a new Local Public Banking System will cause 

additional competitive pressure on existing financial institutions as is the case with 

all new entrants to a market. Per se this must not be negative as quality, efficiency 

of services and acceptable price levels can only be reached in a competitive 

environment.  

A new Local Public Banking System is not aiming at crowding-out existing local 

banks, as in most regions there is a need for more local players. A system of Local 

Public Banks can therefore be designed in a way that is supportive to other existing 

local banks (e.g. credit unions or community banks). The following graph gives an 

example for a cooperation model between local public banks and credit unions – in 

this example the Central Service Provider opens up to offer its services to credit 

unions: 

 

Cooperation Model 
 

 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


