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The Programme for a Partnership Government commits the Government to

“... thoroughly investigate the German Sparkassen model for the development of local
public banks that operate within well-defined regions.”*

Public banking is where a state, or other public actor, owns a financial institution.?

The Department of Rural and Community Development (formerly the Department of Arts,
Heritage, Regional, Rural and Gaeltacht Affairs) and the Department of Finance are the
Government Departments that have been assigned responsibility for fulfilling this Programme
for a Partnership Government commitment.> This report outlines the findings of the
investigation of the German Sparkassen model and its potential in Ireland.

The report describes the current Irish banking environment in terms of credit demand trends,
the provision of lending to SMEs, the financing needs of SMEs and the banking alternatives
available to them, new mortgage and other retail lending, and mortgage interest rates. It then
examines the Sparkassen and Kiwibank models of local public banking. A proposal for a
potential model of local public banking, based on the Sparkassen model, from Irish Rural Link
and the Savings Bank Foundation for International Cooperation (SBFIC) is considered as part
of the analysis of local public banking in Ireland. The views of respondents to a public
consultation process conducted on this issue in March 2017 have also been summarised and
included.

1 https://merrionstreet.ie/MerrionStreet/en/ImagelLibrary/Programme_for Partnership Government.pdf at

page 48.

2 https://banque.ooreka.fr/comprendre/banque-publique

3 Responsibility for the Programme for a Partnership Government commitment moved from the Department of
Arts, Heritage, Regional, Rural and Gaeltacht Affairs to the Department of Rural and Community Development
inJuly 2017.
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The Irish retail banking market is highly concentrated, with only five active retail banks
operating in the market.* The trend that emerges from the latest wave of the Department of
Finance’s biannual SME Credit Demand Survey is that the level of applications for bank credit
from SMEs is falling.> The majority of SMEs that apply for bank financing have their credit
applications approved.® Additionally, SME indebtedness is decreasing and, according to the
Central Bank of Ireland, 75-80% of SMEs use internal sources of financing to support their
investment needs.’

In addition to the retail banks, non-bank finance providers, as well as An Post and the credit
union sector, are also important providers of financial services in Ireland. There are a number
of specialised non-bank finance providers in the Irish SME finance market, offering products
such as senior debt, mezzanine debt, asset finance and invoice discounting. In June 2017, An
Post launched a Smart Current Account that can be opened in over 750 post offices and used
in all branches of the network.? In addition, Ireland has a rural and urban network of 280
credit unions serving 3 million members.®

Credit unions are looking to grow their services to small and medium-sized businesses and in
doing so fulfil their role as an action group for community development through mobilising
local resources for investment in the small firm economy. Such expansion will enable credit
unions to diversify and to improve their financial health. Credit unions are looking to play an
increasing role in the Irish retail financial landscape into the future and the Central Bank is
assisting credit unions in developing their business model. This may also provide a channel
for increased lending to the rural SMEs in some cases, subject to the capacity of individual
credit unions.

4 These include AIB, Bank of Ireland, Permanent TSB, Ulster Bank, and KBC.

5 http://www.finance.gov.ie/sme-credit-demand-surveys-archive/

5 The trend shown by the Department of Finance SME Credit Demand surveys is that approvals of SMEs’
applications for bank finance increased between March 2012 and March 2016. However, the last 2 consecutive
waves of the survey have shown an increase in declines of bank applications by SMEs. 73% of SMEs who sought
bank finance in the last six months had their application approved, according to the latest wave of the Survey.
http://finance.gov.ie/wp-content/uploads/2017/08/SME-Credit-Demand-Survey-June-2017.pdf

7 https://www.centralbank.ie/publication/sme-market-reports

8 http://www.smartaccount.ie/?gclid=EAlalQobChMIgKDrgrS-1wlVx7ftCh2FgQsWEAAYASAAEg)ImfD BwE

% Department of Finance data (June 2017).
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Since 2008, the Government has put in place a number of policy measures, such as the
Strategic Banking Corporation of Ireland (SBCI), Microfinance Ireland and the Credit Review
Office (CRO), designed to support access by SMEs to flexible, appropriately priced and
sustainable finance. Similarly, the Irish Strategic Investment Fund (ISIF) has provided
considerable funding to debt providers such as Dunport Capital Management'® and Carlyle
Cardinal, which in turn arrange senior and mezzanine debt finance for SMEs.!! These
Government initiatives have so far provided significant support to SMEs across the county,
with 85% of all SBCI’s lending provided to businesses based outside of Dublin.

The SBCI’s goal is to facilitate and encourage the availability of appropriately priced funding
to SMEs on more flexible terms than has been available in recent times on the Irish market.
To the end of June 2017, €855 million of SBCI supported funding has been provided to 21,132
SMEs supporting 106,728 jobs. The SMEs who received SBCI finance are from almost all
business and economic sectors including agriculture, food, retail, healthcare, transport and
manufacturing. More than 85% of loans are for investment purposes. There is a broad
regional spread of the SMEs supported, with approximately 85% of them based outside
Dublin, and 23% of all loans granted to the agricultural sector.'?> The SBCl is working to develop
a more diverse range of on-lenders and innovative products to meet the evolving
requirements of the SME finance market.

The downward trend of demand for credit from SMEs and the reduction in the indebtedness
of SMEs, combined with the increasing availability of credit from both bank and non-bank
sources, suggests that access to finance for SMEs has improved. Nonetheless, higher than
average interest rates on loans to SMEs indicate that legacy issues and competition remain
problems in the SME finance market.

In relation to applications for credit by SMEs, there is evidence to suggest that this is falling in
Ireland, according to the figures from the Department of Finance SME Credit Demand Survey
covering the period October 2016 — March 2017.13 Conversely, the supply of credit, both to
SMEs and retail customers, including mortgage lending, is increasing. Central Bank of Ireland
data shows that the cost of credit (interest rates) remains higher in Ireland relative to the

10 Formerly known as BlueBay Asset Management.

11 http://isif.ie/portfolio/investments-to-date/

12 http://sbci.gov.ie/wp-content/uploads/2017/08/APPROVED SBCI HYR Summary.pdf

13 http://finance.gov.ie/wp-content/uploads/2017/08/SME-Credit-Demand-Survey-June-2017.pdf
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European average; however, this data also suggests that rates have started to decline.
Furthermore, analysis of the Irish banking sector also demonstrates that Irish banks have
additional spare capacity to meet any future demand for lending from SMEs and households.
This is supported by the fact that capital ratios (such as the fully loaded core equity tier 1) for
the Irish banking sector remain above European averages, while loan to deposit ratios also
exceed European peers (as of December 2016).14

As discussed, interest rates on new lending in Ireland remain above the European average.
There are a number of factors influencing this trend, including the high cost of risk at Irish
banks (driven, in part, by historical loss rates), the high levels of capital (driven partly by non-
performing loans and their impact on risk weighted assets), and the increased consolidation
of the Irish banking industry since 2008.%°> These may be contributing factors to the reduced
demand for credit by SMEs. However, as the Irish banking industry continues to improve, the
impact of these factors is beginning to decline, leading to a subsequent reduction in interest
rates.

The Government has shareholdings in AIB, Bank of Ireland and Permanent TSB. However, the
Government’s priority is facilitating a functioning and competitive private market and
reducing its shareholding in a manner that recovers the taxpayers’ investment over time.

The Government is fully supportive of increased competition in the banking sector. It
encourages any potential new market entrants to engage with the Central Bank of Ireland and
the Department of Finance on this matter.

In examining the potential of the German Sparkassen and Kiwibank model in an Irish context,
the report examines their business models as well as how they currently operate in Germany
and New Zealand respectively.

1 https://www.eba.europa.eu/documents/10180/1804996/EBA+Dashboard+-+Q4+2016.pdf/74c92eb4-3083-
47fc-bd5d-6a8ac64e8393

15 https://www.ccpc.ie/business/wp-content/uploads/sites/3/2017/06/2017-06-14-CCPC-Options-for-Irelands-
Mortgage-Market.pdf
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Sparkassen form part of the public banking sector in Germany. In the case of Sparkassen, the
public body responsible for them is a municipality.'® A municipality can be a city, a town, a
district, or a special purpose association of a local authority established for this purpose.
Sparkassen operate in geographically delimited areas and they are precluded from operating
outside of their particular region. The ethos of Sparkassen is not profit maximisation; rather
it is public interest based, promoting financial inclusion and economic development within
their regions.’

Kiwibank is a subsidiary of New Zealand Post, which is state owned.!8 It provides retail and
business banking services through PostShops (post offices), utilising the already existing
branch network,*® while also having a number of standalone branches in larger cities.?°
Kiwibank has an ethos of sustainability and corporate social responsibility, aiming to support
communities, help customers take control of their finances and supporting the

environment.?!

In considering the proposal for a potential model for local public banks in Ireland put forward,
it is worth noting that neither Irish Rural Link nor SBFIC are proposing to undertake
establishing local public banks in Ireland directly or providing investment in order to do so.
SBFIC have offered the benefit of their expertise and consultancy services to assist in

establishing local public banks in Ireland.

Estimates provided by Irish Rural Link and SBFIC indicate that capital and start-up costs for
each local public bank would be between €15 and €20 million. The pilot phase would cost an
estimated €50 million.?? In order to establish the complete local public banking network, a

16 http://www.civitas.org.uk/content/files/SimpsonSparkassen.pdf

17" http://economic-research.bnpparibas.com/Views/DisplayPublication.aspx?type=document&IdPdf=28761;
https://www.centreforpublicimpact.org/case-study/sparkassen-savings-banks-germany/;
http://www.civitas.org.uk/content/files/SimpsonSparkassen.pdf

18 https://www.nzpost.co.nz/about-us/who-we-are/new-zealand-post-group

19 https://www.kiwibank.co.nz/about-us/

20 https://www.kiwibank.co.nz/about-us/press-releases/financial-results-kiwi-group-holdings-including-
kiwibank-year-ended-30-june-2017/

21 https://www.kiwibank.co.nz/about-us/sustainability-and-corporate-responsibility/

22
http://oireachtasdebates.oireachtas.ie/Debates%20Authoring/DebatesWebPack.nsf/committeetakes/FPJ2017
101200002?0pendocument#000050
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further 6 banks would cost an estimated €120 million. According to the proposal from Irish
Rural Link and SBFIC, the total cost of establishing a local public banking network in Ireland
would be approximately €170 million.

There are a number of challenges relating to the public banking business model proposed by
Irish Rural Link and SBFIC:

e The locations proposed in the business model overlap significantly with the existing
regional network of banks, credit unions and post offices.

e The business model submitted has a number of assumptions relating to cost
estimates, interest rates, and loan attrition that would appear to be ambitious.

e [tis not clear what the State’s role in a local public banking system should be or if it is
necessary for the State to have any role.

e ltis also not evident that providing the significant investment required to establish a
local public banking system can be justified from Exchequer funds at this time.

e Additionally, the proposed governance structure requires further consideration.

The results of the investigation into local public banking indicate that, given the current
demand for and supply of credit, there is not a compelling business case for the State to
establish a new local public banking system based on either the Sparkassen or Kiwibank model
by drawing on Exchequer funding. However, there is no impediment to Irish Rural Link and
SBFIC engaging with the Central Bank of Ireland, the credit union sector, An Post or any other
private sector entity/investor in relation to their proposal. It is open to them to progress their
proposal on this basis in a manner that does not involve State funding.

The Department of Finance will continue to engage in a dialogue with Irish Rural Link and
other stakeholders. The Department will also continue to consider whether existing or new
policy measures and initiatives could better serve the needs of Irish SMEs, including rural and
regional businesses, and retail customers generally. Additional developments and emerging
trends, such as FinTech will be kept under review for their potential to develop initiatives that
could deliver credit in a more effective and less costly manner.?> Furthermore, the

23 Financial technology (FinTech) is new technology and innovation that aims to compete with traditional
methods in the delivery of financial services.
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Department of Finance will commission an independent external evaluation of other possible
ways in which the local public banking concept could possibly be promoted in Ireland. This
could, for example, be by means of an online platform, through leveraging the SBCI, through
the credit union movement or other means.

It is important also that SMEs are aware of the range of financial and non-financial supports
available from the Government and its agencies and in this context, work is being undertaken,
and will continue, to increase SMEs’ awareness of these supports, including for those in rural

areas.

Rural and regional development and supporting Irish SMEs to create employment and
economic growth remains an important Government priority and a significant overall policy
consideration. In this context, the Department of Rural and Community Development will
continue to focus on rural Ireland and rural and regional development generally, and will
provide a coordinating role across Government in relation to this priority area.
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The Programme for a Partnership Government commits the Government to “... thoroughly
investigate the German Sparkassen model for the development of local public banks that
operate within well-defined regions.”?*

The purpose of this paper is to investigate the possibility of local public banking in Ireland,
based on the Sparkassen model, including how it might operate and to evaluate its potential
in an Irish context. Local public banking is where a state or other public actor has an ownership
stake in a bank or financial institution.

The retail banking market in Ireland is highly concentrated as there are five active retail banks,
two of which have a majority market share. The impact of the global financial crisis can be
seen in deleveraging by, and risk averseness of, both lenders and SMEs. Some of the issues
relating to the Irish banking environment will be set out and explored. These include demand
for credit from SMEs and supply of credit to SMEs.

Since the global financial crisis, the Government has responded by putting in place a number
of policy supports and initiatives to improve access to finance for SMEs. These include the
Strategic Banking Corporation of Ireland (SBCI), Microfinance Ireland, the Supporting SMEs
Online Tool, and the Credit Review Office. The Irish Strategic Investment Fund (ISIF) also
invests in funds that support SMEs through the provision of debt and equity. There are also a
number of business advisory supports provided by state agencies such as Enterprise Ireland.

The key features of the Irish banking environment that come out of this analysis include low
application levels for credit, an increasing supply and availability of credit, a trend of reduction
in interests rates and a spare capacity for lending.

Therecessionin Ireland led to a collapse in the construction industry and a dramatic reduction
in bank lending. Since then, the market has undergone a considerable recovery resulting in

24 https://merrionstreet.ie/MerrionStreet/en/Imagelibrary/Programme_for Partnership Government.pdf at
page 48.
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the value of new mortgage lending more than doubling between 2011 and 2016. Current
variable rate mortgage rates are still above the Euro area equivalent.?”> The rates on all new
mortgage agreements, both fixed and variable rates (excluding renegotiations), are also
above the Euro area equivalent rate. It is likely that the concentrated nature of the mortgage
market is a contributing factor to these higher than average rates. Central Bank data has
shown that mortgage rates are falling with variable rates falling by 0.23% over the past 12
months and fixed rates falling by 0.30% over the same period.?®

It is in the context of this banking environment that the German Sparkassen model of local
public banking has been examined. The German local public banks, called Sparkassen, will be
examined to inform how their business model might operate in an Irish context. Irish Rural
Link and the Savings Bank for International Cooperation (SBFIC), the development wing of the
Sparkassen Group, have put forward a proposal as to how local public banking, based on the
Sparkassen model, could work in Ireland. This was submitted as part of a consultation process
carried out by the Department of Rural and Community Development. The Sparkassen
business model and the proposal from Irish Rural Link and SBFIC will be used to inform the
analysis of the potential of local public banking in Ireland. The views of the respondents on
local public banking in Ireland, contributed through the consultation process that was carried
out, will also be used to inform this analysis.

The analysis will focus on how local public banking could contribute to improving the banking
environment in Ireland, in respect of lending to SMEs and mortgages, and whether there is a
role for the State in terms of funding and ownership in local public banking in Ireland.

2 https://www.ccpc.ie/consumers/financial-comparisons/mortgage-comparisons/
26 https://www.centralbank.ie/docs/default-source/statistics/data-and-analysis/credit-and-banking-
statistics/retail-interest-rates/2017m08 ie retail interest rate statistics.pdf?sfvrsn=4

13| Page


https://www.ccpc.ie/consumers/financial-comparisons/mortgage-comparisons/
https://www.centralbank.ie/docs/default-source/statistics/data-and-analysis/credit-and-banking-statistics/retail-interest-rates/2017m08_ie_retail_interest_rate_statistics.pdf?sfvrsn=4
https://www.centralbank.ie/docs/default-source/statistics/data-and-analysis/credit-and-banking-statistics/retail-interest-rates/2017m08_ie_retail_interest_rate_statistics.pdf?sfvrsn=4

Department of Finance and Department of Rural and Community Development

The Irish Banking system has experienced a challenging number of years with a banking crisis
that required capital injections into the banking sector equivalent to 40% of 2013 GDP.?’ The
most recent International Monetary Fund (IMF) study in 2017, the Financial Sector
Assessment Programme, noted that the balance sheet repair of domestic banks continues,
but that the operating environment remains challenging.

The Irish banking market is relatively concentrated by international standards in terms of the
number of market participants. At present, there are five active retail banks operating in
Ireland. AIB, Bank of Ireland and Permanent TSB (PTSB) are Irish incorporated banks quoted
on the Irish and London stock exchanges, while Ulster Bank and KBC are subsidiaries of foreign
banking groups. Danske Bank has limited operations and is consequently not considered an
active market participant. In addition, there is a well-developed Credit Union sector with 280
credit unions and over 3 million members. An Post also provide some retail financial services
and has recently introduced a Smart Current Account, which can be used in all of its more
than 1,000 branches.

The two largest banks in the Irish market are AIB and Bank of Ireland which combined, have
a majority market share on new lending.?® Over the past five years, the size of both AIB and
Bank of Ireland’s balance sheets have been reduced through the sale of ‘non-core’ assets and
the necessary wider deleveraging of the economy.

The State has a majority shareholding in both AIB and Permanent TSB and less than 15%
ownership of Bank of Ireland. Government policy is to return the banking sector to private
ownership in a phased manner that maximises the recovery of value to the taxpayer.

27 https://www.imf.org/external/np/seminars/eng/2014/ireland/pdf/Schoenmaker IrishBanking.pdf
28 Relative to the top five Irish retail banks / https://www.centralbank.ie/docs/default-source/publications/sme-
market-reports/gns-5-10sme-market-report-2016h1.pdf?sfvrsn=8.
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The size of the Irish banking system has undergone significant shifts over the last 12 years,
but, relative to the size of the economy, it is now similar in size to what it was in 2003. This is
a more appropriate relative size for the economy than it was in 2008. The aggregate total
assets of Irish retail banks?® stood at €274 billion in Q3 2016, down 7% on the previous year.3°
Of the domestic banks3!, 80% of assets are derived from AIB, Bank of Ireland and Permanent
TSB, with only 20% of assets from non-Irish headquartered banks.

The majority of credit advanced to non-financial enterprises continues to be to SMEs (67%).
SMEs are more likely to be indigenous and have a higher reliance on funding from the Irish
banking system than larger businesses or multinational enterprises.3> The SME lending
market continues to be highly concentrated. In the Central Bank SME Market Report for the
first half of 2017, the combined market share (new lending) of the three main banks, AlIB,
Bank of Ireland and Ulster Bank, was 82%.33

It is in this context that the Strategic Banking Corporation of Ireland (SBCI) was established in
order to, among other things, promote competition in the SME finance market. It currently
has a 10.65% market share of new lending to SMEs. The SBCI works with both bank and non-
bank finance providers in order to promote competition while also seeking to encourage new

market entrants.

2 Irish retail banks refer to the five banks offering retail banking services within the Irish State: Allied Irish Banks,
Bank of Ireland, Permanent TSB, KBC Bank Ireland plc and Ulster Bank Ireland
https://www.centralbank.ie/docs/default-source/publications/macro-financial-review/macro-financial-review-
2016-2.pdf?sfvrsn=4

30 https://www.centralbank.ie/docs/default-source/publications/macro-financial-review/macro-financial-
review-2016-2.pdf?sfvrsn=4

31 Domestic banks refer to Allied Irish Banks (AIB) plc (including EBS), Bank of Ireland (BOI) and Permanent TSB
(PTSB).

32 subsidiaries of multinationals are likely to have the ability to source funding from their parent, and therefore
may not need to access financing from Irish banks.

3 https://centralbank.ie/docs/default-source/publications/sme-market-reports/sme-market-report-
2017h1.pdf?sfvrsn=6
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Figure 1: Lending to Non-Financial Enterprises
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Source: Central Bank of Ireland, Q2 2016; € million

One of the concerns often raised by businesses relates to access to finance for Irish SMEs, and
in particular, to agricultural SMEs. Supporting this claim is the fact that during the global
financial crisis, the volume of new lending to SMEs decreased significantly. This decline,
combined with efforts by businesses to deleverage, led to the total balance of loans
outstanding to SMEs falling by over 50% between 2011 and first half 2017; see Figure 2 below.
A considerable portion of this decline occurred between 2011 and 2014, and it can be
attributed to a decrease in lending to property related businesses.*

Following the recovery in the Irish banking sector, and the wider economy, the rate of decline
in net lending (new lending less loan repayments) has slowed significantly. This has been
driven, in part, by a large increase in new lending to SMEs. However, repayment of loans by
SMEs continues to outstrip new lending at present despite the fact that new lending to SMEs
more than doubled between 2013 and 2016; see Figure 3 below.*

According to Central Bank of Ireland figures, gross new lending to non-financial, non-real estate SMEs
continues to grow. Annualised new lending to Q1 2017 was circa €3.6 billion, a 32% increase since the
first quarter of 2016.3* This number ranged between €2 billion and €2.5 billion between 2010 and

34 https://www.centralbank.ie/docs/default-source/publications/sme-market-reports/sme-market-report-
2017h1.pdf?sfvrsn=6
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2013. There is particular strong growth in new lending in manufacturing and the wholesale and retail
sectors.®

The Central Bank of Ireland defines gross new lending as the “...amount of new credit facilities drawn-
down during the quarter by SME counterparties, i.e. where this credit facility was not part of the
outstanding amount of credit advanced at the end of the previous quarter. The data exclude

renegotiations. Construction lending is included in these data but real estate activities are excluded.”
36

Figure 2: Total SME Loans Outstanding 2011 — H1 2017

Total SME Loans Outstanding (€ billion) 2011 - H1
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Source: Central Bank of Ireland

35 https://www.centralbank.ie/docs/default-source/publications/sme-market-reports/sme-market-report-
2017h1.pdf?sfvrsn=6
36 https://www.centralbank.ie/docs/default-source/publications/sme-market-reports/sme-market-report-
2017h1.pdf?sfvrsn=6
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Figure 3: New Lending to SMEs 2010 — H1 2017

New Lending to SMEs (€ billion) 2010 - H1 2017
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Source: Central Bank of Ireland

The Department of Finance conducts a biannual SME Credit Demand Survey, which can be

found at www.finance.gov.ie/.3” This survey series is the most comprehensive survey of SME
credit demand in Ireland, covering over 1,500 respondents. SMEs of all sizes trading in all
sectors, excluding property development and speculative activities, and operating in all
regions are included.

The most recent wave of the Department of Finance SME Credit Demand Survey, for the
period September 2016 to March 2017, indicates that the majority of credit requests continue
to be approved fully with 75% of credit applications (excluding those applications classified as
'still pending') approved or partially approved.3® The current rate of decline stands at 11% of
all applications, having fallen from 28% in March 2012. However, it is worth noting that
smaller businesses face higher rates of rejection.

The Central Bank of Ireland's most recent SME Market Report for the first half of 2017 shows
that rejection rates for credit applications by SMEs decreased steadily from March 2012 to

37 http://www.finance.gov.ie/sme-credit-demand-surveys-archive/
38http://finance.gov.ie/wp-content/uploads/2017/08/SME-Credit-Demand-Survey-June-2017.pdf
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2016.%° Between March 2016 and March 2017, rejection rates have shown a slight increase
of 1%, from 10% to 11%. Rejection rates are also still above the European average.

Figure 4: SME Bank Finance — Rejection Rates March 2012 — March 2017

Bank finance rejection rates to SMEs
40% (excl. bank decisions still pending) March 2012-17
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Source: Department of Finance SME Credit Demand Survey

As part of the Department of Finance SME Credit Demand Survey, SMEs are asked whether
they have sought bank finance over the preceding six months. This measure is designed to
determine what the likely levels of demand for credit is amongst SMEs. The percentage of
SMEs seeking bank finance has reduced from 40% to 20% between March 2013 and March
2017, see Figure 5 below. In March 2017, of the 80% of SMEs that did not seek finance in the
last 6 months, 89% of these SMEs stated that it was because it was not required; see Figure 7
below. This result indicates that many SMEs, instead of borrowing, choose to reinvest
retained earnings/profits, and/or continue to draw on existing loan facilities.

39 https://www.centralbank.ie/docs/default-source/publications/sme-market-reports/sme-market-report-

2017h1.pdf?sfvrsn=6
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Figure 5: Percentage of SMEs Seeking Bank Finance March 2012 — March 2017
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Figure 6: Application rate for bank finance, March 2013 - March 2016
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Source: Central Bank of Ireland/Department of Finance Credit Demand Survey.
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The share of SMEs applying for bank credit has declined between 2013 and 2016 see Figure 5
and Figure 6 above. This decline in applications for bank credit is observed across all SME size
categories. However, the decline in application for bank credit is particularly large for medium
sized enterprises; see Figure 6 above.

According to the latest European SAFE Survey, only 12% of European SMEs consider that
access to finance is the most important problem faced by SMEs.*°

Figure 7: SMEs’ reasons for not seeking bank finance in the last 6 months (March 2017)

Reasons given by SMEs for not seeking bank finance in the last
6 months (March 2017)
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Source: Department of Finance SME Credit Demand Survey — September 2016 — March 2017
wave

402016 SAFE Survey http://ec.europa.eu/DocsRoom/documents/20369
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It is important to note that banking data cover only SMEs and corporates with a loan. The
share of firms with no debt has increased from 23% in September 2013 to 50% in September
2016.4* Additionally, according to Central Bank of Ireland figures, SME indebtedness has
decreased between September 2013 and September 2016, as illustrated in Figure 8 below.

Figure 8: Debt to Turnover-Ratio of Irish SMEs September 2013 — September 2016

== Total
== Micro
== Small
Medium
Source: Central Bank of Ireland
4 https://www.centralbank.ie/docs/default-source/publications/sme-market-reports/sme-market-report-

2016h2.pdf?sfvrsn=4
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1.6 Bank Lending to the Agriculture Sector

Looking at lending to the agricultural sector in isolation, the impact of the crisis on this sector
has been far less severe relative to other industries. Loans outstanding to agricultural
borrowers declined by only 21% between 2011 and first half 2017, see Figure 9 below, while
new lending has grown each year since 2011.%2 This makes the agriculture sector one of the
more stable recipients of bank lending. Between 2011 and 2016 lending to the agricultural
sector has grown at an annualised average rate of 3.5%, see Figure 10 below.

Figure 9: Total Agricultural SME Loans Outstanding 2011 — H1 2017

Total Agricultural SME Loans Outstanding
(€ billion) 2011-H1 2017
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Source: Central Bank of Ireland

42 Credit & Banking statistics: Central Bank of Ireland: https://www.centralbank.ie/statistics/data-and-
analysis/credit-and-banking-statistics
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Figure 10: New Lending to Agricultural SMEs 2011 — H1 2017

New Lending to Agricultural SMEs
(€ million) 2011-H1 2017
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In February 2017, the Strategic Banking Corporation of Ireland (SBCl) launched the
Agricultural Cashflow Support Loan Scheme for Farmers in partnership with the Department
of Agriculture, Food and the Marine to provide low cost, flexible loans to farmers. This
Scheme was intended to ensure that the agri-food sector had adequate support to deal with
a period of increased price volatility.

The Scheme was supported by €11 million of EU Exceptional Adjustment Aid and further
funding of €14 million from the Department of Agriculture, Food and the Marine, under a
derogation from state aid regulations that ordinarily apply to the agriculture sector. The
Scheme was also supported by an SBCI guarantee and a €100 million COSME counter-
guaranteed facility provided by the EIB Group.

To the end of June 2017, under the Agricultural Cashflow Support Loan Scheme, €118 million
of loans were drawn down by 3,787 SMEs supporting 5,011 jobs. The average loan size was
€32,084.
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1.7 Summary of the Key Players in the SME Finance Market:

The diagram below outlines the various elements comprising the Irish SME lending market.
These are the main retail banks, non-bank finance providers, the Credit Union sector and
State bodies and policy initiatives put in place to support and facilitate SME access to finance.

Irish SME Lending
Market
State Bodies Non-Bank Credit Union
Supporting SMEs Lenders! Sector
77
P & B __ FINANCE [
AlIB IRELAND
____________  Credit Union
@ Microfinance @
Bank of reland % Ireland
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State Bank Foreign
Investments Subsidiaries

@

Linkedfinance : y

—

1.8 Availability of credit to retail customers in Ireland

Retail mortgage lending suffered a significant reduction following the global financial crisis.
Central Bank of lIreland figures suggest that gross new mortgage lending fell from
approximately €40bn in 2006 to just €2.5bn in 2011. Since then, the Irish mortgage lending
market has undergone a considerable recovery. The value of new mortgage lending to retail
customers more than doubled between 2011 and 2016 as can be seen in Figure 11 below.
This rise in mortgage lending and other forms of retail lending, such as personal lending, has
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helped the retail banking sector reach its first period of positive net lending since 2009, see

Figure 12, below.

Figure 11: Mortgage Approvals by value
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Figure 12: Percentage change in net lending to households (including mortgages, consumer
credit and other) 2009 — July 2017
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Figure 13: Interest rates on new floating rate loan agreements to households for house
purchase
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Current Irish variable rate mortgage rates range from 2.95% to 4.2%, which is above the Euro
area equivalent. The Central Bank have noted that, “the weighted average interest rate on
new variable rate mortgage agreements (excluding renegotiations) stood at 3.37% in August
2017. The rate on all new agreements, fixed and variable (excluding renegotiations), stood at
3.29%. The equivalent Euro area rate was 1.86%.%4

Quarterly data from the Central Bank of Ireland shows a fall in standard variable rates for new
home mortgages. These stood at 3.34% in Q2 2017, a fall of 23 basis points compared to the
same period in 2016. Fixed rate home mortgages rates also recorded a decline, with rates
fixed for 1-3 years falling by 30 basis points over the same period. As mentioned above,
interest rates on new household lending to Irish customers remain above European averages.
This can be explained by a number of factors:

1. Cost associated with credit risk: despite considerable progress, Irish banks continue to
hold higher than average levels of Non-Performing Loans (NPLs) relative to their
European peers. According to the European Central Bank, the Irish banking sector in
Q4 2017 had the 6™ highest levels of Non-Performing Loans (as a % of total loans)
across 16 European countries (falling from 4" in Q4 2016).** Similarly, Irish households
remain some of the most indebted in Europe, ranking 4 out of 18 countries (Q4
2016).% Historical loan losses, high levels of NPLs and household indebtedness all
increase the cost of risk for Irish banks, and ultimately lead to higher interest rates on

new loans.*®

2. Cost of capital: due in part to the high rates of household indebtedness and NPLs, Irish
banks now hold significantly more loss absorbing capital than the European average.
Irish fully loaded core equity tier 1 ratios, a key measure of capital adequacy, stood at
15.7% in Q4 2016, versus a European average of 13.6%.C Higher rates of capital
relative to the levels of loans outstanding place further upward pressure on interest
rates for new lending.

https://www.centralbank.ie/docs/default-source/statistics/data-and-analysis/credit-and-banking-
statistics/retail-interest-rates/2017m08 ie retail interest rate statistics.pdf?sfvrsn=4

4 https://www.bankingsupervision.europa.eu/banking/statistics/html/index.en.html

45 https://www.centralbank.ie/docs/default-source/financial-system/financial-stability/macroprudential-
policy/household-credit-market-report-h1-2017.pdf?sfvrsn=4.pdf

46 https://www.ccpc.ie/business/wp-content/uploads/sites/3/2017/06/2017-06-14-CCPC-Options-for-Irelands-
Mortgage-Market.pdf
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3. Market structure and levels of competition: since 2008, the number of retail lenders
in Ireland reduced because of exits (e.g. Halifax), amalgamations (e.g. EBS) and
insolvencies (e.g. Anglo Irish Bank). The consolidation of the Irish banking industry may
be a contributing factor to higher interest rates on new lending in Ireland relative to
the European average.*

As previously indicated, the Irish banking sector consists of five active retail banks, with AIB
and Bank of Ireland being the dominant market actors. However, An Post is also an important
provider of financial services to retail customers.

An Post's retail network is the largest in the country with approximately 1,125 active post
offices that serve approximatively 1.7 million customers per week. Despite Ireland's low
population density, post offices are within manageable reach of the vast majority of
households. Around 93% of the population lives within 5 kilometres of a post office and nearly
99.9% of the population lives within 10 kilometres of one.*’

Financial services offered to retail customers at An Post generally fall under four pillars,
namely: savings and investments, lending, payments and insurance. An Post currently
provides services to retail customers as outlined below, and have publically stated that their
strategy is to build on and enhance these offerings in the future:

Savings & Investments

An Post is the sole agent for State savings, offering products ranging from a basic savings
account to longer term investments with maturities of 1,3,4,5 and 10 years. The total value
under management is in excess of €20 billion.*®

47 https://www.anpost.ie/AnPost/content/Retail+Partners/About/About.htm/
48 http://www.anpostmedia.com/Media/M9229-An_Post 2016 Annual Report.pdf
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Payments

An Post recently launched a current account, the An Post Smart Account, which offers many
of the features traditionally associated with a bank current account, as well as a unique loyalty
programme. It is currently available in 750 branches and it is ultimately intended that it will
be available nationwide.

An Post is prominent in the provision of foreign exchange services, selling foreign exchange
cash in over 300 outlets. In addition, it is the only provider in Ireland offering a foreign
exchange debit card. An Post is also the largest agent of Western Union in Ireland enabling
foreign exchange payments to over 200 countries worldwide.

The An Post network allows retail customers to pay their everyday bills such as gas, electricity,
mobile phone etc. to over 200 companies at all Post Offices, and through its PostPoint
subsidiary at circa 800 retail outlets.

Insurance

Post Insurance, a wholly owned subsidiary of An Post, is an insurance intermediary that has
operated in Ireland since 1999. It employs over 160 staff and has circa 170,000 policy holders,
dominated primarily by motor and home insurance policies that are underwritten by Aviva
and AIG. Post Insurance also offers life assurance products (underwritten by New Ireland), as
well as travel and pet insurance products.

Post insurance operate a network of 26 branches throughout Ireland, most of which are
located within larger An Post branches.

Loans

An Post currently offer car loans through Post Insurance and have publically stated that they
are looking to launch additional personal lending products in 2018.
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In addition to providing financial services to Irish retail customers, An Post also provide
banking services on behalf of AIB, Ulster Bank and Danske Bank to their respective customers
thereby extending the geographical reach of these organisations.*®

1.8.2 Credit Unions

Credit unions are member-owned, regulated credit institutions that take in deposits and lend
to members tied to them in their common bond, which can be geographic or based on a
common connection e.g. civil service workers. There are currently 280 credit unions, see
Figure 14 below, dispersed across the country with ¢ €16 billion of assets and €4.4 billion of
lending.>® There are circa 52 credit unions with assets above €100m. The largest credit union
has circa €350 million of assets.>!

Figure 14: Number of Credit Unions in Ireland (by total assets)

Number of Credit Unions in Ireland (by total assets)
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4% www.anpost.ie/AnPost/MainContent/Personal+Customers/Money+Matters/An+Post+Financial+Services
50 As of June 2017 (Department of Finance analysis).
51 As of September 2016 (Department of Finance analysis).
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Figure 15: Total Savings and Loans of Credit Unions (€ billion) 2006 - 2016
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While lending by credit unions is unsecured lending to retail customers, they can lend to
commercial enterprises, who can be defined as a member, though credit unions do not have
the full suite of banking services that an SME would require. Credit union deposits are
primarily from retail customers and are generally below €100,000. Only certain credit unions
have regulatory approval to receive deposits greater than €100,000.

From an SME perspective, commercial loans cannot, on aggregate, exceed more than 50% of
a regulatory reserve and are also subject to large exposure limits (€39,000 or 10% of
regulatory reserve whichever is higher). At December 2016, the credit union sector had €61.6
million of commercial loans (of which there were €26.6 million of loans issued for more than
€25,000), amounting to 1.5% of loans and 3.4% of regulatory reserves.

For a credit union of €100m asset size with a regulatory reserve of 16%, the maximum
commercial loans would be €8 million (8% of assets) with a maximum individual loan size of
€1.6 million.
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Credit unions currently have a circa 30% market share in consumer lending in Ireland.
Although the majority of credit union lending is consumer lending they have a small element
of SME lending and mortgage lending, both subject to concentration limits as set out above.
It is worth noting that credit unions already have significant additional capacity to lend in
these categories within the scope of the current regulations.

Credit unions have an average loan to asset ratio of 26% and as a result, they are looking to
increase lending in order to develop their business model and to provide additional sources
of income.

A large number of credit unions are involved in the Personal Micro Credit scheme which was
established by the Department of Social Protection and which is aimed at moving people in
the wider local community away from the use of high cost moneylenders and providing an
alternative, legitimate and low cost personal loan scheme. Credit unions are offering 'lt Makes
Sense' loans, at reasonable rates, to people struggling to get credit elsewhere.

Furthermore, the credit union sector is currently considering various proposals to increase its
income and develop its business model including:

e Funding of social housing — a revision to the current investment regulations in
February 2018 should allow for investment in Tier 3 Approved Housing Bodies.

e Mortgage lending — while mortgage lending is allowed credit unions are seeking
additional flexibility to do more mortgage lending. The Central Bank will consider the
lending regulations during 2018.

e The sector is working to evolve and develop in order to increase return on deposits
through increased lending and increased return on investments. Credit unions are
looking at ways to enable them to compete with others in the financial services sector
through more lending and the provision of additional services to members to increase
loan to asset ratios and to diversify their loan books.

Regarding regulation, credit unions have a specific exemption from the requirements of the
European Capital Requirements Directive and Capital Requirements Regulation (CRD and
CRR). In addition to legislative requirements, the Central Bank has developed a set of
regulations and supervisory practices specific to Credit Unions.>?

52 https://www.centralbank.ie/regulation/industry-market-sectors/credit-unions/credit-union-handbook
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There are a number of specialised non-bank finance providers in the Irish SME finance market.
Often they provide a more niche offering by specialising in products such as senior debt,
mezzanine debt, asset finance and invoice discounting.

SMEs can get funding for their businesses through equity financing as an alternative to bank
lending. They can access equity finance from a number of sources. These include business
angels, including, for example, the Halo Business Angel Network, or through the Irish Strategic
Investment Fund.

Crowdfunding platforms give SMEs access to peer-to-peer lending and there is the potential
that they could also provide equity funding.

There are also a number of grants available to SMEs. Many of these are administered through
the Local Enterprise Offices. Details can also be found on www.supportingsmes.ie/.

Deleveraging and recapitalisation efforts by Irish banks have allowed them to bolster their
capital levels since the crisis. The ‘Core Equity Tier 1’ ratio provides an indication as to the
levels of high quality capital that exists within a given bank (primarily common equity and
retained earnings). It also shows what levels of capital banks have available to them to lend
to customers and to absorb losses. This key measure of bank solvency shows the Irish banking
sector has higher capital levels than the European average; see Figure 16 below. This is partly
to do with the high levels of non-performing loans at Irish banks, but also reflects the amount
of capital Irish banks have built up since the crisis.

Similarly, Irish banks have further stabilised their balance sheets by improving their funding
base. This is demonstrated by the lowering of loan to deposit ratios across the lIrish
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headquartered banks. This ratio indicates Irish banks’ reduced reliance on wholesale funding
and demonstrates the increase in the percentage of loans funded by customer deposits.
Lower loan to deposit ratios help to determine the capacity a bank has to fund new loan
originations. The first half of year financial results for 2017 of the three Irish headquartered
banks, PTSB, Bank of Ireland and AIB, show they have reduced their loan-to-deposit ratios to
110%, 103% and 94% respectively; see Figure 17 below.

Looking at both these measures, there is significant evidence to suggest that the Irish banking
sector has become increasingly more stable from a capital and funding perspective, and that
relative to Ireland’s European peers, that there is additional capacity to meet demand for
lending to Irish SMEs and households.

Figure 16: Core Equity Tier 1 Capital Ratios by Country (Fully Loaded December 2016)
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Figure 17: Falling Loan to Deposit Ratios 2011 — H1 2017
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The Government has put in place a number of policy measures designed to support SMEs’
access to affordable, sustainable and appropriate finance since 2008-2009. These policy
measures are supporting greater competition in the provision of SME credit and they are
increasing the levels of non-bank credit available to SMEs, as outlined below.

The Strategic Banking Corporation of Ireland (SBCI) is Ireland’s national promotional
institution (NPI) for SMEs. The SBCl’s mandate is to deliver effective financial supports to
Irish SMEs and other market segments that address failures in the Irish credit market, while
encouraging competition. The SBCI contributes to creating an effective and sustainable SME
credit market in Ireland and in the longer term aims to act as a conduit for State and European
financing supports, optimising the funding available to Irish SMEs.

The ethos of the SBCI, as a national promotional institution is similar to that proposed for
local public banks. The SBCI has a sustainability mandate; its purpose is to facilitate access to
more flexible, appropriately priced finance with better terms to SMEs.

To support its funding activities, the SBCI has long term funding arrangements in place with
the European Investment Bank (EIB), Kreditanstalt fiir Wiederaufbau (KfW), the Council of
Europe Development Bank (CEB), the Ireland Strategic Investment Fund and the Funding and
Debt Management Unit of the National Treasury Management Agency (NTMA). The SBCI has
funding of €1.215 billion to support Irish SMEs to invest in and grow their businesses through
access to flexible, appropriately priced credit.

The SBCI uses an on-lending model. This means it does not lend directly to SMEs, rather, the
SBCI operates as a wholesale lender, channeling its funds through both banks and non-bank
finance providers. The SBCI currently has seven on-lending partners, three banks and four
non-bank, they are AIB, Bank of Ireland, Ulster Bank, Finance Ireland, First Citizen, Bibby
Financial Services and FEXCO Asset Finance. The SBCI works with non-bank finance providers
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in particular to enhance the range and profile of SME finance providers in Ireland and thereby
encourage competition in the SME finance market. Non-bank finance providers offer a greater
range of funding products, such as asset finance (leasing and hire purchase) and invoice
discounting. Figure 18 below demonstrates how much funding the SBCI has committed to

each on-lender. The total funds amount to €881 million.

Figure 18: SBCl committed funds®?

SBCI committed funds = AIB
i = Bank of Ireland
&\

Ulster Bank

= Finance Ireland

m First Citizen

Bibby Financial Services
Ireland
m FEXCO Asset Finance

Figures in € million

Source: SBCI

Figure 19: Percentage of SBCI funds (by value) lent by region
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53 http://sbci.gov.ie/category/press-releases
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Figure 20: Percentage of SBCI funds lent (by value) by sector
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To the end of June 2017, €855 million of SBCI funding has been provided to 21,132 SMEs
supporting 106,728 jobs. The SMEs who received SBCI finance are from almost all business
and economic sectors. More than 85% of loans are for investment purposes. There is a broad
regional spread of the SMEs supported, with approximately 85% of them based outside
Dublin, and 23% of all loans granted to the agricultural sector.>® The interest rate on SBCI
loans is, on average, 1.15% lower than the average market interest rate on loans to SMEs.

The SBCI is working to develop a more diverse range of on-lenders and innovative products
to meet the evolving requirements of the SME finance market.

54 http://sbci.gov.ie/wp-content/uploads/2017/08/APPROVED SBCI HYR Summary.pdf
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The Microenterprise Loan Fund, administered by Microfinance Ireland, is an additional source
of credit that provides loans for up to €25,000 to start-up, newly established, or growing
micro enterprises employing less than 10 people. Microfinance Ireland works in partnership
with  the Local Enterprise Offices nationally to administer this fund
(www.microfinanceireland.ie/).

Since October 2012, to the end of March 2017, €15.4 million of Microfinance Ireland loans
have been drawn down, supporting an estimated 2,948 jobs in 1,249 micro enterprises with
an average loan size of €15,000. Microfinance Ireland has an 82% approval rate to businesses
employing 3 people or fewer and a 56% approval rate to start ups, which have been in
business for less than 18 months. There is a wide geographic coverage of microenterprises
supported, with 79% based outside Dublin.

Credit guarantee schemes are a public policy instrument, involving the liability and risk of
bank loans to SMEs being shared between the borrowers, finance providers and the
Government. The Credit Guarantee Schemes encourage additional lending to small
businesses by offering a partial Government guarantee to banks against losses on qualifying
loans to eligible SMEs. Additionally, a Counter Guarantee Scheme is set to be introduced
which will allow for risk sharing between finance providers, the State, the SBCl and European
institutions. Further information is available about both schemes on the Department of
Business, Enterprise and Innovation website (https://www.dbei.ie/en/).

The Credit Review Office (CRO) is a government initiative that helps SMEs who have had an
application for credit of up to €3 million declined or reduced by the main banks, and who feel
that they have a viable business proposition. This is a strictly confidential process between
the business, the Credit Review Office and the bank. The CRO has received almost 900
applications, with almost 700 cases concluded to date. It has successfully overturned

40| Page


http://www.microfinanceireland.ie/
https://www.dbei.ie/en/

Department of Finance and Department of Rural and Community Development

overturns more than 50% of the decisions made by banks. Over €48 million has been
advanced on foot of the CRO’s recommendations and 3,749 jobs have been created or
protected as a result. Further details are available at www.creditreview.ie/.

The Supporting SMEs Online Tool is a cross-government initiative. By answering eight simple
guestions, SMEs will receive a tailored list of available Government supports to suit their
needs. The Supporting SMEs Online Tool is available at www.supportingsmes.ie/.

There are over 170 different Government supports for start-ups and Small and Medium Sized
Enterprises. These are all included on the Supporting SMEs Online Tool. There are a
considerable number of supports in place for SMEs to avail of, as appropriate.
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The SME Finance Market and Brexit

Irish SMEs will require support generally to diversify and restructure their businesses.
There are already significant Government measures in place to support the financing
needs of SMEs and these will be available to assist SMEs deal with the effects of Brexit.

There is some indication that the uncertainty surrounding how Brexit will ultimately
unfold as well as the implications that it will have for SMEs when it occurs is causing
SMEs to delay investment their plans. Many SMEs appear to be waiting to see how the
situation develops.

As part of the Government’s overall Brexit strategy, a €300m Brexit Loan Scheme is
expected to be launched in March 2018. The Scheme has been developed by the
Department of Business, Enterprise and Innovation, the Department of Agriculture, Food
and the Marine, and Enterprise Ireland and is supported by the Strategic Banking
Corporation of Ireland (SBCI), the European Investment Bank Group and the European
Commission. The purpose of the Scheme is to assist Irish SMEs and Small Midcap firms
with their working capital needs to allow them to adapt and innovate in response to
Brexit.

The Scheme is intended to operate under de minimis state aid rules and will be
supported by State and European guarantees. Loans with flexible and competitive terms
will be available to businesses with fewer than 499 employees that are exposed to the
impact of Brexit. However, primary producers in the agriculture and fishing sectors will
be precluded from the Scheme due to state aid rules.
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As part of the consultation process carried out by the Department of Rural and Community
Development, Irish Rural Link and the Savings Bank Foundation for International Cooperation
(SBFIC) have put forward a written proposal for a local public banking system in Ireland, based
on the German Sparkassen model.>>

Irish Rural Link is a representative organisation that campaigns for sustainable rural
development in Ireland and Europe.”® It represents the interests of communities in
disadvantaged and marginalised areas by highlighting problems and advocating for policy
change.”” The Savings Bank Foundation for International Cooperation (SBFIC) is the
international development policy wing of Sparksasen-Finananzgruppe.®® Its aim is to promote
the Sparkassen model across the world.>® Its mission is to “think globally, act locally,
cooperate internationally — promoting financial inclusion the world over”.%°

Neither Irish Rural Link nor SBFIC are proposing to undertake establishing local public banks
in Ireland directly or providing investment in order to do so. SBFIC have offered the benefit of
their expertise and consultancy services to assist in establishing local public banks in Ireland.

If established, local public banks would seek to provide retail and SME banking services to
rural communities and would attempt to identify regions that would benefit from additional
lending to SMEs and households.

55 http://drcd.gov.ie/consultation-on-local-community-banking-2/
56 http://www.irishrurallink.ie/about-us/

57 http://www.irishrurallink.ie/about-us/

58 http://www.sparkassenstiftung.de/en/about-us/

%9 http://www.sparkassenstiftung.de/en/about-us/

60 http://www.sparkassenstiftung.de/en/about-us/
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Sparkassen form part of the public banking sector in Germany. Public banking is where a state,
or other public actor, owns a financial institution.®! In the case of Sparkassen, the public body
responsible for them is a municipality.®> A municipality can be a city, a town, a district, or a
special purpose association of local authority established for this purpose. Sparkassen are
legally and economically independent financial institutions. There is a special relationship
between the municipalities and Sparkassen that means that the municipalities do not own
the Sparkassen they are responsible for and also cannot sell them.

Sparkassen operate in geographically delimited areas and they are precluded from operating
outside of their particular region. In Germany there are 431 Sparkassen divided in to 12
regions in Germany with 7000 branches serving 50 million customers.®3

Sparkassen are overseen and managed by a supervisory board and a management board.®*
The supervisory board ensures that the Sparkasse fulfils its public mandate. It is normally
chaired by the mayor or head of the district authority and is composed of council
representatives, citizens and employees.®> All members of the supervisory board have
financial qualifications. The day-to-day business of a Sparkasse is handled by the management
board, which is comprised of banking professionals.%®

Sparkassen are subject to German banking legislation and banking supervision as well as being
subject to European banking regulation and the authority of the European Central Bank.®’

Sparkassen have a 16.8% market share of the overall German banking sector; see Figure 21
below. The total market volume is €6,998.6 billion.

61 https://banque.ooreka.fr/comprendre/banque-publique

62 http://www.civitas.org.uk/content/files/SimpsonSparkassen.pdf

3 Finanzgruppe Deutscher Sparkassen-und Giroverband (2017) Financial Report 2016 of the Savings Banks
Finance Group. Deutscher Sparkassen- und Giroverband e. V., Berlin.
https://www.dsgv.de/en/facts/annual_report/financial_report.html

4 http://www.civitas.org.uk/content/files/SimpsonSparkassen.pdf

55 http://www.civitas.org.uk/content/files/SimpsonSparkassen.pdf

66 http://www.civitas.org.uk/content/files/SimpsonSparkassen.pdf
67
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Figure 21: German Banking Market
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The ethos of Sparkassen is not profit maximisation; rather it is public interest based,
promoting financial inclusion and economic development within their regions.®® The
Sparkassen ethos is set out in their public mandate; the key objective for Sparkassen is
stakeholder value not shareholder value.®® This public mandate is based upon the following
principles:

e to promote financial inclusion;
e to promote saving;
e to strengthen competition; and

e to use profits within the particular region of the Sparkasse and use part of them for
social commitments. 7°

%8 http://economic-research.bnpparibas.com/Views/DisplayPublication.aspx?type=document&IdPdf=28761;
https://www.centreforpublicimpact.org/case-study/sparkassen-savings-banks-germany/;
http://www.civitas.org.uk/content/files/SimpsonSparkassen.pdf

59 https://www.centreforpublicimpact.org/case-study/sparkassen-savings-banks-germany/

70 http://www.civitas.org.uk/content/files/SimpsonSparkassen.pdf
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While the overall German banking system remains stable, it has been highlighted that German
banks, including Sparkassen, have been put under pressure in relation to their earnings and
profit margins due to low interest rates and a high cost base.”!

The business model of Sparkassen involves building close relationships with local SMEs. They
employ a combination of relationship and transactional banking. Sparkassen work closely
with SMEs during the credit application process, providing assistance as needed, and often
visit businesses to understand their operations better. The Sparkassen lending approach,
lending criteria and risk assessment is thorough and prudent. Generally, Sparkassen will
ensure that the debt can be repaid from cash flow but they will also seek to identify at least
one further source of repayment i.e. collateral. Sparkassen expect their borrowers to share
the risk i.e. by providing equity as well (so the financing is not 100%) or through a guarantee.
Sparkassen also aim to ensure that the terms of the financing match the borrowers’ financing
needs.

Irish Rural Link/SBFIC have provided a proposal detailing how they envisage a system of local
public banks would operate in Ireland. The proposal has an ethos of benefiting the local
community, with profits being used for the benefit of social projects in the community, and
an aim of supporting local, regional and rural development, including the development of
local, regionally located SMEs.

The Irish Rural Link/SBFIC proposal provides for a total of 8-10 regional local public banks that
would be managed independently but employ the same business models.”? Each bank would
have its own network of branches and would operate exclusively within the region in which
it is established, focusing solely on servicing the local community within that region. There
would be no competition between the local public banks. Initially a pilot of 2-4 banks is
envisaged, with the Midlands suggested as the most likely place for establishment, with
further banks rolled out over a 5-year period.”?

7L https://www.moodys.com/research/Moodys-maintained-stable-outlook-for-Germanys-banking-system-on-
resilient--PR 373141

72 http://drcd.gov.ie/wp-content/uploads/IRL.pdf

73 http://drcd.gov.ie/wp-content/uploads/IRL.pdf
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It is proposed that these local public banks would benefit from shared services through a
centralised service provider that would provide functions such as risk management,
accounting, IT and HR, lowering the cost base of the local public banks.”* Each bank would
make annual contributions to the Central Service Provider.

The proposed local public banks would be publicly owned and it would be intended that they
could not be acquired by third parties. They would be stakeholder driven with a public
mandate.”> They would be designed to be economically viable but not to maximise profits.”®
The profits of the local public bank would be used to ensure a strong capital base and be used
for social projects and redistributed to benefit the local community.”” Their aim would be to
support local, regional development. They would operate on the principle “local deposits for

local loans”.”®

According to the proposal, the governance structure for an Irish local public bank would be a
management board formed by two directors in charge of front and back office management
and a risk manager.

It has also been proposed that these local public banks could act as a lender for funds from
European sources and as an on-lender for the Strategic Banking Corporation of Ireland
(SBCI).”® The proposal envisages that both the credit unions and post offices could also be
involved in the delivery of local public banking.2° However, it is not clear how this would be
integrated in to the wider local public banking network.

Estimates provided by Irish Rural Link and SBFIC indicate that capital and start-up costs for
each local public bank would be between €15 and €20 million. The pilot phase would cost an
estimated €50 million.8! In order to establish the complete local public banking network, a
further 6 banks would cost an estimated €120 million. According to the proposal from Irish

74 http://drcd.gov.ie/wp-content/uploads/IRL.pdf

7> http://drcd.gov.ie/wp-content/uploads/IRL.pdf

76 http://drcd.gov.ie/wp-content/uploads/IRL.pdf

77 http://drcd.gov.ie/wp-content/uploads/IRL.pdf

78 http://drcd.gov.ie/wp-content/uploads/IRL.pdf

79 http://drcd.gov.ie/wp-content/uploads/IRL.pdf

80 http://drcd.gov.ie/wp-content/uploads/IRL.pdf

81
http://oireachtasdebates.oireachtas.ie/Debates%20Authoring/DebatesWebPack.nsf/committeetakes/FPJ2017
101200002?0pendocument#000050
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Rural Link and SBFIC, the total cost of establishing a local public banking network in Ireland
would be approximately €170 million.

In order to facilitate the establishment of these local public banks, it is proposed that the Irish
Government would provide for any start-up costs, including staffing, branch fit-outs,
marketing and the costs associated with the creation of the Central Service Provider.
Sufficient capital would also be needed to meet regulatory requirements. Irish local public
banks would be regulated by the Central Bank of Ireland. Each local public bank would require
a population base of 250,000-300,000 in order to have sufficient critical mass and achieve
viability.®2

It is envisaged that local public banks would provide a range of banking services to meet the
needs of both retail and small business customers, including retail banking, mortgages and
finance for SMEs in all areas of the country. The retail product offering of a local public bank
is expected toinclude current accounts, savings, mortgages, credit cards and overdrafts. SMEs
would be expected to be able to avail of agricultural loans, term loans, start up loans, business
overdrafts and business current accounts.

As mentioned, the proposal envisages that local public banks would partner with the SBCI to
provide government backed lending. It should be noted that providing such a wide range of
banking services will prove more costly to provide than a more focused business model; this
must be factored in when assessing the proposed cost base of the public bank.

The aim of the proposal and the introduction of local public banks is to address a number of
problems identified, including rural economic development, lending to rural Irish SMEs, their
access to finance and the competitiveness of Irish SMEs and the Irish banking system.

As part of the submission to the Government, a five-year financial plan was provided that
outlines the forecast balance sheet and income statement. Following an in-depth review of

82http://oireachtasdebates.oireachtas.ie/Debates%20Authoring/DebatesWebPack.nsf/committeetakes/FPJ201
7101200002?0pendocument#000050
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these financials, a number of areas were identified with the business case that warrant further
attention.

As part of their submission, Irish Rural Link and SBFIC provided a business case outlining how
local public banks could be implemented in Ireland. According to the business case, the pilot
bank, or ‘Midlands Bank’ as it is referred to, would have a head office in Mullingar, and be
supported by a Central Service Provider in Athlone. The bank would have five branches in
total: one ‘main branch’ in Mullingar, and four regional branches located in Athlone,
Tullamore, Portlaoise and Longford. This branch network would be operating in a region with
a population of about 280,000.

Irish Rural Link and SBFIC selected the Midlands region for a number of strategic reasons:

1. Network of ‘urban centres’ in the region: the proposed five branches would service an
estimated population of 280,000.83

2. Geographic location and connectivity: the region enjoys national interconnectivity
with a road and rail network that connects it to both the east and west of the country.
It is roughly one-hour’s drive to both Dublin and Galway.

3. Rural economic development: the Midlands region saw a slower reduction in
unemployment relative to the rest of the country between October 2016 and October
2017. ltis believed that increased access to banking services in the region would help
grow the local economy.8

A review was undertaken by the Department of Finance to assess some of the details outlined
in the business case. In particular, the expected locations of the branches were reviewed, as
were some of the financial projections for the Midlands Bank.

The five locations proposed for the Midlands Banks were assessed by the Department to
understand the existing banking presence in those towns. This review found that all five towns
have a considerable banking presence already in place. As can be seen in the below table, all

8 Irish Rural Link Strategic Plan
84 http://www.cso.ie/en/releasesandpublications/er/Ir/liveregisteroctober2017/ and Irish Rural Link Strategic
Plan
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five towns are currently serviced by a credit union and a branch of each of the four largest
banks (AIB, Bank of Ireland, Permanent TSB and Ulster Bank).

Figure 22: Existing Bank Branches in Proposed Branch Locations for ‘Midlands Bank’

Source: Department of Finance

The presence of such high levels of competition in the towns raises a number of questions:

1. Could an Irish local public bank attract the levels of deposits outlined in the business
case?

2. Is the market for current accounts already sufficiently competitive?

3. Would an Irish local public bank have the ability to originate sufficient levels of lending
to meet the profits forecasted, as outlined in the business case?

4. Would an Irish local public bank have to reduce its lending rates, and increase deposit
rates, in order to gain market share?

5. What would the corresponding impact on profitability be of reducing interest rates?

6. Would the presence of an Irish local public bank, or increased competition in respect
of interest rates, lead to a situation where it would be unprofitable for the ‘non-public’
banks to operate in the region, i.e. a ‘crowding out’ of the private sector?

Additionally, it is not clear that the proposed governance structure, where two of the three
directors on the management board are also responsible for administering the front and back
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office of the branches of the local public bank, is sufficiently robust or independent. It would
generally be standard and best practice that there would be an independent board to provide
oversight of the management of any bank or other financial institutions. For example, the
Credit Union and Cooperation with Overseas Regulators Act 2012 brought in the legislative
requirements for the credit unions to have independent oversight as part of their governance
structure.®>

Based on the proposed business plan, local public banks in Ireland will offer a typical range of
retail bank services for individual private customers in the region, as well as providing new
mortgage lending for first time buyers and SME loans. It also seems that while there will be
banking services for retail customers, local public banks will not focus on retail lending in
order to allow the credit unions to continue to operate in this space.

It should be noted that the provision of retail banking services, including current and credit
accounts and ATMs would significantly add to the cost base of local public banks and it
appears that this market is already quite saturated with retail banking already sufficiently well
serviced, including also now by the post offices. The cost effectiveness of local public banks
could possibly be improved by more focus in terms of what services it should provide and
further consideration of the particular niche and gap in banking services it is best placed and
needed to fill.

Additionally, in terms of the local public banks acting as on-lending partners to the SBCI, it
should be noted that each individual local public bank would have to be thoroughly assessed
by the SBCI, due diligence carried out and the SBCI satisfied that there are sufficiently strong
underwriting skills on the part of the local public bank. This is the SBCI’s standard procedure
for engaging new on-lenders.

As part of the Midlands Bank business case, a financial plan was prepared outlining the
financial performance of the bank, including a five-year forecast of the balance sheet and
income statement. Following an in-depth review of these financials, a number of areas were
identified in the business case that require further analysis, these are outlined below.

8 See for example the Central Bank of Ireland handbook on governance in respect of the credit unions
https://www.centralbank.ie/docs/default-source/Regulation/industry-market-sectors/credit-unions/credit-
union-handbook/cu-handbook-governance.pdf?sfvrsn=2. See also https://www.oecd.org/daf/ca/Corporate-
Governance-Principles-ENG.pdf for general principles in respect of corporate governance
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Using the forecasts provided, the five year financial plan envisages that the business would
have the ability to achieve a significant year on year increase in the size of the balance sheet.
This, combined with net interest margin assumptions that exceed those of the wider banking
industry, implies a rapid increase in revenue, with only a modest increase in costs. This
trajectory ultimately leads to a wide divergence between revenue and costs, and suggests a
fifth year cost to income ratio that is far below that of the Irish banking industry, the European
banking industry (on aggregate) and the German Sparkassen.

As outlined, the proposal estimates significant growth in the Midlands Bank balance sheet by
year five. As with all banks, new lending to customers is offset by the repayment of old loans
previously lent to existing customers. This repayment is also known as ‘attrition’. The ‘attrition
rate’ is used to measure the rate at which loans are repaid, and is usually expressed as the
average number of years it takes for a loan to mature. The current proposal suggests an
attrition rate / average maturity that is not in line with balance sheet forecasts. Correcting
this reduces the size of the forecast balance sheet by over a third. This reduction in the size
of the balance sheet will greatly reduce the levels of net interestincome the bank can achieve,
and will therefore reduce the overall estimated profits.

The reduction in profits, stemming from the smaller balance sheet, would consequentially
have a significant impact on a local public bank’s ability to fund itself through retained
earnings. It is therefore likely, that local public banks may require more Government support
than anticipated to remain solvent.

A further challenge identified in the Midland Bank business plan centres around the expected
yields on new lending that are outlined in the proposal. Although the lending environment
has changed somewhat since the proposal was completed, the interest rates on new lending
that are being proposed are considerably higher than those being offered by some of the
domestic Irish banks. Normalising these interest rates would again materially impact on the
expected profitability of the bank, and further reduce capital levels.

52| Page



Department of Finance and Department of Rural and Community Development

There are a number of merits to the concept behind a local public bank situated in the
Midlands. It would not only benefit from utilising local knowledge to provide more focused
banking services to local customers, but it would also be able to reinvest profits in the area it
serves. Additionally, it allows for the provision of relationship banking to SMEs which can be
beneficial in terms of assisting smaller businesses understand and realise their financing
needs and grow and develop. Furthermore, it would increase competition in the banking
sector in those areas, and would address customers that may currently be underserved by
the existing domestic Irish banks.

However, while the proposal has its merits, it is clear that further research is required to
understand the economics of the proposed bank. A State supported public banking network
should be able to generate sufficient profits to be self-sustainable. The current business case
includes unrealistic estimates around pricing, variable costs, and loan attrition. Lower pricing
(more in line with market rates), growing variable costs (that rise with lending growth), and
accurate attrition rates would greatly diminish the ability for the business to achieve
profitability by year 2, as is proposed in the plan.

To achieve the forecast growth in lending, while absorbing these additional losses, would
require government support in excess of the initial sum outlined in the proposal. Although
profitability is not the key driver in a public banking proposition, any business case that is
suggested should have the propensity to be self-sustainable.

In summary, while recognising the positive elements of the proposal, reservations exist as to
the sustainability of the proposed Midlands Bank, and further work would be required on the
part of the proposers to provide a sufficient degree of comfort in relation to the proposed
business case.
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3.5 The Kiwi Bank Model
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Kiwibank Market Share

m ASB, ANZ, BNZ, Westpac = Kiwibank = Others
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The Department of Rural and Community Development undertook a consultation process for
a period of four weeks in March 2017. Interested parties and stakeholders were asked to
provide comments and views regarding a local public banking system in an Irish context.

An invitation to participate in the consultation process was circulated to officials in An Post,
the Irish League of Credit Unions, the Credit Union Development Association, and the
members of the Irish Banking Federation. All members of the Oireachtas were also informed
of the process and invited to submit any observations that they might have.

As part of this process, the Department of Rural and Community Development, along with
the Department of Finance met with representatives of Irish Rural Link and the Savings Banks
Foundation for International Cooperation (SBFIC), the international development wing of
Sparkassen, on a number of occasions. The Departments were provided with a detailed
written proposal and accompanying presentation on the Sparkassen model and its potential
implementation in an Irish context by SBFIC and Irish Rural Link.

The Department received 16 submissions, all of which have been published on the
Department’s website (See Appendix 1).8¢ The submissions focused on the Sparkassen model
rather than the Kiwibank model of local public banking.

86 https://www.chg.gov.ie/consultation/consultation-on-local-community-banking/
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The primary concern of the majority of respondents was a lack of competition in the Irish
banking sector and the limited provision of banking services to, and access to finance by, rural
Irish SMEs.

Many respondents felt that the Irish economy would benefit from additional finance
providers. Respondents noted that there were limited alternatives available to traditional
retail banking and the main banks. In particular, respondents highlighted the lack of choice
and options in terms of banking and financial services in rural areas.

A number of submissions highlighted the role of credit unions and An Post in the provision of
financial services. Some respondents suggested that local public banks could complement the
post offices, the credit unions and the Strategic Banking Corporation of Ireland (SBCI) as well
as potentially availing of support from the European Investment Bank (EIB).

A number of respondents outlined issues they viewed as causing difficulties in the banking
sector during the recent financial crisis. They also noted the effect of deleveraging by banks
resulting in a reduced availability of credit.

The offer from SBFIC to provide expertise and advice in establishing a local public banking

system in Ireland was welcomed.

The need for an alternative banking model was reiterated by respondents, who felt that a
local community bank could potentially fill a gap between the pillar banks and the credit
unions, especially outside of the urban areas. Many respondents were of the view that
community banks could work synergistically alongside post offices and credit unions, creating
healthier competition within the banking market.
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The majority of respondents agreed that the Sparkassen model is a potential solution to the
issues faced by the population in rural areas where there is a lack of accessible financial
services.

Some respondents provided detailed proposals on how a local public banking model, based
on the German Sparkassen, could work in an Irish setting. According to this proposal, local
public banks could act as the main providers of financial services for SMEs and farmers. It was
also suggested by respondents that local public banks could work closely with Enterprise
Ireland, InterTrade Ireland, Local Enterprise Offices (LEOs) and other agencies, as well as
acting as an on-lending intermediary for the SBCI to distribute funds to SMEs.

A number of respondents were also of the view that a local public banking system could be
set up using the infrastructure of the post offices or credit unions. They felt that this would
greatly increase access to banking services for those living in rural areas.

Some respondents were of the opinion that a local public banking system would take too long
to establish and that more immediate solutions are required. Others raised concerns that
local public banks would focus exclusively on SMEs.

It was also highlighted that the introduction of a new bank could potentially have a
detrimental impact upon existing credit unions and instead of creating more competition for

customers would simply cause existing credit unions to close.

Respondents recognised that substantial capital would be required to set up a local public
banking system in Ireland. A concern was raised by some respondents that by restricting local
public banks to defined regions it could reduce their profitability and that a national response
could potentially be more effective.
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A number of respondents were of the opinion that there is a limited amount of credit available
to SMEs and that businesses have difficulty in obtaining loans to start-up or expand.

It was also suggested by some respondents that there was a lack of interest from the
commercial banks in lending to SMEs and that potential borrowers were discouraged from
applying for credit. Respondents felt that local public banks would be more accessible, take
into account the reputation and track record of companies and, more importantly, better
understand the dynamics of rural businesses.

The work of the SBCI in providing financing to SMEs was also referred to by a respondent,
who noted that the Sparkassen in Germany act as on-lenders for KfW, the German
Development Bank. It was also suggested that a new bank could potentially act as a vehicle
for distributing European funds to SMEs. However, it should be noted that the SBCI has
received funding from KfW and already acts as a conduit for EU financial instruments.

It was acknowledged that the supply of credit is becoming more diverse and that non-bank
lending represents an increasing portion of the lending market.

A few respondents were in favour of An Post and the credit unions being able to offer a wider
range of financial services. In terms of the ability of credit unions to offer greater financial
services, this is a regulatory matter under the remit of the Central Bank of Ireland. It was
considered by respondents that the ability of the post offices and credit unions to offer more
financial services could help create a more competitive banking environment. It was also
noted that this could potentially benefit the population in rural areas by enabling more
geographically accessible and diverse services.

One respondent noted that An Post already offers a comprehensive range of financial
services, including in the savings market. Similarly, some respondents expressed the opinion
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that local public banking already exist in the form of credit unions and additional local public
banks with a similar ethos was unnecessary.

Respondents noted that credit unions are well established in Ireland and they offer an
alternative to banks as well as providing supports to start-up businesses in communities.
Another respondent suggested using credit unions to provide local public banking in Ireland.
A few respondents also raised concerns that credit unions may not be in a position to compete
with local public banks, which could result in some of them closing.

Many of the respondents argued that some of the limitations currently imposed on credit
unions should be removed in order to enable them to expand their service offering. For
example, loan caps, combined with the savings limit for credit union members were seen as
an obstacle to the development of additional financial services in rural Ireland. One
respondent suggested that the Government should reform the credit union sector rather than
looking at implementing a new banking model given the potential of its assets. It is important
to note that regulation of the credit unions is the responsibility of the Central Bank of Ireland
and outside of the remit of the Government.

The work of the SBCI distributing funds to SMEs was referenced by a few respondents who
were of the view that funding is not easily accessible to businesses and mainly distributed
through commercial banks. It was noted that a new local public bank could be an additional
vehicle to disperse the SBCI funds to local SMEs. The SBCI currently has 7 on-lending partners
through which it provides funds to SMEs, 3 of which are banks and 4 are non-bank finance

providers.®’

A lack of awareness on the part of SMEs of Government policy initiative to support access to
finance by SMEs, such as the SBCI and the Supporting SMEs Online Tool, was noted by

respondents.

87 http://sbci.gov.ie/about-us/publications
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A few respondents also noted that SMEs and start-ups might benefit from mentoring and that
this could be provided through local public banks. The Department of Business Enterprise and
Innovation and Enterprise Ireland as well as other organisations and agencies offer a number
of business advisory support services.
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The Programme for a Partnership Government calls for an investigation of the German
Sparkassen model for the development of local public banks that operate within well-defined
regions.

The Government is fully supportive of increased competition in the banking sector and would
encourage any potential new market entrants to engage with the Central Bank of Ireland
further on this matter. However, the findings of this investigation suggest that given the
current demand for, and supply of, credit and Government supports already in place, there
are few compelling arguments for the State to establish a new bank.

A further rationale put forward for the establishment of a new local public banking model is
to provide additional non-financial support to existing SMEs. The Government currently
provides numerous business advisory and development initiatives, through a variety of
agencies, to SMEs. Work is being undertaken to increase SME awareness of these
Government supports. The Supporting SMEs Online Tool is the Government’s primary
resource for information regarding Government supports for access to finance for SMEs. The
Online Tool was promoted at a number of events in 2017, including the SFA Annual
Conference, the National Ploughing Championships, the ISME Annual Conference, and Taking
Care of Business. Additionally, new marketing materials for the Online Tool have been
distributed to co-working spaces, enterprise centres and LEOs around Ireland.

It has been recognised that there are a number of positive aspects to, and objectives behind,
the proposal by Irish Rural Link/SBFIC. However, in the absence of a business investor, local
public banks would seem to require substantial State investment and would most
likely replicate SME supports already being provided, for example through the SBCI and
Microfinance Ireland, both of which have a mandate to support SMEs, as well as being already
heavily financed by the State.

Since lending commenced in March 2015, the SBCI has supported 21,132 SMEs, with loans of
€855 million. Moving to develop a new customer facing public banking model would run
counter to the policy approach agreed in the context of the establishment of the SBCI where
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the State uses on-lenders as the distribution model operating to address market failures on a
counter-cyclical basis while creating competition but not being the competition. This model
also ensures that the credit risk resides at the level of the on-lender, other than where the
SBCI provides guarantees to enhance credit risk appetite at the on-lender level.

Similarly, Microfinance Ireland, an initiative of the Department of Business, Enterprise and
Innovation, offers interest-bearing loans directly to SMEs and operates on a not-for-profit
basis.

It is not clear that there would be sufficient SME demand for the services of local public
banks. The results of the latest SME Credit Demand survey conducted by the Department of
Finance clearly demonstrate a reduction in applications for credit by SMEs. Just 20% of SMEs
have applied for bank finance in the six months to end December 2017, compared to 26% for
the same period in 2016.88 This represents the lowest level of credit demand since the survey
commenced in 2011. The survey also clearly indicates that the main reason given by SMEs for
not seeking credit is that it is not required, with SMEs choosing to finance economic activity
from existing resources. In addition, the number of enquiries made for non-bank finance has
been steadily decreasing since March 2013 and now stands at just 6% of SMEs having sought
non-bank finance in the period October 2016 to March 2017. These figures indicate that SMEs
remain cautious in relation to debt.

It is evident that there is a strong preference at the moment for funding working capital and
fixed asset acquisitions through internal funds/equity, if possible. This indicates that there
are unlikely to be further improvements in credit demand until business confidence and
conditions improve further among SMEs, increasing their appetite to explore growth and
expansion opportunities.

Furthermore, there is significant evidence to suggest that the Irish banking sector has become
increasingly more stable from a capital and funding perspective, and that relative to Ireland’s
European peers, that there is additional capacity to meet demand for lending to Irish SMEs
and households. There may also be potential for credit unions to be a channel for increased
lending to rural SMEs in some cases, subject to the capacity of individual credit unions.

88 http://finance.gov.ie/wp-content/uploads/2017/08/SME-Credit-Demand-Survey-June-2017.pdf
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The SBFIC noted in their appearance before the Oireachtas Committee on Finance, Public
Expenditure and Taoiseach that certain Sparkassen in Germany offer mortgage rates as low
as 1.1%. They further note that rates are at this level due to the current ECB rates, the fact
that their customers continue to place deposits even at very low rates of return and the local
competition in the market. However, it is important to note that Sparkassen have a German
funding model, meaning that their funders, such as KfW, can source funding at almost
German sovereign levels, which is substantially lower than the Irish equivalent.

During the consultation process, SBFIC laid out the prudent nature of lending practiced by
Sparkassen whereby a relatively long period of saving by a customer would precede a loan
offer. There is, therefore, no expectation that Irish local public banks would offer a substantial
change to the current mortgage market.

It is proposed that local public banks would target retail customers. With the development of
the new An Post current account, there is the potential for An Post to create additional
competition and increase the availability of banking facilities throughout rural Ireland. Credit
unions are also well established in this field and are regional and community based.

The proposal for establishing a local public banking system in Ireland would appear to come
at a significant cost to the State. SBFIC have proposed a cost of €170 million to set up 8-10
Local Public Banks. Based on the financial analysis of this cost estimate, as set out in Section
3.3, it is likely that the cost will be higher. There would also be the risk that the State would
have to guarantee any losses. While the Government, out of necessity, had taken significant
shareholdings in the main banks during the course of the global financial crisis, policy is now
clearly directed at divesting of that shareholding in the coming years.

Investing in Local Public Banks runs contrary to present Government policy on State
ownership of financial institutions. It is important to consider the consequences and
implications of this risk and liability to the State of taking on the cost of a local public banking
system, particularly from a financial stability perspective. There is no guarantee that if there
were further economic difficulties that the State would not be called upon to bail out local
public banks. It is not outlined in the proposal how this could be avoided with certainty or
how the success of the Sparkassen in Germany during the global financial crisis and recession
would be replicated. It is also important to note that the Sparkassen are only offering their
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services in terms of consultation on their model rather than operating these proposed banks,
so therefore, it is not possible to import their funding model into an Irish context.

To avoid any potential crowding-out, further consideration should also be put into how a
public bank would affect the existing bank branches that operate in the Midlands, or any
other, region. Based on the analysis of the cost for establishing local public banks in Ireland,
based on the Sparkassen model, it does not seem possible for local public banks to achieve a
significant increase in levels of lending to Irish SMEs or to substantially reduce the rates of
mortgages to Irish retail customers.

Additionally, the proposed model for local public banking in Ireland, based on the German
Sparkassen model, does not appear to address or encompass the significant developments in,
and disruption to, the banking sector in Ireland brought about by FinTech.®

In conclusion, these findings indicate that the implementation of a local public banking system
financed by Government should not be pursued, at least not in its current form. Nevertheless,
the two Departments recognise that the concept of local public banks has its merits and both
Irish Rural Link and SBFIC believe that it has the support of many key stakeholders, including
private investors. Inthisregard, there is noimpediment to Irish Rural Link and SBFIC engaging
with the Central Bank of Ireland, the credit union sector, An Post or any other private sector
entity on their proposal. Itis opentothem to progress their proposal on this basis in a manner
that does not involve State funding.

The Department of Finance will continue to engage in a dialogue with Irish Rural Link and
other stakeholders. The Department will also continue to consider whether existing or new
policy measures and initiatives could better serve the needs of Irish SMEs, including rural and
regional businesses, and retail customers generally. Additional developments and emerging
trends, such as FinTech should be kept under review for their potential to develop initiatives
that could deliver credit in a more effective and less costly manner. Furthermore, the
Department of Finance will commission an independent external evaluation of other possible
ways in which the local public banking concept could possibly be promoted in Ireland. This

8 Financial technology (FinTech) is the new technology and innovation that aims to compete with traditional
methods in the delivery of financial services.
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could, for example, be by means of an online platform, through leveraging the SBCI, the credit
union movement or other means.

It is important also that SMEs are aware of the range of financial and non-financial supports
available from the Government and its agencies and in this context, work is being undertaken,
and will continue, to increase SMEs’ awareness of these supports, including for those in rural
areas.

Rural and regional development and supporting Irish SMEs to create employment and
economic growth remains an important Government priority and a significant overall policy
consideration. In this context, the Department of Rural and Community Development will
continue to focus on rural Ireland and rural and regional development generally, and will
provide a coordinating role across Government in relation to this priority area.

66 | Page



Department of Finance and Department of Rural and Community Development

Programme for a Partnership Government (at page 48):

https://merrionstreet.ie/MerrionStreet/en/Imagelibrary/Programme for Partnership Government

-pdf

Definition of local public banking:

https://banque.ooreka.fr/comprendre/banque-publique

Department of Finance SME Credit Demand Surveys:

http://www.finance.gov.ie/sme-credit-demand-surveys-archive/

Central Bank of Ireland SME Market Reports:

https://www.centralbank.ie/publication/sme-market-reports

European Banking Authority Dashboard Q4 2016:

https://www.eba.europa.eu/documents/10180/1804996/EBA+Dashboard+-
+Q4+2016.pdf/74c92eb4-3083-47fc-bd5d-6a8ac64e8393

Central Bank of Ireland credit and banking statistics on retail interest rates:

https://www.centralbank.ie/docs/default-source/statistics/data-and-analysis/credit-and-banking-

statistics/retail-interest-rates/2017m08 ie retail interest rate statistics.pdf?sfvrsn=4

Information about the Post Office Smart Current Account:

http://www.smartaccount.ie/?gclid=EAlalQobChMIgKDrqrS-
1wIVx7ftCh2FgQsWEAAYASAAEg)ImfD BwE

Civitas Institute for the Study of Civil Society Economy Commentary and Case Study on Sparkassen:

http://www.civitas.org.uk/content/files/SimpsonSparkassen.pdf
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BNP Paribas Economic Research on Sparkassen:

http://economic-

research.bnpparibas.com/Views/DisplayPublication.aspx?type=document&IdPdf=28761

Centre for Public Impact Case Study on Sparkassen:

https://www.centreforpublicimpact.org/case-study/sparkassen-savings-banks-germany/

Information from New Zealand Post about Kiwibank being a subsidiary from New Zealand Post
website:

https://www.nzpost.co.nz/about-us/who-we-are/new-zealand-post-group

Information about Kiwibank from Kiwibank website:

https://www.kiwibank.co.nz/about-us/

Press release from Kiwibank regarding growth and financial details at end June 2017:

https://www.kiwibank.co.nz/about-us/press-releases/financial-results-kiwi-group-holdings-

including-kiwibank-year-ended-30-june-2017/

Information about Kiwibank Corporate Social Responsibility from Kiwibank website:

https://www.kiwibank.co.nz/about-us/sustainability-and-corporate-responsibility/

CCPC information on mortgages:

https://www.ccpc.ie/consumers/financial-comparisons/mortgage-comparisons/

IMF information on Irish Banking:

https://www.imf.org/external/np/seminars/eng/2014/ireland/pdf/Schoenmaker IrishBanking.pdf

Central Bank macro financial review H2 2016:

https://www.centralbank.ie/docs/default-source/publications/macro-financial-review/macro-

financial-review-2016-2.pdf?sfvrsn=4
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Central Bank of Ireland SME market report H1 2017:

https://centralbank.ie/docs/default-source/publications/sme-market-reports/sme-market-report-
2017h1.pdf?sfvrsn=6

Department of Finance SME Credit Demand Survey June 2017:

http://finance.gov.ie/wp-content/uploads/2017/08/SME-Credit-Demand-Survey-June-2017.pdf

SAFE Survey 2016:

http://ec.europa.eu/DocsRoom/documents/20369

Central Bank SME market report H2 2016:

https://www.centralbank.ie/docs/default-source/publications/sme-market-reports/sme-market-
report-2016h2.pdf?sfvrsn=4

Central Bank of Ireland credit and banking statistics:

https://www.centralbank.ie/statistics/data-and-analysis/credit-and-banking-statistics

SBCI press releases on SBCI website (for biannual lending figures, Annual Reports and announcement
of new on-lenders):

http://sbci.gov.ie/category/press-releases

SBCI lending figures to end June 2017:

http://sbci.gov.ie/wp-content/uploads/2017/08/APPROVED SBCI HYR Summary.pdf

Department of Rural and Community Development Submissions to public consultation:

https://www.chg.gov.ie/consultation/consultation-on-local-community-banking/

Information about Irish Rural Link from Irish Rural Link website:

http://www.irishrurallink.ie/about-us/
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Information about SBFIC from SBFIC website:

http://www.sparkassenstiftung.de/en/about-us/

Finanzgruppe Deutscher Sparkassen-und Giroverband - 2016 Financial Report of the Sparkassen
Group:

https://www.dsgv.de/en/facts/annual report/financial report.html

Moody’s research on German banking system:

https://www.moodys.com/research/Moodys-maintained-stable-outlook-for-Germanys-banking-
system-on-resilient--PR 373141

Irish Rural Link submission to Department of Rural and Community Development public consultation:

http://www.chg.gov.ie/app/uploads/2017/04/submission-by-irl.pdf

Transcript of appearance of Irish Rural Link and SBFIC before Joint Oireachtas Committee on Finance,
Public Expenditure and Reform and Taoiseach on 12" October 2017:

http://oireachtasdebates.oireachtas.ie/Debates%20Authoring/DebatesWebPack.nsf/committeetake
s/FPJ2017101200002?0pendocument#000050

Irish Rural Link Strategic Plan

CSO Live Register:

http://www.cso.ie/en/releasesandpublications/er/Ir/liveregisteroctober2017/

Central Bank of Ireland handbook on credit union corporate governance:

https://www.centralbank.ie/docs/default-source/Regulation/industry-market-sectors/credit-

unions/credit-union-handbook/cu-handbook-governance.pdf?sfvrsn=2

OECD corporate governance principles:

https://www.oecd.org/daf/ca/Corporate-Governance-Principles-ENG.pdf
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Information about AIB personal loans from AIB website:

https://aib.ie/our-products/loans/personal-loan

Information on the Irish Strategic Investment Fund’s investment:

http://isif.ie/portfolio/investments-to-date/

Report from Post Office Business Development Group:

http://www.chg.gov.ie/app/uploads/2017/02/post-office-report-english-january-2016-hr.pdf

Central Bank of Ireland Credit Union Handbook:

https://www.centralbank.ie/regulation/industry-market-sectors/credit-unions/credit-union-
handbook

Information about An Post retail network:

https://www.anpost.ie/AnPost/content/Retail+Partners/About/About.htm

Information relating to bank interest rates:

https://www.bankingsupervision.europa.eu/banking/statistics/html/index.en.html

https://www.centralbank.ie/docs/default-source/financial-system/financial-

stability/macroprudential-policy/household-credit-market-report-h1-2017.pdf?sfvrsn=4.pdf

https://www.ccpc.ie/business/wp-content/uploads/sites/3/2017/06/2017-06-14-CCPC-Options-for-
Irelands-Mortgage-Market.pdf

https://fred.stlouisfed.org/series/DDOI04IEA066NWDB#0
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Submission by An Post
Submission by BRUI
Submission by CUDA
Submission by Fianna Fail
Submission by Green Party
Submission by ILCU
Submission by IPU
Submission by IRL

Submission by John Bolger

. Submission by Joseph Glynn

. Submission by Karen Jura

. Submission by Kevin McSherry

. Submission by Labour Party

. Submission by PBFI

. Submission by Rural Independent Group

. Submission by Sinn Fein
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An Post

Ard-Oifig an Phoist, Sraid Ui Chonaill, Baile Atha Cliath 1, D01 F5P2, Eire
General Post Office, O’Connell Street, Dublin 1, D01 F5P2, Ireland |

t: 43531 705 7000 www.anpost.ie |

Response to the invitation to consult from the Department of Arts, Heritage,
Regional, Rural and Gaeltacht Affairs in relation to the potential for the
development of local public banks and for a new model of community banking
in Ireland.

Background

An Post, Ireland’s national postal service, is a major commercial semi-state organisation
providing a wide range of services which encompass postal, communication, retail and financial
services.

Itis one of Ireland's largest companies directly employing over 9,000 people through its national
network of retail, processing and delivery points.

An Post has the largest retail network in the country with over 1,100 outlets, most of which are
operated by independent retailers who employ circa 3,000 people. In many cases the Post Office
is the only outlet in a community offering financial services.

An Post is a trusted financial intermediary and has significant experience in offering a wide range
of financial services, such as State Savings, money transmission, bill payment, transactional
banking and Foreign Exchange services through its retail network. Through these activities An
Post has developed a unique insight into systems integration, consumer behaviour and
constructing commercially viable propositions for financial services. Over many years An Post has
developed a highly sophisticated and secure financial transaction processing system that is
designed to cope with high volumes of transactions (over 120 million in 2016 to value of €15bn).

Development of local public banks.

The vision being proposed is that up to 10 Regional Public Banks, based on the German
Sparkassen model, are to be set up in Ireland supported by a Central Service Provider and using
the Post Office network as service outlets. We understand the primary target market for these
regional banks to be the SME sector. The model in Germany currently has 50 million customers
and the Savings Banks cover all segments of retail — related banking.

An Post’s view is that there is room for additional suppliers of financial services to the SME sector
in Ireland and is broadly welcome of any additional stimulus that assists the sector.

An Bord/Board: Noel Adamson, Thomas Devlin, Dermot Divilly (An Cathaoirleacht)/Chaitperson), Jennifer Loftus, David (An Pri /Chief Executive),
William Mooney, Ed Murray, Tom O'Brien, Martina O'Connell, Niall Phelan, William Scally, Lorraine Tormey, James Wrynn.

s Cuideachta Gniomhaiochta Ainmnithe & An Post: Claraithe i mBaile Atha Cliath, Eire, uimh. 98788. An Post is a Designated Activity Company: Registered in Dublin, Ireland, no. 98788.
Oifig Chldraithe: Ard-Oifig an Pholst, Srdid Ui Chonaill, Baile Atha Cliath 1,001 F5P2/Registered Office: General Post Office, O'Connell Street, Dublin 1,001 F5P2
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However, we would need to explore in detail with the other Stakeholders, Government,
Regulators and the representatives of the German Savings Bank to understand that the model
being proposed will address the shortcomings that are evident in the market place and that it
can be introduced in a timely and cost effective manner.

An Post believes that the model may take substantial time to implement and will face challenges
ona number of fronts. Substantial capital will be required by its shareholders to support a lending
model. Itis unclear at this juncture how the entity will be regulated and restricting lending within
regions to funds raised within the relevant region may cause local balance sheet challenges and
be less effective than a national response. It is also not clear what the guarantee system will be
for customer deposits.

Other alternative and more flexible lending models are emerging in the Irish SME marketplace
offering propositions complementary to and competing with traditional bank secured lending.
This is being facilitated by the emergence of significant investment in fintech which offers more
adaptable technology solutions to those of legacy system infrastructures, which when combined
with private investment funds negates the need to raise funds from retail depositors.

Should Government wish that the Sparkassen model be explored in more detail with all relevant
parties, such as Regulators, Government and the proposers of the project, An Post subject to
appropriate contracts would be very happy to discuss and to engage in the provision of
transactional banking services, similar to services we provide currently to a number of
commercial banks.

Community Bank (Kiwibank model)

Kiwibank, owned by the New Zealand Post Office Network provides a comprehensive range of
financial services to the personal market in New Zealand. In this regard it is a bank akin to the
Pillar Banks in Ireland and offering similar services. Kiwibank has been in operation since 2002.

In looking to such a model for An Post it is important to note the range of financial services An
Post Group currently offers its customers. An Post already has 17% of the household savings
market in Ireland through the State Savings business operated on behalf of NTMA. It also has a
very high market share in the personal Foreign Exchange, Money Transmission and bill payment
sectors. The table below shows the products currently available through An Post and the post
office sector.

Savings Investments

Home Insurance Car Insurance

Life Assurance Car Loans

Foreign Exchange Cash Foreign Exchange Debit Card
Western Union Global Payments Money Transmission Services
Business cash lodgements Bill Payments

Prize Bonds Gift Vouchers
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In addition An Post has invested significant resources to enable the launch of a current account
in the Irish market in quarter 2 of this year. This account will have full transactional capability for
SEPA electronic payments and provide its customers with a MasterCard debit card for everyday
purchases.

An Post continuously reviews other financial service products and propositions to bring to
market. Over the next 12-24 months in addition to its current suite of financial services products
the following propositions will be evaluated;

Pensions Mortgages
Personal and SME lending Credit Cards

The current model operated by An Post consists of partnering with best in class providers of each
product line. Our strategy is to continue with this model as we believe it gives An Post flexibility
to react swiftly to changes in consumer demand and allows us to take advantage of the rapidly
changing fintech environment.

In executing our strategy we mitigate the cost of a model such as Kiwibank, avoiding significant
capital investment by leveraging the regulatory and technical competence of global partners.

Conclusion

An Post is currently providing a significant range of Financial Services to over 1.7 million
customers through its network of over 1,100 Post Offices and online channels. An Post will
continue to add new products such as our Current account and other propositions outlined
above through partnership models. In doing so An Post is providing similar services to consumers
and businesses as Kiwibank is doing in New Zealand, without expending significant capital
investment and maintaining flexibility in product design.

An Post

29t March 2017
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1. Submission by BRUI

SUBMISSION BY BRUI TO CONSULTATION ON COMMUNITY BANKING.

1. INTRODUCTION.

BRUI is a new trade union with a real focus on matters critical to the SME sector. Those matters range
from dealing with the national preferences given to Multinationals and international conporations, to
very mundane and day to day issues like unfair, outdated and effectively unlawful commerdial rates.
However, another fundamental matter affects BRUI members and 5MEs in general across the country,
ie. access to proper sources of credit funding for everyday business activity. Anyone operating in the real
economy for the past couple of years, knows too well, that most every business is effectively functioning
as a source of credit to fellow traders. There is effectively zero credit from the commercial banks, in too
many instances. This is having an enormous impact on businesses and their owner operators. It is not
umusual now to have to wait 2 and 3 months for simple payments for goods and services, and yet
business owners are expected to manage this system, be profitable, pay labour and associated costs,
and provide credit cover for each and all. SMEs are under enormous pressure, and without any fear of
contradiction, it is reasonable to say that about 80% of all SMEs are hanging on by strings, induding a
large % of farmers.

In recent times, government established the SBCI. This has served a purpose for those businesses which
hawve been able to access funds from it, but BRUI is guite certain there are many businesses totally
unaware of such funding, regardless of cost of such funding, or the possibility of accessing it. it should
be said that furds from SBCI, even if somewhat [1.5%) cheaper than from other sources, is still not
cheap, in the context of the miserable “deposit” rates available in recent times_... it would seem that,
there must be a better system, a systemn which provides sufficient volumes of credit, proper supervision
of same, and particularly sufficient mentoring for start-up and troubled businesses.

Funding from the I5IF is another government initiative. Howewer, it is cdear that this funding may have
destinations outside of the productive economy, as its mandate is to promote economic activity.

When BRUI was set up, it was done in the consciousness of three certain facts;

A_  That there is a better system to support the SME sector.

B. That "official Ireland" doesn't even recognise any distinction between the productive economy,
and that part of the economy, which is totally dependent on that productive economy..

C. That commercial rates, what they are, why they exist, what they are based upon and how they
are enforced, prove items 1 and 2 above.
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2. BRUlintends to force a serious debate on the nature of the productive
Economy.

The productive economy needs to be defined and then properly supported. There are many aspects to
this discussion , including the matter of APPLE, Corporation tax, the role of the IFSC, GDP, GNF, FDI,
Commercial rates, commercial farming and family farming, Urbanisation, property prices and property
business as a false driver of the economy; howewver, possibly the most important part of that debate
must be focused on the nature of Irish commerdial , so-called pillar banks, and how they have failed the
Irish people and very particularty have failed the SME sector, a fact well evidenced by the role of the
same commercial banks in creating the property bubble and subsequent crash, all that went with that,
and how they are now withdrawing from the wider community, and abandoning the SME and
indigenous industrial sector. That the state should have had to improvise with such funding as that
through the 5BCI and the ISIF, is dear and ample proof that the commercial banks are simply focused on
profit and collateral collection, in return for administering the credit of the nation. That vulture funds,
foreign and local, now have as much as €200bn of Irish debt, a major share of which comes from the
SME sector, is further proof of how small businesses have been treated. Clearly, “official Ireland ™ has
very little interest in 5MEs and in the productive economy which provides abouwt 70% of all jobs.

3. BRUI fully supports the call for a network of community/Publicly owned

banks, to serve the SME sector.

BRUI have engaged with the PBF in extensive discussions, re the development of a network of
community banks. The establishment of that network is a core objective of BRUI, and BRU| will
wiork to make such a network a reality as soon as possible. BRUI are fully aware that PBFI have
made an extensive proposal to this same consultation process, and BRUI fully supports that

proposal. However, BRUI has its own very clear mind on the need for a banking service to serve
all small businesses and lecal and indigenous industries. BRUI is particularty aware of the
shortage of credit amongst small businesses, and is aware of the fact that the German Sparkasse
system is in fact the back bone of the very successful German economy. In coming to terms with
the deficiencies in the Irish commercial banking market, as it applies to the SME sector, much
knowledge has been garnered about how these commercial banks are focused only on profits,
whereas the German Sparkasse are there to support and drive business, to provide proper
mentoring and to provide due care to business owners 5o as to make business work, rather than
produce bubbles, and collect collateral in lieu of credit. BRUI fully appreciates the necessity fora
network of community type banks, with very specific gowemnances, working on a “not strictly for
profit basis™ to drive and support small Irish businesses, thus creating an entirely new
framework for local and indigenous industry. These new, properly designed community banking
entities, will, in time, obviate the need for further forced emigration of young Irish, who, in
recent times have been expected to survive on the yellow pack and zero hour contract
principles, while false property prices prop up a failed commercial banking industry. What
makes those property prices false, is the simple fact that families and young and even middle
aped couples cannot afford very basic houses, evidenced by homelessness, vulture funds,
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evictions, and people sleeping on the streets. If houses and housing is not designed and
provided for those in the productive economy, then BRUI asks how the non productive sector
can expect to be catered for in the economy. That non productive element includes over paid
civil servamts, the IF5C, the legal profession and others. It is more than outrageous that
dysfunctional elements of the wider public service can be quite comfortable with salaries
several times that of seriously stressed 5ME owners and workers, and those other civil senants
on basic salaries; even pensioned elements of that same civil servant sector are better catered
for than that same productive economy. That the APPLE controversy can even arise speaks
volumes. One top economist , has estimated that multinational conporations are paying about
£8 billion per annum in tax as opposed to approximately the €20 billion which they should be
paying; that speaks for itself., but begs the question if there are other "apples” in that same
basket. Then there is the matter of the IFSC, and whatever it stands for? BRUI asks, how can
thiere be approximately €150 billion in assets/loans held in 5PVs, which, while having almost
zero regulation, can use charitable status to "stay tax neutral™. Is charitable status not the gift
of the minister for finance? Then there is the €430 billion approximately of securitised loans,
held by FVCs, with slightly more regulation, but, like 5PVs offer almost zero to the Irish
economy, except false GDP prices, and unexplained “lrish debt™ to the tune of possibly €1
trillion; it seems that these IF5C entities provide to the Irish economy, no more than set up fees,
which are utterly miniscule in the context of the sums of monies which they supposedly manage
and trade in. While 5MEs are intimidated on a daily basis re commercial rates, and honest hard
working people can hawve their cars removed from them for spurious matters of car tax and NCT
test certificates, official Ireland has presided over an IF5C business racket, the extent of which is
not even imaginable by those same ordinary folk. Johnathan Sugarman’s exposé re UNICREDT
speaks volumes. BRUI, as representatives of the productive economy, demands that the
productive economy be given the respect it is due, and given necessary primacy over and above
the non productive sectors, typified by those who lavish on unearned income.

. BRUI supports the call for an Post to become the primary administrator of
mortgage credit.

BRUI further supports the call for An Post, in the form of An Post Bank, through the network of
1130 post offices, to become the primarny administrator of mortgage credit, at minimal
administrative charge to house buyers. This will bring enormous benefits to families, to the
productive economy, and will relieve much pressure on salaries and costs of production in the
real economy of Ireland, which is now the third most expensive country in Europe to live in. It
must be clear to most every man woman and even child, that the so-called pillar banks, and
their already disappeared allies (since 2008) have totally abused their control over credit, and
that total contrel must be withdrawn from them. 5o as to clarnfy some aspects of information
which ground the BRUI position, BRUI makes the following points.

. Considering that all new bank loans and mortgages are in fact based solely on the individual's

"promise to pay’’, otherwise known as a promissory note, how can it make sense that , while
depaositors, unsecured lenders, are receiving generally about 6 of 1% in interest per annum,
while at the same time, new credit is being issued to new mortgage holders at 8%; if the 8%
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were used as a guideline multiplier of deposits lent back to the new mortgage holder, then that
would represent about 13 times the deposit rate; in fact, as we now know, new mortgages are
new credit based on the promise to pay, and in light of the fractional reserve practice operated
by commercial banks, as they have done for centuries, and using a ratio of 10;1, does this not
mean that these same banks are leveraging their deposits to the tune of about 130 times . Is
this not wanton abuse of privilege by the commercial banks; i.e. the state-gifted privilege of
control owver the credit of the nation; the above is happening while some businesses are having
to draw down [51F funds at up to 14%. This year, 2017,is the ninth year after the crash, and to
date nothing whatever has been done to correct the fundamentally flawed banking system
which has no "not strictly for profit’” element whatever, whilst in Germany the big commercial
banks have only 12.5% of the market there, and 70% of banking services are delivered through
public banks of one sort or another.

The property bubble has been fully re inflated, but the only salaries to have been raised are
those in the non productive sectors of the economy. This makes no sense. While BRUI
appreciates perhaps better than most, how difficult the Irish economy is now and has been in
recent years, official Ireland seems only interested in promoting the FDI aspect of the economy
and at the same time playing footsie with vested imterests and powerful trade unions. The
indigenous productive economy is again being sidelined and sacrificed, with the building sector
providing the greatest part of a falsely labelled recovery. BRUI is determined to create a new
awareness of the absolute requirement to drive and promote local and indigenous industry,
wherein political foolery and corporate interests can never be allowed to dominate again. One
property bubble in 20 years is more tham encugh. Basing and scoring the current growth figures
for GDP, on figures from the IF5C, and on the building industry, must constitute more than
mistake. BRUI, asks, if official lreland can be so captured by corporate propaganda and vested
interests, that nothing whatever has been done to even analyse the nature of Ireland’s banking
crash, never mind fix the problem. A term known as “wearing the green jersey” was coined
about 10 years ago, or more, whereby banks could do BE&B loans of billions, in order to fool all
and sundry, even themselves. As of March 2017, the commercial banks, which remain in Ireland
since the crash, are now effectively more than 30% more “systemically important * than they
were in 2008, and that being the excuse used to bail out the banks, are we not facing a rehash of
2008,/9/107. BRUIis determined to create community owned banks to drive and support
productive Ireland, and to restore credit management to its rightful place, iLe. to communities.
5MEs have been ignored, abused and sold out to the vultures; Are the vulture funds simply
executors of commercial banking corruption. In light of the never ending stream of regulation
which is being foisted on SMEs, BRUI suggests that similar supervision be exercised upon the
IF5C, and the commercial banking industry. This submission does not propose to expose or
explore every single aspect of the non ethical commercial banking industry, but some points
must be made.

(1) . The fact that securitisation and similar practices, crafted by top legal firms for the benefits

of certain Banking industry elements, could ever be established, clearly informs interested
parties, that political capture is a sine gua non to allow such unethical racketeering to be
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conducted. It seems that ne mortgage holder has been able to find the essential separate

contract by which hefshefthey gave up power of attorney to their bank, which in turm used

that POA to engage in securitisation practices. The absence of any sense of ethics in how
these practices were engineered, begs many questions as to who and what has been
supervised or regulated. 5PVs are unregulated, and yet at 04 2014, held €150 billion loans

Jassets, while PWCs held £432Bn. Despite the housing crisis, homelessness, evictions and

troubled mortgage holders, this element of the banking industry’s business has not been

exposed, and for some extracrdinary reason was effectively blocked from exposure in the
courts.

The fact that banks can tout and advertise themselves as lenders smacks of deception at

best. BRUI understands that banks simply administer credit, a phenomenal gift from the

state, in return for which the state and the general public have received wholesale abuse of
privilege.

O. Payments systems. While commercial banks have full comtrod over the payments systems in this
state, it is perfectly true that banking executives can tell government authorities “there will be
no cash in the cash machines tomorrow™, as was done in September 2008. In light of the cost of
the bail out of those same banks, BRUI stronghy believes that all payments systems be brought
under state control, and administered through the new community bank network Central
Service Provider .or other. It seems less than reasonable that the government and the general

(2

public can ever again be held to ransom with their own monies by the current money masters.

5. An Observation on the Irish Mortgage Industry

a. Why do Mortgage total payments end up being from approximately 1.5 times the original sum, to
more than 2 times the house price, a price which in many cases in 2017, is several times its actual
value to the preductive economy.

b. Example 1. £100k bormowed for 25 years @3.5% amounts to a total re-payment of £150, 187,

(Mote that we are currently in a historically low interest rate period; however those lowest interest rates
apply mostly to people lending their money in the guise of deposits, as unsecured lenders to the
banking industry; Individuals and others, such as the Credit Unions are receiving approximately .6%. on
their loans to the banking industry.)

. Example 2. €100k bormowed for 25 years (@7% amounts to a total payment of £€212,033 or over 100%
imterest. Some new mortgages in 2016 are camying 8% interest rate.

d. Why do banks require so much interest on peoples’ own credit?

Al Is it for lending depositors’ money? Banks don't lend money; they simply administer credit. No
money is transferred from elsewhere for your mortgage; the credit is simply typed up on a computer
keyboard. It is newly created credit.
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A2 Is it because the bank is at a loss of the earning potential on its money while you have it
borrowed? As we learned, one's mortgage is one's own credit typed up on a computer (created)
and is mot taken or bormowed from anywhere else. The bank is at no loss.

A3. Is it for setting up the mortgage contract and oredit facility? That would be more than

ENCESSIVE.

Ad._ s it for the collecting of an automated monthly payment? Ne comment!

As we an see the exploitive mortgage system is an huge charge by the banking industry on home
buyers, and it is the single biggest lifetime financial commitment for most every family. People are
spending the best part of their lives working to pay the exorbitant interest charges to the banking
industry.

6. How much abuse can the EME sector take?
BRUI needs only to look to the Sunday paper of 26March 2016, to read Jim Power's expose of
MAMA, at the expense of hundreds of businesses and ultimately at the expense of the tax payer,
which is ultimately the productive economy. The suggestion in Jim Power's article that up to €40
billion may be lost by NAMA beggars belief, on top of the bank bail-out. Add to the NAMA losses
the thousands, so far not even recognized, of small businesses and their owners, across Ireland,
who were thrown to the vultures, because they were not big enough to be in NAMA; that latter
group has been carmying a large volume of losses, most of which were not of their own making,
and which can never be recovered. Suffice it to say, that in every town and village there are
several and many who are in that category.

Conclusion.

BRUI has as one of its core objectives, the establishment of a
network of community banks, at county and or regional level,
to support and drive the indigenous productive economy,

working on a “not strictly for profit basis”, putting credit
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control into communities where it belongs, and delivering
ethical services to their communities, with transparent, ethical
contractual arrangements, and without reliance on collateral
collection, securitization and speculative practices. BRUI fully
supports the call for An Post, through its network of post
offices, to become the primary administrators of mortgage
credit, at zero interest rate, but rather for an administrative
charge payable over the lifetime of the mortgage. BRUI further
makes it clear, that definite restrictions must be put in place, to
ensure that peoples’ and the nation’s credit may only be used
for productive purposes.
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Introduction

CUDA (Credit Union Development Association) i a progressive representative &
development association working on behalf of member-owned, member-directed and
professionally managed Credit Unions in Ireland.

CUDA was developed in 2003 and is the only legally incorporated representative association
for Credit Uniong in the Republic of Ireland. Under the two categories of membership, owner
members and affinity members, and with a growing membership, CUDA works with over 40
Credit Unions. This includes some of the largest Credit Unions in the Republic of Ireland.
Member Credit Unions hawve over €52 billion in assets and serve a membership of over 1
million.

We have worked with Credit Uniong throughout the last few years in relation to developing
an evolved business model that is bespoke and fit for purpose for the membership of which
Credit Unions senve and the regulatory environment in which it operates. We have omitted
information and data from this Submission that is of a market sensitive nature. We would be
happy to elaborate further on these issues or on any pointe made in this Submission. Please
do not hesitate o contact us in this regard. Contact details are listed at the end of this
Submission.

General Commentary

There iz no gquestion that banks deserve an enomous amount of criticism for the situation in
which we now find ourselves. They made many fundamental emmors in managing the credit,
liquidity, and market risks in their balance sheets; by pursuing aggressive growth through
acquisition; and by failing to invest in serving their customers fairly and well, which is the
ultimate foundation of sustainable banking and, significantly, the comerstone of the success
of the credit union movement workdwide.

It iz also true that Banks were not alone in this: there were clear failures around the westemn
world by Govemments, who passed laws that increased imesponsible lending, and by
Regulators, who failed to identify or address growing risks in the balance sheets and
business models of banks in the lead up to the crisis.

We have leamt during the financial crisis that a prerequisite for growth and job creation is to
experence financial market calmness, with interest rates and asset price volatility eliminated
and critically that credit prudently flows to businesses and households.

Since biblical imes, ordinary people have resented the power that money lenders have over
their lives. It's almost a pimal instinct. When banks get it wrong, the implications for the
economy and for peoples’ lives are severe. Thie is why the banking crisis was =0 damaging
on not just the economic front but also on a reputational level. it has stimed some very deep-
seated feelings among the public. Irsh households have experienced approximately nine
years of the fallout from the financial crisiz and while some are starting to benefit from
economic recovery, the experience has drven the primary consumer need — wvalue for
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money. We believe People want to expenience more, even when they have less to spend.
For consumers of financial services, thizs requires a business proposition with three core
elements:

1. Functional

Staff competencies
Sermvices

Products

Channels

apow

2. Emotional
a. ‘Values and principles
b. Culure and Identity
¢. Relationships — in good times and in tough times

3. Rational
a. The total economic cost of purchase

Credit Unions have a fotal of €16bn in assets’. It starfs to become evident that the success
of credit unions is enabled by the distinct competitive advantage in meeting this consumer
need, acting in the best interest of that particular credit union’s curment and future members.

Specific Commentary

We concur with the argument that Ireland will benefit from community banking services that will
drive our indigenous economy and create a platform for rural revival, and indeed urban
sfimulation. With 281 credit unions and approximately three million members credit unions are
very well positioned to deliver this service.

Credit unions in this country, indeed throughout the world, come in all shapes and sizes.
They serve every kind of social and economic community, ranging from rural villages to big
cities, and from the employees of government depariments to those of businesses large and
small. Currently their business model variez, while their membership and assets range from
the relatively large to the small.

In common with other co-operatives they differ from other businesses in three specific ways:

1. A different purpose: The primary purpose of co-operatives i to meet the common
needs of their members, whereas the primary purpose of most investor-owned
businesses iz to maximise profit for shareholders.

2. A different control structure: Co-operatives use the one-memberfone vote system,
not the one-vote-per-share system used by most businesses. Thiz helps the oo-
operative serve common needs rather than the needs of a handful of individuals. It is
alzo a way of ensuring that people, not capital, control the organisation.

3. A different allocation of profit Co-operatives share profits among their member-
owners on the basis of how much they use the co-operative, not on how many

* central Bank of Ireland Financial Conditions of Credit Unions: 2011 — 2016, February 2017.
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shares they hold. Most co-operatives invest a significant portion of their profits in
improving service to members and promoting the well-being of their communities.

Each credit union's specific business model — the scope of services it provides and the
means it employs to deliver those services — is chosen by its democratically elected officials
to best meet the needs of its own, unigue commiunity of members.

The fundamental wisdom behind the enommous diversity of member-centred decisions those
elected volunteers have made over the years is demonstrated by the fact that Ireland has the
mst credit unicn members per capita of any major country in the workd.

The diversity that follows from local ownership and control is the fundamental reason why
credit unions are the most successful social enterprise in Irish history. It iz why, for many
Irish citizens, the credit union is their first choice for financial services. Credit Unions have
ranked Mo. 1 in consumer satisfaction by the Customer Expenence Ireland Survey (CXi) for
each of the last two years it has conducted its research, and thiz ranking, the Repaort states,
iz due to the “unblinking focus on the cusfomer”.

Because they are owned by their customers, credit unions have eamed the trust of those
members — by never ripping them off, by taking the time to know them as individuals, by
carefully guiding and advising them, by never letting them down when times are bad, and by
supporting the particular needs of their communities.

But while the core credit union difference must be nurtured and maintained, it hardly follows
that change isn't necessary. Social movements can stagnate and decline when they fail to
accept the need to change how they do business, even though their basic principles and
ethos are timeless and should never change. CUDA has taken a leadership role in
advocating the changes that are essential for credit unions fo thrive in the future, and
interestingly will deliver the benefits that the advocates for public \ community banking are
secking.

Juzst as we urged the Commizsion to recognise the need for a proporticnate prudential and
regulatory mechaniem that fully weighs costs and benefits and that respects the decisions
that credit unions make for themselves, it iz equally vital that the credit union difference is
not lost through a “one-size-fits-all” business model being imposed going forward. The
CUDA vision of member govemance, legislation and govermment supervision for the future is
shown graphically below:

& Legislation & Regulation Framework
I. Fromedngmemoes savngs
2. Ensurng sohwncy of Tl tvcagh a dafinad prucental manage e framesock
3, Creatrg an sRvdesnent o ofociiee sxearduip
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There are many frameworks to assist credit unions develop a sustainable business model,
and these tend to concentrate on three key components: value proposition; govemance; and
financial structure. The value proposition, as described above, is at the heart of any strategy
as it defines the member needs that the credit union will meet. Govemance, as the Registrar
as highlighted on many occasions, is the most mportant component of strategy as it focuses
on ensuring an effective regulatory and legislative framework; skilled leadership in the credit
union; appropriate organisation design and a genuine commitment to the credit union values,
compliance, intemal audit and risk management. The final component, financial structure,
ensures the credit union understands and manages its business financials.

While the banking industry, thanks to Govermment support, re-emerges from its fragile state,
there will be undoubtedly those who advocate less compefition, rather than more, in the
financial services secior. Mo doubt they are right if, by competition, they mean competition
to finance unneeded shopping centres, housing estates and apariments in Eastem Europe.
Or competition in making imprudent investments to pay above-market deposit rates. OfF
course we need a robust regulatory regime that leaves no room for the sort of reckless risk-
taking we saw during the last decade.

The on-going conzsolidation and market retrenchment of Ifish banks means that the “for-profit’
banking sector will be offering less choice to consumers. With fewer banks on the high
sireet, there is a real danger that ordinary people, particularly the ever growing number on
the margin, will have less access to affordable credit and to low-cost financial services. In
this new emnvironment, Government should positively encourage lively competition that is
aimed at giving ordinary people the most convenient, personalised, accessible, and
affordable financial services that modem technology can deliver and that prudence [and
sound regulatory oversight] can allow.

That means that consumers today have an even greater need than they did five years ago
for a gtrong, not-for-profit co-operative financial system, which they own and democratically
control and which operates exclusively for their benefit. That altemative is the credit union.

The public policy case for credit unions iz the same as it has always been.

Accordingly, we reject any suggestion that credit unions should be recast into an entirely
different new role as some kind of social finance provider or that they be relegated to acting
as only a "poor man's bank.”

Likewise, we also reject the other exireme, which some appear to be advocating, that credit
unions fundamentally restructure themselves into a highly centralised system, with local
credit unions operating like branches of a vertically-integrated central body. While that
Continental model has worked well for co-operative banking systems in places like The
Metherands [Rabobank] and French-speaking OQuebec [Mouvement des caisses
Desjarding], it tock over a century for those systems to evolve into their present state.
Theoretically, perhaps, Irigh credit unicns might evolve similar structures in the far future, but
it would be culturally and practically a disaster to try installing this model over the short run
here.

The Irish model of ocally owned and controlled institutions is not broken, and it has
remained the best choice for credit unions in other English-speaking countries that share
similar economic, political, legal and social values. The expenence of large and very
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successful credit union movements in North America and Australia demonstrates that even
relatively small credit unions can operate effectively by sharing back-office services,
provided they have the right legislation and supervision.*

We have a clear vision that sees credit unions in Ireland capable of being the financial hub of
their community, offering real choice to people and being a meaningful altemative to banks,
supporting owner managed and small businesses, and also supporting stari-up business,
while continuing to meet the needs of individual and community financial needs.

We are doing thizs by building on the qualities that have made credit unions so successful
and eamed members frust, and loyalty, by being there for them and consistently being on
their side whether they are simply frying to cope with the financial challenges of life or to
achieve their ambitions for home ownership or financial security. The key however is that
unless credit unions are allowed to compete, members will continue to be deprived from best
value. At CUDA, we have made real progress helping credit unions sirengthening their
govemance by complying with the absolute barrage of new legielation and regulation, while
they also continue to provide services albeit within the 2016 regulations that imposed severs
caps on the business levels that can be done.

Our work, through the Solution Centre, includes supporting credit unicns to provide home
loans to their members in a fully compliant and prudent manner — something that those who
are building such capabiliies should be allowed to more of. Credit unions need legislative
and regulatory assistance:

1. There is a wonderful opportunity for Govermment to enable credit unions contribute to

solving the housing crisis by making a simple amendment to Section & of the Credit
Union Act 1997 that will enable credit unions to collectively lend to Approved Housing
Bodies and Local Authorities for social and affordable housing projects.

2. The Central Bank can enhance credit union regulations to:
a. Substantially extend lending limits — where capabilities and financial strength
exist as shor-term lending alone is inadequate for survival;
b. Urgent need to enhance the classes of investments [draft regulations
submitted to the Registrar of Credit Unions] to allow credit unions invest in
funds for housing related purposes.

It iz alzo important to remember that presenving a sepamte legislative structure for credit
unions underscores and memorializes Government's commitment to the vital public policy of
preserving the unique ethos and philosophy of credit unions.

* In the U.S., about 7.500 credit unions with over 5980 billion in total assets serve more than 81 million people.

their average size is inflated by about thirty with assets exceeding a billion dollars each, fully half of all
L5, credit union hawe assets of less than 520 milion. On average, those median-sized and smaller U5, credit
umions hawve only about 1,350 members apiece.  Credit Union Mational Association, "UL5. Credit Union Profie”.
Although ewery year scores of them choose voluntary merger (typically into [arger credit wnions) the rest have
survived many leamed predictions that they would all disappear long ago.
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Notwithstanding the lip service today paid universally to the ideal of preserving credit union
uniqueness, we fear that uniqueness will be steadily chipped away over time, and ultimately
lost, unless clear steps are taken and constant vigilance maintained. In that regard, foom
and symbolism can be every bit as crucial as substance, and we would caution against any
attempt to morph credit unions into some bank based super structure.

We look forward to any queries you may have in relation to our Response. We are happy to
provide any additional information that you may require. Again, thank you for the opportunity
to comment on this consultation local community banking.

CUDA

credit umicn devzlopment association

Unit 3013, Citywest Business Campus, Dublin 24
Tel: +353(0)1 4693715
Fax: +353(0)14693346
website: www cudaje
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Fianna Fail submission on Community Banking

Introduction

Fianna Fail believes that the Credit Unions have perfect potential to provide public
community banking to Irsh citizens as they are already present across the couniry. £ makes
gense for the credit union movement to be congidered rather than introducing a new
additional Public Bank model. We believe this would be prudent.

As a Party we have been brought forward many new suggestions about how access fo
funding could be improved for businesses and unfortunately there has been wvery slow
progress.

The Community banking Model or the German Sparkassen model iz an interesting concept.
The intention is to fill a gap between the Credit Union movement and the Commercial
Banking Sector in order to provide credit to the local economy and the local SME sector. We
would not be satisfied with anmy mode! that would squeeze out or jeopardize the credit union

miovement.

The suggested Local Public Banks would not have profit maximisation as one of their goals.
Instead any modest “profit” obtained from the operations would not be distributed in terms of
dividends but would instead be diveried to the local economiy for social purposes.

The Local Public Banks would have specific local area that it would be responsible for and
would not loan or invest in ancther jurisdicion. The local focus of this model s very
appealing especially given the closure of commercial bank branches throughout the country,
Ulster Bank being the [atest with the closure of 22 branches.

Fianna Fail is deeply concemed that the Local Public Bank will not only fill the gap but
wedge the gap and push the Credit Unions out of communities.

Credit Unions are currently spread throughout the country in local communities both rural
and urban. Credit Unions need regulatory changes fo be introduced allow them to become
far more active in business and morigage loans. We have been requesting this for years.

Az a Party we want the Credit Union movement to be enhanced not destroyed and confined
to the history books.

T FIANNA FAIL

FE WEFJBLIC AN
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Common Bond — Credit Unions

Credit Unions currently operate a Common Bond that is defined in law. This Commeon Bond
defines the ownership of the Credit Union. A Credit Union that iz community based and is
owned by the members that are in a common geographic location or a common profession.
Credit Unions are democratic in nature as each member has one vote. This means that the
common good is served through democratic means by the members of local community.

Fianna Fail believes that the Common Bond system used by the Credit Unions is ideal for
serving the local community. Credit Unions are in perfect position to provide the Public
banking model as they are not entirely profit focussed. They are designed to provide local
banking services to the local community.

From a legal and regulatory point of view there is little space for a Community Banking
Model without pushing out the Credit Union.

Local Emphasis — Credit Unions

The vast majority of Credit Unicns have are community based and as a result have a focus
on the local community. They are looked upon by and large as pillars of the town or village,
alongside the post offices and the newsagent.

The cwnersfmembers are from the local community and so have the interests of the local
community in mind. This franslates through to the management of the Credit Union. From
the point of view of the local community Fianna Fail believes that the Credit Union is
uniquely placed to fill this reguirement.

Credit Unions are able to make commerdial lcans to SME's and community loans to local
initiatives including:

a) sport and recreation;

b) culture and heritage;

c) the aris (within the meaning of the Arts Act 2003);

d) health of the community;

e) youth, welfare and amenitieg; and

f) natural emironment;

T FIANNA FAIL

FE WEFJBLIC AN
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Shared Services — Credit Unions

The Credit Uniom movement also has a unique shared service model. Curmrently for smaller
Credit Unions throughout the country, they can avail of the Irish League of Credit Unions.
The ILCU provides services from audit functions to risk analysis. This is very useful for a
small Credit Union that does not have the expertise on certain areas.

Also larger Credit Unions have the experiizse themselves and do not require these services
to be shared. Again, from this point of view there does not seem to be a space to be filled.

Reform required for Credit Unions

Fianna Fail believes the Credit Union movement is uniguely positioned to provide banking
and credit to the local community and local SME's. However, there are dear issues with the
Credit Unicn regulations that threaten its existence if not addressed.

If the Community Banking Model is infroduced now before this reform happens it will only
seck to accelerate this process and we will potentially lose the Credit Union movement
entirely.

The key areas of concem facing Credit Uniong at the moment are what they can imvest in
and how much they can lend cut and for what length of time. If Credit Unions are to survive
then these regulations need to be reformed radically. We would support this being done
rather than a new and added public banking model being put in place.

Credit Unions are losing money because they are heavily restricted in terms of larger and
longer term loans. Unfortunately Credit Unions are prevented from entering the morigage
market in a meaningful way. This means that they have a large amount of cash and have
nowhere to lend and eam a retum.

The remaining cash that is not loaned out must be invested. Regulation needs to be
changed to allow Credit Unions to do this as it is too restrictive at present.

As a result of the restrictions in place, Credit Unions find it very difficult to eam a return and
survive. A form of tiered regulation iz required whereby bigger Credit Unions can extend
greater longer term koans while smaller ones will be restricted to amaller loans.

With reform a group of smaller Credit Unions would be able to pool their resources and lend
or invest in the local community and local SME's to a greater extent.

T FIANNA FAIL

FE WEFJBLIC AN
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Perhaps once reform has been implemented in the Credit Union sector allowing Credit
Uniong to evolve and survive, then the concept of Community Banking may be revisited if
the need presents itself.

Currentty, we believe in Fianna Fail, if Community Banking is introduced now, it will only
succesd in accelerating the demize of the Credit Union movement.

We do not believe this will be good for the country and for local communities around the
country. The focus right now should be on reforming the Credit Union sector so that it can

survive and continue to serve the local community, economy and business.

Appendix — regulations on Investment and Lending for

Credit Unions

INVESTMENT RESTRICTIONS
Classes of Investments
25 (1) A credit union may only invest in euro denominated investments in the following:
a) Irish and EEA State Securities;
b) accounts in credit institutions;
¢) bank bonds;
d) collective investment schemes;
e) shares of and deposits with other credit unions;

f) shares of a society registered under the Industrial and Provident Societies Act 1893
to 1978.

(2) The Bank may prescribe from time to time, in accordance with section 43 of the Act,
further classes of inwestments in which a credit union may invest its funds which may include
investments in projects of a public nature. Investments in projects of a public nature include,
but are not limited to, investments in social housing projects.

T FIANNA FAIL

FE WEFJBLIC AN
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LENDING RESTRICTIONS
Concentration Limits
12. A credit union shall not make:
(a) a commercial lpan, where such a loan would cause the fotal amount of outstanding
commercial loans of the credit union to exceed S0 per cent of the credit union's regulatory
reserve,
(b) a community loan, where such a lcan would cause the total amount of outstanding
community loans to exceed 25 per cent of the credit union’s regulatory reserve, or
(c) a loan to anocther credit union, where such a loan would cause the total amount of

outstanding loans to other credit unions to exceed 12.5 per cent of the credit union's
regulatory reserve.

Large Exposure Limit

13. (1) A credit union shall not make a loan to a bomower or a group of bormowers who are
connected which would cause the credit union to have a total exposure to the bomower or
group of bommowers who are connected of greater than €39,000 or 10 per cent of the
regulatory reserve of the credit union.

(2) Where an exposure to a bomower or group of bomowers who are connected exceeds the
limit 2et owt in paragraph (1), the credit union must hold the amount of the exposure that is in
excess of the limit in a realised reserve, separate from the regulatory reserve of the credit
Lrion.

{3) The requirement specified in paragraph (2) shall not apply, to exposures existing at the
time of commencement of these Regulations, for a period of 2 years from the
commencement of these Regulations.

Maturity Limits
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14_ (1) A credit union shall not make a loan to a member—

(a) for a pericd exceeding 5 years if, were the loan to be made, the total gross amount
outstanding in relation to all loans with more than S years to the final repayment date would
exceed —

(i) 30 per cent of the total gross loan book balance outstanding at that time in relation to all
loans made by the credit union, or

(i) if the Bank so approves in writing, 40 per cent of the total gross loan book balance
outstanding at that time in relation to all loans made by the credit union, or

(b) for a period exceeding 10 years if, were the loan to be made, the total gross amount
outstanding in relation to all loans with more than 10 years to the final repayment date would
exceed —

(i) 10 per cent of the total gross loan book balance outstanding at that time in relation to all
loans made by the credit union, or

(ii) if the Bank so approves in writing, 15 per cent of the total gross loan book balance
outstanding at that time in relation to all loans made by the credit union.

(2) The Bank may impose on approval, for the purposes of subparagraph (a)(ii) or (b)) of
thiz Regulation, any condition that the Bank considers appropriate.

{3} A credit union shall not make a loan to a member for a penod exceeding 25 years.
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regional coonomie cyche, converting Tocal

Green Party
Submission
on Local

Community

Banking.

Thank you for the

opportunity to
subsmit on this

matter

This submission will
argue for the establishment of 8 Regional Publicly Owned savings banks to cover the whole country.

It will argue that there is a space in credit supply between larger scale bank lending and the
consumer lending being provided by the credit unions and that the presence of regional banks
operating on a strict regional savings and lending principal will provide a strong base for the
development of SMEs in the regions and for sustained growth of the disparate regional economies
arcund the country.

The submission will argue that the case for regional savings banks owned by stakeholders rather
than shareholders and held in trust by Lol Authority proups within the region, meets current credit
needs most directly. In the very long term regional banks create a financial bedrock to enterprise
that cannot be sold off opportunistically as has happened with the ACC and ICC in the recent past.

Trusteeship, residing with a public body, combined with the focus on profit and customer service
rather than simple profit maximisation, will also provide a counter oyclical and counter balancing
presence in the Irish Banking landscape. Prof Myberg highlighted im his Banking Report how the entry
of overseas banks in the 90s created risky behaviours of the pillar banks. We argue that the corollary
of this is that prudential lending based on enterprise propositions rather than asset values by public
banks will calm behaviour during a potential boom and mitigate the impacts of a downturmn or a

credit squeeze during a recession.

Finally the submission will warn against a confused Government response to the financing needs of
the SME and regional economic sector.

The temptation to introduce a model to solve tangential problems, for instance in the Postal service,
must be avoided.
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There are a number of banking models and some have community characteristics but we argue that
none can provide the resilience required as we seek to repair our banking sector.

Strict adherence to the regional savings and borrowing principal along with sustainable long term
public ownership, it has been shown in Germany through the Sparkasse Banks, can deliver a quality
banking service which will reintreduce high quality relationship banking to the SME sector, manage
risk appropriately, protect against the contagion of a bank failure and contribute to the public good
through its social corporate commitments.

Furthermore experience in Germany also shows that Development funds such as the KAW funding
received by Ireland from the German Development bank in 2014 can most readily and speedily be
delivered to the productive economy through regional savings banks.

What is a Savings Bank?

Savings banks promote saving, provide banking services to all citizens and have a public mandate to
be non discriminatory, to strengthen competition particularly in rural areas and to contribute to the
common good, for instance through finance for Lol Authority social inclusion inftiatives.

Economic and secial responsibility go hand in hand .

Savings Banks are publicly owned with trusteeship wested in Local Authority groups covering the
designated regions and with populations of at least 250,000.

The banks are held in trust and cannot be sold. The Lol Authorities have no shares and have no
role in the day to day business of the banks which shall be run by licensed professional bankers.

Local Authorities instead ensure that the public service mandate of their locl savings bank is
fulfilled.

The Regional Principal.

Savings banks such as we are proposing, operate strictly with the gecgraphic region within which
they are established. This is known as the Regional Principal.

For a viable public bank a population base of at least 250,000 pecple is required.

In cities like Dublin and Cork this is not an issue but in less populous parts of the country it will
reguire Local Authority proups co operating and agreeing to become the trustees of the bank.

The regions themselves can roughly equate to the PIGS 3 regions contained in the following graphic.

97 |Page



Department of Finance and Department of Rural and Community Development

| Report on Local Public Banking

SELRITLT

This already happens in a number of Local Authority functions, for instance in waste management.

The Regional Principal ensures that the 5avings Bank in a region operates very close to its own
market, knows its customers and uses that knowledge to balance risk well. The regional principal also
ensures that the bank takes a long term perspective and is prepared to invest in the customers
financial literacy, if such training is needed to ensure that risk is reduced and the loan is fully repaid.

A spin off from the establishment of Savings Banks that are resourcing their bormmowers financial
expertise, is that of SME customers become better business people which over time will make the
regional economy more robust and the banks more efficient.

Support from the Sparkasse.

As our pillar banks shrink their retail network and even sizable towns are left with one or no bank,
there is a unique opportunity for Government to now legislate for the establishment of a public
savings bank network. In contrast to the trend we can see with the existing banks, 5avings Banks
modus operandi and indeed their profitability requires them to be embedded in communities and in
the local and regional economies.

The Savings Banks of the sort the Green Party are proposing, will be a worthy Irish solution to a
very serious Irish problem, that is weak regional productivity and poor access to opportunity outside
the major urban areas.

Mo single measure will address the decline of the regions and the dominance of the Dublin economic
region. We note however that the Mew National Planning Framework 2040 process recognises and
seeks to address this imbalance with an altermative city strategy and we welcome this.

We would argue that now, therefore, is an ideal time to accompany this new spatial goal with a
mechanism that allows proportionate credit flow to the regions and in this regard the 5avings Bank
maodel has a track record in Germany that can be replicated here in Ireland.
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Indeed the Green Party understand from a recent presentation given in Leinster House and from
other contacts, that the Sparkasse through its Foundation for International Cooperation [SBFIC) is
actively available to all relevant parties to advise and actively support the establishment of a Savings
Bank network in lreland along with a Central 5ervice Provider. We understand that the Foundation
has submitted to the Dept of Rural Affairs(DAHRRGA) and the Dept of Finance, a “Proposal for
Cooperation and Financial Support” from design phase through set up to final implementation. This
is an opportunity we view as important and unlikely to be available to the Government indefinitely.
Such support will immeasurably improve the prospect of a successful roll out of an immensehy

complex process.

It will help address key questions for the founding stakeholders, on business planning, funding for
core capital, shared services across the grouwp, risk management, recruitment and training and
Central Bank licencing.

It is doubtful if such a project could be undertaken without this extremely substantial offer of
support from a Banking group, that wishes to see the Savings Bank model expand within the

European Union.

Regional Development.
Access to credit is key to the health of any economy.
Credit supply is diversifying and non bank lending is now a significant portion of all lending .

However gquestions about the long term sustainability of such lending are yet to be answered and

significant weaknesses are apparent .

The Green Party asserts that bank lending with all of the rigours that accompany a loan will remain
the dominant source of credit outside certain sectors, Fintech being an obvious one.

As banks withdraw from medium sized Irish towns something that was again highlighted last week by
the announcement by Ulster Bank that it is closing 22 branches and in so doing damaging the
economies of places like Carmickmacross, Edenderry, Ballymote and Ballyhaunis, places that are now
potentially hitting a tipping point from which they may spiral downwards.

The space that we say is available to this new entrant is, in lending terms, in the €50k to £200k
loans. These will be business loans for real economic activity not for property speculation. Currenthy
SMEs have an insufficient supply of working capital or finance for investment. We say this, aware that
application numbers are still low and drewdown of SBCI funds has been slow. Our intelligence
sugpests that pre-application processing has diminished the numbers of applicants and that banks
lack the appetite or capacity to manage proactively new loans, particularly smaller loans to
businesses that require strong relationship support . Start up support is also difficult to access and
centralised risk analysis mitigates against start up finance which may well be supported by local
market conditions. This is an area where a lecal bank clearly scores strongly
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In contrast Savings banks actively seek out such lending opportunities, manage the risk, support the
dient through the lifetime of the loan and fuel local economic cycles.

This is the experience in Germany, where the savings banks (Sparkasse) have been SMEs most
important source of finance for decades, currently providing half of all business loans and 70% of
trade loans. They alse on-lend 40% of all KAV development Bak loans into local economies and local
businesses across three themes, start up, innovation and green investment. Under all three headings
the future of the regions and, we would argue, the success of a new spatial plan for Ireland will
reguire reliable and sufficient credit to these key areas of economic activity. Furthermore, we could
expect very rapid growth in all three given the choke on credit all three have experienced for the past
decade and the demand for innovation as the economy reshapes to a low @rbon model requiring
local inmovation and highly lom@lised supply chains in energy, food transport and other key goods and
senvices.

A Virtuous Circle
In addition this economic activity will be driven by local savings!

Deposits are returned to the local economy by way of lecal business loans and so the wealth of the
region is retained and not simply leaving the area with every loaf of bread sold, or every kilowatt of
energy consumed.

Savings Banks see themselves as a part of a regional economic cycle, converting local
deposits inbo local leans

Hagiznal dawalapenant
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Figure 1 From “Inside the Savings Bank Finance Group®.

[hitps:/ fwwadsgwde/_download_gallery/Englisch/Inside_the_Sawvimgs_Banks_Finance_Group2016. pdf)

A region that is retaining its wealth can retain its people better, and indeed attract those who have
left, back to the area. Young people see hope for themselves at home and we finally reverse the
death by population haemomhage and the so clled brain drain whereby the innovators and
entrepreneurs leave the loclity .

We say that Ireland is ripe for such a transformation in its banking profile and that the Sparkasse
maodel which has evolved is designed to operate and thrive in rural and regional settings and is likely
to succeed here.

For this reason we would urge the Departments concerned to back this very significant policy
intervention which will put a sus@inable credit flow into places which otherwise won't attract
imvestrment.

Current interventions and supports compensate for poor access to opportunity and employment but
at heart they appear to accept the inevitable and ongoing decline of the regions which in economic
terms are less and less relevant with Dublin now providing 50% of our GDP

Furthermore we would urge the Departments to take hold of the opportunity being presented by the
Proposal for cooperation and support being offered by SBFIC.

It is our view that circumstances will never be as favourable as they are now to work in partmership
with the German bank in the development of a new network of Irish banks.

Other developments in community lending and banking.

Clearly this initiative will add to competition for savings and so will be seen as a threat by the Credit
Unions.

The Green Party view is that the target and scale of lending to be offered by the Savings banks will be
different to the Credit Unions. The lending will be to business and will be very much based on the
quality of business planning by the prospective borrower. This is not something that CUs have done
traditionally and while some larger CUs are looking for new opportunities to lend it seems to us
unlikely that they will be able to develop the required banking expertise in the way that a new retail
banking entrant can.

It is also the case that opportunities for cooperation will abound between the CUs and the Savings
banks, including areas such as shared payment services and training, deposit facilities for CU savings
and so forth. Utimately the relationship between the two will be competitive when it comes to
savings and cooperative in realising efficiencies and achieving a return for depositors based on
imvestment in the local economy. We would expect CU savings to increase as people benefit from a
maore robust kecal economic performance.

With regard to An Post, we would see opportunities to deliver additional services in banking which
could help the on going diversification process as revenues from postage continues to dedine.
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Legal Considerations, Founding Principals

Clearly the introduction of a new Banking model im Ireland will be a complex exercise and one that
reguires very significant commitment from the Department of Finance, the Houses of the Oireactas
and in terms of licencing and regulatory oversight, the Central Bank.

Broadly though the Green Party support the analysis of the legal options outlined by Prof Eoin O'Dell
in his contribution to the Public Banking Seminar held in the RDS on 16™ November 2016

What is most critical is that the key characterisitics of the Sparkasse model, are enshrined in founding
legislation and conseguent regulation.

The Local Government Act 2001 and the Local Government Reform Bill 2014 will require significant
amendment if Local Authorities are to be trustees.

It would represent a very significant expansion in the functions of Local Authorities but one they are
able to handle particularly now, given their statutery rele in economic development since 2014, the
integration of Local Enterprise Offices imto council structures and the role of Emterprise SPCs in
Council policy formation.

The Board of Trustees therefore could include positions like CE of the LA, the CE of the LEO the
Chairperson of the Council, and other relevant stakeholders from public bodies and wider social and

business sectors.

It is important to stress that such trusteeship in no way infers that politicians would be involved in
banking. The executive Board must be made up of Professional Bankers.

Core Capital.
The GreenParty see this as a critical early guestion and one that must be answered.

We see a significant fit between the proposal and the funding priorities of the European Investment
Bank and would see the need for early engagement and agreements in principal to provide core

capital See link http://www.eib_europa.eu/projects/priorities/sme/index_htm

Conclusion.
The Green Party welcomes this consultation exercise.

Owr submission is a non technical one but we believe nonetheless makes a stateable case for this
highly significant initigtive.

Given the strong support for the initiative which has come from the SBFIC we see a unigue
opportunity to introduce a true 3" force in Irish banking .
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The offer from 5BFIC to cooperate and advise the Irish Authorities, made last November at the RDS
by Heinrich Hassis, the Chairman of the Board of the SBFIC, to back this initiative 100% in lreland, is
one we must avail of. It will meet the banking needs of the SME sector and create a wealth
generating and wealth retaining banking model in Ireland and especially in those parts of Ireland
where the retail banks are withdrawing services.

We do not accept that the move to on-line banking will fill the void left.

We need professional banking services in communities, tailored to regional needs and profiting along
with the regions through lending to viable businesses in the region.

The commitment in the Programme For Government to fully investigate the Sparkasse model is one
we trust is given in good faith and that a decision will be made on the basis of the facts of the
investigation.

There are always excuses for inaction and no doubt there will be plenty in response to this Public
consultation.

But we would urge the Department to take a forward looking approach, to build an alliance with the
Sparkasse and deliver a transformative action that will leave all other initiatives for rural and regional
Ireland in the shade, will shake up the Banking landscape in every city and town in Ireland and
deliver capital at the same cost as businesses around Europe currently enjoy.

Mark Dearey,

Green Party Finance Spokesperson.

25™ March 2017
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Trade and Representative Association

Business Support Services s ( IrishLeague

Monitoring and Supervisory Activities

Moyement-Wide ICT Services IRELAND of CfeditUNionS

28" March 2017

Mr. Stjohn O"Connor.

Principal Officer

Post Office network and Broadhand Installation Unit

Department of Arts, Heritage, Rural. Reional and Gaeltacht A ffairs
23 Kildare Street,

Dublin 2

D02 TD30

Dear Mr. Stjohn O’Connor.

Thank you for your invitation to make a submission to the German Sparkassen model for the
development of local public hanks. Credit unions in Ireland have delivered a community
based, not for profit and democratically led cooperative movement for over sixty years. The
Irish League of Credit Unions (ILCU) are 390 credit unions across the island of Ireland.
There are 297 credit unions in the Republic of Ireland affiliated to the League and 93 in
Northern Ireland. Our 3 miilion members in the Republic of Ireland represent in excess of
€14 billion in assets. with €12 billion of those assets held in member’s savings. Loans
represent €4 billion, and the loans to arrcars ratio at 8.3% {which is less than half that of
banks now. where non-performing loans represent 17.3 % of all loans. even after banks
outsourced their bad loans. to a bad bank). We are 2 well-capitalised, deeply rooted, national
network of financial cooperatives, well respected in the communifies we serve.

Your investigation of the Sparkassen model arises from the Programme for a Partnership
Government. Similarly, that programme has commitments to credit unions and there is a
further important commitment in the Confidence and Supply Arrangement between the
Government and Fianna Fail.

The Confidence and Supply Arrangement provides to:

* Develop a strategy for the growth and development of the credit union scctor.
And the Programme for Government 1o:

. ..investigate with all stakeholders how Credit Unions can support social housing
through Voluntary Housing Services (Year 1 Action)

. To investigate what role the Credit Union movement can play in the development of
new housing. the Depariment of Finance will engage with the League of Credit
Unions to help them develop their housing proposals. (First 100 Days Action)

. Requesting An Post and the [.eague of Credit Unions. as well as any other interested
stakeholders. to investigate and propose a new model of community banking.
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The Programee Lor Goverrment alzo promises:

"We are ulso somimirtec to ensuriry hat stedit unions berafit from regulaiory suppore in
arder o respord 1o the necds of a changing seonomy - Bpuei Foslly we supprt;

= The rallow: znd exiension af the Persanal Microcredit Schenie, ‘-'-'l ich is providing
sitple wicreloans W members ed belping W combat the use of menevlenders.

iz suceessiul applicalions woretain members” say vings i
1 reeogmising tha .[.IJ.L_.I-\_II-.|-;I1'.'!-. afthe Repistrar of Credil

- Asizling eredit noicms in
PEIDG B i1y

g Asking the Cenlrel Bank of Irelaed w instigne o review of the continued
appropriateness of the savings Himit withio w year of the farmation o the new
Parlnership Governmen:.

. Working with the Registrar ol Credit Tnicas an the Centmal Tank 1o eraduelly 1i0
curranl lending restrictions as aspooorate, inclading fo bouss ng.

. Credil unbons” move tewards mose clectronic and online services. incl uding the roilout
e debil eands and enhenced onlice banking service,

* Asking the Credit Union Adsisery Comerittes {00 AC) o conduct o review, and feport
L The of June 2006, oo the implementation of Ui resemmencations cutlined in the
Rt"]’MTI of the Comeris<ion an Cpedin Use OnE

The core point we would rmake w1 < uneture s that there needs 1o he on mtcgramed, whole
of governmemt delivery madel, far G comminmens aeross tie bosrd. Whal wi soe aie
dispurnis reviows and processes, but very lidle et delivery, W are farhar deepiy
converned ahout the lack ol an versll Joinad-up pelivy approzch led by the Department of
Finance, co-ordinzied with a Jodned-up regulatery approach from the Central Rank, O
Tuesdiy 217 March the Tesgoe topether witk other eredit union rearesentative hodics were
tviteal b appoar before Qe Cireackos Connmitle: o Fieanes, Public Expenditure and the
Taeiszach. Talmch here cur cpeming sderess, 1o 2 lengthy discussion. 1 has a lat o sav aksil
progress oo date, and the PLoCesses L i ]-. 1y the lack rhereadf,

I kss ik hackaround w vour cxamination. we do unclerstand i1 15 heing undertaken in
good faith and with an epen mind. 1o that repard, pleass he 2sswed of our coo petation. 1
seems, that whot is al siake 1 the obadious reed 2o provide beth an alternative made] of
inenuial wervices to the tunking scoiee and that this is waderlined by 2 viraal retum 1o s
Liish hﬂnk:'n;:' duopole afthe pas, Tae sgoesine eaiert af concentration in the Lish ket
can be seant by L fact thar 95% of ol new loaas W SATs are issued by Just thres anks.
Finsneial coneantration is one issue, and a ppicly of faneing kanking mnu_u] i annlhar, Dhat
nndel is chavacterised by branch elosures, ard irereasingly aveess vin call centres only.
What is progressively lacking is aceess to ellective docision makers, by peaple. Tlis bus 2
profound etfect un communities, and s 5 sign_licun canlribvarory facuor e socictal slisnation.
T-u:\ Francial decisions, are essential 1o pennle s Bves, They necd ) and deseres e be gbla
T, access the neanle l"'.IiIJ\.l'I"‘ those decision: lig _]|'.
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Credit unicns have o Jocal network. We are accessible and we sre robustly capitalised. We

are culturelly engrained in conumunitizs a0 Inche Diish financial lzndscape, We are
ambiticus and very deermined 1o o mueeh more. To taat end and in advancs of the last
general clection we set ot eur stal. succinetly ir 4 short éecument called Six Stuegie Seps
Itoutlined the steps v could take. and the measures reeded 10 assist us

Building on that uverarching spends v have since published detwiled paliey documents or
delivering eredit union funds fur socia hausing and SMEs, Inelation te seeiul bousing, our
apprisach was the result of a specilic nvitaton m government nolicy: Saciad fowsing 26200
published in 2014, While progress on those issues o date s heen nil, on anether issue
berer progress has been muade. In perimarship with the Departeient ul Soeisl Protection the fr
Malkes Serse Loan micio-lencing scheme has heon rolled cut natiovally, and is having &

-

beneficial elect for the mest marzinalised aed Fnancially exclided.

As your process begins, we lick Girsard 1o bearing from veu on behallof government in
comjunction with the tinancial reguiuer, swhat e inwended policy goals and key deliversbles
vou gre gining forgre  We believe we coe well positioned, indeed very probably aest
positioned, e work wilh gvamment and the reaulztory autherity $o develop an already
deeply moted netwesic. We buve aetively souznt such a parrership over o very leng time,
snd hope that the process vou are leading represars subsianlive engugemenl now

Yours sinceryly,

Sl

Lid Paerell
CEO

CC Address by ILOL president 10 the Oireschtas Commettee <n Finance, Puhlic
Expenditure and the Laoiseuch
IT.CTT propesal on faading Zor social hizusing
ILCL prirpasal on handing far SMLEs
Six Steategic Steps
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Ms Laure Garcia,

Post Office Network & Broadband Implementation Unit,
Department of Arts, Heritage, Regional, Rural and Gaeltacht Affairs
7 Ely Place,

Dublin 2,

DO2TW9E.

29™ March 2017

By Post and e-mail to: laure. garcia@ahg.gov.ie

Dear Ms. Garcia,

The Irish Postmasters’ Umion welcomes the investigation, by the Department of Arts,
Heritage, Regional, Rural and Gaeltacht Affairs, of a new model of community banking that
could provide a suite of banking services through the Post Office Network to incClude a
comprehensive range of financial services, from personal loans and bank accounts to credit
cards, business banking, and insurance.

The Union, conscious of the immediate threats facing the Post Office Metwork, is anxious
that this work be completed as soon as possible as the Network is in imminent danger of

collapse.

Yours sincerely,

Med O'Hara,
General Secretary
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Irish Rural Link

Nasc Tuaithe na hEireann

Irish Rural Link Submission on
Local Public Banking

March 2017

Contact Seamus Boland/Noel Kinahan
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Introduction and Overview

The impact of the recession and austerity budgets that followed iz still being felt in mamy
rural areas and have not seen the same level of economic growth or employment as more
urban areas have over the past couple of years. Although unemployment in the state has
fallen to just over 6%, in the Border, Midlands and West regions, it still remains an average
of 8% and 9.4% in South East Region'. Small and Medium sized companies are the
backbone of rural areas and are a key employer. However, since the financial crash, a lack
of credit circulating was the main factor affecting communities as SMEs in particular tried to
survive the economic downiurm. The closing of many rural bank branches compounded the
feeling of abandonment by the banks in these communities.

Although there are slight improvements in lending by pillar banks to SME's, lending market
remains highly concentrated with the combined market share of the three main lenders
currently at 93%2. With these limited options of credit available to SMEs, they are extremely
vulnerable to any shocks, either within these three main lenders or external factors, such as
a financial crisis. The continued clogure of bank branches, limited services and opening
times of existing branches and more services moving to phone or online banking, it is
becoming more and more difficult for SME's, particulary in rural areas, to access banking
semnvices. The Ulster Bank recently announced the closure of 22 more of their branches over
the next few monthes, with the majority of these closures occuring in rural towng and villages.
A recent report im the Irish Times highlighed the difficulties and frustrations by SME’s about
the level of interaction they have with their banks and the services they provide to business
customers. They feel they no longer get the level of support or can build relationships with
the bank, like they used to®.

The impact of Brexit has already being felt among many SME’s, especially in the agri-food
sector and along the border. They are vulnerable to the uncertainties surrounding Brexit and
may find it even more difficult to get the necessary supports from the tradiional banking

system.

Cuwrrent Government Strategies

The Govemnment has developed sitrategies that aim to improve the lives of people living in
rural areas, increase employment and guality of jobs in all regions of the country and
develop regions outside of Dublin to ensure that the country grows as a whole.

* £50 Quarterly National Housshold Survey 04 2016
- fererw cso.iefen/releasesandpublicati er/gnhs/quarter| ionalhouseholdsw uarter42016
: nmrr:l Bank (20:17) SME Market Report 2016 H2
wranw centralbankie/stability Docummes MEM2 00 arket 32 0Re
I'ISII'IiI'I'IL'i u Mm:h 2017 'BanissuySMEsgetgauisemm nutsasn}rﬁ.rms whn-_feeﬂabanduned

Irizh Rural Link, Moate Business Park, Clara Road, Moate, Co. Westmeath
Ted: 090 6482744 | Fax: 090 6481682 | email: infoMirizhrurgllinkje | Web: www jrizhrurgllink je
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‘Realizing Our Rural Potential® Action Plan for Rural Deve et

In January 2017, the Taoizeach and Minister for Ars, Hertage, Regional, Rural and
Gaeltacht Affairs launch a Plan for Rural Development which outlined over 270 actions fo
help improve the lives of those people living in rural Ireland and encourage others to move
or refum to live in rural areas. The Action Plan is based around five key thematic Pillars,
each of which has a series of objectives and actions namely; support sustainable and vibrant
rural communities; support enterprize and employment, maximise our rural tourizm and
recreation potential;, foster culture and creativity in rural communitiezs and improve rural
infrastructure and connectivity®.

Nati [ Planning Fi L Plan | 2040
A 20 year National Planning Framework Plan will be developed in 2017. It is envisaged that
thiz plan will provide the framework for future development and investment in Ireland. One of

the main aims will be for the development of effective regions to ensure future national
growth can reach every person and area in the country®.

Begional Action £ians for jobs

Between June 2015 and January 2016, the Depariment of Jobs, Enterprize, and Innowvation
published eight Regional Action Plans for Jobs, aimed at raising employment levels in the
regions and facilitating them to achieve their economic potential. The primary objective of
these plans is to have a further 10 to 15 per cent at work in each region by 2020 and fo
ensure the unemployment rate of each region iz within one per cent of the State average.
One of the main objectives iz to increase the number of entreprensursfstart-ups in each
region by a minimum of 25%% The importance of sustainable lending to SME's must be
recognised in aiming to achieve this objective.

Local Public Banking can be a vital instrument in achieving the aims and objectives of each
of these sirategies and IRL welcome that the Government are now going to investigate a
local public bank model as stated in The Programme for Parinership Government.

“We will thoroughily investigate the German Sparkassen model for the development
of lecal public banks that operafe within well-defined regions™ (2016)"
and Action 23 of the Action Plan for Rural Development will

‘Investigate the potential of the German Sparkassen model and the Kiwibank model
for the development of local public banks that operate in defined regions™"

* pept of Arts, Heritage, Regional, Rural and Gaeltacht Affairs [2017) ‘Reolising owr fural Potential: Action Plan
_fur Rural Development” http://www ruralireland website/Rural-ireland-Action-Plan_pdf

Dep‘tufHuusng, Planning & Lol Government ‘reland 2040: Cwr Plon’ hittp/npfie/

Dep‘tuf.lub:, Eﬂl:EI'anE and Irrm'iuun{MIE-lm.ﬁj ‘Regm!ﬁcmn Plons fnr.l'ﬂhs'

Pﬂ:lgﬁmme I‘ot Pimlerﬂllpﬁwumﬂn 11016]
whhnW merrionstreet.ie/Merrio mageLibra ramme for Partnership Government,
Irizh Rural Link, Moate Business Park, Clara Road, Moate, Co. Westmeath
Tet: 090 6452744 | Faoc: 090 64E1682 | email: jnfo@inshrurgllinkic | Web: wywww irishrurilink s
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Local Public Banking

Irish Rural Link {IRL) is the national network of rural community groups, representing over
1200 community groups and over 25,000 individuals committed to socially, environmentally
and economically sustainable rural communities. As a result of decreased funding and credit
lending to SME's after the financial crash and throughout the recession, IRL began to
investigate whether there were other successful, more sustainable models of banking which
could serve communities better. Research was camied out in conjunction with part-time
university graduates as well as itz own intemal rezearchers during the course of which IRL
identified the Geman Savings Bank (Sparkasse) banking model as being one which had
been unaffected by the banking crash. IRL also found this model attractive due to its public
mandate and the fact that its success was built on a sirict regional principle which ensured
the success of local SME= in each bank’s region and created a more uniform economic
development across the country asz a whole. Subsequently IRL developed a working
relaticnship with the SBFIC to explore how this model could be infroduced in Ireland and the
SBFIC. The wider Sparkassen Group has expressed support for such a model to be
establiched in Ireland to bring added value for regicnal development. IRL concludes,
following in-depth research, that by incorporating the Sparkassen successes and
characteristics including stakeholder values this model would act as a banking force for the
“real economy”.

Workings of Banking Model

This model of banking covers the 26 counties nationally and works on a regional basis
following key principles of the "Framework for the Development of Regional Enterprise
Strategies." The model is not based on a theory but on an existing regional working banking
model bringing prospernty by creafing a virluous cycle of money circulating in the local
economy. This model of banking invigorates local communities particularty in the area of
SME's and the Agri sectors that allow commerce to thrive.

Contribution to Regional Growth and Employment

Focusing on SME lending will have a direct positive influence on the level of regional
employment. Finance for working capital and investment will allow local SMEs to grow and
attract outside investors to the region.

Farming and SME business is almost by definition local business. The buginess model of a
Regional Public Bank offers the suitable product mix and efficient lending procedures for the
rural business. Its credit risk management takes into account relevant local business
information, including “soft” information which enables prudent and fair risk management
and allows including start-up finance and finance for innovation into the business proposition
of the lender.

* papt of Arts, Heritage, Regional, Rural and Gaeltacht Affairs (2017) ‘Realising our Rural Potential: Action Plan
for Rural Development’ hitp: Turalireland. websi ural-Ireland-Action-Plan.

Irizh Rural Link, Moate Business Park, Clara Road, Moate, Co. Westmeath
Ted: 090 6482744 | Fax: 090 6481682 | email: infoMirizhrurgllinkje | Web: www jrizhrurgllink je
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The level of client information and business experiise due to the decentralised location of
each Regional Public Bank are prerequisites for a successful assignment of public
promotion funds to support the rural development.

Recommendations:
Irish Rural Link proposes the following recommendations:

1. Nationwide Network
IRL recommends a nationwide network of & to 10 Local Public Banks which are
managed independently but with an identical business model working under identical
management principles. Initially 2 or 4 pilot banks are envisaged with a rollout of the
entire network developed over the next 5 years.

2. Centralised Service
A cenfralized service unit would provide intemnal services, including risk management
and intermnal audit and will house a self-supenvision unit for the new public banking
system.

3. Specific Business Model

Local Public Banks will follow a specific business model that iz different from
traditional commercial banking i.e, stakeholder driven. The new public banks will
have to be economically viable but they will not pursue profit maximisation. |t will
adopt a business model similar to the Geman Sparkassen model, which is the key
promoter of regional development and SME finance in Germany. It will work on the
principle “local depositz for local loans™ thereby support local development. Like in
the Geman moded the regional public banks will mediate public promotion funds, e.g.
from EU sources and the Strategic Banking Corporation of Ireland.

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, Distribution of funds to the Community
Eamings will partly be retained to strengthen their capital base and partly distributed
to social projects, alzo surpluses will be partly distributed to social funds to benefit
the local community.

5. Mentoring Services for SME’s
SME competence teams should be establizhed in each region to mentor start-ups
and provide support. The Local Public Bank needs to alzo ensure that sustainability
iz a key function and will support renewable enengy projects, like wind energy, local
biogas plants and other innovative technologies within regions. Besides short- and
long-term credit facilities the Regional Public Bank will offer tailored finance solutions
and private equity through local venture capital companies.

Irizh Rural Link, Moate Business Park, Clara Road, Moate, Co. Westmeath
Ted: 090 6482744 | Fax: 090 6481682 | email: infoMirizhrurgllinkje | Web: www jrizhrurgllink je
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An agricultural expert team should also be established within each region to offer
tailored services in finance, taxation, commercial law for the farming sector.

IRL Proposed Local Public Banks
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6. Stakeholders

The following are the key stakeholders that should be considered to be involved in
the delivery of local public banking:

* lIrish League of Credit Unions and Post Office Network
Irish Rural Link in their investigation into the Sparkassen Model has made
provisions for the participation of ILCU and Post Offices.

* Strategic Banking Corporation of Ireland
The SBCI have a mandate to increase competition in the market and should
be one of the key stakeholder in this.

* European Investment Bank
The EIB is seeking to lend directly to Irish Businesses. At present they do not
have suitable local partners for doing this with the Pillar Banks proving
lethargic in their support for Irish SMEs despite the massive cash injections
they have received to do this.

Irish Rural Link, Moate Business Park, Clara Road, Moate, Co. Westmesth
Tel: 090 6452744 | Fax: 090 6481682 | email: jnfo@idzhrurallinkic | Web: wyw irizheucallink s
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Conclusion

SME’s in rural areas continue to face bamiers and obstacles when accessing credit, services
and supports from traditional banking market. This is hindering their potential to grow and
expand.

The hollowing out of regional banking coverage will continue if no alternate structure is
established to support regional SME and Personal banking needs. With the publication of
the Action Plan for Rural Development and a new National Planning Framework for new
Regions being published later this year, an alternate banking structure needs to be part of
these strateqgic plans in order for SME’s in rural areas to grow and create employment while
at the same time building local communities.

Mow we have the chance to engage with a proven successful banking mode! to establizh
such an altemate regional pillar and Irizh Rural Link strongly believe that the offer of
expertise and support from SBFIC and the Geman Sparkassen Group should not become a
mizsed opportunity. A thorough investigation of this model now needs to happen.

“We will thoroughily investigafe the German Sparkassen mode! for the development
of local public banks that operafe within well-defined regions”. (Programme for
Partnership Government, 2018).

Irizh Rural Link, Moate Business Park, Clara Road, Moate, Co. Westmeath
Ted: 090 6482744 | Fax: 090 6481682 | email: infoMirizhrurgllinkje | Web: www jrizhrurgllink je
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Irish Rural Link the Organisation

Irish Rural Link (TRL), formed in 1991, is a national network of organisations and individuals
campaigning for sustainable rural development in Ireland and Europe. IRL, a non-profit
organisation, has grown significantly since its inception and now directly represents over
1200 commumity groups with a combined membership of 25 000.

The network provides a structure through which mral groups and individuals, representing
disadvantaged mral commumities, can articulate their common needs and priomties, share
their experiences and present their case to policy-makers at local, national and European
Level.

Irish Rural Link is the only group represented at the national social partnership talks solely
representing rural commumities” interests.

‘Our vision is of vibrant, inclusive ond sustainable rural communities that
contribute to an equitable and just society’

Irish Fural Link's aims are:

- To articulate and facilitate the voices of rural commmmities in local, regional,
national and European policy arenas, especially those experiencing poverty, social
exclusion and the challenge of change in the 21 century.

- To promote local and commumity development in mural communities in order to
strengthen and bumld the capacity of mural commumty groups to act as primary
movers through practical assistance and advice.

- To research, cntigue and disseminate policies relatmg to moral commmmities
mcluding 1ssues such as sustaimability, social exclusion, equality and poverty

- To facilitate cross-border networking between rural commumities

‘Our mission is to influence and inform local, regional, national and
European development policies and programmes in favour of rural
communities especially those who are marginalised as a result of poverty
and social exclusion in rural areas.”

Irizh Rural Link, Moate Business Park, Clara Road, Moate, Co. Westmeath
Ted: 090 6482744 | Fax: 090 6481682 | email: infoMirizhrurgllinkje | Web: www jrizhrurgllink je
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Dear Laure Garcia,

I'would like to make a submission on this topic in a personal capacity.

I'will be brief in mry remarks as [ know your department is already aware of models of public
banking and in addition I have no doubt others will be using this consultation process to make
very detailed submissions.

The model I support

I thank it would be beneficial for Irish society and its economy if we can bnng into being a
series of local public banks modelled on the successful German Sparkassen banks, with

To be clear about how they might work I have pasted below (just to limit my submission to
one document) an arficle that I wrote late last year on the topic. This was published n Village
magazine in November.

I'would make the followng additional points:

- It has never made sense to me that a society should place a vital social fimetion like money
m the hands of private businesses to be run pnmanly for their benefit (profit maximisation).
Public banks would have the good of the local economy as their primary focus.

- There is an undoubted difficulty for small business in obtaining credit. Public banks would
be an additional source of business finance.

- Existing banks are gradually withdrawing services from smaller commmmities and loan
decisions are becoming more centralised. Public banks would be locally based and more in a
position to understand the actual businesses seeking cradit

- Above all there is really nothing to lose by facilitating the setting up of a series of local
public banks.

Thank you for the opportunity to add my voice to the cause of public banks and I lock
forward to following the issue.

Yours Sincerely
John Bolger
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Transcript of article published in Village magazine on Public Banks

BANKS TOLOVE

Most of us dislike banks, some more than others. And we do so for different reasons, for
example because they treat us so badly when we deal with them Or more generally because
of the economic devestation they have mflicted on society. And we feel there is very little
that can be done about the curment struchure of banking services in Ireland.

But the really wonderful news is that night now there are moves afoot to establish a number
of new regional “public” banks, with the specific primary purpose of fostering regional
economic development. Mow 1sn't that a magnificent objective for a bank instead of
maxinising shareholder value?

These type of public banks have existed in Germany for 200 years (they’re called
Sparkassen) where they have built up extensive expertise and they play a hnge role in
financing small and medium sized businesses, which are the backbone of the country’s
mdustrial suceess. And now the international consulting arm of these German public banks,
the SBFIC (never mind the acroymn), is reaching out to coumtries such as Ireland to help sat
up similar banks here. This can only be good news for small Insh businesses many of whose
development are curtailed because it is so difficult to bomrow money.

The new public banks (about 10 around the country) will have a mmmber of distinctive
features. First, each will have a legal structre such that it is not actually owned by any
shareholders and also with a legal structure that prohibits the sale of the bank. The trustees of
such a legal structure might be, for example, the regional local authonties. This will aveid the
pressure on the bank to make quick profits based on nisky lending in order to pay dividends.
Also future governments or the trustees will not be able to sell them off to raise revenue.
Second, and very importantly, each regional public bank will have a “public mandate’. It's
main chjectives will include: the provision of finance to small and medium sized business;
provision of normal banking services to everyone in their region; and the promotion of
savings. Note no mention of profit maximisation. Of course a public bank will have to be
viable and operate in a sustainable way. But anmual surpluses will be used partly to fimd
social and cultural projects in the region with the balance retained to strengthen the bank’s
balance sheet.

A third and interesting feature of the proposed public banks is that each will be limited to its
own region. For example, in the south east one public bank might cover the counties
Kilkenny, Carlow, Wexford and Waterford. Its operations would be confined to those
counties, taking deposits and lending only within that catchment area. This “regional
principle” has important implications for regional development. Depositors will know that
their savings are helping to finance proper businesses m their own area rather than some
speculative development in God knows where.

Public banks have a lot in common with credit unions. Both focus on the local population and
the local economy. It is anticipated that they will operate in close co-operation and possibly
share services such as IT. Public banks will operate somewhere between credit unions and
commercial banks. They will lend to business, farmers, environmental projects and to
mdividuals. It is expected that loan amounts will be in the range €15 000 to €300,000.

For the last three years Inish Fural Limk (which represents about 600 community groups

around the country) has been raising awareness of public banks. It has persuaded government
departments and political parties of the ments of promoting such a new banking force. On 16
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November next the RDS m Ballsbndge will host a major conference entitled “A New System
of Banking for SMEs", dealing with the topic of public banks and how they would benefit
this country. Speakers will include Seamus Boland, CEO of Insh Fural Link, Heinrich
Haasis, chairman of SBFIC, mentioned above, as well as notable Insh Academmcs.
Admission to the conference is free but must be booked through the EDS website. Just search
the site for “banking™

It 1s not going too far to say that the setting up of a number of new regional public banks will
represent a new dawn for our economy.

The writer is an accountant and has, until recently, lectured in the Business School of IT
Carlow. He was formerly chairman of the Housing Finance Agency.

J_Dhll Bolger
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A Submission to the Public Consultation on Models for Community
Banking in Ireland

The Proposal:

1. That Credit Unions co-operate at regional level to institute regional public
savings banks in Ireland, modelled upon the exemplary German Sparkassen
public savings banks of today, with the assistance and collaboration offered by
the SBFIC, and in co-operation with An Post and community organisations.

1. That CUs lead and “drive’ in instifuting the said commumity/regional banks (and an
SBFIC-specified Central Services Provader), with the SBFIC and. ..

2.1. With the encouragement and authorisation of the Department of Finance
and the Governor of the Central Bank (on the grounds detailed below) and. ..

2.2 That CUs open to and engage to co-operate with regional and commmumity mterests
and their representatives including An Post and the Inish Postmasters Union, and. ...
2.3 __also the local commmmity, businesses and local public admimistration

2.4 That Credit Unions advance the ethos and institntion of banking in the public
interest in Ireland through, ideally, a nationwide network of around ten such
dedicated public banks. The guiding principles of CUs/ Sparkassen correspond.
1.5 That these banks be held in trust in perpetuity, owned by the community
never to be sold or purchased.

2.6 That the community banks be governed as per the Sparkassen, largely by
management, but with CU and community/public interest representatives,
adequately protected and represented upon the governance boards.

3.1 That the three hundred plus Insh Credit Unions are uniquely and best qualified
to institute the appropriate community model challenger banks for healthy
competition and banking system angmentation
3.2. Credit Unions collectively have the capacity, the capabilities and
competencies to lead, drive, develop and implement a new inclusive model of
community banking in Ireland. Products and services can be provided via post
offices and sub-post offices
3.3. Having performed very commendably as dependable savings and loans type
financial mstitutions (and, like their Euro-counterparts far better than private banks). ..
3.4. Credit Unions eamned the trust and lovalty of Irish consumers, as firmly
evidenced by their superior performance and unexpected rapid recovery over
Tecent years, '(see recent Des Carville CU adwvisory report.) ..
Thus uniquely and best qualified. CUs are most follv desengg of the opportuni

to fulfil their potential by fulfilling a far greater role in Ireland’s domestic
banking svstem and financial services sector, with a broader range of products.

. T
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4. That i due acknowledgement and with due regard to public concemns of recent
decades the Government/Department of Finance and Central Bank of Ireland
might well:

1) Acknowledge that the Irish retail banking system remains less-than fit-for -
purpose and in need of apt policy measures to secure:

1. Healthy competition, more consumer choice's, value, service....and

2. Reduced market concentration, as in HH index etc. ...and

3. More and diverse banks and banking business models.. . (Prof John Kay ete) and
4. Greater systemic stability and resilience, risk/systemic nsk reduction

5. Better aggregate bank performance and cost-efficiency and (ref; Butzbach &
Mettenheim, 2011 and subsequent)

6. Sufficient financing and credit provision with prudent sectoral allocation. . .

7. And address and counter the threats to rural and regional financial
infrastructure (eg; rural sub-post offices)

8. And advance customer proximity, regional’ rural and relationship banking for
reciprocal loyalty and associated debt risk/loss reduction.

And Moreover in Regard to Credit Issnance:

&. Derogating the (traditionally sovereign) largely exclusive power to issue the
nation’s credit money .. and to selectively allocate that credit money. . essentially to
two private profitbonus/shareholder-value-maximising firms. .. requires prudential

6.1 Having “mursed’ the too-big-to-fail ‘dinesaur due’ to rude health again Ireland
mmst acknowledge their profit “fixation” . Bank appetites are whetted by housing
shortages and inflated rents. Could they compete agam in allocating too much credit
for overly speculative real estate “fnvesfment” at the expense of households and
business, taxpayers exacerbating cyclic instabality. . . for profit, bonuses and dividends?
6.2 Democracy and the common good should prevail over or subsist along with
private banks to prudently limit credit ereation and prudently and fairly balance it’s
sectoral allocation. The power to issue and allocate credit needs to be shared.
Sparkassen lend prodently, only locally and never for speculation. The proposed
community banks should be authorised to prudently issue and allocate credit like
the Sparkassen at a ratio of up to 6:1, for productive investment in their region.
They should hikewise develop prudent financelending for social housing, mortzages,
SME’s, the self employed and commumnity/local public infrastucture.

6.3 Regional empowerment requires local finanee capabilifies, chanmelling local
credit to local imvestment. Customer proximity engenders loyalty and reduces nsk.
Spatial justice also means re-/distributing essential infrastructure and employment.

7. Professor Richard A.Werner and other leading monetary economists have
demonstrated that a few countries have avoided or prevented banking crises while

developing rapidly, by two routes;
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i} Govt/Central Banks impose volume and sector allocation “credit guidance® on
commercial banks eg; monthly, prionitising credit for productive purposes/investment,
andfor.. ..

i} Where public/non-profit-maximising banks constitate a large share of the
banking sector credit volumes and allocation are more restrained and balanced.

Germany, in which public/co-op banks dominate the banking market is exemplary.

As a leading monetary economist Professor Wemer's advocacy and personal
commitment to local banking mstitutions is a powerful testimondal to the vital
mmportance and inestimable valoe of the traditional, dedicated local non-profit-
maximising bank. It is an authontative endorsement and encouragement to the many
still advocating financial reform, better regulation, public banks and effective achion
against the systemic risk posed by too-big-to-fail private enfifies.

CONCLUSION

This policy proposal addresses weaknesses in the banking system; concentrationHH
ndex; a profit-maxinising monoculture/imbalance vs the German example etc,

The needs for stability, robustness, resilience, breadth diversity of business models,
customer choice, services, value, for dependable credit supply, financial melusion.
The proposed credit-imion-led commumity bank model would extend co-operation
from among credit unions to include An PostPostmasters and other regional partners
and provide a better fivhure for the credit unions, repional commumities, marginal POs
and local economies. The solution addresses both problems with the one solution
The proposal in its emergence has been muded throughout by core principles national,
political, socio-economic, financial, institational and regulatory and disciplinary.

It has sought to reconcile;

(1) The challenges and opportunities facing the Insh credit unions and roral POs__
(2) The needs and opportunities facing domestic banking systems policy. .. with:

(3) The desirability of instituting a German type Sparkassen-mode] community bank
network in Ireland and the exceptional benefits of such mstitwhons in Ireland.

This proposal is a necessary, practical, achievable and appropriate proposal for Insh
policy makers, legislators and financial services professionals to implement and 13
nformed by very extensive research simce 2013.

I commend it whole-heartedly to the Mimster and his colleagues,

Joseph Glynn MSc.

josephwghmni@ gmail. com
Tel: 086 0695897
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No need to spend time and money. We already have it
It"s called the Credit Uinion.

Promoting rural post offices might be more useful.
Regards Karen Jura in Glin, Co. Limerick

122 |Page



Department of Finance and Department of Rural and Community Development

| Report on Local Public Banking

To Whom [t May Concern

We have been made aware of the ongoing Government review into the Community
Banking model, to assess its potential viability for the Irish market.

Having had recent, direct and very unsatisfactory experience as an SME trying to
engage with one of the two main Irish banks to secure a modest loan to expand our
operation, we believe that our experience should be of interest to this project.

We have provided below a brief background to our organisation and the project we
were seeking funding for, as well as a (sadly, less brief) timeline of events from
the start of our loan application to its eventual outcome, 12 months later.

Company Background & Proposed Project

We are an outdoor leisure retail and online operation, based in a medium-sized
town in the Mid-West. We established in 1994 and incorporated in 1999. The
company currently employs 2 full-time and 2 part-time staff.

In early 2016, the Directors identified a gap in the market for a similar retail
operation in the nearest city, where none currently exists and where there is a
population 12 times larger than where we currently operate. We identified a very
well-located premises and entered into preliminary dialogue with the landlord, as
a result of which we reached preliminary agreement on an excellent deal on the
rent.

Loan Application Process - Timeline
* February 2016 - we approached our local AIB branch to discuss our proposal and
to canvass their interest in supporting this.

« April 2016 - we submitted our Business Plan, along with all requested
supporting documentation, requesting a loan of €135k. We were aware that
the European Investment Bank had made funds available to the Irsh banking
sector specifically for the purpose of supporting SMEs (SBCI), and we referenced
this in our application.

» April-August 2076 - we supplied additional supporting data on multiple
occasions as requested by AIB, and twice revised downwards the amount of
credit sought, at AlB's behest. MB - the application was being reviewed by AlB
in Dublin, reducing our local (familiar) AlB contacts to mere intermediaries in
the process. However, at no point during any of the proceedings did the
lenders in Dublin ask to speak to us directly to ask guestions or to clanfy any
aspect of our proposal.
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s 20" August 2016 - we were verbally advised that we needed to further reduce
the amount of capital sought. Believing that we had been realistic im our
original request, and that the new business could fail due to lack of adequate
capital, we declined to proceed and asked for a formal letter of refusal from
AlIB so that we could pursue their internal appeal process. At the same time,
we had heard Catherine Moroney (AIE Head of Business Banking) speak at a
conference about the need for SMEs to speak to their banks about their lending
requirements, and above all, to seek sufficient capital when looking for a loan.
Following the conference, we made contact with Catherine Moroney to point
out how at odds her advice was with our actual experience. 5he noted our
comments, but referred us back to the AIB's loan/appeal process.

. 239 August 2106 - we received the requested letter of refusal, in which AIB
stated that they were unconvinced about our ability to repay the credit - a
decision we flatly disagreed with, given our long-standing status as an AIB
business and personal banking customer of impeccable standing and repayment
history.

. 24" August 2016 - we appealed this decision and asked that it be subject to
AlB's internal appeal process. At the same time, we opened dialogue with the
Credit Review Office.

» 7" September 2016 - we received a letter from AIB upholding the original
decision to refuse our application, and citing the same reasons as the refusal of
73™ August.

Credit Review Office Intervention
» 15" September 2016 - we submitted our case to the CRO for review (Case Ho
613).

+ Farly December 20716 - both we and AIB received verbal notification that the
CRO was supporting our application.

» 24" December 2016 - written confirmation from CRO recommending to AIB that
we be given the full, original loan amount that we had requested in our
Business Plan of April.

¢ January 2017 - despite the CRO recommendation, AIE continued to vacillate,
requesting yet more financial data from us and persisting in not making us the
recommended loan offer.

European Investment Bank Intervention

» 2™ February 2017 - we contacted Mr. John Moran of the Furopean Investment
Bank (formerly Director General of the Department of Finance). As mentioned
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earlier, we were aware that EIB/SBCI funding had been provided to the Irish
banks specifically for the purpose of supporting SMEs and had referenced this in
our loan application. Mr. Moran made direct contact with the CEQ of AIB, Mr.
Bermard Byrne to express his concern that an application upheld by the Credit
Review Office had not been progressed and that EIB funding was perhaps not
being used for the purposes for which it had been provided.

* FEarly March 2017 - Following this intervention - and we believe solely as a
result of this - AIBE contacted us to advise that they would be sending “local
market lenders” to meet with us.

» 15" March 2017 - As a result of this meeting, we were finally made a loan offer
in March 2017, over one full year after our dialogue with AIB began.

Summary

*+ We have a solid, profitable, long-standing business which survived the
recession, when many of our competitors didn't.

* We have an unimpeachable track record as a personal and business customer of
AlB, going back many years.

# The CRO reviewed and strongly supported our application, therefore there is no
business reason for AIB not to have made us our loan offer in the first place.

* We strongly believe that AIB never had any intention of doing so. We believe
we were strung along throughout 2016 with a series of requests for more and
more supporting data (all of which cost us significant time and money as a
small enterprise to produce). We have been independently advised that the
data requested by the bank was, in accounting terms, on a forensic level and
far beyond what any SME should, or could be reasonably expected to provide
for a loan application of this size.

* We do not feel there is any circumstance under which a simple business loan
application should take one full year to conclude, and require the intervention
of both the CRO and the Head of the European Inwestment Bank. The CRO
report states clearly that a loan application of this nature should have taken 15
days to process.

* As a result of the delaying tactics and the overall time this project has taken to
date, we have:

o Lost two potential experienced staff we had identified for the new
operation;
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o Lost the proposed business premises we had identified and negotiated a
rent saving of €/5k pa on (compared to peak-time rents). We will not
easily be able to source a similar premises of similar prominence.

o Spent approximately €8k on accountant, bookkeeping and secretarial
time to produce the level of data that AlB continued to ask us for.

+ We feel very strongly, given our experience with AIB and that of other SMEs
known to us with similar stories, that the marquee banks are not currently fit
for purpose in terms of SME lending. The Dublin-centric, hands-off, zero-
dialogue approach that we experienced contributed to the length of the overall
process and prohibited the type of normal business negotiation that one would

expect.

* We very strongly believe that there is a genuine and urgent need for a new
model of community-based banking; one that is accessible to and engages with
its customers, that takes account of their existing reputations and business
track records, and that understands the dymamics of the rural business
community. We understand that the German Sparkassen approach represents
exactly this type of local/regional relationship-based model that we believe to
be vital to the future of rural Ireland.

We would be more than happy to contribute further to this current investigation in
any way you feel would be useful. We include below our contact details should
you reguire any further assistance, or clarification on any aspect of our submission.

Thank you and regards,

Kevin McSherry
Tel: 087-2100424
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LABOUR PARTY SUBMISSION
LOCAL COMMUNITY BANKING CONSULTATION
MARCH 2017

The economic crisis of the past decade has not only inflicted high levels of debt,
distress and hardship but also left Irish citizens and businesses with less choice in
hank services whether private, public or mutually owned.

The investigation of the establishment of a Public Bank Metwork in Ireland comes
against a hackdrop the potential evisceration of the Rural Post Office Network, the
continued restriction of the Credit Union movement and the ongoing battle with the
existing oligopoly - the so called “Pillar Banks®, to ensure they serve Irish Society
rather than the reverse. We now also face the overwhelming challenge that Brexit
poses to Irish SMEs and the regions.

The problems facing securing credit for SMEs are well documented. The Pillar Banks
have been recapitalised and the Strategic Banking Cornporation of Ireland is forced to
go through the Pillar Banks to provide credit to SMEs. The Credit Unions and the
Post Office hold vast amounts of untapped capital that could be used for SME
finance. It does not have to be this way and it is not sustainable for Ireland’s financial
system to be based on an oligopoly of Fillar Banks.

PUBLIC BANKING

The concept of Public Banking is poorly understood in an Irish context. A Public
Bank is emphatically not a Nationalised Bank like AlB. A public banking model has
existed in Germany for 200 years

German Public Banks, called Sparkasse:

« Are municipally owned — not a nationalised bank

« Would be not for profit and be restricted to lending to the regional econony for
its business

« Would fill the gap left by the demise of the Building Societies and enterprises
formerly served by the ACC

« Both the Post Office and Credit Unions could eam additional income from
selling Public Bank services across the counter in their branches

« Would provide a suitable vehicle for European Investment Bank to lend funds
to SMEs

« The annual surplus generated by the Local Public Bank is re-invested in
Regional Development Projects

The diversity of sources of credit in Germany is reflected in the resilience of the SME
sector during the Great Recession. Furthermore there is already work underway in
examining the creation of an Irish version of the Sparkasse model of finance and the
Labour Parliamentary Party has repeatedly raised this with Government Ministers.
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STAKEHOLDERS & PARTNERS FOR AN IRISH PUBLIC BANK NETWORK
A Local Community Bank network in Ireland should complement and strengthen the
following parners work in funding SMEs and Rural Communities

Credit Unions

Strategic Banking Corporation of Ireland
European Investment Bank

Rural Post Office Network

The Labour Party has consulted with the SBFIC (Spakasse Foundation for
International Co-operation), Irish Rural Link and a number of Credit Union and Rural
Development activists.

SBFIC (Spakasse Foundation for International Co-operation)
Sparkasse Foundation for Intemational Co-operation has a track record of working
with and building trust and strong relationships with

Mational Credit Union movements
SMEs and meeting their needs
Regional Development Agencies
European Investment Bank

The Sparkasse Foundation for Intemational Co-operation (SBFIC) has done an
enormous amount of work investigating the potential establishment of a pilot Local
Community Public Bank in Ireland. SBFIC have already met with the European
Investment Bank, the SBCI and League of Credit Unions among others regarding
piloting the idea in Ireland and suggest it can be a template for financing regional
development across the Eurozone.

Labour believes the Department of Regional and Rural Affairs and the Department of
Finance need to bring in outside expertise like the SBFIC. Qur understanding is that
the SBFIC are willing to offer of considerable technical expertise and help mentor an
Irish Pilot Public Bank — even to the extent of providing fraining and mentoring of
staff in the pilot until it would be up and running. This would be very much along the
model of how the American Credit Unions mentored the embryonic Insh Credit Union
movement in the 1950s & 60s.

The development of any Local Community Bank structure in Ireland needs outside
expertise. Given that the Irish League of Credit Unions Foundation provides similar
mentoring in developing countries to help them benefit from the experience of the
success of the Irish Credit Union, the Insh Public Service and State bodies should
not be too proud to accept similar advice and mentoring from abroad in adopting a
new model of SME and regional development finance.
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Protecting the Irish Credit Union Ethos

Labour in Government spearheaded the micro loan initiative between the
Department of Social Protection and participating Credit Unions. This was to ensure
credit unions could continue to serve people who have difficulties in accessing credit
without resorting to loan sharks. Labour is committed to supporting the Irish Credit
Union movement grow and meet the challenges of more onerous Central Bank
regulation.

The paossibility of the introduction of a system of Community Local Banking along the
German model has much to recommend it for Irish Credit Unions. In Germany Credit
Unions and Local Community Banks often share premises and the Local Community
Bank provides a “Central Sernvice Provider® for participating Credit Unions allowing
them to meet ever more onerous administrative burdens associated with tighter
Central Bank Regulation.

The Central Bank has again reduced the savings limit for Credit Union members and
only 26% of members’ shares and deposits are now lent for productive use. The
remaining credit union funds are in investments or on deposit in the Pillar Banks.
This is not sustainable way forward for the sector. The Irish League of Credit Unions
is engaging with the Department of Finance to find ways to ensure these funds can
he invested in a vehicle that can lend fo SMEs. The ILCLU proposition is that Credit
Unions would participate in a State backed vehicle that would:

« Enable Irish Credit Unions to act as an efficient distribution network to
onginate SME loan applications

« Enable Irish Credit Unions to invest in a funding facility that will lend to SMEs
in Ireland

The Labour Party is of the view that any Local Community Banking model developed
in Ireland must complement existing credit unions, allow them to extend the range of
services they offer members and be able to pool certain back office functions to
strengthen their ability to meet ever more onerous Cenfral Bank regulation.

Such a development can be done in a manner that is consistent with and protects

the Credit Union ethos if Credit Unions are fully involved in the development of a
Local Community Bank structure from its investigation and inception.
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Strategic Banking Corporation of Ireland

Labour called for the establishment of the SBCI in 2010 and subsequently
established this during the recent coalition govemment. SBCI is seeking to expand
its support for SMEs.

Below is the original concept for how the SBCI is to support SME finance.
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To date the SBCI have only been able to partner with the current Irish retail banks, in
particular the Pillar Banks. Part of the SBCI's mandate is to provide market access
for new entrants to the SME lending market, however in order to make this possible
the government and central bank need to provide the legal structure for a model of
Local Community Banking with a focus on SME lending.

The SBCI sources considerable funds from the German KfW State Bank. However it
is anomalous that the KfwWs funds are not dispersed to SMEs through a Local
Community Banking system in Ireland. In other EU member states such Local
Community Banks exist to do this.
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European Investment Bank

The EIB is expanding its role in lending directly into the economy as part of the EU
Investment Plan for Europe which aims to deliver investment to the real econony
through initiatives such as The European Fund for Strategic Investments (EFSI) and
the European Investment Advisory Hub (EIAH). The aim of these initiatives is to
offer opportunities for boosting competitiveness, growth and jobs in the agricultural
sector and rural areas.

These EIB supports for the real economy are typically delivered at local level in the
European Union through local banks which include Local Community Public Banks
like the Sparkasse in Germany. Ireland is missing out on availing fully of these
funding opportunities because we do not have an appropriate local community
banking network that would help to identify and assist projects that would benefit
from this kind of investment.

The EIB are now stepping up their direct involvement in the real Irish ecomnomy with
the opening of their Dublin office. Ireland needs to have the Local Community
Banking structures that are common place in a number of other ELJ member states
to be able to most effectively realise the EIB's expanded mandate to provide funds to
support SMEs.

Post Office Bank Network

The Post Office Network Business Development Group concluded that the biggest
opportunity for An Post and the Rural Post Office Network lies in the provision of an
extended suite of banking/financial services. The Post Office Network remains in
serious difficulty and needs additional products and services if it is to remain viable in
many rural areas.

The Local Community Banking network on the German model offers a Post Offices a
financial service they can sell without having to commit to establish their own bank
(this has proved challenging for An Post in the past). A Local Community Banking
system could also provide the link between Post Offices and Credit Unions that
many have called for to strengthen both institutions.
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FUNDING OF PILOT AND ROLL OUT OF

NATIONAL NETWORK OF LOCAL COMMUNITY BANKS

From our consultation with the SBFIC they estimate that Ireland has the population
to support 8-10 Local Community Banks on the German Sparkasse model. The total
initial seed capital for such an enterprise is in the region of €50 million.

The Irish Government published eight regional Action Plan for Jobs between 2015
and 2016 that are scheduled to run over five years. With Brexit, these plans are now
need to be revised and updated following extensive economic and exposure analysis
for each region. Action is required now to stem, and prevent future losses

State aid nules prohibit strong state action to support and rescue SME's that will be
affected by a hard Brexit. A range of stakeholders have called for a temporary
suspension of these rules for the adjustment period of Brexit. The Labour Party
supports this call, and has already called for the establishment of a Brexit Trade
Adjustment Fund that would channel investment and resources to affected
enterprises. The establishment of a Local Community Banking network should be
developed and initially financed within this context.

CONCLUSION

Labour Ministers fought vigorously to establish the SBCI in the 2011-16 coalition
government. Although the SBCI is making a valuable contribution to financing SMEs
it was never Labour's intention that it would use the Pillar Banks as a conduit for
financing SMEs. Like the SBCI, the European Investment Bank is frustrated that it
must go through the Pillar Banks in Ireland and is seeking a more appropriate
conduit for SME financing as exists in other EU member states.

The Sparkasse Foundation for International Co-operation (SBFIC) has done an
enormous amount of work investigating the potential establishment of a pilot public
bank in Ireland. This includes the offer of considerable technical expertise and help
to mentor an Irish Pilot Public Bank — even to the extent of providing training and
mentoring of staff in the pilot until it would be up and running.

Labour believes there is an opportunity to strengthen regional development with the
development of a Local Community Bank network now exists and it urgently required
given the serious challenge Brexit poses to the regions.

Labour calls on the govemment not o miss this opportunity and pull together the
relevant stakeholders to develop a pilot Local Community Bank.

Joan Burton TD Willie Penrose TD
Spokesperson for Spokesperson for
Finance Regional & Rural Affairs
March 2017
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Creating
Ireland’s
Alternative
Banking
Force

Local People
Local Banking
Local Enterprise

Prelimina-y Prcposal Documert FPublic Banking Forum of Ireland
March 2017 Republic relandBank.com
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John Loughran
Accountant & Owner of Sandymount Hotel, Ballsbridge Dublin 4 | On Banks

‘They have become overly cautious to the point where
they're not really functioning in a practical way.

We have never not repaid a cent to the bank and we are

a profitable business, yet we still can’t get what we need
from them. That doesn’t make a lot of sense to me and
neither does the fact that businesses here are paying average
margins of 5 to 6%, when in France you can borrow at 2%.

It seems to me that the main preoccupation within the banks
is to get themselves out of state ownership.

They are not overly concerned about their customers.”

- Johmn Loughran | Sunday Business Post | March Sth 2017
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Executive Summary

The Public Banking Forum of Ireland (PBFI) was established in 2013 to address the urgent need for an
Irish banking system that serves the public interest and to promote the Public / Community bank

solution®.

This proposal document looks at the background to the banking crash, examines the weaknesses of the
current banking madel and finds that the current Irish banking model is not fit for purpose. In so doing,
FEFl propose the creation of an entirely new banking maodel for Ireland that offers a full-service

alternative to the present pillar bank model.

The alternative banking force will comprize a network of new regional Public Banks in Ireland, along the
limnes of the German Sparkassen banking model. The new Public Banks will combine with Credit Unions
and Post Offices, using their existing branch infrastructure to avoid duplication. In addition, there will
be a Central Service Provider (CSP) to support the new Public Banks. SBFIC (German's Savings Banks
Foundation for International Cooperation) has estimated that the Public Bank network can be

established for a once off sum of less than €150m.

PBFl asserts that the expertise of SBFIC (Germany's Savings Banks Foundation for International
Cooperation) is crucal to the development of lreland's Alternative Banking Force. SBFIC's role could
include working with the various stakeholders to develop the stuctures wherein they collaborate for
their mutual long term benefit. PBFl further contends that the expertise of world renowned banking
expert, Professor Richard Werner is equally crucial to understanding the underlying issues that need to

be addressed in creating a sustainable local banking model.

By way of additional information, the proposal is underpinned by seven appendices which provide

further pertinent analysis and backup to the core proposal. The appendices cover, inter alia: -

! “Pablic Banking™ used throughout this document to describe all forms of public / commmmity ¢ cooperative
banking that can bring sustainable, ransparent and risk averse banking to Inish citizens, SME’s and Micro
Enterprises.
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®=  An Alternative Post Office proposal, i.e. a standalone banking model along the lines of the very
successful Kiwi bank model in New Zealand. The new Post Office bank would compete with the
new Public Bank / Credit Union model as well as the pillar banks.

®  The successful German economy and how this success is linked to the 200-year-old Sparkassen
Public Banking model and a comparison between the German and Irish banking models.

®  The Control of the Nations Credit Creation and Payments System.

®*  The Characteristics of private pillar banks are compared to those of Community Public banks.

® A closer look at Credit Unions — strengths, constraints etc

*  Competition Law / Policy and the Irish Banking Sector

®  |reland’s approach to Re-Banking Ireland. |s it flawed?

*  Role of Media in Moulding Public Opinion on Banking / Banking Crisis

It is worth noting that Irish commercial banks which are the so called eMar bonkx”™ hold a market share
of circa 95% of the Irish market, whilst German commercial banks which include Deutsche Bank,
Commerzbank and others hold a mere 12 5% share of the German banking market. This proposal looks
at the reasons for this, incduding intellectual capture and the follow-on effects of high levels of

concentration on the indigenous economy.

Despite the market being highly concentrated as it stands, it is set to become even more concentrated
with several hundred Post Offices facing dosure and Credit Unions being squeezed into unpopular
mergers. The pillar banks control credit creation in Ireland. This means that a few CEQ's effectively
dictate how much credit is created in the sconomy, where the credit goes (speculation or the

productive economy) and who obtains the credit.

Why do successive governments discriminate against Credit Unions and Post Offices? The current
banking structure clearly runs counter to Article 45 of the Directive Principles of Sodal Policy of the Irish

Constitution which states inter alia: -

= "That i what perbavis o the condrof of oredt the covisiont and predoiificnt anm Sl be the
wlforer of the pecpile o & whcie”.

This divergence from Constitutional aspirations must be viewed with considerable concern. PBFI loaks
at the role of "capture”, both intellectual and political capture in the collapse and rebuilding of what is
essentially a flawed banking model.
PBFI makes the case that a public banking model, on the lines of that proposed, will become the real
driver of the indigenous economy and wrges all stakeholders to carefully comsider and ultimately
support the proposal.
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1.Introduction

1.1 PEFI - Who we are.

PBFI is a voluntary group, independent of vested or political interests with many volunteers from all
walks of life, including experienced former bankers, former Credit Union executives, former Post
Masters and representation from the farming and SME communities. PBFl is part of a broader

international alliance of advocates for global financial reform.

PBFI has undertaken significant research into the global banking industry and inter alia, hosted public
conferences featuring well known U5, attorney Ellen Brown? in 2013. In 2014, Christopher Simpson of
CIVITAS UK® addressed the PBFI conference about his commentary and case study on the German
Sparkassen bank model®, also senior representatives of the Sparkassen Foundation (SBFIC, 2014 &
2015). More recently, Professor Richard Wemer® of Southampton University®, a leading monetary
economist and banking expert Ben Dyson’, founder of Positive Money were the keynote speakers at
the PBFI's April 2016 Banking and Money Reform Conference in Dublin. In addition, PBFI regularly hosts
workshops and briefings to showcase public banking options to public, private and voluntary sector

representatives.

Im April 2016, PEF| addressed the European Pardiament's Committee on Budgets® at a public hearing on
“New Financigl Instruments and the role af national promotional! banks for the benefit of European
SMEE"

On January 26™ 2017, PEFl addressed the Ddil loint Committes on Finance, Public Expenditure, Reform
and Taoiseach on the merts of introducing Community / Public banking to Ireland.

On March 20", PBFI lodged a submission with the Competition and Consumer Protection Commission

in response to its public consultation on the future of Ireland’s mortgage market®.

*Elhanwn,mﬂmrof‘TlnPﬁ:]metSolnnnn and several other books on banking reform.
3 hitp/fworw. civitas orz uk/

4 hitp:! JOrE i

4 Professor Richard Werner: http:/‘wwwr_ southampton ac nh%ms&-sdlmln’sbmﬂslafﬁ‘nmpag}

& hitps./fwrerw. younibe commatch?v=MechHiebs ¢ Professor Wemer’s presentation at PBFI's Banking and
Money Reform Conference April 2016

? Illrp_l'.‘www bendyson com/

./ e, youiube comwatchv=I50NES T PBFI presentation o EU Parliament Committee Cn
anlgeu
¥ hitp:/foope Je/news/ 201702 20-futwre-irelands-martza ge-market-copc-opens-public-consultation
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1.2 PBFI - Aims and Objectives

In the aftermath of the 2008 banking crash, world economies imploded and the socio-economic well-
being of many countries, not least Ireland was decimated. The E.U. and Ireland rushed into a bank
rescue scheme that dearly circumvented 5tate Aid rules. The quid pro quo for discarding State Aid rules
was that competition in the banking sector was to be significantly boosted.

Eight years on, the €uro is in disarray; Deutsche bank's finandal woes present a systemic challenge to
the German economy, with the bank having an estimated derivative exposure of £42 trillion; ltalian
banks are carrying bad loans amounting to €360bn which threaten the entire Halian economy and then

there is Greece. It appears that Europe is currently only resting in the eye of the storm.

What if anything has interest rate swaps, securitisation, foreign exchange derivatives and credit default
swaps to do with funding the productive economy? Why have dtizens and SME’s had to pay for the
gambling debts of commerdal pillar banks and why does the pattern appear to be repeating itself?

Using the fractional reserve system with virtually no built-in limits or constraints, commercial banks
created credit at unprecedented rates which in turn fuelled the speculative property bubble that was
to inevitably collapse bringing the country to its knees*?. In short, too big to fail banks are the drivers of

boom-bust cycles.

Why do Irish citizens / SME's have to pay almost double the average European interest rates? What has
happened to the single European market? Why hawve successive Irish governments discriminated
against Credit Unions and Post Offices through a host of restrictions on the proeducks and services they

an offer?

Why do privately owned commercial banks hold a monopoly on credit creation and why do these same
banks alse have monopoly control over the payments system. These are structural issues that further

subordinate Credit Unions / Post Offices.

Why has povernment ruled out introducing a Community / Public Banking alternative to the commercial
pillar bank model. Surely, present government palicy towards these institudons conflicts with both Irish
and E.U. competition law, to such an extent that the wery future of these institutions is widely reported
to be under threat? Why is the critical payments system under the sole control of private commercial

banks?

Why the lack of political will or is it merely a lack of understanding of how banking and credit creation
works? Why has mainstream media given such scant and biased coverage of the globing banking
sector? Are there solutions going forward? PBFI set out to investigate the current banking sector with
a view to identifying alternatives.

T|Page
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1.3 PBFI - Finding Solutions

These issues and questions became the raison d'etre for the formation of the Public Banking Forum of
Ireland [PBFI] in 2013'%. PBFI set itself the target of coming up with a solution that would have at its
fulcrum, the development of the productive economy through a banking system that prioritises local
and regional funding for the indigenous economy and does not engage in casino style or bonus culture

banking.

At first, the development of such an optimal banking system seemed like a very tall order indeed but
on closer examination, it transpired that Public and Community banks in Germany (the world's fourth

largest economy and the largest economy in Eurcpe, by some distance) have a 70% market share.

The next challenge for PBFl was to consider whether the German Community f Public bank model could
be adapted to underpin and promote the Irish economy. PBFl examined several possible public banking
models that might suit Ireland. In so doing, it proved impossible to ignore the substantial existing

framework and infrastructure of the Credit Union mowement and Post Office network

PBFI reasons that either or both these remowned institutions can provide very substantial synergies,
local knowledge and goodwill in the development of a full banking alternative to the current polarised

and fractured commercial pillar banking model.

In this paper, PEFl propose that the Credit Union movement, either alone or in tandem with the Post
Office network, supports the creation of a network of regional Community / Public banks. It is envisaged
that the three entities would closely co-operate with eadh other, with inter alia, Credit Unions and Post
Offices depositing funds with the new Community J/ Public Banks which in turn will offer viable deposit
rates. Both Credit Unions and Post Offices would have the option of providing front of house services

for the Community / Public Banks.

The Community / Public banks would then provide managed credit, based on a strict fractional reserve
ratio of 6:1 [in keeping with the German Sparkassen Public Banking madel), to the indigenous econamy
in particular to the SME /ME sectors, at first cost. This should ensure a flow of sustainable credit to
every community throughout the country. The business focus of the Community / Public banks must
be on making business work as opposed to collateral collection.

18 wwrw republicirelandbank com
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The combination of Credit Unions, Post Offices and Public Banks will provide a full-service banking
model that is speculation averse and will prove a robust competitor to the present profit maximising

pillar bank model.

1.4 Overview:

After the collapse of Ireland’s banking sector in 2008 and following repeated commitments from
government in relation to the introduction of real competition in the Irish banking sector, little or no
substantive progress has been made'’. Owver the past eight years, it has become apparent that
suCCessive government are trapped in a dichotomy between the growth and welfare of the pillar banks

and that of the general welfare of citizens and the indigenous economy.

What is in the best interest of the pillar banks, increasing shareholder value, is totally at odds with
providing @ robust and risk averse banking platform that could underpin the development of the

indigenous economy.

Successive povernments have prioritised the shoring up pillar bank balance sheets by allowing them to
charge artificially high interest rates to a virtual captive market in Ireland. Irish interest rates have been
running at up to double E.U. average rates, while interest rates to depositors has been amongst the
lowest im the E.LJ. What has become of the single Eurcpean market when it comes to banking? It has
become clear that a glaring conflict of interest arises for government between its role as major
shareholder in the pillar banks and its dual role as regulator to said banks and its public interest duties.
This conflict is exacerbated by corporate and intellectual “capture”. The result is the suppression of

competition thus stymieing indigenous growth within the economy.

As substantial shareholders im the pillar banks and with the stated imtention of selling off its
shareholdings, it is in government’s interest to act im this manner; inflating rates and dcharges and cutting

caosts through a host of branch clesures and a move to centralised decision making.

However, this policy runs counter to the conditions imposed by Brussels during the bail-out and the
commitments given by government as part of the process where the E.U. / Ireland circumvented state-

aid rules during the 2008 / 2009 financial crisis®.

The Central Bank of Ireland [CBol] and the Competition and Consumer Protection Commission [CCPC],
both of whom are agencies of State, have been alarmingly somnambulant regarding their respective

responsibilities before, during and since the finandal crash in 2008.

W Sen Appendix 7 for a synopsis of ISIF and SBCT and on-lenders.
1 See Appendix § Competition Law / Policy and the Irish Banking Sector
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With little meaningful progress over the past eight years, the question of Ireland"s compliance with EU
Competition Law® surely arises. It is difficult to recondile the present banking policy and behaviour with
the almost daily wamings over the future of Credit Union and Post Offices. Hundreds of Post Offices

are set to close and Credit Unions are being pressurized to merge.

1.5 Program for Partnership Government May 2016

Encouragingly and largely through the efforts of PBFI, last year's program for partnership government
had specific commitments in relation to the creation of Community / Public Banks and the sustainability
of the Credit Unions and Post Offices™. On November 16", further progress was made when a motion
moved by Deputy Mattie McGrath, on behalf of the Rural Alliance was unanimoushy carried . The
mation called for the intreduction of a sustainable banking model for Post Offices and the creation of

a Community / Public Banking model.

More recently, Minister of State for Regional Economic Development, Michael Ring has inftdated a
public consultation®® committing the Department of Arts, Heritage, Regional, Rural and Gaeltacht
Affairs "t Shantmhly Imsctinete the S Sporkocosn madal for the devsinpmant off iaoe Pubils Bonis
Ihat cpercrte within wes-defined negions. 7t aiso calts for the investigathon of @ new moded of Commumity
Bumrbing that coutdl prowide o suite of bordng services through the Post Cffre Netwerk, sl o5 the
Kiwobank model fn New Zeolond, where the Post Diffice owmed bark prosides o comprehiensive sulle of
Jinoncicl servicex, from persondd loars ond bonk acoowntr 1o credi covdly, boviness Bombing o
irsronce®.

PBFI wishes to extend its gratitude to Minister Ring for providing this opportunity for all stakeholders
and the public to publicly express their views on the feasibility of creating a Community / Public banking

model in Irelamd.

1.6 Current Irish Situation:

With over three hundred Credit Unions and eleven hundred Post Offices, the platform is already i
place to create a local and regionally based alternative to the present pillar bank model. There is pent-

up demand throughout the indigenous economy for a sustainable funding model.

13 Ibld

14 hitp/'www.mermionsirest. ie/mermionsirest 'en' imapelibrary/programme _fior parmership sovernment pdf
1% hittpys - ‘wrwrwr kil daTestrest comydebates, 7id=2016-11-16a 350

] bttp://www. ahrres. gov ie/tonsultation/consultation-on-local-comnmumity-banking,
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As it stands, both the Credit Unions and Post Offices are severely restricted in terms of the products
and services they can offer and to whom they can offer their services to. Te date, successive
governments have applied discriminatory terms and conditions to Credit Unions and Post Offices as
compared to the pillar banks which, on the face of it, appear to run counter to Irish and EU competition

law?.

What funding is finding its way down to the indigenous economy armives through various circuitous
routes with profit extracted all along the money supply chain and so ends up prohibitively expensive to
indigenous enterprize®®. I5IF and SBC| are cumbersome creations and for the most part act as
intermediaries with no local focus. Put simply, the Irish solution to funding SME's puts Irish SME's at a
significant disadvantage to their German counterparts who obtain funds at first cost from their Pubdlic
and Community banks. From PBFI's inberaction with a host of organisations across several sectors of
the indigenous economy, the resounding message is that rural Ireland and the indigenous economy is

not 3 government priority.

This concern is exacerbated by former Department of Finance, Secretary General, John Moran who, in
May 2016, spoke of the State not being able to afford rural Ireland and that rwral Ireland must,
effectively face up to significant downgrading.

An example of what can be done when sufficient pressure is applied is the recent emergency agri-loan

fund which will make limited funds available on complex terms to farmers at 2.95% to assist those with

cashflow problems.

1.7 The Great Urban / Rural Myth — Debunked

It is important to note that throughout this paper, any reference to the indigenous economy not only
means rural Ireland but SME and Micro Enterprise [ME] activity across the entire country, including the

major cities; the economy has no gecgraphical bowndaries.

1.8 Foreign Direct Investment V Indigenous Economy

The real divide cocurs between FOM (Foreign Direct Investment) and the indigenous econcmy. PBFI
believes that successive governments have created an over reliance on FOI, whilst largely ignoring the

indigenous economy.

¥ spe appendix 6 Competition Law / Policy and the Irish Banking Sector
1% Sea Appendix 7 Ireland’s Approach to Re-Banking Ireland
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The net is rapidly closing on Ireland's controversial corporate tax advantages. Our competitors for FDI,
particularty the U5, and U_K. have signalled their intention to reduce corporate tax rates to compete
with Ireland. This coupled with President Trump's stated policy of repatriation and the E.U.'s Apple Tax
decision are dear signals that Ireland's favourable FDI environment is about to be significantly eroded8;
the need therefore for a banking alternative that supports the indigenous economy has never been

greater.

1.9 The European Union

It is not as if the pillar bank model has suddenly become sustainable, robust and risk free overnight. The
E.U. has failed to learn lessons from the banking crash and continues to pursue a federal banking agenda
with an emphasis on promoting a small number of large scale private commercial pillar banks
throughout Europe behind a smokescreen of obfuscation and misinformation. Maost notably, no

credible action has been taken to separate retail banking from investment banking.

The truth, it appears, is that the worst of the financial crisis has yet to come with the Italian government
in an on-going tussle with E.U. over state aid rules in relation to bailing out its banks. Germany has a
palitical problem (not to mention the sheer financial challenge) in rescuing Deutsche Bank; Chancellor
Merkel has taken such a hard line in relation to bail-outs throughout Europe, that Germany cannot now
be seen to bail out Deutsche Bank, even if it could afford to. In addition, Deutsche Bank has recently
agreed a settement of 57.2bn with U5, authorities (December 2016) for the miss-zelling of mortgage-

backed securities before the financial crisis.

Is it not perplexing, even disturbing, that the E.U. will not logk at the two-hundred-year-old German
Sparkassen model of excellence on s own doorstep and take steps to replicate this proven maodel

throughout Europe? Again, the role of corporate and intellectual capture surfaces.

1.10 Need for Urgent Action

There appears to be little or no awareness amongst the public of the introduction of European Bail-In
legislation under the guise of the Bank Recovery and Resolution Directive (BRRD)™ 2014. Under the
BRRD mechanism, customer deposits cam be bailed im to support a failing bamk; in other words,
customers with deposits are mere creditors of the bank. BRRD became a central plank in last years’
ltalian referendum; the then government was fruitlessly seeking a waiver on BRRD to avoid fleecing

ordinary savers in the £360bn bank bail-out / bail-in.

s5-release MEMO-14-297 en him
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Amid much talk of separating ordinary banking activities [retail e.g. savings and loans) from investment
bank activity, little to nothing has changed in Ireland. The bonus driven high risk investment banking
culture continues to thrive, creating ever bigger “too big to fail” global banking corporations than was
thie case in 2008. The U.S. introduced the Glass-Steagall [Banking Act) Act in 1933 after the 1929 Wall
Street crash which, for seventy years before its partial repeal in 1995, ensured that commercial and
investment banking were kept separate, under different ownership and with different business models.
The repeal of significant parts of Glass-5teagall, once again a result of corporate and intellectual

capture, paved the way for the 2008 financial crisis.

The public is also largely in the dark regarding the giobal 5700 trillion® derivatives bubble that threatens
the global banking® sector. As it stands, Credit Union funds are for the mast part deposited with these
banks. k is therefore imperative that ordinary citizens, Credit Unions and Post Offices have an
alternative to depositing their funds in high risk pillar banks. An alternative banking force such as that
proposed in this document could help insulate the indigenous economy from the effects of another

global banking crash.

2. PBFI Proposal to Create Alternative Banking Force

2.1 The Proposal

Against the above described background, PBFl has developed the following proposal for an all-
encompassing, full banking service model that will, on the one hand compete with the commercial pillar
banks and on the other provide a long term sustainable platform for the survival and growth of both

Credit Unions, Post Offices and the indigenous economy.

PBFI propose that the Credit Unions and Post Offices collaborate in the establishment of a network of
ten Community / Public banks supported by one Central Service Provider [CSP). Credit Unions and Post
Offices will have the option of providing front of house services on behalf of the Community / Public
banks, thus re-establishing a locally based, full service banking model to serve communities and the

indigenous economy.

* Bank of International Setilements
* Some somTres estimate the totsl notionsl derivatives bubble to be closer to $1.5 quadrillion, if credit defalt
swaps and other exotic instraments are inchoded e g Global Research, www globaltesearch org
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Figure 1: Possible Community / Public Bank Locations

Regional Community Banks (5
Independent Credit Unions &

Central Service Provider @i
Graphic based on SBFIC concept Post Offices =
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This new dynamic, created through a spirit of cooperation between the three entities will massively
boost the entire indigenous economy whilst providing a risk-averse platform for savers, bearing in mind
that Credit Unions presently have little choice but to deposit member's surplus savings in risk-taking

commercial pillar banks.

The new regionally based Community / Public banks will present Credit Unions and Post Offices with a
new J alternative investment opportunity. Credit Unions currently have circa €6-8 billion of under-
utilised member's deposits. Currently, the return available on these funds is unsustainably low, e_g

Bank of Irefand are now charging Credit Unions for holding large deposits. ™

Like the pillar banks, the new Community /Public banks will leverage these funds using the fractional
reserve system but in a constrained manner using a conservative ratio of six to one, in line with the
approach of the hugely successful German Sparkassen banking model. This could provide a massive
boost to the indigenous economy throughout the regions. The regional Community / Public banks will
recycdle profits into making more locally focused loans available whilst also investing in local community

projects, again in line with the German Sparkassen model.

Lending will be focused on the productive economy, e.g- SME’s, local Micro-Enterprises, construction,
regional infrastructure, tourism, value added chain in both agriculture and marine, and on voluntary

and cooperative enterprises. There will be no lending for speculative purposes.

# Sea Appendix 3 Control of the Mation®s Credit
# Ses Appendix 5: §.2 Meed for Proportionate Regulation and Regulatory Impact Assesorment
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Figure 2 Present Structure of Credit Union movement
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Figure 3: Proposed Organisational Structure of Regional Community Banks & CSP
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2.2 Necessary Elements of Design and Legal Structure

®  Dwnership Structure is crucial: The new banks will be publicly cwned with a legal structure that
ensures they can never be sold. Each regional bank will be owned by the people of the region
through a trust in perpetuity. Over time, PBFI envisages each county hawing its own Community
{ Public bank.

®*  The proposed regional banks will be independent, regionally located and regionally focused,
supporting and serving the network of participating Credit Unions and Post Offices (those that
opt to participate), with a view to providing the full gambit of banking products and services.
Their focus will include financing SME's (which provide 62% of all employment) and local
indigenous enterprise, thereby ensuring progress, prosperity, appropriate social infrastructure
and stability in their respective regions.

*  The Community / Public banks should be independent but networked entities all linked to the

comman Central Service Provider.

#*  The Community / Public bank board will include bank management staff (who hold the majority
vote)] and representatives from the Credit Unions, Post Offices, the woluntary sector, local
governmient and SME [ farming.

®  They should conservatively leverage their funds at mo more than &1, like the German
Sparkasse, and lend for productive purposes only; no credit creation for asset speculation.

*  The Credit Unions, Post Offices and new Coemmunity / Public banks should desely co-operate
in their combined best interests but will remain as separate entities, each retaining its own
ethos and standing.

#  The expertise of the Sparkassen Foundation (Savings Banks Foundation for International Co-
operation [SBFIC]) which assists countries wordwide im developing Community / Public banking
models should be sought, as should the assistance of other renowned Community Banking
experts, including Professor Richard Wemner.

®  The C5P can engage with the Central Bank on regulatory issues and with Government on policy
/ legislation.

#  The C5P [Central Service Provider) can provide IT, Internal Auditing & Compliance, Product and
Service development and other group support services to the regional Community / Public
Banks and to those Credit Unions and Post Offices that opt to participate.

*  The C5P should be owned and funded by the regional Community / Public Banks, with input to
its decision making and policy formation from partcipating Credit Unions and Post Offices.
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Ideally two to four banks would be initially established as pilot projects, monitored and tweaked as
neceszary and the remaining established owver a 5-year pericd.

2.3 The Central Service Provider (C5P) Vital element of proposed new
network.

Figure 4: Proposed Operating Structures
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has the potential to be a major part of the proposed new comprehensive Community J/ Public Banking
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system; providing bank accounts to their customers, banking for the un-banked and providing counter
service for Community / Public Bank products and services. However, PBF| equally supports the concept
of the Post Offices forming their own full banking model along the lines of the very successful New
Zealand Kiwibank model. In such a scenario, there would be two new entrants into the banking
market™: -

*  Credit Unions / Communtty Bank network

*  Post Offica Bank network basad on Kiwibank mode!

Northern Ireland: This PBFI proposal focuses mainly on the Republic of Ireland but it could also be
implemented in Northern Ireland for its 1.86 million people, by initially establishing two Community
Public banks, perhaps in Derry City and in Belfast.

The addition of regional Community / Public banks in Northem Ireland could provide support for NI's 95
credit unions and their 457,000 members. It also may be possible for the NI community banks and credit
unions to avail of some of the services offered by the Central Service Provider in the south. Thisis an
issue that might best be addressed by the German Community / Public bank experts, the SBFIC.

Figure 5: Credit Unions and Community Public Banks can exist together

Credit Unions and Community Public Banks -
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2.4 Expertise in Community / Public Banking

The Savings Bank Foundation for International Cooperation (SBFIC) is the not-for-profit foundation of
the German Sparkassen Public savings bank group. SBFIC is among the foremost experts in the world
on Community / Public banking. Since 1992, SBFIC has assisted with over 150 Community / Public
banking projects in more than 60 countries. 5PFIC currently has 5 projects ongoing in the EU and 32
projects ongoing in 31 other countries worldwide™.

Representatives from SBFIC hawe visited Ireland several times, commencing in 2014 on the invitation
of the PBFl and other similarly minded groups. SBFIC has put forward a similar proposal to that
contained in this document; to set up ten regional Community / Public banks across Ireland on a stand-
alone basis, i_e. fully independent of Credit Unions and Post Offices. PBFI believes this option certainly
has merit. However, PBF| takes the view, why re-invent the wheel, when a large portion of the
infrastructure necessary for the creation of the new alternative banking force is already in situ. PBFI's
view is heavily influenced by Ireland’s small population base and by the fact that the very future of both

Credit Unions and Post Offices is under threat.

There is a growing consensus in Ireland across the political spectrum and throughout indigenous
stakeholders that Ireland should create its own Community / Public banking model. The different
options available are a matter for further discussion among the various sakeholders; however, PBFI
believes it important that the new Community / Public Bank / Credit Union / Post Office system would
co-pperate and for the most part, foous on different sectors of the market, each targeting a spedfic

lending range, a specific type of customer and a particular sector of the economy.

PBFI encourages such engagement.

2.5 Costing

The estimated total once off cost of setting up the ten regional Community / Public Banks (in ROI) and
the Central Service Provider (C5P) is less than €£150m™ Thiz includes a cost of £10m per licence for each
of the 10 ROl regional Community / Public Banks. Based on an SBFIC estimate, the cost of establishing
the C5P is circa €5m. The remainder is accounted for by training, legal services, premises etc. This
amounts to lxes Han £30 par haad of population.

5 SRFIC projects: hitp://'www.sparkassenstiftung.defen/projects.hitm

* Estimate compiled by SEFIC in conjunction with PEFT in 2014.
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Some initial capital may be required to initiate lending while the deposit base is built up, but this would
be subject to further exploration by the various stakeholders. State funds e.g 15IF could be used to
assist in the start-up, repayable over five to seven years from the anticipated operating surplus. These

costs are minimal when compared with: -

*  £69_7bn bail-out [including the €20.6bn AIB bond) shouldered by taxpayers in the recent bank
bail-out, albeit the State holds equity in the pillar banks.
* £3.1bn allocated to ISIF (Irish Strategic Investment Fund) to fund economic development.

& £1 2Chn allocated SBCI (Strategic Banking Corporation) to fund economic development.

3. Conclusion

Several factors motivated the forming of PBFI in 2013 and the preparation of this paper, not least a
palpable media bias in the coverage of the collapse of the Irish banking sector, the subsequent bail out,
a €uro project that is in deep trouble, a debt mountain across E.U. member states that can never
realistically be repaid and the stealth-like introduction of European Bail-in legislation, in the guise of the
Bank Recovery and Resolution Directive (BRRD) that could undermine the entire Credit Union

movemeant.

Muore recent developments further confirm that Ireland’s economy and by extension its soco-economic
well-being has reached a momentous crossroads. The US. has President Trump. Brexit is rapidly
looming and the E.U.'s Apple tax decision threatens to change the face of foreign direct investment in
Ireland, at least in so far as selective and discriminatory tax structures are concemed. There is also

much debate around the proposed harmonisation of corporate tax rates across Europe.

The cumulative effects of what might be, given the uncertainty of the nature of the fall-out from all the
abowve are indeed far reaching. Ireland cannot simply put all its young people to work in call centres in
Dublin, Cork, Limerick, Galway and Waterford. E.U. policy aligned with the track record of successive
Irish gowernment's points to a gradual abandonment of rural Ireland and an ever-increasing drive
towards globalisation. Former Department of Finance Secretary General, John Moran has effectively
confirmed this™ . PBF| unequivocally rejects any proposal that will lead to the further sbandonment of

rural Ireland or erosion of the indigenous economy.

# Ses Infroduction Section 1.6
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It appears that the E.U. and member states have learnt little from the calamitous finandal crash of
2008. Fractured Irish pillar banks are being nurtured, indeed aided by the state, at taxpayer’s expense,
while our two most reliable financial institutions, Credit Unions and Post Offices are subjected to a host

of restrictive practices which threaten their very future.

This inane policy of squeezing Credit Unions and Post Offices has follow-on consequences for Ireland’s
indigenous economy as has the creation of a whole new closed banking sector via ISIF and S3BCI. Finance
for the sake of finance is good for finance houses but bad for business. It appears that this new banking
sector has become an end in itself, while the original aim |of providing sustainable credit to SME and
Micro Enterprises) has been largely diluted, at least in terms of competing with the German Community
/ Public Banking model.

PBFI is committed to the development of Ireland’s embryonic indigenous economy. Ireland's natural
resources remain largely untapped, from tourism to exponentially increasing value added along bath

the agri-sector and agua-marine supply chains.

The views and aspirations of PBFIl and those of the Credit Union movement appear to be dosely aligned.
In @ press release [October 7 2015, the Irish League of Credit Unicns had this to say: -

“Owr vision is to have locally based, occountable credit unions providing a full range of personal financial
services to members and all who wish to aovail of our services. Credit unions want to evolve and change
but are increasingly frustroted at the reguiotory roadblocks put in our path. These roadblocks threaten

the ability of credit unions to continue to serve in communities throughout the country in the future ™

PBFI urge both the Credit Union movement and Paost Office network, together with all stakeholders to
carefully examine the herein proposal. PBFI's proposal avoids any move towards central control of
Credit Unions as any such move (to central control) i= potentially 3 move towards a corporate profit
maximisation model that may well lead to the Credit Union movement succumbing to corporate control

in the medium term, in similar vein to how agricultural co-ops morphed into Plc's.

PBFl proposes a tried and trusted model of Public Banking, based on Germany's 200-year-old
Sparkassen banking model. PBFIl submits that, inter alia, the Sparkassen foundation [(SBFIC) has all of
the required expertise both locally in Germany and internaticnally’® to assist in the setting up and
running of the proposed regional Public Banking fadlity which will seamlessly combine with Credit

Unions and Post Offices to create a real alternative banking force; an alternative to the present high
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risk and whaolly inadequate two and a half pillar banking structure that has entirely failed Irish citizens

and the indigenous economy.

If rural revival and real indigenous growth is to become a serious government prerogative, then the
introduction of Public Banking is a prerequisite going forward. Both Credit Unions and the Past Office
network are uniguely positioned to facilitate the introduction of this full-service banking alternative
throughout Ireland. The new banking force will, in turmn, consolidate the position of Credit Unions and
Past Offices in the market by providing an atiractive return on capital, boosting business and removing

the current prohibitive restrictions on doing business.

The aim should be to deliver at least 50% of the country’s banking needs through Community / Public
Banks, Credit Unions and Post Offices. The Post Offices could instead opt for the Enwibank alternative™.
In Germany, almost 70% of the market is provided by Local Community / Public Banks.

PBFI research has determined that there are no credible obstacles to the creation of the proposed new
ground-breaking bamking force other than corporate and intellectual copture of the body politic, which
has played such a huge part in the collapse of the Irish economy. Transparency International states™
that “legal cormmuption” played a role in the poor regulation and weak oversight of financial institutions
which led to Ireland's banking crisis. The Tl report describes “legal corruption” "ize hakig many forme

and Inciugies cromyism, (ertronage G state capdure-wiher powerul roups maniputane podcy femation
to serve Lrel own Interests rother than tie pubiic inderesit,

At this critical juncture for Ireland, it is imperative that all forms of corporate and intellectual capture
are parked to enable a frank disoussion on the future of Ireland's banking sector and how best it can
serve the sodo-economy. PBFl does not daim to hawe got everything perfect but contends that its
proposal is the basis for a viable and sustainable alternate to Ireland’s current not fit for purpase
commercial banking model. PBFI urges all stakeholders to start the banking discussion now in the

interest of future generations.

* Sea Appendix 1: Mew Fealand's Post Office Model — Eiwibank — An option for Post Offices

% Transparency Internationsl’s Mational Integrity Systems Report (Addendum] 2012

bttps.//issuu. comyiT: international ‘docs 2012 misireland addendum enmode=window&backsroundC
olor=2p23 F3I 30D

3! Referenced from Kaufinan Daniel and Vicente, Pedro, 2011 Lagal Cormaption, Economics and Politics.
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Appendix 1

4. New Zealand's Post Office Model - Kiwi Bank an Option for
Post Offices

4.1 Overview

New Zealand has a long, if somewhat varied history of Post Office banking culminating in the present
state controlled Kiwi bank. The NMew Zealand Post Office Bank was set up in 1867 and eventually grew
into a behemoth with operations spanning post, telecoms and banking. After a pericd of strained
relationships among the various divisions within the organisation, the company was corporatized i
1337. The Post Office bank then became PostBank, a separate corporation with a mission to maximise

profit. It was sold outright to ANZ, a major international bank in 1589,

Kiwi bank was then launched in 2002 under the full ownership of New Zealand Post which is in turn fully
owned by the state. The new Eiwi bank grew rapidly and became very much the people’s bank. The
bank does its business transactions through the existing network of circa 280 PostShops (Post Offices).
Kiwi bank was launched primarily to give indigenous New Zealand its own bank, to “hodd Xiwy volues of
hmort ord aap Kiwd money whene it beiongs — Kew Taoland™. Kiwi bank claims to have lsunched with a
thought: “New Zealand needs o better banking afternotive.”

 http-www kiwibank. co.nz/
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Figure 6: Kiwi bank Ownership Structure: -

Mew Zealand Government

New Zealand Post @

100% State Jrared Entemiriss

Kiwi Group Holdings Limited

il Insurance Liniled

Eivd Wealh Maw Zazkand Home Kivi Capital
Ianagarment Liritad Lewares Limiled Funding Limitas

Kiwi bank has been a runaway success having more locations than any other bank in New Zealand [using
thie existing infrastructure). In its first fourteen years, customer numbers have grown to exceed 300,000

with hundreds of new customers signing up each week™. Kiwi bank provides™: -

®= A nationwide ATM network

®  Personal Banking — home loans, personal loans, oredit cards, current and savings accounts,
investments and insurance.

®  Businessz Banking — lending, current and savings accounts, credit cards, investment services and
insurance.

®*  |mternatonal services — on line and manual international money transfers, foreign exchange
and foreign currency accounts.

®  |mternet, phone and mobile banking, text and e-mail alerts.

4.2 Has Kiwi bank succeeded?

There is noe question but Kiwi bank has been a success for the people of New Zealand. i has created a

dymamnic bank that has offered serious competition to the privately-owned banking giants. However,

* Thid
* Thid

n|F=

159 |Page



Department of Finance and Department of Rural and Community Development

Kiwi bank is not a Public or Community bank. k is commercially driven on a for profit basis but its ethos
is that of a people’s bank. At best, Kiwi bank is a hybrid. lts sister company Kiwi Insurance Ltd provides

a whaole range of insurance products and services, something that is badly needed in Ireland™®.

The big danger is that Kiwi bank could be sold off as indeed was its predecessor Post Bank in 19859 In
late 2016, two wholly owned state [Crown) entities, NZ Super Fund and ACC (Accdent Compensation
Corporation) bought 25% and 22% respectively of Kiwi Group Holdings Lrd which raised AusS 494
million for New Zealand Post. Of this, Aus580m is being retained by Kiwi Group Holdings Ltd to

strengthen KGHL's balance sheet.

As it stands, neither NZ5F or ACC can sell shares outside the existing circle of shareholders for a period
of five years. After that point, if they do wish to sell, the government has the option to buy the shares

back before they are offered to any third parties™.

Despite being a hybrid, Kiwi bank provides New Zealanders with an immense improvement on what

Ireland currently offers its people.

4.3 The view of Leading Global Banking Expert Attorney Ellen Brown

Ellen Brown had the following to say regarding New Zealand's Kiwi bank model®.

Pt bonks ane now thikang in New Zeciand, nat as o hivmriood arbefact but o o poputar Inaovation.
Whan thiry wene nstinetmd in 2002, Jwie nottn sove the post officr BoF o sows New Zeciand fomdes and
stalf businesses from big-bank predisiors. By 2001, Austnation mega-hanks controfied sonre BON of New
Zegiand’s retar bonkdng. Profits went aivodd tnid wens aldnnded by ciosmg less profoble branches,
especioly fn ool areas. The result wos 1o place Aardships on moay New Zesdond fonlfes ond' smafl
businerres,

The Nirw Zeciand govememem: decided 1o iqunch o stote-gwned bonk that would compete with the Aussies.
They calisd thalr raw bonk Kudbark ofter thir notional symbel, thie kud b Bt the powermmant team
phaming the new honk firosd mafor chalenges. How oo they keep costs low while st providing servioas
In communities throughaut New Zealono?

# The possibility of setting up a State or Kiwi bank type insurance company to be administered throngh Post
Orifices is something FBFI believes worthy of exploring

* hip: {'www kiwibank co.nz

1 Sea Attorney Ellen Brown's Web of Debt Blog, Tamuary 9t 2012
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Their soluifon waxs to open bonk bronches In post oifices. Ktwibork wos exioblsled 03 o subsfony of the
Fovermmen-cwned New Zaciond Poxt. The Kwibonk webnide states:

Bock in XX1D, we lacnched with o thougit: New Fealond nesds o hetter bonling sdemative—o beonk that
prowvidax recl value for money, thut hac Kud vaiies o ecrt, ond thar beenc Kl mormey whane § belonge—
it hane, fn New Fealord,

5o wae st (D shap In Postilios Shoauahodut the coundry, pLting us i move locations than ony other bank
i New Zecwiomid Ry et fwibhiout wiskirng s on pew premmoesl),

Suciderily, New Zecfanders had' o oholce In bonking. i o7 eorly Tmove yowr rroney” compage, dhey voted!
with their fieet. In on Blond notion of only 4 milion people, i it firet five yeors Kwibank ottrocted 500 000
CUSIGeE cway from the Big banks, (¢ consinmatly eams the noticn’s Nghest catomer sotisfection
tings, forcing the Austrolo-owned Heaks o Jmprowe Ehelr Ieres i croiar (o compete.”
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Appendix 2

5. Banking in Germany and Ireland — A Comparison

5.1 German Banking Model Vs Ireland’s Oligopolistic Model

The illustration below provides a comparison between the respective banking models of Ireland and

Germany.

Figure 7: Market Share for Deposits Germany V Ireland

Banking Models LBHI

Germany Deposits Ireland
12.5% 595 AIE"

17.8% 42 9%

® Pulblic Savings Banks
26.8% 8 Local Cooparative Banks
) ® Regional Foreign % other 95%
= Commercial Banks

® Credit Unions

T0% of banking in Germany is accounted for by 1,500 Community
Banks — small, local & lending to the Productive Economy.

*AlB 99.8% State owned but owes the State over €16bn

IER
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Im stark contrast to the highly concentrated Irish pillar bank model, drca 70% of funding for the German
economy is provided by Public 5avings banks and Co-Operative banks. This figure rises to near 0%
when account is taken of Germany’s regional banks. The market share of private commerdal banks,
such as Deutsche Bank AG, Commerzbank AG and others stands at a mere 12 5%. In contrast, Ireland’s
commercial banks hold c 5% share of the market. Ireland has no Public or Community banks and the

only Co-Operative bank, Rabobank is currently exiting the Irish market.

In Germany, the 400 Public Savings banks with 15000 branches, which together hold more than 40%
market share, incregsed their lending after the crash of 2008, helping their SME customers weather the
crisis and providing a much-needed economic stimulus. Germany also has over 1,030 Co-Operative

banks with a market share of 26%.

Current government policy which appears to endorse the rebuilding of the existing commercial pillar
bank medel at the expense of developing a Community / Public bank competitor does not well serve
the public interest; it provides no real competition and does nothing to reduce risk or deal with the

monopaly control of credit creation.

Unlike Ireland, most EU countries have public and non-profit-maximising banks with sizeable market
shares; this helps to counterbalance the cycles of boom and bust in property markets that are fuelled

by commerdal bank credit for speculation.

A perusal of the structure of German industry clearly reinforces the importance of Community / Public
banking to the economy. While there is a commanly held misconception that the Germany economy is
solely driven by large corporations such as Allianz, Siemens, Bayer, Mercedes, Audi, Volkswagen, BMW,
Deutsche Bank, the facts on the ground do mot bear this out. An October 2015 research paper™®
authored by KPW Bank Group made some remarkable findings: -

** hepsiwwrw kfwr. da/'misration Weiterleinms_sor- Startsaite/ Homepage B -Growp Research/PDF-Files, The-
SME-sector-in-Germamy pdf
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Figure 8: KPW Bank Group Figures on Germany Economy October 2015

* 367 miilkon smal 2and medum smterprisas fiorm the backbone of the Garman
BCONOTTY.

=  These represent 99.95% of all companies.

* B hawe a tumover of less than €1 milllon.

# Lessthen 1% have 3 turmover of greatar than €30 milkion.

»  They amphay 29.1 millicn peopla or 68% of the working population.

= They prowide training for 1.2 milion young people-that is 35% of all trainees.

= Miom Emterprises with k=s than 10 emplopess provide o gaod third (3496) of
workplaces In the German SME sector.

The conclusion to be drawn from the above figures is that Community / Public banking is serving the
SME and ME [Micro Enterprise] sector in Germany very well. In Appendix 7, PBFI questions the
motives and wisdom of Ireland’'s approach to re-banking its economy through ISIF, 5BC] and a host of

on-lenders.

It iz therefore imperative that Ireland embrace a Community / Public Banking model similar to that of
Germany, which model has stood the test of time, its origins go back to the 18™ century and ever since
it has played a pivotal role in building Germany's economy imto Europe’s largest economy by some
distance and the fourth largest in the world. Community f Public banks have an entirely different ethos;

rather than collect collateral, the policy is ™o Mmake business work”.

m
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APPENDIX 3

6. Control of the Nation’s Credit and Payments System

6.1 Credit Creation

Probably the most serious, most misunderstood and most fundamental problem within banking is the
creation of credit (it is important to note that neither Credit Unions or Post Offices create credit).

Internationally acclaimed banking expert, Professor Richard Werner™ had this to say: -

"Erzantioly the borrower & oedited with money thot's coled 0 depoa® that nobody depoxited, hx
trvented. The bonks create fichiiouc depoalix ond thot's how the monay supply i craatad. As the bonks
bename mone Goserfin thay stevied 1 write the s =

Professor Richard Werner recently surveyed over 1000 students at Frankfurt University wherein 84%
believed that credit was created and allocated by the Gowvermment or Central Bank. This is the
commanly held perception but it is a fallacy - credit oreation is the sole preserve of private profit

maximising banking corporations.

Ini the same survey, Professor Werner asked: - “Would pou coree with o finoncly gutem whens privons
bornks crache the nGmey sl Crver 90% of respondents said na.

¥ Professor Werner of Sowthampton University is one of the world's lesding suthorities on internstional
banking snd credit creation. See Footmote 3 for link to Professor Werner's presentation to FEFI Conference in
April 2014

* Slides in this section courtesy of Professor Richard Wemer's presentation at PEFT's April 2018 Dublin

[*X)
[ury
1}
m
T
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Figure 9: How Banks Create Money

UNIVERSITY OF
LocaLfirstcic Southampton
Promoing local banks Cantre for Banking, Frarce and Sussinetic Developrent

How do banks create the money supply?

* When someone takes out a bank loan the bank pretends that
this borrower has pald In a ‘deposit’

+ But neither the borrower nor the bank (nor anyone else) has paid
in or transferred any money into the borrower's account.

« The bank creates a fictitious deposit, and nobody Is able to tell
— because banks arse the settlement system of the economy, and
we believe them to be honest accountants.

Figure 10: Trade Secrets of Banking

~ UNIVERSITY OF
LocALfirstcic Southampton

Promaoting lecal banks Cantre for Basking, Finance and Sustanatic Development

Trade Secrets of Banking
The unkown legal realities of the banking business

» Banks do not take deposits
» Banks do not lend money

Control over credit creation goes to the core of boom—bust economics. The commercial banking system
in Ireland controls the credit supply of the nation so essentially it controls the economy of the country.
It controls the amount of credit created, who gets it and for what purpose. The recent record of these
institutions, supposedly under the watch of the Central Bank and the ECB has proved disastrous for the
Irish economy. Whilst these pillar banks are solely profit motivated, the model nevertheless, is
supposed to be risk averse in that loans are backed up with securities and collateral provided by the

loan applicant.
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Only circa. 3% of the money supply is cash (notes & coins). This is the only portion of the money supply
that comes into the economy that is not debt with interest attached. It is issued by the ECB through the
CBol. The Dept. of Finance / Government benefits in the form of Seigniorage on this 3%. It plans to
eliminate cash altogether; in 2014 it kicked off a £1m marketing campaign for a cashless society®. The
remaining circa 97% of credit creation is in the hands of these unaccountable commercial banks. This
alone is a staggening fact; to think that a handful of bank CEQ’s and their management teams, whose
sole motivation is to maximise salaries, bonuses and shareholder return, recklessly hyper inflated credit
creation to fund the non-productive and speculative economy, when the result was inevitable. Irish

citizens were then called upon to fund the £€67bn bail-out.

Figure 11: The Creation of Credit

~ UNIVERSITY OF
LocaLfirstcic Southampton

Promatng loc banks Cante for Barking. Finance and Sustainable Daweksman:

Trade Secret: What makes banks unique
The case of a £1,000 loan

Step 1 T'he bank *purchases’ the loan contract from the borrower and records
this as an asset.
Dehoafimm o ERak A

[Ases | Lihiiti
£1.000 A‘
Step2  The bank now owes the borrower £ 1000, a liability, It records this

however as a [ictitious customer deposil: the bank pretends the
borrower has deposited the money, and nobody can tell the difference.

Assets Liakilities
£1,000 £1,000

Recent unchallenged revelations by whistle-blower, Jonathan Sugarman®? show the mayhem and total

disregard for risk assessment that pervaded the banking, regulatory and political systems, leading to

4 bt/

30033110.html
« JIWWW. .com'watch?v=F-EvFQvoAtd
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the arash. In effect, the wealth and socic-economic well-being of our nation was gambled away by a

dutch of privileged institutions underpinned by an effective guarantee by Irish citizens.

Clearly, contral of the creation and allocation of the nation’'s credit supply needs to be urgently
addressed through national debate. The introduction of Community / Public banks that practice
sustainable lemding to the productive economy can substantially counter the reckless behaviour of

private banks and therefore counter to some extent the likelihood of further boom-bust cycles.

Figure 12: Barclays Bank — A case for the Serious Fraud Office?

LINIVERSITY O
LocaLfirsteic ‘Southampton

Fromoting local Banks e for Bansing. Financo ang Susanabin Deealcpm :rl:.
Fact: How Barclays Bank invented its own capital

Step 4 Barclays now pretends it has discharged ils accounts payable
liakility by recording il as a 'customer deposit, Bul nelther the
bank nar the customer nor anyone else has made such a deposit.

Barckrys Bank
A iy Lmhalitics
i Tdbn AN P a
o £74bn

Step 5 Qatar now draws down its "deposit’ with Barclays, in order to
purchase Lhe newly issoed preference shares: A liabikly swap.

Barciays Bank
L. malsilitics

Anncla

LC74n | 0
F + £ 7.8hn
Problem solved:
Mlm““l CAp itk

6.2 Payments Systemn

In addition to monopoly control over credit creation, lreland’s private commercial banks have
monopaly control over the payment system, the system used to settle all financial transactions. The
operation and proper functioning of the payments system is dependent on the solvency and liquidity
of individual banks. Recent stress tests highlighted the vulnerability of both AIB and Bol.
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Ireland should ensure that private banking executives are never again in a position to hold government
/ gtizens to ransom through their control over the payments s',,lster'n Py ke M sheubd b
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Appendix 4

7. Characteristics of Pillar Banks V Public / Community Banks

7.1 Too-Big-to-Fail Pillar Bank Model & Moral Hazard

Essentially, the phenomenon of “too big to fail” created a moral hazard that forced (rightly or wrongly)
the Irish Government to issue a systemic puarantee in the amount of £440bn to cover bank costumer
depaosits and bank’s own borrowings back in September 2008. Irish pillar banks were deemed too-big-
to-fail on the basis that their failure would threaten the entire financial system and the economy at
large. Moral hazard in effect oreated an insurance policy for the pillar banks under which an
unsustainable tsunami of credit was created that inevitably led to the banking crash of 2008.

Without any discernible regulation, a mammaoth bonus culture took hold of the fimancial system, where
short term profitability outweighed the bank's own long term interest as well as the public interest
Extraordinarily, neither the Central Bank nor the ECB made any attemnpt to reign in the mmpant credit
creation that led to the crash; if anything, the credit balloon was encouraged by both.

It is scarcely believable that despite the too big to fail culture that ruptured the socio-economic well-
being of our people and resulted in unprecedented hardship being foisted on the ecomomically weakest

sections of society, current gowernment policy appears to be once again aimed at recreating the too
big to fail model that so destroyed the economy.

J6|Page
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Why does government policy appear to back the pillar banks in this manner, when there iz a gaping
conflict between the interests of pillar banks and those of the wider economy? There is a ready-made
solution, the creation of an Alternative Banking Force encompassing Credit Unions, Post Offices and a

network of new public banks.

7.2 Centralisation v Customer Proximity and Regional Empowerment

Ireland’s pillar banking model is becoming more and more polarised towards Dublin based institutions;
the branch network continuwes to shrink and even the most trivial of loan applications are decided by

faceless administrators im Dublin.

The indigenous economy c@nnot be best served by pillar banks that are beating a retreat from the
regions whilst preoccupied with innumerable bonus motivated teams working on extraneous oddities
such as securtisation, derivatives, interest rate swaps, arbitrage, alternative investments, algonthmic
trading, hedging, junk bonds, instruments, taking liguidity risks and long J/ short positions, proprietary

trading and structured products, none of which have any place in the indigenous economy.

Back in the 1970's, Ireland had a network of regional banks, e.g. Munster and Leinster Bank, Mational
Bank, Provindal Bank of Ireland and Royal Bank of Ireland. In that era, decision making was largely
devolved to individual branches with oversight from regional or head office. This model worked well for
individuals and SME / farmers. In short, the currant bankdng structurs i not fit for purposs.

It is imperative for the survival and growth of the indigenous economy that banking activity occurs
predominantly within the loal community, local decisions for local enterprize, i.e. that we go back to

basics. PEFI's proposal takes account of the existing infrastructure that provides for dose customer

proximity and decision making which will in turm empower every region of the country.
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7.3 Credit Creation:

Productive Economy

v

Financial and Asset Speculation

A prerequisite to placing the economy on a sound footing going forward is an understanding of the role
and effect of credit creation on the economy. Successful post war economies such as Hong Eong, Japan,
Korea, Taiwan, Indonesia, Malaysia, the Republic of Korea, Singapore and Thailand |collectively known
as the East Asian Miracle) were built on creating oredit for the productive or real economy. These
economies limited lending for financial transactions to below 15% for decades, until the 1380's, when
lending itself exploded and lending for finandal, asset and property transactions soared to more than
30% in lapan. The U.5. created a similar asset bubble in the 1920's and Scandinavia did so in the 1980s.
Muore recently, UK. Greece, Portugal, Spain, kaly and Ireland created massive asset bubbles which led
directly to financial collapse in these countries. Lending for financial transactions, e.g. asset and
property does not add value to the economy. As Professor Richard Werner puts it, financial transactions

do not add value because “it is g zero-sum game” [what one party gains, the other loses).

The lesson to be learned is that credit for property and asset speculation creates property and asset
bubbles, followed by finandal crisis with potential catastrophic effects for the socio-economy, unless
strictly managed. The banking model proposed by PEF| operates on a strict fractional reserve ratio of

6:1 and does not engage in lending for speculation.

7.4 Credit for the Real Economy, the Productive Economy

In reshaping the banking sector and setting goals going forward, it is important to differentiate between
"economic activity' and ‘servicing the productive economy’. In 2015, a handful of multinationals in the
tech, pharma and aircraft leasing sectors caused enough ‘economic activity' to reflect a 26.3% growth
in GDP, making Ireland liable for an extra £280m in EU contributions. Employment prowth was just 2.6%

during this period or one-tenth of the GDP “growth®”.
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PBFI contends that Government policy has failed to adequately provide for effective and sustainable
lending to the productive economy which reflects a failure to understand the primacy of the productive
economy™>. This view is backed up by ISME findings for Q2 2018 which led then CEQ Mark Fielding to

state:

“Access to fingnce is still among the top three main concerns of SME owners, behind cost of doing
business and economic uncertainty. The refusal rate of 35% is still too high and points to o continued
overbearing risk aoversion by the main banks and their inexperienced staff. The national figures clearly
demaonstrate that all three rescued banks are chasing Prudential Liguidity through reduction of the
quantity of logns on their balonce sheets through a reduction in SME lending............. one of the keys
to economic revival and sustained recovery is o properly functioning banking system. The cormerstone
of the economy is the SME sector, which will newver reach its potential starved of appropriate finance.
The Government must stop merely acknowledging that we have a banking problem and begin to act
decisively.*

The East Asian Ecomomic Mirade was made possible through prudent lending with an emphasis on the
indigenous economy of the region. A 1953 study by the world bank™ on the Asian Economic Miracle
found that the Asian economies had "hean sy sucossdin of shoring the fnoty of growth®, The
study foumd that rapid economic growth ocourred alongside a mowe towards an even income

distribution. There are lessons to be learmned from the Asian Mirade®.

7.5 Community / Public Banks and the Productive Economy

By design, Community banking ensures the availability of sufficient volumes of oredit for the productive
economy at firgt cost to borrowers. PEF] contends that government approach to funding the indigenous
economy iz fundamentally flawed®. PBFI's proposal dovetsils with the unigue position and
geoagraphical spread of both Credit Unions and Post Offices. The proposed Alternative Banking Force
will seamlessly fill the clearly discernible banking wvoid and play a pivotal role in empowering the

indigenous economy through local and regional lending.

41 Bes Appendix 7, Flawed Gowernment Approach to Funding the Product Econonny.

* World Bank Policy Fesearch Bulleting Aupust — Ociober 1993, Volome 4, MNumbser 4

* Sea Dponmentary: - “Britain’s Trillion Pound Horror Story™ hitps:/fvimeo com@2357576
% Sea Appendix 7.
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Ireland’s indigenous economy has vast potential for expansion. The marine and fisheries sector, agn
sector, green energy and tourism are largely untapped. Some structural change may be required,

particularly in the fisheries and agri sector.

The recently created bramds of the Wild Atlantic Way and the new Ancient East initiative provide a
platform for a host of tourism related SME and micro enterprises. There is further demand for funding
for a host of agri-sector initiatives induding craft beer brewing, organic farming, local stone ground
milling operations, local bakery sector, tannery, sugar and industrial hemp production together with

virtually unlimited potential to re-establish the fishing and fish processing sector.

In addition, there is a demand for local modemn state of the art beef, lamb and pig processing units that
have the potential to add enormous value within the processing chain, particularly in the rapidly

growing markets for “fifth quarter” produce®’.

As it stands, the indigenous sector is almast totally reliant on funding from the fractured pillar bank
sector (with 3 banks having 95% of the SME market) that has retumed to its old ways of financing
speculation and globalisation whilst only paying lip service to real development of the productive

BONOMYy.

It is extraordinary that despite pent-up demand for funding and exponential opportunities to expand
the productive economy, successive governments have gone to such lengths to restrict the role of
Credit Unions and Post Offices, to such an extent that their respective futures are under serious threat;

a verny disturbing dichotomy?

7.6 Has Foreign Direct Investment Peaked?

The assumption must be that FDI into Ireland has peaked, primarily for the following reasons: -

®= E.U. Apple Tax Decdision, whatever the outcome of the appeal, secretive tax arrangements
containing discriminatory or selective treatment for one or a few global corporations will no
longer be on offer to attract future FDI. Ireland will retain it's 12 5% corporate tax rate and the
6.25% rate for research and development (KDB, Knowledge Development Box) will remain.

® LL5 action under President Obama to curk inwersions, which halted to proposed inversion
between Pfizer and Allergan in April 2016. President Trump has committed to taking an even
tougher stance on inversions.

41 =Fifth Coarter refers to circa 50% of an animal’s live weight that farmers currently receive no paymens for. It
includes heart, liver, kidneys, tongue, stomach skirt, tripe, intestine, tail embryonic fluids, borms, head, ears,
glands etc. Fifth quarter is used in making 8 host of pharmacenticals, cosmetics, hovsehold and mdustrial goods,
includine el

A |Page

174 |Page



Department of Finance and Department of Rural and Community Development

| Report on Local Public Banking

®  LL5. President Trump has committed to lowering LS. corporate tax rates from 35% to 15%.
Whatever happens, the gap between Irnsh and US5. corporate tax rates is set to narrow
considerably. As recently as 5t Patrick’s Day 2017, President Trump's press secretary, Sean
Spicer spoke in relation to US jobs in lreland: - "hhose joix In g b of coces, mowsd 2o esana
bevquse of o more fovounable by clitiode, @ more fovouroble birsimess citrate, Gor iob 15 1o get
tham bock, wifortumately.”

®*  The UK. has already committed to lowering corporate tax rates to 17% by 2020 and Prime
Minister Theresa May has not ruled out a further lowering of rates to less than 15%.

Unguestionably, Ireland has placed an over-emphasis on FDI to the extent that the latent indigenous
economy has been neglected. All of this means that, going forward, Ireland must lower its cost basze to
drive the indigenous economy. Again, a prerequisite for advandng the indigenous economy is a fully
functioning banking sector that can provide funding at first cost without the funds having to go through,
in some cases, layers of intermediaries*. PEFI's proposal comfortably achieves this aim thus making an

overwhelming case for the imtroduction of German style public banking to Ireland.

4 Sea Appendix 7: Ireland’s Approach to Be-Banking Ireland
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Appendix 5

8. Vista Facing Credit Unions is Stark

8.1 Credit Unions left with no option but to introduce Savings Cap

Recent anmouncements that several Credit Unions are being forced to impose lower caps on savings,
as low as €25k, only serve to heighten concerns regarding the future of Credit Unions. Government
imposed restrictions are preventing Credit Unions from loaning to the SME sector which, in turm
impacts severely on loan income. The knode-on effect is that Credit Unions cannot comply with the
requirements for its reserves held in the Central bank [reserves must come from profits on loan
income). This latest development coupled with negative interest rates applied by the commercial

banks place Credit Unions in an even tighter straight jacket while SME / ME are starved of credit.

8.2 Need for Proportionate Regulation and Regulatory Impact Assessment

The Central Bank imposes a hugely disproportionate burden of regulation on Credit Unions without any
measurable justification and appears unwilling to acknowledge that the key challenges facing Credit
Unions are 25 3 dinect resulk of the benkdng collepse. The banking collapse was primarily caused by a
catastrophic failure of regulation of the pillar banks which allowed exponential growth in lending for

speculative purposes, mainly in the property sector®®. The Central Bank together with the ECB turned

+ Between 1997 and 2008, credit creation relative to GDP more than tripled creating profound distortions i the
Irich econonty. The proximate camse of the boom and bust in Ireland since 200 is well knowm: constmction.
Ireland went from zetting 4—6 per cent of its national income from bouse building in the 1990s—the nsual level
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a blind eye to the creation of this unsustainable credit bubble™. The pattern was repeated across the

PIIS5 countries, Portugal, taly, Ireland, Greece and Spain.

Credit Union loan arrears and bad debts spiked in the aftermath of the banking crisis with rising
unemployment and austerity. Credit Union loan books fell from €7bn to under €4bn between the
collapse in 2008 and the end of 2015, because of the banking collapse and this dramatic reduction in
loan income has been the biggest challenge faced by the Credit Union movement. Moreover, in a move
designed to stimulate economic growth, EU monetary policy switched towards negative interest rates
in 2014 This further impacted on Credit Unions in terms of returns on deposits. Credit Unions affiliated

to ILCU alone, claim to have more than £8.5bn in surplus fumds®.

The Credit Union maovement remains extremely well capitalised and continues to operate prudently as
illustrated by the following figures from ILCU 2016 figures™:
#  Credit union lending up by €216 million in 2016 (ROI)

#*  Credit union loans are up by €216 million (6.1%) in 2016 and were up €534 millicn
alone in the last quarter before year end, September 2016.

*  B2% of credit unions (192) have recorded growth in their loan books
®  Loans have now been up for five out of the last six quarters.

®  The credit union movement is extremely well capitalised, reserves have increased by
8.4% to £2_3 billion.

*  Credit unions have €880 million in excess capital above the 10% minimum capital
reguirement.

*  Total loan provisions (funds set aside for loan losses) now exceed total gross loan
arrears by €170 million. This buffer is in addition to capital reserves of €2_3 billion.

*  Gross loan arrears have fallen by 27% (€119 million) for the year to end September
2016, and are now at a ten-year low.

for a developed economy—io 15 per cent at the peak of the bubble in 200607, with another § per cent coming
from other construction. (Morgan Kelly, The Irish Credit Bubble, December 21 2009).
5 hitps - 'www. younbe. com'watchTv=F-EvFChoAtd Whistle-blower Jonathon Sugarman speaking in European

Parlisment, Movember 15 2016
a I[.{:Usmmm, Gmbu!ﬂ“’ 2016
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®  Arrears have fallen for 19 consecutive quarters.

In contrast, pillar banks continue to pose an ongoing systemic risk to the financial systemn, to the wider
economy and to stateftaxpayers. In the most recent stress test carried out by EBA®, AlB and Bank of
Ireland fared second and fourth worst respectively among 51 EU banks scrutinised over their ability to
withstand a three-year theoretical economic shodk. To make matters worse, these poor results were
achieved on the back of AlB and Bol charging the highest interest rates in Europe, almast double the

EU average™.

Of further concern is the fact that during late 2015 and 2016, insurer FBD switched over £€150m of its
deposits from the pillar banks into corporate bonds. When one considers that FBD¥s CED, Fiona
Muldoon is former Director of Credit Institutions at the Cemtral Bank, FBD's recent action is both
informed and foreboding. Ms. Muldoon told the Irish Independent that the switch was because of the
extremely low returns offered on term deposits by banks, coupled with fears that new bail-in rules
[BRRD) introduced by the European Union could expose bank bondholders and depositors to bailing

out a failed lender.

PBFl acknowledges the work of ReBo® and the Report of the Commission on Credit Unions™,in
particular the Commission’s acknowledgment of the need for a tiered regulatory approach to Credit

Unions. The Commission’s final report states in 7.6.1: -

Fowever, it s Imponiont o ensure thal the repuiaiory requirements in ploce for oredit unlons ore
proportioncie to the notore ond scale of the oedid wafon. &t recogritienr of this the Commission

recommencs o tered reguimnry approach”.

In relation to the operating environment, the Commission further acknowledges in its final report that
TAx Chopher 2 chows, @ mambear of waeaimessas ove been identifled in the sector:

= Costs have imast cotdied, criven priioril By Increcses i previsions, and incode fios decimed.

» Crecit cmdons are sipnlficantly under-font. The mveroge loar 1o ossel rebio o5 of 31 December J012 wos
40755, an hisipriclow. As @ corsequence, the share of nvestmen hotdings by irish credli wtcrs & high.

! Ewropesn Banking Authority, results relegsed Faly 2016
¥ Sea Appendix §, Competition Law | Policy and the Irish Banking Sector
- ]n_'rE www.Tebo.ie’ The Credit Union Restructuring Board
-/ fwany. finance. gov ie/za what-we-do'b -financial -services'credi t-umions credit-onion-

COmImisslon/conumission ~credit-unions Commission on Credit Unions
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Thix odversely impacls upon foome generotkon o the return from vestmends fends io be fower thon
irdevest receivable or loans.

a Sinen 2007, crelt untonr howe suffirwed o rharp decting in thelr retuen on oxeets, whidh by 30 September
2011 had falien to D.6%

s Thare I svidence of o wide dignority In creclt umion performaonce with lorger cradit unicns tending to
perform Detter than thelr smalier coumterparts,”

Perhaps the Commission's next finding has set the tone for RelBo and its consolidation strategy.

Comemisalon Final Report [7.2.2]: -

Tooking oheod, thene [s atsn o ronge off cholenges fooknyg creolt telons:

* A modern reguistory fromework will require investment in systems, sk ond
expertive ard' o new way of working. Thess will feod to odoltonal’ cosly amd poit iv
the need o find new econcmies of xcate”,

*  Credi® umdons, i penerol. need to produce aodvtionad Income which could be perreraied
Jom, inter ofla, expending the ronge of products and serdors thar credlt vrions
preniie”

Very significantly, the Commission makes a finding that closely dovetails with PEPI's proposal.

Comeission Final Report [7.2.5); -

"I crectit smions oo rediaee Chedr cost Bose tinough economies of soole omd sooge, whie
Impreving thedr Income sthreovm Hhvauph the provision of o wider rovge of producls or
expomdivig esdsting kg, then Lheve & o operiiig for oredit uions fa become o thivd
piltor of the Irtsh finomdhol system.”

Under PBFI's propasal, the development of many new banking products together with the associated
increased investment in systems, skills and expertise will largely be borne by the Central Service
Provider [C5P], leaving individual Credit Unions and Post Offices to reap the benefit of the increased
revenue stream arising from their role in the new full service Altermative Banking Force. PBFI's propasal

obviates the need for wide-spread closures and /f or mergers of Credit Unions and Post Offices.
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8.3 Credit Union market share

The graph below demonstrates the paltry 3.7% share of Irish household debt / loans held by Credit
Unions. PBFI's proposal to form an Alternative Banking Force incorporating Credit Unions, Post Offices
and a new Public Bank network will have the capacity to dramatically increase market share (to many
multiples of 3.7%). There will be combined capacity to develop a substantial will loan book over the

medium to long-term.

Figure 13: Credit Union and Commercial Banks Market Shares-Ireland
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Against this backdrop, it is perplexing that past governments / Central bank have imposed such
draconian regulations and operational restricdons on Credit Unions. These restrictions have given the
pillar bamks a one-way ticket to charge artificially high interest rates to 5ME’s and comsumers alike.
There is a widely-held perception that the scope of Credit Union activity is being deliberately

suppressed to fadlitate profit maximisation by pillar banks.
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8.4 The vista facing Ireland’s Credit Unions is stark.

The wista facing Ireland's Credit Unions is stark. Despite written commitments to actively promote
competition in Ireland's banking sector, government has failed to take any meaningful steps to do so,
though it is acknowledged that the recently announced Consultation Process by Minister Michael Ring
and the Department of Arts, Heritage, Regional, Rural and Gaeltacht Affairs offers some
encouragement. It should be a matter of concern that Brussels favouwrs a federal pillar bank system over

models like the German Public / Community bank example.

On the one hand, government, 3 major shareholder in our two and a half pillar banks, has colluded in
the fixing of artificially high interest rates with the sole purpose of fattening balance sheets [at
consumer's expense) whilst on the other hand, government continues to impose potentially fatal anti-

competitive restrictions on Credit Unions: -
Restrictions on Credit Unions

*  Government imposed £100,000 cap on savings that an individual member can hold in the credit
union. Credit Unions are now having to self-implement low deposit caps (as low as €25k)
because of difficulties paying dividends and charges levied by commercial banks to hold large
Credit Union deposits.

*  MNo more than 10% of a credit unions total loan book can be for a period greater than 10 years
[15% in some cases).

®  Credit unions are currently required to maintain 3 Regulatory Reserve Ratio of not less than
10% of total assets.

®  Credit unions cumrently have little option but to place funds on deposit with commercial banks
which given current imterest rates achieves negligible returns.

®  Credit Unions are not allowed to make loans to incorporated SME's and Micro Enterprises;
lending must be to private individuals.

®  Credit Unions traditionally have not been permitted to engage in mortgage lending, though
some changes are afoot in this regard.

®  The restrictive and drawn-put process to allow Credit Unions access to debit cards, current
accounts etc make Credit Unions less attractive.

®  There are totally unjustified and restrictive delays in clearing cheques.
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®*  |nthe aftermath of the banking crash, many would be Credit Union costumers were driven back
to ruthless money lenders (who operate with impunity), as it became increasingly difficult to

secure loans from Credit Unions with so many failing credit checks.

8.5 Bank Credit Creation v. CUs lending money

As per Appendix 3, banks don't lend money. Banks simply facilitate the creation of the ‘loan’ applicant’s
credit, i.e. the bank purchases the ‘borrowers’ promise to pay (the ‘loan’ contract) in return for the
‘credit facility’ {or money) referred to in the contract. The bank does not pay the ‘borrower’; instead, it

records a credit to the customer's account. No money is transferred from slsewhere. This ‘credit’ is

what we use as our currency. The application form, “promise to pay” is effectively translated into

computer credit

Securitisation of loans and mortgages by banks allows banks to sell books of loans and thereby further
increase credit creation im an almost unlimited manner. Banks can also borrow to increase their

reserves, which further facilitates credit creation.

“Banks lend by simultoneously creating a loan asset and a deposit lability on their balance sheet. That
is why it is called credit “creation” — credit is created literally out of thin air [or with the stroke of @

keyboardF™~

Commercial banks extend credit in amounts of up to ten times their reserves, when and if they abide
by lending rules, as against Credit Unions that lend real money (their members deposits). Commercial
banks can make, at a minimum, ten times the profit that Credit Unions can make on lending, and with
negligible risk.

PEFI's proposal substantally levels the playing field and introduces badly needed competition to the

banking sector.

7 panl Sheard, Chief Global Economic & Head of Global Economics and FBesearch, Standard snd Poor's.
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8.6 Mortgage Market

Credit Unions have been exploring the mortgage market for some years now. PBFl welcomes this
proposed move but cautions against lending inte a property bubble which could have devastating
implications. At present, property prices are significantly out of proportion with average salaries of circa
£37k per annum. Ireland’s productive economy cannot support present house price levels, particularly
in the greater Dublin / Leinster area. Huge tranches of houses have been bought up by vulture funds
for as little as 17c in the euro but housing supply remains constricted and prices vulnerable. Entry into
the general mortgage market now would be an extremely risky wventure for Credit Unions or indeed for
the proposed new Alternative Banking Force as envisaged by PBFI. PEFI's proposal is intended to drive
the indigenous economy forward, both rural and urban. The provision of an adeguate housing
infrastructure is core to supporting the indigenous economy and visa versa. Credit Unions are reported

to have circa €5bn available to invest.

PBFl believes that Credit Unions / Alternative Banking Force should enter the housing market in
partnership with government / social housing crganisations so to accelerate the provision of social
housing in circumstances where there is a guaranteed return on investment. The return would be more
than the paltry rates offered by pillar banks but would equally make the funding of sedal housing
affordable. Clearly, there would be huge merit in PBFI's proposal to create an Alternative Banking Force,
as available funds could be leveraged at 6:1, the strict fractional reserve ratio adhered to in the German

madel.
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Appendix 6

9. Competition Law / Policy and the Irish Banking Sector

9.1 Overviewe

In creating the conditions for the various bank bailouts, the EU, ECB, IMF and Irish Government
collectively / collusively produced word formulas to justify wholesale breaches of European and Irish
Competition Law (particularly State Aid Law). Regardless of the rights or wrongs of the bank bailouts,
the above institutions emphasised that introducing competition in the Irish Financial Sector was a

fundamental condition attached to the bailouts.

The reality is that these same institutions are colluding to create a federal European banking model
dominated by a few privately-owned pillar banks with exclusive power to create credit. Even the
incredibly successful German Public and Co-Operative banking sector is coming under pressure from
Europe / ECB and its long-term existence is under threat. How can this make any sense? A 200-year-old
banking system that is publicly owned and has been the driving force in creating the world's fourth
largest economy is now under threat because it conflicts with E.U. objectives?

The crux of the problem is that the commitments made by Ireland and the E.U. appear to run contrary
to E.U. / ECB policy. It could be interpreted that the commitment to introduce real competition into the

Irish banking sector was a mere ruse to justify circumwventing E.U. State Aid law.
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The imperative remains that the Irish government and E.U. deliver on competition commitments. It
goes without saying that the German Community / Public banking medel should form the comerstone

of any new banking force.

9.2 Market Concentration

Ireland’s domestic banking and financial services sector remains highly concentrated by international
standards®. Customers are denied the bensfits of competition in terms of better value for money,
choice and service. The Competition Authority investigated this issue in 2005. s report focused on
three spedfic areas; personal current accounts, lending to small business and the crucial role of the
payments clearing system. A host of anti-competitive restrictions on competition were identified in the
report and the Competition Authority put forward twenty-four recommendations to remove obstacles

to competition™.

However, since 2008, competition has steadily eroded with several banks exiting the Irish market.
Today, three banks Bol, A1B and Ulster bank control 95% of lending to small business™ in Ireland. Thres
banks hawve 79% of the mortgage market and almost the total mortgage market is in the hands of five

commercial banks™,

Paolicy-makers, induding the former Governor of the Central Bank, Patrick Honohan, spoke of ‘new
entrants from owverseas’ that might enter the Irish market and provide competition. This has not
materialised in any meaningful way; instead scores of vulture / hedge funds have managed to buy up
billions of euro worth of Insh property assets at massive write downs, fadlitated by Government,
Central Bank, MAMA, KPMG [special liquidators to |BRC) and Revenue (tax breaks), while Irish citizens /
5SMEs were unable to obtain credit.

% The Herfindshl Index does not give an scourate pichire s Credit Unions are incihoded in the measuremsnt of
CDII.I:E:IJIB.IJDIL
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This approach by government is again evidenced by the introduction of ICAV legislation®. Further, in
correspondence sent to PBFI, dated January 8™ 2016, on behalf of Finance Minister Michael Noonan,
the Minister dismiszes ocut of hand any support "o Bhe oremion =F o Lacad Pubiic Bariong System. . _.of
this me®. To date, Government action appears to be completely at variance with government and ECB

stated commitments, i_e. to bring competition into the market.

The knock-on effect of the failure to tackle the unhealthy levels of market concentration has resulted
in @ massive transfer of wealth from Irish citizens to foreign owned funds, while tens of thousands of

mortgage holders across the country are in danger of losing their homes.

Neither does it appear, has any consideration been given to the prospect of a second round of bank
failures? As recently as August 2016, the Central Bank® stated that AlB and Bol were “vulnerable to a
downturn'. This view was shared by global ratings agency, Standard and Poors. A repeat occurrence
would mean another economic collapse and depositors, including Credit Unions could lose their
depaosits through bank bail-ins*. An alternative rizk averse banking force would at least offer security

to depasitors.

9.3 Constitution of Ireland 1937

Before looking at Irish and European Competition law, a perusal of the Irish Constitution™, particularly,
Articdke 45 of the Directive Principles of social policy gives further cause for concern. These principles
are enshrined in the Constitution but responsibility for their implementation rests with the Qireachtas.
While Article 45 is somewhat aspirational, there are nevertheless some dear Directives that successive

governments fail to even acknowledge: -

Article 45 2 [ii] That the cwmershlp ond contral af the moteri resowroes of the commumity may be 30
chistribited omongst privite nclvichucir ard the variour charses o bect 22 sulsene B cormmon good.

62 Irish Collective Asset Managzement Vehicles Act 2015, drafted by Goodbody Stockbrokers
ggr-'*vmw g-n_ng,lg ief UIPH:t-E]'Cl_l&F-@:EEFL_S&MH‘Eb&Ed_]E{'-‘EH'&IJUKEE’IG‘}‘-FE" 1B‘..l’.]1‘ii.-“~1c1 A

Is“I«I.tzer!li.F mlesmlmducad ntﬂle mafiﬂldmﬂrﬂmgielhsohmul{uhmﬂhw fm’hmkhml—ms,
where depositors money (above E100k) nmost be used (seized) to a level of 8% of the banks liabilities before
amy public money can be used to bail out the banlk.

6 hisp: /'warw, inishstammiebook ie/eli'cons/en/hirm]
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Article 45 2 [iii] Thet, especholy, the opermtion of free competition sholl not be ofowed 5o i devefop o9
o rasilt In the concemtnotion of the ownereing of contral off essertil comynodithes [credit creation] M@
e rutiviciucis i thee cormerson detrirnens.

Article 45 2 (iv) Thee In whot perions 1o the controd of credit the constant aond predominent ol shal ba
the weiftre of the peopke.

PBFl submits that the process of restructuring the lrish banking sector must take account of the

Constitutional requirements contained in Article 45.

9.4 Irish and European Law

A perusal of Irish®™ (Section 4 and 5 Competition Act 2002) and European®™ Competition Law [Articles
101 and 102 TFEU) leaves no doubt but that successive Irish Governments together with the Central
Bank and Pillar Banks have / are comprehensively in breach of both Irish and European Competition
Law. Indeed, the European Commission introduced several procedures to owerride the rules on State
Aid® to enable the rescue of Irish and E.U. pillar banks™ in and around 2008 / 2009. However, in doing

so the Commission imposed numerous conditions on the Irish Government including: -

2.5 Commitments by the Irish guthorities™

{102) The Irish quthorities hove undertaken o number of commitments related to the scope of

the divested and run-off entities by BOI as well as regarding behavioural measures to ensure the
preservation of the value of these gotivities ond 1o Xpecifanly oodnexy the Omitction of the
dictoriian of campeiiton nacwtng from the Sote suppart.

2.5.5 Commitments regarding State Measures™

q gf ol EMA J e R

& ETJ approved €592 billion in state aid to lenders between 2008 and 3012

™ Stare Aid N 546/2000 / State Aid N 149/2009— Restucturing of Bank of Ireland
hitp-/'ec surops.en/'competiion'state aid'cases 23338233382 1163194 133 2 paif

M Thid
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(155) Ireland has committed to undertake o pockage of alternative measures in order o resione
the competivion [n the Irizh bardng moriet by focifitmting entry omd exponalon of competitors ond
arfumoing the onsumar protection in the firansdal saetewr. in porticulor, Ireland committed to
carTy out specific measures in order to enhance:

(o) Custemer mobility and protection [provision of informaotion; tronsporency to focilitote
consumer decision making; fimancial inclusion);

(k) Entry of competitors {electronic bonking, SEPA migration, quality and availability of credit
history information and reporting by banks);

(c) Corporote governance.
3.1 Existence of State Aid™

(158) The Commission first has to assess whether the measures constitute State aid within the
meaning of Article 107(1) TFEL. According to this provision, State aid is any aid granted by a
Member State or through 5tote resources in any form whatsoever which distorts, or threatens
to distort, competition by fovouring certain undertakings, in so far as it gffects trode between

Member States.
Already approved aid megsures

(168) With regard to the measures alrecdy opproved by the Commission in s decisions
pertaining to the recapitalisation of BOI20, the CIF521 gnd ELG22 guarantee schemes in which
B0V participotes, and NAMAZ3Z, the Comristdon Aos aveody conchwed that thore meosurer
covstizne Stote old i fave o of BOV speciianily cr of the schemies” porticipating fnsiiudions, which
include BOI The Commission notes thot Wmiand har ooknosiedpen thot Bhese mancires
covzatitzte Sty el

Moreower, the web of government restrictions placed on Credit Umions and Post Offices create clear
distortions in the market for credit and other banking services. It is gquite astonishing that private

commercial banks can continue to create credit simply by having the borrower sign a promissory note
while Credit Unions cannot either lend “real” money or receive a viable interest rate from commercial

banks.

" Thid
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9.5 Competition and Consumer Protection Commission

In & 2011 paper titled “5tability and Competition in Irish Banking; Friends or Foes?" Cathal Hanley and
Andrew Rae of the Irish Competition Authority concluded that™: -

“there is a real risk that the creation of o banking duopaoly will not only reduce competition in
the medium term but it moy also exocerbate the Too Big To Fail (TBTF) problem, which has
forced the Insh State to step in to cowver the losses of private interests, to Qn even More sernous
Too Big To Save (TBTS) problem. Such o situation would arise if, in the event of another crisis,

the two remaining banks became too big to boil owt.

The twao pillar strategy seeks to address the problem of financial stobility but there is @ concern
thaot the measures token to protect the banking system in the midst of the crisis may risk
profonging the recessionary cycle if such policies halt the dynomism that creates investment and
Jjobs. The pillar banks, like any other institution gfforded shelter from competition, have a vested
interest in protecting the new stotus quo. TInE chaNange for polley monears b i chearly cfeHneiich
Fretween interssts of the banks, whiich con be axpacted &0 Strongly resist nestoring compettion,
and the iderests of consamers and iapapers wiich e it the modienarce of o stoble onl
compelitive bonking system.

In summary, PBFI contends that the earlier position taken by the Minister and Department of
Finance regarding the creation of a Local Public Banking Systemn is deeply flawed and further
asserts that the current structure and behaviour of the Irish banking sector wholly ignores the
prerogative to comply with Irish and European competition law. PBFl reasons that “legal

corruption® in the guise of regulatory and intellectual capture goes to the root of the problem ™.

™ htsp/fwww.cope de/sites/defanlt/files 201 1-10-
14%20Competition® 20 Policy%:20 %2 6% 0Financial %2 05 tability e 20-
Ya20Fiends 2 0orta20F st 20PAPER. pdf

" Sea Foomote 24 in the Conclusion
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Appendix 7

10. Ireland’s Approach to Re-Banking Ireland
10.1

Adequate or Flawed Approach?

In evaluating Ireland’s response to the banking crash in terms of putting structures in place to ensure
that sufficient funding at sustainable rates is made awailable to the indigenous economy, we look at
structure, availability and cost in the context of funding the productive economy. PBFl contends that

Ireland’s response, whilst having several pasitives, is substantially flawed.

Ireland has oreated a whole new financial sector through the creation of the Irish Strategic Investment
Fumd [I5IF] and the Strategic Banking Corporation of Ireland [SBCI]. These in tum operate through a
host of intermediaries, induding AlB and Bol. This serves to enhance the dominance of these banks and

further protect them from competition.

Crucially these pillar banks have will be influenced in decision making by negative credit history of many
applicants who have fallen victim to the credit bubble. Furthermaore, private commercial banks with
hugely dominant positions can distort the market for credit eg. in the decision by the European
Commission against the European cement cartel™ in 1994, the Commission found that the large cement
companies influenced international banks into withholding and / or withdrawing credit facilities from

competitors or would be competitors.
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10.2 Irish Strategic Investment Fund

Formerly known as the National Pensions Reserve Fund [MPRF], I15IF came into effect in December 2014,
at which time the assets of the NPRF were transferred to ISIF. ISIF has a mandate to invest its £8bn fund

commercially to support economic activity and employment in Ireland.

5o far, I5IF has committed €2 6bn of this. Its predecessor, NPRF had already invested a total of £20.7bn
in AIB and Bank of Ireland on the direction of the Minister for Finance™. NPRF and ISIF both had { have
two imvestment portfolios, a Discretionary Portfolio and a Directed Portfolio, the latter portfolio holding

investments directed by the Minister for Finance.

It is noteworthy that NPRF's statutory investment policy did not apply to the directed bank investments;
this raizes further state sid guestions™ . ISIF now includes bath portfolios; its wehbsite states that the
dual objective mandate of the fund, Le. investment return and economic impact, represents a new
approach to investing and will require all investments to generate investment returns and have an

economic impact in Ireland.

I5IF directly funds some infrastructural type investment such as its long-term commitment of £54m to
a £230m infrastructural development plan for DCU to specifically target student accommodation
projects’~. However, much of I5IF's investment goes to an assortment of on-lenders for mezzanine and

equity support of already established enterprises.

10.3 Strategic Banking Corporation of Ireland

5BCI was launched in October 2014 when Germany's state promaticnal bank EPW agreed to provide
funding for the Irish SME sector. The European Investment Bank [EIB] together with ISIF, the Council of
Europe Development Bank [CEB] and Mational Treasury Management Agency [NTMA] also provided
initial funding for 5BC1. However, SBCI merely acts as a warehouse for these funds which are on-lent to
eight finance houses’™. 5BC| has a total funding capacity of €1.25bn, of which €554 million has so far
been on-lent.

%
™ Thid

& Thid

" ATR. Bank of Ireland, Finance Ireland Limited. Merrion Fleet Manazement [imited, Ulster Bank, First
Citizen Finance, Bibby Financial Services Ireland and Fexro Asset Finance
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According to SBCI's CEOQ, Nick Ashmaore, SME’s that obtain SBCl funds through on-lenders are receiving
1.5% discount on market rates. However, Irish interest rates are almost double EU average rates. Is this
new banking structure efficient and cost effective for SME’s and the indigenous economy? Has it
brought more competition into the Irish banking sector? Why has the establishment of a Public /

Community banking network not received even the scantest of consideration (until now)?

In bailimg out Ireland’s pillar banks, both government and the E.U. gave firm commitments to introduce
real competition into the lrish banking sector (Appendix &) Why then make the profit maximising pillar
banks the main beneficiaries of 580 funds? On the face of it, there are conflicts for government
between saving the pillar banks and what is best for indigenous Ireland. ISIF has over £20bn invested in
AlB and Bank of Ireland with a mandate to make commercial returns and government, once again

appears fixated with maximising pillar bank profits at the expense of consumers.

The key guestion is, does Ireland’s cost of funds compete with other EU economies and the answer is
a resounding mo. This cumbersome and convoluted structure of intermediaries has created a whaole
new and costly finandal sector that cannot comipete with rates charged by German Community / Public

banks, which provide funding at first cost. The indigenous economy is the looser.

Ireland’s indigenous economy should be able to access credit at 3-4%. Much has been made of the
emergency funding made available to farmers at 2.95% but this should and could easily be the norm.
The farming community has been highly critical of the terms and conditions attached to these loans

with many complaining that they cannot get access to the cheaper credit.

In summary, PEFI believes that the structures put in place to Re-Bank Ireland are flawed to the extent
that the system fails in its primary objective of getting low-cost competitive loans to SME's at rates that
allow them compete with their German counterparts while also enhancing the dominance of private

pillar banks.
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Appendix 8

11.Role of Media in Molding Public Opinion on Banking / Banking
Crisis

Irish Media, in commaon with its international counterparts, has failed in its duty to properly inform the
public in relation to the structures, behaviour and ramifications of the existing banking sector
[monopoly on credit creation etc). The Mational Broadcaster RTE has come in for sustained criticism for
what many see as bias in favour of povernment policy and strategy. PBFI submits that RTE has failed im
its primary function of serving the public interest, which is a core principle of its own Journalism
Guidelines (2014)%, Broadcasting Authority of Ireland Codes and Standards® and the Broadcasting Act
2008%. Ireland's privately-owned media has fared no better.

These views are supported in a recent PHD research paper by Mark Cullinane on the response by the
BBC and RTE to the economic crash that found: -

# hitps.//static rasset. is/documents/abowut re-journslism-idelines-3 014.pdf
88 ity | wrwvy, b ieen'codes-standards#al-block-3
& hisp:/'wwrw, i shstamnebook ie/eli 2000/ act/] 8/enscted ‘en /himl
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- Both BEC and RTE "as having fallen more or less in lockstep with the right-wing economics

of their respective conservative governments.”

- An analysis of the more than 150 separate broadcast items across the sample revealed some
consistent features that confirm the general impression of public service broadcasting’s susce ptibil-
ity to reproducing the preferred narratives of their political masters.

PBFI submits that the National Broadcaster RTE has a duty to provide generous air time in the form
of documentary and debate to leading global experts on banking, banking reform and credit creation

such as: -

- Professor Richard Werner, Economist Southampton University

- Ellen Brown, Attorney and Author

- Representatives from Savings Bank Foundation for International Cooperation (SBFIC)
= Professor Michael Hudson, Economist

- Professor Steve Keen, Economist

- Professor Ray Kinsella

PEFI also calls on privately owned awdio visual, audio and print media to get the Community J/ Public
banking discussion going in the best interests of areating a thriving indigenous economy that maxim-

ises the future social-econemic outcome for all Irish citizens.
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RURAL INDEPENDENT GROUP

SUBMISSION TO THE CONSULTATION ON

LOCAL COMMUNITY BANKING

28" March 2017

Drear Minister Ring,

As putlined in the Programme for a Partnership Government, this government committed to
advancing a new model of ‘community banking'.

We are all aware of the vital social and economic value of the post office, particularly for Rural
Ireland. Community banking would secure the viability of the post office network throughout the
state by emabling banking services, incduding bank accounts through the post office network and
enabling credit services, including bank loans, micro-loans and credit cards through the post office
network.

The Rural Independents Group fully support the concept of Community Banking based particularly
on either the Knvibank model in Mew Zealand or the German Sparkassen model.

You will recall that In Movember of last year the Rural Independent Group intreduced a Dail Motion
that received unanimous support which called on the Government to:

-implement an action plan for the Post Office Network within 3 months;

-implement a new Community Banking service operated by an Post to be made available in all Post
Offices throughout the country.

We also called for the government to agree a once off Capital Investment Fund for the further
modemisation of the Post Office Network to enable the widespread provision of banking services in
rural and disadvantaged urban areas, most of which have been completely abandoned by the
current banking model.

The Rural Independent Group fully support the work of the Public Banking Forum of Ireland who's
recemt analysis demonstrated that Irish commercdial banks which are the so called “pillar banks" hold
a market share of roughly 35% of the Irish market, whilst German commercial banks which include
Deutsche Bank, and others hold a mere 12 5% share of the German banking market.

The banking model in this state needs a root and branch reform. We simply cannot allow the
punitive monopoly of the pillar banks to continue as they maintain their stranglehold on the creation
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of credit and insist on operating from principles directly opposed to the public good. We believe that
Community Banking can offer a viable alternative to our current model.

We welcome this consultation pericd, howewver, It is vitally important that this issue is progressed as
a matter of priority and we look forward to a positive outcome from your Department and some
progress on the establishment of Community Banking to help secure the future of Rural Ireland.

Yours sincerely,
WHavtie Methatk Wichael Fealy Bae

Mattie McGrath TD Michael Healy Rae TD

On behalf of the Rural Independent Group
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Relevant Articles in relation to Community Banking

Prowiding Low-Cost Banking by 5aving the Post Office — Ellen Brown

By @MatCounterPunch

Postal banking already a success

Countries as varied as Germany, Japan and New Zealand have successful postal banking services. The
Japan Post Bank is the country's largest holder of personal savings.

For more than a cemtury, what is now known as the Japan Post Bank accepted deposits but did not
lend, instead handing deposits to the Ministry of Finance, which used the funds to finance public-
works projects. In 2001, the bank began direct lending instead of sending its deposits to the ministry.
But this was accompanied by a privatization scheme. That scheme was halted in 2009, and has not
been re-instituted despite the return of the conservative Liberal Democratic Party that originally
pushed for the privatization. The bank would be a huge prize for private bankers, as it reported net
income of ¥355 billion (553.0 billion) for its fiscal year 2014.

New Zealand's Kiwibank was founded in 2002. Big Australian banks had controlled 80 percent of
New Zealand's retail banking, and those multi-nationals were quick to close less profitable branches.
To provide financial services to underserved communities, and keep capital at home for local
investment, the New Zealand povernment established Kiwibank as a subsidiary of New Zealand Post,
putting its branches in post offices. The results were swift, reports public-banking advocate Ellen
Brown:

"Suddenly, New Zealanders had a choice in banking. In an early ‘move your money’ campaign, they
voted with their feet. In an island nation of only 4 million people, in its first five years Kiwibank
attracted 500,000 customers away from the big banks. It consistently earns the nation’s highest
customer satisfaction ratings, forcing the Australia-owned banks to improve their service in order to

compete.”

Kiwibank reported net income of NZ5100 million (US576 million) for its fiscal year 2014. The bank
reports it now has 860,000 customers.

Germany's Postbank is also highly profitable, reporting fiscal-year 2014 gamings of £431

millign (55473 million). The bank specializes in providing *simple, low-cost products for day-to-day
needs,” and says it has 14 millien clients, induding more than 300,000 small and mid-sized
Companies.

Germany's Postbank

One of Germany”s largest banks for private customers
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Deutsche Bank gained a majority stake in the firm through a tender offer completed in December
2010

With around 14 million customers, 19,000 employees and total assets amounting to €149 billion, the
Postbank Group is one of Germany's largest financial service providers. It focuses on business with
private customers and with small and medium-sized companies.

Private customers

Postbank offers its private ocustomers simple, low-cost products for their day-to-day needs. The
products offered range from payment transactions and deposit and lending business to bonds,
investment funds, insurance policies and home savings contracts.

Postbank is easily accessible for its customers at its branches, online or by telephone. It has the most
dense branch network of any bank in Germany. At its own over 1,000 branches, it offers extensive
financial services as well as postal services. In addition, there are over 4,500 Deutsche Post partner
branches where selected Postbank financial services are available, as well as 700 Postbank Financial
advisory centers. 3,000 mobile advisors support Postbank's customers, particularly with mortgages

and retirement provisions.

In online and telephone banking, Postbank boasts a leading position in Germany. A total of 9 million
customer accounts are activated for online banking. And 9 million customer accounts can be

accessed via telephone banking. This direct trend is still on the rise.
Business and corporate dients

About 300,000 companies in Germany are Postbank customers. In the area of business dients, it
supports self-employed professionals, freelancers, business proprietors, associations and
condominium owners’ associations. [t offers them simple and attractive solutions covering the major
reguirements with regard to payment transactions, financing, investment and provisions.

In business with its corporate clients, Postbank draws on its core competencies, offering solutions
for payment transactions, commercial real estate financing, traditional corporate financing for SMEs,
factoring and leasing, and investment management. PB Firmenkunden AG, a Postbank Group

company, supports Postbank's corporate clients in person and by telephone.

Why Bernie Sanders Wants Post Offices To Offer Banking - Newsy

https:, utu be/-dBGnriSmi0

Video: Post Office Should Provide Banking Services hitps://'voutu be/mel SkwGHTpY Published on
Mar 1%, 2014
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‘STARVED OF CREDIT’

This, more tham any other sentence, was the description of the key problam facing small and medium
enterprises (SMEs) during the recession in the south of Ireland.

While banks were bailed out with over €54 billion of taxpayers’ money, on top of the €30 billion for
NAMA to acquire distressed loans, SMEs and small agricultural enterprises, the backbone of the
econony, saw their credit lines dry up.

Despite not having caused the recession, these businesses, along with ordinary citizens, bore the
brunt of it, as banks sought to correct their mistakes and stabilise their balance sheets.

While there are signs of a fledgling recovery in some aspects of the financial world, it is crudal that we
take this pericd to reflect on the orisis caused by the banks withdrawing credit and consider proposals
to tryto prevent this happening in the future.

SME FACTS

®  The Irish economy is dominated by SMEs, which employ approximately 709 of Ireland's
non-public/self-employed workforce, above the European average. The vast majority of Irish
enterprises are mido firms, employing less than 10 persons

*  Between 2008 and 2012 the sector lost about 17% of its employees

= During the crisis, reports commissioned by the Department of Finance, the Central Bank, the Irish
Small and Medium Enterprises representative body (ISME) and InterTrade Ireland, amang others,
established a pattern in the refusal of aeditto SMEs

% The percentage of declined loan applications over the period was above the European level.
At the end of August 2014, 1SME recorded a loan refusal rate of 42%, with increasing delays in
bank decisions. In addition, smaller loans are offered at far more expensive rates than larger loan
amounts

Frarm 2011 - 2013, the southem government attemipted to imposs SME lending targets on the two
domestic pillar banks, Allied Irish Bank and Bank of Ireland. Both banks received State capitalisation
and each was required to sanction lending of at least €2 billion in 2011, €3.5 billion in 2012 and €4
billion in 2013 for new or increasad credit facilities to SMEs.

The banks claimed they wera meeting their targets. However, unlike the mortgage amears resolution
targets, the SME targets are not published.

However, under questioning in the Déil and Oireachtas Finance Committes, itwas revealed that mudh
of what was being extended to SMEs was a roll-over of existing loans, not new lending.

The banks were using capital to massage their account sheets, not stimulate SME activity.

The published mortgage target figures have been widely aiticised as permitting the banks to meet
the targets in unfair and arbitrary ways. We can only speculate that if the detail of the SME figures were
available they would presant a similar picture.

The government could have exercised more control over these commercial banks, but it didn"t—
choosing to allow them instead to make purely commencial decisions to the detriment of the public
good. The situation conceming the management of mortgage distress shows the same pattern.

In 1927, in one of its first economic acts, the Irish Free State aeated the Agricultural Credit
Corporation. [ts aim was to finance business and developments in agriculture. It was so successful, the
Industrial Credit Carporation, with the aim of finandng industry, was established.
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Throughout that decade and the next, despite the fact the State’s founding parties were economically
conservative, public money was used to stimulate sodal enterprise. The development of the electricity
network is proof of that, alongside the insightful aeation of the ACC and ICC.

Unfortunately, neither of those banks exists in their original capacity any longer.

That is where the concept of a new system of public banking steps in.

A PUBLIC BANKING PROPOSAL

This short discussion paper examines a proposal to establish a local public banking system in Ireland.

Sinn F&in is producing this paper following engagement and consultation with the Savings Banks
Foundation for International Cooperation SBFIC, the ressarch arm of the German Savings Bank
Association, DSGY, which reprasents 417 Sparkassen (savings banks) with 15,300 branches in Gemany.

The Sparkasse banks are the public part of the three-pillared banking approach in Gemany and hold
4% of the market share - which indicates just how successful this sort of banking can be.

This system can complement the good work undertaken by the credit union sector in providing small
househaold finance.

Everyone agrees that improved access to finance will be vital for a continuous economic recovery and
development, and we believe that the proposed local Public Banks could act as mediator for public
funds being made available by the newly established Strategic Banking Corporation.

CURRENT BANK SYSTEM

Following the finandal crisis, the Irish financial ssctor was mtionalised into three main banks:

»  Allied Irish Bank (A1)
= Bank of Ireland (Bal)
»  PermanentTSB (PTSB)

These banks hold a market share of roughly 909, The Irish State holds almost 14% in shares at Bank of
Ireland, 99% of AIR and a 75% stake in Permanent TSR, All three banks are still undergoing adjustments
to their balance sheets and all are still c@rrying portions of fragile mortgages and distressed loans.

The crisis saw a huge reduction in their numbers of both branches and employees.

Speaking to the Finance Committes in Novemnber 2014 Central Bank Govemnor Patrick Honohan spoke
about the need for a®a second tier of banking which is geared more towards local concems, with local
managers and a greater level oflocal awareness?
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THE STRATEGIC BANKING CORPORATION OF
IRELAND

Whilst the Strategic Banking Corporation of Ireland has recently been established, its limitations are
already evident and itis a far cry from what was committed to in the Programme for Government.

The aim of this Corporation is to provide:

= Additional credit, in particular to SMEs

= Competition in markets for the provision of aedit to bomrowers, in particular SMEs
® A diversity in the types of finance available in the State

»  Finance to projects that promote economic develapment of the State

The Corporation is to secure €800 million in funding for SMEs and act as an imterm ediary between
capital providers, induding German public bank KfW, the Eurcpean Irvestment Bank, the Irish
Strategic Investment Fund (formerly the Mational Pension Reserve Fund) and others. it is intended that
the current commerdal banks in Ireland act as a distribution platform.

While the govermment insists that new entrants can avail of the SBCIfunding, to date we have simply
seen the existing banks use the funding. Only time will tell of how effective this model is and our
concem is that these banks will ultimately soak up the aeditwith no real positive impact for SMEs.

It is Sinn Féin's view that a new systemn of local public banks would be better suited to actas
intermediaries between business and the Corporation, in the stead of existing commerrcial banks.

LOCAL PUBLIC BANKS PROPOSAL

1. 10 public banks, managed independently butwith an identical business model and management
principles, throughout the 26 Counties. 2 to 4 pilot banks to be established initially, with the
rall-outof the network cver a full term of government (S years). We would like to s=e thess banks
established in the & Counties also, subject to an agreed funding model

2. The establishment of a centralised spacialist unit to provide intermal services including:
procurement; risk management; auditing

3. The new publicbanks will follow a business model that will provide economic viability but will naot
be ran for profit maximisation for shareholders

4, Earnings will be distributed betwesn: the costof running the banks; strengthening capital bases;
invested in local community and regional projects

5. The local bank will operate within a well-defined region to prevent cherry-picking, and incease
the incentive to invest in the sustainable development of their region

6. Thefocus on the home region will inarease customer and local economy knowledge

7. The principle of local deposits to local loans will provide finance opportunities for economically
weaker regions
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BUSINESS MODEL

All Local Public Banks will follow the same business model, although various regions might ask for
emiphasis on some specific businesses,

This model will ensure:

= Appropriate and sufficient provision of financial s2rvices to all customers in a respaonsible and
sustainable way

»  The promotion of local economic development, particularly for small and medium-sized
enterprises in the region

»  The encouragement of savings and strengthening of basic financial education
*  Provide competition to existing banking system

= Retertion of profits for capital strengthening and local imestment

= Farmers and small to medium enterprises will be the main clientele

»  Thetarget market will be a segment in between the traditional core customer segments of credit
unicns and commercial banks. Typical loan amounts will be in the range of €10,000 to 500,000

FINANCING THE BANKS

While this is a discussion document, we are striving to provide indicative figures for what this type of
proposal would require in finandng.

Detailed business plans are being developed with the aid of the Savings Bank Foundation for
International Cooperation, a not for profit foundation that is part of the German DSGV.

In the interim, itis suggested that each Local Public Bank would require at least an initial capital
pravision of €10 million. In addition, €5 to €10 million would be required for the development of the
Certral Service Provider. Finally, sufficient liquidity has to be available to allow a smooth business start
for each regional bank, as the deposit base still has to grow over time.

Based on the German experience, a business area with a population of 200 000 to 400,000 inhabitants
waould allow the development of a viable business and sufficient deposit base.

It is envisioned the banks would act as intermediaries for the Strategic Banking Corporation of Ireland.

Bconomies of scale will be achieved through the Central Service Provider (C5P), which is jointhy
owned by the banks. The C5P will provide services such as auditing, IT, risk management, product
development, marketing, accounting, personinel managemant etc. to the banks. The CSP itself will rict
be a seller of services inthe market; it will have no banking licence.

The local banks will work under a joirt liability scheme. In cases of economic difficulty, the banks will
support each other to ensure the survival and stability of another institution.

Each Local Public Bank will be managed by a professional management team which will be recruited
from the Irish market. Spedfic preconditions will be set by the regulatory autharities for licence
allocation. All key positions will only be given to qualified personnel.

In the initial phase of the new local institutions it could be reasonable and necessary to provide
coaching for the management board. External consultancy as well as training and further training for
membaers of staff of new Local Public Banks can be provided by SEFIC and the German Sparkassen.
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LEGAL ISSUES

The public banks in Germary receive badking from their regional authorities and in the Irish case, local
authorities could be considered as trustess,

In the long run, animpartant challenge will be to ensure that the banks cannot be taken over by
private banking groups or investors, whoss principal aim is generally to increase profits.

The final legal status and form of ownership would have to be decided by the stakehold ers imolhed
in close cooperation with the Central Bank of Ireland. Sinn Féin recommends that the new system be
established under specific legislation setting it apart fram commercial banking.

This legislation will have to ensure that:
»  Each bankis a legally and financially independent entity

»  The population within the business region is adequately represented in the supervisory board,
which is also established underthe Sinn Féin corporate govemance recommen dations (40%
gender quota requirements; fair and transparent appointments process and pay; a bar of
excessive directorship holdings)

»  The day-to-day business is handled by the management board, comprised of banking
professionals as required by the Regulatar

»  The banks operate under commercial principles, but no pressure is applied by the need for
dividend distribution

#  The banks are supervised by the current requlation system

»  Nooverlapping services but rather complimentary financial services are presently offered by

Irish Microfinance and by the Irish Post office. Cooperation might be feasible, especially with the
existing credit union structure, which could alse benefit from the centralised spedalist provider

FINANCING SMES AND AGRICULTURE

% Thefocus of the banks will be on SME lending. Finance will be available for working capital,
investments and most importantly, start-up finance

»  Acompetent and efficient team will be established in each bank, providing special products
developed by the Centralised Service Provider

= The banks will work closely with Enterprise Ireland, InterTrade Ireland and the Local Enterprise
Offices (LEOs) in identifying and connecting with the SME sector

= There will b= a special foous on sustainable economic investrent — that is, in areas of social and
environmental friendly growth

»  Finance through equipment and machinery leasing will be provided by the CSP

»  Lending decisions will be based on business plans, results from cash-flow analysis, solvency and
credit-history of the customer. Lending decisions will b= based on a multi-tier decision process
operated by the directorate of each local bank and will be performed within the shortest-possible
decision time. Decisions on standardised products and very small loan amounts will be taken at
brandlevel. However, all dedsions will be based on a *four eye principle”and on standardised
Group risk management guidelines
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The availability and provision of collateral will be a contributory decision-making factor, but not
the determining criterion

Effective borrowing costs and conditions will reflect market rates

The focus on local business for local dients will supportan effective riskmanagement and will
help to keep costs of risk at comparatively low levels

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

The self-supervision team from the Central Service Provider will monitor the lending performance
of all individual Local Public Banks. Compliance with all intemal guidelines and offidal regulatory
requirements will be subject to the Group’s intemal audit
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