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Executive Summary 
 

Background 

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.”1 

 

 Public banking is where a state, or other public actor, owns a financial institution.2 

 

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.3  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/ImageLibrary/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 
in July 2017. 

https://merrionstreet.ie/MerrionStreet/en/ImageLibrary/Programme_for_Partnership_Government.pdf%20at%20page%2048
https://merrionstreet.ie/MerrionStreet/en/ImageLibrary/Programme_for_Partnership_Government.pdf%20at%20page%2048
https://banque.ooreka.fr/comprendre/banque-publique
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Irish Banking Environment 

The Irish retail banking market is highly concentrated, with only five active retail banks 

operating in the market.4 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.5 The majority of SMEs that apply for bank financing have their credit 

applications approved.6 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.7  

 

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.8 In addition, Ireland has a rural and urban network of 280 

credit unions serving 3 million members.9 

 

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/  
6 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=EAIaIQobChMIqKDrqrS-1wIVx7ftCh2FqQsWEAAYASAAEgJlmfD_BwE  
9 Department of Finance data (June 2017).  

http://www.finance.gov.ie/sme-credit-demand-surveys-archive/
http://finance.gov.ie/wp-content/uploads/2017/08/SME-Credit-Demand-Survey-June-2017.pdf
https://www.centralbank.ie/publication/sme-market-reports
http://www.smartaccount.ie/?gclid=EAIaIQobChMIqKDrqrS-1wIVx7ftCh2FqQsWEAAYASAAEgJlmfD_BwE
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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 Management10 and Carlyle 

Cardinal, which in turn arrange senior and mezzanine debt finance for SMEs.11 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.12 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. 

 

Trends in Finance for SMEs 

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  

http://isif.ie/portfolio/investments-to-date/
http://sbci.gov.ie/wp-content/uploads/2017/08/APPROVED_SBCI_HYR_Summary.pdf
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 2008.15 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.  

 

Government role in the banking sector 

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.  

 

                                                           
14 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  

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

Sparkassen form part of the public banking sector in Germany. In the case of Sparkassen, the 

public body responsible for them is a municipality.16 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.17  

 

Kiwibank is a subsidiary of New Zealand Post, which is state owned.18 It provides retail and 

business banking services through PostShops (post offices), utilising the already existing 

branch network,19 while also having a number of standalone branches in larger cities.20 

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.21 

 

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.22 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?opendocument#O00050 

http://www.civitas.org.uk/content/files/SimpsonSparkassen.pdf
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
https://www.nzpost.co.nz/about-us/who-we-are/new-zealand-post-group
https://www.kiwibank.co.nz/about-us/
https://www.kiwibank.co.nz/about-us/press-releases/financial-results-kiwi-group-holdings-including-kiwibank-year-ended-30-june-2017/
https://www.kiwibank.co.nz/about-us/press-releases/financial-results-kiwi-group-holdings-including-kiwibank-year-ended-30-june-2017/
https://www.kiwibank.co.nz/about-us/sustainability-and-corporate-responsibility/
http://oireachtasdebates.oireachtas.ie/Debates%20Authoring/DebatesWebPack.nsf/committeetakes/FPJ2017101200002?opendocument#O00050
http://oireachtasdebates.oireachtas.ie/Debates%20Authoring/DebatesWebPack.nsf/committeetakes/FPJ2017101200002?opendocument#O00050
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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:  

 The locations proposed in the business model overlap significantly with the existing 

regional network of banks, credit unions and post offices.  

 The business model submitted has a number of assumptions relating to cost 

estimates, interest rates, and loan attrition that would appear to be ambitious.  

 It is 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.  

 It is 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.   

 Additionally, the proposed governance structure requires further consideration.   

 

Conclusion 

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.23 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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Introduction  
 

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.”24 

 

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. 

 

The recession in 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.  

https://merrionstreet.ie/MerrionStreet/en/ImageLibrary/Programme_for_Partnership_Government.pdf%20at%20page%2048
https://merrionstreet.ie/MerrionStreet/en/ImageLibrary/Programme_for_Partnership_Government.pdf%20at%20page%2048
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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.25 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.26 

 

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.  

 

 

  

                                                           
25 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 
 

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
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1. The Banking Environment in Ireland 
 

 

1.1 Introduction 
 

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.27  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.  

 

1.2 The Structure of the Banking Market 

 

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.28 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.  

https://www.imf.org/external/np/seminars/eng/2014/ireland/pdf/Schoenmaker_IrishBanking.pdf
https://www.centralbank.ie/docs/default-source/publications/sme-market-reports/gns-5-10sme-market-report-2016h1.pdf?sfvrsn=8
https://www.centralbank.ie/docs/default-source/publications/sme-market-reports/gns-5-10sme-market-report-2016h1.pdf?sfvrsn=8
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1.3 Sources of Funding for Irish Banks  
 

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 banks29 stood at €274 billion in Q3 2016, down 7% on the previous year.30 

Of the domestic banks31, 80% of assets are derived from AIB, Bank of Ireland and Permanent 

TSB, with only 20% of assets from non-Irish headquartered banks.  

 

1.4 SME Finance Market – Supply of Credit to SMEs 
 

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.32 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, AIB, 

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.  

 

 

                                                           
 29 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.  
33 https://centralbank.ie/docs/default-source/publications/sme-market-reports/sme-market-report-
2017h1.pdf?sfvrsn=6  

https://www.centralbank.ie/docs/default-source/publications/macro-financial-review/macro-financial-review-2016-2.pdf?sfvrsn=4
https://www.centralbank.ie/docs/default-source/publications/macro-financial-review/macro-financial-review-2016-2.pdf?sfvrsn=4
https://www.centralbank.ie/docs/default-source/publications/macro-financial-review/macro-financial-review-2016-2.pdf?sfvrsn=4
https://www.centralbank.ie/docs/default-source/publications/macro-financial-review/macro-financial-review-2016-2.pdf?sfvrsn=4
https://centralbank.ie/docs/default-source/publications/sme-market-reports/sme-market-report-2017h1.pdf?sfvrsn=6
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  

 

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.4 

 

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.4 

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 2016.34 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  

€30,760
67%

€15,429
33%

Credit to SMEs

Credit to Large Enterprises

https://www.centralbank.ie/docs/default-source/publications/sme-market-reports/sme-market-report-2017h1.pdf?sfvrsn=6
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.35  

 

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 

 

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

 

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/.37 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.38 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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2016.39 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 

 

Source: Department of Finance SME Credit Demand Survey 

 

 

1.5 SME Demand for Credit   

 

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 

 

Source: Department of Finance SME Credit Demand Survey  

 

Figure 6: Application rate for bank finance, March 2013 - March 2016 

 

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.40 

 

 

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

 

Source: Department of Finance SME Credit Demand Survey – September 2016 – March 2017 

wave 

 

 

 

                                                           
40 2016 SAFE Survey http://ec.europa.eu/DocsRoom/documents/20369  

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Didn't need it

Prefer not to borrow

Existing finance product in place

Use/raise personal funds when needed

Too expensive to borrow

Existing debt burden already too high

Not the right time given the economic climate

Reasons given by SMEs for not seeking bank finance in the last 
6 months (March 2017)

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


Department of Finance and Department of Rural and Community Development 

 | Report on Local Public Banking 

 
 

22 | P a g e  

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 

2016.41 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 

 

Source: Central Bank of Ireland  

 

 

 

 

 

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

https://www.centralbank.ie/docs/default-source/publications/sme-market-reports/sme-market-report-2016h2.pdf?sfvrsn=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 2011.42 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 

 

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 

 

Source: Central Bank of Ireland  

 

In February 2017, the Strategic Banking Corporation of Ireland (SBCI) 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 
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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.  

 

 

 

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 Ireland 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  

 

Source: Central Bank of Ireland  
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Figure 12: Percentage change in net lending to households (including mortgages, consumer 

credit and other) 2009 – July 2017 

 

Source: Central Bank of Ireland  

 

 

Figure 13: Interest rates on new floating rate loan agreements to households for house 

purchase  

 

Source: Central Bank of Ireland 
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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%.43  

 

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 6th highest levels of Non-Performing Loans (as a % of total loans) 

across 16 European countries (falling from 4th in Q4 2016).44 Similarly, Irish households 

remain some of the most indebted in Europe, ranking 4th out of 18 countries (Q4 

2016).45 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.46  

 

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%.40 Higher rates of capital 

relative to the levels of loans outstanding place further upward pressure on interest 

rates for new lending.  

 

 

                                                           
43https://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 
44 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  

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
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.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://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.40 

 

 

1.8.1 An Post  

 

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.47 

 

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.48  

 

 

                                                           
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  

https://www.anpost.ie/AnPost/content/Retail+Partners/About/About.htm/
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.49  

 

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 c €16 billion of assets and €4.4 billion of 

lending.50  There are circa 52 credit unions with assets above €100m. The largest credit union 

has circa €350 million of assets.51    

 

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

 

Source: Central Bank of Ireland  

                                                           
49 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 

Source: Central Bank of Ireland  

 

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 'It 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:  

 

 Funding of social housing – a revision to the current investment regulations in 

February 2018 should allow for investment in Tier 3 Approved Housing Bodies. 

 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.    

 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   

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

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


Department of Finance and Department of Rural and Community Development 

 | Report on Local Public Banking 

 
 

34 | P a g e  

1.9 Non-Bank Finance Providers and Alternative Sources of Finance for SMEs 

 

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.  

 

1.10 Equity, crowdfunding and grants 

 

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/.   

 

1.11 Capacity for lending of Irish banks 

 

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 Irish 

http://www.supportingsmes.ie/
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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) 

 

Source: EBA Dashboard, Q4 2016 

 

  

 

13.6%

15.7%

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

P
T IT ES B
E

A
T

EU
2

9

FR D
E

G
B

N
L IE G
R

D
K

LU



Department of Finance and Department of Rural and Community Development 

 | Report on Local Public Banking 

 
 

36 | P a g e  

Figure 17: Falling Loan to Deposit Ratios 2011 – H1 2017 

 

Source: Central Bank of Ireland  
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2. Existing Government policy measures to 
support SMEs 
 

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. 

 

2.1 Strategic Banking Corporation of Ireland (SBCI)  

 

The Strategic Banking Corporation of Ireland (SBCI) is Ireland’s national promotional 

institution (NPI) for SMEs.  The SBCI’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 für 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: SBCI committed funds53 

 

 

 

 

 

 

 

 

 

Source: SBCI 

  

Figure 19: Percentage of SBCI funds (by value) lent by region 

 

 

 

 

 

 

 

 

Source: SBCI  

                                                           
53 http://sbci.gov.ie/category/press-releases 
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Figure 20: Percentage of SBCI funds lent (by value) by sector  

 

 

 

 

 

 

 

 

 

 

Source: SBCI  

 

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.54 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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2.2 Microfinance Ireland  

 

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.  

 

2.3 Credit Guarantee Schemes 

 

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 SBCI and European 

institutions. Further information is available about both schemes on the Department of 

Business, Enterprise and Innovation website (https://www.dbei.ie/en/).  

 

2.4 The Credit Review Office  

 

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 

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

 

2.5 The Supporting SMEs Online Tool  

 

The Supporting SMEs Online Tool is a cross-government initiative. By answering eight simple 

questions, 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.  

 

 

 

 

 

http://www.creditreview.ie/
http://www.supportingsmes.ie/
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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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3. Proposal for Local Public Banking in 

Ireland 
 

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.55  

 

Irish Rural Link is a representative organisation that campaigns for sustainable rural 

development in Ireland and Europe.56 It represents the interests of communities in 

disadvantaged and marginalised areas by highlighting problems and advocating for policy 

change.57  The Savings Bank Foundation for International Cooperation (SBFIC) is the 

international development policy wing of Sparksasen-Finananzgruppe.58 Its aim is to promote 

the Sparkassen model across the world.59 Its mission is to “think globally, act locally, 

cooperate internationally – promoting financial inclusion the world over”.60 

 

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

http://drcd.gov.ie/consultation-on-local-community-banking-2/
http://www.irishrurallink.ie/about-us/
http://www.irishrurallink.ie/about-us/
http://www.sparkassenstiftung.de/en/about-us/
http://www.sparkassenstiftung.de/en/about-us
http://www.sparkassenstiftung.de/en/about-us/
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3.1 The Sparkassen Model 

 

Sparkassen form part of the public banking sector in Germany. Public banking is where a state, 

or other public actor, owns a financial institution.61 In the case of Sparkassen, the public body 

responsible for them is a municipality.62 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.63  

 

Sparkassen are overseen and managed by a supervisory board and a management board.64 

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.65 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.66  

 

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.67  

 

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  
63 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  
64 http://www.civitas.org.uk/content/files/SimpsonSparkassen.pdf 
65 http://www.civitas.org.uk/content/files/SimpsonSparkassen.pdf 
66 http://www.civitas.org.uk/content/files/SimpsonSparkassen.pdf 
67  

https://banque.ooreka.fr/comprendre/banque-publique
http://www.civitas.org.uk/content/files/SimpsonSparkassen.pdf
https://www.dsgv.de/en/facts/annual_report/financial_report.html
http://www.civitas.org.uk/content/files/SimpsonSparkassen.pdf
http://www.civitas.org.uk/content/files/SimpsonSparkassen.pdf
http://www.civitas.org.uk/content/files/SimpsonSparkassen.pdf
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Figure 21: German Banking Market 

 

Source: Deutsche Bundesbank 

 

The ethos of Sparkassen is not profit maximisation; rather it is public interest based, 

promoting financial inclusion and economic development within their regions.68 The 

Sparkassen ethos is set out in their public mandate; the key objective for Sparkassen is 

stakeholder value not shareholder value.69 This public mandate is based upon the following 

principles:  

 to promote financial inclusion;   

 to promote saving; 

 to strengthen competition; and  

 to use profits within the particular region of the Sparkasse and use part of them for 

social commitments. 70  

 

                                                           
68 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 
69 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.71  

  

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.  

 

3.2 Details of the Irish Rural Link and SBFIC Proposal 

 

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.72 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.73  

 

                                                           
71 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  

https://www.moodys.com/research/Moodys-maintained-stable-outlook-for-Germanys-banking-system-on-resilient--PR_373141
https://www.moodys.com/research/Moodys-maintained-stable-outlook-for-Germanys-banking-system-on-resilient--PR_373141
http://drcd.gov.ie/wp-content/uploads/IRL.pdf
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.74 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.75 They would be designed to be economically viable but not to maximise profits.76  

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.77 Their aim would be to 

support local, regional development. They would operate on the principle “local deposits for 

local loans”.78  

 

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).79 The proposal envisages that both the credit unions and post offices could also be 

involved in the delivery of local public banking.80 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.81 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  
75 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?opendocument#O00050 

http://drcd.gov.ie/wp-content/uploads/IRL.pdf
http://drcd.gov.ie/wp-content/uploads/IRL.pdf
http://drcd.gov.ie/wp-content/uploads/IRL.pdf
http://drcd.gov.ie/wp-content/uploads/IRL.pdf
http://drcd.gov.ie/wp-content/uploads/IRL.pdf
http://drcd.gov.ie/wp-content/uploads/IRL.pdf
http://drcd.gov.ie/wp-content/uploads/IRL.pdf
http://oireachtasdebates.oireachtas.ie/Debates%20Authoring/DebatesWebPack.nsf/committeetakes/FPJ2017101200002?opendocument#O00050
http://oireachtasdebates.oireachtas.ie/Debates%20Authoring/DebatesWebPack.nsf/committeetakes/FPJ2017101200002?opendocument#O00050
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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.82  

 

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 to include 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.  

 

3.3 Analysis of proposed Local Public Banking Model  

 

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?opendocument#O00050 
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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.  It is believed that increased access to banking services in the region would help 

grow the local economy.84  

 

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. 

 

3.3.1 Branch Footprint 

 

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 

                                                           
83 Irish Rural Link Strategic Plan 
84 http://www.cso.ie/en/releasesandpublications/er/lr/liveregisteroctober2017/ and Irish Rural Link Strategic 
Plan 

http://www.cso.ie/en/releasesandpublications/er/lr/liveregisteroctober2017/
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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’ 

Location Mullingar Athlone Tullamore Portlaoise Longford 

 
 
 
Already 
Existing 

Bank 
Branches  

AIB Yes Yes Yes Yes Yes 

Bank of 
Ireland 

Yes Yes Yes Yes Yes 

Permanent 
TSB 

Yes Yes Yes Yes Yes 

Credit 
Union 

Yes Yes Yes Yes Yes 

Ulster 
Bank 

Yes Yes Yes Yes Yes 

EBS Yes Yes Yes Yes Yes 

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.85 

 

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.  

 

3.3.2 Financial Analysis of Business Case 

 

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. 

                                                           
85 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 

https://www.centralbank.ie/docs/default-source/Regulation/industry-market-sectors/credit-unions/credit-union-handbook/cu-handbook-governance.pdf?sfvrsn=2
https://www.centralbank.ie/docs/default-source/Regulation/industry-market-sectors/credit-unions/credit-union-handbook/cu-handbook-governance.pdf?sfvrsn=2
https://www.oecd.org/daf/ca/Corporate-Governance-Principles-ENG.pdf
https://www.oecd.org/daf/ca/Corporate-Governance-Principles-ENG.pdf
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Costs estimates 

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.  

 

Attrition rate assumptions 

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 interest income 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.  

 

Interest rates assumptions 

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.  
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3.4 Conclusions on the Midlands Bank proposal 

 

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 

 

 

The Kiwi Bank Model 

 

Kiwi Bank was launched in 2002 to create a New Zealand owned alternative to the main retail 

banks, which were largely Australian owned. Kiwibank is a subsidiary of New Zealand Post, 

which is state owned. It was established in 2002 with NZ $72.2 million of funds from the New 

Zealand Government, NZ $6 million in deferred dividends and NZ $1.8million from New 

Zealand Post. New Zealand Post has a 53% share in Kiwibank. 

 

The New Zealand banking system is highly concentrated. There are 24 registered banks; 

however, the four largest banks in New Zealand, ASB, ANZ, BNZ and Westpac, control 87% of 

the retail and commercial banking market (measured in terms of total banking assets).  

 

Kiwibank is the 5th largest bank in New Zealand with 301 branches and over 1 million 

customers. Kiwibank has approximately a 4% share of the banking market. This is shown in 

Figure 28, below. To enable Kiwi Bank to grow while meeting capital requirements, New 

Zealand Post Committed to investing an additional NZ $40 million.  
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Figure 28: Market Share of Banks in New Zealand 

 

Source: New Zealand Treasury 

 

 

Kiwibank provides banking services through PostShops (post offices), utilising the already 

existing branch network and a nationwide ATM network.  

 

Kiwibank has an ethos of sustainability and corporate social responsibility, aiming to support 

communities, help customers take control of their finances and support the environment. 

 

Kiwibank is state owned and there are no reports of plans for it to be privatised at any point 

in the future. While it has an ethos of sustainability and social responsibility, it is ultimately a 

profit-making organisation. 

 

87%

4%
9%

Kiwibank Market Share

ASB, ANZ, BNZ, Westpac Kiwibank Others
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4. Summary of the Responses to the 

Consultation Process 
 

4.1 The Consultation Process  

 

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).86 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/ 

https://www.chg.gov.ie/consultation/consultation-on-local-community-banking/
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4.2 The Banking Sector 

 

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.  

 

4.3 The Sparkassen model 

 

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. 

 

4.4 Capital Cost 

 

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. 

 

 



Department of Finance and Department of Rural and Community Development 

 | Report on Local Public Banking 

 
 

59 | P a g e  

4.5 Supply & Demand of Credit 

 

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. 

 

4.6 Role of Credit Unions and Post Offices 

 

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.  

 

4.7 Business Support Services 

 

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.87  

 

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  

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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Findings and Conclusions 
 

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  

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.89  

 

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.   In this regard, 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 on 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 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 

                                                           
89 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.  
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9. Submission by John Bolger 

10. Submission by Joseph Glynn 

11. Submission by Karen Jura 

12. Submission by Kevin McSherry 

13. Submission by Labour Party 

14. Submission by PBFI 

15. Submission by Rural Independent Group 

16. Submission by Sinn Fein 
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http://www.ahrrga.gov.ie/app/uploads/2017/04/submission-by-irl.pdf
http://www.ahrrga.gov.ie/app/uploads/2017/04/submission-by-john-bolger.pdf
http://www.ahrrga.gov.ie/app/uploads/2017/04/submission-by-joseph-glynn.pdf
http://www.ahrrga.gov.ie/app/uploads/2017/04/submission-by-karen-jura.pdf
http://www.ahrrga.gov.ie/app/uploads/2017/04/submission-by-kevin-mcsherry.pdf
http://www.ahrrga.gov.ie/app/uploads/2017/04/submission-by-labour-party.pdf
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http://www.ahrrga.gov.ie/app/uploads/2017/04/submission-by-rural-independent-group.pdf
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