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Introduction 

D+ is not a Grade Point Average to be proud of. But that’s exactly the GPA on the latest Report 

Card for New Jersey’s Infrastructure from the American Society of Civil Engineers (ASCE). 

According to the Society, a grade in the D range means that 51% – 69% of infrastructure in the 

system is in poor-to-fair condition and mostly below standard, with a 
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Key Findings 

 There is a wide call for public banks across the U.S., including state banks and/or

municipal banks, partly as a result of a shortage of credit in some sectors and the need for 

significant investments in infrastructure. 

 The Bank of North Dakota, the widely successful and only state bank in the U.S., serves

as a model for the nationwide public bank movement. 

 Through an innovative lending program, the State of Vermont has taken measured steps

toward creating a state-owned bank. 

 The New Jersey Senate has introduced the State Bank of New Jersey Act (Senate Bill No.

885) following a call for a new state bank by Governor Phil Murphy. It has been referred 

to the Senate Commerce Committee. 

 The potential benefits of a state bank can be measured through an economic impact

study. Two key, independent feasibility studies about a public bank were completed for 

the State of Vermont and the City of Santa Fe, New Mexico. 

 Using the customary empirical methodology (multiplier analysis), I estimate the potential

impact of the proposed State Bank of New Jersey, calculating the effects on State Gross 

Output, Value-Added, Earnings, and Employment. 

 Every $10 million in new lending by the State Bank of New Jersey would yield and

additional $16 million - $21 million in state output (Gross State Product), raise state 

earnings by $3.8 million to $5.2 million, add 60 – 93 new state jobs, and increase state 

value-added by roughly $9 million – $12 million. 
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 As with any economic forecast, the impact will depend on the underlying amount of new 

lending from the bank. As a result, I provide a number of qu708.571 0 0 1 338.23 681.221 0 0] TJ
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that government banks provide finance long-term capital projects in the public sector that private 

commercial banks fail to provide. Government banks also offer a counter-cycli

https://www.fdic.gov/consumers/banking/businesslending/index.html
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Montana, and states as diverse as Arizona, Colorado, Hawaii, Michigan, Oregon, Pennsylvania, 

and Washington State. According to the Public Banking Institute, U.S. cities with an interest in 

local, municipal banks include, for example: 

 Allentown, Pennsylvania

 Los Angeles, California

 Oakland, California

 Philadelphia, Pennsylvania

 Pittsburgh, Pennsylvania

 Portland, Oregon

 Reading, Pennsylvania

 Richmond, California

 San Francisco, California

 Santa Fe, New Mexico

 Seattle, Washington

 Tacoma, Washington

The number grows each year.12

Table 1 lists 13 U.S. states that are considering establishing a state-owned bank through current 

(2017 or 2018) legislation and the status of their public bank bills. This is not an exhaustive list 

of states that have considered legislation to establish or study a public bank. The National 

Conference of State Legislatures provides a brief history dating to 2010.13 Of the 13 states with 

pending legislation in the 2017 or 2018 legislative sessions, eight bills call for establishing a state 

bank and five call for studying a state-owned bank with the creation of a commission or task 

force (see Table 1). 

12 An excellent guide for U.S. cities considering a municipal bank is Beitel 2016. See also City and County of San 

Francisco 2017. 
13 National Conference of State Legislatures 2017. 
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Table 1. U.S. States Currently Considering State Banks and Status as of 4/1/2018 

State 

Arizona 

2017 or 2018 Bill to … 

Study a State Bank 

Status 

HB 2446 assigned to committee 

Illinois Establish a State Bank HB 0454 pending in committee 

Maine Establish a State Bank LD 237 (SP 83) reported out of committeeine
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economic development through lending. BND does not directly compete with private banks for 

individual deposits, and consequently the North Dakota Bankers’ Association endorses BND as a 

complementary institution. Such support by traditional bankers has been lacking in other states. 

In short, the main features of BND, gleaned from annual reports on its website15, are: 

 All funds of the state and state institutions must be deposited with the bank.98.66 >>BDC 
/C2_1 12 Tf
-
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are satisfied with the transparency and accountability of both the governance team and 

bank management.17

 BND transfers about half of its surplus funds (profits) to the legislature, and the usage of

bank earnings is at the discretion of the legislature. 

Outside of North Dakota, perhaps no state has progressed further to open a state-owned bank 

than the state of Vermont. Vermont has authorized a new Local Investment Advisory Committee 

to help steer a new public lending program through a pre-existing economic development 

authority. 

The State of Vermont: Inching Toward a State Bank 

Most states have agency-type lending to promote state goals. In New Jersey, for example, the 

Economic Development Authority (EDA) finances real estate projects (and issues tax credits) for 

small- and mid-sized businesses and nonprofit organizations. The Higher Education Student 

Assistance Authority (HESAA) issues state grants-in-aid and student loans. To finance their 

mission, EDA and HESAA sell bonds through Wall Street financial institutions. Lending to 

benefit the public interest is certainly within the mission of state government. Yet a state bank is 

more than that because it is capitalized, all or in part, by accepting deposits from state 

departments and agencies. 

Vermont took one step closer to establishing a state bank in 2014. Advocates for a public bank in 

Vermont developed an innovative plan for converting existing economic development agencies 

17 See Figart and Majd 2016. 
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into a state bank.18 A coalition of organizers, businesses, and individuals called Vermonters for a 

New Economy came together, championed in the Vermont legislature by State Senator Anthony 

Pollina of Middlesex in Washington County, a former advisor to U.S. Senator Bernie Sanders. 

Besides introducing bills that would outright establish a state-owned bank, Senator Pollina also 

introduced bills in the 2011-12 and 2013-14 sessions to study the impact of a state bank in 

Vermont. Vermonters for a New Economy and the League of Women Voters of Vermont helped 

raise funds for an economic impact study. The Gund Institute of the University of Vermont and 

the Political Economy Research Institute at the University of Massachusetts completed the 

technical analysis for the state bank economic impact study. The resultant report, Exploring a 

Public Bank for Vermont: Economic 
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portion of state funds to VEDA to lend. Then, over time, a VEDA bank could absorb more state 

deposits and expand the credit capacity of the state. 

The legislature ultimately avoided chartering VEDA as a bank. Instead, the Vermont legislature 

passed and the governor signed Vermont Act 199 (S.220) in 2014. The legislation created a 

[Vermont] Local Investment Advisory Committee (LIAC) within the Vermont Economic 

Development Authority (VEDA). LIAC’s goal is to increase economic development activity and 

create jobs by committing up to 10 percent of the Treasurer’s office’s average available cash to 

local investments. The first round of proposals was considered in early 2015. A second round 

was open until May 2016. Available funding was $3.75 million for housing, energy and 

n
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Box 1. Maine’s Seven-Year Legislative Process 

Beginning in 2011, Maine House Representative of Portland Diane Russell introduced a public 

bank bill in successive legislative sessions. The Maine Street Development Bank would be 

authorized to make, purchase, guarantee, modify, hold, or participate in loans originated by any 

financial institution authorized to do business in the state. By the end of 2015, the idea for a public 

bank in Maine had mobilized more than twice as many proponents than opponents at the bills’ 

public hearings, had generated three in-depth reports on the specific benefits of a state-owned bank, 

and had inspired 20 submissions of written testimony from legislators, small businesses, and 

regular citizens touting the benefits of public banking. The 2017 bill presented by Senator David 

Miramant progressed the furthest, through public hearing with testimony and was reported out of 

the Committee on Insurance and Financial Services. Representative Russell was key in moving it 

out of committee toward a floor vote. But there has been no further action. 

How to Measure the Economic Impact of a New Public Bank 

In weighing the costs and benefits of local development initiatives, economic development 

analysts assess economic impact, meaning the total effect on economic activity. Public 

investment in a project, service, or new business entails spending money. This spending supports 

not just employees in the new project or business, but generates spin-off spending in other 

businesses throughout the area. Initial spending and employment increases lead to a ripple effect 

of new rounds of spending and employment increases, leading to a multiplier effect beyond the 

initial round of spending. Economic impact analysis must capture these ramifications on 

economic output, business sales, job creation, and other indicators. 

The empirical methodology for measuring total economic impact is called multiplier 

analysis. A multiplier is composed of three effects: (1) the direct effect; (2) the indirect effect; 

and (3) the induced effect. 





https://www.bea.gov/regional/rims/rimsii/
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 The Pennsylv
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held three public hearings. The Report of the Commission to Study the Feasibility of Establishing 

a Bank Owne
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Finally, economic projections are based on multipliers from input-output tables published by the 

 
U.S. Department of Commerce, Bureau of Economic Analysis (BEA) for banking and credit 

industries as well as state and local wage and salary data. Table 2 arrays the estimated economic 

impact results for the State of Vermont and the City of Santa Fe. To allow a direct comparison 

across the two jurisdictions, I converted the empirical estimates for total new credit (or lending) 

to $1 million. In sum, the results should be interpreted as follows: Every $1 million in new credit 

from a public bank would yield 8 – 11 new jobs 
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Table 3. New Jersey Type I Multipliers for Estimating the Impact of a Public Bank 
 

TYPE I FINAL DEMAND EFFECTS: TYPE I DIRECT EFFECTS: 
 

[1] [2] [
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Table 5. Estimated Economic Impact of a New Jersey State Bank (Final Demand Effects) 

Every $1 million of new credit or lending would yield … 

New Gross State Output $1,587,200 to $2,077,700 

New State Earnings $383, 800 to $520,900 

New Employment 6 to 9+ new jobs created 

New Value-Added $892, 800 to $1,179,800 

Every $10 million of new credit or lending would yield … 

New Gross State Output $15,872,000 to $20,777,000 

New State Earnings $3,838,000 to $5,209,000 

New Employment 60 to 93 new jobs created 

New Value-Added $8,928,000 to $11,798,000 

Source: Author estimates based on RIMS II 2018. 

Implications for a State Bank and State Financial Institutions 

Whether the new lending created by a state bank is $10 million or $100 million or $1 billion or 

more depends on the amount of reserves the state bank has and chooses to lend. It is all about 

leveraging the power of a lending dollar. Any new loan monies are spent on goods and services, 

and that revenue is deposited into bank accounts and is available to be loaned out again. New 

lending spurs new spending and new deposits, expanding credit capacity statewide through 

various rounds of loans and spending. 

Economists use a “deposit expansion multiplier” to estimate the total creation of new rounds of 

spending (money) created by deposits that are loaned out. Suppose, for instance, that the required 

reserve ratio or r—or the percent of state banks deposits that must be held onto to meet liquidity 

needs—is 10%. This is actually a conservative percentage compared with large commercial 

banks. The deposit expansion multiplier (found as 1/r) is a maximum of 10, depending on how 
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many deposits “leak” out of state. This means that $1 billion of lending from the State Bank of 

New Jersey could generate as much as $10 billion in new credit capacity, through successive 

rounds of lending and spending. These subsequent rounds would tend to be higher for a public 

b
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Table 7. Largest Five New Jersey Chartered Banks at the End of 2016 

Largest 5 New Jersey chartered banks at the end of 2016: 

Investors Bank (Short Hills) 27.6% 

Provide
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 At 2.0% fixed interest from the Bank of New Jersey, interest payments would sum to

approximately $214.1 million. 

Recommendations and Implementation Issues 

In order to open a State Bank of New Jersey, the state legislature needs to pass and the governor 

needs to sign a bill that becomes law. While the bill is being considered, there are two measured 

steps that, if followed now, would help a state bank hit the ground running. This policy brief thus 

makes two recommendations: 

1. Governor Phil Murphy should charge and/or contract for a team of independent

expert consultants to conduct a feasibility study for the proposed State Bank of 

New Jersey, consultants who are public banking experts themselves or 

consultants who draw on the expertise of public banking experts; and, in 

conjunction, 

2. Governor Phil Murphy should charge the State Treasurer and the New Jersey

Commissioner of Banking and Insurance to work with independent experts on 

developing a draft business plan for the State Bank of New Jersey. The draft will 

serve as relevant input for a governed Board of Directors of the State Bank of 

New Jersey. 

Not all of the questions outlined below may be answered by a feasibility study alone. Some may 

require consultation between the New Jersey Legislature and the Governor’s Office, with the 

assistance of the State Treasurer and Commissioner of Banking and Insurance. Still others may 

ultimately require discussions among the Board members of the State Bank of New Jersey. 
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Consultants and academic experts both within New Jersey and across the U.S can provide 

assistance with framing any empirical investigations.34 The proposed State Bank of New Jersey 

Act (Senate Bill No. 885) is silent on many of these questions. 

Questions would include: 

 What are the unmet state needs in economic development and infrastructure, and what is

the estimated cost of those needs? The latest New Jersey Capital Improvement Plan35

may serve as a starting point, but may not include every item to remedy all infrastructure 

defi

https://www.publicbankingassociates.com/
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their loans cancelled upon a declaration of personal bankruptcy or death of the student or 

young alumni? 

 What is the intended relationship between the State Bank of New Jersey and state

economic development agencies such as the Economic Development Authority 

(EDA), the Casino Reinvestment Development Authority (CRDA), and the New 

Jersey Educational Facilities Authority (EFA)? 

 What is the intended relationship between the State Bank of New Jersey and currently

managed state/public pension funds? 

 What are the legal requirements for insuring State Bank of New Jersey deposits?

Proposed legislation dictates that all deposits are insured by the state, meaning subject to 

state regulation. State regulation should be sufficient if the bank is not accepting deposits 

from individuals. But federal regulation through the Federal Deposit Insurance 

Corporation may be required for housing (mortgage) loans. Alternatively, the State Bank 

of New Jersey could contract to build and manage its own affordable housing 

developments. 

 What is the state bank’s liquidity policy? In other words, what would be the State Bank

of New Jersey’s required reserve ratio on deposits? And of the excess reserves available 

for lending, what percent of those would be targeted for lending? Could this percent 

change over time? Currently, the Federal Reserve of the United States’ reserve 

requirements depend of type of account and size of institution (in deposit dollars). 

 What is the target interest rate spread between paying interest (if any) on deposits and the

interest rate charged for various loans? 
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