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METHODOLOGY

This report draws upon a comprehensive literature review of peer-reviewed
articles, policy reports, feasibility analyses, and research briefs on public banking,
community development financial institutions (CDFls), banks that serve low-
income communities and communities of color, climate finance, affordable housing,
and rural economic development. It integrates extensive information from Rise
Economy’s working documents, including a draft report, a full outline, and an in-
depth literature review. Supplemental insights were gathered from interviews with
community-based practitioners and experts in the field.
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EXECUTIVE SUMMARY

California has long been hailed as a glamorous multiracial state of possibility and
upward mobility—a place where American Dreams are made. But there is another
side to California, one built on racial and class inequality. Amidst the glitz and the
glam, inequality in California is palpable, including high levels of racial residential
segregation, a highly stratified education system, an affordable housing crisis, and
increasing income and wealth inequality.’ California is also a state experiencing a
deepening crisis of capital. Across the state, families, small businesses, rural
communities, and local governments struggle to access affordable, long-term
financing needed to meet basic needs like housing, build wealth and assets, and
pursue economic stability.

The state’s financial infrastructure—primarily comprised of private banks, federal
programs, and community lenders all beholden to federal regulations and
requirements—has become increasingly fragmented, risk-averse, and constrained by
regulations that do not always align with community needs.? The result is a financial
system that is often unable to provide the stable, mission-driven capital necessary
for wealth attainment, affordable housing production, climate resilience, rural
infrastructure, transportation equity, and small business growth. As the fourth-
largest economy in the world, California also has a unique opportunity to develop
financial institutions capable of supporting sustainable economic growth, long-term
resilience, and shared prosperity in the face of growing economic and
environmental uncertainty.

! Tess Thorman and Daniel Payares-Montoya, “Income Inequality in California,” Public Policy Institute of California, n.d.,
https:/www.ppic.org/publication/income-inequality-in-california/; Marcus Anthony Hunter and Zandria F. Robinson, Chocolate Cities: The
Black Map of American Life (University of California Press, 2018); Richard Rothstein, The Color of Law: A Forgotten History of How Our
Government Segregated America, 1 edition (Liveright, 2017); Manuel Pastor, State of Resistance: What California’s Dizzying Descent and
Remarkable Resurgence Mean for America’s Future (New Press, 2018).

2 Jody Agius Vallejo and Stephanie L. Canizales, “Ethnoracial Capitalism and the Limits of Ethnic Solidarity,” Social Problems 70, no. 4 (2023):
961-80, https:/doi.org/10.1093/socpro/spab067.
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The movement for a State-run public bank emerges directly from these systemic
failures. A state public bank is run by the government and is mandated to reflect
and serve the needs of communities across the state. Its mission often supports
the economic development, housing and infrastructural needs of the state. Instead
of being accountable to shareholders, it is accountable to its residents and any
profits go back to the government. It would not replace existing financial
institutions such as CDFls and community banks but would instead provide the
stable, long-term, low-cost capital needed to strengthen them. A state public bank
would expand the capacity of CDFls and community banks that already operate in
low-income communities and communities of color, enabling them to deepen their
reach and impact. It would also help cushion communities from the volatility of
shifting federal funding priorities. Instead of allowing public dollars to generate
profits for private shareholders and corporate financial entities through interest
and fees, a state public bank would reinvest profits back into community projects.
In doing so, it would align the state’s financial infrastructure with California’s
broader commitments to equity, climate resilience, and economic inclusion.?

California can establish a successful public bank that emphasizes the needs of
California communities by implementing a strategy that allows the institution to
build strong governance structures, deploy capital responsibly, and expand its
activities and reach over time. The following recommendations align with best
practices from international and domestic public banking models, and reflect
lessons drawn from academic literature and practitioner interviews conducted for
this report. These recommendations would enable the bank to assess need,
develop capacity, manage risk effectively, and build trust and partnership with
existing institutions and communities while prioritizing long-term community
investment over short-term financial returns.

3 Neha Singh, The Case for California’s State Public Bank (Rise Economy, 2024), https://rise-economy.org/research_crc/the-case-for-
californias-state-public-bank/; Amhad Halah et al.,"What a Public Bank Can Do for L.A. and Its People,” Research Brief, Jain Family Institute,
2023, https:/jainfamilyinstitute.org/what-a-public-bank-can-do-for-l-a-and-its-people/.
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Recommendations for a California Public Bank

1.Focus on establishing a clear mission. California should define the bank’s
statutory mandate/legal obligation with precision, emphasizing its commitment to
community development and equitable access to capital. The mission should
explicitly prohibit activities that risk perpetuating harm.

2.Design a governance structure that balances democratic accountability with
professional independence. This includes establishing a board of directors that
reflects California’s geographic and socioeconomic diversity and also ensuring that
banking professionals manage daily operations with transparency and clear public
accountability. Such a structure would help safeguard the public mission while
maintaining technical expertise and operational integrity.

3.0Operations could begin through a partnership lending model to meet existing
gaps in access to capital and capitalizing projects that benefit the public. By
working through established financial institutions, including CDFls and community
banks, the bank could immediately expand access to affordable capital without
competing with institutions (like CDFIs) that already have deep community ties.
This approach would allow the bank to leverage existing community infrastructure
while strengthening the capacity of mission driven lenders.

4.Early investments should prioritize affordable housing, Native Nations and
Indigenous communities, rural California, small businesses, and climate resilience.
These sectors face the most severe financing gaps, yet they offer the greatest
social return in terms of economic stability and community well-being.

5.Expand into larger public infrastructure financing as the bank matures and
demonstrates financial stability, reducing the reliance of state and local
governments on high-cost municipal bonds issued through private financial
institutions.
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6. Support programs that advance long-term financial justice. This includes
supporting partnerships that enable shared-equity homeownership, community
land trusts, down payment programs administered by local lenders, and affordable
student lending modeled after the Bank of North Dakota’s successful program.

7.Mandate routine robust evaluation and a public accountability process. Public
reporting should be transparent, accessible, and designed to build public trust by
clearly documenting the bank’s investments, financial performance, community
impacts, and progress toward equity and economic development goals.

These recommendations are a blueprint for an approach that ensures the state
public bank grows sustainably while delivering immediate benefits to communities
across California. The need for such an institution is urgent given that California
faces some of the highest housing costs in the nation, escalating climate-related
disasters that lead to displacement and deepen regional and racial inequities in
access to capital and wealth building, the latter of which helps to buffer against
economic shocks.

A public bank would align financial infrastructure with California’s broader
commitments to housing affordability, environmental resilience, racial justice,
and inclusive economic development. It represents an opportunity to reclaim
public dollars for the State of California, reinvest them locally, and build a
more stable, equitable, and publicly accountable financial system aligned with
the state’s social and economic priorities.
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INTRODUCTION: CALIFORNIA'S
CAPITAL CRISIS AND THE CASE
FOR A PUBLIC BANK

Despite being the world’s fourth-largest economy, California faces a crisis in how
capital is sourced, controlled, and deployed.* The financial systems responsible for
financing essential public needs—private banks, federal agencies, and community
lenders—are unable to provide or meet the need for long-term, affordable, and
equitable financing to address the state’s most pressing social, economic, and
environmental challenges. Californians are increasingly priced out of stable housing
while small businesses struggle to secure affordable credit necessary for growth
and sustainability. Rural communities face declining access to banking services and
shrinking investments in economic development, and local governments often
delay urgently needed infrastructure projects due to financial constraints.
Simultaneously, climate change and increasingly frequent unforeseen natural
disasters—such as wildfires—exacerbate the need for both large-scale, long-term
investment and nimbleness in rapidly deploying resources during crises.

This crisis in capital—both in terms of accessibility and funding for critical projects
—is not simply a matter of insufficient resources. Rather, it reflects a deeper
systemic misalignment between public needs and private financial incentives.
Private banks operate under strict regulatory frameworks that prioritize risk
minimization and shareholder profit, making them ill-suited to finance affordable
housing, green infrastructure, or rural economic development.® Federal funds, once
a backbone for State infrastructure and social programs, have become unreliable
and politically volatile, leaving essential services vulnerable to abrupt funding cuts
and shifting political priorities.® Meanwhile, community development financial
institutions (CDFls) and community banks—mission-driven institutions that
understand local needs—are constrained by small asset bases, increasing debt
costs, and regulatory scrutiny that limits their ability to innovate to meet the
unique and varied needs of the specific communities they serve.’

“Office of Governor Gavin Newsom, “California Is Now the 4th Largest Economy in the World,” Press Release, Office of Governor Gavin
Newsom, April 24, 2025, https:/www.gov.ca.gov/2025/04/23/california-is-now-the-4th-largest-economy-in-the-world/.

’Mehrsa Baradaran, How the Other Half Banks: Exclusion, Exploitation, and the Threat to Democracy (Harvard University Press, 2018); Lisa
Servon, The Unbanking of America: How the New Middle Class Survives (Houghton Mifflin Harcourt, 2017),
https:/www.overdrive.com/search?q=4967D5D4-BAB4-4ECC-A2DE-311EC1B3A8DB.
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Types of Financial Institutions

Community Banks: Financial institutions that primarily focus on traditional banking
services. They mainly provide loans and accept deposits within a specific local or
regional market area.?

Credit Unions: Member-owned, not-for-profit financial cooperatives. Instead of
serving stockholders, credit unions return earnings to members through lower fees,
better interest rates, and enhanced services. They also offer many of the same
financial products and services as other financial institutions.’

Community Development Financial Institutions (CDFls): CDFls are private-sector,
financial institutions, with community development and serving the underbanked
as their primary mission.*

General Market Banks: General market banks refer to banks that provide financial
services to the general public. They include retail banks that provide access to
everyday banking needs for consumers and commercial banks that provide
financial services for business needs. They are not mandated to prioritize and serve
the needs of communities rather their focus is to generate profit for their
shareholders. Some examples include Chase Bank, Wells Fargo, and Bank of
America.™

Public Banks: A public bank is a bank owned by the State government and it is
mandated to operate and reflect the values and needs of the community. Public
banks can supercharge existing financial institutions, like CDFls, and offer access to
affordable capital through long-term and low-interest rates. Any profits generated
by the public bank go back to the bank and community, not the private sector.*

¢Jeanne Kuang, “California Food Banks Face Funding Cuts, and Not Only from the Trump Administration,” Politics, CalMatters, March 27,
2025, https://calmatters.org/politics/2025/03/california-food-banks-cuts/; Jeanne Kuang, “Rural California, Reliant on the Trump
Administration for Jobs, Braces for Cuts,” Politics, CalMatters, April 3, 2025, https://calmatters.org/politics/2025/04/rural-california-federal-
cuts/.

’Brett Simmons et al., “Addressing the Capitalization and Financial Constraints of CDFI Microlenders,” Community Development Innovation
Review (San Francisco, CA), 2021, 43-60; Agius Vallejo and Canizales, “Ethnoracial Capitalism and the Limits of Ethnic Solidarity.”

8FDIC Community Banking Study (Federal Deposit Insurance Corporation, 2012), https:/www.fdic.gov/resources/community-
banking/report/2012/2012-cbi-study-full.pdf.

“What'’s a Credit Union?” The Wisconsin Credit Union League, The Wisconsin Credit Union League, accessed May 7, 2026,
https:/www.theleague.coop/whats-a-credit-union.

10 “About CDFls,” CDFI Coalition, accessed May 7, 2026, https://cdfi.org/about-cdfis/.

11 Adam Barone et al., “How Banking Works, Types of Banks, and How To Choose the Best Bank for You,” Investopedia, November 11, 2025,
https:/www.investopedia.com/terms/b/bank.asp.
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A State-run public bank offers a systemic solution to these gaps and broader
challenges. Unlike private institutions, a public bank could deploy capital based on
long-term community needs rather than short-term profit motives. It could
collaborate with CDFls, community banks, and credit unions to expand equitable
lending capacity, share risk, and strengthen local financial ecosystems rather than
compete with them.® It can offer low-cost, long-term financing for affordable
housing, green infrastructure, small businesses, and rural economic stability.**

A public bank can be nimble in times of crisis, like disaster relief, and could provide
a stable counterweight to federal funding volatility by anchoring essential public
investments with locally controlled capital.*®

Global examples—from Norway to Germany to Canada—demonstrate that public
banks can effectively finance large-scale climate projects, housing, and
infrastructure when guided by clear public values that prioritize communities in
need.’® The Bank of North Dakota (BND), the only state public bank in the United
States, offers a century-long example of how a public bank can strengthen
community lenders, stabilize rural economies, and respond swiftly in times of crisis.
During the COVID-19 pandemic, for instance, North Dakota delivered Paycheck
Protection Program (PPP) loans more efficiently than almost any other state
because the BND partnered with local lenders to distribute loans quickly and
equitably.'’

12pB|, “Public Banks 101, Public Banking Institute, accessed May 14, 2026, https:/publicbankinginstitute.org/public-banks-101/.

BTrinity Tran, “In California, a Movement for Locally Controlled Finance Gains Ground,” Nonprofit Quarterly, January 8, 2025,
https:/nonprofitquarterly.org/in-california-a-movement-for-locally-controlled-finance-gains-ground/; Evan Sparks, “The Bank in the
Background,” ABA Banking Journal, ABA Banking Journal, August 21, 2019, https://bankingjournal.aba.com/2019/08/the-bank-in-the-
background-north-dakota/.

“Thomas Marois, “Public Banking on the Future We Want,” in Public Finance for the Future We Want, ed. Lavinia Steinfort and Satoko
Kishimoto (Transnational Institute (TNI), The Democracy Collaborative, Change Finance, Focus on the Global South, New Economics
Foundation, Fairfin, MOBA Housing Network, Tellus Institute, 2019), https:/www.tni.org/en/publication/public-finance-for-the-future-we-
want; Neha Singh, The Case for California’s State Public Bank.

*Daria Lenderman et al., Public Banking in California: Learning from the Bank of North Dakota, Poverty Solutions (University of Michigan,
2025), https:/poverty.umich.edu/publications/public-banking-in-california-learning-from-the-bank-of-north-dakota/; Carolyn Jones, “Rural
California Schools and Roads Lose Millions in Federal Funding after Latest Cuts,” K-12 Education, CalMatters, March 25, 2025,
https://calmatters.org/education/k-12-education/2025/03/rural-counties/.

6 Marois, “Public Banking on the Future We Want.”

7 Melissa Marquez, “Public Banks: An Important I[dea Whose Time Is Overdue,” Credit Union Times, July 24, 2023,
https:/www.cutimes.com/2023/07/24/public-banks-an-important-idea-whose-time-is-overdue/ slreturn=20230624155102.
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In the coming years, California could have an opportunity to build a financial
institution that centers public benefit rather than profit—one capable of meeting
the scale, urgency, and diversity of the state’s needs. The following sections
examine the limits of the current financial system, explain why the state needs a
public bank, and outline a path forward for building an institution rooted in equity,
accountability, and long-term community resilience.

l. LIMITS OF THE STATUS QUO FINANCIAL SYSTEM

California’s existing financial systems fall short in meeting statewide needs. Private
banks and federal funding exposes communities to systemic vulnerabilities that
undermine long-term planning, economic mobility, and equitable development.
Although private financial institutions, like general market banks or private equity,
play an important role in the broader credit ecosystem, their regulatory constraints
and profit-driven mandates limit their ability to support the kinds of long-term,
community-serving investments that could help to remedy inequality in California.

Federal funding volatility has had especially damaging consequences in recent
years. Projects that serve local communities often rely on federal funds and are
thus extremely vulnerable to cuts or freezes in federal funding.'® In Sacramento, for
example, rising demand at a local food bank coincided with a federal freeze on
millions of dollars in support, halting hundreds of truckloads of food statewide and
leaving under-resourced community organizations struggling to fill the gap.'” Rural
communities have experienced similar disruptions, as federal funding freezes and
cuts halted wildfire mitigation, small business programs, and infrastructure
maintenance in rural towns already grappling with limited resources and a lack of
financial institutions.?’ These funding interventions are not brief administrative
inconveniences; they produce real, lasting harm to communities that rely on
consistent federal support to meet basic needs. At the same time, federal funding
streams have become increasingly volatile, jeopardizing essential services such as
wildfire mitigation, housing, food distribution, and rural healthcare. This
convergence of private-sector risk aversion and federal instability has left many
Californian communities—including individuals, businesses, and CDFIs—without
reliable access to capital to fulfill the diverse needs of regions across the state.

8Kuang, “Rural California, Reliant on the Trump Administration for Jobs, Braces for Cuts.”
¥Kuang, “Starving for Funds.
Kuang, “Rural California, Reliant on the Trump Administration for Jobs, Braces for Cuts.”
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Ultimately, private financial institutions operate within systems that
prioritize risk minimization and shareholder returns rather than public
benefit.

As a result, they frequently avoid making loans or capitalizing projects that do not
promise high short-term profitability or that are perceived as carrying
unconventional risk profiles. In practice, these assessments of “risk” are often
racialized, disproportionately disadvantaged borrowers and communities of color
despite evidence of strong community need and long-term social benefit.?*

The lack of accessible capital has significant consequences across multiple sectors
of California’s economy. Affordable housing developers often spend years piecing
together complex financing packages for projects serving extremely low-income
households, delaying construction and limiting the state’s ability to address its
deepening housing crisis.?? In rural communities, the disappearance of local banks
has reduced access to affordable credit for residents, small businesses, and public
infrastructure projects alike, leaving these regions especially vulnerable to
economic downturns, disinvestment, and climate-related disasters.*

ZAgius Vallejo and Canizales, “Ethnoracial Capitalism and the Limits of Ethnic Solidarity.”

2Halah et al., “What a Public Bank Can Do for L.A. and Its People”

ZHans Johnson and Marisol Cuellar Mejia, “Rural California,” Fact Sheet, Public Policy Institute of California, March 2024,
https:/www.ppic.org/publication/rural-california/.
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Challenges in Rural Communities

“The challenges in rural areas are first, there's not enough capital and
investment. There's redlining, and a lot of communities have lost their
banks. The interest rates are higher and investors don't always look at
investing in rural communities. There are communities that have never had
affordable housing built in them because there's no way for nonprofit
groups and public agencies to cover all of the housing needs in those
communities without considerable expansion of the nonprofit sector.
There are certain requirements in some state housing programs that
disadvantage rural communities, as well. You have infrastructure issues
and systems that are degrading. You have local opposition, because these
tend to be politically conservative areas. There's a whole host of different
issues that make it difficult to develop in rural areas. Having a state bank
that provides good loans, good terms and conditions would be a huge
benefit in rural areas.”

- Rob Wiener, California Coalition for Rural Housing

2Agius Vallejo and Canizales, “Ethnoracial Capitalism and the Limits of Ethnic Solidarity.”

22Halah et al., “What a Public Bank Can Do for L.A. and Its People.”

2Hans Johnson and Marisol Cuellar Mejia, “Rural California,” Fact Sheet, Public Policy Institute of California, March 2024,
https:/www.ppic.org/publication/rural-california/.



USC EQUITY RESEARCH INSTITUTE AND RISE ECONOMY 14

CDFls and banks that serve low-income communities and communities of color are
mission-driven and play a central role in addressing these disparities by offering
culturally competent and more relationship-based lending that private institutions
cannot replicate. Yet CDFls operate with limited capital and often cannot expand
without access to larger, lower-cost sources of funding. Their lending portfolios are
increasingly stretched across multiple sectors and higher interest rates have
increased their cost of lending capital forcing these institutions to make difficult
decisions about how to allocate scarce resources.?* At the same time, their ability
to scale is constrained by federal regulations, limited capitalization, rising debt
costs, and serving borrowers of color who operate within a racialized financial
system that has historically excluded them via federal and local policies and
practices.? People of color are often deemed credit risks because they lack assets
and a deep credit history, conditions deeply shaped by historical and contemporary
forms of systemic racism, including the legacies of redlining and the
disproportionate targeting of communities of color by general market banks
through subprime lending during the 2008 Great Recession.?

As a result, CDFls often operate on lean financial margins while struggling to meet
demand at the scale required by California’s diverse and growing economy.?” Thus,
even the most innovative CDFls cannot close statewide gaps in housing, climate
resilience, or rural economic development without larger, more stable sources of
capital. Research shows that as CDFI investing portfolios grow, so does the debt
cost, leading a CDFI to stretch its limited funding across multiple projects.? To
support the increased financing, a CDFI must increase its net assets. A state public
bank could serve as a critical institutional mechanism for extending stable, low-
cost capital to CDFls, strengthening their capacity to scale community investment
while preserving their locally grounded and mission-driven approach.

2Simmons et al., “Addressing the Capitalization and Financial Constraints of CDFI Microlenders”; Neha Singh, The Case for California’s State
Public Bank.

ZAgius Vallejo and Canizales, “Ethnoracial Capitalism and the Limits of Ethnic Solidarity”; Keeanga-Yamahtta Taylor, Race for Profit: How
Banks and the Real Estate Industry Undermined Black Homeownership (Univeristy of North Carolina Press, 2019); Mehrsa Baradaran, How
the Other Half Banks: Exclusion, Exploitation, and the Threat to Democracy, First Harvard University Press paperback edition (Harvard
University Press, 2018).
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Predevelopment loans

Predevelopment loans are important for the early stages of a development project.
These loans front the costs associated with project planning and preparation like
site acquisition, zoning, environmental testing, and more. These activities are risky
to fund because there is no guarantee that the project will move forward.
Traditional banks do not tend to fund predevelopment loans because of the high
risk and if they do the loans are often at high interest rates that developers with
limited resources cannot afford.”

The Need for Patient Capital

“Predevelopment loans, that's where the public bank can play a big role.
The reason why that's a big issue is that | can get and do get a ton of
predevelopment loans from CDFls, but they have a limit on how much
they can put out. On predevelopment, sometimes that can be $2 or $3
million, and there are very few CDFIs that are gonna give you that much
money for a long period of time. The role this bank could have is patient
capital. There's hardly any patient capital around, other than CDFls, and
their patience isn't enough for these deals.”

- Paul Ainger, former Rise Economy board member and affordable housing
consultant

2 Capital Impact, Community Development Lending, Explained: Predevelopment Loans, April 1, 2024,
https:/www.capitalimpact.org/blog/community-development-lending-explained-predevelopment-loans/; Josiah Hoss, Making Homes Make
Cents: How Affordable Housing Is Financed (The Sycamore Institute, 2025), https:/sycamoretn.org/wp-
content/uploads/2025/11/2025.10.28-final-making-homes-make-cents-how-affordable-housing-is-finance.pdf.



USC EQUITY RESEARCH INSTITUTE AND RISE ECONOMY 16

Banks that serve low-income communities and communities of color face similar
challenges. Latino and immigrant-serving banks in Los Angeles, for example,
possess a deep understanding of the community and small business sectors, yet
federal regulations aimed to rein in predatory lending of big private banks restrict
their ability to innovate based on community needs or to expand lending. For
example, citizenship loan programs, which help legal permanent residents obtain
low-interest microloans to pay for their citizenship applications, had the potential
to improve long-term economic stability for these immigrant residents, but were
curtailed under federal pressure because applicants lacked conventional credit
histories, and because regulators deemed immigrant borrowers to be too risky
despite strong repayment patterns.*® Similar patterns are observed in Black,
Indigenous, and rural communities, where long-standing inequities in wealth and
asset ownership make standardized risk assessments that rely on credit scores and
assets particularly punitive.®! These institutions operate under the threat of
penalties or receivership if they deviate from conventional underwriting norms.*?

Local governments face similar pressures, particularly when financing
infrastructure. Municipalities incur substantial interest and fee payments to private
financial institutions for essential public projects. For example, for fiscal year
2024-2025, Los Angeles authorized approximately $1.43 billion in short-term Tax
and Revenue Anticipation Notes tied to cash-flow and debt-service obligations and
reported a $9.30 million increase in debt-service interest payments-money that
flows to financial institutions and creditors instead of being reinvested into local
communities and public goods.*® Across the state, this extraction of public
resources limits the ability of city and county governments to modernize
infrastructure and respond to the accelerating impacts of climate change and other
pressing issues.

%Agius Vallejo and Canizales, “Ethnoracial Capitalism and the Limits of Ethnic Solidarity.”

%'Mehrsa Baradaran, The Color of Money: Black Banks and the Racial Wealth Gap (Harvard University Press, 2017),
https://doi.org/10.4159/9780674982284; Louis A. Ferleger and Matthew Lavallee, “Lending a Hand: Black Business Owners’ Complex Role
in the Civil Rights Movement,” Enterprise & Society 21, no. 2 (2020): 494-515, https:/doi.org/10.1017/es0.2019.38.

32Agius Vallejo and Canizales, “Ethnoracial Capitalism and the Limits of Ethnic Solidarity.”

3Kenneth Mejia, “PAFR25,” LA Controller, City of Los Angeles Controller, January 30, 2016, https:/pafr25.lacontroller.app/; City of Los
Angeles, Budget, Fiscal Year 2024-25 (City of Los Angeles, 2024).
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Regional inequities exacerbate these patterns. The disappearance of community
banks in rural and inland regions has created banking deserts where residents and
small businesses have limited or no access to financial services. Rural communities,
already facing high poverty rates and limited economic diversification, are
particularly vulnerable to credit scarcity.®* Without access to stable financing, local
economies stagnate, rural hospitals close, and essential infrastructure—roads,
water systems, broadband—deteriorates.*® Private lenders rarely fill these gaps
because the perceived profitability of rural markets does not meet shareholder
expectations.

Credit scarcity

Credit scarcity, often known as credit crunch, happens when there is a decline in
lending activity from financial institutions due to a shortage of funds. Credit
crunches can lead to higher interest rates to compensate for the increased lending
risk. Due to the limited availability of lending credit, credit scarcity impacts
economic growth, business expansion, and employment.*

Together, these systemic impediments reveal the inadequacies or failures of a
profit-driven private financial system unable to meet California’s current and future
needs. These inequities are not incidental; they are built into the architecture of
the financial system. The result is a landscape in which communities with the
highest needs and strongest potential for shared prosperity receive the least
investment. Without a systemic solution—such as a state public bank grounded in
community well-being designed to expand capital access equitably—these
disparities will persist and deepen.

34CHA, “California’s Rural Communities at Risk of Becoming Health Care Deserts,” Memo, California Hospital Association, 2024,
https://calhospital.org/wp-content/uploads/2024/04/Preserving-Rural-Health-Care_Issue-Brief_2024_04_Final.pdf; Region 9 of ASCE,
2025 Report Card for California’s Infrastructure (American Society of Civil Engineers, 2025), https:/infrastructurereportcard.org.
35Johnson and Cuellar Mejia, “Rural California.”

3 Akhilesh Ganti et al., “Understanding Credit Crunch: Causes, Effects, and Real-World Examples,” Investopedia, 2026,
https:/www.investopedia.com/terms/c/creditcrunch.asp.
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Il. WHY CALIFORNIA NEEDS A STATE-RUN
PUBLIC BANK

California can use a state public bank to shift economic power back to local
communities and reclaim lost funds for local use. Public banks exist around the
world and demonstrate their potential to mobilize long-term capital for essential
infrastructure, green energy, affordable housing, and regional development.®’
These banks succeed because they are not beholden to short-term shareholder
returns. They finance projects with long-term horizons and significant social
benefits, such as renewable energy infrastructure in Norway or large-scale housing
investments in the City of Vienna.

Their mandates focus on public goals, allowing them to absorb
risks that private banks avoid and to reinvest earnings into future
public projects.

In addition, public banks are not required to follow standardized practices that
have historically excluded communities of color, a key tool for financial equity,
thereby expanding eligibility criteria for businesses. Public banks have the
opportunity to create their own lending policies that focus on the community’s
infrastructure, educational, or affordable housing needs, and shift their policies to
work in favor of stakeholders rather than shareholders.*® A well-designed and
inclusive credit policy can begin to address historically prevalent banking practices
that have dismissed and excluded communities of color.

A state public bank, by its nature, would invest in the communities of California. It
offers an opportunity to rebuild California’s financial infrastructure around public
benefit rather than private profit. It would allow the State to deploy capital based
on community needs, long-term resilience, and equity goals rather than the
profit/shareholder pressures that shape private lending decisions.

37 Marois, “Public Banking on the Future We Want.”
3 Wesley C. Marshall and Louis-Philippe Rochon, “Public Banking and Post-Keynesian Economic Theory,” International Journal of Political
Economy 48, no. 1 (2019): 60-75, https:/doi.org/10.1080/08911916.2018.1550947.
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By providing affordable, long-term financing for public-benefit projects, partnering
with community lenders, and reinvesting profits locally, a public bank could
transform California’s capacity to meet its housing, climate, and economic
development needs. Furthermore, a state public bank can act as a wholesale
lender, share risk, bridge credit gaps, reduce borrowing costs, expand lending
power, support small businesses dismissed by big banks, and empower local
institutions to meet community needs.*

A U.S. Model: Bank of North Dakota

The Bank of North Dakota (BND) is a state-owned and run financial institution that
is focused on supporting industry, agriculture, and business growth in the state, as
well as disaster assistance.” It is the only public state bank in the U.S. and a
concrete example of how a public bank can strengthen local financial ecosystems.
BND was established in 1919 and originally financed from state bonds to respond
to the affordable capital needs of its agriculture field and act as an alternative to
rising interest rates of out-of-state banks.*? Its financing mandate prioritizes the
development of the state's agriculture, commerce, and industry. BND does not
compete with existing private financial institutions—it is not a savings and loan and
does not work directly with borrowers—but rather prioritizes a partnership model
where it uplifts the efforts of already established community lenders like CDFls
and community banks.*? For over 100 years, BND has supported small businesses,
financed schools and hospitals, and provided home loans. Demonstrative of its
utility during unforeseen crises, the bank provides recovery funding during
environmental disasters, like floods, and it allowed for the quick dissemination of
capital—in the form of PPP loans during the COVID-19 pandemic.*®

%7 Halah et al., “What a Public Bank Can Do for L.A. and Its People”; Sparks, “The Bank in the Background.”

4 Hanryano Y. Lethe Sarungallo and Nicholas J. Wetzel, Bank of North Dakota, RatingsDirect (S&P Global Ratings, 2025),
https:/bnd.nd.gov/wp-content/uploads/RatingsDirect_BankofNorthDakota_3308011_Jan-14-2025.pdf.

“1“BND Operations,” Bank of North Dakota, n.d., https:/bnd.nd.gov/about-bnd/bnd-operations/.

“2Tran, “In California, a Movement for Locally Controlled Finance Gains Ground”; Sparks, “The Bank in the Background.”
43“BND Operations.”
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Capitalization

BND serves as a financial tool for the State, and North Dakota law mandates that
all state funds are deposited with BND unless otherwise specified. The majority of
the deposits come from the State’s collection of taxes and fees. The deposits
come from corporate accounts, North Dakota city and county governments, and
North Dakota financial institutions. BND leverages state deposits, made a net
income of $200.4 million in 2024, and returns the dividends to the State that can
be reinvested in projects to serve the public good. It uses a conservative
investment strategy and only invests in AAA securities guaranteed by the federal
government.*

Governance

The BND governance model has four key components: the State legislature, the
State Industrial Commission, the advisory board, and executive management. The
State legislature sets the mission and serves as the group's shareholder.

BND is a for-profit entity that returns profits to the State, and the
State legislature’s attention is drawn to the bank's dividends
because BND does not spend money from the general fund but
rather contributes to it.

The State Industrial Commission serves as the bank's independent legal board and
oversees the BND. It is made up of the Governor, the Chairman of the
Commission, the Attorney General, and the Agriculture Commissioner. The State
Industrial Commission chooses the CEO and dictates what power the role holds. It
handles the strategy approval and is part of the credit decision for over $25
million aggregate relationships. The advisory board is appointed by the governor
and comprises 7 individuals from different industries across the state. The BND
goes to the advisory board first for credit decisions and strategy oversight. The
Advisory Board reviews bank operations and works closely with executive
management, advising and sending recommendations to the State Industrial
Commission.*

4 “BND Operations.”
46 Alliance for Local Economic Prosperity and Public Banking Institute, BND Part 2 of 5, 2026, YouTube, 6:07,
https:/www.youtube.com/watch?v=jcWjDbxcnWc; “BND Operations.”
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BND has a robust organizational structure. It is not FDIC insured because it is
owned by the State; therefore, it is not subject to federal regulation. BND follows
federal regulations for good measure, partners with FDIC-insured institutions, and
has state laws that guarantee the bank's deposits. The North Dakota Department
of Financial Institutions oversees the audits but has no regulatory authority over
the bank. BND also has a robust internal audit department that employs an
aggressive external audit schedule. North Dakota State law requires public
transparency by mandating that BND meetings and agendas are available for
public review.*’

California’s sheer size and diversity differ significantly from North Dakota’s, but
the principles remain relevant. A California public bank could stabilize affordable
housing financing, provide consistent capital for disaster relief and climate
resilience, support rural economies, expand the reach of CDFls, and reduce
dependence on costly private financial institutions. It could also allow California to
capture the public value currently extracted through interest and fees paid to
private banks—savings that could be reinvested in communities across the state.

An International Model: German Public Banking - KfW Group

International models offer important lessons for how California might structure
and implement its own public bank. Public banking institutions are widespread
globally and have long played a central role in financing infrastructure, economic
development, housing, and social investment. Germany'’s Kreditanstalt flir
Wiederaufbau (KfW) is one of the largest state-owned development banks in the
world, with over $540 billion in assets as of 2025.* Established in 1948, it funds
projects in small businesses, housing, environmental protection, infrastructure,
international development programs, and more.*’ Local governments, businesses,
nonprofit organizations, and private individuals are all eligible to receive KfW
funding. In 2025, it provided a total of €98 billion (~$140 billion USD) in funding,
both within Germany and around the world.”®

4 “BND Operations.”

46 Alliance for Local Economic Prosperity and Public Banking Institute, BND Part 2 of 5, 2026, YouTube, 6:07,
https:/www.youtube.com/watch?v=jcWjDbxcnWc; “BND Operations.”

“7Alliance for Local Economic Prosperity and Public Banking Institute, BND Part 2 of 5; “BND Operations.”

“Nina Luttmer, “KfW in 2025: Strong Promotional Year and Stable Profitability,” Press Release, KfW, March 27, 2026,
https:/www.kfw.de/About-KfW/Newsroom/Latest-News/Pressemitteilungen-Details_886400.html.

““Promotional Mandate and History,” KfW, accessed May 7, 2026, https:/www.kfw.de/About-KfW/Férderauftrag-und-Geschichte/; Gesetz
Uber Die Kreditanstalt Fiir Wiederaufbau, WiGBI. S. 123 (1948), www.kfw.de/PDF/Download-Center/KfW-Gesetz/KfW-Gesetz-DE-
EN.pdf.

S0“KfW-A bank with a sense of responsibility,” KfW, accessed May 7, 2026, https:/www.kfw.de/Uber-die-KfW/.
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Governance

KfW is governed by an Executive Board and a Board of Directors. The Executive
Board is responsible for the bank's business and assets and represents the
institution publicly and legally. The members of the Executive Board are appointed
by the Board of Directors, which consists of numerous federal ministers; members
appointed by the federal legislature; representatives from financial institutions;
representatives from industry, agriculture, housing, and commerce; and trade
union representatives. The Board of Directors is also responsible for supervising
the bank's finances. In addition, the Finance Ministry and the Ministry for
Economic Affairs and Energy also have legal supervisory powers over the bank.*!

Lending

The German federal government owns 80 percent of KfW, and the states own 20
percent.”? It receives some public grant funding from the government, but raises
more than 90 percent of its funds on the capital markets and can refinance on
very favorable terms.’® As a result, KfW funding recipients can also obtain loans at
low interest rates.>® These recipients receive KfW funding, in most cases,
indirectly through credit institutions or other financing institutions, ensuring that
KfW doesn’t compete directly with existing banking entities.>> However, the
federal government is liable for all loans taken out by KfW and for the bonds it
issues, ensuring that the federal state has an active interest in maintaining KfW's
success.”®

Funding Energy Efficiency

The bank’s domestic funding priorities have recently included supporting energy
efficiency in new and existing residential buildings, and environmental protection
measures.”’ In particular, KfW’s Green Bonds have funded renewable energy
projects and clean transportation upgrades to the tune of nearly €11 million (~$12
million USD) in 2025.%8

51Gesetz Uber Die Kreditanstalt Fiir Wiederaufbau.

2 KfW, “Promotional Mandate and History.”

S3Working methods and management,” KfW, accessed May 7, 2026, https:/www.kfw.de/Uber-die-KfW/Arbeitsweise-und-
Unternehmensfiihrung/.

S4KFW, “Working methods and management.”

%Gesetz Uber Die Kreditanstalt Fiir Wiederaufbau.

%Gesetz Uber Die Kreditanstalt Fiir Wiederaufbau.

STKEW, “KfW-A bank with a sense of responsibility.”

%8“Systainable investments for competitiveness, innovation and energy transition,” KfW, accessed May 7, 2026, https:/www.kfw.de/Uber-
die-KfW/Berichtsportal/Berichterstattung-2025/Inlandische-Foérderung/.
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But the largest focus has been its suite of programs around energy-efficient
homes, which collectively received over €24 billion (~$28 million USD) of funding
in 2025.> Through a couple of related programs, KfW supports the construction
and renovation of affordable and energy-efficient residential buildings. In this way,
KfW supports building decarbonization, increasing the housing stock, and keeping
homes affordable.®® KfW resumed a separate funding program in 2025 to address a
backlog of already-permitted energy-efficient housing, providing loans of up to
€100,000 (~$117,000 USD) per housing unit with subsidized interest rates backed
by federal funds.*

KfW offers important lessons for California by demonstrating how a public bank
can operate at scale while prioritizing long-term public investment and economic
development goals. Unlike traditional private financial institutions, KfW uses public
backing to expand affordable access to capital, support strategic public
investments, and partner with—rather than compete against—existing lenders.

lIl. CALIFORNIA'S PRIORITY USE CASES
FORASTATE PUBLIC BANK

California’s most urgent challenges—housing affordability, climate adaptation, rural
disinvestment, small business fragility, inequitable transportation systems, disaster
recovery, and crisis response—are fundamentally shaped by the availability and
structure of capital. A state public bank could help address these challenges by
providing long-term, low-cost, mission-driven financing aligned with public needs
rather than short-term private profit. At the same time, a public bank could
generate long-term revenue for the state by retaining and reinvesting interest
payments, fees, and financial returns that would otherwise flow to private financial
institutions, allowing public dollars to circulate back into California’s economy
while supporting critical public investments. The following are several ways a state
public bank could invest in and strengthen California communities:

SPKfW, “Sustainable investments for competitiveness, innovation and energy transition.”

SOKfW, “Sustainable investments for competitiveness, innovation and energy transition.”

IChristine Volk, “Reducing the Backlog in Residential Construction,” Press Release, KfW, November 27, 2025, https:/www.kfw.de/About-
KfW/Newsroom/Latest-News/Pressemitteilungen-Details_871680.html.
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Affordable Housing

Affordable housing finance is one of the most compelling cases for a public bank.
Developers face long timelines and fragmented funding structures that delay
projects and increase costs. Many rely on more than a dozen financing sources,
creating complexity that disadvantages nonprofit and community developers. Most
importantly, the complex capital funding stack required to build affordable housing

is one of the main reasons inhibiting the expansion of much-needed housing units
for low and moderate-income households.®?

Figure 2. Capital Stacking 101
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Source:®

The forward-looking 6th Cycle Regional Housing Need Allocation (RHNA)
determined that over 1.3 million units must be built for low and moderate-income
households.®* Yet the state is already behind on housing production goals for the
previous 5th Cycle; while RHNA goals for above moderate income households

were well exceeded, only 19.7 percent of the need for very low-income households
were met.®

®?Halah et al., “What a Public Bank Can Do for L.A. and Its People”
%Hoss, Making Homes Make Cents.

%HCD, “Regional Housing Needs Allocation: Overview (Slide 10), Housing Needs, Annual Progress Reports - Data Dashboard and

Downloads,” CA Department of Housing and Community Development, accessed May 13, 2026, https:/www.hcd.ca.gov/housing-open-
data-tools/apr-dashboard.

%SHCD, “California’s Progress Towards Fifth Cycle Housing Goals (Slide 3),” Regional Housing Needs Allocation Progress, CA Department of
Housing and Community Development, accessed May 18, 2026, https:/app.powerbigov.us/view?

r=eyJrljoiNjc4AMTkwYjItMWQ2YSOOMjAyLWEXZjUtMTI3MTMwY 2Y30Dg5liwidCl61jJiODI4NjQ2LWIwMzctNGZINyO4NDE1LWU5MzVj
ZDMOY2Y5NiJ9.
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Focusing solely on projects near construction and ready to break ground, at the
end of 2024, 44,723 affordable homes were awaiting funding, needing an
estimated $1.79 billion to move the pipeline forward.®® Public subsidies are often
the first funding mechanism for affordable housing projects and allow developers
to leverage those funds in a multiplier effect. A public bank could streamline these
processes, reduce borrowing costs, and create acquisition funds that preserve
affordable housing before it is purchased by speculative investors. Public banks are
uniquely positioned to address the housing crisis as they are mandated to serve the
public and prioritize community-oriented projects rather than catering to private
banks and maximizing profits.®’

Case Study:
Affordable Housing in Los Angeles

Los Angeles (LA) illustrates these challenges vividly. A report from the Jain Family
Institute (2023) found that LA is at the center of the U.S. housing crisis, with 47
percent of households paying more than 30 percent of their income on housing,
making LA the most cost-burdened county in California and one of the top five
most cost-burdened counties nationwide. In LA, home prices are increasingly out
of reach, and even with down payment assistance, the monthly mortgage payment
remains out of reach for an increasing number of residents. The Los Angeles
Housing Needs Assessment found that the county needs to add 456,643 homes by
2029 to meet its housing needs. The county is behind on meeting its needs; only
136,000 have been added. In order to meet housing needs, the City would need to
rapidly fund and expand housing production.®®

Financing affordable housing projects is often a major barrier. Developers assemble
capital from federal tax credits, municipal subsidies, private lenders, philanthropic
funds, and CDFIs—often taking years to fully finance a single development.
Meanwhile, unsubsidized affordable units, which make up the majority of LA’s low-
cost housing, are bought up rapidly by investors. A public bank could provide
cohesive financing, reduce reliance on private equity, and preserve affordable units
that would otherwise be lost.

%Shania Santana et al., “The California Affordable Housing Production Pipeline,” Enterprise, March 2025,
https:/www.enterprisecommunity.org/sites/default/files/2025-03/State_Pipeline_Brief_2025.pdf.

®’Raquel Rolnik, “Late Neoliberalism: The Financialization of Homeownership and Housing Rights,” International Journal of Urban and
Regional Research 37, no. 3 (2013): 1058-66, https:/doi.org/10.1111/1468-2427.12062.

%8Halah et al., “What a Public Bank Can Do for L.A. and Its People.”
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A Public Housing Model:
Vienna Social Housing

The City of Vienna takes an active role in creating affordable housing for its
residents. The City has built enough housing to meet local demand, and more than
60 percent of the 1.8 million residents live in social housing, including municipally-
owned housing and subsidized, limited-profit housing. Social housing is not
exclusively government-owned; it also includes regulated, non-market, permanent
affordable housing designed to remain affordable long term.

Vienna has committed the equivalent of $495 million USD annually in recent years
towards its social housing. The City’s active role in land acquisition, funding,
regulation, management, and the incentivization of housing development has
proved successful. While their model is not funded by a public bank, it serves as an
affordable housing model that can be replicated and financed by a California State
bank. The permanent housing funding has helped Vienna reduce reliance on
fragmented, multi-source housing capital, thereby simplifying the capital stack.
Vienna’s Social Housing has demonstrated that an alternative housing and
financing model can work.*’

Improving Public Infrastructure

California is home to nearly 40 million residents and relies on an extensive public
infrastructure system that supports diverse urban, rural, and Native communities.”®
This infrastructure—including roads, bridges, schools, transit systems, dams, and
water systems—is essential to public safety, economic stability, and public health.
The American Society of Civil Engineers (ASCE) recently evaluated California’s
infrastructure and, despite recognizing important advances in areas such as bridge
safety, transit improvements, and climate-conscious planning, assigned the state an
overall grade of C-, signaling aging systems, mounting vulnerabilities, and an urgent
need for long-term investment.”

*’Philip Oltermann, “The Social Housing Secret: How Vienna Became the World’s Most Livable City,” Life and Style, The Guardian, January
10, 2024, https:/www.theguardian.com/lifeandstyle/2024/jan/10/the-social-housing-secret-how-vienna-became-the-worlds-most-
livable-city; Jennifer LeSar, “Vienna Social Housing Model: Implications for LACAHSA and LA County’s Housing Landscape,” LACAHSA Board
Meeting, The Metropolitan Water District of Southern California Headquarters, Boardroom, 700 N. Alameda Street, Los Angeles, 90012,
March 27, 2024, https://file.lacounty.gov/SDSInter/bos/supdocs/189706.pdf.

7%0ffice of Governor Gavin Newsom, “California Storm Response and Recovery Update,” Press Release, Office of Governor Gavin Newsom,
March 22, 2023, https:/www.gov.ca.gov/2023/03/22/california-storm-response-and-recovery-update/.

"Region 9 of ASCE, 2025 Report Card for California’s Infrastructure.



USC EQUITY RESEARCH INSTITUTE AND RISE ECONOMY 28

Transportation inequities in the Central Valley also demonstrate the need for
sustained public investment. Residents often face long commute times, limited
access to public transit, and aging transportation infrastructure that constrain
economic development and increase environmental burdens. Building a sustainable
and equitable transportation network requires large-scale, long-term investment. A
state bank could provide additional support to current financing systems.”” A state
public bank could help address these challenges by providing coordinated, low-
cost, and stable financing for critical infrastructure projects by supercharging
CDFls and other local lenders, supporting investments that improve public safety,
expand economic opportunity, reduce pollution, and strengthen long-term
community resilience across California.

Prohibitive Infrastructure Costs

“Tribally owned lands and reservations may not have adequate water
systems to allow for new development. Those are projects that take years
to execute. It's hard for development projects to carry a large
infrastructure add-on, and if there's a community water system that needs
upgrading, the community itself has to work on upgrading the system. If
it's a question of extending a water line for half a mile, that might be
conceivably worked into the capital stack. If you get beyond a certain level
of infrastructure, it just makes it infeasible.”

- Michael Carroll, Rural Community Assistance Corporation

"’Caroline Rodier et al., The Central Valley Initiative, Report No. UCD-ITS-RR-22-58 (Institute of Transportation Studies, UC Davis, 2022),
https://escholarship.org/uc/item/7f50045j.
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Climate Resilience

Climate change has been widely recognized as the greatest public health threat of
the 21st century. The California Climate Adaptation Strategy (CCAS) reports that
climate change affects various aspects of everyday life, such as air quality, food and
water access, housing and public infrastructure, and physical safety and mental
health. The impacts of climate change often disproportionately affect vulnerable
populations. California’s Fourth Climate Change Assessment highlights key changes
that are worsening environmental risks in the state: rising temperatures, increased
drought frequency, more extreme weather events, intensified flooding and
accelerated sea level rise.”®

Annual temperatures have already increased 1-2°F across California and the state
is projected to have longer and more frequent extreme heat events. In the Central
Valley, heat waves and extreme heat events are expected to last up to two weeks
longer. Rising temperatures pose the following health risks: increased mortality and
illness, worsened air and water quality, and expanded vector-borne diseases.”’
More extreme weather events may increase flood risks. Existing flood management
systems are outdated and lack the funding for much needed improvements and
upgrades.®® Without new investment, extreme weather and poor infrastructure
may lead to failures within the Sacramento River Basin and San Joaquin River Basin
that may increase mortality rates.?! Sea levels pose a great threat to California
coastal communities. In the past century, sea levels have already risen 6-8 inches,
and accelerating rates of rise can lead to damage to infrastructure and
communities. Climate risks do not occur in isolation and often have cascading and
compounding impacts. For example, wildfires followed by heavy rain may increase
the risk of landslides, increase damage to infrastructure, and pose a threat to
residents.®?

78CCAS, “Summary of Projected Climate Change Impacts on California,” California Climate Adaptation Strategy, 2026,
https://climateresilience.ca.gov/overview/impacts.html.

7?CCAS, “Summary of Projected Climate Change Impacts on California.”

80Region 9 of ASCE, 2025 Report Card for California’s Infrastructure.

81CCAS, “Summary of Projected Climate Change Impacts on California.”

82CCAS, “Summary of Projected Climate Change Impacts on California.”
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California is a national leader in climate policy and finance. The state has invested
in clean energy, transportation, and infrastructure. Between 2019 and 2022,
climate finance grew by 26 percent annually and the state is currently meeting 63
percent of the financial investment needed for climate mitigation.®* The current
climate finance is dominated by the private sector which leads funding for zero-
emission vehicles and solar energy markets.?* A significant climate capital gap
remains. Funding is not keeping pace with climate mitigation needed across
different infrastructure needs®> and funding does not profit the most vulnerable or
impacted communities.®® California is already experiencing severe climate change
impacts across the state, and risks will only intensify without the intervention
needed. Climate threats create public health risks and long-term infrastructure and
economic risks. Current investment levels in climate change mitigation are
insufficient and must be addressed for the safety and health of all California
residents.

8Matthew Solomon et al., California Landscape of Climate Finance (BETA) (California Policy Initiative, 2023),
https:/www.climatepolicyinitiative.org/publication/california-landscape-of-climate-finance/.

84Solomon et al., California Landscape of Climate Finance (BETA).

85Region 9 of ASCE, 2025 Report Card for California’s Infrastructure.

8Solomon et al., California Landscape of Climate Finance (BETA).
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Case Study:
The 2025 Los Angeles Wildfires

The California Department of Forestry and Fire Protection (CAL FIRE) reported that
the Eaton and Palisades fires are now, respectively, the second- and third-most
destructive wildfires in California. The 2025 wildfires destroyed over 16,000
structures and resulted in the second-highest number of deaths at 31 people.®” The
2025 wildfires resulted in property damages between $28.0 billion and $53.8 billion,
with the Eaton and Palisades fires causing the most impact.®® A total of 1,863
businesses were affected by the wildfires, and business economic disruptions in Los
Angeles are projected to be $4.6 billion to $8.9 billion over the next five years. The
wildfires caused significant damage and destruction to over half of the single-family
homes and to community and public structures, such as churches, schools, and
hospitals. Significant damage was also done to public infrastructure and utility
structures. The Eaton and Palisades fires, combined, are the costliest in U.S.
history.?? It has been over a year since the wildfires, and some families and
communities are now shifting to long-term rebuilding, which will take years to
complete. While there was a rapid response and allocation of immediate recovery
funds, a financial gap remains for rebuilding these communities.”

A California public bank could support climate resilience needs, such as wildfire
mitigation, water infrastructure, building electrification, and renewable energy
installations, accelerating the state’s climate commitments. Private banks rarely
finance climate adaptation or renewable energy projects because they involve
long-term returns and complex risk calculations.”® Public banks abroad, such as the
Nordic Investment Bank and Germany’s KfW Group, demonstrate the power of
government-backed institutions to finance hydropower, energy transitions, and
large-scale climate resilience projects.

87CAL FIRE, “Top 20 Most Destructive California Wildfires,” Table, October 9, 2025, https:/34c031f8-c9fd-4018-8c5a-4159cdff6b0d-cdn-
endpoint.azureedge.net/-/media/calfire-website/our-impact/fire-statistics/top-20-destructive-ca-wildfires.pdf.

8Matt Horton et al., Impact of 2025 Los Angeles Wildfires and Comparative Study (Los Angeles County Economic Development
Corporation and Southern California Leadership Council, 2025), https://laedc.org/wp-content/uploads/2025/02/LAEDC_2025-LA-
Wildfires-Study_090525-UPDATE.pdf.

8NFPA Research Archive Files, “Wildland Fires Statistics,” NFPA, March 2024, https:/www.nfpa.org/education-and-
research/research/nfpa-research/fire-statistical-reports/wildland-fire-statistics.

Alexander Meeks, Rebuilding from the Bottom Up: The LA Fires One Year Later, Insights, January 7, 2026,
https:/milkeninstitute.org/content-hub/insights/rebuilding-bottom-la-fires-one-year-later.

IMarois, “Public Banking on the Future We Want.”
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The Bank of North Dakota Crisis Response

The Bank of North Dakota (BND) demonstrates how a state bank can aid in rapid
recovery efforts. One example is the BND’s assistance to the state during an
environmental crisis following a flood in Grand Forks in 1997. The damages from the
flood were valued at $3.5 billion. BND made $100 million available in disaster
recovery loans, offering the loans at an interest rate of 6 percent or less, and it even
coordinated the Flood Relief Fund. In contrast to the comprehensive financial
support BND was able to provide, the town across the border in Minnesota did not
have the same financial support for disaster recovery efforts during the flood, which
resulted in a significant population loss.”

Rural California and Gaps in Capital

California is home to 2.3 million rural residents, making them 5.8 percent of the
state's population.” Rural communities have some of the most acute financing
needs. Economic outcomes tend to be worse for Californians living in remote rural
areas, where access to necessary services is limited. The disappearance of
community banks has left regions without accessible credit, jeopardizing hospitals,
small businesses, and essential infrastructure. Between 2012 and 2017, over 40
percent of rural counties in the U.S. lost bank branches, with some counties
experiencing substantially more declines.” Compared to the rest of the country,
rural Americans have a higher reliance on brick-and-mortar bank branches, more
limited access to the internet and online banking options, and a greater likelihood
of living in banking deserts.”” Rural CDFIs and community banks have a harder time
reaching rural small businesses; however, these institutions are essential for rural
communities, as they could fill the capital gap by providing credit and funding
public infrastructure and small businesses that promote economic growth in the
area.”

?2Lenderman et al., » Public Banking in California.

?3Johnson and Cuellar Mejia, “Rural California.”

?“Andrew Dumont et al., Perspectives from Main Street: Bank Branch Access in Rural Communities (Board of Governors of the Federal
Reserve System, 2019), https:/www.federalreserve.gov/publications/files/bank-branch-access-in-rural-communities.pdf.

95 CFPB, Data Spotlight: Challenges in Rural Banking Access (Consumer Financial Protection Bureau, 2022),
https:/files.consumerfinance.gov/f/documents/cfpb_data-spotlight_challenges-in-rural-banking_2022-04.pdf.

96 Meredith Covington and Josh Courtney, Banking in Rural America: Insight from a Community Development Financial Institution (CDFI)
(Southern Bancorp, 2014), 1-7, https:/southernpartners.org/assets/SBCP_CDFIPaper_20141219.pdf; Mels G. de Zeeuw and Victor E. da
Motta, “Minority-Owned Enterprises and Access to Capital from Community Development Financial Institutions,” Community Development
Innovation Review (San Francisco, CA), 2021, https:/pesquisa-eaesp.fgv.br/sites/gvpesquisa.fgv.br/files/arquivos/vic_minority-owned-
enterprises-and-access-to-capital-from-community-development-financial-institutions.pdf.



USC EQUITY RESEARCH INSTITUTE AND RISE ECONOMY

With the decline of community banks, CDFls have the potential to step in and
continue supporting needed infrastructure for rural communities. One example of
a successful and important contribution comes from the rural CDFI in Maine:
Coastal Enterprises, Inc., which has been able to direct $15-20 million annually in
support of micro and small businesses in the state. This contribution helps to
promote economic growth in the region.”” Despite CDFls being able to support
community-driven projects, these institutions are often limited by their available
capital, higher risk engagement, lack of large-scale investment tools, and cost of
managing small and riskier loans.”® A state public bank would be able to strengthen
the support offered by CDFls by offering risk and liability sharing mechanisms that
extend the available capital of these institutions. A public bank could stabilize rural
economies by offering long-term, patient capital and partnering with rural CDFls to
expand their reach.

Challenges in Rural Communities

“Rural communities have fewer revenue streams that they can devote to
affordable housing. Banks don't have a presence, and investors ignore
rural communities. Investors would rather invest in an area with a strong
economy where their return on investment is fairly safe, rather than in a
rural area that's struggling. Many rural areas are struggling with high
unemployment and high poverty rates. So all of those things conspire
together to create a paucity of credit and capital and make the cost of
borrowing and development more expensive.”

- Rob Wiener, California Coalition for Rural Housing

9’Betsy Biemann and Keith Bisson, “Rural CDFls Give Voice to a Brighter Future in Rural Regions,” Community Development Innovation
Review (San Francisco CA), no. 1 (2017): 63-72.
%Simmons et al., “Addressing the Capitalization and Financial Constraints of CDFI Microlenders.”
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Case Study:
Rural Hospitals at Risk of Closure

Rural hospitals nationwide have often struggled to sustain long-term and stable
funding. The California Hospital Association noted that between January 2013 and
February 2020, more than 100 rural hospitals closed their doors. In 2023, two rural
hospitals in California closed: Corcoran District Hospital and Madera Community
Hospital.”

Even before the cuts, half of the hospitals in California were operating in the red
zone.' Now, more rural hospitals across California are at heightened risk of closure.
Medicaid cuts from the “Big Beautiful Bill” are exacerbating the financial troubles of
rural hospitals. A Public Citizen report found that 446 hospitals nationwide are at
increased risk due to federal healthcare cuts.'® In California, specifically, funding
cuts put 83 hospitals at risk—28 are rural hospitals.'®> When a rural hospital closes, it
is harder for rural communities to access care. There is an average increase of 40
miles in distance for rural residents to access specialized care after the closure of a
hospital.'®

The impacts of Medicaid cuts have begun to be felt in California. With the increased
difficulty of accessing funding and the heightened risk of closure, rural hospitals
have begun to limit the services they provide. For example, Glenn Medical Center,
the only hospital in Glenn County in Northern California, closed its emergency room
in September 2025 before closing its doors in October 2025.2°* While Glenn
Medical Center gained back its “critical access” label, funding barriers have
constrained its ability to reopen its doors.’* In addition, Southern Inyo Hospital is
the only hospital located within a 60-mile radius of Lone Pine and often the closest
care center for injured tourists. Without the hospital, there would be a 136-mile
stretch between the next closest hospitals in the eastern Sierra Nevada.'®

9CHA, “California’s Rural Communities at Risk of Becoming Health Care Deserts.”

1%0essica Garrison, “This Rural Hospital Closed, Putting Lives at Risk. Is It the Start of a ‘Tidal Wave'?,” California, Los Angeles Times,
November 26, 2025, https:/www.latimes.com/california/story/2025-11-26/rural-hospitals-closing-california-lives-at-risk.

191Ejleen O’Grady, The Big Ugly Threat to Safety Net Hospitals: Analyzing the Hospitals Put Most at-Risk by the Republican Tax and Budget
Reconciliation Bill (Public Citizen, 2026), https:/www.citizen.org/article/big-ugly-threat/.

1%2Maria G. Ortiz-Briones, “Trump’s Big Beautiful Bill Places Fresno County Hospital under Financial Stress,” Fresno Bee (Fresno, CA), July 24,
2025, https:/www.fresnobee.com/news/local/article310342965.html.

18CHA, “California’s Rural Communities at Risk of Becoming Health Care Deserts.”

1%Garrison, “This Rural Hospital Closed, Putting Lives at Risk. Is It the Start of a ‘Tidal Wave’?”

195 Ana B. Ibarra, “Glenn County Hospital Gets Federal Lifeline, but Still Needs Millions to Reopen,” Health, CalMatters, February 14, 2026,
https://calmatters.org/health/2026/02/glenn-county-comeback-soria-funding/.

%K risten Hwang, “With Just Days of Cash Left, Inyo County Hospital Nears Crisis Point,” Health, CalMatters, September 19, 2025,
https://calmatters.org/health/2025/09/inyo-hospital-closure-financial/.
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Expanding Small-Business Support

Small businesses are critical to California’s economy. The state is home to 4.3
million small businesses, employing nearly 50 percent of California workers.*’
Small businesses in underserved urban and rural areas also face persistent
challenges. Reflecting their lower levels of wealth and restricted access to banks,
entrepreneurs of color often rely on loans from family members, credit cards, or
home equity lines of credit to access financial capital.’® Community lenders
support these businesses, but limited capitalization constrains their ability to scale.
A public bank could expand microloan programs and support minority-owned
businesses, resulting in familial wealth attainment and broader economic
development in communities, helping build more inclusive local economies.

Case Study:
Los Angeles County Immigration Raids of 2025

In the summer of 2025, the federal government intensified its immigration
enforcement across Los Angeles County. Aggressive measures included large-scale
workplace raids and the mobilization of the California National Guard and the U.S.
Marines.'® The Los Angeles County Department of Economic Opportunity and Los
Angeles County Economic Development Corporation commissioned a report to
examine the economic impacts of the immigration raids in LA County.

197.US SBA, “2025 Small Business Profile: California,” Profile, Office of Advocacy, U.S. Small Business Administration, 2025,
https://advocacy.sba.gov/wp-content/uploads/2025/06/California_2025-State-Profile.pdf.

1% Maria Eugenia Verdaguer, Class, Ethnicity, Gender and Latino Entrepreneurship, O ed. (Routledge, 2009),
https://doi.org/10.4324/9780203879467; Robert Fairlie and Christopher M. Woodruff, “Mexican-American Entrepreneurship,” The B.E.
Journal of Economic Analysis & Policy 10, no. 1 (2010), https:/doi.org/10.2202/1935-1682.2479; Agius Vallejo and Canizales, “Ethnoracial
Capitalism and the Limits of Ethnic Solidarity”; Zulema Valdez, The New Entrepreneurs: How Race, Class and Gender Shape American
Enterprise. (Stanford University Press, 2011); Jody Agius Vallejo and Stephanie L. Canizales, “Latino/a Professionals as Entrepreneurs: How
Race, Class, and Gender Shape Entrepreneurial Incorporation,” Ethnic and Racial Studies 39, no. 9 (2016): 1637-56,
https://doi.org/10.1080/01419870.2015.1126329.

197 James Queally et al., “National Guard Arrives in Los Angeles as Fallout from Immigration Raids Continues,” California, Los Angeles Times
(Los Angeles, CA), June 8, 2025, https:/www.latimes.com/california/story/2025-06-08/national-guard-arrives-I-a-immigration-raids; Al
Jazeera Staff, “ICE Launches ‘Military-Style’ Raids in Los Angeles: What We Know,” Al Jazeera (Los Angeles, CA), June 7, 2025,
https:/www.aljazeera.com/news/2025/6/7/ice-launches-military-style-raids-in-los-angeles-what-we-know.
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The Los Angeles Economic Equity Accelerator and Fellowship conducted interviews
with 178 businesses across the county to examine the economic impacts of the
immigration raids. Some of the key takeaways from the report are that 82 percent
of the businesses surveyed experienced negative effects, with 44 percent reporting
revenue losses over 50 percent, 30 percent reporting harm to their short-term
financial stability, and 47 percent being concerned about the long-term viability of
their businesses.*'° Businesses in Los Angeles County are not only facing economic
losses but also experiencing workforce impacts, with 33 percent reporting that
employees are expressing fear about coming to work, 28 percent reporting
reduced productivity due to heightened anxiety, and 27 percent facing difficulty
finding replacement workers. The economic toll the raids are taking on businesses
point to the need to expand access to emergency business assistance programs
and a flexible loan-and-grant program to support businesses during crises.

Case Study:
Small Business Association (SBA) Bans Non-Citizens

from Accessing SBA-backed Loans

The U.S. SBA has made several policy changes that will negatively impact small
businesses in California. In March 2026, it was announced that, starting in April
2026, non-citizens would be banned from accessing SBA-guaranteed small-
business loans. This change follows the SBA's addition of a citizenship-verification
process and its restriction of access to its Surety Bond and Microloan programs for
non-citizens.'* As a result, businesses partly owned by green card holders are now
barred from these critical and affordable capital sources.’'? While the
consequences of this policy change remain to be seen, it is expected to have a
significant

1%Shannon M. Sedgewick et al., Economic Impacts of Federal Immigration Enforcement in Los Angeles County (Institute for Applied
Economics, Los Angeles County Economic Development Corporation, 2026), https:/opportunity.lacounty.gov/wp-
content/uploads/2026/02/LAEDCxDEO-Economic-Impacts-of-Federal-Immigration-Enforcement.pdf.

H1YS SBA, “2025 Small Business Profile: California”; US SBA, “SBA Bans Foreign Nationals from Accessing SBA-Backed Loans | U.S. Small
Business Administration,” News Release, US Small Business Administration, March 9, 2026, https:/www.sba.gov/article/2026/03/09/sba-
bans-foreign-nationals-accessing-sba-backed-loans.

H2Kelly Loeffler, “SBA Policy Notice: Update to SOP 50 10 8 - Citizenship and Residency Requirements and Recission of Procedural Notice
5000-872050,” US Small Business Administration, February 2, 2026, https:/www.sba.gov/sites/default/files/2026-
02/Policy%20Notice%205000-876441%20-
%20Update%20t0%20Citizenship%20and%20Residency%20Requirements%20and%20Recission%200f%20PN%2050000-872050.pdf.
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impact in California. Immigrant-owned businesses make up 40.3 percent of small
businesses and have generated $28.4 billion for the state’s economy.'*

Drawing on reporting by Levi Sumagaysay in CalMatters, advocates state that the
recent SBA policy change rescinds a stable source of capital for legal permanent
residents, potentially harming the broader economy. The change could affect
around 220,000 small businesses in California and limit the creation of new job
opportunities. SBA loans have historically been an important source of capital
because they offer low interest rates and are available to borrowers without an
established credit history. In addition, SBA-backed private loans give small business
owners reassurance and reduce perceived risk. Now, without access to SBA-
backed loans, small business owners may be exposed to predatory lending
practices.''*

While the policy change may drive demand for CDFI and state support, advocates
report that it will be a tough gap to fill because there are no existing options that
provide capital at the scale of the SBA, which may range from $350,000 to $30
million. For this reason, California small businesses partly owned by legal
permanent residents will now have to navigate fragmented financing options,
limiting their access to safe and affordable capital. This may undermine the stability
of existing small businesses and prevent new ones from launching. The recent SBA
policy changes underscore the need for a California financial institution capable of
deploying capital at scale to support small business owners during periods of
federal funding instability.'*®

MAIC, “Immigrants in California,” American Immigration Council, 2026.

4L evi Sumagaysay, “Big Change for California Small Businesses: No More SBA Loans for Non-Citizens,” Economy, CalMatters, March 30,
2026, https://calmatters.org/economy/2026/03/sba-loans-green-card-holders/.

15Sumagaysay, “Big Change for California Small Businesses.”
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The Bank of North Dakota and Emergency Capital Deployment
During COVID-19

At the beginning of the Paycheck Protection Program (PPP) rollout, North Dakota
approved 24 percent of the state’s loan applications compared to 10.8 percent in
California. BND partnerships with local financial institutions helped to effectively
approve over $1.7 billion in PPP funds to small businesses.**® Its ability to mobilize
capital quickly and flexibly—without waiting for federal approval—demonstrates the
unique value of a mission-driven public financial institution.

Despite being the fourth-largest economy in the world, California faces critical
funding gaps across sectors such as housing affordability, climate adaptation, rural
disinvestment, small-business fragility, and outdated public infrastructure.
California would not have to build a state bank from scratch; lessons from existing
public financial institutions can provide a blueprint for success.

116 enderman et al., » Public Banking in California; Marquez, “Public Banks: An Important Idea Whose Time Is Overdue.”
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IV. GOVERNANCE, LEGAL CONSIDERATIONS,
AND RISK MANAGEMENT

The success of a California public bank depends on its governance, legal
framework, and risk-management systems. Public banks are most effective when
they are governed independently, transparently, and with accountability to the
public. In California, it would require a board that reflects the state’s diverse
geography and expertise, including representation from community lenders,
affordable housing developers, climate advocates, and rural economies. Public
banks require professional banking leadership insulated from political cycles,
supported by clear ethical standards and transparent reporting mechanisms.**’

If the State of California were to pursue a public bank, the State must define a clear
statutory mandate, focusing on public-benefit areas such as affordable housing,
climate resilience, rural development, small business lending, and infrastructure
modernization. The bank’s mission must explicitly prohibit investments that conflict
with equity or environmental justice goals, including harmful law enforcement
activities or fossil fuel expansion—pitfalls observed in other public banks when
mandates were not clearly defined.'*®

117 Tom Sgouros, Public Bank East Bay Viability Study (Friends of the Public Bank East Bay, 2022),
https://staticl.squarespace.com/static/6449b94a98%ac6192a0a5a3d/t/649c9caa34a6702a52cebbbb/1687985328090/PBEB+Viability+S
tudy+March+2022.pdf; Halah et al., “What a Public Bank Can Do for L.A. and Its People”; Neha Singh, The Case for California’s State Public
Bank (Rise Economy, 2024), https://rise-economy.org/research_crc/the-case-for-californias-state-public-bank/.

118Singh, The Case for California’s State Public Bank; Lenderman et al., » Public Banking in California.
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Respecting Native Nations Sovereign Immunity

A California public bank would need to respect sovereignty, understand
tribal lands, and partner with native CDFls to provide patient and flexible
capital. Tribes usually have to either create a section 17 or do a resolution

negotiation with a bank in order to ensure that they don't have to waive

any of their sovereign immunity. Tribes want to be able to assume full

control over their enterprises and their money. Sovereign immunity, it is
not a compliance issue for tribes. It's the foundation. Most banks that I've
come across treat tribal sovereignty as a legal risk to mitigate rather than a

government status to respect. So what tribes need in the state is
recognition of tribes as governments, not looking at them as non-profits or
a special business entity. What's needed is standardized banking policies
that accept tribal resolutions, tribal courts, dispute resolution, limited and
project-specific waivers of sovereign immunity.

-Patrick Gallardo, Scotts Valley Band of Pomo
Indians and California Valley Miwok Tribe

118Singh, The Case for California’s State Public Bank; Lenderman et al., » Public Banking in California.

117 Tom Sgouros, Public Bank East Bay Viability Study (Friends of the Public Bank East Bay, 2022),
https://staticl.squarespace.com/static/6449b94a98%ac6192a0a5a3d/t/649c9caa34a6702a52cebbbb/1687985328090/PBEB+Viability+S
tudy+March+2022.pdf; Halah et al., “What a Public Bank Can Do for L.A. and Its People”; Neha Singh, The Case for California’s State Public
Bank (Rise Economy, 2024), https://rise-economy.org/research_crc/the-case-for-californias-state-public-bank/.
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Legally, a state public bank must comply with all relevant federal and state
regulations, including capital adequacy rules, underwriting standards, and safety-
and-soundness requirements. These regulations offer important protections rather
than obstacles. They ensure the bank remains stable and credible while pursuing
mission-driven goals.

Risk management must be robust and conservative. Public banks have unique
advantages in managing risk because they are not driven by shareholder
expectations. They can adopt countercyclical lending strategies, support borrowers
during downturns, and maintain diversified portfolios that align with public
priorities. Lessons from the Bank of North Dakota show that prudent management,
careful liquidity planning, and strong partnerships with local lenders create
resilience and long-term success.

Countercyclical Lending Practices

Countercyclical lending practices refers to a type of capital buffer that could be
imposed on banks. A countercyclical lending buffer would cause a bank to raise its
capital requirements during economic expansions meaning the bank would be
required to have a higher capital to asset ratio and a lower capital to asset ratio
during recessions. This practice helps a bank better adapt and absorb losses.**’

A California public bank should consider integrating these principles from the
outset, building an institution that is transparent, accountable, and firmly rooted in
the state’s commitment to equity.

119 Kaitlyn Hoevelmann, “What’s a Countercyclical Capital Buffer? Here’s a Rundown,” Open Vault Blog, February 26, 2020,
https:/www.stlouisfed.org/open-vault/2020/february/what-is-countercyclical-capital-buffer-ccyb.
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V. CRITIQUES, PITFALLS,
AND EVIDENCE-BASED RESPONSES

Public banking proposals generate questions about efficiency, political influence,
financial risk, and duplication of existing services. These critiques are essential to
address, not because they undermine the case for public banking, but because they
underscore the responsibility that comes with building a new public institution.
The evidence from domestic and international models, as well as the concerns
raised in existing literature,® reveal that public banks succeed when they are
structured carefully—with strong governance, clear missions, and transparent
accountability.

Importance of Public Bank Values:
Ensuring Public Banks Serve the Public Good

Although the Bank of North Dakota has aided local communities to a great extent,
it has also caused them harm. In 2016, North Dakota officials borrowed over $10
million from the BND to police Dakota Access oil pipeline protests. BND funded
local law enforcement’s militarized and violent response against Indigenous Water
Protectors.'? The Bank of North Dakota also invests in fossil fuels due to its ties to
the industry and fails to consider ecological or environmental impacts. A state
public bank has the potential to address many existing inequities, like funding
projects that address the housing and environmental crisis, and making credit
available to communities long dismissed by big banks. A clear mandate is needed
from the beginning to ensure these aspects are always prioritized by a public
bank.'*

120 Yolla S. Kairouz, “The Case Against California State Public Bank,” Journal of Law, Business & Ethics 28 (Winter 2022): 81-108.
121The Associated Press, “North Dakota Borrows $7M More for Pipeline Protest Costs,” Business, CTVNews, November 30, 2016,
https:/www.ctvnews.ca/business/article/north-dakota-borrows-7m-more-for-pipeline-protest-costs/.

122l enderman et al., » Public Banking in California.
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One common critique is that a public bank might become vulnerable to political
interference or corruption. Some worry that elected officials could pressure the
bank to favor certain constituencies or projects. Despite operating independently,
historical examples offer caution: in North Dakota, the Bank of North Dakota at
times aligned with state responses that did not reflect community well-being (see
box on previous page).’?® These risks do not suggest that public banks are
inherently problematic; rather, they illustrate the necessity of implementing strong
governance frameworks with independent oversight, transparent reporting, and
statutory mission protections from the outset.

A second critique is that public banks may operate inefficiently compared to
private banks. This argument draws on broad perceptions of government
inefficiency rather than evidence. Public banks around the world, from Germany’s
KfW to the Nordic Investment Bank, demonstrate that public institutions can be
both efficient and innovative when well-governed.'**The Bank of North Dakota
offers the clearest domestic example. It has operated profitably for more than a
century, consistently returning earnings to the state and strengthening community
banks through participation loans and low-cost capital. Its efficiency was especially
clear during the COVID-19 pandemic, when

North Dakota distributed Paycheck Protection Program loans more
effectively than nearly any other state, a success attributed directly
to its public banking infrastructure.'®

A third critique suggests that a public bank could expose the state to financial
losses or become a liability for taxpayers. While any financial institution carries risk,
public banks are regulated and capitalized in the same manner as private banks.
They maintain reserves, adhere to strict lending standards, and undergo regular
audits. Moreover, public banks can diversify their portfolios, adopt countercyclical
lending practices, and pursue projects with long-term social benefits rather than
short-term profitability. In many cases, public banks are less exposed to volatile
markets because they are not driven by speculation. The greater financial risk lies
in maintaining the status quo: cities and states currently pay billions in annual
interest and fees to private banks, draining public resources that could instead be
invested in community projects®®

23] enderman et al., » Public Banking in California.

2Marois, “Public Banking on the Future We Want.”

125Marquez, “Public Banks: An Important Idea Whose Time Is Overdue.”

126Tran, “In California, a Movement for Locally Controlled Finance Gains Ground.”
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Another concern is that CDFls and community banks already meet community
credit needs, and that a public bank is redundant. This critique misunderstands the
relationship between public banks and community lenders. The literature makes
clear that CDFlIs and banks that serve low-income communities and communities
of color are deeply constrained by limited capital, high debt costs, and regulatory
barriers that limit their ability to scale.’® They do not need to be replaced; they
need the support of a public partner capable of expanding their reach. The Bank of
North Dakota shows that partnership-first models strengthen local financial
ecosystems by sharing risk and providing affordable capital without competing
with community lenders.*?®

A state public bank can focus on financial and economic justice as a broader effort
to build financial security and wealth among low-income communities and
communities of color. Financial inclusion efforts improve access to existing banking
services, such as credit and savings accounts, but do not address policies and
structures that may contribute to the reduction of wealth accumulation inequality.
A state public bank could help address these systemic challenges by expanding
investment and lending opportunities for small businesses, and reducing the cost
of capital for investments in education, community resources, and public centers.
The California Public Banking Act (AB 857) makes it so that a state public bank is
unable to directly serve retail consumers. Still, to provide access to no or low-cost
bank accounts, it may create partnerships with financial institutions that can
provide these services.”

A final critique is that public banks may perpetuate inequities if they are not
intentionally designed to address them. This is true. Public banks are not inherently
equitable; they must be structured with explicit equity mandates and
accountability systems. Without them, public banks can default to reinforcing
existing power structures. A California public bank must be grounded in equity,
climate justice, and community accountability from its inception, ensuring that its
mission aligns with the state’s values and that its lending practices avoid reinforcing
racialized or environmental harms.

27Simmons et al., “Addressing the Capitalization and Financial Constraints of CDFI Microlenders”; Singh, The Case for California’s State
Public Bank.

128 Tran, “In California, a Movement for Locally Controlled Finance Gains Ground.”

127 Halah et al., “What a Public Bank Can Do for L.A. and Its People”
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A careful reading of the evidence shows that the risks associated with public
banking are not insurmountable. They are governance and design challenges that
can be addressed with rigorous planning. The far greater risk lies in maintaining a
private, profit-driven financial system that consistently underserves California’s
most vulnerable communities and underfunds the public goods needed for long-
term resilience.

VI. RECOMMENDATIONS —
FORASTATE PUBLIC BANK

California can establish a successful public bank that emphasizes the needs of
California communities by following recommendations that allows the institution
to build strong foundations, deploy capital responsibly, and expand its work over
time. These recommendations align with best practices from international and
domestic public banks and reflect insights from the literature and practitioner
interviews.

1.Focus on establishing a clear mission. The State of California should define the
bank’s statutory mandate/legal obligation with precision, emphasizing
community development, affordable housing, climate resilience, rural
revitalization, small business lending, and equitable access to capital. Equally
important is stating what the bank will not do. The mission should explicitly
prohibit activities that risk perpetuating harm, such as investments that
contribute to environmental racism or that conflict with state climate goals.
Establishing this mission early will provide clarity to both the public and partner
institutions and will prevent the mission drift seen in some historical examples
of public banking.**

2.Design a governance structure that balances democratic accountability with
professional independence. This involves appointing a board that represents
California’s geographic and socioeconomic diversity while ensuring that
banking professionals manage daily operations. Transparency must be
embedded through regular reporting, public dashboards, independent
evaluations, and statutory protections against political interference.’®! These
elements are central to reducing governance risk and ensuring that the bank
remains aligned with its public mission.

130 enderman et al., » Public Banking in California.
31 Singh, The Case for California’s State Public Bank; Sgouros, Public Bank East Bay Viability Study.
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3.Operations could begin through a partnership lending model to meet existing
gaps in access to capital and capitalizing projects that benefit the public. This
means offering participation loans, guarantees, and low-interest capital to
CDFls, community banks, and minority-serving institutions to supercharge
them. Such a model mirrors the Bank of North Dakota’s approach, which has
strengthened local financial ecosystems by sharing risk and expanding the
lending capacity of smaller institutions.**? By working through established
lenders, the bank can immediately expand access to affordable capital without
competing with institutions that already have deep community ties.

4. Early investments should prioritize affordable housing, Native Nations and
Indigenous communities, rural California, small businesses, and climate
resilience. These sectors face the most severe financing gaps, yet they offer
the greatest social return in terms of economic stability and community well-
being.'® Streamlined, low-interest loans for affordable housing could reduce
project timelines, lower costs, and help community-based organizations acquire
and preserve housing units before they are lost to speculative investors.
Climate investments—such as building electrification, wildfire mitigation, and
water infrastructure—can be financed through long-term, patient capital that
private banks will not provide due to perceived risks and extended time
horizons.** Rural communities should form a third core focus area in the bank’s
early lending strategy. These regions have experienced a significant decline in
traditional banking infrastructure, with community bank closures leaving entire
counties without access to credit. Federal funding volatility has further
destabilized rural hospitals, food systems, and local businesses. A public bank
could bring stability to these communities by offering credit for essential
infrastructure, health facilities, broadband, and small-business ecosystems.

132Sparks, “The Bank in the Background”

133Tamar MJ Antin et al., “An Exploration of Rural Housing Insecurity as a Public Health Problem in California’s Rural Northern Counties,”
Journal of Community Health 49, no. 4 (2024): 644-55, https://doi.org/10.1007/s10900-024-01330-z; Aureo Dias Mesquita and Sara
Kimberlin, Who Is Experiencing Housing Hardship in California?: Californians Continue to Live in State of Emergency as Millions Struggle
with Housing Costs (California Budget & Policy Center, 2022), https://calbudgetcenter.org/resources/who-is-experiencing-housing-
hardship-in-california/; Dave Castillo et al., Redlining The Reservation: The Brutal Cost Of Financial Services Inaccessibility In Native
Communities (National Community Reinvestment Coalition (NCRC), 2023), https:/ncrc.org/redlining-the-reservation-the-brutal-cost-of-
financial-services-inaccessibility-in-native-communities/.

134Marois, “Public Banking on the Future We Want.”
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5.Expand into larger public infrastructure financing as the bank matures and
demonstrates financial stability, reducing the reliance of state and local
governments on high-cost municipal bonds issued through private financial
institutions. This shift has the potential to recapture billions of public dollars
currently spent on interest and fees, allowing cities and counties to reinvest
those savings into public goods.**®

6.Support programs that advance long-term financial justice, including
partnerships that enable shared-equity homeownership, community land
trusts, down payment programs administered by local lenders, and affordable
student lending.

7.Mandate routine robust evaluation and a public accountability process.
Regular independent assessments should examine whether the bank is meeting
equity goals, reaching underserved communities, and effectively strengthening
community lenders. Public reporting must be clear, accessible, and structured
to build trust. These mechanisms ensure that the bank remains accountable to
the people of California and can adapt its strategies as new challenges emerge.

These recommendations ensure that the public bank grows sustainably while
delivering immediate benefits to communities across the state. It aligns
institutional development with California’s broader goals of housing affordability,
environmental resilience, racial justice, and economic inclusion.

VII. EVIDENCE GAPS AND FUTURE
RESEARCH AGENDA

In reviewing the extensive literature on public banking, CDFIs, rural finance, banks
that serve low-income communities and communities of color, and climate
investments, several important evidence gaps emerged. These gaps do not
diminish the case for a California public bank; instead, they highlight opportunities
for additional research, community input, and policy design.

136 Tran, “In California, a Movement for Locally Controlled Finance Gains Ground.”



USC EQUITY RESEARCH INSTITUTE AND RISE ECONOMY 48

First, there is a notable lack of research on how public banks can directly support
immigrant communities. While studies document barriers facing immigrant
borrowers—such as lack of credit histories and challenges navigating standardized
underwriting—few analyses explore how public lending models could expand
access to capital for these residents, especially undocumented Californians.
California’s large immigrant population—27 percent in 2023**"—makes this an
essential area for further study. Understanding how alternative underwriting
models, loan guarantees, and partnerships with immigrant-serving financial
institutions could work in practice will be crucial.

Second, there is little research on how public banks could support Native
communities or tribal governments. Most existing literature focuses on Native-
owned banks or CDFIs, but does not examine how a state public bank could
partner with Native Nations, support infrastructure projects on Native lands, or
address jurisdictional barriers. Given California’s sovereign Native communities and
their infrastructure needs, this represents an urgent gap.

Third, agricultural and farm lending is understudied. Agriculture is central to
California’s economy—and the nation’s food security—yet there is limited research
on how a public bank could support small and mid-sized farmers, agricultural
cooperatives, or regenerative agriculture projects. This is especially pressing given
the disappearance of rural community banks and the financial volatility faced by
farmworkers and producers.

A fourth gap concerns the capitalization of CDFIs and community banks. While it is
clear that these institutions need additional capital, the literature offers limited
detail on how public bank partnerships could be structured to maximize impact.
Additional modeling and case studies—especially from institutions like Southern
Bancorp—could clarify how participation loans, loan guarantees, or equity
investments might best support community lenders.

Fifth, there is insufficient research on the statewide impacts of federal funding
volatility. Case studies of wildfire mitigation freezes, food bank disruptions, and
rural hospital instability illustrate the harm caused by federal unpredictability.**®
However, the cumulative economic consequences of these disruptions have not
been fully quantified. Understanding the statewide cost of federal volatility would
strengthen the argument for a public bank’s stabilizing role.

37CIDP, “Foreign Born, California;” California Immigrant Data Portal, Equity Research Institute, USC Dornsife, 2026,
https:#/www.immigrantdataca.org/indicators/foreign-born.

138Kuang, “Rural California, Reliant on the Trump Administration for Jobs, Braces for Cuts”; Kuang, “Starving for Funds”; Jones, “Rural
California Schools and Roads Lose Millions in Federal Funding after Latest Cuts.”
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Sixth, the literature provides limited analysis of region-specific financing challenges
in the Central Valley, the Inland Empire, and the North State. These regions face
intersecting challenges—transportation inequity, severe climate vulnerability, and
underinvestment—that could be addressed through targeted public bank financing.
Additional research could map the precise funding gaps and identify the most
impactful areas for intervention.

Finally, more research is needed on the potential equity impacts of public banking.
Modeling how lower borrowing costs affect affordable housing production, how
expanded participation lending impacts minority-owned business growth, and how
climate financing reduces environmental burdens in disadvantaged communities
would provide valuable information for designing and evaluating the bank’s
programs.

Documenting California’s experience as the public bank is implemented will not
only strengthen the bank’s effectiveness but also contribute to national learning in
an emerging field.

VIIl. CONCLUSION

California stands at a historic crossroads. The combined pressures of housing
instability, climate change, rural disinvestment, and inequitable economic
opportunity reveal a financial system that is not meeting the needs of communities
and regions across California. These challenges are not episodic but systemic,
arising from longstanding patterns of private underinvestment, federal
unpredictability, and the limited scale of community-based lenders. Yet these
challenges also present an opportunity: the chance to build a new financial
institution designed explicitly for the public good—and add needed revenue to the
State at the same time.

37CIDP, “Foreign Born, California;” California Immigrant Data Portal, Equity Research Institute, USC Dornsife, 2026,
https:#/www.immigrantdataca.org/indicators/foreign-born.

1¥8Kuang, “Rural California, Reliant on the Trump Administration for Jobs, Braces for Cuts”; Kuang, “Starving for Funds”; Jones, “Rural
California Schools and Roads Lose Millions in Federal Funding after Latest Cuts.”
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At its core, a state public bank is an investment in California itself—in its people,
communities, infrastructure, and future. A state public bank could allow California
to reclaim greater control over how public resources are invested, redirecting
billions currently lost each year to private financial institutions back into
communities. It could supercharge the efforts of CDFIs and community banks that
serve low-income communities and communities of color, strengthening their
ability to serve borrowers historically excluded from mainstream finance. The
international and domestic evidence demonstrates that public banks succeed when
they are governed carefully, structured transparently, and guided by a clear public-
facing mission. California has the opportunity to learn from both the successes and
shortcomings of existing public banking models and to build an institution that
aligns capital investment with the state’s commitments to justice, sustainability,
and inclusive economic growth.

Ultimately, a state public bank represents more than a new financial institution—it
represents a different vision for California’s future. Rather than allowing public
wealth to be extracted through private financial systems that often fail to reinvest
in the communities generating that wealth, California has the opportunity to build
an institution that recirculates public dollars back into the state’s people,
infrastructure, and local economies. A public bank could help finance affordable
housing, strengthen climate resilience, expand access to capital for historically
excluded communities, stabilize rural infrastructure, and support sustainable
economic development at a scale commensurate with California’s position as the
fourth-largest economy in the world. At a time of deep uncertainty and widening
inequality, investing in communities is not simply a moral imperative—it is an
economic necessity. California’s long-term prosperity and resilience depend on
building financial infrastructure that treats communities not as sites of extraction,
but as the foundation of collective growth, stability, and shared prosperity.
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IX. APPENDIX: Interview Contributors

Paul Ainger offered perspectives on affordable housing finance and the challenges
facing mission-driven developers.

Michael Carroll provided expertise on rural financial systems, infrastructure needs,
and the decline of community banks.

Patrick Gallardo contextualized the capital needs of Native Nations and Indigenous
communities and provided insights on capital access challenges when working with
commercial banks.

Katie Lamont shared practitioner experience from the Tenderloin Neighborhood
Development Corporation on the complexity of multi-layered affordable housing
financing.

Mark Robertson provided insights into small business lending needs and the
constraints faced by minority-owned and immigrant-owned businesses.

Rob Wiener offered additional depth on rural housing and infrastructure,
emphasizing the need for long-term, patient capital.
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