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Good Morning/Afternoon Chairman and Committee Members. Thank you for the opportunity to testify before you today in support of SB 5238/HB 1320, creating the Washington investment trust. 

My name is Sam Munger. I am the Managing Director of the Center for State Innovation, an independent state policy project based at the University of Wisconsin. As part of our policy work on state financial systems, we conducted an analysis of the effects of an investment trust—also known as a state bank—in a number of states, including Washington. This analysis was essentially an examination of the Bank of North Dakota—which as you’ve probabl yheard by now is the only state bank currently in operation—its relationship to North Dakota banks and effects on lending in North Dakota, and an attempt to extrapolate that relationship and effects to another state’s banking industry.
The basic results of the analysis were as follows:

1) First, the Bank of North Dakota seems to have had a positive effect on the banking industry in North Dakota, which outperforms similarly-situated states on a number of key indicators, including various measures of lending and lending per capita, number of banks and bank offices, less bank industry concentration, and fewer loans in default. We also tried to take some account for economic variables such as the strength of North Dakota’s extractive industry and the relative stability of its real estate market and concluded that the strength of the state’s banking industry did not seem to be linked, or not only linked, to those factors.
2) Second, if we extrapolate the effect the Bank of North Dakota has had on that state’s banking industry to another state—in this case Washington—basically assuming that an investment trust here would have roughly the same relationship to Washington banks that the Bank of North Dakota has to North Dakota banks, it would result in:

· Increased lending—assuming that sufficient demand for that lending exists, which is an issue we could get into but that I believe will be better addressed by others at this hearing

· This is especially the case during recession and times of tight credit.
· This of course would result in credit being more easily available to small businesses in this state (keeps $ in state)
· Increased lending to small business would lead to job creation by those businesses, which we estimate at between 7,500 and 10,700 new or retained jobs.
· In addition, a state investment trust can return money to the state—either to a rainy day fund or to the general fund—and still be financially viable.  Just using the Bank of North Dakota as an example again, and assuming that the Washington investment trust returns roughly the same percentage of profits to the state general fund over time, a trust capitalized with $100 million in state money and conservatively run could return about $71 million to the state over 10 years, and over $200 million in 20.
· Obviously the magnitude of the numbers I’ve just given is very dependent on the inputs—the amount of capital, how the bank is run, the leverage ratio, etc. and we play out some of those possibilities in our report.

3) Costs

· Obviously there are costs associated with establishment of a trust like this, including
· Increased risk to state monies, though the experience of North Dakota would seem to indicate that this risk is quite small
· Cost of capital to capitalize the trust
· Lost interest and tax revenue, overhead and other incidentals

· However, it is important to note that we find that the trust would be profitable in a real sense even when all costs, including lost tax revenue, lost interest on state deposits, and the cost of start-up capital, for instance debt service on a bond—are accounted for.

In short, we think and our analysis indicates that the creation of a state investment trust would have some beneficial effects on the state’s economy by making credit more available in the state, would add stability to the state banking industry particularly in times of recession, and could do this in a revenue-positive way.

I invite you to look at the full report, which I will submit into the record along with my written testimony. Thank you again for the opportunity to testify before you and I’d be more than happy to answer any questions you might have.
