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Bearing other people´s risks 

Improve risk assessment possibilities for crowdfunders!  

Existing Bank data might be of common help 

 

Context – the simple bank model and the limitations of banks 

In a simple model banks use savings from their customers (savors) to lend them out 

to other customers (borrowers) as loans. The borrowers invest the loan in projects. 

The project is intended to generate enough cash to pay the bank principle as well as 

interest on the loan. 

Savors have the fundamental right on repayment in full and in time. Repayment in full 

and in time to savers is only possible for banks if the loans are repaid in full and in 

time by the borrowers.  

 

Figure 1: The simple bank model 

Hence, for banks granting a loan from the savors’ money is only feasible if repayment 

of a loan ex ante can be perceived as very likely. They do lend out other people’s 

money for which they have a strong obligation to repay. In this way banks act like a 

filter: One of the main and long established fortitudes of banks has been the credit 

ratings (assessments) of borrowers and projects. Hence the “filter” bank decides 
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which application of a loan is approved and which is not. This is equivalent to filtering 

out projects that are not financed and letting through these which are financed. 

This filter has been under public authorities’ supervision and approval.  

 

Granting loans for funding innovative projects (innovations) often is “too risky” for 

banks: By nature of an innovation for the bank it will be ex ante hardly likely enough 

that the innovation will be successful in development and/or product placement on 

the market which would ensure principle and interest payments.  

This effect is currently boosted by a weak economic situation of the bank industry, 

limiting their ability to grant loans.  

Notwithstanding this banks do assess innovative projects as they are willing to 

finance some (the most promising). At the end of the day they need to bear (some) 

risk to make money. 

 

Consequences of the simple bank model 

In consequence innovators (start-ups, innovative programs of existing companies 

etc.) may lack of bank funding. Bank funding has been the main funding source for 

businesses. This lack adherent to the bank model is distressing for the entrepreneur 

and along the way harmful to the economy. Banks which are highly subsidized by 

government bail-outs hence do not and cannot contribute positively.  

 

So innovators are forced to look for alternative forms of funding their ideas for their 

own sake and implicitly for the sake of the economy.  

 

A quick word on the “crowd” 

Sooner or later entrepreneurs come across the headword “crowdfunding”. 

Crowdfunding is the funding of an idea by collecting capital from private investors. 

These are often not big institutional investors equipped with high knowledge on 

assessing risk but laymen (“crowd”). These laymen potentially are either taken by the 

innovative idea or are looking for alternatives to currently hyper-low interest level paid 
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on their bank savings. 

 

Figure 2: Funding by the crowd 

 

The crowd as a micro-bank 

As it happens, the laymen work just like “micro-banks”. They act like a bank filter – 

where to invest and where not: 

One process of their decision-making should consist of analyzing risks of the 

presented ideas. So what the potential investors should do is nothing else than a 

bank-like risk assessment. The pitfall is: Where banks have crucial information, 

knowledge, date-bases and the like the private investors are not equipped with all or 

some of this. It is obvious that laymen run into danger of losing their money. The 

magic bullet crowdfunding passes over to a fading one.  

 

 

Let the banks help! 

Even though a bank can hardly fund innovations due to the described bank model 

their fortitude on rating customers (here: who initiate a crowd funding project) and 

projects can contribute by supplying existing (but unpublished) data. This data so far 

lays idle with the bank.  

So what about preparing already existing, crucial data through a centrally organized 

institution? Rating data which is already made up by banks or alternatively mandated 
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by the projects’ initiators could be accumulated, harmonized and provided to potential 

investors for value.  

For example data as part of a loan processing within a bank or information collected 

by the German General Credit Protection Agency could be “used”, unified and 

externalized.  

 

Figure 3: Crowdfunding - Let the banks help! 

 

This creates a win-win-situation for entrepreneurs as well as the potential investors: 

The efficient use and provision even of already existing information to the interested 

public could cause a much better supply of funding for entrepreneurs.  

Why would Banks be willing to help? 

Banks would be potentially willing to help for two reasons. The first reason is their 

strategically stressed profit situation. Using existing data on agreement with the 

projects’ initiators that so far lays idle could generate additional “free” profit. The 

second reason is the bank sectors reputation. With providing such data the bank 
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sector could contribute positively to the welfare of all Europeans. Through the bail 

outs since the financial crisis positive contribution of the bank sector have been 

significantly eclipsed. 

Resulting pledge 

With the European Union a platform as well as guidelines should be established that 

combine Crowdfunding and the efficient use of already existing or mandated banks 

credit rating data. The European Union should become the answer to the challenges 

of a globalized capital market: “Europe is Zukunftswerkstatt1 for a new world order 

without domination but cooperative spirit”.2  
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1
 Zukunftswerkstatt means turning the citizens of the European Union from objects of planning to subjects of 

development.  
2
 Taken and translated from Hoffmann, Christiane/Neukirch, Ralf: “Es kam, wie es kommen musste” (“it ended 

as it was expected to end“ in: “Der Spiegel”, Volume 41 (2013), pp. 24 et seqq. 


