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Stadwerke’s Sustainability Strategy and
Implications for Japan

Dr. Jorg Raupach-Sumiya, Professor, College of Business Administration,

Background

Goal 11 (“Make cities and human settlements
inclusive, safe, resilient and sustainable”)
of the Sustainable Development Goals
enshrines the pivotal role and responsibility
of municipalities (cities, towns, villages) for
sustainable development. Their policies,
efforts and actions directly impact virtually
all other goals and targets, reaching
from public health, education and safety
to the inclusion, equal opportunity and
democratic participation of their citizens.
Municipalities plan and develop the
infrastructure (e.g., water, transportation,
energy, communication) essential for a
society’s quality-of-life, economic prosperity
and innovative capacity. They form hubs
within regional, national and international
partnerships networks and are at the
forefront in the combat of climate change.
Yet, the sheer variety and magnitude of
these tasks frequently overstretch the
limited resources and capacities of local
governments, while strained public finances,
austerity programs and regional disparities
further amplify these challenges. A key
issue, therefore, arises in regard to what
kind of ‘actors’ could shoulder this varied
public mandate, and execute as well as
manage multiple, complex projects which
often touch the public interest and relate
to the Common Good ? Since the early
1990’s, under the principles of New Public
Management, academics and politicians
called upon the private sector, ushering in
a period of deregulation, privatization and
Public Private Partnerships across the globe,
in particular in the area of infrastructure

Ritsumeikan University

development and utility services. Yet,
in recent years the discussion about the
appropriate actor of public service delivery
has re-surfaced, symbolized by a wave of
“re-municipalization” and “corporatization”
that return these services under public
stewardship. Within this context, Germany’s
municipality-owned, integrated utilities
and infrastructure service firms called
“Stadtwerke” receive growing attention, also
in Japan, for combining the mandate of public
service delivery and commitment to the
Common Good with professional expertise
in management and effective governance.
This essay looks at the business model
of Stadtwerke, examines their strategies
towards sustainable urban development, and
discusses possible implications for Japan.

The Stadtwerke Business Model

In Germany, administrative law requires
municipalities to provide services that
assure the basic necessities of life for its
citizens (so-called “Daseinsvorsorge”),
but many municipalities have delegated
the fiduciary duties for these services to
municipality-owned public enterprises, in
particular in the area of energy, water, waste
management, transportation, or culture and
sports facility management. Frequently, these
service entities are bundled and consolidated
under the roof of an integrated, utility and
infrastructure service conglomerate called
“Stadtwerke”, in which the municipality
holds 100% of the equity or at least a majority
share. “Stadtwerke” are the key agents of
local government to implement their policies
in the area of infrastructure and utilities and

11
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to deliver related services to all citizens in a
just and fair manner at reasonable prices and
state-of-the-art quality. As such they have
a public mandate to advance the Common
Good (“Gemeinwohl”), to strengthen the
regional economy and to generate Public
Value.

As there is no legal definition of what
constitutes a “Stadtwerke”, the estimates on
the number of such entities vary, however,
the German Association of Local Utilities
of Municipally Determined Infrastructure
Undertakings and Economic Enterprises
(VKU Verband Kommunaler Unternehmen)
counts 1,487 companies as its members in
2019, of which about 900 have adopted the
“Stadtwerke” business model. These entities
employ more than 275.000 employees,
generate 119Bil. Euro in revenues, and
invest more than 12Bil. Euro annually. More
than 70% of revenue stems from energy-
related services in the field of electric
power (45%), gas (22.5%), and heat (3.7%),
followed by water supply and sewage (11.4%),
waste management (8.3%), transportation
(1.5%) and broadband communication
(1.2%). The majority of these enterprises
are incorporated as legal entities with
limited liability (e.g. GmbH, AG), thereby
becoming subject to private company law
and governance schemes, while still being
monitored and controlled by the public
administration. Thus, “Stadtwerke” are a
typical example for local corporatization
and hybrid Public Corporate Governance.

Next to the bundling of a broad range
of infrastructure and utility services,
the so-called “Querverbund” is another
key feature of the business model of the
“Stadtwerke”, by which profit-generating
entities mostly in the fields of energy, water
or waste management cross-subsidize
businesses with structural losses usually
in the area of public transportation or
public facility management (e.g., public
pools). This business structure allows the
“Stadtwerke” to pursue their broad public
mandate by exploiting synergies such as

shared functional services between the
various entities or undertakings in respect
to administration, procurement, finance, or
facility maintenance as well as enjoying tax
benefits. Backed by this business structure
the German “Stadtwerke” have thrived even
under the conditions of market liberalization
and deregulation, and command dominant
market shares in electric power (-61%
of retail sales), gas (-67%), heat (-74%),
and water (-90%). Deeply rooted in local
economies, “Stadtwerke” enjoy a strong
reputation for high quality services and a
high level of customer satisfaction, who
provide well-paid, stable employment.
“Stadtwerke” are, by and large, considered
to be professionally managed by employing
best practices of the private sector and
effective governance in line with the
principles of the German Public Corporate
Governance Code. “Stadtwerke” generally
deliver a solid financial performance that
also contributes to the coffers of local
governments by means of paid taxes and
dividends. According to a study of financial
statements of more than 500 small-, medium-
and large-sized “Stadtwerke”, revenues
of “Stadtwerke” grew by 9.9% annually
between 2004 and 2012, delivering an
average annual net profit of 3.3%, an average
return-on-equity (ROE) of 6.2%, and an
average return-on-capital-employed (ROCE)
of 9.7%. However, financial performance has
recently come under pressure due to high
levels of capital investment and eroding
margins in the energy sector. As a result,
“Stadtwerke” are exploring new avenues
of profitable growth by transforming into
integrated energy management service
providers (“Utility 4.0”) and by venturing
into “smart mobility”, “digital service
providers” and “Smart City” development.

Stadtwerke’s Sustainability Strategy

Sustainability and the combat of climate
change is at the heart of the urban
development concepts in many German
municipalities. For example, 165 communities
have signed the resolution for sustainable
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urban development by the German Council
of Cities (“Deutsche Stiddtetag”) and the
Council of European Municipalities and
Regions pledging their commitment
to the 17 SDGs. 82 towns and cities are
member of the Global Covenant of Mayors
for Climate and Energy, covering 25% of
Germany’s population. These commitments
are integrated into their long-term urban
development strategy, broken down into
policy programs and action plans. For
example, the City of Munich has committed
to carbon neutrality by 2035. Among others,
the city has launched a strategy to shift to
100% renewable energy in the power sector
(by 2025), in public transportation (by 2030),
and eventually also in the heat sector.

“Stadtwerke” are a crucial agent of
the municipality for sustainable urban
development, in particular in the area of
energy, water, waste management, mobility
and digital communication. “Stadtwerke”
are an important promotor of Germany’s
energy transition along all stages of the
energy value chain. They actively invest in
renewable power generation and directly
operate 5.7GW or about 6% of Germany’s
total installed renewable power generating
capacity as of 2018. Their investments into
renewable power encompass small-scale
photovoltaic units on municipality-owned
buildings or schools, as well as large-scale
solar power plants, onshore wind parks or
bio-gas plants. They partner with other
“Stadtwerke” or private consortia to co-
invest into on- and off-shore windparks and
hold shares in overseas partnerships. Some
Stadtwerke closely collaborate with citizen
initiatives and local energy co-operatives
by offering them opportunities for financial
participation in renewable energy projects.
A particular focus of investment has been
the heat sector, in particular focusing on
the development of local district heating
systems and the deployment of energy-
efficient combined-heat-and-power (CHP)
technology that results in an installed
capacity of 11.7GW (44% of total installed
power generation capacity). For example,

Stadtwerke Miinchen is heavily investing
into geo-thermal energy to become the
main source of renewable heating for
their rapidly expanding district heating
system. “Stadtwerke” hold the concession
rights for managing more than 800,000
km of Germany’s power distribution grid
which connects and transmits most of
the generated renewable power. Their
investment is essential for building
Germany’s distributed energy system and
digital grid of the future that can flexibly,
efficiently and intelligently handle the
volatility of large amounts of renewable
energy generated from many, multi-scale,
decentral power sources.

“Stadtwerke” command a combined market
share of 61% in the power retail market.
Yet, as margins in power generation,
distribution and retail sector come under
pressure, differentiation holds the key
to defend this leading market position.
Next to marketing certified “green
power products”, already routine at most
“Stadtwerke”, the offering of multiple
innovative energy management services
such as demand-side management, energy
efficiency consultation, or sub-metering
tenant contracts aims for enhancing
customer loyalty. Some “Stadtwerke” like
in Wuppertal venture into the creation of
Virtual Power Plants platforms that employ
blockchain technology and directly link
peer-to-peer producers and consumers of
renewable power. As established energy
traders a growing number of “Stadtwerke”
act as direct marketing agents for
renewable energy producers, and there
are first attempts by Stadtwerke M?nchen
or Trianel, an influential partnership of
several “Stadtwerke” to engage in Green
Power Purchasing Agreements (PPA) with
industrial partners.

An important pillar of sustainable urban
development is the combination of various
sectors like power, heat, waste and water
management, as well as mobility, commonly
referred to as “sector coupling”, which builds

13
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on the very strength of the “Stadtwerke”
business model. Examples are the utilization
of waste heat from incineration plants,
power generation by using gas from
wastefills, combined heat-power-generation
from sewage plants or other power-to-
gas technologies that also provide storage
capacity and -though still in the trial
phase- produce hydrogen in a sustainable
manner. For example, Stadtwerke Mainz
is a core partner in the Energy Park Mainz
partnering with Siemens and Linde in a pilot
project for hydrogen production, storage
and conversion. Stadtwerke Augsburg runs
a model project for 70 tenants that combine
solar power with hydrogen production
and charging stations for electric vehicles.
“Stadtwerke” are also at the forefront in
developing e-mobility concepts by building
charging networks that utilize renewable
power, by electrifying their fleet of cars,
buses or trucks, or by procuring renewable
energy to power trolleys or subways
in public transportation. Others, like
Stadtwerke Osnabriick, venture into car
sharing services or autonomous driving
and provide an all-in-one mobility app that
integrates various modes of transportation.

Efforts by “Stadtwerke” to advance
sustainable urban development, therefore,
reveal a strong focus on energy and climate
change, but encompass a broad range of
sectors. Yet, the supply of safe and clean
water, integrated material and waste
management based on the notion of a
circular economy, or the provision of just
access to digital communication including
suburban and regional areas are also
important areas of activity.

“Stadtwerke” are a backbone of the regional
economy and generate significant regional
value-added as an employer, taxpayer and
contract partner to many local businesses.
Statistics show that roughly 50% of the
“Stadtwerke” revenues stay and circulate
within the region, thereby triggering
substantial economic spill-over effects.
“Stadtwerke” actively engage in workforce

education by offering technical and
commercial apprenticeships. A few like
HEAG in Darmstadt engage with local
universities and even sponsor local innovation
or incubation networks of entrepreneurs.
They are also a leading sponsor of the local
arts, culture and sport events. Together, this
contributes to their strong image in respect
to sustainability and -more generally- to
Public Value creation and contribution to the
Common Good.

It has become clear that “Stadtwerke”
are a key agent and actor for sustainable
urban development and that sustainability
is a guiding principle for their business.
Another question, however, relates to extent
that best practices and core principles
of sustainability management have been
integrated into their management and
governance systems. While research in
general attests high standards of Public
Corporate Governance in line with OECD
guidelines and the German Public Corporate
Governance Code, empirical research
in respect to sustainability management
or, more general, Corporate Social
Responsibility is still rather limited. Large
“Stadtwerke” like Mainova, Stadtwerke
Miinchen, Stadtwerke Koln, Stadtwerke
Leipzig or HEAG in Darmstadt publish
comprehensive CSR or sustainability
reports comparable to large, listed firms,
however, research on other, smaller-scale
“Stadtwerke” lead to rather mixed results
in respect to reporting quality and depth.
Nevertheless, the VKU, as the industry
association of “Stadtwerke” and other
municipality-owned enterprises, encourages
its members to adopt the German
Sustainability Code and has published a
guidebook that provides a comprehensive
framework for sustainability management,
governance and reporting. The German
Sustainability Code is compatible with the
EU Directive on Non-Financial Reporting,
implemented into German law under the
CSR Directive Implementation Act of
2017', as well as with the standards of the
Global Reporting Initiative (GRI). The
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code is organized into 2 main sections and
20 criteria. Section 1 refers to a company’s
sustainability concept and is sub-divided
into a part on strategy (4 criteria: strategic
analysis, materiality, targets, depth of value
chain) and a part on process management (6
criteria: organizational responsibilities, rules
and processes, controls, incentive schemes,
stakeholder involvement, innovation and
product management). Section 2 refers
to sustainability-related performance
indicators and comprises at set of 10 criteria
related to environmental performance (3
criteria: use of natural resources, material
management, greenhouse gas emissions),
industrial relations (3 criteria: employee
rights, equal opportunity, training), human
rights (1 criteria), contribution to society (1
criteria), and compliance (2 criteria: political
influence, legal compliance). Still, among
the over 600 companies that have adopted
the code there presently are only a few
frontrunners like Stadtwerke K?In, Entega or
Badenova.

Implications for Japan

The business model of “Stadtwerke” is
receiving growing attention also in Japan.
On the one hand, the deregulation and
liberalization of Japan’s power and gas
markets has motivated some municipalities
to establish own Power Producer and
Supplier (PPS) entities, thereby entering
the power retail market. At present, it is
estimated that there are about 50 PPS with
capital participation of a municipality. The
Japanese government, on the other hand, is
promoting SDGs as a concept for regional
revitalization and explicitly referring to
Japan-style “Stadtwerke” as a model for
advancing SDGs. Similarly, the “Stadtwerke”
concept is also considered as a model
to develop “Smart Cities”. So what are
possible implications of the experiences of
Germany’s “Stadtwerke” for Japan ?

First of all, is has to be noted that there
are marked differences between Germany
and Japan in respect to regulatory and

administrative law, the competitive
environment as well as policy that pose
significant obstacles to a simple adoption of
the “Stadtwerke” model. As a federal state,
German municipalities are guaranteed
substantial local autonomy to determine
their own affairs. Arguably, municipalities
in Japan face a more influential central
government. In respect to their competitive
position on energy markets, Germany’s
“Stadtwerke” are long-established players
with a strong brand image, established
customer base, a fully integrated value
chain, as well as a qualified, experienced
workforce and professional management.
Japanese municipalities that venture into
power retailing, however, are inexperienced
newcomers who attempt to challenge
powerful incumbents within increasingly
fierce competitive environment. Finally,
public enterprises like “Stadtwerke” and
the Third Sector generally enjoy strong
public and political support, and, together
with their industry association, VKU, yield
significant political power on local and
national level. In Japan, the public image
of public enterprises and the Third Sector
is rather disputable, while government
policies, such as the Public Finance Initiative
apparently favor further privatization or
Public Private Partnerships in line with
the New Public Management dogma.
Yet, despite these sharp differences there
are some broader aspects of the German
“Stadtwerke” model that may indicate
possible avenues for Japanese municipalities
towards sustainable urban development:

First of all, sustainability is a cross-sector
and cross-functional issue that touches
all areas, sectors and functions of public
service. This implies that various public
institutions and assets may qualify as a
suitable actor, agent and driving force for
sustainability. Next to the water and sewage
agency or waste management, the entities
and facilities in the area of public housing,
hospitals, elderly care or education may be
suited for a leadership role.
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Secondly, sustainable urban development
requires collaboration across sectors and
stakeholders, partnerships and networks.
“Sector coupling” is a powerful notion
that brings together various stakeholders,
including citizens and the civil sector, and
leverages the power and potential of diverse
actors. This, by the way, includes also the
financial sector as the strong collaboration
between “Stadtwerke” and “Sparkassen”,
Germany'’s influential network of public
saving and loan banks, demonstrates.

Thirdly, the notion of corporatization
and bundling of various public services
under one organizational roof may help
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to overcome compartmentalization
and organizational “silos” inside local
governments. This fundamentally requires
administrative reform, but bears the
potential for powerful synergies (including
finance) and more effective governance.

Finally, the discussion about “Stadtwerke”
in Japan may help to bring back awareness
that public service delivery is not merely
a matter of “value for money”, but deeply
related to the Common Good, the creation
of Public Value and the health, resilience
and sustainability of modern society and
democracy.

ival

1 The vast majority of “Stadtwerke” are not subject to this law,
which only applies to listed companies with more than 500
employees, asset above 20Mil. Euro or revenue of 40Mil.



