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INTRODUCTION 

This study deals with federal credit unions on a 

national basis. It attempts to answer such questions as 

the following: 

Vhat is a federal credit union? Where does the 

federal oredit union stand , as a financial institution , in 

our present day economy? re there economies of soale in 

the larger credit unions ' operations? Should there be a 

tax upon thee rnings of federal credit unions similar to 

the t a.x upon earnings of other financial institutions 

(such as commercial banks and savings and loan associa

tions)? For what purposes do credit unions lend? 

This study also analyzes federal credit union growth 

and operations. It attempts to point out the significant 

changes tha t have t aken pl ace in the federal credi t union 

system since 1934. 

The method of presentation in this study is both 

historical and statistical. In the analysis of statistical 

data the emphasis is predominantly on developments in 

recent years. 

There are six ohapters in this study . A brief 

synopsis of each follows : 



Chapter 1. Origin, Development , and Organization. 

A brief explanation of the functions of credit 

unions is given. A history of credit union development 

is presented , with emphasis on the historioal and legis

lative development of the federal credit union. 

Chapter 2. Growth and Size of Federal Credi t Unions . 

2 

The number of t'ederal oredi t unions, numbe.r ot 

members , amount of shares, amount of assets, and asse t 

distribution among credit unions will be presented. Growth 

rates will be analyzed and compared. 

Chapter 3. Analysis of Assets and Liabilities • 

.Asse t s and liabilities will be presented with a 

thorough analysis of these statistics for selected years. 

Chapter 4. Analysis of Income , Expense, and Dividends. 

Income and expense items w:111 be presented and 

analyzed. Statistics for income and expense vdll be pre

sented for 1939-1961 and detailed breakdo n of income and 

expense items 111 be performed for selected years. 

Possible economies of scale in large credit unions will be 

explored. 

Chapter 5. ember Saving and Borrowing. 

Statistics showing the value of federal credit union 

member shares and amount of loans outstandi will be 



presented. The purposes for which money is borrowed is 

studied. 

Chapter e. Conolusion. 

Here it is attempted to summarize and answer oonolu

sively the questions involved in this study. 



OHAPl'ER I 

ORI GIN, DEVELOPMENT, AND ORGANIZATION 

The Federal Credit Union Aot describes a Federal 

Credit Union as a. cooperative assooiation organized in 

accordance with the provisions or the AQt tor the purpose 

or promoting thrift among its members and creating a source 

ot credit for proTident and produ.otive purposes. Federal 

credit unions are corporations chartered by the United 

States to operate among well defined groups with a strong 

common bond.l 

'!'he growth or federal credit u.nions has been healthy 

sinoe the passage of the, 1934 Aot. Except tor the years or 
World War II, theil' growth in numbers, membership, and 

assets has been vigorous. At the end ot 1961, twenty-seven 

years atter the passage or the origi.nal Federal Credit 

Union Act, federal credit unions numbering 10,2'11 were 

operating in all 50 states, the District ot Columbia, Canal 

Zone, Puerto Rico, and the Virgin Islande; their 6½ million 

members held aggregate assets or o'fer 3 billion dollars. 

The amount or loans outstanding was slightly in excess or 

1u. s. Congress, Federal Credit Union~. Public 
Law No. 467, ?3rd Congress, 1934. 
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2.2 billion dollars. 1 

A tederal credit union is an institution or personal 

finance, operating under government charter and owned and 

managed by its members for their mutual benefit. Charters 

are granted only to groups with detilli.te bonds of associa

tion, oooupation, or residenoe. 2 Examples or assooiational 

credit unions are those established by religious, fraternal, 

cooperative, or labor organizations. The most common type 

or oooupational oredit union is one organized among employ

ees or a company or other common employer. A residential 

oredit union is one organized by people living in a small 

town, in a particular township or county, or in a distinct 

section of a larger city. In all oases, the people making 

up the membership should have a certain feeling ot cohesive

ness and neighborliness which will be an 1noent1Ye to 

cooperate with each other in solving financial problems. 

As a financial institution, the tederal credit 

union •s f'UJlotio.n is to turnish 1 ts members W1 th taoili·ties 

tor saving money and tor using their pooled savings to 

obtain personal loans at a minimum cost. AS a social 

11961 Report ot Operations, Federal Credit Unions, 
U.S. Department of Health, Education, and Welfare ( · ash!ng
ton: U.S. Government Printing Otfioe, 1962}, p. 2. 

2Erd1s w. Smith, "Federal Credit Unions: Origin and 
Development," Social Security Bulletin, November 1955 ( ~aeh
ington: u.s. Government Printing Oftioe, 1955}, p. 3. 
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· genoy, the federal credit union creates for its membership, 

1n many oases, personal experiences in group action designed 

to better the community. It adds to the individual welfare 

by establishing facilities for rewarding thrift and for 

obtaining credit on reasonable terms. We will become more 

e:;s:plio1 t on these matters 1n th1 and later chapters. 

The credit unions whioh inspired the .American system 

were started as cooperative institutions in the German 

Empire t.o meet the oredit nee~s Qf sm.e.11 entrepreneurs. 

Small :tarmers and artisans there suttered greatly at the 

hands ot usurious money lenders in the early part ot the 

nineteenth centi.u-y. Recognizing the seriousness ot the 

situation, Herman SohUlze, then mayor ot Del1tzsoh, Prus

sian Saxony, organized a ooeperative, bank in his town in 

1850.1 

This institution was philanthropic in nature and not 

selt-supporting. Three years later he otart•d another 

which was selt'•suataining and 1n which members subsoribed 

the share capital. Theae two societies ware the wellspring 
. 2 or the modern European urban cooperative. · 

The rural counterpart of the cooperative credit 

movement had its beginning 1n 1849. In that y ar Friedrich 

York: 
214. H« Neifeld, Cooperative Con.sumer Credit, (New 
Harper, 1936), p. 11. 



,, 
Vilhelm Raiffeisen, a. wine merohan t and mayor of a group of 

small villages around Neuwied, Germany, established his 

first loan aooiety for the use of tarmers. Members of this 

first society were not farmers, but rich philanthropists 

who sold cattle on easy terms to unorganized farmers. 

Raiff.eisen's third cooperative bank, which was an adaptation 

of the Schulze plan, was established in 1862 at A.nhousen. 

This society was made up or farmers who pooled ~heir funds 

so that members might borrow through the sooiety. 1 '1'his 

original experimentation with rural groups by Raiffeisen 

led to the further de'Yelopment of cooperative o.redi t in 

Germany and its eventual spread throughout the world. Cre

dit unions in the United States, though descendants of tlle 

Schulze and Raifteisen oooperati1"e banks, bear little resem

blance to them. The oonsumer-oredi t-coopera ti ve ls 

distinctively an American oonoept. It has been developed 

with the consumer in mi.nd, While the European soeiet1es were 

created for the benefit ot small producers in urban as well 

as ln rural districts. 2 

'lhe beginning ot cooperative aonsumer oredit on the 

Amerioan oontlnent goes back to 1900, when Alphonse Desjar

dins started La Caisse Populai.re, or the People's Bank, at 

2 Ibid. , p. 17. 
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Levis near Quebec. As a journalist he had become acquainted 

with usurious mone3y· lendi ng among th.e workers ot Montreal. 

He was much dist.reseed by this aotl vi ty. Af'te:r studying the 

ooopel'ative credit societie · ot Eu..rop d the savings bank 

system or New F.neJ,.and , he organized North Ameriea.'a first 

credit union 1n 1900.1 l)esJa·rdtns also organized the first 

oredi t unio11 1n the United States., In December 1908 , he 

organized tna credit union among a grou_p of French Cana

dians who had immigrated to Manchester·, New Hampshire. A 

s:pe ial charter was granted to this sooiety by the State 

Legialature o.n April e, 1909. 2 

In the Vni ted States the major 1mpetWI for the credit 

unJon movement CaJ'.ll& from D$sjardins and Edward A. Filene. 

ln liOS, Mr. Filene, a Boston merchant, came in contact with 

the ra.pidly developing German soc1etles. directly traceable 

to the Ralfteisse.n in.tluenoe, l'h.e philanth.ropist, lfilene, 

had tirst learned about credit unions oa a trip to India 

mere a representative of the, British government, Gourley, 

was aueoeasfully showing Indians how to provide themselves 

with low oost credit. F1lene returned home deeply impressed 

and oonv1need that the idea should be advanced in ths United 

1credit Unfon Yea.rbo2k 1956, (Madison: credit Union 
National Assooia.t on, 1956), p. 20. 

2noy r. Bergengr,en, Crusade, The Ilfir for Eoonomio 
Democracy (N w York: Expos I tl on 15:reSS: . 9 2 , p. 40. 
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States. In l 909 a bill was prepared and offered fo:r enaot

men t 1n the Massac,husetts legislature. Desjardins was th~n 

invited to Boston to appear in favor of the bill before the 

appropriate legislative committees. Also, Filene added very 

Yaluable testimon:y based on hie obeerYat1on of cooperative 

credit abroad. The oill was subsequently enacted April 21, 

1909. 

Attar the passage of the 1909 Act in Masaaohusetts, 

promotional ettorts for establishment of credit unions and 

credit laws became more intense. Paxn:phlets were issued in 

Massachusetts ·expla1DJ.ng credit Wlions. North Carolina 

appo1n ted a Superin.te.ndent o:t cooperatives and Credit Unions 

in 1915, :whose job was to promote and organize these asso-
. . . l ciations. - The Russell Sage FotU'.ldation did extens1Te promo-

tional work in New York an.d published some materials on 

e:redi t unions tha~ had a natiosiwide oirct1la tion and impact. 

In 1921 Jilene and Roy F, Bergengren organized the Credit 

Union National Extonsion Burea\l to proaote the passage or 

credit union laws and the organization ot oredlt unions. 2 

Tb..e Bureau was succeeded by the Credit Union National 

ASsoc1atlon (CUNA) in August 1934t with Mr. Filene as 

president and Mr. Bergengren as managing director, The 

1 SDli th, P• 6. 

2!.oy F. Bergengren, era~ Emer5es (Madison: 
Un.ion National Assoo1ation, 6), p. 23. 

Credit 
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purposes of CUNA were, and still are, to oombat usury, pro

mote organization of new oredi t unio.ns,. help existing oredi t 

unions do a better job for their members, and work for good 

credit Wlion legislation. Today Ctr.NA is also active in the 

fields or loan protection insurance, life insurance, and 

insuranoe counselling. It al.so supplies credit unions with 

office supplies and equipment. CUNA cons.lats ot leagues ot 

oredit unions in the 1.nd1v1dual oities, st te.s, and pro

vinces. It is finanoed by dues paid by such member leaglles 

which have reoeived dues from their membe;r credit unlons. 1 

Credit union deTelopment was tairly rapid in the 

United States between 1909 and l9!34, but organization was 

slow or eTen non-existent in sane states due to l,a.ok of 

e.nabl1D.g legislation or laws that were hostile to oredit 

wuon development. There seemed to be a need for , legislation 

w.hieh would llow oredi t unions to be established in any 

state. o cour.s-,, this was primat-ily the opinion ot credit 

union promoters of that t!ms. Credit union promoters had 

enough intluenoe to get a bill introduced in the 73rd 

Congress. The bill as subse uently enacted in June 1934 is 

kno'Nll as th0 Federal Credit Un.ion Act. The Act per.mi ts 

credit unions to be organized, under federal charter, in any 

state or territory over whioh the United States has sover

eigiity. The administration or the ederal Credit Union Aet 

1 . Ibid., P• 181. 
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was originally assigned to the Gove nor of the Farm Credit 

Adm.1nistrat1on. In April 1942, the respoasib111ty was 

transferred to the Federal Deposit Ineura.noe Corporation 

where it rema1n$d until July 1948. At that time the Dureau 

or l!'eder 1 Credit Unions was created and made a p :rt of the 

Federal 6ecl.U"1ty Agenoy-... now called the Department ot Heal th, 

·Education, and Weltw:-e. 

To organiz 

QOJW'llQn bond t a.asoo1a.t1on, occupation. or res dence ubmits 
-organ1z tion certificate to the Bureau of Federal Credit 

Unions. It the Director of the Bure u approve the or an

ization oertit10 - te, it t reby become the oorpor te 

ohartex- or the federal or dit u.nion and authorizes the 

gr.oup to operate in ocord oe with the Feder 1 Credit Union 

Act. The oorporate form or business organizations ls the 

most praotioal method by Which uah a relatively large g,.-oup 

ot people ('}an pool their resouroes for oonom1o purposes. 

Some ot the legal powers or t 

ino.lUde the power to: 

federal ore t union 

l. Make oont:raots necessary to oarry out t~ 

purpose. 

2. Sue and be sued. 

3. J?u.rohaae, hod, and di pose o:r propa ty nee · s ry 

or incidental to i ts operations. 

4. Make loans to members, subject to limitations. A 

federal credit u.Q.ion may not make a loan to any person mo 
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is not a member. No loans can be made to any organization 

exoept that loans may be made to other cred1 t Wlions. Loans 

made to members must be for provident or productive purposes 

and m.u;s 't be approved by the cradi t oommittes or a loan ot-ri

cer. Interest rates may not exceed 1 percent per month (12 

_percent p,er annum) on unpaid balances,. inolu.ding all charges 

incident to making the loan. Loans to direotor , superv1a• 

ory oommi ttee, or ored1 t oomm.1 ttee members may not be larger 

than the amount of their partio~lar shareholdinge.1 

A loan to ny member may not be larger than 10 per

cent of the credit u.aion's unimpaired o pitnl and surplus. 

A credit union with less than $2,000 of unimpaired capital 

and surplus may make loans up to 200. No loan may be made 

to any member tor more than $750 unless the amount over $750 

1s adequately secured. Any loan Jll8.de must be repaid within 

rtve years or less. As an example ot how tedEtl'"al credit 

union legislation has kept paoe with our ohanglng aoonomf', 

it is interesting to note that in 1939 the, unseoured loan 

limit was 50 and ma.ximwn maturity of the loan as 2 years . 

At the present time, depending on the size ot the eredi t 

union, adequately secured loans may be as large as 10,000. 

6. Receive from its members payments on ah res. 

1HaJJ.dbo for ]'ea.eral Credit Unions, u •• Department 
ot Health, Eduoatlon, and \~eltare (Washington: U.~. Gover . -
ent rinting 01'1:'ioe, 1961), p. 3. 
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Shares in a credit union are not deposits, and shar lders 

are owners, not creditors or depositors. Share payments may 

be made by payroll deductions, mall, or any other method 

used b1 the member and which 1s aooeptable by the board of 

directors. Installment payments on shares may be as small 

as 25 cents· a month. Shares in federal oredi t unions are 

not 1asured by any agency of the Federal Government. 

6. Inves t its f'u.nds. A tederal credit uaion has 

only tour outlets for the investment of its tunds. It can 

1n~est in: loans to members; obligations or the United 

States; loans to other federal credit unions, and to o~edit 

unions chartered under the laws ot any of the States or Tor• 

r1tor1es of the United States; shares or accounts of savings 

and loan associations whose aoe,ounts are insured by the 

Federal Savings and Loan Insurance Corporation. 

7. Federal credit unions can borrow money from any 

source willing to lend, sueh as another oredi t Wlion, banks, 

or individuals. However, it may not borrow an amount great

er than 50% of its paid-in and unimpaired capital and 

surplus.1 

These are some of the speoifio powers given federal 

credit wons Which enable them to carry out the purpose tor 

which they are incorpora ted. 

Ohart 1 shows the organizational structure or a 

1 Ibid., p. 4. -
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CREDIT COHMITTEE 

Responsibilities 

1. Pass on individual loan applications in accord
ance with Act• bylaws. regulations and policies 
of board. 

2. Meet often as necessary, at least monthly. 
J. Counsel members in wise use of credit. 
4. Maintain confidential relations with members. 
5. Deterodne it loans are for provident or produc

tive purposes. 
6. Oetennine if security, when required• is ade-

quate. 
7. May approve borrOW'ers 1 share withdrawals. 
8. Grant extensions on loans or refinance them. 
9. May appoint, superv1se and delegs.te authority 

to loan officers. 
10. Keep minutes of meetinge. 
11. Prepare and present annual report to members. 
12. Act on all loans not approved by loan officer. 
U. Study and use Credit Manual. 

Ll..mitations 

1. May not borrow in excess of shareholdings 
pledged. 

2. May not endorse for borrowers. 
3. May not be compensated. as ccmmittee member. 
4,. May not be appointed to supervisory colllnittee. 

Composition 

1. Usually 3 or 5 members. 
2. Staggered terms, 2 or 3 years as determined 

by board. 
T- etrai.rman, -secretary, ele·ct-ed from own number. 

.--------_l _______ -
I 

I 
I 

LOAN OFFICER 
(One er more) 

I Responsibilities 

I i. 

I 
I 2. 

I J. 
I 
I 

Approve loans 1n accordance with the Act, by
la.,,s, regulations, and authority delegated by 
credit coomittee. 
Sul:mit to credit cormrl.ttee for action all loans 
not approved. 
Fu.mi.ah to credit committee a record of each 
loan approved. or not approved. w1. thin 7 days of 
the date of filing application therefor. 

J L1..m1 tations 

J 1. May not disburse funds for any loan approved. 

I 2. ~~ =e a:h~~n~f~;:~:; ot the credit com-
I mittee may be appointed as a loan officer. j 
I 3. May not be appointed as membership officer or \ 
L _ member of supervisory cc:mn.ittee;; ____ J 

I 
PRESIDENT 

Responsibilitiee 

1. Preside at meetings of board and mem
bers-sign minutes. 

2. Countersign checks, notes, obligations 
of credit union it bylaws require. 

3. Carry out, usual..1,- vi th treasurer, in
structions ot board on investments, 
credit union borrowings. 

4. Submit Federal examination report to 
board for necessarJ action and inrorm 
fu.reau o! Federal Credit Unions o! 
result. 

5. Call special meetings of board and 
members when necessary or upon proper 
request. 

6. Appoint nominating coounittee. 
T. Present annual report or board to me:n

bere. 
8. Customary duties of president and other 

duties assigned by board. 

Limi tetions 

1. May not be treasurer or assistant 
treasurer. 

CHART 1. ORGANIZATION OF A FEDERAL CREDIT UNION 

Privileges 

1. Saving small sums regularly "'1th convenience and sf!fety. 
2.. Obtaining loam, for useful purposee. 
3. Participating in democratic control of their own eavings and credit. 

Responsibililiee 

1. Elect capable management (director::: and credit coramittee members) from own number. 
2. Exercise democratic control of credit wrlon by attending and taking active part in membership 

meetings -- only one vote per member. 
3. Tell other3 eligible for me.cibership about credit u.,ion and encourage them to join. 
4., Repay loans as agreed so fellow members may ali,o benefit. 
5. Authorize educationtl and other special expenditures, and may elect educational committee. 
6. Remove any official for cause. 
7. Expel men.hers. 

-------------------------, 

SUPERVISOOY Cc»ll!l'I'TEE 

Responsibilities 

BOARD OF DIR~TffiS 

Responsibilities 

1. General direction and control of credit union ac-
cording to Act, regulations, and bylaws. 

2. Meet once a month or oftener. 

I 
,------_j_ ________ _ 

I EDUCATIONAL COMHIITEE 

I Responsibilities 

I 1. Develop methods for members to learn abrut thrift, credit, 
family bud.sets, and related economic problems. 

I ~: ~:~;~p i:~~!::t ~1~~~~=~1cipation in credit union. 

1. Constructively critical examination 
of credit union affairs, including 
audit of books, according to Act, 
regulations, bylaws, and Super
visory Committee Manual. 

3. Act on applications tor membership. 
4. Periodically (at least semi-annually) review and 

fix amount of surety bonds on treasurer and 
employees. 

-- -i 4. Work closely with board on plane and activities. 
2. Prepare quarterly audit report to 

board of directors and send copy 
to Bureau of Federal Credit Unions 
annually. 

3. Verify rlth members their share 
and loan balances. 

4. Maintain confidential relations with 
members. 

S. Suspend officers, directors, or mem
bere of credit ccmnittee for cause. 

6. Call special meetings of membere 
for cause. 

7. See that record ot all actions is 
kept. 

8. Prepare and present annual report 
to member:J. 

9. Req_uest board to provide compen
sation for clerical and auditing 
assistance. 

Ll.mitations 

5. Periodically fix nwdmuro individual ehare limit. 
6. Periodically set loan policy, including interest 

rate (maximum 1% per month) and maximum 
loan with or without security. 

7. Supervise collection at loans and authorize 
charge-off or uncollectible loans and may assess 
late charges on delinquent share and loan pay
ments. 

8. 
9. 

10. 

ll. 

12. 

13. 

De!-ignate depository for funds. 
Maintain confidential relations with members. 
Appoint supervisor,- con::mittee and temporary 
officials; till vacancies in board, credit com
mittee, and 8Upervisory coomittee. 
May appoint membership officer and executive 
ccmnittee. 
May hire employees and fix dutie!! and com
pensation. 
Authorize and supervise investments and credit 
union borrowing. 

I Composition 

I i. 
,t 
I 4. 

I 5. 

I 

Si,z,e depends on number which will function most effectively. 
May be elected by membership or appointed by board. 
Indefinite terms but often for one year. 
Majority usually members who do not hold other credit union 
offices. 
Frequently credit committee and board represented. 

,-------------------
1 

I 
I 

H.esponsibili ties 

EXF.CUTIVE COMMITTEE 

1. Act for board of directors in making and disposing of 
investments permitted by Act. 

I 2. 
1. May not borrow in excess of share

holdings pledged. 
May declare dividends, authorize interest refunds, 
and determine treasurer 1 s ccmpensation. ~--J 

If the board of directors so prescribes, may approve appli
cations tor membership in accordance with the Act, bylaws 
and conditions laid down by board of directors. 

2. May not endorse for borrowers. 
J. May not be compem,ated as com

mittee member. 

Composition 

1. Three members• one of whom may 
be a director other than the 
treasurer. 

2. Cne year terms. 
J. No member of credit committee or 

any employee of credit union may 
be appointed. 

4. Chairman, secretary, elected from 
own number. 

16. 

17. 

18. 

Plan for annual meeting, annual report to mem
bers; operating budget; educational and other 
epecial expendi turee. 
May appoint educational committee, it not 
elected by members. 
May amend bylaws rlth approval of Director, 
Bureau of Federal Credit Unions. 
Use Federal Credit Union Handbook. 

L1m1 tations 

1. May not borrow in e-xcess of shareholdings 
pledged. 

2. May not endorse for borrOW'ers. 
J. May not be compensated as director. 

Composition 

l. Usually 5, 7, or 9 mem.bera. 
2. Staggered terms, 2 or 3 years as determined by 

board. 

I J. 

I 
I 

Submit to the board at each monthly meeting a list of ap
proved or pending applications for membership received 
since the previous monthly meeting, together with such other 
related information as the bylaws or the board may require. 

I Composition 
I l. Not less than three directors appointed by the bo&rd.. 

I Ll.mitations 

I 1. May not be co:npensated as cowmi.ttee member. 

L _______________ _ 

1------------------
1 !IDIBIBSl!IP OFFICER 

I Resporn,ibilltiee 

3 • Officers elected from own number. _ - - -4 1. Approve applications for membership under such condi ti.ens 
as the board of directors, the Act and byla..,..e may prescribe. 

I 
I 

I 
VICE PRESIDENT 

(1 or more) 

Responeibilitiee 

1. Act as president du.ring his absence 
or disability. 

2. other duties assigned by board. 

Limitations 

1. May not be treasurer or assistant 
treasurer. 

Assistant Treasurer (l or more) 

I Responsibilities 
1. Under treasurer's direction, perform any 

I duties devolving upon treasurer which 

I 2. ~:~sm:~e::U8;~twhen treasurer is absent 
I J • or unable to act. 

I Must be bonded for !al thful performar.ce. 

I Limitations 

I 1. ~;;s~;d c::CU(:f~~~-need not be mern-
1 

2 Appointed by board. 3: Compensation fixed by board. I 4. May not be president, vice president, mem
l ~=~~ officer, or supervisory coDllli.ttee 
L ____________ _ 

*SF-CRETARI 

Responeibilities 

1. Keep and sign minutes or board 
and ml!IDberi, 1 meetings. 

2. Prepare notice of any meeting of 
members. 

3. Prepare and send annual election 
report and notice of any change in 
managing etaff to fureau of Fed
eral Credit Unions. 

4. other duties assigned. by board. 

I 2. Submit to the board at each monthly meeting a list of ap-
1 proved or pending applications for membership as prescribed 

by the Act. 

I Ll.mitations 

I 1. May not be the treasurer, assistant treasurer, or loan officer. 
2. May not be ccmpensated as membership officer. 

L _________ -- ---------

I 
Responsibill ties 

1. General manager of credit union. 
2. Custody of tu.nds, securities, and other 

assets--must be bonded for t&i thful 
performance. 

3. Keep books of account according to 
accounting manual. 

L.. Sign checke• notes, obli.gatione of 
credit union. 

5. Receive share and loan paymente. 
6. Tranemit to credit committee or loan 

officer loan applications received. 
7. Sympathetic and. intelligent under

standing of members' problem.,. 
8. Maintain confidential relatioM with 

members. 
- -9--Pr.,,par&-DIOfli.h¾'-----....c!al-r"J>Ort, t.o---+------

bo&rd and members, send copies a.n-
nua.l.ly to Bureau o! Federal Credit 
Unions. 

Other than Assistant Treasurer ~-------, 10. Carry out, usually with preeident,"'in-

1. Number and duties of employees, such as: 
collector, teller, cashier, bookkeeper, de- I 
pend upon need.a: of credit union. I 

strucU.one of board on investments, 
] cred.i t union borrowings. 

2. Duties and compensation of employees de
termined by board. 

3. Usually under direct supervision of treas
urer. 

L.. All employees handling cash muet be 
bonded in amount and chai·acter determined 
by board from time to time. 

Limitations 

1. liB.y not be supervisory committee member. 

I 
I 
I 
I 

___ J 

ll. Prepare annual financial report to 
members. 

Limitations 

1. May not serve as president, vice 
president, membership officer, or 
supervisory coomdttee mem.ber. 

NOTE: Dotted boxes and lines indicate optional functions. SOURCE: U.S. DEPARTMENT OF HEALnt, EDUCATION, AND WELFARE 
Bureau of Fectm·al Credit Union!-, Waimi.ngton D.C. 

*Offices may be held by same person. 



15 

federal credit union. Although a federal credit union is 

member-owned and controlled, n.ot all members can participate 

in the day-to-day management or it. The1 must elect otti

cials to carry on the daily business. The officials and 

employees of a credit union are responsible to the members 

for the management of their business . (_ 

The members elect a board of directors com.posed of' 

not less than five members , at the an.nual meeting of the mem

bership. They also elect a credit oom.m.ittee and e. supervis

ory (or auditing) committee, ot three members QaOh. The 

board o-r directors elects from its membership the offioers 

ot the credit union. They elect a president, v1oe-pres1dent, 

treasurer, and a secretary (or clerk). The treasurer and 

the seeretary's office may be hel by the same person. 1 

The directors are responsible for the general manage

ment oft e credit union. They set its policies, approve 

all appl1oations for membership , set the int.erest rate, and 

declare dividends. They mee t monthly and hold additional 

meetings if necessary. 

The credit oommittae considers loan applications 

submi tted by members. Applications are made in wr1 ting, and 

must tell the purpose ¢f the loan, security ottered, and any 

other data required. The oommlttee will inquire into the 

1wha t Are Credit Unions alld How Can We Use Them? 
(Madison:Credlt Union NatlonalAssociationT,T. ~ 
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character and financia l condition of the applicant in order 

to determine whether the loan will be of benefit to the 

applicant and whether he 1s :financially able to carry the 

requested loa.A. The committee meets regularly, as often as 

necessary, to approve loans. 

The supervisory comm! ttee is the "Watchdog" of the 

credit union. It keeps an eye on the opera tions. ot the 

credit Wllon, audits its books at least quarterly, and 

reports to the members annually as to the finano!al oondi

tion or the credit union. It has the power to suspend 

officers and oanmitteemen it it deems neceseary.l 

'!he treasurer is the active manager ot the credit 

union. He keeps the books, makes the financial reports, 

and 1s in charge of the reoeiT1ng and disbursing of funds. 

Most of the members oome to the treasurer with their :tina.n• 

c1al problems, and he usually transmits loan applications 

to the credit oommi ttee. The treasurer may be paid beoa.use 

most of the work falls on him, but other members of the 

board and. committeemen must volunteer their services. Ot 

course, in larger credit unions employees may be hir,ed. 

The educational committee works to increase the 

membet"s' understanding and information on thrift, the use 

of credit. and related economic topics. 'lb.ey may utilize 

l Ibid., p. 13. -
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many forms ot publicity to do this job. Members are urged 

to form the habit of regular saving eaeh payday, and to use 

the oredi t union to meet all their needs tor consumer credit. 

They are urged to come to the credit union for help and 

advice on any o.f• their :t'inanoial problems, without aJ1y obli

gation, and with the assurance that their a:f'tairs will be 

held in strict oontidenoe. 

Under Federal law, a new member muet agree to sub

scribe and pay tor, in oash or installments (as low as 25¢), 

at least one i5 aha.re. There 1s also an entrance tee ot 26¢ . 

The member will be expected to save regularly if he oan. 

Voting rights or dividends are not recei-ved until the first 

full share has been paid r or. The savings (shares) depos1 t 

is entered in a pass book, which serves as a record both of 

l savings and of loans. 

For the protection ot shareholders, all records of 

federal oredit unions are examined at least quarterly by the 

supervisory oommi ttee as well as o..n.oe, a year by the Bureau 

or Federal Credit Unions. The treasurer and other employees 

or the credit union are bonded. Cash reeeipts of a federal 

oredit union must be deposited promptly in a bank 'Whose 

deposits are insured by the Federal Deposit Insurance 

l Richard Y. Giles, Credit for the Millions (New 
York: Harper & Brothers, 1951), ~4k · 
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Corporation. 1 It a federal credit union desi,:-es to deposit 

oash receipts in an institution whose deposits are not 

insured by FDIC, 1 t must gain the permission of the Bureau 

of Federal Credit Union. 

A dividend may be declared from net earnings for the 

year atter 20 percent has been set aside in the reserve 

t'unds. A member can receive dividends on all or his paid 

up shares a.s or any given dividend date. Six percent is 

the maximum annual dividend rate whioh. may be paid to mem ... 

bers ot the credit union. 

When a person beoomes a member, and has paid the :first 

installment on his shares, he is then eligible to apply for 

and receive a loan. Loans are made to members only fer pro

ductive and provident purposes; accordingly, the credit 

oomm.i ttee may grant loans: tor dental or medioal bills, tor 

auto f'inanoing, clothing, furniture or other neoe s1tiea, 

for educational aBd vacation purposes, tor real estate (in 

some instances), and tor various other reasons. As already 

mentioned, maturities on loans 08.llllot exceed five years and 

unsecured loans cannot exceed $750. Inter st on loans can

not exceed one percent per month on the unpaid balance and 

1n many cases are traotionally lower than this. 

1
security Through Credit Unions, Federal Security 

Agency (Washington: fi.s. Government Printing Office, 1948). 
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There are several CUNA Mutual insurance plans to 

which the credit unions may subscribe. One plan (Borrower's 

Protective Ineuranoe) insures the oredit union against loss 

caused by the death or disability of borrowers. Thus, if a 

borrovrer dies or becomes totally and permanently disabled, 

CUNA Mt1tua.l pays off the loan balanoe up to $10,000. There 

1e also e Lit Savings Insurance plan under which CUNA 

Mutual pays to the beneficiary, in the ev$nt of a member's 

death, the amount of hi avings (up to 2,000). 1 The insur

ance premiums are usually paid by the credit union out o-r 

earni s. 

By reason of their cooperative character. credit 

unions should place primary emphasis upon senioes to mem

bers rather than earnings. Nevertheless, their earnings 

have been creditable, and in many oases, excellent. As 

non-profit cooperatives, federal credit wuons are not taxed. 

As stated in the 1959 Federal Credit Union Act: 

'.lhe Federal credit unions organized he~eunder, 
their property, their franohisea, oapit.al, reserves, 
surpluse8, and other funds, and their inoome shall 
b exempt rrom all taxation now or hereafter lmposGd 
by the United States or by an.1 State, Territorial, 
or local taxiJlg authority; except that any real 
estate property and any tangible personal property 
or such Federal oredi t unions hall be subjact to 
Federal, State, Territorial, and loeal taxation to 
the same extent as other similar property is tax.sd. 

1 
1962 Credit Union 'Yearbook, p. 34 . 
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Nothing herein contained shall prevent holdings 
in any Federal credit union organized hereunder 
from being included in the valuation of the personal 
property of the owners or holders thereof in assess
ing taxes imposed by authority of the State or 
political subdivision thereof in which the Federal 
credit union is located; but the duty or burden of 
collectl~g or enforcing the payment of such a tax 
shall not be imposed upon any such Federal credit 
union and the tax shall not exceed the rate of taxes 
imposed upon holdings in domestic credit unions.l 

Even though federal credit unions are exempt from 

Federal income taxes, they must file an annual return under 

Section 101 of the Internal Bevenue Code. The Bureau of 

Federal Credit Unions files one return for all of the 

federal credit unions. 

The exemptions from inoome taxes contained in the 

Federal Cr edit Union Act apply only to the credit union 

themselves and not to the.ir members . Dividends , wages, 

bonuses, and compensation received from federal credit 

unions are not exempt from income taxation. 2 

As we will s ee in Chapter 4, federal credit unions 

pay out about ?5 percent of e rn1ngs to members in the 

form of dividends. These dividends are taxed as interest 

by federal and some tate authorities, along with other 

1u.s. Congress , Feder al Credit Union Act , Public 
86-354, Sec. 23 , 86th Congres , 1st Session , 1959. 

2 David • Bridewell, Credit Unions , Organization--
Operation-- uestions of Legality (New York : Mathe Bender 
& Company, 1955), p . lS85. 
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personal income of the member. So it is seen that earnings 

or tederal orecli t unions are taxed, al though i.Qdirec.tly, to 

a certaill extent. 



CHAP!'ER 2 

GROWTH AND SIZE OF FEDER L CREDIT 1! 0 

From the date ot passage of the original Federal 

Ored1t Union Aot in 1934 and the approTal ot the tirst fed

eral charter on October 1 or that year--througll twenty

seTen years of operations--tederal oredit unions have 

experienced periods or depression, receasion, war, postwar 

reoonTersion, and prosperity. The first federal credit 

uaion. started 1n Texarkana, Texas with 7.75. Table l shows 

the growth in numbers ot federal otedit unions, members, and 

assets. 

During the early years of the federal credit union 

system, promotional efforts by the Farm Credit Administra

tion were largely responsible for the rapid expansion 1.n 

credit union growth. By 1941 there were 4,228 federal 

credit unions in operation, with l.4 million members. 

Assets showed the greatest percentage growth during the 

first seven years ot federal credit union existence. They 

grew from approximately 2.4 Dlill1on at the end or 1935 to 

106 million at the end of 1941. Total assets increased 

286.l percent in 1936• 110.4 percent in 1937 1 53.8 percent 

in 1938, 61.4 percent in 1939• 51.7 percent in 1940, and 

46.2 percent in 1941. As Table 1 shows, the percentage 



TABLE l. Growth in number ot federal credit unions, membership, and total assets, 
1934-Huna 

Number Peroe.n t Growth 

Membersb Assetsb 
Yearly 

Credit increase FCUs Members Assets 
Year Uni0.118 (Thousands) ( Thousands } in FCUs " ~ ~ 

19z.&0 39 3 • 23 
, _____ ---- -------

1935 772 119 2,,372 733 1,879,.5 3,585.8 1,,000.1 
1936 1,751 310 9,158 9'19 126.8 159.3 286.l 
1937 2,313 484 19, 265 562 32.l 56.2 110.4 
1938 2,760 632 29,629 447 19.3 30.6 53.8 
1939 3,182 851 47,811 422 15.3 34.6 61.4 
1940 3,756 1,128 72 ,530 574 18.0 32.6 51.7 
1941 4,228 1,409 106,052 47 2 12.6 24.9 46.2 
1942 4,1-45 1,357 119,591 -83 -2.0 -3.7 12.8 
1943 3,938 1,312 12? ,329 -20'1 -5.O - 3 .3 6.5 
1944 3,815 1,306 144,365 -123 -3.l -0.4 13.4 
1945 3,757 1,21'1 153,103 -58 -1.5 -6.8 6 ... 1 
1946 3,'161 1,302 1'13,166 4 0.1 7.0 13. l 
1947 3,845 1,446 210,376 84 2.2 11.0 21.5 
1948 4,058 1.,628 258 ,,412 213 5.5 12.6 22.8 
1949 4,495 1,820 316,363 437 10.8 11 .. 7 22.4 
1950 4 , 984 2 ,127 405,835 489 10.9 16.9 28.3 
1951 5,3 98 2 ,464 504,715 414 8.3 15.8 24.4 
1952 5,925 2 ,853 662,409 527 9.8 15.8 31.,2 
1g53 6,578 3 ,255 854, 232 553 11..0 14.1 29.0 
1954 7,227 3 ,599 1,033,179 649 9.9 10. 5 20.9 
1955 7,806 4,032 1, 267,427 5'19 8.0 12 .0 22.7 
1956 8, 350 4,502 1, 529 , 2 0 2 544 7.0 11.6 20.7 
1957 8,735 4,898 1,788,768 385 4.6 8.8 17 . o 
1958 9,030 5, 210 2 ,034,866 295 3.4 6 .4 13.8 

t\? 
CJil 



TABLE 1. Continued 

Year 

1959 
1960 
1961 

Number Percent Growth 

Membersb Assetsb 
Yearly 

Credit increase FCUs Members Assets 
Unions ( ThousaJldS) (Thousands} in FCUs ~ ~ % 

9,«7 5,645 $2,552,813 417 4.6 8.3 15.6 
9, 05 6,086 2,669,734 458 4.8 7.8 13.5 

10,271 6,543 3,028,294 366 .3. '1 7.5 13.4 

8 Calculated trom: 1961 Report :2,!, Operations, Federal Credit Union , p. 2. 

bnata for 1934-1944 partly estimated. 

°First cha1:ter approved l Oct. 34. 



growth of assets was larger than the growth in the number 

of federal oredit unions and members . 

25 

The years during World War II were a period or test

ing for t he federal credit unions. From 1942 through 1945 

liquidations exceeded new organizations. This was caused 

primarily by the atmosphere of impermanence oreated by the 

war. Industries were converting from making goods for peace 

to :making goods for war; industries were expanding and new 

industries were born; men re leaving their jobs to join 

the services. Such unsettled conditions were not favorable 

to the organization of new credit unions, and ma.de difficult 

the suooessful operation of those already in existenoe. 

Also, during the war years there was less need for the ser

vioe.s usually performed by credit un1ons. 1 'I'his decreased 

need can be more readily explained by sueb f etors as high 

personal income , loan restrictions of Regulation W, and the 

fa.ct that there ware les , oonsume:r goods available for 

purchase as compared to non-war years. The eaker oredit 

unions (the credit unions already financially weak before 

the war and those in unstable industries) were usually the 

ones that were liquidated, so after the war the remaining 

credit unions formed a strong foundation for continued 

growth in the federal credit union system. Between 1941 

and the end of 1945 the number of federal credit unions 

11945 Report£! Operations, p . 1 . 
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deore sed by 4?1 to ,757; mber hip d1"0pped by allYlost 

lowly, by about 4'1 200,000; 

million. Lons to members dropped orr very harply during 

the war ye rs. 

~h p ter s. 
e ll l.ook t this ore thoroughly in 

'!be percent, . growth in numb r, membership, and 

as e or teder l credit unions inor ed each year trOJll 

1946 to 1951. During 1950 then er oft der l credit 

union incl" sed by 489. or 10. 9 . ercent; the nwnl>e.r ot me• 

bers in.or a ed by l&.9 ere nt; sset& 14:0J;"eased by 28.3 

percent. In 1951 the :percentage ro th deor a ed slightly 

in ll ot these o t gorle ., p:rtra rllT because ot the Korean 

·~ • Re 1· t1o.n in etteot throughollt 1951 and, s 

re ult, curbed the lendin, tu.n.ct1ons ot credit. wuona.1 

l\egula tion ot consumer ored1 t by the der l ReserYe b s 

been a tem orary ore 1t r stra.lnt 1n times ot emerg oy to 

. upplement en ral ol"ed1 t me sures. Regulat ion. l ta one o~ 

tAe seleotiYe oredi regtU tion easure th t the &deral 

es rve o 1apo e if credit restraint l s nttoes . ry in our 

oonomy. The r str ints ot Regul tion h ve ,pplied pr1-

r1ly to installment or dit . B s1o · ly, the restraints 

1m osed bf Regulation w ere tnreetold: they llmS.ted the 

ount of ored1 t th t might be gX-anted tor the pu.rqhase ot 

any article lltf'ted in t.he regul ti.on; they speoit1ed minimum. 



down payment on the above artioles; they limited the time 

that mi.ght be agreed upon tor repay'ing 8.ll obl1gat1on. 1 
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The number ot federal credit wi1ons. members; and the 

amount ot assets increased throughout the l950'e, although 

at a generally diminishing percentage rate or growth. Mem

bership increased at a rate almost twice that of the number 

ot tederal credit u.nions trom 1951 to 1961 and assets rew 

at a rate over 2-1/2 t1mea that ot new organizations. The 

healthy growth can be partially explained by the general 

prosperity of then tion and the large personal saTings in 

the eoonomy. Also, the organized credit. union movement 

(CUNA) sponsored an advertising program oons1sting or radio 

newscas ts and tull-pa e advertising in news m.a.gazines of 

wide oirculatlon. 2 Another factor might be the testing, 

1.n a Darwinian sense, wbiCh 1n the war years weeded out 

hundreds ot weak credit unions and lef't a solid oore ot 

vigorous units to shoot ah.ead in unusual growth.3 In the 

last ten years there has been an average yearly increase of 

487 tederal credit unions. 

1The Federal BeserTe Szs m., Purposes and Ftl.llotions, 
Board ot"11overnors of the Federal ReserYe System (Washittg• 
t on: Board of' Governors of the Feder l ese1•ve ,:;ys t m, 1954), 
pp. 60.-{U. 

21952 Report _2!, Operation~, p. l. 

3John T Croteau, The Fedel"al Credit Union, ~,!icy 
and Practice (New York: Harper & Brothel's, 1956), p,. 9. 
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Along with the growth in the nwaber of c:red1.t unions, 

membership, and assets, there ba been a corresponding 

gro th in average membership and average shareholdings per 

member. Chart 2 howa, graphically, the growth in average 

membership and average shareholdings from 1953 to 1961. 

Table 2 illustrates the significant change that has 

been taking plaoe in the distribution or federal credit 

unions, measured by amouDt ot assets. In 1948, 48.9 percent, 

or almost halt of the 4,058 federal credit unions, had 

assets ot less than $25,000. At the end or 1961, out of 

10,271 credit unions, only 23.8 percent held le•ss than 

$25,000 in assets. At the end of 1948, 0.2 percent of the 

federal credit unions had $1.0 million or more worth or 
assets. TwelTe years later, a t the nd or 196, 6.4 percent 

of the federal oredit union$ had assets of l.o million or 

more~ This trend of oredi t unions boooming larger will con

tinue 1t present growth r ates continue. As was seen in 

Table l, assets have been increas ing yearly 2-1/2 times 

faster than the number ot federal credit unions. Arbitrar

ily using 100,000 as th d Viding line bet en "small" ruid 

"large" credit unions, it ay be seen from Table B that in 

1950. 78.7 eroent of the P oup were oharaoterized as 

"small" and 21.3 eroent a "l rge." t tho end of 1961, 

by oont. "\S • while th total number of credit unions in 

operatio had more than doubled, "small" credit unions 
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Ave rage Membership Average Shareholdings 
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CHART 2. Average membership per federal credit union and average 
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TABLE 

Year 

1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 

2. Percentage distribution ot federal credit unions by amount of assets, 
l948-l96la 

Percent of Federal Credit Unions with Assets or:b 
# of 
FCtJs Less 

than $25,000- $50,000- $100,000- $250,000- 500,000- $1,.000,000 
$25,000 49,999 99,999 249,9"99 499,999 999,999 or more 

4,058 46.9~ 19.4% 15.5% 11.3% 5.4% 1.3% 0. 2~ 
4,495 47.5 18.5 16.0 12. 2 4.0, 1.5 0.3 
4,984 44.8 1'7 .3 16.6, 13.9 5.0 1.9 0.5 
5,398 42. 2 l"l.4 16.5 15.0 5.9 2 . 2 o., 
5,925 38.9 17.4 16.0 16.8 ?.O 2.7 1.2 
6,578 37.2 16.3 16.3 17.2 '1.7 !3 ,. 6 1.7 
7,227 35.7 15.8 16.? 17.l 8.4 4.3 2.0 
7,806 33.& 15.1 16.9 18.l ·8.8 4.9 2.5 
8,350 31.1 14.9 16.7 19.5 9.4 5. 2 3.2 
8,735 28.5 14.6 16 .• 6 20.8 10.0 5.5 3 .9 
9,030 26.7 14.4 16.6 20."I 11..0 6.2 4.4 
9,447 25.3 14. 8 1.5.9 21.1 11.5 6.9 5.1 
9,905 25.0 13.3 15.'l 20.9 11.a 7.6 5.7 

10,271 23,.8 13.2 15.7 20.8 1 2 .2 7.9 6.4 

aCalculated from: Report .2! Opera tions, Federal Credit Unions, 1948-1961. 

bTotals may not add to 100.0% because of rounding. 
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ma.de up 5.2. 7 percent of the total number and "large" groups 

accounted for 4'7.3 percent. This is illustrated more 

olea.rly in Table 3, where the number and percentage distri

bution or federal oredi t Wlions by size of assets is shown 

for 1950 and 1961. In other worde,. the size oomposition of 

tederal eredit unions has been shifting away from a group 

made up predominantly of small units to one in v,Jhich the 

larger unit is of &reater sign1t1canoe. This t'aot has led 

some critics to claim that as the oredit union becomes 

larger 1ts management becomes preoooupied with profit-making 

and forsakes or slights the personal services required ot 

the oredi t union. in 1 ts role as a social agency •1 HoweTer, 

there does not appear to be any indications that the fed

eral credit unions• as they become larger, are giving less 

personal attention to th.ei:t members. The.re have been 

isolated casee where the management of very large credit 

unions has :forgotten its goal of educating its members in 

the wise use of money, and has put sole emphasis on the safe 

loan and increasing the profit margin. But, in the great 

majority of cases, the larger a credit union. the bett$r 

equipped it is to pert'orm the function ot educating its 

members. The larger the credit union, the more likely it 

is to have an educational committee. a personal financial 

1 . 
Smith, p .. 5. 



TABLE 3. Numbers and percent ge distribution of federal credit unions, by size of 
assets , 1950 and 1951 CO!"lpareda 

Credit 1950 l.961 
Union 
by size Percent Cumulative Percent Cumulative 

of Assets Number Dis tribtt tion Peroent umber Distribution Percent 

Less than 
25 , 000 2 , 234 44 . 8% 44 . 81' 2 , 447 23.8% 23. 

25 , 000-
49 , 999 861 17.3 62 . l 1 , 356 13 . 2 37 . 0 

50 , 000-
99 , 999 829 16. 6 '78. 7 1 , 616 l.5,. 7 52 . 7 

100 , 00 -
249 , 999 695 15. 9 92. 6 2 130 , 20.a 73 . 5 

250 , 000-
499 , 999 248 5 . 0 97 . 6 1 , 247 12.2 65 . 7 

500 , 000-
999 , 999 92 1 . 9 99 . 5 819 7·.9 9$. 6 

1 , 000, 000 
or more 25 o.5 100. 0 6~6 6 . 4 100. 0 

Totals 4 , 984 100. 0% 10 , 2'11 100. o% 

8ca1culated from: ReEort 2!. Operations , Federal Credit Unions , 1950 and 1961. (>I 
N 
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counselor, or a library. 1 From these sources the members 

can learn how to borrow (it 1 t is neoessary'), buy, and spend 

more wisely. 

Tables 4 and 5 examine statistioally the characteris

tics or federal oredit unions in rela tionship to their age. 

The most recent figUl"es available for this analysis are as 

of December 31, 1969, but they are recent enough to be use

ful. 

Table 4 shows the number and percent of federal 

credit wiions in operation Deoember 31, 1959 grouped by 

years ot operation. At the end of 1959, 13,414 tederal 

credit union charters had been granted; on that da te 9,447, 

or 70.4 percent or the oredit unions chartered since 1934, 

were in operation. SeTenty-eight credit unions were char

tered in 19M and 53, or 67.9 percent ot these, were still 

1n operation at the end or 1959. It has already been 

mentioned that the experience of the war years was unfavor

able tor federal credit union organization. This fact shows 

up in Tables 4 and 5. The small number of credit unions in 

the tourteen, fifteen, sixteen, and seventeen year age

groups gives an instability to some ot the averages or those 

years. 

As seen in Table 4, the percentage ot federal oredit 

lcredit Manual tor Federal Credit Uaions, U.S. Depart
ment or Haaith, Education-, and Welfare (Washington: U.S. 
Government Printing Office, 1959), p. 45. 
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TABLE 4 . Federal oredl t unions grouped by years of 
operation, December 31, 1959a 

Number Percent 
Yeai-s ot Year Number Operating Operating 
Operation Chartered Chartered Dec • 31 , 195 9 Deo. 31, 195 9 

Less 
than one 1959 700 597 85.3~ 

1 1958 586 539 92,0 
2 1957 662 5'19 87.5 
3 1956 741 625 84.l 
4 1955 777 666 84.4 
5 1954 852 695 01.e 
6 1953 825 627 76.0 , 1952 692 51& '74.6 
8 1951 533 411 77. l 
9 1950 565 40"7 '72.0 

10 1949 623 392 75.O 
11 1948 341 246 72.l 
12 1947 207 153 73.9 
13 1946 15'1 99 63.l 
14 1945 96 57 59.4 
15 1944 69 31 44.9 
16 1943 108 47 43.5 
17 1942 187 87 46.5 
18 1941 583 273 46.8 
19 1940 666 364 54.7 
20 la39 529 297 56.l 
21 li38 615 28'1 55.7 
22 1937 638 349 54.7 
23 1936 956 549 5'1.4 
24 1935 828 513 62.0 
25 1934 78 1)3 6'9.9 -

Totals 13,41.f. 9,447 '70.4% 

8S,ource :: 1959 Report ot O~erations, fed~r~l Q~edit 
Unions, p. 12. 



35 

unions operating in the one to twelve year group, those 

chartered from 1958 to 194?, seems to decline at a ta1rl7 

regular rate, dropping from 92.0 percent iA the one year 

group to '13.9 percent in the twelve year group. Statistics 

in Table 4 would indicate that a "tery la:rge majority of 

credit unions organized in the postwar period had survived 

and ere still operating on .Oacember 31, 1959. 

Table 5 shows selected averages or federal credit 

unions grouped by years ot operation as ot December 31, 

1959" Average membership rises steadily from l21 in the 

.newly-toi"Jlled credit unions to 765 in. the ored1 t . unions w1 th 

eight years of experience, Arter eight years or operation, 

there is no consistent pattern in average membership, but 

the aTerage membership in those credit unions older than 

eight years is larger than the 59'1 average tor the system 

as a whole. 'l'he ratio of aotual to potential membership 

increases, although not consistently, from 16.8 percent in 

the newly-formed credit unions to 74.9 percent in the oldest 

credit unions. Thus, the average credit union starts out 

with approximately one out of six ot its potential member

ship. and in twenty-five years it has three out or tour ot 

the potential. In the federal credit union system, as ot 

December 31, 1959, 52.1 peroent of those e. 1e;1ble for 

membership in a credit union were member. The figures of 

potential membership are determinable "'t any given time 

because the charter for each federal eredit union defines 



TABLE 5. Selected averages of federal credit unionsA grouped by years of operations, 
DeeambeT 31, 1959. 

AYera?a Membersh1]2 Ratio of AYeraS! Assets Percent Growth of Assets 
Years Potent al Actual Actual to Per Per Per Per 

ot Pot ential FCU ember rcu Member 
Operation Membership 

Less 
than one 'll '1 121 16.8 • 8,806 $ '13 .... ..__ ... -------

l 791 202 .25.5 28,070 139 218 .8% 90.4% 
2 736 279 3'1.9 50,591 181 80.2 30.2 
3 751 323 42.9 76,361 236 50.9 30.4 
4 842 369 43.8 93,905 254 23.0 7.6 
5 882 439 49.7 134,226 306 42.9 20.5 
6 917 480 52.4 151,943 337 20.6 10.1 
7 1,089 546 50.l 190,044 348 17.4 3.3 
8 1,376 765 55.6 311,084 407 63.7 16.9 
9 1,222 640 52.3 285,116 445 -8.3 9.3 

10 1,105 614 55.5 264,067 430 -7.4 -3.4 
11 1,445 861 59.6 371,869 432 40.8 o.5 
12 2,351 1,127 48.3 551,533 489 48.3 13. 2 
13 1,511 732 48.5 277,528 379 -49.7 -22.5 
14 1,080 585 54.2 217 ,991 373 -21.4 -1.6 
15 1,541 902 58.5 422,tOO 469 93.9 25.'1 
16 2 ,594 9'15 37 .6 370,045 380 12.4 -19 0 
17 1,403 779 55.5 359,657 462 - 2 .8 21.6 
18 1,485 924 62 . 2 460, 208 498 28.0 7.8 
19 1,393 812 58.3 383,801 473 -16.6 5.0 
20 1,195 78& 65.8 393,556 501 2.5 5.9 
21 1,104 697 63.l 348,026 499 -11.6 -0.4 
22 l,5'77 996 63.l 502 , 292 505 44.3 1.2 
23 1,437 997 69.4 542 ,592 544 8.0 7.7 

·(11 
~ 



TABLE 5. Continued 

Years 
ot 

Operation, 

Averara Membership Ratio of 
Potent al Actual Actual to 

1 Potential 
:Membership 

24 2 ,104 l,168 55.5 
25 1,216 911 74.9 

TOT4Ie 1,146 . 597 52.1 

AverafS! Assets 
Per Per 

Percent Growth of Assets 
Per Per 

FCU Member FOU Member 

t573,542 $491 5. '1% -9. ,,,,, 
501,755 551 -12 .5 12 .2 

12~9.054 ftl'l 

a 
Calculated from da ta in 195~ F~ef-Ort !!! Operations, Federal Credit Unions, 

PP• 12-13. 



in speoifio terms the oup it my ere. 

Tabl 5 also shows the . owth in verage assets per 

federal redit union and per me her. The ne 1y-formed 

credit unions h ve a ets ot , 806,. or 73 p r ember. A 

high rate of growth seems to take place in the first ight 

ye rs ot operation, and then fluctu tee idely 1n the differ

ent age groups . Allo ing for the un table v ra s in the 

credit unton chart red duri th war years, the av ra es , 

on the hole . increase rather urtstead1ly until they r aeb 

an average of 573 , 542 in the credit unions organized 1n 

1935 . For th f deral oredit union system, a erage as t 

per credit union and per member were 249 , 054 and 17 

respect1~ely as of Decemb r 31 , 1959. The pere ntaga gro h 

in asset per oredi t union and per ember ho an in1 ti l 

high rate and then tluotuates rather d ly howin no oo -

sistent pattern. Th figure in the table how that , in 

general 1 a credit union . ows as 1 t becomes older . The 

increasing ratio of actual to potential member hip ould 

se m to 1nd.1oate th t asst owth , e.f'ter about eight or 

nine years , is primarily du to the introduction of new 

m bars r ther than eatly increas d a ing on the pE:lrt 

of older emb r • 

Th re are many reasons for initial credit union 

growth. A credit union e tablished 1n sound and owing 

industry hould have good ohanoe of suoce s . A credit 

un on in un WlS tab le ind us try ,.11, 11 h ve le s chanc of 
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suo ess. c ucoe aful participation in a newly founded credit 

union is goTerned 7 many factors. Promotional efforts 

and availability of other savings or loaning taoilitles in 

·the area are t,:,yo important factors contributing to early 

suooe ~ or fai l e of a credit union. Many factors also 

contribute to the continued sucoeasful growth and existence 

ot the credit Wlion. among them, sustained eoonomic health 

of the industry and area where the oredi t unio». is located 

and good credit union management. 



CHAPfER 3 

ANALYSIS OF ASSETS AND LIABILlTIES, 

Assets have varied more than liabilities (see Chart 

3) during the 27 year tederal oredit union history. Assets 

showed the greatest variance during World Var II, the Korean 

ar, and minor postwar depressions. 

Loans to members accounted for approximately 78-80 

percent of total assets prior to orld ar II. The remain

der of the assets was composed primarily of' cash. Changes 

in eoonomio conditions during World War II caused the pre

war distribution ot assets to change drastically. LOans to 

members dropped rapidly due to the shortage of consumer 

goods and the loan restrictions of Regulation w. 'llle 

shortage of consumer goods, coupled with the rela tively high 

personal incomes, reduced the need of members to borrow. 

And in some oases, where there was a need to borrow, 

Regulation W controls made credit terms prohibiti'Ye. Loans 

to members accounted for only 24 and 23 percent of total 

assets in 1944 and 1945, respectively. In 1945, cash 

accounted tor 14.2 percent or total assets, savings and loan 

shares made up 11.8 percent, and United States Government 

obligations accounted for 50.3 percent of total assets. 

With reduced loans to members during the war years, 



Percent-
100 

90 

80 

70 

60 

50 

40 

30 

20 

10 

0 
1935 1940 

ASSETS LIABILITIES 

Percent 
100 100 

90 95 

f8.0 9-0 

70 85 

60 80 

50 75 Shares 

Savings and Loan 40 70 

Shares 
30 65 

20 '60 
Loans to members 

10 

0 0 
1945 1950 1955 1961 1935 1940 1945 1950 1955 

Years Years 

CHART 3. Percentage distribution of assets and liabilities of federal credit 
unions, December 31, 1935-1961. 

100 

95 

90 

85 

80 

75 

70 

65. 

60 

0 
1961 



42 

gover nment bonds were a logloal investment for oredit 

uni ons . he only investment alternatives available to fed -

eral credit unions were gov rnment bonds and savings and 

loan shar es. Investment in government bonds was the best 

investment as fr s the national security w s concerned . 

AB an aid in the war effort, many federal credit unions 

were designated s issuing agents of United tates V r 

Bonds. 1 The sale of these · ar Bonds to their members and 

the general public helped, if only in a small ay , to 

strengthen our ar effort. fter orld Viar II, loans to 

members began to increase again, cash and government bond 

holdings began to d crease , and investment.s in savings and 

loan shares became increasingly po ular b cause of attrac 

tive interest rates. 

Chart 3 illustrates the instability of asst ratios a 

and the stability of liability ratios over the life of the 

federal credit union system. Approxi mately 90 percent of 

total liabilities are in members ' shares. This has been 

the case throughout the history of the system. 

Looking at the percentages of total as ets and 

liabilities give a limited view of these items. Table 6 

hows, in addition to the percentages of total a ats and 

liabilitie , th totals involved in the vari ous accounts 

for selected y ars . 

11942 Report of Operations , p. 1 . 
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TABLE 6. Federal credit unions: Assets and liabilities, 
totals and percentages , December 31 , selected years 8 

1940 1943 1945 
fotal Per• Total Per- Total Per-

(ThousandsJoent {Thousands) oent (1b.ousm.ds) 9ent 
Aspets 

Loans to mem-
bers 65 ,801 77 .O 

Cash 9,842 13 .6 
United St ates 

Bonds 
Sa'f'ings and 

Loan shares 
Loans to 
o~edlt unions 

Land and 
buildings 

Other assets 

1,102 

4,8'18 

597 

-
280 

o.s 

0 . 4 

35,228 27 .8 
20 ,588 16.2 

50,316 39.6 

20 ,107 15. 8 

149 0.1 

-589 0 . 4 

35;155 
21 ,734 

77,027 

18,100 

417 

-
669 

23 .0 
14.2 

50 . 3 

11.8 

0 .3 

0.4 

TOTALS 72,501 100.0 $126 ,948 100.0 153,103 100.0 

L1ab111 ties 
Notes payable 1,318 
Aocts. payable 
and other 
liabilities 

Shares 
Regulal" 

42 
65,780 

Resenes 2,019 
c pecial reserve 

tor del1a• 
queQt loans 

Other 
reseryes'b 

Undivided 
protit 3 ,342 

1.a 

0.1 
90 .7 

601 

1,745 
116,989 

3 , 962 

142 

3,510 

0. 5 2 ,425 

1.4 1,363 
92 .1 140,614 

3.l 4 ,762 

0.1 148 

2.a 3 ,790 

0 .9 
91 .8 

0.1 

2.5 

'lUTALS 72 ,501100. 0 126,948 100.0 153,103 100.0 

asource : Report 2!_ 012era t lona, F~deral Credit Unions , 
eleo ted years·. 

blnoludes r eserve tor contingencies and speoial 
reserve for losses. 
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6. Continued . 

1949 1955 
otal Par- Total Per- Tot 

(Thou ands)eent (Thou ) oent(Thous 

Assets 
Loans to 

members 186 , 218 58 . 9 
Cash 32 , 529 10. 3 
Unit ed States 

Bonds 68 , 753 21 . 7 
Savi s and 

Loan Shares 22 , 750 7 . 2 
Loans to cre-
di t uni on 4 , 558 l. . 4 

Land and 
e~ber bl d • -

Other 
Assets l . 554 0 . 5 

863 , 042 68 .1 
105 , 361 8 . 3 

83 , 896 6 . 6 

181 , 957 14. 4 

24 , 020 1 . 9 

9 , 151 0. 7 

2 , 245 , 223 74 . 2 
190,191 6 . 3 

94, 553 3.1 

412 , 429 13 . 6 

54 , 943 1 . 8 

11 , 861 0 . 4 

18, 994 0 . 6 

TOTALS 316 , 363 100. 0 1 , 267 , 427 100. 0 3 , 028 , 294 100. 0 

Liabili t i es 
Notes Pay-
able 8 , 869 

Aoct • Pay-
able and other 
liabilities 765 

Shares 285, 001 
Be ular 

2. 8 29 , 098 2.3 

0 . 3 3 , 642 0,3 
90 . l 1 ,135 ,165 89. 5 

eserve 9 , 610 3 . 0 39 , 043 3 . 1 
Special Reserve 

fo r delin-
quent loans 559 0 .1 2 , 468 0 . 2 

Other 
Re rvee - - -

Undivided 
otit ll , ?59 3 . 7 58 , 010 4 . 6 

59 , 9 2 . 0 

16 , H>l 0 . 5 
2 , 673 , 488 88 . 3 

133 , 940 4 . 4 

4 , 604 0 . 2 

7 , 645 0 . 2 

l 2 , 767 4.4 

16 , 363 100 . 0 1 , 267 . 427 100. 0 3 , 028 , 294 100 . 0 
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The importance of these stati tics i s mostly of his 

torical significance. For the purpose of thi study th 

b lance she t of December 51, 19611s wort y of alysis . 

It took the federal credit union ystem twenty years to 

aooumul.ate its first one billi on doll r l oe sheet in 

1954; in only sev n or ye r, by t en of 1961, the 

federal er dit unions dover .o billion in asset . 

!any factor account for the rapid growth of as ts. 

e credit unions are being e t blished e ch y, ar . In 

1961 there were ove 3 , 000 more operating credit unions 

than in 1954. ., ber hip inc re ad by lmo t 3 lion 

fro 1~54 through 1961 as many people found tha t the t d

eral oredi t Wlion could offer them ny b kin serv1o s 

at reasonable rates. P rsonal s v1ngs have increased in 

the last decade, d th federal ored1t union , having 

establish d t emselves as fin nci l institution , have 

become the s fekeepers of so e of thi alth. In l 50 

federal credit unions held 0. 5 p reent of personal savings 

1n financi l in titutions in the United State . In 1961 

they held 1.4 perc nt of all personal avings e pt in 

fin.anoial institutions. Holders of the re ai er of 

personal savin accounts d the ~ercent held in 1961 

r s follo s c Comm roial b nks , 39 .7 p roent ; Savi s 

d L As ociat lon~, 7.0 perc nt; tutu l avi s anks , 



20.0 ercent; an state credit union and ostal savin s , 

1.9 peroent. 1 
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can be een in Table 6 , loans to memb r accounted 

for 74 . 2 eroent of assets s of Dec mber 31 , 1961. This 

is the second high t ratio of loans out t nding since 1940 .. 

In 1960 loans tom mber s acoou.nted tor 75 . 7 p rcent of 

assets. The peacetime trend 1n this category i s up a.rd , 

s can be een in Chart 3 . Loans to members represent the / 

preferred use of credit union as ets. et loaned to 

members offer a higher r ate of return t han other type of 

credit union inv stment alternatives . Ca hon hand is 

needed for liquidity purposes . The trend here is for the 

credit union to keep e sh ta mini 1th the remainder 

of ass ts invested. Ca h holdings may vary greatly £rom 

one credit union to another depend1n · upon particul r 

l i quidity re uirements and inve .. tment possibili tie • Of 

the everal inv tment possibilitie available to oredi t 

wu.ons . investment in United t tes government oblig tions 

has been declining a a per cent of total assets over the 

l. t decade , pr rily because better yields can e found 

else b re . t the end of l 61 Uni ted t ates Government 

l Calculated from United St tes Savi d Loan 
L a e , 1962 Savin and Loan Fact Book. ( 'Jashin ton: 
United tats vings and---:i:oi~gue;-l962 ) , p . 11. 
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obligations were 3 .l percent of assets in the federal ore

di t union system. 

Investment in savings and loan shares is a popular 

investment, and at the end ot 1961 over 00 million, or 

13.6 percent of tederal credit union assets , were invested 

in sa'tings and loan shares. Loans to other credit unions 

(either !eaerally or state chartered) seem to be more impor

tant in reoent years. 1 However, loans to other ore41t unions 

8lllO\lnted to onl7 54.9 million or 1.8 percent of tederal 

credit union assets a or December 31 , 1961. This is the 

extent of legal inve tm.ents for th federal oredit unions. 

At the end or 1961 land and buildings and other 

assets aoooWJ.t d tor 1.0 percent or the system's total 

assets . The other assets category 1noludes st1oh items as 

turni ture, repaid surety bond premiu.ms 1 and unamortized 

organization costs. 

Chart 4 gives a graphio illustration ot asset growth 

over the last ten 1ears. 

A look at the liabilities seot1on ot the balance 

sheet for December 31, 1961 in Table 6 shows that member 

shares are the largest 11ab111ty item. At that date member 

shares amounted to 88.3 peroent ot the liabilities items. 

The. term "shares" 1s used to designate members ' eavin s in 

their credit union. Technically, a share 1s defined as a 

11955 Report .E,t Operations, p . a. 
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$5 un1 t of member savings. This unit is used in the compu

tation or dividends, but has little s1gn1f1oa.nce in the 

day-to-day operation of the oredit union.l The term 1s not 

ill chosen, however. Members' savings in a credit union 

are equity oapi al in the corporation sense of the term 

beoau e the members aotually own the inoorporated credit " 

u.nion. 2 

Sb.arehold1ngs are not only the predominant item among 

credit union liabilities; they are also the principle source 

of funds aTailable to credit unions for lending purposes. 

As mentioned, 1n 1961 they accounted fol" 88.3 percent or 
total liabilities. In dollar amounts the shares represen

ted over ·2.6 billion at the end of 19&1. This was more 

than a two-fold increase over 1955 shareholdings; since 

1949 there has been a 9-1/4 told increase. 

Member shareholdings increased $329 million during 

1961; loans to members i.aoreased $224 million. This caused 

a sharp decrease in notes payable as the oredit unions paid 

ott notes with some of the savings not needed for member 

loans. Notes payable were approximately $59 . 9 million at 

the ~nd of 1961. Notes payable accounted for only i.:. .O 

ercent of the total liabilities of federal credit unions 

at the en or 1961. 

libld-, 1951, p . 6. 

2 n.!S· 
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Accounts payable and other 11ab111 ties oonsist or 
uch items as United.States savings bonds remittances 

pay ble, credit union employees' income tax deductions, 

and deduotions !rom credit union employees' salaries for 

old-age and surv:1..-ors insurance premiums . These items 

amounted to approximately 16.l million at the end ot 1961, 

and aoGounted tor 0. 5 percent ot total liabilities. 

In 1961 regular reser..-es of federal credit unions 

flDlOUAted. to 133. 9 :mill.ion, special rese"es tor deli11quen~ 

loaJ1s amounted to .6 million; oth r reserves amounted to 

7.6 million. These reserves were 4. 8 peroent of the total 

liability and equity iteu in 1961. The reserve accounts 

ot federal credit Wlions are established for the purpose 

ot p:roteoting members ' equity from loss preoip1 tated by 

defaulted loans or other unforeseen losses. 

All federal credit unions are required by law to 

establish and maintain a regular reserve to which losses on 

unoolleotible loans (including unrecovered oolleotion oosts) 

will be charged.1 The regular reserve account 1s credited 

at the end of each accounting period w1 th an amount equal 

to 20 peroent ot the net earnings ot that period . However, 

when this account equals 10 percent of total members ' 

shareholdings , no further credits or earnin need be made 

to it. It a bad loan previously charged ag inst the regular 

l J?ublic La No . 86-354, 1959. 



reserve is collected, the regular reserve 

for the amount of the recovery. 
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11 be oredited 

If the amount cred1 ted to the re lar reserve at the 

end of an accounting period does not equal 10 percent of the 

unpaid b alance of loans delinquent t\vo to six months, plus 

25 percent of the unpaid balances of loans delinquent six to 

t elve months , plus 80 percent of unpaid balance of loans 

delinquent twelve months or more , a special reserve for 

delin uent loan must be established. 1 !Jany credit unions 

do not hav a special reserve for delin uent loans b cause 

the amount credited to the regular reserve equals or exceeds 

the requirements established by the above formul. If a 

credit union has a history of a large amount of losses on 

loans (compared th the federal ore di t unlon average) , the 

Director of the Bureau of Federal Credit Unions may require 

that the er dit union set up a special reserve for losses. 

'r'his reserve is considered as temporary and the amount 

credited to it is determined by the Director. 

Some credit unions may voluntarily establish a 

reserve for contingencies. 2 This reserve has no par ticular 

rel tionship to member loans r losses on loans. It is 

usually as ooiated with property loses caused by unusual 

ciroumstances. 

libid. -
21969 Report .Q.! Operations , P• 6. 
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Along vd.th the reserves already mentioned, there is 

one other important equity item in the liabilities section 

of the federal credit union balance sheet. That is undivi

ded earnings, Whioh amounted to 132.8 million, and made up 

4.4 percent of the 11ab111ties as of December 31, 1961. 

Undivided earnings include dividends payable a t the year 

end and retained earnings. Credit union earnings will be 

examined ill detail in Chapter 4. 

Table 7 sho1S the asset distribution of federal 

credit unions rouped according to size. There seems to 

be a detinite relationship between certain asset items and 

the size or the credit union. The percentage or assets in 

loans to members is highest in the $25,000-$49,999, and 

50,000- 99,999 size groups, here 76.9 and 76.4 percent 

respectively, of assets are invested in loans to members. 

The percent or assets in loans to members tends to decrease 

in the larger credit union groups . The group or credit 

unions with 5 million or more in assets have only 70.6 

percent of their assets in member loans. The percentage ot 

oash on hand decreases in every case as the size of the 

credit union group increases. In the smallest size grouping, 

credit unions with less than $25,000 in assets, oash com

poses 17.l percent or assets. In the largest asset grouping 

cash makes up only 4.6 percent or tot al assets. Cash 

amounted to 6.3 percent or assets in the system as a whole 

a t the end of 1961. 
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TABLE 7. Percentages of asset 1 tems to total assets by 
e1ze or credit unio.n an.d total assets in ea.oh group1Ag, 

December 31, 1te1a 

Loans 
Size or to 

Credit Unions Mem
(b7 Assets) bers 

Less than 
$25 ,000 

Cash 

25,000-
49,999 76.9 12.5 

50,000-
99,999 76.4 10.1 

100,ooo-
2•g,9i9 74.8 a.1 

$250,000-
499,999 ?5.4 i.8 

500,000-
999,999 74.4 6.1 

1,ooo,ooo-
1,99t,1,, 75.4 5.4 

2,000,000-
4,999,909 72.6 5.1 

5,000,000 
and O'Y8~ 70.5 4.6 

All credit 
unions 1961 74.2 6.3 

All oredit 
unions 1960 70.7 5.9 

u.s. 
Oo'Yt. 
Obli-

gation 

o.6 

1.7 

4.1 

3.l 

Sartngs Loans to 
and other 

Loan Credit 
Shares Unions 

• C . • $-

a. '1 

11,2 o.e 

13.8 

14.0 

15.0 1.9 

13.5 1.9 

14.5 

11.'1 

1.a 

11.5 

Land 
am 
Bd.ld.-
ing Other 

* 0.5 

* 0.5 

0.1 0.6 

0.2 o.7 

o.4 o.'1 

o. 7 ·0.6 

o.9 o.a 

o., o.e 

0.4 o. 'I 

8caloulated from data in 1961 Rep0rt 9! Operations, 
Federal Credit Unions, p. 12. · · 

*Less than 0.51'. 
Note : Percentages may not add to 100.0% because or rounding. 
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United States government obligation holdings increase 

as the s1ze of the credit union group increases, going from 

0.5 percent in the smallest asset grouping to 9.4 percent in 

the $5 million and over group. The investment in savings 

and loan shares rises from 6.9 percent in the small grouping 

to 15.0 percent in the 600,000-$999,999 group. Savings and 

loan share investment deoreases slightly in the remaining 

large groups. Loans to other credit unions increase moder

ately as the size ot the credit union grou.ps increase. 

HoweTer, eTen in the large credit unions, loans to other 

credit un.ions amount to QQ.ly 2.4 percent or aaaets. The 

tact that the smaller -credit uni.ons have an almost negli

gible amount of assets in loans to other credit unions, and 

the larger credit unions have several pereent of asset ln 

this category, may indicate that correspondent relationships 

are developing with the large credit unions as lenders and 

the small credit. uni.o.ns as borrowers, 

Land and buildings make up a very small proport1Qn of 

federal credit union assets. Other assets also compose a 

very small part of total assets, and show no consistent 

pattern by size of credit union. 

A tew generalizations can be made regarding the 

statistics in Table 7. It seems that atter credit unions 

reach a very large size the opportunity for investment in 

member loans decreases and the savings are, invested in 

government obligations and savings and loan shares. The 



55 

smaller oredit unions seem to have an excess of oash on 

hand. This may be a function ot unseasoned management. It 

may be tha.t management in a smaller o:redit union is unsure 

as to wnat to do with excess savings and is conserTative 

w1 th 1 ts investments to the point or being over-liquid. The 

management in larger 811d usually older credit unions know 

from eXi;>erienoe the amount of liquidity required, and there

:rore keep exoess savings invested and earning a return, with 

a lllinimwn ot c e.sh on hand. 

The statistics at the bottom or Table 7, comparing 

1960 and 1961 asset percentages for all federal oredit 

unions, are interesting. Th.ey show the decreased demand 

for loans in 1961, with 74.2 percent or asset• in loans to 

members, aa compared with 75.7 percent in 1960. This 

decreased demand tor loans is also reflected in the overall 

percentage totals ot oaeh and savings and loan shares, as 

these items increased both in dollars and percent in 1961. 

The pattern ot percentage distribution ot liabilities 

does not vary signitioantly in relation to the size or 

federal oredit unions, and theretore will not be analyzed in 

the manner that the· assets were analyzed in Table 7. 

Table 8 points up the ooncentra·tton or assets in the 

hands ot a small number. of federal ore di t unions. At the 

end or 1961, 23.8 or the credit unions had less than $25,000 

in assets and held only o" 9 percent of the total assets in 

the system. Approximately '74 percent of the operating 



TABLE a.- Number and percent of tederal credit unions by size of assets, and total 
assets and percent ot assets in each group, December 31, 19Eua 

Size .of Number ot FCUs Total Assets in Each Grou;eing 
Credit Cumula- Percent Cumula-
Union tive of all tive 

(by Assets). Number Percent Percent Amount Assets- Percent 

Less than 
$25,000 2,·44'1 23.8~ 23.8% $ 2'1,193,,86 0.9% o.~ 

$25,000-
49,999 1,356 13.2 37.0 49,437, 303 1.7 2. 6 

$50 ,ooo-
99,999 1 ; 616 15.7 52.'1 117 , 428,, 6·11 3.9 6.5 

100,000-
249,999 2 ,130 eo.a 73.5 344,583,8't9 11.4 1'1.9 

$250,000-
499,999 1 2411 

' 
1 2 . 2 85'.7 442,553,521 14.6 32.5 

500,000-
999,999 819 7.9 93.6 570,547,994 18.8 51.3 

$1,000,000 
and over &56 6.4 100.0 1,476,548,744 48.7 100.0 

TOTALS 10, 271 100.0% $3 ,.028,293 ,938 100.0% 

aCaloula ted t'rom: 1961 Report ~ Operations, Federal Credit Unions. p . 12. 
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OHAP?ER 4 

ANALYSIS OF ING014E , EXPENSE, AND DIVIDENOO, 

This ohapter will analyze the operations ot federal 

credit wiions. 

'l'able i contains the gross 1noome and operating 

e .. ense t1gures or the tederal credit union system tor the 

period, 1939 - 1961. Inoome and expense figures for the 

years 1934- 1938 ar• rather lnoomplete and are not used ln 

this study. In 1941 gt-oss 1noome was approximately $7.3 

million, gross expense was e~.8 million, and net inoOjD.e was 

approximately $4,.5 million. '!'he ratio of expense to tnoome 

was 38.6 percent. During the war years ot 1942, 1943, 1944, 

and 194~, gross income tell and remained appreciably below 

the high ot 1941. Gross expenses 1no~eased during the war 

and roi'it margins narrowed. Some of the aker credit 

unions were liquidated. However, the .federal credit union 

sy.stem as a whole weathered the war years quite well. For 

instance, in 1943 1 the most unfavorable year for credit 

unions, the ratio of expense to inQome was 60 . 0 percent, 

and total net income was a little over #.2 million. 

Although the expenses did not drop as much as inoome during 

the war years, neither did, they rise as rap1dl1 in the 

immediate postwar years. This can be seen in Table 9, both 
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TABLE 9. Gross income, operating expense, and net income 
of federal credit unions, 1939-tna 

Year 

1939 
1940 
1941 
1942 
1943 
1944 
1945 
1946 
194'7 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
195'1 
1958 
1959 
1960 
19&1 

Gross 
Ineome 

$ 3,431,517 
5,289,828 
7 , 292 .,589 
6,604,030 
5,132,235 
5,276,422 
5,607,165 
6,729,~7 
9,770,020 

14,203,980 
18,607,928 
85,850,543 
31,636 ,'158 
40,484,665 
56,25'1,256 
70,264,420 
86 .,371, 775 

106,26'1,212 
130,0'10,858 
148,027,150 
171,847,029 
207,372,637 
235,39'1,588 

Operating 
Expense 

1,280,738 
1,947,293 
2 ,817,013 
3,332,194 
3 ,078,918 
3,066,838 
3 ,045,645 
3,432,341 
4,391,711 
5,901,662 
!f,567,224 

10, 091,. 988 
13,279,123 
17,058,918 
22,848,178 
28,481,683 
34,539,'109 
42 ,851;.821 
51,846,532 
59,873,564 
&9,609,882 
83,389,229 
94,359,340 

Ratio ot 
Expense to 

In.come 

37.3% 
36.8 
38.6 
50.5 
60.0 
58.1 
54.3 
51.0 
44.i 
41.5 
40.7 
39.0 
42.0 
42.l 
40.6 
40.5 
40.0 
40.3 
39.9 
40.4 
40.5 
40.2 
40.l 

Net 
Income 

2,150,719 
3,342,535 
4,475,576 
3,271,836 
2 ,053,31'1 
2,209 ,584 
2,561,510 
3,29'1,006 
5,378,249 
8,302,318 

11,040,704 
15,758,556 
18,375,535 
23,425,748 
33,409,078 
41,782,737 
51,832,066 
63,415,391 
78,224,326 
88 ,153 ,586 

102,237,147 
123 ,983;408 
141,028,248 

8ca1oulated from: Report £!. Operations, ]'ederal 
Credit Unions, 1940-1961. 
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in the total inoome and expense figures, and in the ratio 

of expense to 1noome. The ratio of expense to income 

declined yearly from its high of 60.0 percent 1n 1943 to 

39.0 percent in 1950. Si oa l9U3 this ratio has sta 111zed 

at about 40.0 percent. At er twenty-two yea.rs of tederal 

credit union existence, gross income topped $100 million 

for the first time in 1956. Four years later, in 1960, 

gro s income had increased another $100 million to approx• 

imately $207.4 million. At the end ot 1961 gross income 

was more than $235 million and net income was approximate y 

$141 million. 

Chart 5 graph1oal1y illustrates the growth ot gross 

income in the t'ederal credit union system tor the t welve 

year period ot 1950-1961. Most or the gain in grose income 

is a result ot the ever increasing interest rrom member 

loans. Most of the gain in interest rrom loans may be 

attribu.ted to the oont1nu1ng increase .n the size or loa s 

granted, The average loan has increased trom $447 in 1955 

to 672 in 1961. The number of loans made to members has 

been increasing also. In 1961, 4.7 million loans were 

granted. This is 1.4 million more loans than were granted 

as reoent as 1956. Other factors -which may influence the 

income from loans are : increased activity on the ;part of 

credit union officials in the oolleotion of delinquent 

loans, any shifts whioh may occur in the proportion of 

loans granted at rates of interest below the legal maximum, 
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and longer terms of repayment as the size of loans inorease.l 

The percent distribution of the various inoome and 

expense items for selected years is shown in Table 10. The 

years represented are the same as those used in Chapter 3 

when the balance sheet was analyzed. Sj.noe the income of a 

Ol"edit u.nion 1s derived almost entirely from interest on 

loans, the lnoome statement is rather u.noompl1cated. In 

1940 interest on loans aooounted for 96.0 percent of total 

income. It was typical in the prewar history or the federal 

credit union tor interest on loans to be almost the sole 

item ot income. Loan volume dropped du~ing the war and the 

percentage ot income from loans was 74.7 in 1943 and 61.2 

in 1945. United States Bonds and savinga and loan shares 

were held in large quantit1es during the war; as a result, 

income from investments made up 21.2 peroent and 33,0 per

cent of total income in 1943 and 1945, respectively. Other 

income also increased as a percentage or total income dur

ing the ar . Atter the war , interest on loans increased 

rapidly as a percentage ot total income. Interest on loans 

accounted tor 85.5 percent ot total income in 1949, 90.3 

percent in 1955• and 91.0 percent in 1961.. In the last 

decade interest on loans has stabilized around 90.0 percent 

ot total inoome 1n the federal credit union system. Income 

from investments has stayed close to 9 percent or total 

l 1956 Report _2! Operations, p.a. 



TABLE 10. Gross income and expenses ot federal credit unions for selected yearsa 

fncome: 
Int. on loans 
Ina om.e from 

inTes tments 
Other income 

TOTAL INCOME 

Expense: 

1940 
Total Percent 

$5,076,659 96.0 

145,094 2.7 
68,0'15 1.3 

$5,289,828 100.0 

TOTAL Salaries $1,120,343 57.5 
Borrowers• protec-

tion insurance -
Life savings 1nsur. -
League dues -
Surety bond premiums 43,390 2.2 
Examina t1 on aDd 

supervision tees -
Int. on borrowed 

money 55,337 2.8 
Cost of' space 

occupied -
Educational expenses 

1943 
Total-Percent 

$3,832,948 

1,086,935 
212,352 

$5,132,235 

$1,970,603 

86,793 

15,455 

74.7 

21.2 
4.1 

100.0 

64.0 

... 
2.8 

0.5 

1945 
Total Percent 

#3,430,325 

1,848,243 
328,587 

$5,607,155 

61.2 

33.0 
5.8 

100.0 

$2,002,388 65.7 

106,374 3.5 

... 
25,485 o.a 

-
Other expenses __ 7 __ 28;..;;.;;. .... ,2_2.;..;3;.._ ___ 3_7_._5 ____ 1_

1
._.0_0_6_.

1
_0_6_'1 __ 3 ___ 2 __ .'1 ________ 9_1 __ 1.._

1
3_9_8 ____ 3 ... 0_,_o_ 

TOTAL EXPENSE 1,947.293 100.0 $3,078,918 100.0 3,045,645 100.0 

NET INCOME 3,342,535 $2,053,317 $2,651,510 

RATIO OF EXPENSE 
TO INCOME 36.8 &o.o 54.3 

aCalculated from: Report ,2!. Operations, Fe-deral Credit Unions, selected years. 



TABLE 10. Contlnued 

1949 1955 1961 
Total- Percent Total- Pe.roe t Tot.al- Percent 

Income: 
Int. on loans $15,964,1'18 85.5 $78,000,090 90.3 · 214.113,850 91.0 
Income 1'rom 

lnvest.ments 2,332,8'14 12.5 8,052,787 9.3 20,292,354 a.& 
Other income 310,8'16 1.7 318,898 .4 991,384 0.4 

' 
TOTAL INCOME $18,607,9e8 100.0 $86,371,'175 100.0 $235 ,39'1, 588 100.0 

Expense: 
TOTAL Salaries t 4,386,021 58.O $17,051,691 49.4 42,l33,164 44.7 
Bor,ro-wers' protec-

t1 on .insur a.nc e 3 .,714,270 10.7 12,965,818 13. '1 
Life savings insur. 2,348,312 6.8 8,151,495 8.6 
League dues - 1,240;'161 3.6 3,2 8,084 3.4 
Surety bond premiums 181,O?'J 2 •. 4 85'1,600 2.5 1,523,143 1.6 
Examination and 

supervision fees 1,653,185 4.7 3,691,398 3.9 
Int. on borrov.i-ed 

monay 177,184 2.3 892,237 2.6 2,953,598 3.1 
Cost or space 

oooupied .. 1,715,199 1.8 
Educatl onal e:xpensee - 1,605,969 1.7 
Other expenses 2 10221 940 37.3 &.001.593 19.'7 16 1401 1 412 17.5 

TOTAL EXPENSE $ 7,567,224 100.0 $34,539,709 100.0 94,359,340 100.0 

NET INC OME $11,040,704 $51,832;066 141,028,248 
RATIO 0 F E.i-~ENSE 
'roINCOME 40."I 40.0 40.1 

\ 
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income, with savings and loan shares being the largest 

earner in this ca tegory. Other income has accounted for a 

rather negligible amount of total income in the last 

decade, stabilized at around l/2 ot l percent of total 

income. 

The expense items in Table 10 contain very limited 

1.nfo.nna t1on for the first four years reviewed. In 1956 a 

fairly complete breakdown of expenses ls g1 ven. Since 

1956, the breakdown of expense items in the annual reports 

of operations of the t'ederal credit union system is even 

more complete, with coat ot space occupied and educa tional 

expenses reported separately. They were previously repor

ted in the "oatoh-alln other expenses. 

Salaries have always been the largest expense 1tem 

!'or federal credit Wlions. During the war years or 1943 

and 1945, salaries made up 64.0 percent and 65.'1 percent 

respectively, or total expenses. Since the war, salaries 

have decreased as a percentage of total expenses and in 

1961 composed 44.7 percent of expenses in the federal 

credit union system. Salaries, as a peroent of total 

expenses• "lary widely among ore di t unions grouped by size 

ot assets. 

The ooat or bonding has remained fairly stable in 

federal credit union history. In 1945 surety bond premiums 

accounted for 3.5 percent of total expenses, but sinee the 
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war this item has stayed around 2.0 peroent of total 

expenses. During 1961 surety bond premiums were only 1.6 

percent of total expenses. Interest on borrowed money has 

fluctuated widely during the history of the tederal credit 

unions .. The cost of borrowing by federal credit unions is 

dependent in large part on the demand for loans bf credit 

wuon members. In 1961 there was a decrease 1n demand for 

loans by members. As a result credit unions did not 

borrow as heavily from other oredi t unions, banks, and 

other sources as they did in 1960. Interest on borrowed 

money was approximately 2.9 million or 5.1 percent of 

total expenses in the rederal credit union system in 1961. 

This compared wi.th $3.l million or 3.'1 percent in 1960. 

Historically, other expenses have been the second 

largest expense item of federal credit unions. This cate

gory is a "catch-all," and it includes st10h items as 

stationery and supplies, depreciation, preDliums on burglary 

and robbery 1nsuranoe, collection expenses, recording and 

filing tees, property taxes, social seourity taxes, and 

miscellaneous general expenses. Other expenses made up 

37.6 percent or total expenses in 1940, 32.7 percent in 

1943, 30.0 percent in 1945, and 37.3 percent in 1949. 

Since 1951 and 1956 there has been a more complete break

down of expense items reported by the federal oredit unions. 

'lllis 1s illustrated in Table 10. Since the more complete 



'breakdown of expense items has eome about , othe;r expenses 

have dropped sn_arply as a percentage or total expenses . 

However , this category is still large and made up 19.1 

percent ot expenses in 1955 and 17.,5 peroent, in 1961. 

League dues are paid by all federal credit unions 

belonging to a state or distriot oredlt u.nion league. In 

1961 league dues were 3 .4 peroe.nt of total expenses. 

Exam1nat1oa and supervision rees paid to the Bureau or 

FeO.eral Credit Uaiou were almost 3.7 million in 1961 or 

3.9 peroent of tot.al expenses. Oost ot spaoe occupied and 

educational expenses aooounted tor 1.8 percent and 1.7 

peroent of total expenses, respectively, 1n 1911. 

Borrowers' protection 1nsuranoe and lite savings 

1nsuranoe ll.a'fe been inoreasing as a peroent o~ total 

expuses o'fer the last decade. During 1961, borrowers' 

proteot1on iasuranoe was about 13.0 million or 13.7 per

cent ot total •:xpenses. Ute sa'finss insuranoe was a.1 
million or 8 .6 percent ot total expenses in the federal 

oredit union system. Borrowers ' protection insurance pays 

ott the balaaoe ot a loan up to l0,000 in oase of the 

insured borrowers' death or d1sab111ty. Ute sanngs 

1nsuranoe provides 1nsura.noe based on the .amount a member 

saves , matching members ' savings in case of death up to a 

maximWll of 2 , 000 . 1 

l19e2 Credit Union Yearbook , p . 34. 
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These policies are usually written by the Credit 

Union National Association (CUNA) Mutual Insaranoe Society. 

It is not mandatory tha t federal credit unions carry borro

wers' protection or life savings inauranoe, and therefore 

some of them do not. In 1960 , borrowers' protection 

insurance was reported as an expense item by 8,911 of the 

operating federal credit unions, and lite s avings insurance 

was reported by 7 • 458 groups •1 

The inclusion of borrowers• protection insurance and 

life savings insurance as expenses might be questioned. 

The premiums are paid by t he credit \Ulions out or earnings, 

and are not charged to the individual aeeoWlt of the mem

bers. In this sense. these forms or insurance are expenses, 

and there 1s some justificati.on for this olassitioation. A 

policy on the lite of the borrower relieves the credit 

Wlio.11 from unpleasant and dittioult colleot1on efforts at 

the disability or death of a borrower. ·'.rhe life s avings 

ins\ll'ance might possibly be considered as an acquisition 

expense; to be able to gain 2 ,000 of insurance a t no 

visible cost must be a strong incentive to member savings . 2 

.In a way, both forms or insurance mi.ght be oonsidered a 

dlatribu.tion of earnings to the members of the credit 

11960 Report or O~erations, p . 5. 

2 · Crotea u, p . 77. 
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unions. If the ore di t unions did not have this insurance, 

dividend r tea would be higher, or interest on loans might 

be lower. In this sence the insurance s not an expense,. 

but a purchase or an 1nsu..ranoe serv1o for th~ membership. 

The entire oonoept of lite savings and borrower~• 

protection insurance might be question from an eocnomJ.o 

point or vi w. Many ot the credit union members ould be 

found un1n.,ur2.ble if they were to apply tor insure.nee 

priv tely. Bat as members o!' a. oredit union hloh o r r es 

lite savings and/or borrowers' protection i ura.aoe., they 

are insured. A oredi t union vbioh oar ies l .LOk:et gro p 

insuranoe for its msber ,111 usu lly c rg , a high ~r rte 

of interest on lo'ilOS and/or ·1111 pay a smaller ivide d 

than a. credit union not oa ryin c» s uoh insurance.. !n eff'eot, 

the members th t re insur b le in<~i vidually) are llelp1ng 

to pny tor the in ur noe prot~otion tha t uninsurable 

{ lndi vidually) members ar ,:.;ettinr. ' his is so b_oau e .. he 

in3urable memb rs are paying the ame interest rate o 

loans nd are receiving the awne 1♦ate, of. d1v1dends a the 

uninsurable members. From the standpoLnt of conomi 

equality, life savings und borro ers' protection insur.AJ1 e 

1s not s rvioe to tt1e m jo:r·i ty of o di t u.ni n mam ers, 

but a burden. Th e insurance is a. real ae.r"fio 

the ti'!embcrs v:ho are uninsurable ( j_ div.id ually). 

only o 

T ey are 

receiving insurance mich they would not othervd. e be able 



to get and are paying no more for it than a fellow credit 

union member who is healthy and insurable. 

The majority of credit union members would be wise 

to evaluate the insurance provided by their credit l:Ul1on 

and determine whether it is a real eervioe or not. The 

members oan determine by vote whether or not their credit 

union should subscribe to any or the insurance plans. 
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Table ll presents the ratio of income and expense 

items for the various sizes of federal credit unions for 

the year 1961. A rough 1.ndloatiott ot the economies or 

scale in the credit unions oan be gained from this table. 

one ratio of efficiency- in credit union comparisons is the 

ratio of expenses to income. The average ratio tor all 

tederal credit unions is 40.l percent. In the ,credit Wiion 

group with assets of $25,000 or less the ratio of expenses 

to income is 49.6 peroent. AB the credit unions become 

larger this ratio declines oonstantly until it reaches a 

low of 36.9 percent in the group or credit unions with assets 

ot $5 million or more. The expense to income ratio may vary 

widely between credit unions in a particular asset size 

grouping, but as an average figure this ratio seems to indi

cate an increasiJlg etticienoy in ored1 t union operations as 

the size of the credit uJlion increases. 

'lhe economies that are found in the larger credit 

unions are due partly to increased eftioiency and partly to 



TABLE 11. Percentages of income and expense items,. and ratio of e~ense to income in 
variou.s size groups or federal credit union·s , 1961 a 

Inoane* 
Ratio Borro-

Ex;eenses* 
Size or 
Credit 
Union 

Int. I .no. ct Exp. Tot al wer s Life 
Exam. Int. 011 · 

Surety Super- Borr
Leag. Bond Yision owed Otbe{ 
Dues Prams. tees Mcnay Exp. 

on rran t o Sal- Protect.Savs. 
(Assets) Loans In'Y. Other Inc. aries Ins . Ins • 

Less than 
2~ , 000 

25 , 000• 
4~,999 
50 ,000-
99,999 
100,ooo-

95 . 3~ 3 .6% 1 .1~ 49.6% . 27.3~ 12. 2~ 11.1% 4 .7~ 5 . 4~ ll . 8~ 3 . 3% 24 . 2 

95. 0 4 . 3 0 . 6 47 . 2 36 . 2 12. ? 1.0 .l 4 . 9 3 . 2 10. l 4 . 0 17.2 

93.9 5 .6 0 . 5 44 .4 38. 8 13 . 6 10.4 5.1 2.7 

249 , 99g 92.2 7.4 0 . 4 42 . 5 41 .8 13. 8 
250 ,000-
499 ,999 91 . 9 7 . 8 0 . 3 41 . 9 44.l 14.l 
500,,000-
999 , 999 90 .7 8 .8 0 . 4 40 . 5 45 . 7 13. 9 
1,000,000-
l,999,, 999 91 . 0 8 . 5 0 . 4 39.l 45. 4 14.3 

,2 , 000 ,000 ... 
4 , 999,999 90.l 9 . 6 0 .4 37. 4 45 . 3 14 . 2 

$5 , 600 ,000-
and over 88 . 0 11 . 5 o . 5 36. 9 50. 8 11.6 

All FCUs 91 . 0 8 . 6 0 .4 . 40 . l 44 . 7 13. 7 

9 . 4 4.2 2.1 

8 . 6 3 . 5 1 . 7 

a . 4 2 . s 1. 2 

7.9 2 . 3 o.a 
6 . 2 1 . 9 0 . 4 
8 . 6 5 . 4 1 . 6 

7.4 4 . 3 1,., 

5 . 3 3 . 8 18.0 

4 .1 3.5 18.5 

3 . 7 2 . 9 20 . 0 

3 .1 3 . 5 21 . 3 

2. 7 2 . 4 24.4 

2 .1 1.9 25 . 0 
3 . 9 3 .1 21 . 0 

8calculated f r om: 1961 Report ,2! Operations , Federal Credit Unions . 
bcost of spa.oe ocoupled and educational expenses are included in other 

expenses. 
0 Peroentages may not add to 100 percent because ot rowading. 
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the stronger bargaining position of the larger credit 

unions. For example, fee schedules favor the larger uni ts: 

examination and supervisory fees make up 11.8 percent of 

the expenses in the group ot credit unions with assets of 

less than 25,000, but compose only 2 .1 peroent of the 

expenses in credit unions with assets or $5 ~1111on or 

more; league dues compose approximately 5.0 percent of 

expenses in the asset size groupe up to 250,000, but drop 

to l. 9 percent or expenses in the $5 million or more a. set 

group.:;. surety bond premiums drop from 5.4 percent 1n the 

smallest group to 0.4 percent in the largest credit unions. 

The drop in lite savings insurance ti-om 11.1 percent ot 

expenses in the credl t unions with assets ot 25,000 or 

less to 6.2 percent in the 5 million and over group is 

partially accounted for by the tact that premiums are not 

paid on more than 2,000 in any one account. The l a rger 

the credit union, the more likely that individual aaoounts 

may exceed 2,000. Borrowers' protection insurance, 

interest on borro-wed money, educational expenses , and other 

expenses oomprise a fairly stable percentage of tota,l 

expenses in all asset size groups. 

Salaries, the most important expense item, increase 

as a percentage of total expenses as the credit union 

becomes larger. In the group of federal credit unions ~ith 

assets of less than $25,000 salaries make up only 27.3 
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percent of expenses. In the credit unions wi tll $5 million 

or more of assets, salaries a.re 50.8 peroent of to t al 

expenses. Salaries make up a smaller proportion of 

expenses ib the smaller credit unions because much of the 

work done in the smaller credit unions is on a voluntary 

bas is. It even a minimum salary were paid for this work, 

the ratio ot expenses to income would be very much higher 

than it presently is 1n the smaller credit unions. l!'or 

example, a treasurer of a new credit union usually sentes 

wi tbout compensation, at least for a tew months. After 

that (1t the credit union shows a profit) he may be voted 

a token bonl\s by the members a t the annual meeting and 

later may be paid a nominal salary. Assuming that a new 

credit union grows, the duties of maintaining the records 

and disbursing funds become too burdensome to be handled 

on a part-time, arter-hours basis. At this time the board 

ot directors usually hires part-time or full-time clerical 

assistance tor the treasurer. As the credit union grows 

and the oler1oal statt is expanded, salaries become an 

increasingly significant part of total expenses •1 

lt may be concluded that the larger credit unions 

would show more economies or scale than they presently do 

it the small credit unions did not have the advantage or a 

11955 !!!port 2!, O£erations, p.a. 
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large amount of voluntary labor. 

From a cost point of view, a ored1t union is in a 

very fortuna te position. In the beginning it assumes very 

few fixed costs. The charter tee 1s only $25 for a federal 

credit Wlion and, if neoeseary, he ini t i a l su, :plies aro 

provided on · redit. More often than not the pon oring 

1'1rm absorbs the oosts of these 1 tems. 'Ihe firm otten 

provides. off ce space and equipment. A oredi t Ullion, 

either stat or tede:ra.lly chartered, whose members are 

employees of the Federe1 Government, may get its office 

spaoe tree of oharge, if there is any space av&ilable in a 

federal bui.lding.l 

Directors and committee members serve the credit 

union without pay, no matter how profitable the organiza

tion may beoome.. Costs suoh as bonding, insurance, 

examination and supervision tees. and league dues increase 

only as the credit union grows. Therefore, fixed costs 

generally do not bulk large in the total cost picture. 

'he cos t ot capital is also favorable to federal 

credit unions. The oredlt union member, 11' he considers 

at all the question or interest rates (dividends) on his 

savings, Sllally haa only the alternative of the rate paid 

by banks or by savings and loan associations. Conven ance, 
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rather than rate of return, seems to be the orueial element 

in member savings. 1 Therefore, credit unions generally get 

the use of funds withoat a fixed obliga tion to pay the 

members for their use. However, most of the f .ederal oredi t 

unions pay fair dividends on member shareholdings. 

Table 12 presents a cost analysis of loans by size 

of credit unions tor the year ot 1961. The statistics in 

this table are intended to point out possible eoonomies or 

dis-economies or scale in credit unions. In 1961 a total 

ot 4,563 1 709 loans was granted to federal credit union 

members. The loans granted amounted to more than $3.l 

billion; the average loan for the federal credit W1ion 

system as a whole was 672. In order that an average cost 

per loan oan be figured, it is necessary to allocate a 

c rte.in amount of total expenses in the various size groups 

of credit unions to the loan-making tunotion. This has 

been done in Table 12 by allocating a percentage or total 

expenses to each asset size group in proportion to the per

centage ot total income that interest on member loans is 

lunit d States gavings and Loan League, Consumer 
Survez sm, Savings Habits ( ~shington: Uni~ed States 
Savings nd Loan League, 1954), pp. 32-41. 



TABLE 12. Loan and cost analysis, by a1ze or tedera.l 
ored!t union, 1961 

Size ot Expensesa 
Credit Number Am.Gtmt Al.located 
muon or or ATerage to Loan 

(by assets} Loans Loans Loan Making 

Less than 
125,000 153,858 $ 3.5 , 66'7, 287 $232 $ 91.3,514 

25,000-
49,999 

$50,000-
181,285 63,023,362 348 1,771,391 

99,999 300,6'12 136.,461,651 454 3,986,612 
$100,000-

249,999 638,m~s . :361,922,868 56'1 10.846,086 
$250,000-
499, j9ij 

$500 ,000-
730,475 463,124,277 634 13,625,Zll 

999,999 848,498 595, .265,520 '101 16;573,658 
$1,000 ,000-
1,999,999 ?82,83& 599,838,894 766 lG,290,108 

$2 ,, 000, 000-
4,999,999 654,03& 539,753;383 825 13,?81,065 

$5,000,000 
or oTer 373,814 339,221,147 907 8,123,369 

All FCUs 4,6&3,'109 $3,134,2'18,379 $6'12 $85,866.999 

aaee footnote n\lm.ber 1 on page '18. 
(, 

'16 

Avg. 
Cost 
per 
I,oan. 

• 5.94 

9.77 

13.26 

16.99 

18.65 

19.53 

20.81 

21.0'1 

21.'13 

$18.41 



TABLE 12. Continued 

81ze ot 
Credit 
Union 
b assets 

Less than 
25,000 
25,000-
49,999 

$50.000 ... 
99,999 

$100;000-
249,999 

$250,000-
499,999 

$500.,000-
999, 099 

$1,000,000-
l,999,999 

· 2,000,000-
4, 999,999 
5,000,000 
or over 

Ratio ot increase 
for: 

Average 
Cost 

Average per 
Loans Loan 

b 

1.305 

1.249 

1.11a 

1.,106 

1,093 

1.077 

1.099 

b 

1.281 

1.098 

1.04'1 

l.066 

1.012 

1.031 

77 

~ ot efficienoy (+) or 
i.neffioiency (-) as a: 

· · Relation of 

Relation of 
asset size 
grp. to the 
Prev. Grou 

b 

+1.8 

+5.6 

+2.s 

+6.4 

asset size 
group to the 
base group 
( 26,000-

9 999 

.. 
b 

- 3.8 

+ 1.1 

+10.0 

+17.6 

b 
See footnote nwnber 1 on page 79. 
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l in ea.oh group {see T ble 11 .. -Interest on Loans). For the 

fede.ral credit union system as a 'Whole, 91.0 pero~nt of 

tot l expenses, or$ 5,866,999, was llocated to loan 

making. This dollar amount, divided by the total number of 

loruis granted in 1961, gives an average cost per loan of 

'!he average loan and average cost per loan were cal

culated for each 1ft rent sset $1ze grouping in Table 12. 

In the credit union.a with assets of . 25,000 or less the 

average loan is 232 . The size of average loans increases 

fairly constantly as the oredit unions ge t larger until, in 

the group o· oredi t nions with ar:se ta c f · million or 

over, the average loan is $907 . Likewise, average cost er 

loan 1uoreases ao the size of the oredit union ands za of 

loan increases, going from 5.94 in the smallest grouping 

of federal credit unions to ~~21,75 1.n tlle largest gro ping. 

A moving average ratio wa oaloula ed for average loan. and 

¼1h1s allocation is arbitrary, but it does not seem 
out or line to allocate expense to loan making 1n propor
tion to the income on suoh loans in relation to total income. 
For example, in Table 11 1 t was seen tha t 95.3 pe;roent of 
total income 1n the credit unions with assets ot $25,000 or 
less as derived rrom interest on loans. In Table 12, 95.3 
percent of total expenses in credit Wlions with assets of 
$25,000 or less was allocated to loan making. A similar 
procedure was carried out in the remaining asset groupings. 
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aYerage cost per loan. This was done by dividing each 

figure for average loans and average cost per loan in each 

asset size grouping by their respective figures in the 

preceding asset size grouping. The peroent~ge ditterenoe 

in the two ratios computed for each asset size grouping 

gj.ves an 1ndieat1on ot the eoonomies or dis-economies ot 

soale of each group as compared to the prevlous smaller 

group. · An accumulation ot these percentages relates eaoh 

larger asset size group to the smallest asset group 

$25,000- 9,999) used as a base 1-n this oomparison. 1 

'lbe ratio of average loans in the federal oredi t 

unioiis with assets of 0,000- 99,999 is 1.305 ( 454 

divided by $348) in relation to average loans in the 

25,000-$49,999 asset size group. As between these same 

two groups, the ratlo ot average cost per loan is 1.357 

($13 .26 divided by 9.77). In other words, average loans 

increased as the size of the credit unions inoi-eased, but 

a"f'erage c,ost per loan increased by a slightly larger 

lThe federal ored1t unioiis with assets ot 25,000 
or less were not used as a base tor these economies or 
dis-eoonomiee of scale caloulations because of the cost 
advantages that are present in the very small ored1t 
unions. These advantages, already mentioned in this chap
ter, have to do with the tact that most or the• labor in 
the very small credi t unions is "lOluntary. Therefore, 
the small average cost per loan 1s somewhat supertiolal in 
the very small credit unions and becomes leas so only as 
the oredlt unions beoom.e larger and competitive factors 
enter into wage determination. 
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amount, 3 .8 percent. The faot that cost increased :raster 

than the size of loan increased as the oredit union size 

increased would indicate that the credit unions with assets 

or $50,000-$99,999 are a little less efficient than the 

smaller credit unions with assets or .25,000-$49,999. This 

is shown by the -3.8 percent in Table 12. The 100,000• 

249,999 asset groUP ls lees ett1o1ent in loan making than 

the previous groups. This is indicated by the -2.5. 1 This 

tlgure 1nd1oatea that average cost per loan has increased 

more than the size or average loan in going from one asset 

group to the next largest, but not as mu.oh as it did between 

the previous two groups. Some indioations of economies of 

scale are apparent 1n the tederal credit unions with assets 

of 250,000- Q9,9~9. In rela tion to the revious group 

$100,000- 249,999), average loans increased 1.8 peroent more 

than average oost per loan. The economies of soale are 

also apparent in the eredit unions with 500,000-$999,999 

of assets. In this group the average loan increased 5.6 

percent more than the average cost per loan oompared to the 

previous group. The CUJ!lulat1ve percent ot l,1 peroent 

lThe percent ge of inefticiency for th ae last two 
asset size groups ( 50,000-$99,999 and $100,000-$249,999) 
muy not be due to actual inaff'1c1enoy .rela tive to the 
credit unions with assets or 25,000-$49,99g, More than 
likely, the hi er unit coats in rela ion t th smaller 
credit unions are primarily due to increasing salaries as 
th amow1t of voluntary labor decreases. 



81 

indie£>,tee that this group of credit unions is also more 

efficient than. the small base group of credit \10.ions 

$25,000- 49,999). In each larger asset size group ot 

oredlt unions f'rom $250,000-$499,999 on up, there are econ

omies or oale in relation to the previous smaller group. 

The largest credl t. unions with assets or $5 million or 

over a re shown to be 17.6 percent more efficient than the 

:rederal oredi t unions with assets or 25,000-k9, 999. 

Chart, 6 attempts, by means of least-square trend 

lines, to show the economies of soe.le associated with the 

larger oredit u.nions. Thie cha.rt is primarily a graphic 

presentation. ot the statistics in Table 12,. It tJhows that 

the trend of average loans lnoreasas at a faster rate than 

the trend for the average cost per loan as the credit 

\1.nions get larger. The analysis in Table 12 and Chart 6 

leave but one oonolusion to be drawn: there are, on the 

average,, economies O·f scale in the larger ted.eral cred1 t 

unio.ne. There, appear to be dis-economies of scale as the 

size of oredit unions increase up to the $250 1 000 asset 

aize, but this appearance may be caused by increasing 

salaries as the amount of voluntary labor decreases, rather 

than by less efficient operations. From e~edlt Wlions in 

the $250,000-$499,999 asset range, on up to the very largest 

credit unions, there seem to be Lncroasing and. signifieant 

economies of scale. 
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Equations for trend lines: b 
Avg. loan=603. 78+81. 48x 
Avg. cost per loan=-=16. 42+1. 91x 
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CHART 6. Comparison of average loan and average cost per loan trends.a 

a Calculated from information in Table 12. bFor comparison of the two trend 
lines, the constants, 603. 78 and 16.42 were equated to 100%. All other values of 
bx were computed as percentages of thG base, 100%. 
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Table 13 shows the rate of return on average loans 

to members, and on the average investments or all federal 

credit unions for the years 1939-1961. Before the war the 

re tum on loc ns tluetuated around. ll percent. The lowest 

.return on loans wag 9.6 p eroent in 1946. During the t welve 

year period or 1950-1961 tbe retur.ll on 108.lls was exceed

ingly s t t;ible, r angi.ng from 10.0 percent ·to 10. 2 peroent, 

The average rate of' interest will always be leas than the 

legal maximum rate of 12 percent as long as soma orodit 

unions grunt loans at a r ato less ths.n l percent a month 

on the unpaid balance. As the proportion of suoh loans 

increase; th.a average rate of return will shitt away from 

the maximum r ta and thus reduoe i nterest income; con

versely, aa :fewer loans are granted at rates below the 

ma:ximwn allowed, interest in.come vlll inoreaee, other 

tactors remaining equal. 1 Many credit unions do not charge 

the maximum of one percent a month. Some credit unions 

even charge mt ltJ.ple r ates, such s o,ne pere,e.,nt a month on 

small loans, but lower rates on loans to finance the pur

chase or cars or for "estate loans. "2 

As seen. in rrable 13, t he prewar return on the 

average in"fes tme.ut balance. reached a high of .2. 9 percent 

11956 Report 2!. Operations, p •. a. 

2oroteau, P• 88. 
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TABLE 13. Rate of return on average loans to members 
and on average in•estments, l939-l96la 

Year 

1939 
1940 
1941 
1942 
1943 
1944 
1945 
1946 
194'1 
1948 
1949 
1950 
1951 
1952 
1953 
1g54 
1965 
1956 
19!>'1 
1958 
1959 
1960 
1961 

Return on Average 
Loan Balanoeb 

(;Percent) 

10.9% 
10.9 
11.2 
10.e 
9.8 

10.2 
9.9 
9.6 
9.9 

10.2 
9.8 

10.2 
10.1 
10.0 
10.2 
10.1 
10.1 
10.0 
10.0 
10.l 
10.0 
l0.2 
10.0 

Return on Average 
Inv es tmen t Balance 

(percent) 

2. '1~ 
2.9 
2.1 
1.6 
1.8 
l.9 
2.0 
2.1 
2 .3 
2 .4 
2.5 
2.5 
2 .4 
8.7 
2.a 
2 ,.9 
!3. . 0 
3.1 
3..4 
3.4 
3.7 
3.9 
3.4 

8 Caloulated from: Re!ort or Operations, 
Federal Credit Unions, 1940- 961.- - · 

t ~ - -

bAverages are arithmetic averages of beginning 
and year end totals. 
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in 1940. The .rate of return on 1.nveetments tell during 

the war, primarily because of the l arge hold1nse ot low 

yielding government bonds. The rate or return on invest

ments has increased in almost eTery year since the war, 

reaching a high or 3.9 percent in 1960. The rate ot 

return. on investments has bean increasing for Tarious 

reasoJ1S,. Most of the ga in oa.n be accounted tor by the 

tact that there has been a shift away from low yielding 

govermnent securities to higher yi~lding savings and loan 

shares a11d • to a lesser extent, loans to other oredi t 

Wlions. The statistics 1n Table 13 would seem to indicate 

that a dollar invested 1A member loans will .ee.rn 2-1/2 to 

3 times as muoh as a dollar plaoed in investments. 

Table 14 illustrates the etteot ot orld War II on 

oredi t union earnings.. Prior to the war, net earnings as 

a percentage rate ot return oa average shares had reaoh.ed 

6.1 percent and 5.7 percent on average net worth. From 

1942 through 1946 return on average shares tell from prewar 

level& and fluctuated between l.8 peroent and 3.2 percent. 

During this same period net earn1Ags as a peroentage rate 

of return on average net worth tluotuated between 1.7 per

cent and 2.9 percent. Since the end of the war profits 

have increased, and net earnings as a percentage rate of 

return on average shares and a"f'f.lrage net worth have 

gradually increased. rn 1961 net earnings amounted t .o 5.6 
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TABLE 14. Net earnings as percentage rate of return on 
average shares, and on average net worth; dividends as a 
rate of return on average she.res and as percentage ot 

net earnings, 1939-l96la 

Net Earnings as a .Percent- Dividends as a Percent-
age Rate of Return on: age Rate ot: 

Avg. Net Return on Net 
Year A-.g. Sharesb Worthb Avg. Sharesb Earnings 

1939 6.1" 5.'1~ 3.9" 64,oi 
1940 6.1 5.7 3 .9 63.6 
1941 5.15 5.1 3 .3 60 .• 7 
1942 3.2 2.9 2.2 68.2 
1943 1.8 1.7 1.5 85,0 
1944 1.e 1.7 1.4 79.5 
1945 l.9 1.e 1 .5 82.3 
1946 2.2 2.1 1.a 80.4 
1947 3.1 2. 9 2.2 '12.2 
1948 3.9 3.6 2.6 67.3 
1949 4.2 3.9 2.9 68.5 
1950 4.9 4.6 3.1 64.5 
1951 4.5 4.1 3.1 68.7 
1952 4.4 4.1 3.1 70.8 
1953 4.9 4.6 3.3 67.6 
1954 4.9 4.5 3.3 68.8 
1955, 5.0 4.6 3 •. 4 68.3 
1956 5.1 4.7 3 .& 70.9 
1957 5.3 4.8 '3.7 69.l 
l958 5.2 4.7 3.7 71.6 
1959 5.3 4.8 r-5 .8 71.7 
1960 6.6 5.1 4.0 '10.8 
1961 5. 6 · 5.1 4.1 73. l 

B.calculated from: Report .2!, Operations, Federal 
Credit Unions, 1940•19&1. 

0 Averages are ari thm.etic averages of beginning and 
year em totals. 



87 

peroent and 5.1 percent of veraga •·hares and av0rag not 

wort~ respectively. Since there is very little trad1 g on 

equity in federal credit Ullions, the roturn on average net 

worth follows closely the return on average shares. 

Dividends as a peroentage rate of return on average 

shares were 3.9 percent in 1940, dropped to a low of 1.4 

percent in 1944, and h ave inox·eased gradually since the 

war, reaching 4.1 peroent in 1961. Dividends as a :percent 

of net earnings have been rela tively stable, except dux~ng 

the war years, when they rluotuated between 60.7 and 85.O 

percent of net earnings. The high percentage of earnings 

paid out a dividends in t he low income years, 942-1946, 

would seem to indicate that many o-r t he federal oredit 

unions attempted to keep up, ln dollar amounts , v1ith th ir 

prewar dividend payments. Ill the eleven year period. 

1961-1961, over two-thi1~ds ot net ea rnings in the f der l 

credit u.nion system were paid out as d ividends. Di vi nds 

for 1961 amounted to 'l3.l peroent or net earnings or a 

total of 102 .4 million. 'his high rate of dividend p y ut 

1s necessary if the credit uniono wish to retain their 

status as non-profit institutions. Table 15 shows the pr

oentage distribution of the ratos of dividends paid n 

member share eapital from 1950 through 1961. The percent

age ot federal credit unions paying no divi ends is 

decreasing. In 1950, 15.2 percent or the orooit unions 



TABLE 15. .Percentage distribution or federal credit unions, by percent of d1Tldead 
paid on member share capital ., l950-196la 

Dividend. 
Paid 

(Pero·ent.) 

Credit WliOU 
pa:,ing none 

Credit unions 
paying 
Less · than 1~ 

1.0 - 1 •• 

Percentap. Qt Credi~ 1 Union,s 

1950 1951 1952 19"53 1954 1155 1956 1957 1958 l95i 1960 1961 

15. 2 14. o 14.4 14.5 14.o· 12. 9 12.5 11.'7 11.4 u.1 11..1 11.0• 

O.l O.l O.l 0.1 b b b b b b b b 

1. 9 2.3 1.e 1., 1.6 1.0 o.a o.e o.9 o .5 o.5 o.5 

2.0 - 2 . 9% 12. 3 11.4 l.l.O 9.4 '1.8 6.t 5 .4 3.9 4.4 2.8 2.1 2 . 2 

3 .0 - 3.V% 30.4 31 .5 31.8 31.1 30 .9 29.4 2?.5 24 .0 23.2 18.2 13.0 U.2 

4.0 • 4.~ 24.5 26 .2 28.-0 29.1 5l..O 33.7 35.9 39.l 59.8 42.8 43 .8 44.5 

6 percent 

All Ored1 t 
Unions 

8.5 8.5 7.5 8.1 8.9 11.0 l.2.6 14.'1 14.9 18.9 22 .8 24 .5 

7.1 6.2 5.4 6.0 5.8 5.1 5 .3 5.8 5.4 5.7 6.7 6.1 

100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

8caloulated trODl: Report ,2! Operations, 1rederal Credit Unions, 1950-1961. 
b . 

Less than 0.05~. 
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.d no dividends, but in 1961 only 11.0 percent refrained 

rrom paying dividends. The small percent of credit unions 

paying no dividend are.in most oases, new oredit unions or 

"sick" ones. The percent of credit unions paying less than 

4. O percent has been decreasing over the period covered by 

Tc.ble 15.. i'or exo.m.ple, in 1950, 44.7 percent of the credit 

unions paid dividends of less than 4.0 percent; in 1961 

only 13.9 percent paid dividends or less than 4.0 percent 

and ?v,l percent of the federal credit unions paid 4.0 to 

.o peroent. In 1~50 the most commonly paid dividend was 

in the 3.0 to 3.~ 1;aroent range, with :S0.4 percent of the 

credit lUl1ons paying divid nds in this range. Dividends on 

r96l earnings were lliOSt common in the 4. 0 to 4. 9 percent 

range, with 44.5 percent ot the credit UAio.ns paying dtvi-

ends in this range. The percent of federal oredit unions 

paying dividends ot 6,0 percent has remained rather steady, 

f'lllotuating between 5.1 B.nd 7.1 percent • 

.Prior to th l95i Federal Credit Union Act, federal 

credit unions could pay dividends only on all paid-up 

shares outstanding as of December 51 of eao ·ear. In 

1960, for the first ime, federal or dit unions 1er0 per .. 

mitted to pay d1v1donds on s hareho dings as of June ~Oas 

well as D ce.mber 31.1 P yuan of di idends semi-ru:uiua ly 

1Publ1c Law No. 86-354, 1959. 
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had not become widespread during 1960 or 1961,. but increas

ing numbers of credit unions are expected to avail them

selves of this provision in the futu.re. 1 

A paid-up share, to be eligible for dividends at the 

end of a dividend period, must have been paid up for a 

month. However, dividend credit for a month may be accrued 

on shares wb.ioh become fully paid up during the first five 

days of that month. 2 In any credit union there will be 

shares only partly paid for as ot a given dividend date and, 

therefore, these partial shareholdings will eso-ape dividend 

payment. 

Statistios indicate that the maJority of federal 

credit u.nions pay a substantial dividend. In this respect, 

many federal credit unions have an advantage over other 

financial institutions in competing for personal savings. 

A tew credit unions also make interest retunds, to borro

wers; with the result of lowering net borrowing costs. 

This proves to be an advantage that oredit union members 

have oTer members ot other savings institutions. 

The number and percent of federal credit unions 

grouped according to the rate ot interest refund paid to 

borrowers in 1g60 and 1961 are shown 1n Table 16. A law 

11961 Report£!. Operations, p. 6. 

2.Publio Law No. 86~354, 1959. 
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TABLE 16. Percentage distribution of federal credit 
unions by percent of interest refund, 1960 and 1961a 

1960 
Rate of Interest Refund -----

Numb er Pero en t 

All federal credit unions 9,905 100.o~ 

Credit unions making no 
interest refund 8,189 82.7 

Credit unions making 
interest retund 1,716 17.3 

Less than 5 peroent 57 0.6 

5 to 9i percent 422 4.2 

10 to 14~9 percent 866 9.o 

16 to 19.9 percent 194 1.9 

20 to 29.9 percent 150 1.6 

30 p rcent and o,.er 7 0.1 

1961 -
Numb er Peroen t 

10,2?1 100.o~ 

8,357 81.4 

1,914 18.6 

59 0.6 

480 4.7 

9'18 9.5 

213 2.0 

1?8 1.7 

6 0.1 

a 
Oaloulated from: 1961 ~e;eor~ of Operations, Federal 

Credit Unio.ns. 
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to permit partial refund of interest paid by the borrowing 

members was approved on June 30, 1954.1 When authorized 

by the board of director, interest refund ... are payable at 

the end of the year to members who have borrowed from the 

credit union during the year and who are still members in 

good standing. 

In 1961, 18.6 percent ot th !'eder l ere it unions 

had availed themselves of the provi io, to -ive interest 

retWlds. Unlike dividends, whloh are limited to a maximum 

return or 6 percent a year on shareholdings, interest 

refWldS are not limited by law or r gulat1ons. The modal, 

or most oommon ~ate of intere t refund, was 10 percent in 

1961.2 However, rates ot interest rotund 1 excess of 15 

peroent or more are not unoommon. In 1961, 213 credit 

unions refunded between 15 and 20 percent of interest paid 

by members du,l'ing the year; 178 credit unions refunded 

between ?Q nd 30 percent; 5 credit u.nione mad interest 

refunds o! 30 percent or more ot interest paid by the 

borro ers during the year. Almost one out or five credit 

unions ma.de interest retunds in 1951, thereby lowering the 

net borrowing OOB 't to their members •. 

1u. s. Congress, Amendment to the :F'ederal Credit 
Union Aot, Public Law No. 83-454, a!rTTongreos, 1954 • ............... -

21961 Report of perations, p. 7. 



CRAPrER 5 

MEMBER SAVING AND BORROWING 

The basic purpose ot any oredit union is to promote 

thrift among its members by the acoumula.t1on or their 

savings, and to loan suoh aooumulatlons fo.r provident and 

productive purposes. The terms provident a.nd product! ve 

are used rather loosely in describing many loans made by 

credit wuons. A "provident" loan cow.d be considered as 

one that helps a borrower make provisions for the future. 

It could also be considered a wise o.r sensible loan,. This 

would have to be determined by the treasurer or credit 

committee ot a credit union. A loan tor a ''productive•• 

purpose might be a loan Whioh, if used as planned, would 

yield profits or benefits to the borrower. Upon applying 

tor a loan, a borrower could state a use for the :f'un.ds that 

would seem very provident or productive to the credit 

commi.ttee; or course, upon receiving the runds, the borro

wer oould use them for other than the purpose stated on 

his loan application. The fact that the borrower's aotual 

use of the loan is other than the stated use 1.s, in most 

oases, beyond the control of credit union management. 

Th.ere has been no study investigating the mot1•a

tion of credit union savers. In other words, there is no 



authentic picture ot why oredi t union membe,rs save. Barou, 

in his book Cooperative Banking, proposed what might be 

termed a "rainy day" theory of saving. He stated: 

The main characteristic or saving among the 
working population ls that it is generally not 
"tor permanent investment, but for deterred 
expenditlll"e." The deposits and savings ot 
individual workers also are not inveatable 
capital, but mainly 1nc

1
ome which has to be 

spent in the future; ••• 

This "rainy day" theory probably comes as close as any 

other theory in explaining why the majority or oredit union 

members save. A study conducted 1n 1953 for the United 

States Savings and Loan League looked into reasons for 

which people saved. 2 This study indicates that the main 

purpose for ~hich savings are made is to provide against 

emergencies and old age, or to provide for tuture items of 

family com.fort or welfare, such as a college education for 

the children or an anticipated vacation. In regard to the 

type of institution in which a perso.n might save, the study 

pointed out that safety and convenience rank highest among 

the reasons w~y people save in a particular institution. 3 

1Noab Barou, Ooo!_erative Bf¥1,k1n,s (Londo11: P. s. 
King & Son, 1932), p. 2. 

2united States Savings and Loan League, Consumer 
Survey 2!! Savings Habits, pp. 32-41. 

3Ib1d. -



As Croteau stated in hls book on federal credit 

unions: 

••• 1n a credit union, saving and borrowing are 
not to be looked upon as mutually exclusive acts; 
rather they are two interrelated aspects of the 
problatll ot consumer behavior. The credit union 
member saves for a "rainy day." At times an 
emergency arrives betore the savini'J amount to a 
significant size and the credit union comes to the 
rescue; then he borrows, and in paying back he is 
saving a:rter the tact, as it were. Or the credit 
union member might be saving to purchase some dur .. 
able goods; at times he 1s assisted by the credit 
union to complete the purchase. Here again saving 
1s taking plaoe in the repayment or the loan.I 

Some members save in the credit union and never borrow; 

others are chron1o borrowers. Some use the oredit union 

both as aotive savers and borrowers (d1ssavers). 2 Many 

peop e Join a oredlt union to get a loan. It is the usual 

practice in these oases tor the offioials of the credit 

Wl1on to specify that the member make payments on shares 

as he repays his loan. By the time the loan is repaid, 

the member may have learned that he, too, can save. 3 

There is not, at the present time, any p eoise statistical 

intormati on on the pattern ot members who save and those 

who borrow. Table 17 shows something or the interrelated 

character of credit union saving and borrowing. 

1croteau, p. 58. 

2Ibid., p. 5'7. -
31951 Renort f2!_ Ooeratlons, p. 1. 

95 
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TABLE 17. Shares and loans of tederal eredlt unions , aver
age shares per member , avera loans per member, and rat io 

ot loans to shares , December 31 , selected yearsa 

R.at io ot 
Avg. Avg. Loans 

Sharee Loans (percent ) 
per per to 

Year Shares Loans ember ember Shares 

1935 2 , 228 ., 400 $1 , 834 , 200 19 $ 15 82. 3% 
1 937 17 , 649. '70() 15, 695 , 300 36 32 88 .9 
1 938 26 , 876 , 100 23 ,830 ,100 43 38 88.7 
1940 65 , 805 ,8 00 55 , 818 , 300 58 49 84 . 8 
1 943 l l ?, 339 ,100 35 , ~76 , 200 89 2'1 30 .1 
1945 140 , 616 , 962 35, 165 , 414 ll& 29 25. 0 
1947 192 , 410, 043 91 , 372,197 135 63 47. 5 
1949 285 , 000 , 934 186 , 218 , 022 157 102 55. 3 
1950 361 , 924 , 778 26:3 , '135 , 838 1 '10 124 72 . 0 
1961 457 , 402 , 124 299 , 755 ,175 186 122 65 . 5 
1952 597, 3'14,ll? 415 , 062 , 315 209 145 &9 . 5 
1953 767, 571 , 092 573 , 973 , 529 236 176 74 . 8 
1954 931 , 407 , 456 681 , 970 , 336 259 189 73 . 2 
1955 l, 135 ,164 , 8'16· 863 , 042 , 049 282 214 76. 0 
1956 1,366 , 258 , 0'13 1 , 049,188 , 549 303 233 '16 . 8 
1957 l , 589 , 190, 585 1 , 257 , 319, 328 324 25'1 79.l 
1958 1 , 812,.017, 273 1 , 379 ,723 ,'127 348 265 76.1 
1959 2 , 0'15 , 055 , 019 l , 666 , 525 , 512 368 295 80. 3 
1 960 2 , 344, 337 , 197 2 , 021 , 463 , 195 385 332 86. 2 
1961 2 , 6 '13 ,,488 , 298 2 , 245 , 223 , 299 409 343 83 . 6 

acaloulated r r om: l 961 Report _g! Oper a ticns , Federal . 
Orec11t Unions • 

. . 
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Table 17 points out the gro·wth of members' savings 

and borrowing in the federal credit union system for seleo ... 

ted years. Average shareholdings per member, the average 

loan per member, and the- ratio of loans to shares are also 

shown. Total shareholdings and average shareholdings per 

member have increased eaoh year of tederal credit u.ruon 

existence. At the end or 1935, the first full year or 
operations tor the system, meJnbers held aggregate savings 

of $2.2 million, or average savings of $19 per member. By 

December 31, 1961, :federal credit unlon members held over 

$2.6 billion in their share aooou.nts, and average savings 

per meinber were $40'9. There was rapid growth in savings in 

the early years or the system.. The growth r a te in savings 

declined during World War II, although total savings and 

average shareholdings increased each year during the war. 

After the war, savings inoreased rapidly, and by 1955 

aggregate savings in the system had surpassed $1 b1111on. 

'lhe dollar amount ot loans to membe~s alld average 

loans per member have grown as member shareholdings have 

grown, but have shown much more fluctuation. Loans to 

members increased rapidly prior to the war, and ranged 

between. 82 and 89 percent of total savings. Total loans 

decreased each ye ar during the war as a result ot many 

!'actors. The greatly reduced supply or oonsumer goods 

available during the war and the restrictions on consumer 
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credit imposed by regulation Ware two main causes of the 

decline in loans. At the end of 1945 the ratio of loans to 

shares was only 25 percent. After the war, loans to mem

bers increased rapidly, largely as a result of the pent-up 

demand t'or consumer goods. At the end of 1956 loans to 

members had exceeded $1 billion tor the tirst time. Five 

years later, at the end ot 1961., loans to members stood at 

a little over 2.2 billion, and the ave~age loan per member 

was · ~45. The ratio ot loans to shares stood at 83.6 

percent on December l, 1961, the second highest percent of 

loans to savings since prior to '' orld 'ia.r II. Statistics 

in Table 17 wou d seem to show, with the exception of the 

war years, that it 1s a normal credit union experienoe for 

share savings to be closely assoolated with loaa dissaving. 

Chart 7 aphically illustrates the growth of mem

bers' saving and borrowing in the federal credit union 

sy tem. It is evident that net savings are a relatively 

small perQen,t or t-otal savings. The tact that members' 

savings have always exoaeded loans to members of t~deral 

credit unions indicates that the sy tem has not exerted an 

in:fl ti onary etteo t on the economy. Al tbo\lgh savings have 

grown rapidly in the syatam. sinoe the war. their impact on 

th economy ot our nation is almost negligible. Shares in 

federal credit unions. at the present time, only aooount 

tor about 0.76 percent of individuals' investments in 
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savings aoooW1ts, government savings bonds, and life 

insurance companie s ' reserves.; 

Table 18 presents the number and amount of loans 

granted during 1ge1 by size of oredit unions. In 1961 

approximately 4.7 million loans were granted amounting to 

over $3 billion. This is an average or 672 per loan. 

The smallest group ot or.edit unions, those with less than 

100 

25,000 of assets, aade 3.3 percent ot the total number or 

loans. In dolla~ amounts these loans accounted tor only 

1.1 peroent or total loans. The credit Wlions with assets 

or 5 million or more made 8.·0 peroent ot the total number 

of loans in 1961. These loans, in dolla~ amounts, accoun

ted for 10.8 percent or total loans. Credit unions w1 th 

$500,000-$999,ii9 or assets made 848,498 loans, more than 

any other size group o~ credit unions. These loans made 

up 18. 2 percent or the total number or loans in 1961 and 

19.0 peroent of the amount loaned. 

The Bureau or Federal Crec:'lit Unions does not tabu

late yearly data on the purposes or member borrowing. In 

1961 the Bureau carried out a special study on the purposes 

for which loan.a were made during that year. 2 The 

1savings and Home Finano1ng Source Book 1961, Fed
eral Home Loan Bank Board (Washington: u.s. Government 
Printing Office, 1961), p. 13. 

21961 Report .2!:_ Operations, pp. 33-37. 



TABLE 18. Number and amount of loans, grouped by size or federal credit unio.n., 1961a 

Size ot Loans 
Cumula-

Credit Percent Cwnula- Percent ti Te 
Union ot a~ive ot Per-

(by Assets) Number 'Total Percent Amount Total cent 

Less than 
25 ,000 153,858 3.3~ - 35,667,287 1.1~ -

$25,000-
3.l~ 49, g99 181,285 3.9 7. 2 63,025,352 2 .• 0 

50 ,ooo-
99,999 500,6?2 6.4 13.6 136,461,651 4.4 7.5 
100,000-
249,999 638,235 l.3 .7 27 .3 361 ,922 ,868 11.s 19.0 

$250 ,000-
499, 999 730,475 15.7 43.0 463 ,124 , 2'1'1 14.8 33.8 
500,000-
999,999 848,498 18. 2 61.2 595 , 2 65,520 19.0 52 .8 
1,000,000-
11999,999 782 ,836 16.8 78.0 599,838,894 19. 2 7 2 .0 

$2 ,000,000-
4,999,999 654,036 14 .0 92 .0 539,753,383 17.2 89. 2 
5,000,000 
and over 373 ,814 a.o 100.0 339,221,147 10.e 100.0 

TOTAL 4,663,709 100.0 3,134,278,3'19 100.0 

8 Caloulated from: 1961 Report _2!, Opera tions, Federal Credit Unions. 

.... 
0 .... 
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statistics in the 1961 study are based on da ta tor 2,497 

ot the 10,271 federal credit unions operating as or the end 

of that year. This is 24.3 percent ot all federal credit 

unions and presents a fairly good sample for the study. 

Table 19 shows the purpose of loans to members and 

the percentage distribution or the number and amount of such 

loans, as well as the size of the average loan. Debt con

solidation was cited the most frequently as the reason for 

borrowing during 1961, accounting for 15.1 percent of tha 

number of loans and 14.9 percent or the total amount ot 

loans . The average loan ford bt consolidation waa 437. 

From the statistic in the 1961 study it is impossible to 

determine the use ot the proceeda from the loans t o consol

idate debts . In so~e Oa$es a hospital or dental bill may 

have taken the bulk of the proceeds , with only a small 

amount go ing tor a f w other misoellaneous purposes . In 

other oaees • . arhaps the primary d·ebts to be oonso11dated 

consisted of bills for furniture, appliances , or other 

oonaumer goode . A good credit oommittee looks very care .. 

fully at a member's applic a tion for a loan to oonsolida te 

debts to determine it s uoh a loan to provident or 

productive. For example , su.oh a loan might be considered 

provident if it i s to be used to pay medic a l bills and 

current living expenses when it woul d be impossi ble for the 

member to pay suoh expenses out of :r;>resent e rnings. If 
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TABLE 19. Percentage distribution of number and amount 
or loan granted by federal oredit unions dur1~ 1961, 

and average loan, by principal purpose 

farcentage Distribution Average Principal Furpoae 
ot Loan 

LOANS FOR -

Automobiles: 
New 
Used 
Repairs and Other 

Agriculture: 
Capital I.nvsstment 

(tractors. livestock, 
etc.) 

Current Production 
(Seed, reed, eto.) 

Other: 
Furniture&. household 

applianoes 
Homes 
Home Improvements & 

maintenance 
Other durable goods 

(boats, house trailers, 
eto.) 

Other non-durables 
( clothing, etc.) 

LOAN~ 'ro PAY -

Current living expenses 
Educational expenses 
Holiday & recreation 

expenses (veoations, 
gifts, eto. ) 

Insurance Premiums 
Medical, hospital, 

dental & f'uneral 
expenses 

Taxes 

Number .Amount Loanb 

0.2 

6.9 
2.0 

a.o 

1.2 

2.1 

7.7 
2.7 

10.0 
3.4 

0.7 

0.3 

5.7 
5.0 

a.a 

0.9 

5.l 
1.2 

4.8 
2.1 

1,719 
749 
191 

804 

617 

368 
1,128 

496 

704 

180 

190 
326 

226 
164 

255 
240 
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TABLE 19. Continued 

Principal urpose 
or Loa..n 

Percentas~ Distribution Average 
Number Amount Loanb 

LOANS TO -

Consolidate debts 
Make Investments: 

In bue1neas ventures 
In stocks, bo.Qds, etc. 

LO.ANS for all other purposes 

Total (perce t) and average 

15.l~ 

0.8 
o.7 

14.9% 

2.2 
1.3 

6.4 

or all loans 100.0 100.0 

aCalculated tr m: 1961 Report ot Operations, 
Federal Credit Unions, p. 33. - · 

bBased on new money only; 
refinance old loans. 

eludes amounts to 

~ 437 

1,208 
868 

376 

# 447 
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such loan would prevent a bankruptcy procedure for the 

member it might be considered provident. In some oases a 

loan to oonsolidate debts will be used to pay oft a number 

of debts which have intorest easts in exoess of 12 percent 

a year. ""he loa.n made by the credit union t o consolidate 

these de ts would have an interest oost to the borrower of 

l t:. percen f or ess,. a ye r .. In this oase the oredit 

oommitteo would prob ably o ons idex- the loan as provident or 

productj.ve in tha.t it results in overall decreased interest 

cos ts to the member. 1 

Loans for "all other purposes," 7.6 percent or total 

amount of loan . are dittioult to categorize. The somewhat 

ns eci.fio areas of debt consolida tion and loans for all 

other purpos s aooounted for 22.7 percent of the number or 
.oana mad in l9Gl and 21.3 peroent of. the amount loaned. 

One of e-v r y lO loans mad-, by federal credit unions in 1961 

'!13S tor hol1 ay and recreation expenses. Except for the 

re son "to oonRolidate debts" which is a oonvenient oa.toh

all , "holiday and recrea tion expenses" was the reason most 

frequ .ntly g veo tor borrowing in 1961. The increasing 

number of oans for holiday and recreation expenses may be 

attributed to the trend toward a shorter work week and 

1.no easin emphasis on leisure-time actiVities. Tourism 

1 phone . n.t rviev, Pipr . 22 , 1963, with Mr. Paul 
F. McG1nty, Managing Director, Washington Oredit Union League, 

01 Yale N., 1..'e ttle, aehington. 



is booming also as workers take longer and more frequent 

vacations.1 
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.Among the more specific reasons for borrowing, loans 

to purchase autcmobiles stand out as the most important. 

The purchase of new automobiles aoooW1ted for 4.5 percent 

of the number of federal credit union loans in 1961 and 

17.2 percent or the amount of loans with an average loan of 

$1,719. Loans for the purchase of used oars averaged $749 

and aooounted tor 8.2 percent ot the nwnber of federal 

credit union loans and 13.7 percent of the amount. Automo

bile repair and other loans made up 6.2 percent of number 

ot the federal credit union loans and 2.7 percent or the 

amount. The average loan here was $191. In summary, 12.7 

percent of the number ot federal credit wiion loans are tor 

the purchase of an automobile, either new or used. This, 

in dollar amounts, is 30.9 percent ot all feder«1l credit 

union loans. There has been some concern that credit unions 

are getting into the automobile lending field too deeply. 2 

'!'his is not supported by data. A 1956 study showed that 

13.l percent of the number or federal credit union loans 

went for the purchase or an automobile, while the 1961 

study shows that 12.7 percent or federal credit union loans 

11961 Report of Operations, p. 35. 

2Ib1d., P• 33. -
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were similarly granted. 1 Also, there have been charges 

t..~a t oredit unions were dealing too heavily in real estate 

lending. This seems unlikely as only 2 percent of the num

ber and 5 percent of the amount loaned by federal credit 

unions in 1961 were real estate loans. Loans for the pur

chase of automobiles were not the most important loans in 

t he smaller credit unions. Lack of capital among the 

smaller and newer oredit unions 1s perhaps the principal 

detorrent to making automobile loans, sino.e size ot the 

individual loan must necessarily be limited during the 

early stages of growth. As ca.pi tal is accumulated for 

lending :purposes, the eredi t union usually becomes better 

able to meet the demand for larger loans. 

Although the loans to pUi"ohaae automobiles, loans 

fo homes, agricultural loans, and loans to make invest-

m nt were quite l arge in 1961, the va8t majority of 

federal credit union loans were relatively small in amount, 

ranging between $164 and $495 on the average. It may be 

oonoluded on the basis ot the present study that e.t'ter 27 

years of operation, federal credit wiions continue to make 

rele.ti'\rely small loai,.s, and that members' needs for larger 

loans are taken eare ot by financial institutions other 

than credit unions. The aJ.legation that credit unions are 

l 
1956 Rep rt of Operations, P• 12. 
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making too many large loans for real estate and the pur

chase of automobiles is not supported by the data. 

Relatively large loans in federal credit unions are the 

exception, and numerically insignificant. when the program 

is viewed from the, overall standpoint. 

Table, 20 shows the average size loan made during the 

year end the average turnover or loans, in days, for the 

period 1939-1961. Since 1g39 there has been an inorease in 

the average size loan in every year, with the exception of 

the war years and a . 2 decrease in 1951 (Korean ar). In 

1961 the average size loan reached a high or $672. The 

influence of raising the legal limits on unsecured loans can 

be seen in this table. Originally the limit for unsecured 

loans was $50. The size of the average loan immediately 

increased when the unsecured loan limit was increased to 

$100 in June 1940. The unsecured loan limit was again 

increased in July 1946 to $300; in October 1949 to $400; in 

~eptember 1959 to 750. Substantial increases in the size 

of average loans have followed each limit increase. 

Table 20 also shows the average length of time that 
1 loans were outstanding in the 1939-1961 period. The 

lAverage turnover in loans to members, in days, was 
calcul ted as follows: 

Turnover Ratio= 

Average Turnover, 

Loans made during yea r 
Average loans outstanding 
in days= 360 

Turnover Ratio 
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TABLE 20. Average size loan made by federal oredit unions 
and average loan turnover, l939-6la. 

Year 
1g39 
1940 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 

I P 

Average 
Si ze Loan 

Made during Year 
$102b 
·· 11,,C 
132 
107 
112 
118 
130 
15¢ 
194 
227 
2608 

299 
29'1 
351 
388 
394 
447 
479 
516 
535 
5938 
653 
672 

Average 
Turnover 
in Lo8.l18 

to Members 
(in days) 

156 
160 
167 
221 
182 
160 
160 
144 
139 
15lt 
167 
174 
187 
168 
186 
211 
207 
218 
220 
23~.., 
22~ 
223 
245 

8ealoulated from: Report £!, Opera_tions, Federa l 2.!:!,
di t Unions, l940-li6l. - . -

bunseoured loan limit 50, 1934 to June 1940. 
0 unsecured loan limit r aised to 100, June 1940. 
dunsecured loan limit r aised to $300, July 1946. 
8 Unsec11red loan lim1t raised to $400, October 1949. 
fMaximum length or loan extended from 2 to 3 years, 

October 1949. 
frunseoured loan limit r ai s ed to 750, September 1959. 

h.Maximum l en th of loan extended from 3 to 5 years, 
Sep tember 1959. 



average turnover has generally increased. during the lite 

of the federal credit union system. It has not increased 

at as fast a rate as the size of average loans . In 19~9 
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the average size loan was $102 a compared wi th ~672 in 

1961. Average loan turnover was 156 days in 1939 and in 

1961 was only 245 days. This would indic a te tha t loans to 

credit union members a~ still being repaid quite rapidly, 

although the average size loan has increased over 6-1/2 

told since 1939. '!he average loan turno-var varies little 

among different sizes of credit unions. Generally, !lowever, 

the average loan turnover in days increases as the size or 

the oredit union increases, reflecting the taot tat the 

larger credit unions generally make larger loans . More 

important than size of credit unions as a factor influenc

ing the average turnover is the type and location of a 

oredit union. A high average loan and a slow turnover in 

loans are usually found in those credit unions where the 

membership enjoys stability of employment, and therefore 

greater job security. mese are some of the desirable 

elements of a good credit risk. People in such areas of 

employment have the economic strength to dissave and to 

borrow larger amounts and for longer periods of time than 

those employed where lower pay and employment insecurity 
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may be preval ent. 1 

Table 21 hows the peroent of loans to members tha t 

were delinquent and the reserves specifically set aside as 

protection against loss from delinquent loans, as of Decem

ber 31, 1 61. In bot the ~rewar and postwar years, 

del1nquoncies have fluotuated betR"een approx ately 4 . d 

s l ightly over 6 
4
aroent of total loans outstanding. As 

might be expeote,l,. delin,quencies increased during the war 

years. In 1942 d0linquencies increas ed to 12.4 p rcent. of 

total loans outstanding, dropped to 10 percent i n 1944 ~nd 

1946, and have gAnernlly deoreased since the war, eaohing 

a postwar low of 4.0 neroent at the end of 1961. 

The reserves, ragul.ar reserve and special reserve, 

ha.ve fluctuated with the· rise and fall f delinquencies. 

During tho 23 ye r period shown in Table 21, the peroent 

of dellnquenolas ha slightly P-xoeeded the percent !.n the 

reserves for 11 yea r , and reserves hnve axoeeded delinq_uen

oies 1n 12 yea.rs. In 1945 the loan del1nquenoies of 10 

percent in the federal oredi t union system were a equately 

prot ected, ith tbe two r eservas totaling almost 14 percent 

or the loan b lances. In the seven year period from. 1955 

through 1961 t e two reserves have to ta.led all htly in 

exoese of the delinquency ratio. This f avor bl e trend is 

l. 
Croteau, p. 67. 
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Tn.w.i.aD 21 . eroent ot loan b l noe d Un uen.t t aoatb.B 
or, r•t~ ~atio of . regular r ,eael"'f ror b 4 lo and ratto 
-ot spec al r a rYe tor delinquent l o to total loeJlS , 

Deo er 51 , 1958-1961• 

_ r<UJ.Qt ot 
to Bl noe 

Delinquent two 
!k?~t!!! ~r ~~ · 

5. 47' 
. a 

5.7 
12. , 
11. 4 
10.0 
10. 0 , .1 

6. 1 a.5 
6 . 2 
5. 5 
&.l 
G.e 
5 .1 
cs.a 
4 . 5 
4.& 
4 . 5 
5. 1 
4: . 5 
4. 1 
4. 0 

Ratio 
ot· n u1 r 

s.er'Ye to 
To 3. XRou 
. {;e•rceat) 

Ratio ot 
Speo1al Reaerve 

tor delin.qu n.t 
Lo ' to 

Total _ a 
11? ,rsent ), . 

--.o,~ 
. 22 
.40 .,, 
. 42 
.e. .1, 
.1e 
.19 
.21 
.24 
.aa 
. 23 
. 35 
. 29 
. 33 
. Qil 
.n 
. 28 
. 22 
. 20 
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aocounted for, in pa.rt, by the relati'trely large net earn

ings in the federal credit u.nlon system, of whioh 20 percent 

must be transferred to the regular reserve,, and by the 

relatively low del.inqueney rates that prevailed in the 

1955- 1961 period. The majority of the delinquent balances 

are eventually oolleoted. 

Other accounts, suoh as undivided earnings , Whioh a t 

the end of 1961 were almost as large as both th& reserve 

accounts mentioned in Table 21 also serve as a cushion 

against possible losses. 

Table 22 shows the savings in financial 1nst1tut1ons 

in the United States , for selected years. Large inoreases 

in savings have t aken place in these institutions du.ring 

the last dec ade. Credit unions (both state and federal 

chartered) held only 5.7 billion of' the total of ~190.7 

billion of savings in 1961. Federal credit unions held 

approximately 1/2 ot the total savings shown for credit 

unions in Table 22 . Credit union savings are a small por

tion of total savings in financial ins titutions. However, 

s.avings in oredi t unions have shown a faster growth r ate 

than savings in other financial institutions since 1950. 

Credit union savings in 1961 were 6.3 times greater than 

savings in 1950. 
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TABLE 22. Savings in financial institutions, by selected 
years 8 

(Billions of dollars) 

Savings Mutual 
Year Assooia- Savings Commercial Credit 

Dec. 31 tionsb Banks 0 Ban.ksd Un1ons 8 

1940 $ 4.3 tl0 .6 15,4 $0.2 
1943 5.5 11.7 19.0 0 .3 
1946 8.5 15.8 33.4 0.5 
1950 14.0 20.0 35.2 0.9 
1951 16.l 20 .9 36.6 1.1 
1952 19.2 22.6 39.3 1.4 
l96Z, 22.e 24.3 42.0 1., 
1954 27.3 26.3 44.7 2.0 
1955 32 . 2 28.l 46.3 2.4 
1956 37.l 30.0 48.5 2.9 
1957 41.9 31.7 53.7 3.4 
1958 48.0 34.0 60.0 3.9 
1959 54.6 34.9 62.9 4.4 
1960 62.l 36.3 67.1 5.0 
1961 ?0.8 38.3 75.9 5.7 

No. ot times 1961 
savings are le.r- 5.1 1.9 2.2 6.3 
ger than 1950 
savings 

8caloulated from: 
P• 11. 

bSavings accounts, deposits and investment oertifi• 
oates, exclusive of shares pledged aga1ns·t mortgage loans 
and investments of u,s. Government. 

0 Regular and special savings aooounts. 

dTime deposits or individuals, partnerships, and 
corporations. 

9shares and members' deposits. 



CHAPTER 6 

CONCLUSION 

It is the purpose of this chapter to summarize the 

findings in Chapters l through 5, and to answer the ques

tions asked in the introductory section of this study. 

In Chapter lit was een that the credit Ullions 

hioh inspired the .Amerioan credit unions were started as 

cooperative institutions in the German Empire. Alphonse 

Desjardins and Edward Filene were the early promoters ot 

credit unions and credit union legislation in North 

Ameri ca. These two men were primarily responsible for the 

passage of the first credit union law in the United States 

in 1909. 

The Federal Credit Union Aot of 1934 made possible 

the organizatio.n of federal oredi t unions in any state or 

territory over hieh the United States has sovereignty. 

A federal credit union 1s an institution of per onal 

finance , owned and managed by its members . The accumula

tion of members • savings in the o redi t union is used 

primarily to make loans to members. Interest rates o.n 

member loans may not exceed l peroent per month {12 percent 

per annum) on unpaid balances, including all charges 

incident to making the loan. This rate of interest is 
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reasonable , in most oases , considering the large number ot 

small, unsecured loans made . However, it a oredit union 

member wished a large loan of, tor example, 2,000, he would 

be 1se to borrow from a commercial bank. Assuming he has 

adequate security, he could probably get a bank loan at 

about 1/3 less interest cost than a credit union loan. 

Credit wu.on interest rates are -very re$.sonable when com

pared with those or small loan companies whose rates are 

usually around 36 percent per annum. 

AB non profit, oooperat1ve organizations, t'ederal 

credit unions are exempt from income taxation. This 1s 

outlined in Section 23 ot the 1959 Federal ·Credit Union 

Aot. What right does the tederal credit union have to 

esoape income taxat1on when other financial institutions of 

various sorts are taxed as corporations? This is dlt'ticult 

to JWJtity. In light or their healthy profits, it is 

difficult to wtderstand how federal credit unions have 

retained their legal olassl1'1cat1on as non profit organiza

tions. At the present time ta.xing authorities are looking 

for every possible souroe or revenue, and banking groups 

are attempting to get :f'ed.eral oredi t unions taxed. It 

would seem the. t the days o-t federal oredi t unions :retaining 

their .non profit status are drawing to a oloae . It 1s the 

opinion of the author that there should be a federal inoome 

tax upon the net earnings of credit unions, similar to the 



tax upon earnings of other profit-making financial insti

tutions. 
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Statistics in Chapter 2 indicate that the federal 

credit union system has had a healthy growth from 1934 

through 1961 in number of organizations, of members , and 

amount of assets . Operating federal credit unions now out

number any other type of financial insti tu.tion chartered 

and supervised by any one agency of government, state or 

federal. The war years severely tested the development of 

federal credi t unions. However, after the war they resumed 

their healthy growth. Average credit union membership 

increased from 157 in 1935 to 637 in 1961 , and average 

assets rose from 3,073 in 1935 to $294 ,839 in 1961. 

An examination of the relationship bet een age and 

activity shows that membership gener ally increases as the 

credit union beoomes older . Growth in savings seems to be 

stabilized after a oredi t union becomes nine or ten yea.rs 

of age . Increases after that are due more to a slight 

accretion of new members and the addi t ion of the normal 

dividend payments than to any increase in savings by the 

membership . 

AI; was seen in Chapter 3, the composite balance 

sheet of federal credit unions reveals little change in 

the distribution of liability aooounts ; shares have 

comprised about 88 to 92 peroent of the liabilities o~ 
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credit unions since 1934. The composi tion of the asset 

items have varied widely due to the influence of the war . 

Loans to member were approxi mately 80 percent of the 

total assets before the war , dropped to 23 percent in 1945, 

and rose to a post-war high of 75.7 percent in 1960. 

Investments--Government Bonds , savings and loan shares, 

and loans to other credit unions make up the big majority 

of the remainder of the assets . Assets in .federal ored1 t 

unions surpassed the $3 billion mark for the first time in 

1961. 

In Chapter 4, the income and expenses of federal 

credit unions were analyzed . Net income of the federal 

credit unions has shown a healthy growth throughout their 

history. Of the income items , interest on loans to members 

is by far the largest, making up 91 percent of the income 

in 1961. Salary expense is the largest expense item of 

federal credit unions , making up 44 . 7 percent of total 

expenses in the system in 1961 . Salaries are not as large 

a percent of total expenses in the small er credit unions as 

compared to the larger ones. This was seen to be the 

result of a large amount of voluntary work in the small 

credit unions . 

There seem to be economies of scale in the larger 

credit unions. The ratio of expense to ·inoome is one 

measurement of economies of scale . This ratio is almos t 



119 

50 percent in the smallest group of credi t unions examined . 

As the credit unions get larger this ratio decreases con• 

stantly, reaching 38 .9 percent in the very largest credit 

unions. In other wo rds, the profit margin generally 

increases as the size of the credit union increase. One 

reason for this 1s inoreased efficiency of opera tions. The 

loan and cost analysis 1n Chapter 4 also indicated econo

mies of scale in the larger credit union. There appear to 

be dis-economies of scale as the size of credit unions 

increase up to the 250 , 000 asset size, but this appearance 

may be caus ed by increasing salaries as the amount of 

voluntary l abor decreases, rather than by less efficient 

operations. The credit unions with 250 , 000 of assets or 

more showed appreciable economies of soale. This as 

indicated by the f act that as the size of the average loan 

increased, average cost per loan increased also , but not 

at as fast a rate. It may be concluded that t here are, on 

the average , significant economies of scale in the larger 

cred1 t unions' opera tiona. 

In Ch pter 5 member saving nd borrowing were 

analyzed , along th a study of purposes of loans made by 

federal credit unions. The savin and dissaving (borrow

ing) in federal credit unions are essentially problems in 

consumer behavior. Very little is known about why people 

save in credit unions or borrow from credit unions in 
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pre:ference to other oredi t agencies . It appears that 

credit uni on saving is not so much for investment , but for 

further consumption, el ther for asset purohase or for a 

"rainy day." It was also noted that safety and convenience 

are important factors in determining the instituti on in 

which a person will save and borrow. 

Federal credit unions make loans for many purposes . 

The 1961 study revealed that debt consolidation was oited 

most frequent ly as the reason for borrowing in 1961. 

Among the more specific reasons for borrowing, loans to 

purchase automobiles stand out as the most important. 

Loans for th .. purchase of new and used automobiles accoun

ted for 30. 9 percent of the funds loaned by federal oredi t 

unions in-.1961 . The allegation that oredi t uni ons are 

maki ng too mally large loans for real estate and automobi l es 

is not supported by data in the study. A great many loans 

a.re for current living expenses , educational expenses , 

vacation expenses and expenses of an emergency nature. 

I n many oa$es oredi t unions s t and ready to make emergeney 

loans 24 hours a day to members in need. 

The average-sized loan in the 1961 study was 47 . 

It may be concluded, on the basi s of the 1961 study , that 

federal credit unions make relatively small loans . In 

many cases the members ' need for larger loans are taken 

oare of by financial institutions other than credit unions. 
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Credit unions hold a small percent of total savings 

in financial institutions in the United States. However , 

credit union savings have shown a greater percentage in

crease than savings in other financial institutions since 

1~mo. 

Federal credit unions have established themselves, 

in our economy, as financial institutions. They have 

helped millions of people save money--much of which might 

not have been saved without the willingness of credit 

unions to encourage and acoept small regular savings. 
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