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State of the Credit Union: Key Findings

PYMNTS offers a graphical representation of the key find-
ings impacting the present and future of the shifting
landscape of credit unions.

Small Credit Unions Face an Uphill Battle

CUs’ market niche has come under threat in recent years Credit Unions Develop Data Capabilities
as consumers begin to abandon brick-and-mortar banking

service in favor of digital banking. Data and connected experiences will be critical to meeting

evolving member expectations.

Credit Uni Navigate FedNow’s L h
redit Unions Navigate FedNow’s Launc About

Credit unions have been hesitant to implement instant _
Information on PYMNTS and PSCU

payments rails in the past, but FedNow’s direct-to-Fed
accounts have made this system much more appealing.

Why Credit Unions Are Merging to Sharpen Their
Competitive Edge

This month’s PYMNTS Intelligence examines why CUs are
merging to pool their resources and survive in a rapidly
shifting financial environment.

Product Innovation Could Persuade Many CU
Members to Switch Fis

CUs risk losing more than one-quarter of their members if PYMNTS | PSCU
their products are anything less than first-rate, which can
be a tall order for smaller CUs.

The Credit Union Tracker® Series is produced in collaboration with PSCU,
and PYMNTS is grateful for the company’s support and insight. PYMNTS
retains full editorial control over the following findings, methodology and
data analysis.
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Need to Know

Small Credit Unions
Face an Uphill Battle

Credit unions have long occupied a specific market niche
within the financial industry, favoring more personalized

and member-focused serv-lces than their bank counter- Banks and FinTechs have targeted CUs’
parts but typically operating on a much smaller scale. .
This appeal has formed a loyal membership base over loyal member base in recent years.

the years, with the United States currently boasting 4,712
federally insured credit unions serving more than 136 mil-

lion members. 4,712

This market niche has come u.nder threat in recer.mt years, Number of federally insured credit
however, as consumers begin to abandon brick-and- . .
unions in the U.S.

mortar banking service in favor of digital banking. Modern
credit unions face more than just their traditional bank
competitors when it comes to this digital presence: The

rise of digital-native FinTechs has also encroached on their 13 6 M
member base.

Total CU members in the U.S.
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Need to Know

CU member satisfaction has
been steadily declining over the
past four years.

These institutions have greater resources and ability
than CUs to deploy the digital programs consumers
crave. A recent study found that satisfaction with CUs
dropped to a score of 75/100, falling behind the banks’
score of 78/100 for the fourth year running, thanks in
large part to these digital programs.

This decline in satisfaction has increased consumers’
willingness to switch from a CU to another type of
financial institution (FI). Twenty-seven percent of CU

members said in 2022 that they would switch where CU member satisfaction Bank customer
score in 2022 satisfaction score in 2022

they keep their financial accounts to find product
innovation. In 2018, just 17% of CU members were
willing to switch Fls.
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Need to Know PYMNTS research from Q4 2022 found that 49% of CU executives
said a lack of resources prevented them from bringing innovations
to market, up from the 34% of executives who had the same com-
plaint in Q4 2021. In addition, while 19% of CUs classified themselves
as early launchers of new products in Q4 2021, that figure dropped
to just 13% in Q4 2022.

CUs are therefore forced to make a difficult choice: Merge with other
CUs into single entities and combine their resources or risk being
overrun by large banks and FinTechs. As time goes on, more and
more CUs are taking the first option.

CUs find themselves
strapped for
resources to pilot
digital innovations.

49% 19% 13%

Share of CU executives for Share of CUs that classified Portion of CUs that classified
whom a lack of resources is themselves as early launchers  themselves as early launchers
preventing them from bringing of new products in Q4 2021 of new products in Q4 2022

innovations to market
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News and Trends

Credit Unions
Navigate FedNow’s
Launch

The recent launch of the FedNow® Service instant pay-
ment system has been a game-changer for the financial
industry, with dozens of Fls and companies implementing
it in various capacities. Credit unions have been hesitant to
implement instant payments rails previously, but FedNow’s
direct-to-Fed accounts have made this system much more
appealing than what came before.

PSCU president and CEO Chuck Fagan said in a recent inter-
view with PYMNTS that credit unions see instant payments
rails as a way to create their own faster payments eco-
systems, which would serve their consumer and corporate
members. CU leaders in the same interview cautioned that
faster payments may cannibalize some credit and debit
spend, so CUs need to adjust their internal systems to
account for this change.
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News and Trends

CU members are using credit cards more often in recent months,
increasing CUs’ share of the overall credit market. A recent

Looming fears of an economic recession have dominated cor- study found that CUs held $75.3 billion in credit card debt as of
porate decision-making since the beginning of the pandemic, April 30, 2023, up 1.5% from March. This contrasts sharply with
but some feel these fears may be misguided. The Credit April figures from 2016 through 2022, which showed an aver-
Union National Association (CUNA) said that while interest age decline of 0.7%. This growth resulted in an overall credit
rates are unlikely to ease anytime soon and savings growth card debt share of 6.4%, a small amount compared to banks’
will not meet expectations, it believes the U.S. will escape a share of 91.1%. Nevertheless, this shift, however slight, suggests
recession. a healthier economic forecast for CUs than banks.

CUNA noted that economic growth is slower than anticipated,
however. Deposit growth was a disappointing 1.8% in Q1
2023 — a troubling development, considering that, on average,
60% of annual savings growth occurs during the first quarter.

“With our expectation that the Fed Funds rate will remain
elevated for the full year, savings growth will remain weak,
and the savings credit unions do attract and retain will be
costly,” CUNA noted in a forecast report. CU credit card debt CU credit card debt

share as of April 2023 share as of March 2023
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PYMNTS Intelligence

Why Credit Unions it '

o

Are Merging to o
Sharpen Their
Competitive Edge

The financial industry has become more competitive than
ever as shifting economic conditions and the pandemic’s
lingering effects make digital banking the primary means
by which consumers interact with their Fls. More than
three-quarters of customer experience leaders in a recent
survey said that demand for personalized services inten-
sifies in times of financial crisis, which the U.S. has been
teetering toward since the start of the pandemic.

CUs have traditionally relied on member relationships to
compete with their larger cousins, but the shift to digi-
tal has made these relationships harder to maintain. This
month’s PYMNTS Intelligence examines why CUs are turn-
ing to mergers to pool their resources and survive in this
rapidly changing environment.
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PYMNTS Intelligence

CU mergers are quickly growing in number.

CU mergers in Q3 2022

Q1 of 2023 alone saw 33 CU mergers approved by the .

National Credit Union Administration (NCUA), con- CU mergers in Q3 2021
tinuing a trend that has been growing ever since

the pandemic began. Q3 2022 saw 58 mergers, for

example, a significant growth compared to the 43

consolidations in the same quarter of 2021 and 34 It is not just small community credit unions facing this hardship:
during this time period in 2020. Multistate organizations with billions of dollars in assets are also

struggling. Q1 2023, for example, saw the $1.8 billion Northwest
The reasons for these mergers have varied by case, Community Credit Union in Oregon merge with the $2.2 billion
but a clear pattern of financial distress has emerged. Twinstar Credit Union in Washington state, as well as the merger of
Four of the Q3 2022 mergers were motivated by CUs’ the $1 billion RTN Federal Credit Union and the $1.3 billion Merrimack
inability to obtain officials, three by poor financial Valley Federal Credit Union, both in Massachusetts. These institu-
conditions, two by unsustainable lack of growth, and tions cited a need for expanded member services as their motive for
one each by poor management and lack of sponsor joining forces.

support. All of these can be traced back to financial
hardship of some degree.
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PYMNTS Intelligence

This concern from regulators highlights just how successful these CU
mergers have been at meeting banks and FinTechs on a competitive
level. If traditional Fls and regulators feel they have underestimated
the competitive threat from CUs, then the CUs’ efforts are defi-
nitely working.

Federal Reserve Governor Michelle Bowman noted that Mergers can help CUs galn the resources
regulators will need to reevaluate how they oversee CUs, and expertise they need to deliver the dlgltal

as their traditional role as banking service providers for . . . .
select groups of consumers is being blurred by the expan- banklng Exehnee members IncreaSIngly

sion of their member bases. demand.

“Credit unions today are much more likely to compete
directly with traditional banks offering the full ‘cluster’ of
banking products and services than they did in 1995, which
supports the argument that our analysis needs to give
more weight to competition from credit unions,” Bowman
said at the 2022 Community Banking Research Conference
in St. Louis.

Portion of CUs investing in Portion of CUs investing
innovative products such as in these innovative products
real-time and peer-to-peer in 2021
(P2P) payments in 2022
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Chart of the Month

Product Innovation
Could Persuade

Many CU Members
to Switch Fls -

Share of CU members with select attitudes about their primary
Fls’ innovation, by quarter

CU members are looking for the latest and greatest

technology to augment their banking experiences, with v
just one-quarter of members saying in Q4 2022 that inno- Q4 2022 Q12022 Q4 2021 Q4 2020 Q4 2019 Q4 2018 -
vation is not an important factor for them. While 47% said

ey welue 1t DS woule) net swilely (78 ver ik, 21% selt - Would switch or consider ~ 27.4%  23.9%  22.6%  22.3%  21.9%  17.3%

they would consider changing Fls to access new products. switching Fls because of

This means that CUs risk losing more than one-quarter innovation

of their members if their products are anything less than « Value innovation, but 47.3% 50.4% 49.7% 56.5% 57.3% 59.0%

would not switch Fls

first-rate, which can be a tall order for smaller CUs. This
because of it

could be a major reason why CUs are exploring mergers
and acquisitions: to gain the resources necessary to meet * Do not care or would 25.4%  25.71% 270.1% 21.2%  20.8%  23.7%
prefer Fl would not

: , :
their members’ product expectations. innovate

Source: PYMNTS

Credit Union Innovation: Product Development Slowdown Tests Member Loyalty, January 2023
N = 4,282: Complete responses, fielded Oct. 17, 2022 — Nov. 7, 2022
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Key Findings
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Key Findings
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What’s Next

Credit Unions
Develop Data
Capabilities

Member expectations are evolving fast, and credit
unions are looking into ways to future-proof their
industry by meeting members where they are. Data
and connected experiences will be critical to meet- D
ing these expectations, according to PSCU’s managing /
vice president of digital and data, Jeremiah Lotz.
Understanding user patterns is essential to provid-
ing the digital experiences members demand, but
many smaller CUs lack the capability to do so single-

handedly. Many CUs are exploring mergers with other JEREMIAH LOTZ
CUs or partnering with FinTechs or credit union service Managing vice president
organizations (CUSOs) to enable these data analytics of digital and data

and improve their member experiences.

pscu’
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About

PYMNTS' pYMNTS is where the best minds and the best content meet
on the web to learn about “What’s Next” in payments and
commerce. Our interactive platform is reinventing the way
in which companies in payments share relevant information
about the initiatives that shape the future of this dynamic
sector and make news. Our data and analytics team includes
economists, data scientists and industry analysts who work
with companies to measure and quantify the innovation that
is at the cutting edge of this new world.

PSCU> PSCU, the nation’s premier payments CUSO and an integrated
financial technology solutions provider, supports the suc-
cess of more than 2,400 financial institutions and processes
nearly 7.7 billion transactions annually. Committed to service
excellence and focused on continuous innovation, PSCU’s
payment processing, fraud and risk management, data and
analytics, digital banking, strategic consulting and real-time
payments platforms, along with 24/7/365 member support
via its contact centers, help deliver personalized, connected
experiences. The origin of PSCU’s model is collaboration and
scale, and the company has leveraged its influence on behalf
of credit unions and their members for more than 45 years.
Today, PSCU provides an end-to-end, competitive advantage
that enables credit unions to securely grow and meet evolv-
ing consumer demands. For more information, visit pscu.com.

We are interested in your feedback on this report. If you have ques-
tions or comments, or if you would like to subscribe to this report,
please email us at feedback@pymnts.com.
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Disclaimer

The Credit Union Tracker® Series may be updated periodically. While reasonable efforts are
made to keep the content accurate and up to date, PYMNTS MAKES NO REPRESENTATIONS
OR WARRANTIES OF ANY KIND, EXPRESS OR IMPLIED, REGARDING THE CORRECTNESS, AC-
CURACY, COMPLETENESS, ADEQUACY, OR RELIABILITY OF OR THE USE OF OR RESULTS THAT
MAY BE GENERATED FROM THE USE OF THE INFORMATION OR THAT THE CONTENT WILL SAT-
ISFY YOUR REQUIREMENTS OR EXPECTATIONS. THE CONTENT IS PROVIDED “AS IS AND ON AN
‘AS AVAILABLE” BASIS. YOU EXPRESSLY AGREE THAT YOUR USE OF THE CONTENT IS AT YOUR
SOLE RISK. PYMNTS SHALL HAVE NO LIABILITY FOR ANY INTERRUPTIONS IN THE CONTENT
THAT IS PROVIDED AND DISCLAIMS ALL WARRANTIES WITH REGARD TO THE CONTENT, IN-
CLUDING THE IMPLIED WARRANTIES OF MERCHANTABILITY AND FITNESS FOR A PARTICULAR
PURPOSE, AND NON-INFRINGEMENT AND TITLE. SOME JURISDICTIONS DO NOT ALLOW THE
EXCLUSION OF CERTAIN WARRANTIES, AND, IN SUCH CASES, THE STATED EXCLUSIONS DO
NOT APPLY. PYMNTS RESERVES THE RIGHT AND SHOULD NOT BE LIABLE SHOULD IT EXER-
CISE ITS RIGHT TO MODIFY, INTERRUPT, OR DISCONTINUE THE AVAILABILITY OF THE CONTENT
OR ANY COMPONENT OF IT WITH OR WITHOUT NOTICE.

PYMNTS SHALL NOT BE LIABLE FOR ANY DAMAGES WHATSOEVER, AND, IN PARTICULAR, SHALL
NOT BE LIABLE FOR ANY SPECIAL, INDIRECT, CONSEQUENTIAL, OR INCIDENTAL DAMAGES, OR
DAMAGES FOR LOST PROFITS, LOSS OF REVENUE, OR LOSS OF USE, ARISING OUT OF OR
RELATED TO THE CONTENT, WHETHER SUCH DAMAGES ARISE IN CONTRACT, NEGLIGENCE,
TORT, UNDER STATUTE, IN EQUITY, AT LAW, OR OTHERWISE, EVEN IF PYMNTS HAS BEEN AD-
VISED OF THE POSSIBILITY OF SUCH DAMAGES.

SOME JURISDICTIONS DO NOT ALLOW FOR THE LIMITATION OR EXCLUSION OF LIABILITY
FOR INCIDENTAL OR CONSEQUENTIAL DAMAGES, AND IN SUCH CASES SOME OF THE ABOVE
LIMITATIONS DO NOT APPLY. THE ABOVE DISCLAIMERS AND LIMITATIONS ARE PROVIDED BY
PYMNTS AND ITS PARENTS, AFFILIATED AND RELATED COMPANIES, CONTRACTORS, AND
SPONSORS, AND EACH OF ITS RESPECTIVE DIRECTORS, OFFICERS, MEMBERS, EMPLOYEES,
AGENTS, CONTENT COMPONENT PROVIDERS, LICENSORS, AND ADVISERS.

Components of the content original to and the compilation produced by PYMNTS is the prop-
erty of PYMNTS and cannot be reproduced without its prior written permission.

The Credit Union Tracker® Series is a registered trademark of What's Next Media & Analytics,
LLC (“PYMNTS”).
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