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ABSTRACT 
Credit unions’ tax-exempt status has come under consistent scrutiny 

by the American Banker Association and its lobbied for Congressmen. 
However, the tax-exemption is crucial to the continuation of the credit 
unions purpose.  While Congress has put forth an explanation for why 
credit unions are tax-exempt, there has been no rationale or 
justification for this explanation.  This paper gives two rationales for 
continuing the current tax exemption for credit unions, specifically 
those with Community Development Credit Union and Low-Income 
Credit Union designations.  In conclusion, not only is the tax-exempt 
status valid, but it is necessary given the impact credit unions have on 
the financial security and stability low-income individuals. 

I.�INTRODUCTION 
Credit unions serve a fundamental role in allowing low-to moderate 

income individuals access to affordable credit and, in turn, attain 
financially stability, independence, and security. 1   Credit unions, 
otherwise known as financial cooperatives, have a long and rich history 
of being established to help address the needs of those dearly in need.2  
One of the earliest formations of a credit union was in Germany, in 
1846, when the country faced a cyclical downturn of the business cycle, 
crop failure, and famine that caused a financial and humanitarian crisis.3  
Herman Schulze-Delitzsch established a cooperatively-owned mill and 
bakery that sold bread to its members at substantial savings.4  Schulze-
Delitzsch laid some of the earliest foundations for credit unions and the 
field of Cooperative Economics.5  Freidrich Raiffesisn expanded on this 
concept and sought to provide credit to farmers who were being 
                                                                                                                                   

1 Marva Williams, Financial Services for People of Modest Means: Lessons 
from Low-Income Credit Unions, WOODSTOCK INSTITUTE (Mar. 2004), 
https://community-wealth.org/sites/clone.community-
wealth.org/files/downloads/paper-williams04.pdf. 

2 Id. at 2. 
3 See generally ERIC VANHAUTE ET. AL., INT’L ECON. HISTORY CONG., THE 

EUROPEAN SUBSISTENCE CRISIS OF 1845-1850: A COMPARATIVE PERSPECTIVE 1 
(2006). 

4 A Brief History of Credit Unions, NAT’L CREDIT UNION ASS’N, 
https://www.ncua.gov/About/Pages/history.aspx (last visited Apr. 1st, 2018). See 
Nana Afranaa Kwapong & Markus Hanisch, Cooperatives and Poverty Reduction: A 
Literature Review, 41 J. OF RURAL COOPERATION 114, 127 (2013) (“This paper 
reviewed some of the empirical literature on the potential of cooperatives to reduce 
poverty. Four perspectives were identified. . . . All four perspectives acknowledge 
that cooperatives may have a potential to reduce poverty, but caution on the need to 
respect cooperative principles and values. Cooperatives provide a chance for the 
poor to work themselves out of poverty.”). 

5 Id.  
continued . . . 
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exploited by loan sharks.6  In 1864, he established the Heddesorf Credit 
Union, which provided farmers with credit to purchase livestock, 
equipment, seeds, and other farming needs.7  

Edward Filene, the father of modern day credit unions in the United 
States, traveled the world and noticed the prevalence and importance of 
rural cooperative banks in India.8  While traveling through Europe he 
was inspired by the “people’s banks” and began his work to bring 
similar institutions to the U.S. 9   Not only did he work with 
Massachusetts banking commissioner, Pierre Jay, to pass the 
Massachusetts Credit Union Act––the foundation for the Federal Credit 
Union Act––but, he worked with his associate Franklin Delano 
Roosevelt to bring credit institutions to the Philippines.10 

The credit union movement became fully recognized with the 
passage of the Federal Credit Union Act of 1934 (“FCUA”), signed into 
law by President Franklin Delano Roosevelt. 11   The FCUA created 
federally recognized credit union institutions that allowed groups with 
a common bond to pool their money, which promoted saving and made 
credit available and affordable.12  While credit unions were considered 
tax-exempt since 1916 under the Revenue Act of 1913 and the Revenue 
Act of 1916, it was the Revenue Act of 1951 that was the first to 
designate credit unions by name as being exempt from federal income 
tax.13  

One of the most recent explanations for why Congress granted credit 
unions a tax-exempt status appears in the Credit Union Membership 
Access Act, where Congress stated that “credit unions are tax-exempt 
because they are member owned, democratically operated, not-for-
profit organizations generally managed by a volunteer Board of 
Directors, and because they have a specified mission of meeting the 
credit and savings needs of consumers, especially persons of modest 

                                                                                                                                   
6 Stuart R. Levine, The American Credit Union Industry Still Embodies Its 

Founding Values, CUINSIGHT (May 6, 2013), https://www.cuinsight.com/the-
american-credit-union-industry-still-embodies-its-founding-values.html. 

7 Id. 
8 Id. 
9 Marcus Bacher, Edward Albert Filene (1860-1937), IMMIGRANT 

ENTREPRENEURSHIP (Mar. 19, 2014), 
https://www.immigrantentrepreneurship.org/entry.php?rec=53. 

10 Id. 
11 Federal Credit Union Act, NAT’L CREDIT UNION ADMIN. (July 18, 2016), 

https://www.ncua.gov/About/Pages/federal-credit-union-act.aspx. 
12 Id. 
13 Review of Credit Union Tax Exemption: Hearing on the Credit Union Tax 

Exemption before H. Comm. on Ways and Means, 109th Cong. 109–38 (2006) 
(statement of Chairman Bill Thomas from California). 

continued . . . 
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means.”14   
It does not appear that any jurist or scholar has provided a rationale 

or justification for this explanation.  This article will analyze the credit 
union tax-exemption, and provide a thorough justification for it by 
detailing how Congress’ explanation produces statistically significant 
impacts for credit union members, the surrounding community, and the 
overall health of the economy.  

Part II of this comment will provide a primer on credit unions by 
detailing their characteristics and expanding on specific sub-
designations.15  Part III explains the long-held opposition towards credit 
union tax-exemption and analyzes the arguments put forth.16  Part IV 
provides a thorough review of the economic literature and distills the 
policy rationales which support continuing the exemption.17  Part V 
concludes that due to the vast benefits credit unions pass on to their 
members and the benefit they provide to the overall economy, 
abolishing the tax-exemption would likely do more harm than good.18 

II.�PRIMER ON CREDIT UNIONS 
The banking industry is made-up of credit unions, commercial 

banks, and community banks.19  All three of these types of institutions 
have different features and structures that allow them to operate in 
distinct ways.20  Furthermore, there are different types of credit unions 
and understanding their distinctions is important for our discussion in 
Part IV. 21   This section will outline credit unions generally, then 
describe different designations within the umbrella of credit unions. 

A.� Credit Unions 
 
Credit unions are the most unique of the banking institutions 

because of their five characteristics: (1) member owned and operated; 
(2) no capital stock; (3) volunteer based; (4) not-for-profit; and, (5) may 
only accept individuals identified in the credit unions articulated field 
                                                                                                                                   

14 Id. 
15 See infra Part II. 
16 See infra Part III. 
17 See infra Part IV. 
18 See infra Part V. 
19 See Justin Pritchard, Get Up to Speed on the Most Common Types of Banks, 

THE BALANCE (Oct. 28, 2018), https://www.thebalance.com/types-of-banks-315214. 
20 Types of Banking Institutions, BANKING CAREERS INFO (Oct. 21, 2015, 6:55 

PM), https://www.bankingcareersinfo.com/types-of-banking-institutions/. 
21 Low Income Credit Unions, MYCREDITUNION.GOV, 

https://www.mycreditunion.gov/about-credit-unions/pages/low-income-credit-
unions.aspx (last visited Nov. 12, 2018).  

continued . . . 
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of membership.22   
Credit unions are considered democratically run institutions because 

all members, or account holders, receive a single vote when electing the 
board members and in other decisions put to the members.23  Regardless 
of the member’s account size with the credit union, each member only 
receives one vote.24  This type of voting system removes the need of 
voting using capital stock.25  Capital stock serves two main purposes: 
giving the shareholders a vote per share in voting for a board of directors 
and allowing institutions to raise capital.26  Credit unions do not give a 
larger say to those with the ability to own more stock, which, again, is 
why they are considered democratic institutions as opposed to having 
shareholder democracy.27   Also, because credit unions do not issue 
capital stock, they must create capital with retained earnings.28 

Moreover, the election is for unpaid board positions.29  An unpaid 
board position gives the board members different incentive structures 
as compared to those for-profit board positions with profit contingency 
packages.30  Credit unions as a whole are not-for-profit institutions and 
all earnings are either held as retained earnings or returned to the 
members of the organization in the form of interest on deposit accounts, 
lower interest rates on loans, or production of products or services.31  

Last, Credit Unions may only accept as members those individuals 
identified in the articulated field of membership. 32   This field of 
membership may consist of single group of individuals that share a 
common bond, more than one group each of which consists of 
individuals sharing a common bond, or a geographical area.33   

                                                                                                                                   
22 Review of Credit Union Tax Exemption: Hearing on the Credit Union Tax 

Exemption before H. Comm. on Ways and Means, 109th Cong. 109–38 (2006) 
(statement of JoAnn Johnson, Chairman of the Nat’l Credit Union Admin.). 

23 Id. 
24 Id. 
25 Id.  
26 Id.  
27 Id.; See What is Shareholder Democracy?, THE ECONOMIST (Mar. 23, 2005), 

https://www.economist.com/node/3793305. 
28 Review of Credit Union Tax Exemption: Hearing before the Comm. on Ways 

and Means, 109th Cong. 28 (2005) (statement of Richard J. Hillman, Managing Dir., 
Fin. Mkts. and Cmty. Invs., U.S. Govt. Accountability Off.).  

29 Id. 
30 Id. 
31 Id. 
32 Id.  
33 Id. 

continued . . . 
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B.� Community Development Credit Unions and Low-Income 
Credit Unions 
 
There are two types of credit unions that will be important in the 

discussion: Community Development Credit Unions (“CDCU”) and 
Low-Income Credit Unions (“LICU”).  There is significant overlap 
between these two designations, as a majority of CDCUs have LICU 
designation.34  “The term CDCU is not a term used in the FCUA or 
National Credit Union Association’s (“NCUA”) regulations.”35   

“Credit unions using the term CDCU generally define themselves 
as credit unions dedicated to serving and revitalizing low-income 
communities.”36  A LICU designation is based on having a majority 
low-income membership (at or below 80% of national median income, 
regionally adjusted).37  About 40% of all federally insured credit unions 
now have the LICU designation.38  LICUs have access to additional 
sources of funding: nonmember deposits, secondary capital, and the 
United States Department of Treasury’s Community Development 
Financial Institutions Fund. 39   LICUs are crucial in allowing low-
income individuals to gain access to the financial system.40   

III.�PUSHBACK AGAINST THE CREDIT UNIONS TAX EXEMPTION 
With any competitive market, if one of the actors receives some type 

of comparative advantage from the government, the other actors are 
going to cry foul play.  As such, due to the tax-exemption given to credit 
unions, community banks lead the charge that such exemption is unfair 
due to its unintended, harmful effects.41  On February 20th, 2018, the 
American Bankers Association (“ABA”) sent a letter to Congress 

                                                                                                                                   
34 See Antonia Bullard, High-Impact Capital: Using Secondary Capital to 

Expand Community Development Credit Union Capacity, 16 COMMUNITY 
INVESTMENTS 2 (Sept. 2004), https://www.frbsf.org/community-
development/files/Bullard_High-Impact_Capital.pdf.  

35 Nat’l Credit Union Admin., Supervisory Letter on Supervising Low Income 
Credit Unions and Community Development Credit Unions (Jan. 
2010), https://www.ncua.gov/Resources/Documents/LCU2010-01Encl.pdf. 

36 Id. 
37 Id. 
38 Theran Colwell, Making Sense of Alternative and Secondary Capital, CREDIT 

UNION J. (July 14, 2017, 9:56 AM), https://www.cujournal.com/opinion/making-
sense-of-alternative-and-secondary-capital. 

39 Supervisory Letter, supra note 35. 
40 Low Income Credit Unions, MYCREDITUNION.GOV, 

https://www.mycreditunion.gov/about-credit-unions/pages/low-income-credit-
unions.aspx (last visited Nov. 4, 2018). 

41 Supervisory Letter, supra note 35. 
continued . . . 
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pleading for a review of the  tax-exemption.42  The ABA notes “[t]he 
tax code should not pick winners and losers, and should treat similarly 
situated businesses alike, but that is not what happens today.”43   

The ABA makes a few arguments to justify their position against 
the exempt status.44  First, they argue that “[t]here is no reason why the 
largest credit unions, which act and look just like the taxpaying banks 
they compete with, should be completely free of income taxation.”45  
The ABA argues that this “creates a market distortion where the tax 
code effectively subsidizes one financial services entity (the largest 
credit unions) over another (the smaller community bank).”46  Second, 
the ABA states that many of the benefits are never seen by consumers 
at all.47  Third, the ABA poses the question of whether “there [is] a 
rationale, economic or otherwise?”48 

This paper will show that the tax-exemption granted to credit unions 
is justified because there is significant evidence that credit unions do 
not distort markets, and even if they do, it’s beneficial to consumers.49  
Credit unions do pass the benefits on to their consumers, which is clear 
through the interest and loan rates provided to its members. 50  
Furthermore, credit unions have an impact on community development 
and poverty reduction.51  Last, in sum of all the evidence provided to 
answer the first two questions, there is a rationale both economic and 
noneconomic that supports the continuation of the tax-exempt status for 
credit unions.52  

IV.�POLICY RATIONALES FOR THE TAX-EXEMPT STATUS 
Congress stated that “credit unions are tax-exempt because they are 

member owned, democratically operated, not-for-profit organizations 
generally managed by volunteer boards of directors and because they 
have a specified mission of meeting the credit and savings needs of 

                                                                                                                                   
42 Letter from Am. Bankers Ass’n to Comm. on Fin. (Feb. 20, 2018), 

https://www.aba.com/Advocacy/LetterstoCongress/Documents/Joint-STEX-Hatch-
CU-Oversight-022018.pdf. 

43 Id. 
44 Id. 
45 Id. 
46 Id. 
47 Id. 
48 Id.  
49 Christopher Brown & Lisa Robinson, Breaking the Cycle: From Poverty to 

Financial Security for All, POLICYLINK (2016), 
http://www.policylink.org/sites/default/files/BreakingTheCycle_0.pdf.  

50 Hearing, supra note 13, at 9. 
51 Id. at 94. 
52 See infra Part IV.  

continued . . . 
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consumers, especially persons of modest means.”53  This explanation 
does not provide for a rationale or justification as to whether 
organizations structured as such ought to be tax-exempt.  However, 
there are two rationales for why organizations structured as such should 
receive tax-exempt status: (1) credit unions pass the tax-exempt benefits 
to their members and those passed-through benefits are beneficial 
toward helping those of modest means; and (2) credit unions do not have 
the same risk incentives as for-profit organizations and therefore make 
less risky investments.54  These two rationales require substantiated, 
quantifiable justifications if the rationale is to be held valid.  

A.� Pass Through Benefits to People of Modest Means 
 
Credit unions’ tax-exempt status allows them to either increase their 

revenue or pass on the benefits to its members.55   This section will be 
broken down into two subsections.  First, it will look at credit unions 
generally because it is necessary to prove that credit unions’ members 
are of modest means, then it will turn to the benefits passed on to those 
members to determine whether there is any distinction between Credit 
Unions and other Banks.  The second part will look specifically at 
CDCUs and LICUs to quantify the benefits provided to their members 
because they inherently serve people of modest means.  

1.� Credit Unions Generally 
 

In general, credit unions seek to solve the problem identified by the 
Federal Reserve Bank of San Francisco: 

“[a]s banking becomes more sophisticated and 
computerized, Americans of low wealth increasingly 
find themselves squeezed out of the mainstream 
financial system.  They cannot maintain the minimum 
account balances required to avoid high transaction fees.  
Their credit scores disqualify them for prime credit.  
Interest and fee structures exploit the financial setbacks 
to which their fragile circumstances make them 
vulnerable.”56  

Therefore, to solve this problem, credit unions should serve 

                                                                                                                                   
53 Hearing, supra note 13, at 11. 
54 See discussion infra Sections IV.a, IV.b. 
55 Benefits of Credit Union Over a Bank, CALCITE CREDIT UNION (Jan. 5, 2018), 

https://calcitecu.com/benefits-of-credit-union/. 
56 Bullard, supra note 34, at 1. 

continued . . . 
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members with a lower income and net worth.  Today’s complex 
economy does not allow a simple distinction of people who use credit 
unions and use banks.57  Individuals commonly will use more than one 
bank, use a bank and a credit union, or will be unbanked.58  Jinkook Lee 
identified five groups to help identify the trends of who uses what types 
of organizations: 

1)� Those that use banks only: 59.4%; 
2)� Those that use credit unions only: 7.4%; 
3)� Those that use both but primarily banks: 15.2%; 
4)� Those that use both but primarily credit unions: 12.2%; and 
5)� The unbanked: 5.7%59 

Lee analyzed these five categories isolating two important independent 
variables: income and wealth.60  

For income the data indicates that the mean for the credit-union-
only group is $48,264 with a median of around $40,000, while the bank-
only group was much higher with a mean of $59,237 and a median of 
$57,000. 61   The unbanked, predominately credit union, and 
predominately bank groups had means and medians of $16,449 and 
$13000, $66,783 and $57,000 and, $68,378 and $57,000, respectively.62  
This data confirms that on average, credit unions serve individuals with 
a lower income than those individuals who only use banks or use them 
predominately.63  

The wealth data is broken up into two more discrete data sets: 1) net 
financial wealth, or a household’s total assets in the form of money not 
including any non-financial assets, and 2) net worth, all of a household’s 
assets, financial and non-financial, minus total debt. 64   The data is 
broken down by wealth percentile and included in the figures below.  

                                                                                                                                   
57 Jinkook Lee, Who Uses Credit Unions?, FILENE RES. INST. 1, 1 (July 29, 

2007). 
58Id. 
59Id. at 7. 
60Id. at 11–16. 
61Id. at 13.  
62 Id. 
63 Id. 
64 Id. at 14.  
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65 

66 
In trying to determine whether credit unions serve members of 

modest means, this data is particularly significant.  Comparing the data 
of credit union only and predominantly credit union individuals to that 
                                                                                                                                   

65 Id. at 15. 
66 Id. at 16. 
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of bank only and predominantly bank individuals, respectively, it is 
clearly evident that credit unions serve individuals of considerably more 
modest means than those served by banks.67  Now that it has been 
established that credit union members are individuals of modest means, 
credit unions must also provide some benefit to those members for the 
tax-exemption to be a justified.  

One way credit unions pass on the benefits of their tax-exempt status 
to their members is by offering lower interest rates on loans and higher 
interest rates on savings accounts. 68   A study by Steve Swindler 
compared C-Corporations, S-Corporations, and credit union interest 
rates on a number of different services and products.69  The chart below 
lists most of the services and products analyzed by the study. 

Product C-Corporation S-Corporation Credit Union 

Savings Account 0.608% 0.695% 0.837% 
Interest Bearing 

Checking Account 
0.691% 0.754% 0.708% 

Money Market 
Account 

0.912% 0.986% 1.61% 

New Car Loan - 48 
months 

7.573% 7.834% 6.250% 

Home Equity Line 
of Credit – 80% 

8.658% 8.775% 8.223% 

15-Year Fixed Rate 
Mortgage 

6.358% 6.382% 6.332% 

30-Year Fixed Rate 
Mortgage 

6.639% 6.607% 6.616%70 

A close analysis of the rates offered by the three institutions 
provides some insight into the benefit credit unions pass through to their 
members.  The high rates on interest-bearing accounts and the lower 
rates on loans, should allow people of lower incomes to gain access to 
these products and, in turn, work towards gaining financial stability and 
security.71 

                                                                                                                                   
67 Id.  
68 See e.g., Credit Union and Bank Rates, NAT’L CREDIT UNION ADMIN., 

https://www.ncua.gov/analysis/Pages/industry/credit-union-bank-rates.aspx (last 
modified Nov. 6, 2018). 

69 See generally Steve Swindler, A Comparison of Bank and Credit Union 
Pricing: Implications for Tax Benefits of Subchapter S Incorporation, FILENE RES. 
INST. (2009), 
https://www.cuna.org/uploadedFiles/Advocacy/Priorities/State_Government_Affairs
/a-z_subs_bankvscupricing.pdf. 

70 Id. at 16–23. 
71 Brown & Robinson, supra note 49, at 18. 

continued . . . 
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2.� CDCUs and LICUs 
 
As discussed above, over forty-percent of all credit unions are 

LICUs, which inherently means that its members are those of modest 
means.72   Additionally, even more are self-designated as CDCUs.73  
These types of credit unions have a significant impact on the 
communities they serve and LICUs help low-income individuals to an 
even greater extent than those undesignated credit unions.74 

CDCUs and LICUs serve a prominent role in helping low-income 
individuals accumulate assets.75  “The ability to earn and accumulate 
assets determines whether families can leave poverty behind and 
achieve economic security.”76  CDCUs are the primary providers of 
basic financial services such as money orders, check cashing, and 
savings and checking accounts in low-income communities.77  CDCUs 
provide two essential functions for asset development.78  “First, they 
provide financial services, such as savings and checking accounts to 
communities and households that are not likely to be served by banks 
and mainstream credit unions—allowing these consumers to become 
part of the financial mainstream.”79  Providing racial minorities, female-
headed households, low-income individuals, young persons, and 
families living in rural communities’ access to the financial mainstream 
is significant because these groups are disproportionately 
underrepresented among the “unbanked.”80 

“Second, CDCU members benefit from financial education 
programs, most of which are informal in nature. CDCUs, which have 
regular contact with members, are able to reinforce new financial 
behavior through regular mailings, meetings and counseling 
sessions.”81  A longitudinal case study of Opportunities Credit Union, a 
                                                                                                                                   

72  Supervisory Letter, supra note 35. 
73 Id. 
74 See id. (describing how LICUs are statutorily incentivized to serve low 

income members). 
75 Id. at 2.  
76 Brown & Robinson, supra note 49, at 1. 
77 Supervisory Letter, supra note 35, at 2–3. 
78 Marva E. Williams & Sharyl Hudson, Building the Savings and Assets of 

Lower-Income Consumers: Examples from Community Development Credit Unions, 
WOODSTOCK INST. 1, 9 (1999), http://www.woodstockinst.org/wp-
content/uploads/2013/05/buildingthesavings.pdf. 

79 Id. 
80 See id. at 10–11 (discussing the large proportion of unbanked consumers in 

market segments such as the working poor, people on public assistance, people 
impoverished by one-time events, immigrants, racial and ethnic minorities, people 
under the age of 35, and rural residents).  

81 Id. at 9.  
continued . . . 
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CDCU based in Vermont, concluded “that the potential relationship 
between financial education and community involvement gives us some 
hope that financial education programs really are making a difference 
in communities.”82  This study, supported by various others, establishes 
that “financially-educated consumers should make better decisions for 
their families, increasing their economic security and well-being.”83  
Furthermore, “[s]ecure families are better able to contribute to vital, 
thriving communities, further fostering community economic 
development.”84  While these impacts are not quantified, that is not 
because such impacts are not quantifiable.85  

The impact that CDCUs and LICUs have on their local communities 
requires far greater research.  There is a lack of thorough studies of this 
section of the credit union industry.86 

B.� Incentive and Risk Structures 
 

Credit unions and banks face different incentive structures due to 
the profit structure and the make-up of the board of directors.87  In a not-
for-profit organization success is dependent on suitability, 
sustainability, and longevity. 88   While in a for-profit organization, 
maximizing shareholder value is the most important concept.89  These 
differences make credit unions more stable financial institutions 
allowing them to lend consistently through a downward business cycle 
and prevent those of modest means form losing considerable assets.90   

Credit unions are more stable institutions because the board of 
directors do not operate to maximize shareholder profits.91  In for-profit 
                                                                                                                                   

82 Jeanne M. Hogarth, Financial Education and Economic Development, OECD 
1, 15 (2006), http://www.oecd.org/finance/financial-education/37742200.pdf. 

83 Id. 
84 Id. 
85 Cf. id. at 2 (stating how the Washington State Department of Financial 

Institutions has used quantitative surveys in the past to gauge the level of financial 
literacy amongst its citizens). 

86 Id. at 2. 
87 James Wilcox, Credit Union Conversions to Banks: Facts, Incentives, Issues 

and Reforms, FILENE RES. INST. 1, 37 (2006), 
http://www.haas.berkeley.edu/groups/finance/Conversions%20Report%20May%202
0061.pdf.  

88 Id.  
89 Id. at 36. 
90 See Ephraim Clark et al., Cooperative banks: What do we know about 

competition and risk preferences?, 52 J. INT. FIN. MKTS. INST. & MONEY 90, 91 
(2017). 

91 G. Jayalakshmi, Cooperative Banks and Credit Unions: An Overview, 
MARKET SURVEY 31, 32 (2011), 
http://efy.efymag.com/admin/issuepdf/Cooperative%20Banks_March11.pdf. 

continued . . . 
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organizations the board of directors are typically given an incentive 
package, linking their pay to the performance of the company.92  This 
is intended to incentivize the board of directors to make decisions that 
would align with the interest of shareholder maximization.93  A study 
analyzing CEO compensation incentives and bank performance during 
the Great Recession found that “banks where CEOs had better 
incentives in terms of the dollar value of their stake performed 
significantly worse than banks where CEOs had poorer incentives.”94  
The study explains that “CEOs with better incentives to maximize 
shareholder wealth took risks that other CEOs did not.”95 

The lack of shareholder maximization incentives makes credit 
unions less sensitive to the business cycle.96  In an analysis of bank and 
credit union delinquency and charge-offs from 1986 to 2009, a study 
found that a 1% decline in the unemployment rate led to a 21.3% 
delinquency rate and a 20.9% charge-off rate for banks, compared with 
an 11.2% delinquency rate and a 16.2% charge-off rate for credit 
unions.97  

Furthermore, during the past two recessions while banks tended to 
contract commercial lending during economic stress, the opposite was 
true for credit unions.98  Commercial loan growth rates for banks turned 
negative following the recessions beginning in 2001 and 2007, but 
credit union growth rates remained positive during both periods. 99  
While the delinquency rates and the net-offs for commercial loans were 
higher for credit unions, it is likely due to the fact that most business 
lending by credit unions is to small businesses.100 

The difference in the delinquency and net-off statistics can be 
attributed to the fact that the first study looks at all loans of a longer 
period of time, whereas the second study looks only at commercial loans 
during the last two recessions.101  This data suggests that credit unions 
as a whole are more stable and may play an important role in economic 
                                                                                                                                   

92 Wilcox, supra note 87 at 36–37. 
93 Rüdinger Fahlenbrach & René M Stulz, Bank CEO incentives and the credit 

crisis, 99 J. FIN. ECON. 11, 25 (2011). 
94 Id. at 24–25. 
95 Id. at 25. 
96 Id. 
97 David M. Smith & Stephen A. Woodbury, Withstanding a Financial 

Firestorm: Credit Unions vs. Banks, FILENE RES. INST. (2010), 
http://citeseerx.ist.psu.edu/viewdoc/download;jsessionid=A6C655B63D9B463C6C1
9E4808386C4E8?doi=10.1.1.627.257&rep=rep1&type=pdf.  

98 David M. Smith, Commercial Lending During the Crisis: Credit Unions vs. 
Banks, FILENE RES. INST. 1, 18 (2012), https://perma.cc/7UW6-H3ZV. 
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101 See supra text accompanying notes 98–99. 
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recovery by continuing to lend through recessionary periods.  
Furthermore, “the rate of commercial bank failures was almost triple 
that of credit unions (0.60% to 0.23%), and that increased to almost five 
times the credit union rate in 2010 (1.86% to 0.40%).”102  

The ability for low and moderate income individuals to withstand a 
financial downturn is extremely important for long term asset 
accumulation and financial security.103  Studies found that the Great 
Recession hit low- and moderate-income individuals especially hard.104  
Moreover, the recovery disproportionately favored wealthy 
households. 105   For example, the top seven percent net worth 
households saw an increase in wealth of twenty-eight percent between 
2009 and 2011 while the other ninety-three percent of households saw 
a net decrease of four percent in the same time frame.106 
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