A Reseaich

Executive Summary

Everyone is talking about credit unions. Credit unions have been identified by central government as a key
tool in tackling social exclusion. They have been proposed as the main vehicle for providing financiat
services to the increasing numbers In our society who have no access to banking services. They are seen
by many local authorities as a way of supporting community economic development and the
regeneration of an area. In recent moenths they have also been linked with individual leaming accounts,

pensions, Individual Savings Accounts and providing loans to small businesses, to name but a few,

There is no doubt that credit unions could make a huge impact but they are currently refatively small In
communities and only provide limited services, In the United States for example, one in four of the
population belongs to & credit union and in lreland it is nearly half of the population. Their growth and
development has been held back in Britain due to restrictive legistation and Inappropriate models of
development, despite the expenditure of millions of public money. Thelr future is very positive in Britain but
work needs io be refocused, growiég credit unions in communities which are more business-like and

which face thelr futures more realistically.
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The Research

The whole project has attempted 1o involve the cradit union movement in praviding the matedal for this research with the aim of working
with cradit unions rather than simply wiiling & report about them. The report includes:

® Analysis of a detailed survey o wihich haif the credit unions in England, Scotiand and Wales responded

© Struclured interviews and focus groups which provided direct input from credit union activists and others involved in promating credit
unions growih

o A suney of local authority support for credil unions

o Case siudies reflecting some of he key issues within the research inciuding success slories, regeneration experience and experiance
from community development credit unions in the United Slates

o fetaiied statistical analysis of credit union financial data

Klajor Findings
Development Models

© Inzpproprate development models have been used which skess the social objectives of credit unions and exclude economic
objectives and long term suslainability

© Work based credit unions clearly undersiand that they were set up 16 provide a financial service to members. Community cradit unions
were less clear and mention all of the iofiowing: developing he local communily, provide low interest loans; reliel of povery: help
people manage thair monay: ofier advice/suppon lo focal people. 96% of work based credit unions said they started oul to creale a
financial inslitution or co-operalive. B3% of community credit unions set oul {o stat & community development project or a semvice for
disadvantaged people. Higher growih credit unions regard themselves primarily as co-oparative financial nslitutions

o Howaver, 90% of community credit unions and 72% of work based credit unions think it is imporant to have clear social goals

o Quer time, business skills, understanding the workings of & financial institution, having a formal business plan and management and
financial training are Seen as ingreasingly imporant by cred unions

Credit Union Growth and Service

o Afihough the credit movement is growing significantly, its impact remains very fow. Credit unions. with some nolable exceptions. are
not reaching signiicant portions of thelr target populztion, with average membership of community Credit unions being only 240. 56% (297)
of credit urions have 200 members or less and the average number of oans cunenily on the bocks of these i 36

o Sewice lo membars is extremely restricted. §2% of all communily credit unions are only open for six hours per week or less, and a third
for three hours or less. Only 17% operate from their own premises, wilh most waorking from communily centres, churches, volunteers homes
{26%) or local authority premises

® 88% of community credit unions agres that volunteer bum-out is restricting the growth of thelr credit unions

& ‘Work based credit unions are growing much faster than community credit unions

o Community cradit unions in Scotland are growing significantly faster than community credit unions in England and Wales and they are
also financially stronger 40% of community credit unions in England and Wales are financially weak not even al 4 basic level of economic
vigkillty after many years operation. This compares with 16% in Scolland {most of which are under 3 yemrs old)

e Communily credit unions s England and Wales afe, on average, only recruiting around 200 members after 9-12 years of operation and,
for the most part, not progressing beyond that figure alter 12 years of operation

@ 78% of work based credit unions but only 10% of community credit union have paid staff - a significan! factor in enabiling grovih in
credit unions

External Suppaori for Credit Unions

o 80% of communily credit unions, 100% of newly registered credit unions and 58% of work based credit unions were set up with the
help of grants or Subsidies. mainly from local govemment for the employer in the case of work based credit unions)




e 55% of jocal authonties support cradit unions with 60% ofiedng (extemally seurced) grant ald, 29% premises, 34% training and 34%
development wotkers, However only 36% of local authorties evaluate perdormance indicating that many do not evan know whether their
input has been successiul or Aot

© 31% of community credit unions could not survive without extemal support {including help-in-kind as well as direct grant aid) and 40%
could only suvive with difficuly. Experence has shown that there is often a lack of 2 long tem plan or realistic exit skralegy

o B0% of community credit unions and 20% of work based credit unions were set up with the help of & focat authodly or agency
development worker and there are indications that very small community credit unions are highly dependent on them for conlinued
suppor

o |t is estimated that £96 milion per year is spent on the some 150 ciedit union development agencies, units and individuat workers
gach year mainly from public sources. In 1987 credit unions declared a lotal of £430000 direct grant income, again mainly from public
SOUICES

o 8% of community cradit unions and 91% of wiork based credil unions think it is imponant to be financially viable without the help of
granls

Experience of Success

© Successful credit unions identify many faclors contributing lo best practice including:- credibility. promotion. volunteer compalance,
leadership, govemance, business and professional focus, vide and diverse common bond, service. intemal systems, pramises and paid
staff

® Experence with coramunity development credit unions {CDCUs) in the Uniled States shows us that credit unfons only worked il they
vire et up as financial institutions operated on sound business pinciples with high quality planning. A responsible and competent Board
of Directors is essential and the leadership and vision of one or two dedicated and lalented people have also been identified as a key
success factor

o Bafore COCUs are started, the following %ey things are considered: the impstus must come from the communily iself and not from
outside; a igorous assessment of need is carded oul 300-1000 people must piedge to join before the cradit unions slarts; there must be
a diverse common bond abie lo generate sufficient savings; ideally a sound sponsor is in place; there is a sound business pian; there is
a paid manager from day one; there is a compulerised accounting system Fom day one; their Board included a wide range of respecled
specialists with necessary skilis

The Need for Change

89% of work based credit unions and 71% of communtly credit unions agreed thal credit unions need to change alang the lollowing lines:
“Credit unions will refain a clear commitment to mutuality communily and social goals, However they will have fo achigve grealer
financial viability and sustainable growlh by:

- Being operted more fike 8 professional financizl service

- Redefining common bonds (o craate larger markets

- Having {more) paid staff to cany out day-lo-day activities

- Redslining the rofe of volunteers [policy, promotion, direction elc. rather than day to day administralion)
- Offering a wider range of servives and products (insurnce, bilt paying, credif cards)

- Amalgamalticn with other credit unions”

Gonclusian

Credit unions have demonstrated In Britain and world wide that they have enormous potential to make an impact on social
exclusion and poverty by praviding much needed financial services. However, credit unlon activists themselves recognise that
they can only make an impact in areas of social excluslon if they run strong, sustainable, autonemous businesses which can
provide the accessible service that people need and deserve. The experience has shown us that credlt unions are capable of
recagnising and deafing with their own challenges and can develop their own organisations, rational and local, to deal with
them. This report has presented a realistic assessment of where the movement Is curently placed, There needs to be more
realistic measurement of success in the future, focusing on sustainzbility, impact on the commugity and quality of service,
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Recommendations for Actian
Ceniral Government

National Government neads 1o provide the appropdate legal framework 1o maximise credit unlons' polental impact as well a5 ensuring
that the FSA provides appropriate and afiordable regulation and supervision. The reguiator should also ensure that credil unions a
recognised as financial instilulions and only registered if they can show proper management. seif sustainability and proper appication of
pubic funds. In particular the DETA should work towards eslablishing guidance for local government and agencies on the bast use of
public furds o promote credit union growih in communities. The Govermment should direct a portion of its support for credit unions
towards the establishment of strong, credit union ewned support sysiems.

Local Authorities and Regional Development Agencies

Local authorities should recognise that credit unions have the potential 1o impact on social exclusion and develop sirategies for
devalopment which have clear success criteriz in lerms of sustainability, independence and impact on the community. They should also
encourage the establishment of credil unions for their own employess. Local authorities sheuld undertake a feasibility study before
starting a credit union in order 1o eslablish communily support and lo work out how all the necessary elements of success can be put in
place locally. Regional Developrment Agencies should ensure thal their strategic plans recognise the role that sustainable credit unions
can play within the economy. They should alse ensure that credit unions themselves are represented on their boards.

Credit Unions

Credil unions should be organised around clear economic goals in order to achieve their social and community objectives. There needs
lo be a clear focus on business planning, leadership, service and viability They should consider sponsorship from local, respected
organisations to give them credibility and fend inkind and cash support. for example for staff end pramises. They should also develop
appropriale marketing and promotion activities which suppotis a busingss plan that aims for at least 1000 members in oxder (o ensure
the viabifity of the credit union.

Trade Association

ABCUL should work with credit unions towards developing a suppont structure for the credit union movemen! which includes: political
representalion, advice and training. promotion of best praclice and business suppor and senvices.

Development Agencies

Development agencies and workers should promcte an image of credit unions which moves away from the ‘poor man's bank’ and sees
hem as community owned financial institutions. They should alse develop business planning tools which enable credit unions to
develop and own business plans vhich show seli-sustainabilily after 3-4 years. They nead to start to provide indlial project stafi/managers
with business skills who ara motivated 1o achieve a business plan and able Lo set up sale and secure premises, [T and syslems, motivate
stall and volunteers and provide senvice to members. They should also actively reomit local leaders and pump-prime resources beicre
praceeding to stas up.

Funding Agencies and Sponsors

Funding agencies and sponsors should provide grants towards premises cosis. eguipment and funding for initial stalf based on evidence
of a sound business plan presented by a craditle leadership. Sponsors, in particular should alse consider seconding appropriately skilled
slafi 1o assist

Banks and Building Socielies

Banks ang Building Societies should recognise that credit unions can complement their customer base. They should consider practical

support such as: help with business planning; secondment or training of stafl and voluniesrs: suppon on procurement of premises/
provision of vacated premises for cradit unions use; support with 1T systems and equipment.
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