“It was just here.” Is that
phrase familiar to you these
days? It might be, given
the speed at which credit
unions are disappearing in
some markets as a result
of mergers. According to a
recent poll of credit union
professionals and volunteers in the United States
(U.S.), the decreasing number of credit unions was
the biggest news topic in
the credit union movement
in 2005. As fast as credit
unions are disappearing in
the U.S., they are disappearing twice as fast in
Australia and Canada. Over
the past decade, 18 percent
of U.S. credit unions were
lost in mergers, compared
to a 35 percent loss in
Canada and a 47 percent
loss in Australia.
This is not a new trend in
any of these markets. In
fact, in the United States
there are only 8,978 credit
unions today—down from
a high of more than 23,000
credit unions in the 1970s.
Today, the difference is
who is doing the merging
and why.

Year and number of credit unions in these regions:
Canada (CUCC)

2000
2001
2002
2003
2004

715
694
657
622
584

Australia

United States

187
181
169
157
148

10,684
10,355
9,935
9,480
9,209

Giving Context to the
Broader Marketplace
Very similar patterns have been occurring in Australia, Canada and the
United States over the past five years:
between two and seven percent of
credit unions are disappearing each
year. Annual asset growth rates for
the movements average a healthy 9.5
to 25 percent annually, but membership is stagnant with average growth
rates of 1.3 to 3.3 percent—slightly
ahead of the population growth.
In each market few new credit
unions have formed, while the existing credit unions are successfully
solidifying their relationship with
existing members.
Mergers may be making it possible
for credit unions to survive, but they
don’t appear to be fueling much
membership growth in any of these
movements. In fact, over the past
decade credit unions’ share of the
consumer loan market has shrunk
from 11.3 percent to 10.6 percent in
the United States.
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Presumably, large credit unions have
the depth of staff and resources to
hire new CEOs when existing CEOs
step down. In 2004, merged credit
unions had an average of US$9.3 million in assets.

Technology and Modern Products

Reasons for Mergers
The vast majority of credit union
mergers in these countries are voluntary—not failures, assisted mergers
or demutualizations. Credit unions in
each of these markets maintain strong
financial positions with generally
healthy economies. The reasons
for these mergers typically revolve
around a constant set of themes
including: 1) lack of succession planning for retiring chief executives,
2) need to keep pace with technology and offer a modern product, and
3) desire to improve efficiency.

Lack of Successors
As long-time managers of credit
unions retire, boards face difficulties replacing them at the low salary
levels currently being paid. A recent
survey from Credit Union National
Association (CUNA) in the U.S.
indicates 24 percent of American
credit union CEOs will retire in the
next five years, and seven percent
will retire in the next two years. In
the smallest credit unions—those
with assets of less than US$2 million
—one in three CEOs will retire in
the next three to five years, in addition to the 10 percent retiring by the
end of this year. At the largest credit
unions—those with US$1 billion or
more in assets—17 percent will retire
in 2006, and another 17 percent will
retire by the end of 2009.
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In the U.S., small credit unions often
merge with mid-sized credit unions.
It’s challenging for small credit
unions to keep up with technological
advances and offer needed competitive banking products. Consumers
increasingly expect their financial
institutions to offer a minimum level
of transactional services and products
including debit cards, access to automatic teller networks, credit cards,
mortgages, on-line banking services,
electronic transfers and bill payment.
Either through national or regional
associations, credit unions may be
able to access some or all of these
products without losing relationships
with their members.

Push for Economies of Scale & Scope
Conventional wisdom suggests one
way to compete in the marketplace
is through price. Credit unions have
historically low operating expense
ratios. This is not to say the only
“real” credit unions are those run
exclusively by volunteers and open
only twice a week. Credit unions
should offer their members a rich
array of products and services at
attractive rates, reasonable fees
and in a manner uniquely focused
on members.
In Australia and Canada there is
a greater tendency for mergers
among larger credit unions seeking
to become even larger and more
competitive. As indicated above, most
mergers in the United States have been
among comparatively small credit
unions. This could be attributed to
the fact that larger U.S. credit unions
Continued on Page 14
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tend to have affinity fields of membership (state employees, military,
large employers, etc.) as opposed to
being community-based, in which
case a merger could potentially
create greater integration.

Recent Mergers and Acquisitions
• In the past year, two Canadian
credit unions, Niagara CU and
HEPCOE CU, merged to create
the third largest credit union in
Canada, Meridian CU, with combined assets of US$3 billion and
43 branches.
• On January 1, 2006, Australian
National Credit Union and Credit
Union Australia merged to create
the largest credit union in Australia,
with US$3.8 billion in assets and
76 branches.
• Adelaide-based CPS Credit Union
and Canberra-based Community
CPS merged to create the fifth
largest credit union in Australia
in 2005, with combined assets of
US$1 billion and 19 branches.
• The largest U.S. credit union merger
occurred in May, 2004 between
Portland Teachers Credit Union
and Oregon Community Credit
Union. The combined entities held
US$1.8 billion in assets, making it
the 33rd largest credit union in the
United States.
• The second largest credit union in
Canada formed in May, 2002 when
Surrey Metro Savings Credit Union
and Coast Capital Savings merged
to create what was at the time a
US$4 billion credit union.
Richard Thomas, vice president of
trade services and corporate secretary of Credit Union Central of British
Columbia notes, “In the ‘80s, consolidations occurred among small credit
unions that were weak and unstable. In the 1990s, mergers occurred

among large credit unions seeking to become larger and
gain efficiencies. In recent years the number of mergers
in British Columbia has slowed because all of the
obvious mergers have already occurred.”
There remains a sense among some in Canada that the
primary path to growth is either through mergers or
expansion across provinces.

Internal Growth
The largest credit unions in the world achieved their
size not through mergers but through internal growth.
Navy Federal Credit Union with US$24 billion and
State Employees Credit Union with US$12 billion in
assets have had mergers in their past, but those that
occurred have been small. For example, in 1998 Navy
Federal which had US$10 billion in assets and 1.7 million members merged with Joint Services Credit Union,
which had US$7.4 million in assets and 3,095 members.
While VanCity Savings Credit Union in Vancouver, Canada
has merged with over 20 credit unions throughout its 60year history, mergers have not been its engine of growth
in recent years. Chris Dobrzanski, senior vice president of
risk management states, “In the past decade approximately
10 percent of our growth has come through mergers. The
other 90 percent has occurred internally.” Dobrzanski
continues, “In the last year alone, we grew by US$800
million—all of which was internal organic growth.”
Today VanCity has over US$9.2 billion in assets.

Alternative View
Competition for credit unions is real. Credit unions
compete against banks, other credit unions and
increasingly, non-bank finance companies. Is it
realistic or even desirable for credit unions to
try to compete against banks in a marketplace based on cost efficiencies achieved
through scale? Given the disproportionate
size advantages banks maintain in all three
markets, it’s hard to argue that merging
should be a principle vehicle of competition
for credit unions.
In 1998, Alan Greenspan, chairman of the Federal
Reserve stated, “There are no clear-cut findings that
suggest bank mergers uniformly lead to efficiency
gains. However, the evidence suggests that there
are considerable differences in the cost efficiencies of
banks within all bank size classes, implying that there
is substantial potential for many banks to improve the
efficiency of their operations, perhaps through mergers.”
~ 14 ~

cuworldv8i1.indd 14

3/16/06 2:41:30 PM

Credit unions are typically able to offer the basic transaction and product needs most consumers desire from
their financial institutions, whether they do it themselves
or in partnership with other credit unions. In fact, across
Australia, Canada and the United States, credit unions
consistently outperform banks in independent customer
satisfaction surveys. Recognizing this, it is hard to understand why some credit unions feel the urge to merge.
A drive for size could even backfire on some credit
unions. They could find themselves so large that
they lose aspects of individualized service, support and
connections to local communities and become viewed as
big box retailers, yet without the efficiency of their larger
bank competitors.
If the financial industry evolves as some have projected,
there will be only a few large and small successful
financial institutions—with those in the middle struggling
to carve out a niche.

Another Model
Recognizing the limitations of traditional mergers, VanCity,
in November, 2005, piloted a new genre of mergers,
which they call their Partnership Growth model. Eightyseven percent of voting members of Squamish Credit
Union in British Columbia voted to be included under the
VanCity umbrella. Under the arrangement, Squamish will
operate as an independent business unit within VanCity,
retaining its brand, its management team and an elected
partner board that will continue making decisions about
how to operate in the community. VanCity will provide
core banking services, including accounting, a treasury,
foreign exchange and technology functions for the US$53
million operation.
Squamish’s 7,000 members will enjoy dual membership, with all the privileges of VanCity’s members, while
maintaining involvement in decisions affecting Squamish.
The assets of Squamish are represented on the balance
sheet of VanCity, and VanCity is legally responsible for
the entity.
To move beyond low single digit membership growth
figures, credit unions will need to continue to look at
strategies for how they can compete. While a merger
may produce efficiencies it does not add any new
members to national credit union movements, it just
combines members into fewer institutions. As the
market consolidates, the organizations that grow will
likely do so on the basis of one factor alone: the
quality of management which can serve as the ultimate
driver of growth.
–by Dave Grace
Senior Manager, Association Services, WOCCU
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