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Are Credit Unions Becoming Bankers and Gangsters? 

Introduction 
 

“Johnnie’s on a hot ledge 
Just out of college 

He owe fifty grand to the banking industry 
But the dude’s on a slow burn 

Another unpaid intern 
Four years just bought him some credit history with them 

Bankers and Gangsters, soldiers and dancers 
All locked together in default harmony 

With the financial chancers 
And all manner of high rolling romancers 

Livin’ out this American tragedy.”   
        Black 47 

 

The lyrics above by Black 47 speak of what many in our country feel is the condition of 
our financial well-being: the American tragedy. Currently, 38 million American families 
are living paycheck to paycheck. About one third of American households live hand-to-
mouth, meaning that they spend their entire paycheck to make ends meet. A surprising 
66% of those households are middle class. Families are finding it increasingly more 
difficult to save for income shocks making defaults a growing reality. Alternative 
financial service providers (payday lenders, pawnshops, auto title lenders, rent-to-own 
shops, check cashers) are earning billions each year in fee income at the expense of 
our most financially vulnerable demographic. Gangsters indeed. 

Why is this information relevant to the credit union movement today? According to the 
Federal Credit Union Act, credit unions have a “specified mission of meeting the credit 
and savings needs of consumers, especially those of modest means”. (NCUA, 2013) 
Banking industry leaders and politicians are questioning whether credit unions of today 
actually “serve the productive and provident credit needs of individuals of modest 
means” as it states in this legislation and assert they no longer meet the criteria for tax 
exemption. Loss of this exemption would be a powerful blow to the credit union industry 
that is already experiencing the loss of approximately 250 to 300 of its institutions a year 
due to mergers, liquidations, and conversions.  

The future of the credit union industry lies in a renewed focus on its founding principle of 
serving the underserved. Today, the underserved and unserved in America are falling 
prey to companies that are making billions in profits at the expense of their financial 
well-being. This paper will define the current face of the consumer of modest means 
and demonstrate how serving this market may be the rebirth of a modern day credit 
union movement. 
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Research 
Is History Repeating Itself? 

Credit Unions are not-for-profit cooperatives that were founded in Germany. They were 
formed to benefit merchants and farmers during a time of crop failure and famine in the 
1800’s.  Equality, equity, democracy, solidarity, and personal responsibility are values at 
their core. In the beginning and today, they are owned by members with a common 
bond and are governed by volunteer board of directors. Credit Unions began their 
journey into the United States in 1909 when St. Mary’s Cooperative Credit Association 
in Manchester, New Hampshire opened its doors for business. Early U.S. credit unions 
differed from their predecessors in that they emerged from an employer based common 
bond. This allowed credit unions the ability to use future paychecks as collateral, thus 
providing affordable loans to workers who needed goods. This allowed families to save 
more and afford more amenities needed to sustain family life. This was especially 
beneficial to farmers and factory workers who found it difficult to make ends meet. By 
1925, legislation had been passed in 15 states legalizing credit unions. This initiative 
was set in motion by Pierre Jay and Edward Filene.  

The movement continued to grow, as did the legislation regulating the movement. In 
1934, the Federal Credit Union Act was signed into law by Franklin D Roosevelt. This 
created a nationwide system to help those with limited financial means acquire credit for 
needed items. CUNA was also formed at this time to oversee existing state credit union 
leagues. From the time of World War II to the beginning of the 1970’s, U.S. credit 
unions had grown in number from less than 9,000 to over 23,000. In 1970, the NCUA 
was formed to regulate all federal credit unions and to manage a share insurance fund 
known as the NCUSIF. After weathering some difficulties in the 1980’s and in recent 
years due to troubles with mortgage based securities, the credit union industry remains 
relevant in the U.S. with approximately 8,500 in operation today.  

Although 8,500 credit unions in operation today indicates they still have a strong stake 
in the US financial market, it cannot be dismissed that the industry has fewer in 
operation today than at the end of World War II. With over 46 million Americans living at 
or below the poverty line and millions more barely surviving just above that line, it would 
appear that those defined as of modest means by the Federal Credit Union Act may 
have no alternative but to utilize the services of financial providers that are more 
focused on profit than providence. With those of modest means growing and the 
number of credit unions declining, a large amount of the population is once again falling 
prey to financial predators just as they did at the beginning of the credit union 
movement.  
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Defining the Unbanked and Underbanked  
 

The unbanked are defined as individuals without a relationship at an insured financial 
institution. They may have limited access to traditional financial services and tend to use 
non-traditional ways to obtain money either through payday loans, pawn shops, or title 
loans. The underbanked are defined as individuals that do have a relationship with an 
insured financial institution but also rely heavily on the services of alternative financial 
providers like those just mentioned.  Surprisingly, approximately 30% of the U.S. 
population falls into the unbanked and underbanked categories. The underbanked and 
unbanked markets account for 88 million individuals and nearly $1.3 million in wages.  

 

 

(Marous,2014) 

The financial needs of the unbanked and underbanked, and how they prefer to manage 
their finances are quite different from the banked demographic. The unbanked segment 
of the population has on average lower incomes, more debt, and less trust of using 
banks or credit unions. They view the use of traditional financial institutions differently 
than the banked segment. This group may have language barriers, thin or no credit 
files, or low credit scores. The unbanked typically consist of immigrants, households 
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headed by women, young adults, low income households, and less educated 
individuals. When surveyed regarding their reasons for being unbanked, both economic 
reasons and negative opinions regarding the banking system were cited. As a result, 
they seek the services of Alternative Financial Service (AFS) providers for their financial 
needs. The unbanked spend their limited income on fees to purchase money orders, 
cash government checks, and cash their payroll checks at retailers such as Wal-Mart. In 
all, the unbanked household with an average income of $20,000 could pay up to $1,200 
in annual fees to utilize these AFS companies. 

The underbanked often do have a traditional checking and savings account that are 
used in conjunction with AFS providers. In 2010, it was estimated that the fees and 
interest paid by the underbanked to utilize AFS companies was $45 billion. These fees 
and interest are much greater than what they would have paid if they had utilized a 
checking account at a traditional financial institution. Why might the underbanked 
continue to use these services knowing that these fees are so costly? It is most likely 
because of convenience, proximity, and ease of use. Typically the businesses that offer 
these services are located in low to modest income areas and offer a “one stop shop” 
for all of the services that meet their financial needs. 

The underbanked population is not just one demographic but a diverse group ranging in 
age, income, employment status, race, and varying technical abilities. They cycle in and 
out of the mainstream banking system due to personal economic changes, mistrust due 
to being turned down for traditional services, and inability to obtain services due to 
current or past credit issues. The younger demographic has a high usage of mobile 
services and are very tech savvy. The emergence of smart phones and the ability to 
transact business anywhere at any time day or night has changed how they do their 
financial business. They want their finances at their fingertips and prefer to know their 
balances in real time and prefer a more immediate financial service delivery channel. 
The older segment of this demographic may not utilize the mobile channel as often or at 
all, and they cite other reasons they choose to not use traditional financial services. 
Those reasons are hidden fees, low income, fear of misuse of personal information, or it 
takes too much effort and time to establish the account in regard to documentation.   

 

Alternative Financial Service Providers and Banks: The 
Modern Day Gangsters? 

 

As we look at the competition, we find two ends of the spectrum: the traditional 
Community and Commercial Banks and the Alternative Financial Service Industry. It’s 
easy for us to think of the competition as overpriced service providers and businesses 
that take advantage of the consumer, those Gangsters!  But, is that really the case? The 
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Credit Union industry has built its reputation on providing what the competition couldn’t 
or wouldn’t provide, taking pride in charging lower service fees and lower interest rates 
on loans, all the while paying much higher rates on savings accounts for all our 
members. Over time that has changed. 

In today’s market, it is more common to find free checking anywhere you choose to 
deposit your hard earned wages. Lending rates are at an all-time low and marketing 
strategies have grown well beyond the traditional billboards, branch posters and take-
one flyers. The world of the financial industry is changing and now is the time for Credit 
Unions to act and create more value for member relationships than ever before. The 
recent financial crisis has shaken the reputation of Community and Commercial Banks 
as many consumers are now more willing than ever to switch banks.  

With that being said, Alternative Financial Service Providers are taking advantage of the 
negative banking publicity and are marketing to the emotional needs of the consumer. 
They realize that consumers are driven by emotion and their strategy is to market and to 
target those emotions. Therefore, the consumer will make an emotional decision versus 
those in their best financial interests.  

One of the most important undertakings for any business is the production and 
safeguarding of revenue originated by and for the business. At what point do we cross 
over from bankers to gangsters? As mentioned previously, the reputation of the financial 
industry took a hit during the very public financial crisis. Regions Bank took that 
situation and turned it into an opportunity to market to the unbanked and underbanked 
by creating a product channel that partnered with the reputable Western Union. In 
addition, they further targeted and marketed to them by not requiring them to be 
customers to be served. I believe this is an example of a business strategy in which 
they expect to build a relationship and gain trust with the unbanked and underbanked 
consumer over time.  

Once the relationship has been established and trust has been earned, they will be in a 
position to cross-sale other products and services. An example of what they have to 
offer is as follows: 

• With or without a bank account, Regions Now Banking is quick, safe, and 
convenient way to manage cash. 

• Regions Now Card – Reloadable Prepaid Visa Debit Card. 

• You can spend only what you have so no overdraft fees. 

• Monthly fee waived with a $500.00 monthly direct deposit. 

• Low monthly fee of $5.00, without direct deposit. 

• Load card fee of $3.00 can be waived with Regions Now Checking. 
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Additional terms apply and additional services are provided at a cost of 1 to 3% of funds 
being presented for payment. Regions found a way to not only market to, but meet the 
needs of those who previously lacked trust in any financial institution or assumed they 
couldn’t afford a traditional bank account.  

It is the opinion of the author  that Regions recognized a need for serving the unbanked 
and underbanked not purely for the profit potential but for the greater potential of 
building a long term relationship with a demographic of lower income earners as well as 
consumers who traditionally lack trust in the industry in general. While Regions is a 
large financial institution, they partnered with Western Union to provide name 
recognition that led to trust in providing these services. This sounds very much like the 
Federal Credit Union Act’s definition of what sets credit unions apart from taxable 
financial institutions: meeting the savings and credit needs of those of modest means.   

Data on the volume of Alternative Financial Service providers transactions is incomplete 
due to the lack of a clear definition of the term AFS, and also because this sector of the 
AFS is highly fractured among many different providers that are often small or privately 
held.  As shown in the chart below, the transaction volume is estimated at more than 
$320 billion annually. This figure likely understates, as estimates are not current or 
available for various AFS segments. (FDIC, 2009)  

 

 

 

As previously mentioned, consumer’s often base their financial decisions on the 
emotional drivers of the situation they are in and not the logic of the actual cost of the 
transaction. Payday lenders are marketing and targeting to the emotional needs of the 
consumer. A common practice of the AFS is to mail a prescreen offer to potential 
customers. These offers truly optimize the “gangster’s” referred to in this paper. An 
example of a recent offer from Republic Finance, demonstrates just how much the 
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consumer is paying for what is considered a short term loan. A simple loan less than 
$2K carries a whopping interest rate of 41.40%. A consumer receives this in the mail 
the day the car breaks down, a medical emergency arises and yes, there is a need, and 
they are offered a solution. Is this an example of the gangster hitting them when they 
are down or meeting their need in the time of need? During the course of research on 
AFS, the author interviewed a 25 year veteran Manager/Owner of World Finance in the 
Hopkinsville, Kentucky market.  In the course of the interview the following questions 
were asked and answered:  

1. In your opinion, what is the primary reason a consumer selected your AFS over a 
local bank or credit union? Ease and speed of transaction, 30 minutes start to 
finish. 

2. Was interest rate ever a factor or concern for the consumer? No, primary 
concern of the customer was getting approved and having a check in hand 
same day.     

3. What is the minimum credit score required for approval? Score could vary 
depending on relationship with consumer. In recent years, the score has 
tightened up and a 620 is now the new minimum. Although that is the new 
minimum it does not hinder business as we have customers with credit 
scores that range in the 700 and above range. If I averaged the scores we 
see they would be between 650 and 700. 

4. What documentation is required from the consumer to apply? Valid driver’s 
license and proof of income. 

5. What is the range of interest rates consumers will pay on a loan? Rates can 
range from as low as 15.9% to 24.9%. 

6. What is the minimum and maximum loan amount that can be borrowed? $1,000 
minimum up to a max of $25,000. 

7. What major changes have you recently seen in your industry aside from the 
increase in credit score? We will no longer do mortgage secured loans 
(Heloc’s – Heloans). Due to all the regulatory requirements and the cost of 
NMLS. 

I must admit that this “Gangster” I had envisioned in my mind (aside from the rate they 
charged) didn’t seem much like a gangster at all. He was meeting the needs of his 
customer and providing a service. As we continued to talk, he made a statement that 
stunned me: “When a customer comes to us they know we do loans and we don’t 
judge.” Could it be possible that consumers feel judged by their bank? Well maybe their 
bank, but surely not their credit union. After all, our industry began to serve those who 
looked for an alternative to the traditional bank. This encounter supports the findings of 
a recent study conducted by the Fannie Mae Foundation on AFS companies. It 
indicates that it is apparent that mainstream financial institutions are either not offering 
needed products or not effectively marketing to this demographic. This is a dangerous 
implication for the credit union industry. With the underbanked and unbanked segment 
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growing and not being served, how can the credit union industry effectively protect the 
current tax- exempt status. 

  

 
Tax Implications 

In recent years, politicians and banking industry leaders alike have challenged the tax- 
exempt status of credit unions. To understand their argument, we must look back to the 
tax codes that initially provided the exempt status to credit unions. In 1934, the Federal 
Credit Union Act was passed. The tax-exempt status was based upon credit unions 
being member–owned by a group with a common bond, governed by a board of 
directors that does not receive financial gain, democratically operated, and not-for-profit. 
An important additional piece is their specific mission of meeting the savings and credit 
needs of those of modest means. Their mission of providing economical and careful 
lending practices in order to benefit those they serve cannot be denied.  

Fast-forward to 1951 when Congress revoked the tax-exempt status for mutual savings 
banks and savings and loan associations because Congress deemed they were no 
longer providing a wider public service and thus should be taxed like a bank. This is 
precisely why the credit union industry of today must demonstrate a united renewed 
interest in serving its original core membership, the underserved. The Credit Union 
movement has long been thought of as the financial redeemer of the underserved 
population. The Credit Union not-for-profit status and their philosophy of “People 
Helping People” has created intense loyalty among its members. However, according to 
a survey completed by Aite Group, Credit Unions do not serve any more of the 
underserved population than other financial institutions. (Shevlin,2012) 
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In the US today, the number of credit unions with over $1 billion in assets has grown 
significantly over the last 20 years. These larger institutions offer products similar to 
those of large banks, to include commercial lending. This combined with the growing 
evidence that credit unions are not the leading service provider in the underserved 
market is cause for concern. As Andrew Reschovsky from the University of Wisconsin-
Madison summarized, “The core issue concerning taxation is whether credit unions fulfill 
a public purpose, such as providing access to credit markets for families, individuals, 
and businesses that commercial banks do not lend to.” (The Financial Brand, 2010) 

If credit unions were to lose their tax-exempt status, the economy would suffer. NAFCU 
estimates that without the exemption it would cost the federal government $15 billion in 
lost income tax revenue over the next 10 years. As studies have shown regarding 
changes to the tax status of credit unions in Australia and Canada, the number of credit 
unions would be reduced thus reducing competition for rates and dividends. It is 
estimated that losing 50 percent of the credit unions in operation today would cost US 
consumers $7.6 billion to $16.2 billion per year as a result of higher loan rates and lower 
dividend rates. It is imperative for the credit union industry to embrace the core values it 
was founded upon in order to avoid such outcomes.  
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Recommendations and Solutions 
A Renewed Focus on Credit Union Core Values: Serving 

the Underserved 
 

In the research section of this paper, we presented evidence that those of modest 
means in the US are a growing demographic. Banks and Alternative Financial Service 
providers are actively marketing to this segment of the population as they have 
identified this as an area of potential growth and profit. Alternative Financial Service 
providers are realizing $78 billion dollars in revenue from those of modest means and 
setting the stage for others to jump on the bandwagon. Icons such as Walmart, T-
Mobile, Chase, and even the USPS are all vying for the underbanked and unbanked 
consumer. The credit union industry must have a renewed focus on our core values in 
order to protect our tax-exempt status. We must look to our roots in order to differentiate 
our industry from the Bankers and Gangsters by helping those of modest means gain 
access to provident financial services. 

The first step is to identify those in our communities that are considered unbanked or 
underbanked. Because the specific demographics of this group can vary, it is important 
to identify and understand the specific needs of the population your credit union serves. 
A good place to begin is with your current membership. Look for those accounts that 
have minimal services and create meaningful ways to improve their relationship with 
your credit union. Utilizing methods such as surveys and focus groups could help credit 
unions develop products and services that add value to these relationships. Select 
Employee Groups and other employers in the community would be another resource to 
assist with identifying the unbanked and underbanked in the area a credit union serves.  

The next step would be to consider delivery channels. The traditional brick and mortar 
branch may not be the best solution for this demographic. As we have presented, the 
unbanked and underbanked utilize AFS companies because of location and ease of 
use. Credit unions should look at finding ways to provide services in convenient 
locations such as a store front in the local community or near a major employer. The 
staff at these locations should be diverse and able to communicate effectively with no 
language barriers. Some credit unions now have mobile branches that can be driven 
anywhere. What a great way to provide services at locations where it is most convenient 
for the member. Take the branch to the members instead of the members coming to the 
branch. Online channels have proven to be highly appealing to the underbanked 
demographic. It would be prudent for credit unions to invest in technology that will allow 
them to compete with other online banking providers in order to serve this population.  

After delivery channels have been considered, providing a suite of products and 
services comparable to but better than those provided by AFS companies is crucial. 
Products that we recommend are as follows: 
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 Second Chance Checking Accounts: These accounts are designed for people  
 that have experienced an account closure for reasons such at NSF activity or 
 account abuse. They often do not qualify to open an account at another financial 
 institution due to negative reporting agency history. These accounts can be 
 offered in conjunction with required financial education and compatible products 
 such as direct deposit to ensure future success.  

 Pre-paid Cards: Pre-cards can include debit and payroll cards. These products 
 are being heavily utilized by this segment and they are offered by a variety of 
 vendors. Providing these cards can help to bring the unbanked and underbanked 
 into the financial mainstream. By providing a service they are already utilizing, 
 credit unions can then begin to build relationships and trust with these members.   

 Low-cost, small-dollar loans: These loans can be used to help members break 
 the payday loan cycle that comes with costly fees and high interest rates, making 
 them nearly impossible to pay off for those of limited means. These loans are 
 short term and are best partnered with financial counselling. If carefully 
 underwritten, credit unions can successfully assist with helping members improve 
 their credit scores and escape the payday loan cycle. BayPort CU in Newport 
 News, Va. has written over $50 million in short term loans since they began their 
 program in 2007 and they have helped over 3300 members end the payday loan 
 cycle.  

Online Banking: With low cost smart phone sales and pre-paid service on the 
rise in outlets such as Wal-mart, the unbanked have the ability to move into the 
mobile banking segment that is so popular with those considered to be 
underbanked. It is important for credit unions to invest in this technology in order 
to meet the growing need and desire for immediate and convenient account 
service. Providing education on how to use the technology is a key factor that will 
set credit unions apart from other vendors in this market. Including low cost 
remittance services in this channel is important as much of the immigrant 
population use this as a means to send funds to relatives in country and abroad. 

Financial Literacy Education: Financial literacy education is becoming a thing 
of the past in schools and homes. The unbanked and underbanked  that utilize 
AFS providers are not likely to be receiving education on products and services 
that would enhance their financial well-being, as these companies are focused on 
profit. Offering opportunities such as free financial education programs and 
resources, volunteering in schools and churches to teach financial education, 
and partnering with community outreach organizations to reach those in need will 
build trust and relationships with the underbanked and unbanked. Teaching thrift 
is a core value that differentiates credit unions from other financial providers. 
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Another recommendation is for the credit union industry is to continue to increase the 
number of Low Income Designation Credit Unions. While all credit unions are committed 
to serve the underserved, LID credit unions have developed more effective initiatives to 
serve this market. Qualification for this designation is based upon 50% plus 1 of its 
members having a family income of 80% or less of the median income in the area they 
serve. This designation qualifies the credit union to receive many benefits to include a 
much desired exemption from the aggregate loan limit for member business loans. The 
MBL aggregate increase debate has been an important part of the banking industry’s 
argument for ending the tax-exempt status for credit unions. With an increased number 
of LID credit unions in the US, it would be difficult for the banking industry and 
politicians to argue that credit unions no longer seek to serve those of modest means.  

Another benefit of seeking the LID for credit unions is loan and member growth. 
According to the current NCUA Board Chairman, LID credit unions are lending more 
and growing faster than other types of financial institutions. A key factor contributing to 
the success of LID credit unions is a commitment to improving the financial well-being of 
the communities they serve. Education in combination with collaboration with other 
community agencies is a common theme at the most successful LID credit unions.  

In these difficult economic times, it may prove challenging to raise the capital needed to 
establish and operate small credit unions in these underserved markets. This challenge 
leads to our second recommendation of continuing to build the CUSO network to assist 
with growing these smaller localized credit unions.  

A Credit Union Service Organization, or CUSO, is a corporate entity owned by federally 
insured credit unions allowing them to collaborate and provide more services to their 
members. CUSO’s principles of collaboration for the greater good are in line with the 
founding mission of the Credit Union Movement. They are often formed when several 
credit unions come together to share the risk and manage the cost of providing services 
needed by its members. These services are detailed specifically in the regulations and 
cover many areas such as clerical, lending, payroll, loan origination and support, 
financial counseling services, professional and management services, and insurance 
brokerage. They can provide avenues for innovation, create a revenue stream, and 
reduce service cost for providing products and services.  

If President Obama’s Immigration Plan goes into action, the US will realize a massive 
influx into the unbanked and underbanked financial market. Ethnic groups have greater 
loyalty to credit unions that are founded and run by members of their unique group. 
They are able to establish trust through a greater understanding of their specific culture 
and needs. CUSO’s could help to identify ethnic groups desiring to establish credit 
unions and provide help creating a business plan and getting a charter. CUSO’s could 
sponsor these smaller credit unions and assist with providing operational services that 
may be too costly for the new credit union to afford alone. In addition to increasing credit 
unions designed to meet the specific needs of the underserved, this would allow larger 
credit unions with CUSO’s to directly link their services to assisting those of modest 
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means. This link would be strengthen the credit union industry’s defense of the tax-
exempt debate. 

A current disadvantage regarding CUSO’s is the fact that they can pose financial risk. 
NCUA notes that since 2008, CUSO’s have been the source of more than $300 million 
in direct losses and a loss in assets of more than $2 million. As a result, the NCUA is 
seeking to increase the risk based weighting for CUSO’s to 150% in the current RBC 
regulation. This added regulatory burden could possibly affect the CAMEL rating of 
those seeking to invest in a CUSO. The amount a credit union can invest in a CUSO still 
may not exceed 1% of paid and unimpaired capital, causing many to call the NCUA’s 
proposal extreme and damaging to the collaborative benefits CUSO’s can provide the 
industry.  
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 Summary and Conclusion 
 

As we all know, credit unions were founded on the philosophy of “People Helping 
People” but somewhere along the line we have begun to lose touch with our founding 
philosophy. Credit unions reached out to the blue collar workers such as farmers and 
factory workers, the ones who seemed to find it difficult to make ends meet at times, 
and showed them that credit unions were able to provide affordable financing that also 
allowed them to save. Members raved over what credit unions were able to help them 
achieve and the credit union movement went rampant. Credit unions remained strong 
during all of the many tough economic times in history.  

Much to our dismay, we have learned that credit unions are not the preferred go to 
anymore. According to the 2011 FDIC National Survey of Underbanked and Unbanked 
Households, approximately thirty percent of our population has turned to Alternative 
Financial Service providers for their banking needs. Many of the population believe that 
they will not qualify for financing at a credit union or that a past blemish in the checking 
account history will not allow them to have an account. They are afraid of fees and 
believe that they are looked at as a money maker instead of a member. Unfortunately, 
through aggressive marketing efforts and utilizing locations and hours that appeal to the 
vast majority of the unbanked and underbanked, the alternative financial service 
providers have our potential members believing this nonsense is true. 

There are several ways for credit unions to reach out to the unbanked and under 
banked households. There are such services such as Second Chance Checking 
Accounts for members that had a previous blemish in their checking account history, 
Alternative Payday Lending Loans to help members who have become entrapped in the 
vicious payday lender lending cycle get out of it, offering the use of prepaid debit cards 
for members who are afraid to incur overdraft fees, educating members on direct 
deposit and helping them to avoid paying check cashing fees, educating members how 
to use forms of electronic banking such as online banking, mobile banking and how to 
use remote deposit capture so that they are comfortable with these services and will 
utilize them. 

You see it is not a difficult task for us to reach back to our roots of “People Helping 
People.”  There are risks and a little more precaution when first introducing the 
underbanked to the financial world but there was also risk the first time you drove and 
someone was in the passenger seat with you coaching you along the way until you 
became an experienced driver. What if no one ever wanted to take the risk of sitting in 
the passenger seat while you learned to drive? Would you be taking public 
transportation, would you be walking, would you be relying on others to take you 
places? Credit Unions need to take the passenger seat and encourage the unbanked 
and the underbanked to come in and see what Credit Unions have to offer and how we 
can help.  
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Patty Hemmingsen 
 
In the beginning, I found this topic to be a challenge, however the more I researched; 
the more I realized how this topic can touch every credit union across the country. So 
often, I believed those AFS companies were providing a service to consumers that 
credit unions couldn’t help. Providing to consumers that over time had proven their 
inability or unwillingness to repay their debt or manage their checking accounts. During 
the research and while writing this paper, I realized that the Credit Union industry really 
needs to take a stand in our communities and market to the unbanked and 
underbanked consumers. Many of our deposit consumers are considered underbanked, 
and getting their financing needs met across the street from our branches and paying a 
premium for it. 
I am proud that the credit union I work for has taken the steps to reach out to the 
membership of our community and offer many of the products covered in this paper. 
We, like many others, need to expand on what we have started and work to build lines 
of trust with those consumers that don’t understand the Credit Union industry. We need 
to remember how our humble beginnings were based on serving those who were 
unbanked and certainly underbanked. 
 

 

Sara Aucoin 

I consider myself fortunate to work in a credit union that serves such a diverse group of 
members. My credit union has developed a loan program in attempts to help members 
avoid the financial crutch of payday lenders and a second chance checking account to 
help members who once had a sketchy checking account history. We have seen great 
success with both of these programs. Many members have moved up to other loan 
programs and into regular checking accounts. Yes, we have suffered some losses but 
the rewards of watching a member grow and become financially secure far outweighs 
the occasional losses. I was astonished at the number of unbanked and underbanked 
we still have in our society.  

As I did research and learned why so many choose to be unbanked or underbanked, it 
really was an eye opener. I was intrigued by the ways that Coopera, located in highly 
Hispanic areas, became creative and for every English advertisement there was a 
Spanish one. They molded their branch around the community and the community 
reacted and loved the diversity they were able to achieve. They have bilingual staff 
members so they are able to accommodate anyone that walks in the door. Southern 
Bancorp took a leap of faith and decided to open branches in desperate towns. They 
were often the only bank in town. Being a Community Development Financial Institution, 
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they have seen great success in their leap of faith and continue to reach out to the 
underserved areas. 

At the beginning of the project I believed my credit union was really reaching out and 
helping the unbanked and underbanked. As my research continued, I realized our 
efforts were quite minimal in relations to others out there. If we all extended a warm 
welcome to the unbanked and underbanked, I think we could make a huge difference in 
these areas and eventually turn the growing number of unbanked and underbanked into 
banked.  

 

Angie Kring 
In summary, I was not at all familiar with the unbanked or underbanked populations. I 
was very surprised at the percentage of the population that falls into this category. While 
doing my research I did encounter some inconsistencies with the data and it was a little 
confusing as to who and why these individuals may fall into one of these segments. 
However, the data did consistently show that these individuals either lack the 
knowledge, resources, have a fear of or mistrust the mainstream financial industry. The 
pay day lenders, title loan companies, and buy here pay here lots are developing 
relationships with the unbanked and underbanked and continuing to gain the trust of 
these individuals. The Credit Union industry is shrinking and if we keep ignoring the 
most important part of the financial transaction, the relationship, we will continue to 
decline in numbers and become insignificant as a primary financial institution. Credit 
Unions were built on the “people helping people” concept and we have moved away 
from making this our primary goal. To compete in the financial industry today and to 
remain sustainable we have taken a much more “Banker” approach to how we do 
business with our members. Credit unions have to get back to their grass roots by 
coming up with innovative ways to serve the unbanked and underbanked demographic. 
Offering financial education and giving these potential members the tools they need to 
be financially successful and stable.  

My credit union does not reach out to this segment of our community. We do offer a 
checking account for individuals wo want to re-establish after having prior problems with 
this service. However, from a loan standpoint, we do not offer any type of special 
product for the unbanked or underbanked segment. We are working on developing a 
Credit Score Analysis sheet to give members that do not currently qualify for a loan. 
This will be a plan that our loan officers will discuss with our members to help increase 
their credit score and help them obtain a loan in the future. We will no longer have to 
demy but defer our members’ loans until they can become more successful with how 
they manage their finances. Fear of financial losses may be a factor, but by building 
relationships with this group in my opinion, we have a lot more to gain than lose from a 
financial standpoint. We should be a financial institution where people can obtain help 
without judgement of prior financial mistakes. Building the trust and developing a 
relationship in order to help members reach their financial goals could very well help 
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make or break our future goals as an industry. My hope is that our current and future 
members will speak with pride to others their credit union helped them grow and 
become financially stable. Making dreams come true should be our business.  

 

Sallie Haymore 

Like many who make a career as a credit union professional, I am proud to work in an 
industry with a cooperative vision. Our mission goes beyond simply providing quality 
financial services to individuals and seeks to improve the financial lives of our 
membership. I must admit, I had a pre-conceived notion that we were better than banks 
and AFS providers due to our not-for-profit nature. As I researched this topic, I began to 
better understand the banking industries’ claim that credit unions no longer maintained 
enough of a distinct purpose to continue their tax-exempt status. While there are many 
credit unions in operation that are truly fulfilling our initial mission of providing credit and 
savings options to those of modest means, the number of large credit unions continues 
to grow in the US. My own credit union with $750 million in assets has the LID, but we 
have not taken measures to pursue this avenue to its fullest potential. The most 
vulnerable financial consumers utilize alternative financial service providers, retailers, 
and banks to meet the majority of their financial needs. I have to admit the American 
Banking Association and politicians that are currently pressing to have our now $1 
trillion dollar industry taxed due to the lack of distinction from other financial service 
providers may have a valid argument. Yes we are still member owned and not-for-profit, 
but are we meeting the unique needs of those of modest means in order to maintain this 
distinction? My concern is that if credit unions don’t embrace our original vision of 
collaboratively meeting the financial needs of those who were not served by mainstream 
financial providers, we will go the way of the savings and loan and mutual savings 
banks. This project helped me to better understand the regulatory and political 
pressures facing our industry today. I was encouraged to gain a better understanding of 
CUSO’s and how they may be able to help justify the purpose of the growing number of 
credit unions with over $1 billion in assets. There are extremes in our industry today, the 
very large credit union and the small credit union. The underserved market is growing 
and expanding into middle class America and their needs are being met by those who 
may not be providing provident financial assistance to this demographic. I feel credit 
unions can only continue to exist by embracing our original member; those of modest 
means who’s needs could not be providently met by mainstream financial providers.  
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