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Editor'sNote

Had you asked me prior to this assignment what
elements make up a good credit union executive, | prob-
ably would have said things like training, education,
market awareness and management professionalism.
Whilethat list is good asit stands, it doesn't begin to tell
half the story. | found that out as | began working with
the manuscripts for this volume.

All of those things | mentioned, along with the
abilities to motivate employees, interact with board
members, master the new technologies and devise
brilliant strategies, are becoming more important as the
days go by. But they're just elements, asides, "frosting
on the cake,” if you prefer my mother's favorite expres-
sion. At the heart of the matter lies a genuine concern
for human beings and the commitment and desire to
serve. That's what really separates credit union execu-
tives from the other financial professionals, what sets
them apart and, in my opinion, a little ahead of the rest.
It's their sensitivity to human need, coupled with their
professional ability to serve those needs, that makes
them more than just another moneylender.

I knew that element of caring was present before |
started this project. What | didn't know was exactly how
much of a driving force it was in the life of each and
every contributor. No matter what the subject or spe-
cialty, each one of the authors you're about to read
stresses the importance of member service and, more im-
portantly, compassion for peopl€e's needs. | admire that
in them. It made the editorial task much easier, and in-
stead of a time-consuming assignment, | feel I've had the
pleasure of making 14 new friends.

Thanks to each and every one of you for showing once
again that the principles behind credit unions are indeed
alive and well.

— Michael Muckian
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Forward

by John F. Buddle

t's a privilege for me as chairman of the Credit
Union Executives Society, in its 25th
anniversary year, to participate in the
oduction of Sharing the American Dream. | have
been a part of the credit union industry for 29 years,
and it's a pleasure to acknowledge and celebrate the
Society's quarter century and to look forward to even
brighter and bolder horizons for the future.

| believe that effective communication is of para
mount importance to the success and continued growth of
any industry. That is particularly true of credit union
people. They have aways been recognized for their shar-
ing of ideas and innovations for the benefit of all. Others
compete while credit unions cooperate. Our philosophy
has been "people helping people,” and that unique
approach in the financial services field has long been a
factor in our favor.

This volume is a lasting way to celebrate our renewed
commitment to professionalism in the credit union in-
dustry as part of the Society's "Y ear of the Credit Union
Professional.” It documents our history and offers future
perspectives gathered from a wide-ranging cross section
of today's most knowledgeable people. Their insights and
experiences will benefit othersin the pursuit of increased
expertise.

It seems quite in keeping with our philosophy that this
book should be multi-authored. Collectively, our group
of authors have hundreds of years of firsthand credit
union experience. In the following pages, they share
their views in a pragmatic way about a host of vita

issues. All topics of interest or concern could never be
covered in asingle volume, of course, but this book is
far more than simply a "potpourri" of ideas and tech-
nigques. It deals effectively with today's current issues and
tackles future directions head-on.
| am very proud to contribute the forward to Sharing
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the American Dream. As a Canadian, | share much with
my friends to the South. In addition to our common
borders and language, we have the same roots and
democratic ideals that have kept our nations intertwined
in friendly harmony throughout our histories.

My association with the Credit Union Executives
Society has also been a sharing experience for me of
over 20 years. Through conferences, seminars and a
variety of publications, and especially through personal
contact with my peers, | have learned much and kept
abreast of the developments both inside and outside my
profession. In the next 25 years, | know that the
Society will strive to meet the needs of even greater
numbers of members, and will broaden the scope of
credit union professionals beyond their local peer
groups toward a more global community.

As credit union professionals, our primary interest will
aways be to help our members in their pursuit of finan-
cial growth and independence. To that end, the Society is
dedicated to improving the professionaism of its
members. A book such as this is yet another way we
share our skills with both volunteers and professionals,
inside as well as outside our industry. The fact that it's co-
sponsored by the Credit Union Executives Society
Foundation shows the concern that not only members, but
the public at large, become aware of the tremendous
advantages of credit unions.

| believe that Sharing the American Dream will prove
invaluable as it draws on a broad spectrum of talents, and
will give its readers a very complete picture of the credit
union movement; past, present and future. The Society
feels a sgpecia responsibility to the credit union
community. Thiswork is but one more means of meeting
that essential responsibility. But books don't write
themselves. "Who casts to write a living line, must sweat,
" wrote Ben Jonson. For this book, many people have
sweated. I'd like to thank them, one and all.

What is"the American dream” and who sharesit? Inits
broadest sense, the dream was verbalized by Abraham
Lincolnin his Gettysburg addressin 1863. "It isfor us. . .
to be dedicated here to the unfinished work which they
who fought here have thus far so nobly advanced . . . that
government of the people, by the people, for the people,
shall not perish from the earth!" Of the people, by the
people, for the people — just what credit unions are all
about. All Americans, and by extension, al democratic
people throughout the world, share in the belief that
everyone, regardless of race, color, creed or
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any other difference, has an equal opportunity to ad-
vance him or herself. To me, Lincoln is the embodiment
of that dream.

The credit union dream is much the same. Our mem-
bers share equally the opportunities provided for them
by their credit unions to grow and prosper in financial
independence and security. Some dreams are, however,
only so much unattainable pie-in-the-sky. But other
dreams, spawned by dissatisfaction with existing con-
ditions and taken up by men and women who truly
cared and believed in their cause, who thought futuris-
tically for the benefit of all, have transformed those
dreamsinto reality.

The credit union dream is al'so being realized. With a
cooperative spirit and democratic principles entrenched
in our philosophy, the credit union movement is now
worldwide. It has grown from a handful of members at
its beginnings to over 108 million members today. Our
concentration on the needs of our members, rather than
on the outright pursuit of profit, has taken us from
relative insignificance to an enviable place of
prominence.

Credit unions around the world are prospering like
never before. In North America, credit unions are en-
joying aperiod of overwhelming growth and success. The
specia secret to our success bears repeating. Our member
orientation is what gives us our strength. The
understanding of member needs and desires is what sets
us apart from the rest of the financial servicesindustry. A
recent survey in the American Banker ranked credit
unions number one in consumer satisfaction and ap-
plauded credit unions for a 39 percent increase in con-
sumer confidence. Member loyalty is more important
than ever to the stability and success of our industry.

The future of our industry is going to be an active one
filled with changes and growth potential unparalleled in
even our most recent past. From al that I've seen,
read and experienced, | can safely say that credit unions
are high on the list of trail blazers. We have progressed
with the times. Many credit unions have done an excel-
lent job of keeping pace with and, in some cases, even
outdistancing other financial industry leaders.

What lies ahead for our industry? The words that have
been gathered for this book are intended not only asa
record of where we have been, but also as a map to the
future. Our new financial environment has all the ele-
ments of an untamed frontier filled with danger as well as
opportunity, with new market segments to discover



and new technologies to tame. There will be no short-
age of new and exotic options facing our credit unions.
It is an understatement to say that thisis not the same

industry we knew 25 years ago and that it will not be
the same industry 25 years from today. Where we will
be, even five years from now, is anybody's guess. But
according to most experts, onething is certain: there will
continually be more sophisticated consumers who will be
more selective in their choice of financial services and
financial service providers. We will have to prove our
worth on an almost daily basis.

Our members are looking for high-yielding vehicles
and good investment strategies just like everyone else.
But they are also looking to be treated like people and
individuals, not merely account numbers. Where would
our credit unions be if our member confidence disap-
peared tomorrow? It's not something we can afford to
take for granted. We can look to past experience for
guidance, but to rely solely on what has gone before has
been the folly of many a traditionalist. In the face of
rapidly changing scenarios, credit union professionals
are needed to lead the way into the 21st century.

In his recent American Banker article, Jack -Whittle
defined the very essence of what it means to be that pro-
fessional. He said a professional is conscientious of time,
and complete and thorough in his follow-through. A pro-
fessiona is organized, works in specifics, assigns
priorities and, above al, is a good communicator. A
professional is an eternal optimist who delights in
tackling and resolving problems and never a
procrastinator who avoids dealing with issues. To these, |
would add two more points.

In these days of increasing competition and greater
consumer awareness, a credit union professional must
continue his or her education. We must always strive to
improve our knowledge in new directions and expand
our horizons to incorporate new areas of expertise. With
the growing focus on meeting consumer needs, one of
the hallmarks of credit union professionalism must be an
increasing commitment through service to members and,
through them, to the credit union and the community it
Serves.

We have built on our traditions. We understand the past
and the philosophical roots of the credit union movement.
We must carry those ideals into the future, adjust our
approach cautiously and in the interest of the continued
development and success of each credit union.

Dreams do come true. To assure our future success,



we must guide our credit unions with a strong, educated
hand. A dedicated professional must lead the march.
Hard work alone is no longer enough to create the type
of institution that will be able to provide a full range of
services to our members, while withstanding often
crushing opposition from without. The first line from
the Credit Union Executives Society's own Code of
Ethics pinpoints the type of leadership necessary to
keep the credit union dream alive.

"A credit union professional makes honor, integrity
and unselfishness a basic standard of conduct." That
must be a personal commitment as well as a
professional goal. Credit unions have come a long way,
but we still have a long way to go. It's reassuring to
know after reading the following chapters, that we'll be
traveling in such good company.






Chapter

More than any other financial institutions, credit unions
have contributed most heavily to the American dream of
personal financial independence. That's the way it's been
from the start, explains Jack Mitchell, and that's the way
it will always be.

Responsibility for that success is due to the compas-
sion credit union executives and directors have had
toward members. Credit unions are administrated
through both the head and heart, and that's an integral
part of what makes them successful. Professional skills,
aided by compassion, give management a level of under-
standing unparalleled in the business world.

But such compassion must be cultivated, and such
skills subjected to continuous, on-going education
through reading, meeting and professional member-
ships. That's what contributed to Mr. Mitchell's level of
management excellence when he served Dallas
Teachers' Credit Union, and that's a position advocates
for any level of credit union management.
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Credit Unions-
A Working Definition,
A Philosophical Perspective

by Jack A. Mitchell

here's more than one way to look at an

American dream, which is certainly a very

appropriate title for this admirable effort by
the Credit Union Executives Society. The purpose of
this "American Dream” book is to try and capture the
spirit of management that has played such an
important part in making credit unions what they are
today. My way of looking at the American dream is to
state simply that when | first became involved with
credit unions, never did | dream that they would
become such an important part of my life and the lives
of those | was so fortunate to come in contact with and
become good friends with over the years.

| knew from the very beginning that credit unions
were an excellent idea. | knew that the dreams of many
of us, myself included, would be fulfilled because of our
involvement with credit unions. But | really didn't dream
that my involvement would go so far as to become a
major part of my very existence.

From the day | became a credit union treasurer and
volunteer until the day | retired as the chief executive
officer of Dallas Teachers Credit Union, my hours were
filled with credit union involvement at al levels.

My happiest moments were spent working with credit
union people. At the risk of oversimplifying my heart-
felt feelings toward credit unions, let me say | believed
from the very beginning, throughout my professional
career, and even more so now, that among the many
things that make credit unions unique, most important is
the dedication of people to their fellow man. This is
something I've never lost sight of and, to this day, | look
back with many fond memories of al the people | was
involved with.

The fulfillment of my American dream isthat | have
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Therole of
the
professional

Therole of
chapters,
leagues

been able to experience this unique movement firsthand.
| have been able to watch credit unions grow from a
modest idea in the brains of great credit union leaders to
the successful industry of today. | have watched the idea
involve millions more people than | ever dreamed

possible. And | have watched a movement grow and
mature until it has become well-established, meaningful
and a dream fulfilled in countless ways.

The story of credit unions has been told many times,
in many ways, by many people who are in a better posi-
tion than | to explain the details of our combined suc-
cess. But perhaps a story that hasn't been told is the role
that the professional manager has played in the growth of
credit unions. Credit union managers have come to
depend on and continually support their own organiza-
tions. This alows them to improve and enhance their
own professional development and, in so doing, make an
even greater contribution to the success of all credit
unions everywhere. Of course, I'm talking about the
Credit Union Executives Society.

| can still remember one afternoon when | stood with
about a half dozen of my colleagues outside the old
Loraine Hotel in Madison, Wisconsin, talking to credit
union pioneer Roy F. Bergengren. We earnestly dis-
cussed how credit unions were helping people help
themselves. But we also discussed how we needed to
do so much more and involve what we thought at the
time were thousands, and turned out to be millions
more people.

With great enthusiasm, we discussed the importance
of supporting enactment of favorable legislation. We
talked about the types of organizational structures that
would be needed to accomplish our lofty goals. We
discussed at length the roles of chapters, leagues and a
variety of national organizations, some already in ex-
istence and some just a vision in our minds.

The challenges presented by this great credit union
pioneer |eft gleamsin the eyes of al the younger men
who participated in the conversations. It was clear that
Bergengren was talking about an American dream of his
own. Bergengren's dream was — more than any of us
knew at the time — quite a brilliant dream: helping our
fellow man in avery down-to-earth, practical way.

Today, we dill refer to this as the credit union
philosophy, a philosophy that has stood the test of time.
It's a philosophy that still sets credit unions apart as
unique financial ingtitutions. It's a philosophy that has
never been more challenged in the years since. It's
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Update or be
left behind

Sharing the
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philosophy that must be upheld if credit unions are to
compete successfully, and not only maintain their special
position in the financial well-being of credit union
members, but create a growing appeal for potentia
members to "get in on" the good thing we still call credit
unions.

| feel so strongly about credit unions personally and
they have meant so much to me over the years, that it is
tempting to use this opportunity in discussing the
American dream to preach. But I'm determined not to do
that. Rather, | want to talk about one small segment of
the credit union world with which | have intimate
knowledge and which has been, and will always be, a
major source of pride as | look back on my personal
contributions to the movement.

Early on, many of us recognized that if credit unions
were going to succeed, they needed to have a lot of
volunteers who were dedicated, talented, able and will-
ing to put in the time to get the job done. We knew we
basically had a good product, but we also knew that,
likeaModel T Ford, we had to continually find ways to
update it so that we didn't get left behind and find
ourselves one day obsolete. The automobile is basic
transportation, yet there are ways it has been, and still
can be, improved. The same holds true for credit
unions. The basic idea has held strong and met the test
of time over the years, even though early pioneers
might not recognize today's credit unions.

That is not a criticism but rather a fact of life, and a
compliment to those who have helped credit unions keep
pace.

In 1960, we had the structure. We had the volunteers.
We had the idea. We had the credit union philosophy. But
what became apparent to some of us was that we needed
stronger professional management. Full-time managers
who were meeting the challenges of growing in
progressive credit unions needed all the help they could
get. They werethefirst to admit it.

Rather than complain, however, they decided to get
together and talk about it. That's something credit union
people have always been willing to do. When they have a
problem, they sit down and talk about it. | am not so
naive, even after al these years, to think that from these
discussions come simple and unanimous decisions.
However, they do manage to get a sense of direction, and
that's what happened when professional credit union
managers decided that they were unique within a very
unique field. But where could they go for help?
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Saying true
to course

As today, they quickly came to the conclusion that one
of the best sources of information was the exchange
of ideas among themselves. If acredit unionin Maine
had a problem and found a way to solve it, why not
share the solution with a credit union in California?
Early on, this group decided that there was no reason
to re-invent the wheel.

But there was no structure for professional managers,
neither in person nor as the popular term is used today, a
"networking” system of some kind.

There were alot of palitics involved, but neither can |
nor do | care to remember the details. Sufficeit to say
that there were enough people who felt strongly about
the value of professiona development for full-time credit
union professionals that they worked out a program. To
some of the older readers of this book, the names Mildred
Boyd, Rod Glenn and Elmer Johnson will sound familiar.
They and others involved in the organizational
efforts of what is today the Credit Union Executives
Society established early on that the purpose of the
organization would be to provide specia servicesto
credit union managers and to provide opportunities for
them to share ideas with other successful credit union
executives.

As | review what the Society is doing today, | am
proud to see that it has never lost sight of its purpose.
While other organizations have come and gone and have
changed their goals and priorities, to quote ancther credit
union pioneer, "the Society has remained constant to its
original purpose.”

The needs of professional credit union executives have
changed for sure. None of us ever dreamed of the kinds
of subjects, types of speakers, and variety of programs
and services that the Credit Union Executives Society
offerstoday. But today's needs are different.

Looking back, running a credit union in those days, as
weve all heard so often since, was a pretty simple
task. We took in the money and we made loans primarily
to help tide people over until payday or for major ap-
pliances or automobiles.

When we talked about our American dream for credit
unions, | wish | could say that we had so much foresight
that we knew it would someday involve impressive,
practical and convenient facilities, on-line rea-time
computers, services ranging from mortgages to adjust-
able-rate loans and share drafts. As for delivery systems,
all they meant to us back then was that a member would
comein and sit down with us and, after a suitable
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The future
of the
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Assuming
leadership

amount of time and committee meetings, would walk
out with aloan, sometimes even in cash. Today's
delivery systems, of course, include ATMs, credit cards,
pay-by-phone and a lot of other products and services
just coming off the drawing board.

Just as credit unions were simple in those early days, so
was the Credit Union Executives Society. The Society
really didn't do alot by today's standards. But there wasn't
aneed. To be sure, we held conferences and had some
publications. But alot of our time was spent simply
discussing how we were going to survive and how to
handle the political turmoil that always seemed to sur-
round professional managers and their organization, the
Credit Union Executives Society.

Budget considerations were dealt with as a permanent
agenda item. So was staffing and the future of the
organization.

In those early years, we fulfilled a very important
function. We provided a forum for the professional
credit union executive through assembly conferences,
through our publications, and through correspondence
and the telephone. We provided an early opportunity to
exchange ideas and learn together. It worked and it is
still working. Despite political problems and what have
turned out to be unjustified fears of some state
organizations and trade association politicians, the
Credit Union Executives Society has maintained its pur-
pose as a unique organization designed to assist profes-
sional credit union executives in their jobs. To be sure,
that assistance took a lot of different paths. Sometimes,
it involved helping the executive understand the com-
plexities of management. Sometimes it meant providing
very technical information. Other times it meant assist-
ing Society members in working with their elected of-
ficials. Coping with aready-passed regulations and
legislation became another high priority item.

Looking back to that first organizational meeting in
Denver, Colorado, June 3-7, 1962, | probably should
have been frightened away from taking the leadership
role that was bestowed on me at that time. I'll never
forget when my wife Elizabeth and | walked into the
hotel and were met by arather large group of executives
who informed us that they wanted me to not only run for
the board of directors of the Society, but also to become
its very first president (chairman). While | was not really
sure what | was getting into, and was overwhelmed by
the idea that they wanted me to be the first elected
leader of this unique organization, | agreed to
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$1 billion
and over

serve if elected. And | was elected.

We were fortunate even back then to have an out-
standing board of directors. As | look back over the
years and continue to look at the elected leadership of
the Society today, | can honestly say that has been one
of the real strengths of the organization. With so many
good people from the growing ranks of the Credit Union
Executives Society to draw from, it seems to me that the
challenge has been in trying to determine which of the
many capable people should be elected to carry on the
important work of the Society. But this has been done very
consistently.

Those early meetings were good meetings. They were
small, but by today's standards, credit unions collectively
were quite small. There were alot more credit unions,
but based on the number of members and assets, they were
not big organizations. As a matter of fact, agroup
of managers who put together a similar organization
prior to the formation of the Credit Union Executives
Society, the National Credit Union Management Associ-
ation (NCUMA), quickly earned the nickname, "The
Cadillac Club." That simply meant that those credit
unions had reached the astronomical heights of $1
million or more in assets.

It should come as no surprise to anyone that neither
NCUMA nor the Society in their wildest dreams ever
thought that someday there would be a credit union with
over $1 hillion in assets, let alone $2 billion. And probably
before the end of this century, therell be a credit
union of $6 hillion, $7 billion or even $8 billion in assets.
You see, asfar as |I'm concerned, when you've come up with
agood idea, no matter how long ago or how small
it isat the start, you just can't hold it back. Today | feel
more strongly than ever — or should | say | dream more
than ever — that there is no outer limit on where credit
unions can and will go in terms of asset size, the number of
members served and the influence on the American dream
itself.

Over the years as credit unions grew, the Credit Union
Executives Society grew right with it. Sometimes, credit
unions outpaced the Society. Sometimes, the Society
grew faster than credit unions. Over the years, the Society
has awaystried to be in the forefront; to be a risk-
taker; to try and be on the leading edge of management,
both in theory and in practical application. The Soci-
ety has remained a flexible organization and with some
due pride, | think it's because those of us involved in its
early formation set an early course for it that is still valid
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today. That isn't to say there haven't been changes. There
have been dozens of changes; good changes, and changes
that have resulted in a stronger organization that is even
more responsive to the needs of its members, if that's
possible.

Many of these changes were brought on by necessity. The
movement was changing. The needs of professional
managers were changing.

Many of the changes, however, were very politically
controversial. Over the years, the leaders of the Society
decided that in order to function effectively, provide the
maximum amount of service to members, and justify its
very existence and dues dollar, that it was going to have
to become a non-political, self-supporting organization,
capable of standing on its own two feet.

To accomplish this, the Society set out to hire a full-
time professional staff of association executives, in-
dividuals who could look beyond the politics and keep
as their top priority, (as the elected leadership had done
before them), the purpose of the organization, namely
to serve its growing membership.

The idea worked. From a few hundred members, a
small conference and a mimeographed newsletter and
directory, the Society began earning a reputation for
educational conferences that were not only the biggest,
but were highly regarded as the best. The Society pro-
vided a greater number of educational program hours
and more high-level speakers than any other group. And
all were aimed to meet the specific needs of professional
credit union managers rather than to satisfy the
politicians.

To gain strength, the Society incorporated and
adopted its own bylaws, sought and received its own
tax-exempt status, handled all its own administrative
details and added to its own professional staff in order to
practice what it was preaching to its members.

It was a thrill to watch this dream unfold. Credit
unions were growing rapidly. More members were re-
ceiving more services. The assets of the industry were
doubling and tripling. The number of services to meet
the needs of members and face competition from other
sources head-on grew like crazy.

| was so pleased to see that the Society was doing the
same. The number of members went from several hun-
dred to 1,000 to 1,500 to 2,000 to today, well over 3,000.
The budget went from less than $100,000 to a figure ap-
proaching $3 million. The staff went from one part-timer
subsidized by CUNA to a full-time staff of profes-

17



Changing

roles

Complexities
of the future

sionals, well-trained in the techniques of association
management, and highly regarded specialists in their
individual fields.

Under the capable direction of a constantly changing
group of elected leaders, the Society remained consis-
tent with staff members who themselves became experts
in conference management, publications and programs
and services.

Today, the Credit Union Executives Society is not the
same organization it was back in those early days when
we wrestled with whether or not to even form such an
organization and, once organized, whether or not we
could sustain it. But credit unions aren't the same
either. And that's as it should be.

One of the many strengths of the Credit Union Ex-
ecutives Society, as | look back, has been its flexibility,
its willingness to change, its unique structure and its ability
to stick with its purpose. The programs changed,
the conference themes, locations, speakers, topics and
al the rest changed. But that, too, is as it should be if the
organization is going to continue to meet the pro-
fessional development needs of credit union executives.

It is astonishing to me to look back some 30 years or
more and recall that the topics we discussed in the very
beginning are the same topics that professional credit
union executives are discussing now. For example, ser-
vice to members, record keeping, marketing, support
organizations, cost control and more. The names have
changed and the approaches are much more sophis-
ticated. But basically, the job that credit unions have
set out to do and the job that the Credit Union Ex-
ecutives Society has set out to do remain constant and
unique.

Even the wisdom of Roy F. Bergengren, however, was
not keen enough to look into the future and comprehend
the complexities of individual credit unions and the
movement as it exists today. So as we dream about the
future of professional executives, we become aware very
quickly that the must have a working knowledge of
many more complex problems than any of us ever
dreamed of. They must have specialized professional
training, appealing marketing programs, good building
location, equipment for storage and retrieval of al types of
information, excellent control over expenses and
greater productivity from a smaller group of employees.
They must use every tool available, of course, but |
believe their professional society, the Credit Union Ex-
ecutives Society, will continue to be one of their greatest
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resources as they face the challenge of the future. And as
they dream on, not only am | going to continue to share
this American dream, but | know eveyone involved with
the Society, past, present and future, will also share and
become an important part of this dream aswell.
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Chapter

Unless we learn from our past, we are doomed to relive
it, say historians. While the growth of credit unions has
been tremendous, the movement has been steeped in a
past full of courage, energy and commitment. As the
tradition presses on, it's important to know where we've
been in order to know where we are going.

Credit union pioneer Louise McCarren Herring's per-
sonal involvement with the movement is living history,
setting the stage for the tremendous levels of growth to
come. Through her account, you can almost see the com-
mitment of Edward Filene and feel the efforts of Roy
Bergengren, joining hands with our forebearers to forge
a new movement in financial services, designed to help,
not hinder the working people of the world.
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Washington, D.C.



Sharing the
American Dream

by Louise McCarren Herring

t the turn of the century, the industrial revolu-

tion wasin itsinfancy. Society was moving

from an agrarian economy to an industrial

onomy, and that meant people were dependent upon

jobs that developed with the growth of those industries.
In the beginning, industrial leaders did not accept any
social responsibility, and in many cases took advantage
of their position to maximize their profits.

Edward A. Filene was a Boston merchant who was
born of Russian-Jewish immigrant parents. When he was
young, Filene's parents could not afford to send him to
college, so he worked in the small establishment owned
by his parents. Through hard work, they were eventually
ableto build their small store into the now famous Filene
Department Store. Yet al during that time, Filene
agonized over the problems associated with minority
groups and industrial leaders that never had a formal
education.

His business practices were very innovative for his
day. He was the first to establish a "bargain basement."
When an item did not sell at the first-assigned retail
price, he would put it in the basement and mark it down
each week until it sold. This became a very lucrative
program for him, and shoppers stopped by daily to check
prices and determine if an item could be bought at an
even lower cost. As the customers came in each day to
study the "loss leader,” they also looked at other things
they needed, and his business grew. In spite of Filene's
success, the problems of the people rarely left his mind.

Filene always considered himself a student and kept
a bookshelf by his bed. When he awakened in the mid-
dle of the night, he made notes about his dreams for the
future.

Filene was very interested in political democracy, but
felt it would not succeed unless it was buttressed by
economic democracy. He also felt that his being a
millionaire gave him more power than any one person
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should have. He constantly studied the economies of all
the world's countries, many of which he visited person-
ally. During one trip around the world, Filene met a
British civil servant in India by the name of Edward
Gourlay, who was working to set up cooperative credit
societies in that country. Filene was so taken by the
worth of the idea, that he cancelled the remainder of his
trip and returned to Boston to bring such cooperative
credit societies, now known as credit unions, to the
working people of the United States.

Filene found that Alphonse Desjardins, a Frenchman
living in the Canadian province of Quebec, had started
cooperative credit societies under the name of Le Caisse
Populaire (people's banks). As the members of these
societies migrated down to the United States, they
brought the cooperative credit society with them. Thus,
the first credit union in the United States was organized
in 1908 in St. Mary's Parish in Manchester, New
Hampshire.

With hisvision, Filene felt that if he really wanted to
bring cooperative credit to the people of the United
States, it would need legislative backing. He enlisted
the help of Massachusetts Attorney General Calvin
Coolidge. Pierre Jay, then bank commissioner of
Massachusetts, had been in touch with Desjardins,
since he also wanted to find some instrument to take
industrial workers out of the clutches of the loan sharks
and eliminate the exploitation of workers. Workers
were exploited through "salary buying," a method by
which workers could sell their upcoming paychecks for
cash at a discount if they ran short of funds. With the
help of Jay, Degjardins and other industrialists, Filene
finally succeeded in having the first credit union law
enacted in Massachusetts in 1909 to legally authorize
the organization of credit unions.

Filene not only wanted to relieve the average working
person of the misery and exploitation resulting from the
lack of available credit, but aso wanted to remove the
stigma of usury that surrounded the practice of ex-
tending credit. Since it was mostly Jewish people who
had the money to loan and were willing to take the risks,
an onus was attached to Jews as usurious money lenders.

It was fortunate for the credit union movement that
Filene met a young lawyer by the name of Roy F.
Bergengren. Bergengren did not enjoy practicing law and
was deeply moved by the suffering of railroad
employees, factory workers and even farmers who
struggled to make ends meet. He was appalled by the
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hardship of working people who could not feed and
clothe their children, or provide them with adeguate
medical care or even arudimentary education.

Though Filene and Bergengren had very different
motives for their interest in the credit union concept,
they did not disagree on the need for credit unions to
be organized throughout the United States. Filene's
motivation was due largely to the fear he felt for
minority groups' place in society.

One of the last conversations | had with Filene left an
indelible impression on me. "We are both members of a
minority group,” he said. "I am a Jew and you are a
Catholic. Minority groups cannot exist under any other
form of government than a democracy. A politica
democracy cannot survive unless it is buttressed by an
economic democracy. The economic democracy cannot
succeed unless the people who make the products can
buy them. The people cannot buy the products if they
dissipate their wages on the long price of installment
buying or the high cost of credit. The aim of the credit
union is to enable the average working person to ex-
change his paycheck for the maximum amount of goods
and services." Thus, Filene's motivation was to make
democracy work.

Bergengren, on the other hand, thought the pain and
suffering he saw was due to the high cost of credit and the
high cost of goods and services. He wanted to make the
paycheck of those who worked for a living more ef-
ficient, and he believed everyone who worked ought to
be able to save money. He knew average people would
not have an effective savings account unless they could
save regularly in small amounts and without embarrass-
ment. He thought that when the members owned their
savings, they ought to be able to use savings to meet
their own legitimate credit needs. Bergengren saw in the
credit union avehicle that could solve these problems of
working people.

Partnership for the two was inevitable. But that part-
nership, under the name of the Credit Union Nationa
Extension Bureau, was not all sweetness and light. Filene
agreed to furnish the money to keep the Bureau in ex-
istence. Bergengren agreed to work for passage of legisla
tion and to provide samples of credit unions. But one of
Bergengren's most difficult tasks was to keep Filene
paying. Filene contributed to many worthwhile causes, but
wanted credit for everything he did. He helped organize
the Chamber of Commerce and the International
Chamber of Commerce, he invented the ssmul-
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taneous translation system for the League of Nations,
and he organized the 20th Century Fund that helped
finance many reform movements in our society. Filene
was very active in the "Town Meetings of the Air" and
used his money to debate and discuss various political
issues of the day. He defended Franklin D. Roosevelt
when he was accused of packing the Supreme Court.

Filene did not hesitate in buying enough radio time to
advance the many social issues of the day. He would
give thousands of dollars to a project but, in contrast,
came home and raised Cain with his cook for paying a
penny a pound more for spinach than he thought was
necessary. He lived in a small frame house on the
Charles River. He never married and never owned a car.
He devoted his money and energy in his later years to
the advancement of democracy and the betterment of his
fellow citizens.

| think it's important that today's credit union mem-
bers and leaders understand the different social and
economic climates into which the credit union idea was
introduced. In those early days, we had only an infant
labor movement. We had no Social Security, no health
insurance, no worker compensation laws, no usury laws.
The rates of interest, or the amount of money charged on
loans, were set only by the borrower's need and the
lender's greed. When slack times came in factory work,
older people were laid off first because they were con-
sidered the least efficient. Instead of having seniority
rights as we do today, allowing the last hired to be the
first laid off, it was the sick, the disabled and the older
people who were the first let go, never to be called back.

Together Filene and Bergengren had great dreams for
the credit union movement. Bergengren was a great be-
liever that it could promote world peace. He felt that if
the working people in one country knew the working
people in other countries, they would be less likely to
go to war with each other. Bergengren used to say that
if atram conductor in London knew the street car con-
ductor in New York, they would find out that they had
more on which to agree than to disagree. Bergengren
wrote a booklet called CUMET (Credit Union Members
Mass European Tours) which he hoped would promote
travel in other countries so the citizens would get to
know each other.

Even though credit unions did much to eliminate
prejudice, discrimination and "second-class citizen," we
still had our share of this kind of thing. That was in the
1930s, when anyone who did not agree with popular
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thinking was labeled a "communist." | was preaching a
very radical doctrine which said that working people are
honest, have brains and have rights to work together for
the common good. | was so often accused of being a
communist that | thought | ought to wear my rosary
around my neck. Nevertheless, it did not keep me from
attending and participating in the street corner rallies or
the meetings held in public parks where speeches were
made advocating changes to improve the lot of working
men and women.

At most of the meetings | attended, there was only one
woman present — me. It never occurred to meto
let men dominate the gatherings or criticize me for being
awoman. | knew that some of the "leaders’ of the credit
union movement wanted me out just because | was a
woman, but | never let it bother me. | had met Eleanor
Roosevelt and the first female Secretary of Labor, Mrs.
Frances Perkins, the first female cabinet officer and the
only one to serve through all of Franklin Roosevelt's ad-
ministration. But | can honestly say there were very few
of uswho let the dominating factor in choosing leaders be
their gender.

We found prejudice of another kind. Some people
wanted us to change the name of the organizations we
were promoting to eliminate the word "union." The
labor union movement was gaining success in its
organizational attempts and industrial |eaders were
growing more and more afraid of them. | remember one
time | had an appointment to organize a credit unionin a
foundry. The owner of the foundry learned about
the meeting and said that no meeting would be held on
his property for purposes of organizing a union. | said to
the workers, "Well, let's move outside and talk about
it." Asthe meeting progressed, it began to rain. | said
that | would return when the weather cleared up. Those
listening to my story wanted to continue the meeting and
decided that the only safe place where we could not be
thrown out was the men's washroom. In we went, and |
took enough signatures to present an application for a
charter to the government. As aresult, a credit union was
organized.

One of Bergengren's first tasks was to obtain passage
of legidation authorizing credit unions. The stage had
aready been set by several European countries trying to
solve problems associated with working people securing
credit. William Howard Taft, who was president at the
time, was familiar with these experiments and wrote a
letter to each of the state governors urging them
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to do whatever was possible to help solve the problem of
credit for the average working American.

The need for fair credit has been apparent ever since
man came out of the cave and entered into a socia con-
tract with others. The weak were exploited by the strong
and the poor were made poorer as the rich got richer,
which helped to create peaks and valleys in the economic
system. The leaders of the new credit union movement
were working feverishly to balance that inequity.

A young gentleman farmer from upstate New Y ork,
who was a member of the New Y ork Legislature, recog-
nized the plight of New Y ork farmers and their need for
good credit. He introduced a bill in the Legislature to
permit the organization of credit unionsto serve the
farmers of the state. The young legislator's name was
Franklin Delano Roosevelt. At the same time, other
legislatorsin New Y ork were trying to get legislation to
help meet the credit needs of the urban workers. The
two groups got together and wrote one bill that provid-
ed for the organization of credit unions with all types
of fields of membership. It was passed in 1913.

North Carolina also passed legidation and promoted
the development of credit unions. Bergengren's plan was
to select certain states each year, go into those selected
states to secure legidation and, of course, organize some
sample credit unions under the law.

Some states took their own initiative, however. Ber-
gengren did not have Michigan on hislist until he re-
ceived aletter from the personnel director at General
Motors asking him to come to Lansing and help pass a
law authorizing credit unionsin that state. Thiskind
of help was agreat plusin Bergengren's opinion, so he
quickly revised his schedule and prepared the legidlation.
When the bill was set for a hearing, Bergengren stopped
in Detroit to ask the man from GM to help lobby the hill
through. He found that the man had been fired and that
they now planned to fight the bill.

That angered Bergengren so much that he was deter-
mined to stop at nothing to get the law enacted. The
bill was passed, and he selected the Detroit teachers as
one of the first sample groups. Bergengren liked to tell
the story about that organizational meeting. He recalled
that the superintendent of schools agreed to call a
meeting, even though he was not enthusiastic about the
prospect. He introduced Bergengren to the group of
assembled teachers by saying, "Here's a man who wants
to talk to you about organizing a teacher's credit union. |
think it's a sad day when people have to organize a
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union to get college credits. Besides, the idea won't work
because there are no teachers who are smart enough to
manage their own money and they ought not receive help
in getting college credits.” A teacher by the name of John
Howell joined with Mr. Bergengren to organize the credit
union.

Other legidlative battles were rough ones. In Ohio, it
took eight years to get a law; the legislator who pushed
the law through later became a Supreme Court justice,
Harold Burton. Bergengren was fortunate in meeting a
young lawyer from Cleveland who worked for the Legal
Aid Society and represented many railroad workers
caught up in the salary buying scheme. The young at-
torney's name was Claude E. Clarke, agentle, kind man
who had much concern for others. Clarke fell in love
with the credit union idea and worked in and for the
credit union movement aslong as he lived. He helped
solve existing problems and prevented other ones from
arising. Sometimes he was paid for his efforts, but
much of his work was done as most of us did it — asa
volunteer.

Establishing laws was only part of the procedure. We
also had to make sure they were kept on the books. A
credit union law was passed in West Virginia, but a
relatively small number of credit unions were operating
under it. The governor appointed a committee to codify
the laws, which, of course, was not meant to change,
delete or add to the existing laws. The job of the com-
mittee was only to rearrange the laws so they could be
more easily understood and used more effectively and
efficiently.

The chairman of the committee was a small loan
lender; he neatly clipped the credit union law from his
report. The report was presented to the legislature and
adopted by it just before the legislature adjourned and
went home. Shortly thereafter, each credit union in the
state received a notice to liquidate, since they were now
operating illegally. Bergengren had to go back to the
governor to get a stay of execution until the Legislature
came back into session so the credit union law could be
re-enacted.

Constant guard had to be maintained to prevent can-
cellations or changes in the credit union laws that would
reduce their effectiveness. We also had to go through
the process of amending the laws aready on the books,
since many amendments were made to the original laws
in order to secure passage. We had to keep working to
bring back the original laws as they were originally in-
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troduced. We had to constantly update the laws so they
would conform to arapidly changing economy.

In 1934, Bergengren knew Filene was getting tired of
paying, though there were still afew states in which we
had not yet succeeded in getting credit union legisla-
tion. Bergengren decided to try for a federal law. This
would enable us to organize credit unions anywhere the
American flag flew and act as a secondary line of
defense against unfriendly legislation or administrators.
His efforts made it very easy for a state-chartered
credit union to switch to a federal charter and a federal
charter to switch to a state charter. Filene strongly
opposed Bergengren's attempts to secure a federal law
because he thought he would not be successful.
Bergengren, however, went ahead with his plans.

He was able to enlist the help of Senator Morris Shep-
pard and Congressman Wright Patman, both from Texas.
Much time and effort was spent enlisting the support of
legislators, until finally the credit union act passed
through Congress and was signed into law by President
Roosevelt. Congress also appropriated funds to set up a
department with the Farm Credit Administration and
hired staff not only to supervise credit unions but also to
organize them.

Bergengren believed there should be as many state-
chartered credit unions as there were federally
chartered. Bergengren wanted us to use the federal law
primarily as alever in those states where we had never
been able to get a state law or where the state law was
so weak that it was impractical to operate under. Even
though there was a state law in Pennsylvania, for ex-
ample, very few credit unions existed under it because
of poor legislation and unfriendly supervision of the
law from time to time. Bergengren impressed upon me
that we should not let federally chartered credit unions
dominate the credit union movement.

The federal government accepted Bergengren's recom-
mendation for the administrator of the federal law,
Claude Orchard. Orchard was working in the personnel
department of Armour and Company in Omaha,
Nebraska, and had organized credit unions within Ar-
mour and other organizations. He was a great help in
the legislation process. He hired Jimmy Dacus and
Harry Culbertson and sent them out to organize federal
credit unions. Orchard later hired Claude Luce, a postal
worker from Y oungstown, Ohio, who had credit union
experience.

Orchard also hired a protestant minister by the name
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of Claude Oldham, who worked mostly in Indiana, but
occasionally in Ohio. | was always asking for help in
Ohio because there were so many groups interested in
credit unions and so few people who were willing to
spend their own time organizing them.

The story of the development of credit unions under
the federal law requires a book in itself to be adequate-
ly covered, but | am happy to have had a part in it. |
made a pact with Bergengren that for every federal
credit union | organized, | would also organize a state
chartered one. | tried desperately to keep a balance in
the states where | organized. At that time, there were
some people in the credit union movement who thought
all credit unions should be organized under a federal
charter. History has proven how wrong they were.

In those days, there was no data processing and only
a few mechanical bookkeeping machines. As a result,
industry leaders felt the ideal credit union should con-
sist of no more than 300-500 potential members. When
we attempted to organize credit unionsin large corpora-
tions, for instance, we organized enough groups so that
the limit of membership in each group would be
approximately 300 to 500. Often we organized more
than one credit union per floor of a large corporation.
Thus the volunteer treasurer, or even a paid one, could
keep the records up-to-date and service the members.

In the early organizing days, we believed that if we
had a group of 50 people, we could organize a credit
union. We have to remember that the average worker did
not own, nor was even anxious to own, an automobile.
The loans were usually remedial, going for doctor bills
or to help young couples set up housekeeping. We made
unsecured loans for $50 and secured loans for $300 and
occasionally $500. I've often been asked why
Bergengren set the maximum rate of interest at 1 per-
cent per month on the unpaid balance, or 6 percent per
annum discounted. Bergengren's answer was that it was
the easiest way to figure interest and generate enough
income to pay expenses and develop capital. He was an
ardent capitalist and believed that, "if you live in my
house, you should pay me rent. If you use my money,
you should pay me interest."

In the beginning, we had very restrictive rules. For
example, elected officers, directors or committee
members could not borrow from their own credit union.
We were trying to avoid the problem of official family
members taking advantage and getting the largest and
most loans. | remember in one instance when | organized
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a credit union, people in the audience wanted to be
sure that a certain person was elected. One man stood
up and said, "Everybody knows that he never pays
what he owes. So if we elect him a director, he won't
be able to borrow."

| almost always organized credit unions at a change of
a shift or before or after working hours. One night, |
went to a meeting of teachers in Columbus, Ohio. The
meeting ended about 9:00 p.m., and since | had sched-
uled a meeting with the Dayton, Ohio police for early the
next morning when the late shift went off and the first
shift came on, | decided to drive the 70 miles to Dayton
that night. Even though it was snowing and most people
would have said in those days that it was foolish to drive
at night, | started out. | got to the outskirts of Columbus
and saw a street car parked at what | thought was the end
of the line. | passed the street car and was immediately
stopped by the police for passing a street car that was
loading and unloading. An officer took me back to
headquarters downtown where | was told | either had to
pay afine, post bond or go to jail. Because of the snowy
night, many officers were sitting around either coming
off duty or waiting to go on. They listened as | explained
that 1 could do none of these things because | had to be
in Dayton early the next morning to organize a credit
union for the police force there.

As | explained what a credit union was and the good
it could do for working people, the officers sitting
around started to pitch money up on the table to pay my
fine. | made each person who contributed to my fine
give me his name and address so | could repay him.
Finally enough money came in to pay the fine and | was
dismissed, with a date to return to organize a credit
union for them. They thought the idea was so good they
were willing to pay to have a credit union organized. It
gave me the opportunity to tell them, as | have told so
many groups, that no one should pay to get a credit
union. Bergengren and Filene had secured the laws and
organized the credit unions as a public service. Those
who received this service without cost or obligation had
a responsibility to see to it that anybody who wanted a
credit union should get it just as they did — without
cost or obligation. Bergengren often paid lawyers and
other local people to organize credit unions. He never
paid me because | felt it was a great privilege to
organize credit unions in the hours | was not working
on afull-time job.

The first credit union | organized was for the members
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of the Brotherhood of Railway Clerks. | knew nothing
about organizing credit unions so | spent the entire
meeting reading aloud the bylaws and explaining the
brief but exciting history of the credit union movement.
Later on, | was able to cut down the time it took to
organize a credit union.

The biggest problem to overcome, though, was the
operation of what was popularly termed a "bucket
shop," called such because in any group of working peo-
ple, | could always find one person who was getting rich
on small loansin the shop. A person could borrow $5 that
he needed to get through until the next payday.

However, when he paid back the $5, that was only in-
terest and he owed the usurious money lender for many
paydays to come. | used to say that if | tried hard
enough, | could find in any group of wage earners the
man who was buying a new car each year with the in-
terest he collected from these small loans.

One has to realize that, at the time, there was no small
loan legislation, nor Russell Sage Foundation, to pro-
mote small loan companies providing the credit needed
at afixed rate of interest. The legal loans were made
at arate of between 42 and 60 percent. Even after
passage of the small loan law setting the legal maximum
amount of interest to be charged on loans, usurious
money lenders still operated. Theseillegal loans were
made by loan sharks who would physically harm those
who could not make the exorbitant payments. We have
documented many loans made at 120 percent, 240 per-
cent and higher.

In 1934, Bergengren and Filene decided that the
greatest weakness in the credit union movement was its
subsidy. Even though Filene was amillionaire, the com-
bined assets of the credit unions then in existence were
greater than his wealth. They agreed that the people
who benefited from credit unions should bear the burden
of seeing that anybody who wanted or needed credit
union service should get it in the same way they had
received it — without cost or obligation. They also
thought that the exising credit unions should work with
each other to help protect and improve the laws and find
better ways to operate as time progressed.

A call went out to 50 groups who had benefited from
credit union service inviting them to attend a meeting
in Estes Park, Colorado, to discuss and take action on
the formation of a national association of credit unions.
| was employed in the personnel department of the
Kroger Grocery and Baking Company headquartered
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in Cincinnati, a vantage point from which | had organ-
ized several credit unions. Paul Mooney and Paul Bell of
the personnel department told me about the invitation.
They went on to say that the Kroger Company did not
feel it should pay the expenses for anyone to go to
Colorado to attend the credit union meeting. | told them
that | would go at my own expense if they would give
me the time off. They gladly consented to this arrange-
ment and from their mature point of view told me many
things to look out for. | was to particularly watch out for
any opportunists, they said, who wanted to personally
profit from the development of the credit union move-
ment. | was 25 years old at the time.

| wrote to Mr. Bergengren and told him | would be
representing the Kroger Company and the 13 credit
unions that were in existence in the company at the time.
| really felt that | was an old friend of Bergengren and
Filene as | had had so much correspondence with them.
Arrangements were made for everyone in the East and
Midwest to meet in Chicago and take the same train to
Denver. From there we were to go to Estes Park, to the
YMCA campground.

| left Cincinnati on Saturday, spent the evening with
some college friends, and on Sunday morning boarded
the train and went to my seat. | was reading an in-
teresting book, when it got so hot in the pullman coach
that 1 went to the observation car, the only air-
conditioned car on the train. | saw a middle-aged
woman talking to avery harried man. | listened to their
rather loud conversation. The woman, who turned out
to be Agnes Gartland, Bergengren's secretary, said to
the man, "I have asked every woman on thistrain if she
is Louise McCarren except that kid over there reading a
book." At that point, | approached the two and said, "I
am Louise McCarren, are you looking for me?" Need-
less to say, both of them were very nonplused, and
Bergengren confessed to me later that he had never
been so mad in his life that the great Kroger Company
would send a mere "kid" to represent them at such an
important meeting. Filene came along, however, and
saved the day by inviting me to have a drink of scotch
whiskey with him.

The only other person from Ohio on that train was
Claude Clark from Cleveland. Bergengren passed me off
on him and showed his disgust with the whole situation.
We arrived in Denver two days and one night later
where we all boarded a bus for Estes Park in the Rocky
Mountains. This was my first experience with the West.
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Bergengren felt that | had to be protected, so he saw
to it that | had a cabin right next to his and near the
compound where we were to meet and eat during our
stay in Colorado.

The meeting started out on a friendly note, but it
wasn't long before it deteriorated into two or three
groups. An lllinois league had already been organized
since they had one of the earlier laws, and they were
represented by a group that arrived with a set of bylaws
for the new organization. A set of bylaws was also
presented by a group from the East, mostly New Y ork
and Massachusetts.

The biggest point of contention involved discussions
about financing the new organization. Bergengren thought
it ought to be financed by dues collected from the
members. We all knew that we would have to develop
common services, and some thought the profit on this
was adequate to finance the movement. There was
another wrinkle to the issue of financial administration.
As the state laws were passed, credit unions were
organized under them into state leagues. The conclu-
sion was easily reached that the national association
would be called Credit Union National Association
(CUNA). Individual credit unions would join the state
leagues and pay dues. Dues to the national association
would be paid by the leagues at the rate of 10 cents per
member. State leagues would have educational arms
called chapters, to be organized where there was more
than one credit union in a given area. They would meet
on a monthly basis and discuss common problems. In
that manner, credit unions could assist each other.

Final resolution of financing the whole project proved
difficult. Bergengren was a skilled communicator, and
when the argument got too heated and tempers flared, he
would call for arecess and send us all outside. When we
looked at the mountains, we tended to forget our pet-
tiness and resolved to try to work together. | learned
later that Claude Orchard chose Estes Park as the place
for the meeting largely because of the majestic
mountains. It was difficult to be small and petty in that
kind of environment.

He picked the YMCA camp because it was inexpen-
sive and within the reach of the average person who
worked for aliving. The camp was run by Herbert Evans,
assistant football coach at Cornell under Lou Little.
Filene was so taken with him that he hired him to work
for the 20th Century Fund, one of Filene's projects.

Those of us who wanted to finance the credit union
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movement from dues instead of profit from services

finally crept back into the movement and now we have
come full circle. The movement is significantly financed
by rebates from those who render servicesto it. It seems
to me that in 1986, we have to go back and rethink what
we are doing and hopefully get back on track. | would

like to see the credit union movement financed by dues,

and the first obligation would be for us to bring credit

union service to everyone who needs it in the same man-
ner we received it — without cost or obligation. Thisis
particularly true of Third World countries.

When we adjourned the meeting, several of us went
back to Madison, Wisconsin, to plan for the future.
Madison was chosen because of the liberal government
in Wisconsin which had sympathetic tendencies toward
consumer cooperatives. Governor Lafollette was very
helpful in the early days of the national organization.
Madison was aso close to the center of the U.S.
population, which at that time was between St. Louis
and Kansas City, and had a favorable social and
economic climate.

Bergengren had written and directed a play which we
planned to put on to help preserve the history of the
meeting. Unfortunately, afire in Madison destroyed the
entire project. The tragedy did little to dampen our
spirits, however, and our first job was to get members
for CUNA. That meant organizing leagues in states that
had a few credit unions but no leagues. Bergengren
presented the standard bylaws for al the leagues. Each
time a league met, the meeting would be opened with
two reports, first the names and number of credit unions
organized since the last meeting, and then al other
business.

In the beginning, the leagues were only paper organi-
zations since they had no money to put towards staffs.
They did, however, have boards of directors who met
quarterly. State Chapters met monthly to exchange idess,
organize credit unions and help each credit union with its
operating problems.

Bergengren, in fact, discouraged Leagues from
establishing offices and hiring unnecessary staff support.
In aletter to Hubert Rhodes of North Carolina written in
January, 1942, Bergengren says, "l notice an inclination
on the part of managing directors to do two things
almost automatically as soon as they are appointed: (1)
hire an office; and (2) write for a stock of credit union
accounting forms. | hope very much that Mr. Webster
(MD) will be dissuaded fromtaking either one of these
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steps. A league which is hiring a full-time managing
director for the first time can be built most rapidly by
contact.

I think the managing director should keep his office in
his hat for a considerable period so that he can devote his
energies to (1) contacting old credit unions and bringing
them into the league and improving their services, and (2)
organizing new credit unions--

The forms are also a nuisance for a state league. As you

know, the Ohio Credit Union League has a managing
director, afield staff of three and an office of two,
and after handling forms for a while, they tossed them back
in our lap because they found that handling forms
took so much time and bother that the whole process
was a dead loss. As Louise McCarren wrote me, it is
much better for an employee to be working on a con-
structive credit union program than it is for him to be
doing up bundles. . .
... There is something almost fatal about an office. A
man in an office can find innumerable reasons for stay-
ing there and what we need in the credit union right
now is men in the field."

Filene gave a declining subsidy to the movement,
enabling Bergengren to hire Earl Renfro from Missouri
and establish headquarters in an old house on Washing-
ton Avenue in Madison.

Bergengren also started a magazine called The Bridge, (A
Way to Economic Betterment). It sold for $1 ayear
for 12 monthly issues. The idea was that it would be self-
sufficient and paid for out of advertising revenue. With a
subsidy from Filene, Bergengren also organized CUNA
Mutual Insurance Society. As the movement grew, it at-
tracted the attention of many people and organizations
that wanted to sell it goods and services. Bergengren
always said that we organized to prevent exploitation
of the working people from without, and that we also
must protect them from exploitation from within. In-
surance companies constantly tried selling loan protec-
tion insurance to members so that if they died, those re-
maining would not have to pay off existing loans. Usual-
ly the treasurer or the credit committee would get a com-
mission from the sale of this insurance. Corruption crept in
and, in some credit unions, it became necessary to
take out the insurance if you wanted to get aloan. The
premiums were high and when a member wanted a $50
loan, he was encouraged to take more money than he
needed, thus increasing the income of the treasurer or
credit committee.
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CUNA Mutual was designed to curb such corruption.
At first, it sold only loan protection insurance. A slogan:
"the debt should die with the debtor" developed very
rapidly. Still, the majority of citizens had never heard of
a credit union and did not know its purpose, how it was
formed or how it operated. One day a young man turned
up at CUNA's Washington Avenue headquartersto apply
for ajob. He was a recent graduate of the University of
Wisconsin and had learned about a credit union there.
He talked to Earl Renfro, and when Renfro found out
that he had an applicant who knew what a credit union
was, he shouted to Bergengren, "Chief, there's a man
looking for a job who knows what a credit union is."
Bergengren's reply was, "Hire him." That man was
Thomas Benson, who later became a senior vice
president of CUNA Mutual Insurance Society.

One of the provisions of the original bylaws of
CUNA Mutual was that the manager of CUNA should
also be manager of CUNA Mutual. Bergengren felt that
the movement should not be split by those who wanted
the credit union financed by profits and those who
wanted it financed by dues. It did not work that way and
the split occurred.

The profit-oriented group won, resulting eventually
in the firing of Bergengren, and CUNA Mutual's mov-
ing out of headquarters to start their own program on
the outskirts of Madison. The group tried very hard to
control the entire credit union movement, but in that
they never fully succeeded.

In the meantime, the Ohio League voted to hire me
as managing director. | took the job on the belief that
the credit union movement would grow. | made a con-
tract with Filene and Bergengren that | would work six
months in Ohio and the remaining six months wherever
the American flag flew.

When we ran out of money in Ohio, | convinced the
Division of Securities of the State of Ohio, (the department
that was administering the Ohio credit union law),
that the state should hire me to train examiners. | also
wanted to write descriptive pamphlets that could be sent
out to answer inquiries about the new law and, more
importantly, to continue to organize credit unions. | also
helped to organize state leagues, among them Kentucky
and Michigan. | was able to continue to do what | had
started out to do, except my salary came from the State
of Ohio instead of the Ohio Credit Union League.

One of Bergengren's last accomplishments before being
fired was to establish an international movement that
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included al the countries of the world. One of the big
battles that we fought was over whether or not we were
a cooperative movement. Many credit union leaders who
wanted to be tied into big business tried to prove that we
were not a cooperative, and that took much of our

time and energy. Many so-called leaders thought that
we ought to be like banks. | used to say that if you
want to be a bank, take out a bank charter, but do not
try to operate a bank under a credit union chapter.

The international aspect of the credit union movement
was taken on mostly by Catholic missionaries. Father
Ganey, a Chicago Jesuit priest, carried on his missionary
work by organizing credit unions in the South Pacific.
He used to compare the credit union to the economy. |
heard him say many times that if you give a person a
fish to eat, he will eat for aday; teach him how to fish
and he will eat for alifetime.

The Maryknoll Sisters, Priests and Brothers carried
the credit union idea to the Philippine Islands and other
islands in the Pacific. A Protestant missionary did much
to promote credit unions in Hawaii before it became a
state. Father Sullivan, a Jesuit from Boston, carried the
idea with his missionary work to Jamaica and the West
Indies. One of his students, Paddy Bailey, became the
leader of the World Council of Credit Unions. He
organized groups in Africa and other countries in the
Middle East. The World Council is now led by Al Char-
bonneau, who wrote me in a recent letter which said in
part, "1 have just finished reading your article in the
"Management Profile' section of Credit Union Manage-
ment and was once again fully taken by it. Frankly, I
wish more of us had the ability to put the credit union
philosophy into such plain, everyday meaning as you
do. It continues for me to be a constant source of
inspiration and encouragement, and certainly | can
draw from this additional strength to continue on the
work of credit union development in the international
field. Please continue to be who you are and what you
are, because to those of usin leadership positions, it is
important to continue to hear from the great pioneers
such as yourself. While many of the new credit unionists
would quickly quarrel with you, | maintain that, never-
theless, everything you say must continue to be said
over and over. Hopefully, the new people coming into
the movement will understand that it is more than just a
business.”

We face many problems today that | thought we had
solved 50 years ago. Many of our leaders no longer look
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upon us as a reform movement, but as an industry. But
| still think that if we ever become just a business and
not a reform movement, we have lost our way. We con-
stantly promote bigness. Almost all of the lists of credit
unions that | see rank the credit unions based upon
their assets, and those assets are constantly diverted
into speculative ventures so we can pay a higher
dividend. Why not judge credit unions by the way they
serve their members?

Do we operate as our members would have us
operate? Do we tell our members how to use the credit
union and do we make every effort to see that their use is
productive? Did you ever hear of any industry that is a
reform movement?

It is said that there have been more changes in our
society in the last 75 years than there have been in all of
recorded history. The great challenge to the credit union
movement isto adapt to change. The computer alone has
made it necessary for us to make many changes in our
way of doing business. Records are no longer being
kept by hand or even by bookkeeping machinesin credit
unions that want to serve their large numbers of
members effectively and efficiently. We can
electronically transfer funds immediately so that a
person can belong to a credit union in another state and
lose nothing because of the distance involved. So now
there is no limitation to the size of a credit union. We
can serve a large number of members better perhaps
than a small number as size becomes more cost efficient.
However, we have to remember never to lose the
personal touch or the willingness to help our members.
We have to learn how to find out what our members
want from their credit unions and how to economically
and efficiently give it to them.

We till need to keep in mind our objective — to help
each member convert his or her paycheck into the max-
imum of goods and services.

We have to compete with all of those institutions that
would provide credit for members at a profit to the in-
dtitution. We have to encourage our members to save
money, to plan their retirement and their financia
security. We must remember what we started out to do
and then find ways to do it with the modern techniques
available.

We used to say that we are our brother's keeper. | think
that iswrong. We are our brother's brother. If we
are to have peace and security and decrease the problems
of poverty, we must all work together to help each other.
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Congressman Wright Patman used to say that after the
church, the credit union did more to help the working
person than any other organization. A properly operated and
motivated credit union can achieve this goal .
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Chapter

Are credit unions a movement or an industry? That's
one of the major questions facing executives today and
it's a question not easily resolved. If we're a movement,
will we forego the necessary professionalism, business
accumen and competitiveness that describes the

marketplace today? And if we're an industry, will

member service and managerial compassion suffer in
favor of greater profits?

According to Perry Dawson, it's not a matter of such
easy polarities. Credit unions are still a movement, but
perhaps may best be described as a movement within an
"industry" of service. That's an environment every bit as
professional as any of the for-profit competitors, but
much more compassionate in its dedication to the people
it serves.

But what is in danger, Mr. Dawson feels, is the
human element, the high-touch, if you will, of today's
highly technical environment. Credit union executives
may bow to the competitive persuasion, sacrificing too
much member service for too little market advantage.
A delicate balance must be maintained. Credit unions
are indeed a movement, operating within an "industry"
of member service. Anything lessis a disservice to both
member and executive.
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TheHeart of the
Credit Union Philosophy

by Perry M. Dawson

f history isto be our guide, and it alwaysis, then |
stand convinced that the driving force behind the
success of the credit union movement and the glue
that keeps it together has been its philosophy. The
credit union concept of people helping peopleisa
simple one.
Itssimplicity is easily understood by those of al economic
and educationa levels. Its basic humanism formed the
basis of the first cooperative credit societies in Europe
and helped millions of people support and boost the
credit union movement with a missionary's fervor and
zedl.

To better understand the strengths of those philo-
sophical concepts and the role of the credit union move-
ment, you must first understand the degree to which those
philosophical concepts motivated the pioneers of both the
19th and 20th centuries, both in Europe and the New
World.

Cooperative societies of al sorts were common to the
European continent during the 1800s, but it was two
Germans who refined the philosophical concepts of the
modern day credit union movement. In the 1840s, Her-
man Schulze-Delitzsch developed the first cooperative
credit society in Germany in an effort to aid urban
craftsmen and proprietors, while Frederich Wilhelm
Raiffeisen attempted to help starving farmers around
him who were victims of heartbreaking crop failures and
unbearably high interest rates charged by unscrupulous
money lenders. Motivated by avery strong desire to help
their fellow man, both men spent many years refining
and promoting their versions of the cooperative credit
society.

The person generally considered the father of the
credit union movement in North America, Alphonse
Degardins, a French-Canadian journaist from the
province of Quebec, believed all men have a social duty,
what he referred to as an "everlasting duty” to serve their
fellow man.
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philosophy

During his efforts in the early 1900s to help Canadians
break the yoke of usury and high interest rates charged
by money lenders, Desjardins learned of the efforts be-
ing put forth in Europe and how the credit societies
functioned there as a means for people to help each
other. He was a good student and learned and applied all
he could in his own country.

The original idea or concept that made up the basic
early philosophy of the credit societiesin Europe re-
volved around people pooling their resources or savings
in order to lend to each other. Credit unions have always
encouraged members to save and otherwise practice
thrift, in addition to providing credit at favorable in-
terest rates. The credit union pioneers in Europe placed
major emphasis on the character and worth of in-
dividuals in the granting of credit.

Edward A. Filene, a wealthy Boston merchant, was
one of the first Americans to become interested in the
credit societies in other countries. He observed such
organizations while traveling in India in 1907 and was
intrigued by the way such organizations provided the
means for people to help themselves to a better standard
of living. Filene learned all he could about the
organizations and, in 1908, participated in a conference
in Massachusetts which led to the formation of the first
credit union act in the United States.

Pierre Jay, the banking commissioner of Massachu-
setts, also saw the potential good credit unions could pro-
vide and wanted to establish laws that would make such
institutions legal. Jay was responsible, with the help of
Desjardins of Canada, for the passage of the first general
state credit union act in Massachusetts in 1909.

Models of what credit unions should be like, including
their philosophy, were developed by Filene and others
following the legislation, but the actual formation of credit
unions proceeded dowly at first. Finaly, in 1916, the
Massachusetts Credit Union Association was formed,
providing assistance in the organization of credit unions.

Filene employed Roy F. Bergengren in 1920 to work
for the Massachusetts Credit Union Association.
Bergengren, an attorney, knew nothing about credit
unions when hired and was simply looking for ajob. He
quickly learned about the philosophical concepts of
credit unionism — the serving of people, the promotion
of thrift and the reducing of exploitation by loan sharks.
He embraced those concepts wholeheartedly, and may
have made the greatest personal contribution of any in-
dividual to the credit union movement in the United
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States. His efforts over the years in the passage of various
laws in individual states to authorize credit unions, and
later his work through the Credit Union Extension
Bureau, financed by Filene, ultimately resulted in the
passage of the Federal Credit Union Act in 1934. At the
time, Bergengren was quoted as saying, "The real job of
the credit union is to prove in modest measure the
practicality of the brotherhood of man.” That became the
working definition of the credit union philosophy.

Another person who lent his support to the credit
union movement was Texas Congressman Wright Pat-
man. Patman's support in the passage of needed credit
union legislation over many years strengthened the
movement and proved invaluable. Patman often said,
"Next to the church, credit unions are the most powerful
force for good in Americatoday." Thereis no doubt that
it was the basic philosophy of the credit union move-
ment that caused him to offer his never-ending support.

My credit union career began 30 years ago in early
1956. Compared to the pioneers | just talked about, | was
a Johnny-come-lately to the movement. Yet | have had
the great privilege of knowing some of the second
generation credit union pioneers. | often wondered what
caused Mr. H.B. Yates of Texas to donate thousands of
hours of histimeto the Dallas Teachers Credit Union, the
Texas Credit Union League and the Credit Union
National Association during the 1940s and 1950s. In my
conversations with him at Dallas Teachers Credit Union, |
learned that his driving force was the desire to help
people and that he saw the credit union movement as an
opportunity for that to happen.

Later, | found that Henry Claywell of Florida had the
same enthusiasm and drive, and he channeled his
concern through his efforts as treasurer/manager of
Hillsborough County Teachers Credit Union in Tampa.
His effortsin the formation of the Florida Credit Union
League and his participation in the activities of CUNA
attest to his dedication to the movement. In preparing a
history of Suncoast Schools Federal Credit Union,
which was formerly Hillsborough County Teachers
Credit Union, | learned that Claywell was known to
spend untold hours of his own time on evenings and
weekends in doing work for his credit union without
pay. It's that type of dedication that has made credit
unions worldwide what they are today.

Today, credit union leaders and pioneers continue
the work their forebearers began. Some, such as R.C.
Morgan of Texas, impress me with their never-ending
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energy to serve the credit union movement. Jack
Mitchell, who served Dallas Teachers Credit Union for
over 30 years, set an example and provided guidance
for me during the 12 years | worked with him. Jack's
efforts helped establish a firm philosophical
foundation | feel has characterized my career in the
movement. | have always felt that the dedication and
leadership of many other credit union leaders whom |
have had the privilege of counting among my friends
has provided added inspiration for my own efforts.

In contemplating my own career as a credit union pro-
fessional, | learned at the outset that it was essential to
honor the principles and philosophy of the movement. |
have always strived to teach my staff to place emphasis
on the character and to believe in the honesty of in-
dividuals. Over the years, | have often heard members
relate versions of "l don't know how | would have gotten
by without the help of the credit union.” That is the type
of image that Henry Claywell and | both attempted to
establish at our institution. Together, we've given that
philosophy a long and concentrated effort — Henry for
33 years and me for 19 years.

Henry stressed, as | have over the years, that credit
unions are unique financia ingtitutions formed and
operated to carry out a specia philosophy of people help-
ing people with mutual financial assistance. | still believe
that credit unions are organizations of people rather than
dollars, and | always will.

| ran across a quote from a Minnesota credit union
officia in the 1960s that summarized a basic truth of that
philosophy. | believe it still applies today:

A man's credit union is the only non-gover nmental
free enterprise, democratically controlled, self-
supporting organization that is solely and exclusively
concerned with all aspects of his economic welfare! Itis
the only place he can go for credit, for instance, where
he represents something other than a source of profit.
He may or may not get the help he wants, but he will get
an answer uncorrupted by any need to exploit his
situation.

That philosophy lies at the heart of our movement, and
it's a philosophy that must never be corrupted.

In addition to placing great emphasis on training
employees to carry out the principles of the credit union
philosophy, it's important to stress that credit union ser-
vices must be provided in an efficient, prompt and
courteous manner. To me, that's part and parcel of serving
our members. And we al must remember that, in
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the end, members are the owners of our institution and
should always be served with dignity and respect.

In examining the impact of credit union philosophy
on pioneers of the movement and the many thousands
of volunteers who have served as directors and commit-
teemen of credit unions, we cannot ignore the impact of
such a philosophy on individual members. It seems to
me that no matter how dedicated our pioneers and
volunteers may have been, the movement could not
have been truly successful had there not been any
substance to the concepts, principles and philosophy
that were established at the outset. The fact that it has
been as successful as it has stands in testament to the
value of that substance.

Our members must have understood and appreciated
the virtues of the credit union movement. Otherwise, it
is unconceivable that they would have lent such strong
support. I've always believed the greatest marketing and
advertising successes of the movement have been the
result of individual testimonials of credit union mem-
bers. Individuals, especially today, would never support
a movement they did not perceive as worthwhile to
themselves and others in their particular area of com-
mon bond. It's truly unfortunate that, in some cases,
credit unions have failed to communicate the true
philosophy of the movement and thus failed to proper-
ly reach many potential members.

| can recall two specific instances that illustrate the
support members will give their credit unions when
called on to do so. The first involved the desire of Sun-
coast School's board of directors to switch from a state
charter to a federa charter in 1978. They desired the
change in order to offer credit cards and share draft ser-
vice to their members. We experienced great difficulties,
at that time, in getting approval to offer those services
from the Comptroller's Office for the State of Florida, the
regulator of state-chartered credit unions.

It was necessary for a mgjority of those attending an
annual meeting to vote for the change and was aso
necessary that a majority of the members eligible to vote
support the change through a mail ballot. Past annual
meetings were normally attended by some 400 to 500
members, most of whom attended only for a chance at the
prizes given through a drawing. At this particular
meeting, however, members overflowed the high school
auditorium when the meeting was called to order. At-
tendees overwhelmingly supported the charter change.

When the mail ballot was sent to members, more than
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50 percent approved the charter change, with no follow-
up effort required. | was very proud of their response and
felt that such a turnout and such a vote was an over-
whelming indication of support from the members.

The second instance was in early 1979, during an ex-
treme credit crunch. We found it necessary to restrict
loans because of a shortage of available funds. | wrote a
specia editorial in our newsletter, The Credit Union
Courier, entitled "Continued Support of a Philosophy." |
explained the philosophy of our institution as a part of the
entire credit union movement and made a plea for
members to switch savings accounts from other in-
stitutions to their own financia institution — the credit
union. | explained that the funds would be used to sup-
port the credit needs of members. The response to that
plea was more than sufficient to remove al restraints
from the lending policies.

Over the years, I've heard many testimonials from in-
dividual members about how the credit union helped
them through their difficult times. In conjunction with
the celebration of Suncoast Schools Federal Credit
Union's 50th anniversary in 1984, a specia history was
prepared. A number of early credit union members were
contacted and their comments were included in an ex-
tensive section caled "Reflections.” These members
were asked to relate some of the things they could recall
about the early years of the credit union and its ac-
complishments. Their reflections speak not only of their
own experiences, but the credit union philosophy as a
living philosophy, active within members.

"l first heard about the credit union from my
principal. | was young and a little afraid to jump into
something new, but | just knew that it was the thing to
do and that it would work. | didn't need to borrow, but
put my savings in the credit union. The credit union
has done so much for others. My faith has paid off."

Lois S. St. Clair, a member since 1934

" | was always a thrifty person and put a little
money away regularly and was surprised at how fast
the amount grew. | always encouraged young teachers
to join the credit union and watched it grow. It has
done so many good things for people — it has always
been great.”

Dorothy M. Moseley, who joined in 1934

"I joined the credit union at the very beginning. We
had difficult times in the school systemin the Depres-
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sion — a $100 loan seemed like a $100,000 |oan today.
One time, on a Sunday, | needed to know about a loan
so | called Mr. Claywell. He told me to come on over
and 'let's talk — on SUNDAY! The credit union has
always had good people — they must really do a lot of
screening to get such good employees. They never

made anyone feel bad or little if they could only make
the minimum payment on a loan. The credit union is
one of the greatest organizations |'ve ever dealt with —
| wouldn't think of going to a bank."

Flossie Sparkman, a member since 1935

"l joined the credit union when Mr. Claywell
worked out of the Madison School. Before the credit
union, the only place we could get a loan was from
loan companies that were called salary buyers. If we
borrowed $45, we had to repay $50 on payday, so we
were still short. The credit union didn't charge much
interest and gave you more time to pay loans. | was
able to go back to school for a four-year degree
because of the credit union. | could not have made it
without the credit union. I've always appreciated the
opportunity to be a member."

Erma Y oung, a teacher who joined in 1938

"I have many good memories about the credit
union. Many of us were forced to do business with what
were called 'loan sharks' in the 1930s and were taken
advantage of. Mr. Claywell got us into the credit union
and | was the 14th black member to join. Co-signers
were required for loans at first, but that ultimately was
changed. 1 was able to secure money for going on to
school as well as meeting living expenses and purchas-
ing furniture. The credit union was a godsend to all of
us, black and white. I'm proud that | got to know people
like Henry Claywell, T .R. Robinson, Adeline Moran
Bailey and Sue Sperry."

Edwin Artist, a member since 1938

"1 worked with Henry Claywell, who was involved in
the founding of the credit union, and drew up the charter
at Henry's request. | believe that the credit union was
one of the finest things to come along during the 1930s.

It was a place where teachers could belong and get help.
There wasn't anything else available like that at that
time. Henry Claywell never waivered in his
determination to make the credit union a success. | don't
believe that current members can possibly appreciate the
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difficulties in starting the organization 50 years ago. The
credit union attempted to serve everybody equally and
made no distinction regarding their position, race or sex.
| think the credit union did many wonderful things and |
thank God for its success."

LaMar Sarra, who served as a director from 1938 to
1948

How many non-credit union financia institutions can
boast that kind of testimony? It's testimony to the effec-
tiveness of the credit union philosophy and the value it
hasin the lives of its members.

Needless to say, it's vital that modern financial ser-
vices be provided to meet the needs of membersin order
to retain their support. All things considered, I'm pleased
to see that the vast majority of members of credit unions
do support the basic principles and philosophy of the
credit union movement.

My own career as a credit union professional has been
spent working for two credit unions— Dallas Teachers
Credit Union in Texas and Suncoast Schools Federal
Credit Union in Florida. I'm thankful and proud that both
credit unions are considered successful and pro-
gressive. In 1985, | prepared a column for Chalktalk,
the newsletter for the Education Credit Union Council,
entitled " Some Common Elements for a Successful
Educational Credit Union." Some of the items | men-
tioned may seem very basic, but each item helps establish
a solid foundation which will enhance the success of any
credit union. They come from my heart, and lie at the
heart of the credit union philosophy.

» There must be a strong commitment on the part of all
elected officials and management staff to understand and
put into practice the basic philosophy of the credit union
movement.

* Every policy set by the board of directors must be
reached with the best interest of individua members in
mind. Office hours, for example, should be set for the
convenience of members, not the staff.

» Adequate physical facilitites, properly located, are
very important. This includes an ample number of tele-
phone lines and a telephone system designed to handle an
extralarge number of calls during peak periods.

* Loan programs with very competitive rates, to meet
as many credit needs of members as possible are extreme-
ly important. Management and staff must be ableto in-
troduce new and flexible programs that will build and
sustain afull-service image.
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¢ A full range of savings programs that offer attrac-
tive rates are essential. This now includes IRAS, share
certificates and money market accounts, aong with
regular share and share draft accounts. Because of in-
creased competition, | believe that dividends should now
be calculated on adaily basis, if possible.

e Care should be exercised in setting fees for various
services. | believe that it is proper to charge fees for pro-
viding money orders, travelers checks and even credit
cards, but | am convinced that credit unions can and
should charge lower fees than those of other financia
ingtitutions. As a financial cooperative, a credit union
should strive to provide clearly identifiable advantages
for al of its services.

« All of the credit union's financial services should be
delivered by an adequate, well-trained staff, dedicated to
assisting members in not only an efficient and prompt
manner, but with tact, courtesy and warmth.

¢ Credit unions strong enough to do so should strive to
become the primary financial institution for a major
segment of their members. Programs should be attractive
to al members, including school superintendents and
othersin the higher salary brackets.

« Extreme care should be exercised at all times to
operate the credit union as economically and efficiently
as possible in order to keep loan rates low and savings
rates high. Employees must have the ability to take
advantage of the latest technology and must always ook
for better ways to do things.

¢ Credit union officials and employees must never
forget that credit unions are financial cooperatives and
that the members are the owners. | frequently remind
my own staff that we must all recognize who is the
master and who is the servant. Simply put, we must
serve our members well.

« Information about your credit union must be related
to al members and potential members. Services and
operating principles must be described in a manner that is
easily understood. | have aways used a comprehensive
newsletter and a wide range of brochures as major
marketing devices, but old fashioned "word of mouth"
advertising from satisfied members works best of all.

The list was not intended to be al-inclusive, and | am
sure it could be lengthened by other credit union pro-
fessionals. When the list was prepared, | was aware that
services offered by small credit unions are sometimes
limited, but | don't believe that size necessarily limits
most of the concepts described. If asmall credit union
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Built on trust

with limited resources can do a good job in providing the
services that it can offer and has a firm commitment to
the philosophy and principles of the credit union
movement, growth will follow and new services will be
added. It's not necessary to set growth as a goal. Growth
is the natural outcome of good leadership and services
provided through the efforts of good credit union
officials and employees.

But there are changes in the air, changes affecting not
only our members but ourselves. The credit union move-
ment was built on trust and, today, the terms are such that
the trust is being betrayed. Stories of improper conduct and
insider dealings being revealed by both state and national
regulators are alarming and depressing. Those who dishonor
the trust placed in them in their roles as either officials or
staff employees dishonor all of us and the entire credit
union industry.

Credit union leaders around the country are express-
ing concern over the future of the credit union move-
ment. Threatened by the possible loss of our tax-
exempt status, an increased amount of competition
from other financial institutions and so-called "non-
banks," and the difficulties in keeping pace with new
technologies, | think we all realize our challenges are
formidable. Yet | have no doubt that the future of the
movement will not be impaired so long as the basic
principles and philosophy estabished from the earliest
credit unions, right on through present-day credit
unions, are maintained.

The long-standing motto of the movement — "Not for
profit, not for charity, but for service' — speaks of the
traditions of the past and for the beliefs of the present and
future.

It is up to every one of us, as credit union executives, to
keep that philosophy a living and vibrant force that gives
power, strength and compassion to the hands that guide
credit unions!
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Chapter

The challenge of federal and state legislation for credit
unions has never been greater, and in spite of

temporary victory, issues like credit union taxation,
field of membership expansion and other issues of
deregulation promise only to get more complicated, and
in some cases, more threatening. Understanding the
legislative climate for credit unions has never been
more important, and there has never been a better

account of past, present and future trends than that by
Rear Admiral Joe Schoggen.

Credit union leaders have always played legislative
tag with federal and state law makers, but the issues are
getting more sensitive, R. Adm. Schoggen says, and the
answers more complex. Its never been a battle easily
won by credit unions, but the battle lines are now not as
clearly drawn. As the movement expands and begins to
take on the characteristics of the competition, there is
I;ﬁs a’:\nd less safe ground on which executives may

and.

But its not enough to go before the House and Senate
with both guns blazing. The effective executive under-
stands what he's up against and works to help find a solu-
tion rather than to merely parry the blows aimed at credit
unions and their members.
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Rear Admiral Joe G. Schoggen, S.
C., U.SN,, (RET.), isachief
executive officer of Navy Federal
Credit Union in Washington, D.C.,
and a member of its board of
directors and executive commit-
tee. Prior to becoming part of the
credit union movement, R. Adm.
Schoggen served on an attack
transport in the Pacific Fleet, with
naval assignmentsin Japan, Spain
and Hawaii.

Hejoined the staff of Navy
Federal in June 1975, and has
been actively involved in the
growth and extension of member
servicesin what is now the
nation's largest credit union.

R. Adm. Schoggen served asa
member of CUNA's National
Planning Committee and isa
former chairman of the two Plan-
ning Process Monitoring Com-
mittees, appointed to convert
recommendations of the National
Planning Committee into specific
action. Heis currently a member of
CUNA's Capitalization Oversight
Committee and System Planning
Committee.



L egidation and Regulation-
the Difference Par adox

by R. Adm. Joe G. Schoggen

"The basic idea of the credit union is that a group of
people can organize cooperatively, pool their individual
savings, and from the pool, take care of their own credit
problems without usury."

Roy F. Bergengren [1]

he laws and regulations providing the legal

framework within which credit unions in the

United States operate are creating two forces
which are pulling in seemingly opposite directions. The
broadening of powers for all types of financial service
providers, together with a climate of deregulation and
ease of cross-country (and cross-industry) acquisition
and charter conversion, are creating a perception in the
eyes of legislators and people generaly that all
financial service providers are alike. This perception of
"homogenization" is being strongly resisted by the
credit union movement. At the same time, however,
broadened powers and deregulation appear to be
widening the differences between individual credit
unions within the movement. This makes it more
difficult to achieve and maintain unified credit union
positions on legislative and regulatory issues.

Americais asociety based on therule of law. It is both
necessary and appropriate, therefore, for credit unions, in
whose mission is found the essence of the American
dream, to have their foundation in law.

One of the earliest meetings to discuss ways in which
cooperative credit associations could be introduced in this
country was held in Boston on November 24, 1908. It
was attended, among others, by Alphonse Degardins,
Pierre Jay and Edward A. Filene. Later one of the
meeting participants said, "realizing the necessity of cor-
recting the loan shark evil, they got together for the pur-
pose of discussing ways and means to create legislation
that would provide for small people's banks where a man
of good character in modest circumstances could borrow
money at reasonable rates of interest." [2]
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In his history of the early years of the credit union
movement in the United States, Roy Bergengren noted
that "[the credit union] movement was necessarily
predicated on the enactment of legidation to make credit
union organization possible on anational scale.” [3]

Shortly after leaving the Army at the end of World War
I, Bergengren began his credit union involvement,
which later led to the task of getting necessary legisla-
tion. He met with Edward Filene, for whom he had done
some work as a lawyer before the war. Filene advised
that there was a vacancy in the management of the
Massachusetts Credit Union Association and offered
Bergengren the job. Being in urgent need of work,
Bergengren promptly accepted, although he wondered at
the time what a credit union was.[4]

Bergengren soon learned that his job was to make the
credit union ideavalid in law throughout the United
States. This was to be what he later described as the
"crusade for economic democracy in North America,"
and he was to lead it. He approached the task one state
at a time, beginning with the four state laws which ex-
isted in 1921. By 1934, 39 states had enacted laws
authorizing the organization of credit unions. The
District of Columbia was added in 1932 and Bergen-
gren's historic campaign to "get the laws" culminated
in the enactment of the Federal Credit Union Act in
1934, "an act to establish afederal credit union system
. . . to make more available to people of small means
credit for provident purposes through a national
system of cooperative credit. "[5]

It should also be emphasized that, after each law was
enacted, Bergengren undertook the additional challenge
of making the law work. As he notesin Crusade, "After
any credit union law had been passed, there was great
inertia to be overcome. The almost automatic reaction
to anew ideais negative. It took perseverance, faith,
experimentation on a grand scale and the hardest kind of
hard work to secure entry for this new ideainto the
minds of the very people it was designed to serve." [6]

From this description, it is clear that the credit union
was not conceived as just another type of financial in-
gtitution which, presumably, could have been created
with the framework of existing law. It was atotally new
idea. It had to have a specific authorization in law and it
had to be sold to people who generally were doubtful
that it could be done and were resistant to change.

Since 1934 there have, of course, been many laws, in-
cluding laws not written with credit unionsin mind, that
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have come to have a profound impact on credit unions.
One of the most pervasive of these, with the greatest
potential for long-term impact is the Depository Institu-
tions Deregulation and Monetary Control Act of 1980,
which legalized "share drafts’ for credit unions but also
added credit unions to the definition of "depository in-
dtitutions.” This brought share draft accounts under the
Federal Reserve's Regulation D. (More on thislater).

An important part of the legislative and regulatory
environment for credit unions continues to be the dual
chartering system. As they have been from the begin-
ning, credit unions are chartered by both the federal
and state governments. Those chartered by the federal
government operate in accordance with the Federal
Credit Union Act; those chartered by states operate in
accordance with the applicable state laws. In the early
years, there was not much difference between the two.
The Federal Credit Union Act initially contained most
of the provisions commonly found in the state legisla-
tion which had preceded it.

In later years, there has been an interactive effect. In
some instances, a change in an individual state's laws
pertaining to credit unions will be followed by similar
changes in the laws of other states and the federal law,
and changes in the federal law frequently will be fol-
lowed by changes in the various state laws. This is not
always the case, however. For example, a provision in
the state of Illinois law providing for proportional
voting (one vote per share owned rather than one vote
per member) has not been adopted by other states nor
proposed for federal law.

It seems clear that the general impact of the dual
chartering system has been positive. Its "push-pull” ef-
fect encourages creativity and innovation. It helps credit
unions respond more quickly to changes in the needs of
their members. It helps credit unions accommodate wide
diversity in size, scope of services provided and people
served while preserving the essential characteristics that
make an organization a credit union. Unfortunately, the
effectiveness of the dual chartering system is currently
being eroded. More and more states are requiring their
state-chartered credit unions to have federal insurance.
Since federally insured, state-chartered credit unions
must, to a growing extent, comply with the regulations of
the federal regulatory agency, differences between
federa and state legal and regulatory requirements
become much less significant for these credit unions.

This should not severely impact the ability of credit
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unions to be creative and responsive to changes in the
needs of their members. There are other ways to facili-
tate ingenuity and creativity. It does, however, require
that credit unions and their trade associations compen-
sate for the weakening push-pull effect of the dua
chartering system by placing greater emphasis on main-
taining a supportive legidative and regulatory climate in
the federal arena.

It should be recognized that other factors interact with
legislation and regulation to affect credit unions. These
include general economic conditions, technology and the
changing needs of people for financial services.

Credit unions were first organized in significant num-
bers during the early 1930s, a period when general eco-
nomic conditions were having a severe adverse impact
on banks, but in which credit unions thrived. Does this
mean that there is an inverse relationship between gen-
eral economic conditions and the prosperity of credit
unions? Or does it mean that the credit union idea, when
implemented, prospers during periods of adverse general
economic conditions but also does well during periods of
general prosperity? The credit union record during the
last 50 years suggests that the latter is the case.

Despite the fact that some credit unions have largely
abandoned the credit union idea and become difficult to
distinguish from for-profit financial institutions, the
overall record of growth and financial soundness which
has been established by credit unionsin the United States
during the last five decades has been impressive. General
economic conditions appear to have benefited credit
unions during bad times but not to have retarded their
growth during good times.

A review of the record also suggests that there is an
interaction between general economic conditions and
the legislative and regulatory environment impacting
credit unions. The laws which were enacted and the
regulations which were issued during the early
development of credit unions in this country reflected
the depressed state of the economy. Thisis seen in the
tight restrictions included in the early laws and
regulations regarding what credit unions could do. It
was not until 1940, for example, six years after
President Franklin D. Roosevelt signed the Federal
Credit Union Act, that the law was amended to increase
the maximum unsecured loan limit to $100.

As general economic conditions improved over the
years, this limit was gradually raised until, in 1977, the
statutory unsecured loan limit was removed complete-
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ly. Similar broadening can be seen in other statutory

powers of credit unions, such as maximum maturity

limits on loans, maximum supervisory fees paid by credit
unions and the types of loans and investments author-
ized. While these broadening powers certainly have not
been an automatic result of improved general economic
conditions, it is doubtful that many of them would have
been granted without the substantial improvement in

general economic conditions which have occurred since
1934.

In recent years, it has become increasingly clear that
technology is a major factor interacting with legislation
and regulation to impact credit unions.

Credit unions were recognized at the outset as cooper-
ative associations for people "for the purpose of pro-
moting thrift among their members and creating a source
of credit for provident and productive purposes.” [ 7] For
this reason, even though credit unions have been strictly
constrained by law in most aspects of their operations,
initially they were, and have remained, comparatively
free of any statutory or regulatory constraints limiting
their use of technology in serving their members. For
example, they have been free to accept share purchases
from and disburse loans to their members, regardless of
the geographic location of the members. As new
telephonic, telegraphic and satellite technology has
become available to facilitate such transactions, credit
unions have been free to apply it, and many have done
so with ahigh level of success.

Credit unions have been near the forefront of the
trend toward using new technology to provide financial
services to people. Since the early 1970s, Navy Federal
Credit Union has been processing |oan applications and
share withdrawal requests electronically with its mem-
bers in widely dispersed locations around the world. In
the late 1970s, Texins Credit Union in Dallas, Texas,
began operating an automated "branch office of the
future.” Credit unions pioneered the truncation of
checks (share drafts) beginning in 1976 and were
among the first to provide service through automatic
teller machines.

Technology is changing the nature of money, which
long ago ceased to be primarily currency and coin. For
years, it has been primarily entries in paper accounts.
Now, increasingly, it is taking the form of electronic
blips, often initiated by plastic cards. Direct (electronic)
deposit of pay is becoming the norm. Credit unions, many
of whom have long been receiving share purchases
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by payroll deduction, are well positioned to accommo-
date this technological advance. On the other hand, elec-
tronic deposit of pay, combined with the proliferation of
ATMs, is eroding the traditional "place convenience"
advantage which has been enjoyed by occupational
credit unions.

Recent advances in technology have spawned specific
legislation and regulations impacting credit unions. The
Federal Reserve's Regulation E, for example, was the
result of advances in the electronic delivery of services
through ATMs and the transmission of direct deposit of
pay. At this writing, proposed legislation has been in-
troduced in both houses of Congress which would re-
quire that wages and salaries of Federal military and
civilian employees be paid by electronic funds transfer
(EFT), another obvious outgrowth of advancing tech-
nology. [8] And on March 25, 1986, the Internal
Revenue Service issued aregulation requiring that credit
unions (among others) use magnetic data in filing cer-
tain specified reports. [9] Thisisjust one more example
of regulation as a result of the continuing advance of
technology.

Technology is, however, a two-edged sword. It can
enhance a credit union's uniqueness, but it also facilitates
growth and sophistication. As credit unions grow larger
and/or become more sophisticated in their delivery of
services to members, they begin to look more like banks.
This apparent similarity to banks creates confusion in the
minds of people. It is difficult for everyone to retain a
clear focus on why credit unions exist and what their
unique purposeis.

The challenge for credit unions is to continue the ef-
fective application of new technology to the delivery of
services to members while retaining a clear focus on
their unique purpose in being. For the credit union idea
to survive in the United States, it is essential that
technology be used as a tool to preserve and strengthen
the differences between credit unions and other
financial service providers, not to weaken them.

The early laws which permitted the formation of credit
unions clearly reflected the needs of people at the time.
As noted at the beginning of this chapter, that 1908
meeting of credit union pioneersin Boston was prompted
by "the necessity of correcting the loan shark evil."
Bergengren begins Crusade with the sentence, "In the
beginning there was Usury." [10] The critical need was
for people of good character and financial responsibility,
but of modest means, to have a source of credit at
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reasonable rates. The early laws in the states, as well as
the Federal Credit Union Act, responded to that need.
Subsequent legidlation and regulations have continued
to reflect the changing needs of people for financial ser-
vices. Legidation and regulation, in turn, have affected
credit unions. Now in addition to low-cost loans and
generous dividends on savings which have been the hall-
mark of credit unions, these cooperative associations have
been given statutory and regulatory authority to provide a
wide variety of financial servicesto members.
A comparatively modest array of services offered by a
federal credit union today would include;
 Share savings accounts
Share purchases by electronic deposit of pay
Consumer loans for almost any purpose
Toll-free telephone loan applications
Touch-tone telephone inquiry automated response
Savings certificates
Individual Retirement Accounts
Interest-bearing checking accounts
An open-end line of credit
First and second mortgage loans
Government-guaranteed educational loans, and
Automated teller machine services
~ Greater  whijle there has been much liberalization since the
liberalization, early 1930s in the laws and regulations impacting credit
more unions, there has in recent years been a magjor legidative
legislation and regulatory thrust to protect consumers from abuse by
financial ingtitutions. As organizations of, by and for
consumers, credit unions have traditionally supported
pro-consumer legidation. They testified in Congress sup-
porting the Truth-in-Lending Act with the expectation
that its effect would be to give consumers the same kind
of complete information about their loan accounts that
they were already getting from their credit unions. They
supported the Depository Institutions Deregulatory and
Monetary Control Act of 1980 with the thought that its
effect would be better financial services to consumers.
Credit unions have supported in concept proposed legis-
lation requiring prompt availability of fundsin chocking
accounts and many other proposals aimed at benefitting
consumers.

Very recently, however, there is growing concern about
the impact of thistype of legidation. The implicit
assumption in all of it is that credit unions are essentialy
no different from for-profit financia institutions. The
fundamental fact that credit unions are owned and con-
trolled by their members, who are their only customers,
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is ignored. The significance of this fundamental fact,

namely that credit union members do not need legislative
protection from their credit unions, is lost in the process
of lumping all "depository institutions" together.

The additional costs to credit union members of com-
pliance with Regulation B, issued pursuant to the Truth
in Lending Act, have been unconscionable. The inclu-
sion of credit unions in the definition of "depository in-
gtitutions" in the Monetary Control Act of 1980 has gone
along way toward convincing legislators, credit union
members and people in general that credit unions are just
another type of financial ingtitution, rather than
voluntary associations of people pooling their savings and
lending them to one another. The overall impact is that it
has become increasingly difficult for credit unions to
preserve their essential identity and thereby continue to
provide people with the opportunity to voluntarily get
together with others sharing a common bond, to pool their
savings, lend them to one ancther and own the
organizations where they save and borrow.

With these concerns in mind, it may well be that credit
unions can no longer always support legislation
which, while aimed at worthy objectives, would force
credit unions further into the standard mold of finan-
cial institutions. This was suggested in a recent
thoughtful letter to the Chairman of the House Com-
mittee on Banking, Finance and Urban Affairs, Con-
gressman St. Germain, from the Chairman of the Credit
Union National Association, Joseph Perkowski, pro-
viding comments on the "Depository Institution Ex-
amination Improvement Act of 1986" and the "Truth
in Savings Act." [11]

The Federal Credit Union Act specifies that "credit
union membership shall be limited to groups having a
common bond of occupation or association, or to groups
within awell-defined neighborhood, community or rural
district.” [12]

For at least the first 40 years after the Federal Credit
Union Act was signed, arather strict interpretation was
made of what constituted a common bond. In recent
years, however, the National Credit Union Administra-
tion has made a more liberal interpretation. During the
Connell administration [13], a broad meaning was at-
tributed to the term "community" in the Act, and a
rapidly growing number of "community charters' were
approved. Probably as a result of the large number of
reguests for conversion to community chartersreceivedin
1981 when NCUA Chairman Callahan succeeded
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Chairman Connell, a new interpretation was made
focusing on the term "groups' in the Act. [14] The new
interpretation was that a credit union's field of member-
ship may include any number of diverse groups, each of
which has its own common bond. It was ruled that the
Act did not require "groups' to have anything in
common with one another, other than the desire to
belong to the credit union, and this interpretation still
prevails. It does not mean the end of the community
charter concept, the legitimacy of which is clear in the
Act. But it does represent a major shift in NCUA policy
which appears to be a matter of some concern to the cur-
rent Jepsen administration. [15]

Related to the common bond and fields of member-
ship is the much-ballyhooed contention that all financial
ingtitutions should be required to operate on a "level
playing field." What those who tout the level playing
field do not recognize is that a credit union is permitted
by law to serve those people who are named in the field
of membership specified in its charter and no one else.
Other financial service providers, however, are permit-
ted to serve the general public, including those in the
credit union's field of membership. Therefore, the only
level playing field that existsisthe credit union's field of
membership! Further, from the standpoint of indi-
viduals, if there were no credit unions, most members
would not have a field to play on. Thisis illustrated by
the following facts about Navy Federa Credit Union, the
country's largest, compiled on July 31, 1986:

e 21 percent of members share savings accounts
(158,844) have balances of less than $10;

¢ 46 percent of members share savings accounts
(851,663) have balances of less than $100;

« "Sharecheck" (checking) accounts are offered to all
members with no monthly fee, no minimum balance re-
quirements, no charge for name-imprinted checks and
dividends at 5.25 percent APR;

 All members have access to small consumer loans
by toll-free telephone, 24 hours per day, seven days per
week, 365 days per year;

« Seven of every 10 consumer loan applications are
approved, and delinquency is 35 hundredths of 1
percent.

In the absence of credit unions, it is doubtful that
many of these members would have the type of playing
field that Navy Federal Credit Union provides.

In any event, it is important to note that the common
bond concept is of great value to the credit union move-
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ment in general as a distinguishing characteristic and that
it alsoisof real practical valueto many individual credit
unions whose common bond is clear and strong. In terms
of the difference paradox, insurance legisla-
tion has cut two ways. On the one hand, by specifying
that the credit unions provide all the funds for their own
share insurance legiglation it has hel ped emphasize the
differences between credit unions and banks and savings
& loan associations whose insurance funds were in-
itially capitalized by the federal government. On the
other hand, by providing federal agency-backed in-
surance on members' shares of ownership in credit
unions, it has furthered the perception that these shares
are deposits and that there is no essentia difference be-
tween a credit union and a bank.

A good case can be made that, for safety and sound-
ness, there was no real need for federal share insurance
in 1970 when Public Law 91-468, establishing the Na-
tional Credit Union Share Insurance Fund, was enacted.
The sameis true regarding any real need for thein-
creased capitalization of the Fund, which was required
by Public Law 98-369 in 1984. In both instances, the
need was psychological. However, the impressive
demonstration of voluntary cooperation, with which the
entire credit union movement paid in the necessary funds
to meet the new capitalization level, went along way
toward convincing all concerned that credit unions really
are different. They do take care of their own problems,
rather than asking for help from Congress.

As we have seen, the laws and regulations affecting
credit unions have become vastly more liberal than the
initial laws authorizing the formation of these coop-
erative associations. The early laws made it possible for
the credit union ideato become areality in the United
States, but they also limited credit unions to carrying
out their original purpose and nothing more. The
Federal Credit Union Act now provides statutory
authority for credit unions to exercise 15 specific but
wide-ranging powers and a significant 16th: "to exer-
cise such incidental powers as shall be necessary or re-
quisite to enable it to carry on effectively the business
for which it isincorporated.” [16]

From initially specifying a maximum unsecured loan
limit of less than $100, the federal law and its imple-
menting regulations have been broadened. This
broadening has allowed individual credit union boards
of directorsto set any loan limits they wish, to use
separate corporations called Credit Union Service
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Organizations (CUSOs) to engage in a wide variety of
businesses, to have vastly greater opportunity to copy
banks and other commercial enterprisesif they so choose
and to forget — or at least de-emphasize — the original
purpose for which they were created.

Similarly, the legidative and regulatory environment
applicable to banks, savings & loan associations and
other providers of financial services is now much more
liberal than it was when the overriding objective was to
prevent failures of any type of financial institution. The
statutory and regulatory limits on amounts that can be
paid for savings or deposits have been largely removed.
The limits on rates of interest that can be charged on
loans also are much broader.

In the traditional environment, savings & loan asso-
ciations were limited primarily to financing home pur-
chases, banks were known primarily as commercial
lenders, brokerage firms provided little more than
securities underwriting and sales, and the major
retailers, while sometimes providing a limited range of
insurance products, were amost exclusively merchan-
disers. Thisis no longer the case. All types of financial
service providers now have wide latitude to engage in
businesses formerly restricted primarily to others.

In this environment, the question for the future for all
types of financial service providersis. "What business
are we going to be in?" Although perhaps not apparent at
first glance, this question, for credit unions, is closely
related to their tax status.

Inthefall of 1985 (and carrying over into 1986), the
credit union movement faced the latest and thus far most
serious threat to its historic exemption from federal in-
come taxes. This caused the credit union movement to
re-examine its roots. As a result, there was a strong re-
emphasis on the elements of basic philosophy which
make credit unions different. At this writing, it appears
that this campaign to preserve the federal tax exemption
for credit unions was successful. Congress has reaf-
firmed the conclusion that credit unions, no matter how
large they may grow, should remain tax exempt aslong
as they do not abandon their "not-for-profit cooperative
philosophy and engage in a direct, profit-driven confron-
tation with other financial institutions.” [17]

Now credit unions are at a crossroad. We must
decide whether we will, as a movement, preserve and
strengthen our basic differences, or resume the trend
toward imitating banks, which was apparent before this
latest tax exemption campaign began.
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There are, of course, those who contend that loss of
the federa tax exemption for credit unions is not impor-
tant to the future of the credit union movement.

Estimates of the financial impact have been made which
suggest that it could be accommodated without serious
adverse impact. Other estimates, however, and the ex-
perience of credit unions in Canada, suggest that at a
minimum, there would be serious erosion of credit
unions' financial strength and a substantial diminution
of their ability to accomplish the unique purpose for
which they were initially authorized by Congress and

the state legislatures. In this event, it might be necessary
for Congress to create by law (at the expense of tax-
payers, of course) some new form of organization to
provide the "lifeline services' which now are provided
on avoluntary basis by credit unions.

But regardless of the financial impact of taxation on
credit unions, it isfar lessimportant than the inevitable
impact of taxation on the future of the credit union idea
in the United States. The most important effect of the loss
of credit unions' tax exemption would be a self-
fulfilling prophecy. In taxing credit unions, Congress
would assume that they are fundamentaly no different
from other financial institutions. And because credit
unions would be taxed, their basic character would
change.

The changes would be gradual at first and might
hardly be noticed. But they would accelerate with time.
Their result, over aperiod of perhaps ten years, would be
the gradual disappearance of the organizations we have
known as credit unions. The survivors would be
indistinguishable from other financial institutions.

Why would this happen? Essentially because of the
devastating effect taxation would have on the differences
between credit unions and for-profit financia institu-
tions. Some of these differences are listed below:
Volunteer officias
Common bond
Specific field of membership
Supervisory committee
Member/Owners (one member/one vote)

All members treated equally
Concern for lowest income member
Personalized member service
Member counseling and education
Same rates for all borrowers

Small consumer loans

Not for profit
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Following taxation, volunteer officials who had
previously served their fellow members because they
believed in the credit union as a non-profit cooperative,
would begin to expect, and receive, compensation for
their services. The common bond and its counterpart, a
specific and restricted field of membership, would soon
go by the boards as the drive for increased earnings to
offset taxes intensified. The ombudsman responsibilities
of the supervisory committee would become
unnecessary because the members/owners — each of
whom formerly had one vote regardless of the size of
the account would demand and ultimately gain
proportiona voting (the more shares, the more votes).
This in turn would lead to the demise of the
characteristic of treating members equally and,
particularly, to the demise of the concern al credit
unions had for the lowest income member.

As aresult, the personalized member service and the
member counseling and education that previously had
been provided for the benefit of all members now would
be provided only to the most affluent. The organization
which previously had been a credit union would begin to
act like other financial institutions and play favorites
with loan rates. The low income borrower, who previ-
ously had paid the same rate as the most affluent (or in-
fluential) member, soon would be charged a higher rate,
reflecting the higher risk. Small consumer loans, well
below the break-even point which formerly had
characterized credit unions, no longer would be available
because the profit motive, which had been absent, now
would be very much present as a result of the pressure
for increased earnings to offset taxes.

If this line of reasoning has merit, it is indeed
fortunate that the federal tax exemption for credit unions
survived this latest threat. It is widely recognized,
however, that the threat has not gone away permanently.
The need for government revenue is great and growing.
The search for additional sources will intensify. There
must continue to be a powerful reason for preserving the
tax exemption for credit unions.

What is that reason? It is that credit unions are truly
different. They voluntarily fill a vital social need which
Congress would otherwise be under great pressure to fill at
taxpayer expense.

To many in Congress, the chief distinguishing char-
acteristic of credit unionsisthat they adhere to aviable
common bond. At recent conferences of credit union
people in Washington, Senator Jake Garn and Con-
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gressman Byron Dorgan, both of whom have supported
credit unions' continued exemption from federal income
taxes, have warned that there is a direct relationship be-
tween credit unions' tax exemption and the existence of
a common bond. Gam, Dorgan and others, including
Congressman Fernand St. Germain and Senator William
Proxmire, have indicated that they will continue to
support credit union exemption from federal income
taxes as long as the institutions adhere to a tight
common bond and continue to provide low-cost finan-
cial servicesto people of modest means, the purpose for
which credit unions were first authorized by Congress
and the various state legislatures. In other words, as
long as credit unions stick to doing what they were
created to do, thereby meeting a recognized public
need, Congress is likely to support credit unions' tax
exemption. If credit unions abandon their original
purpose, they will be taxed.

Stated another way, as long as credit unions remain
truly different, as they were originaly intended to be,
they will be so recognized in the tax laws. If they cease
being truly different, they will be taxed and the citizens of
our country will no longer be served by the not-forprofit
cooperatives that we have known as credit unions.

The implications for the future are obvious. For the
credit union movement to grow and become stronger as
the years go by, adherence to fundamentals is essential.
While accepting the reality of wide diversity in size,
range of services offered and, within reasonable limits,
who is served, every organization that calls itself a credit
union should willingly and consistently adhere to the
unique role which credit unions were created to play in
our society. This will ensure that the American people
continue to have the freedom to voluntarily get together
with others sharing a common bond, to pool their sav-
ings, lend them to one another and own the organizations
where they save and borrow.
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Chapter

There was a time when a credit union member was the
person who stood in the assembly line next to you, occu-
pied the classroom across the hall fromyoursor slept in
the barracks bunk two men down. Each was an indi-
vidual, but their lives ran in similar patterns. They did
much the same thing throughout the working day and
required many of the same financial services. Life was
simpler then.

That's all changed, however, and no one has felt the
change more than credit union executives, especially
those who have diversified, splitting their fields of
membership among many different employer groups or
community organizations.

The face of credit union members is changing, says
Larry T. Wilson, and professional executives are going
to have to be prepared to meet those changes in a way
that will enhance the service benefits for members, as
well as increase the bottom line for credit unions.

The first step in meeting those needs, Mr. Wilson says,
is understanding who those members are, what motiva-
tions drive those members and how credit unions can best
serve them. The task isn't easy and the facets of the
challenge are highly complex. But it can be done and is
being done very successfully.
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The Changing Faces
of Credit Union Members

by Larry T. Wilson

here once was a time in the early days of

most, if not all, credit unions that virtually

all members of a credit union were alike.
Whether they were teachers, foundry workers or
military personnel, they possessed some driving
characteristic that tied them together from the
standpoint of personality and economic need. A few
early credit unions may have run counter to this, but
by and large, it was easy to determine what types of
services members wanted and expected.

Deregulation of the industry has created a land of op-
portunity for credit unions, but with a host of obliga-
tions. If that weren't enough, it's also opened up many
ingtitutions to a widely diverse field of membership built
on al personality types and embracing every variety of
economic profile imaginable.

The biggest chalenge facing credit unions today,
perhaps, will be how to take advantage of that new
marketplace and its variety of consumers without nega-
tively affecting a credit union's profitability or
philosophy. The first step toward that goal comes with
understanding just who is out there and what they expect
from their financial institution.

Today's "new" consumers are primarily in their 20s
and 30s, are highly educated and have a tremendous de-
mand for fast, efficient and congenial service. They are
likely to be socially responsible and involved in politics.
They are also likely to be participants in team play with
very high expectations, accustomed to reaching the
highest idealsin all endeavors.

Today's new consumers are less likely to be driven by
price, but more concerned with quality and convenience
of service through various delivery systems which would
include automated teller machines, bill-paying systems,
audio reponse systems and other "high-tech” delivery
mechanisms. They like self-service opportunities.

They also want and desire high-quality products; in
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fact, there seems to be more concern for quality than
price. One look at the automobiles driven by the new
generation — BMWSs, Hondas, Saabs, Nissans and other
sporty varieties— will bear this out.

Basically these new consumers can be divided into
several groups. There are those who are self-centered,
those who like to try new things, those who are socialy
conscious, more traditional middle-class Americans,
emulators and achievers and, finally, those who have
succeeded.

The self-centered group, particularly those raised in a
favored environment, tend to seek out — often ungra-
ciously and noisily — a new way of life for themselves.
Few members of this group are over 30, a large number
are students and only a few of them have been married. In
fact, many are till living at home and identify strongly
with their parents. They represent the zippy, highly
energetic and enthusiastic group of our new consumers.

Next comes a larger group we might describe as ex-
perimental. What matters most for some of them is deep
personal involvement in ideas or issues. For other ex-
perimenters, it's the challenge and excitement of great
physical exertion or the quest of inner exploration. And
for afew in this group, the core of existenceis alifestyle
of voluntary simplicity, described as "plain living and
high thinking." Most members of this group are
perfectly at home at either a noisy parade or deep in
thought. Action and interaction with people, events and
ideas pure and strong — are their essence of life.

A few years ago, most of this group passed through
a self-centered, chaotic stage of life. A few years from
now, they will extend their perspectives to the
society, perhaps even in a global way, and become
more action and mission-oriented. But for now, it is
not things that count, but emotions. The intangible is
likely to loom larger than the plain invisible.

Experimenters also tend to be artistic people turned
to subtlety and nuance. Their independence and self-
reliance go deep, enabling them to try anything once,
if only for the experience of it. Thisinventive group is
given to the unusual, the one-of-a-kind, the daring, the
dramatic, the impulsive and the quaint. Their self-
understanding makes them excellent judges of what is
authentic and makes them decisive about rejecting
what comes across to them as fraudulent. Energetic,
they engage in many social activities ranging from
vigorous outdoor sportsto the van life, to wine tasting,
to participating in artistic events.

76



Socially
CONSCIOUsS,
Palitically

effective

This experimental group is considered youthful,
mostly in their late 20s, and well-educated, with annual
incomes ranging between $23,000 and $27,000. Many
hold technical and professional jobs. By and large, they
are happy, self-assured, well-adjusted people with faith
in the trustworthiness of others and great assurance that
they are on top of things. They tend to be politically
liberal and highly supportive of such phenomena as the
women's movement, premarital sex, legalization of
marijuana, conservation, consumer movements and
limits to industrial growth. Many are intensely opposed
to military spending and have little faith in institutional
leaders.

They prefer natural products to the synthetic, some to
the point of growing their own flowers and vegetables.
Many preserve their own food or shop in organic food
stores and have much faith in holistic medicine. It is they
who do most of the rock climbing and backpacking. It is
they who above all love to get away from it al, where
the signs of civilization are few. They arelikely to be the
hang gliders, skiers and river rafters.

Experimenters tend to be happy individuals, not
because they don't have pressures and frustrations, but
because they feel they are growing and changing and
that any day may bring a fresh, new insight, a peak ex-
perienceto eliminate all that has gone before. This group
is much less self-centered than the previously described
group and is concerned with a broader range of issuesin
a more participative and self-assured way. They are
notably self-reliant and more dependent on peer support
and social status for their self image.

The next group is known as the socialy conscious,
composed of the sophisticated and politically effective
lot. They have reached an average age of almost 40 and
have arrived at positions of influence in their jobs and
communities. The mass magjority have attended graduate
school and even a larger number hold professional and
technical jobs. Most members of this group try to lead
lives that conserve, protect and heal. They return un-
satisfactory products or complain to suppliers more than
any other group. They worry more about air pollution,
support more spending to protect the environment,
believe industrial growth should be limited and feel more
than most that military spending istoo high. They place a
high imporance on energy conservation in the home, and
more than any other group have looked into solar heating.
The overal picture is of a well-educated, prosperous,
politically liberal group driven by social ideas
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that they take seriously.

The next group, composed of middle-class Americans,
ismore traditional, conforming, conservative, "moral,"
non-experimental and family oriented. They're a mighty
force of stability in a world of tumbling change, prefer-
ring the status quo, if not the ways of yesteryear. Old-
fashioned values shine bright: patriotism, family, home
and sentimental values.

These are people who above all share cherished in-
stitutions such as family, church, loyalty to nation and
job and old associations. The majority want to fit into
society, not stand out. For the most part, they follow the
rules, are middle-aged or older and have middle incomes
and middle levels of education. They tend to live in small
towns or the open country. They tend to shun big cities
and are not much interested in sophistication or
intellectual affairs. All the evidence suggests that the
majority of this group live contented, happy lives, rarely
vexed by the stresses and complicated events that swirl
around their lives.

Their emotional needs are met through soap operas and
romance magazines. They see safety in numbers and
think it is important not to be an outsider. Togetherness
and agreement are important, but closeness with others
tends to be quite formalized. Members of this traditional
group want things to be clear and easily understood, and
they have no tolerance for ambiguity. They feel society
should reward "virtue," and they prefer to follow rather
than to lead. They are threatened by the aberrant, and to
avoid hostility they will accept the lowest common
denominator. Adherence to tradition and status quo is
essential. Most important to us, this group of middle-class
Americans forms the backbone of the credit union
movement as we know it today.

As we look at the evolution of today's marketplace,
we find that there is a growing trend by another group
toward emulation. With an intense striving desire, these
emulators and achievers seek to be like those they con-
sider more successful than themselves — that is, people
who have achieved high levels of success. They tend to
be ambitious, competitive, ostentatious, unsettled,
macho — whether male or female. Hard working and
supportive of contemporary social trends, they are
fairly successful. Members of this group have an
average income of over $22,000, but they tend to
spend and tend to be in debt.

Finally, we have a group that has succeeded. They are
the driving and driven people who have built the
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"system" and are now at the helm. Accounting for

almost one-quarter of the adult population, they are a
diverse, gifted, hard-working, self-reliant, successful

and happy group. To socia critics, these people

represent the establishment. More than anything else,
they have learned to live the comfortable, affluent,

affable and outer-directed life, and in so doing, have set
the standard for much of the nation. About 20 percent
of this group are self-employed, while many others hold
managerial and administrative jobs. Incomes exceed

$35,000 a year per household and household assets
exceed $100,000 or more. Life appears to be

comfortable. Almost half the members of this group live
in suburbs, and 87 percent own their own homes.

A large majority feel good about themselves and their
families. They lead al groups in trusting people, in con-
sidering themselves upper-class, in having self-
confidence, in not feeling rebellious and left out of
things and supporting national issues such as industrial
growth, military spending and U.S. involvement in world
affairs. They are more satisfied with their financial
situation and they feel that products are getting better
and safer. They support technology and go for the new
and improved product. Staunchly Republican and
conservative politically, they do not want radical change.
After al, much of the culture is of their making. They
are on top, and radical change might shake them off.
They have contributed to the development of American
values in a fashion they did not anticipate. By building
an economic system of unprecedented affluence in the
years following World War 1, they made possible the
emergence of current values.

As we can see, today's consumers take on various per-
sonalities and desires, making it very difficult to struc-
ture services and products to meet this diverse society.
Aswe've aready seen, there are several overriding fac-
torsthat cross most, if not all, societal lines. People of
all types expect high-quality products and demand fast,
efficient service. They look for a high degree of trust in
the provider, and where they find trust, they will believe
in the product being offered. If they believe in the prod-
uct being offered, they will support the organization,
particularly the large mass of middle-class Americans
who have no real desire to lead, change or revolt against
the system.

According to a 1986 survey by Opinion Research Cor-
poration, conducted among a randomly selected group of
1,000 Americans, public awareness of credit unions
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is strikingly low. In order to increase our competitive
stance with other financia institutions, we must create for
ourselves a stronger, more favorable impression among
present and potential members. The survey, not

surprisingly, also found that people turn to commercia
banks more often than other ingtitutions and continue to
have a high regard for banks. On the other hand, there
also is a growing blur between different financial

institutions. People are currently shopping around more,
juggling loyalty, service, convenience and need to find
the institution that best satisfies al of their requirements.

According to the survey, credit unions are not the first
providers to come to mind. One survey question asks,
"When you think of the various institutions that offer the
full range of persona financial services you might need,
what types of institutions come to mind?' Credit unions
came up in only 22 percent of the responses, compared
with 65 percent for banks, 31 percent for savings &
loans, 13 percent for savings banks and 10 percent for
brokerage firms.

Another question asks, "Considering those ingtitutions
you have just mentioned and any others you can think of,
what financial institutions do you feel are the best places
for you to meet your savings goals?' In reply, 20 percent
of the participants mentioned credit unions, 45 percent
singled out banks, 20 percent cited savings & loans and
10 percent listed savings banks. The same question, this
time substituting personal loans for savings, came out
with 60 percent of the sample pointing to banks and 30
percent choosing credit unions.

Given the various behaviour traits of the new con-
sumers and the information obtained from this recent
survey, we should be armed with the knowledge, aware-
ness and products and services necessary to properly
develop marketing strategies that meet our individual
credit union memberships. Each and every institution
must be able to determine what behavioral traits are
identified with their particular field of membership. And
as we relate to these particular behaviora traits, we
should keep in mind the reported findings of market
research.

Our survey shows that when asked "what types of
financial institutions— if any — come to mind when
people refer to 'not-for-profit cooperatives used and con-
trolled by their members,"' half of the respondents were
current or past credit union members, yet only 30 per-
cent recognize this as the definition of their institution.
Realizing that at |east half of all credit union member-
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ships are composed of what we define as middle-class
America, we apparently have not done our job in edu-
cating people on this distinct differentiation between
credit unions and other financial institutions.

Other key findings in the survey results are very
positive, indicating a consumer audience ready, willing
and able to accept credit unions. Responses to individual
guestions show that:

» People who are familiar with credit unions do not
feel negatively toward them.

« Almost none of the respondents feel that credit
unions are worse than other financial institutions.

* Most respondents believe credit unions are just as
safe as banks for depositing money or securing loans.
But there were also some negative responses, such as:

 Many believe that a prerequisite to becoming a
credit union member is employment in a particular in-
dustry or firm. This response alludes to the ‘common
bond' that traditionally ties a membership strictly to a
particular place of employment. This leash has |oosened,
however, to the point where membership restrictions
today are defined vaguely, at best.

» People who have never joined a credit union, as
well as past credit union members, perceive credit
unions as being out of touch, needing to modernize.
Respondents who are currently members, however,
disagree with this.

In a smaller, separate survey, 100 senior marketing/
market research executives representing a "full
kaleidoscope" of financia institutions were questioned
about their perception of their competition. Among the
group were 14 senior executives of credit unions.

In the overall opinion of their peers, credit unions rated
poorly compared to other financial institutions. Indeed,
of the 12 types of institutions polled, credit unions only
came in ahead of real estate brokers on this count.
Competitors said they believe that credit unions have
diversified too dowly, if a al, and have limited
potential for growth and development over the next five
to 10 years. The competition did concede, however, that
credit unions offer their members inexpensive and cost-
effective services.

What can we learn from this public awareness
research? Thefirst thing is that there are important ques-
tions to answer. How do we match up with the service
needs and desires of the new consumer in our future
operations? Why don't we diversify more quickly and
expand our potential service offerings within our given
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marketplace?

If we are to improve the perception and satisfaction
levels of our membership, we must establish account-
ability. Operating departments tend to be organized
and run in an assembly line fashion. Each unit adds
value to its work that then gets passed to the next unit
in a chain that ends with delivery of services to credit
union members. This is an efficient way to process
large volumes of work and it helps management
achieve its objective: low-cost production. It has one
major drawback, however. No one is accountable for
assuring member satisfaction.

There are six factors that can help solve problems and
translate member satisfaction from a concept to areality:

 Discover how you are doing by asking questions.
Survey your membership periodically to determine their
satisfaction, needs, expectations and perceptions of the
strengths and weaknesses of the credit union.

» Make member satisfaction your primary goal. Get
departments to think of each other as members, dovetail-
ing their needs with those of your external members. The
change in attitude and communications can be amazing.

» Develop a strategy and implement service improve-
ment programs. Solutions to problems should come
from the people doing the work, and their personal
contributions should be recognized. A newsletter is a
good idea. The dollar spent taking time out from regular
work to help solve problems should produce a six-to-
one return on your investment. That may sound
impressive, but remember that the return in Japan is up
to 40-to-one, and still rising.

 Reassure participants. Make all suggested changes
safe. You will not get cooperation if your staffers feel
threatened. People have to understand the reasons for
change, buy into them and own the solution. Your job
should be to create the proper environment and provide
direction.

 Establish accountability. Departments should be
held accountable for delivering services to agreed-
upon, measurable quality levels. Contrary to common
practice, internal departments that consume services
(as opposed to departments that deliver them) should
be responsible for measuring and reporting the quality
of service they receive.

e Team work. No one department should "own"
member satisfaction. Single-point responsibility should
give way to interdepartmental problem solving and ac-
countability. Senior management should demonstrate its
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commitment by supporting both cost-effective opera
tions and member satisfaction.

Simply put, the new consumer wants to be part of par-
ticipatory management along with the credit union's
employee base. We need to ask members how we are
doing, ask for their suggestions and implement those
suggestions where possible.

One new strategy growing in popularity in retail
financial servicesis the concept of private banking. This
strategy requires bank operating officers to provide
specia customized attention to customers with affluent
lifestyles. A recent survey indicates that 72 percent of
the top 300 commercial banks now offer this new con-
cept. But many bankers have noted this is not new and
that they have always offered these services and handled
the entrepreneur/business owner with special attention.
As we examine some of our new competitors, we see
similar strategies.

But from the consumer's viewpoint, the picture is dif-
ferent. For decades, the burden has fallen on them to
discover what their financia institutions can do, and then
struggle to manage and coordinate these capabilities and
the people who provide them. If a customer wants to buy
bankers acceptances, execute awire transfer or trigger a
margin loan, how many places and people must he deal
with? Who coordinates these activities? Who is
responsible for knowing the customer? And whosejob is
it to tell the customer about what the bank can do? These
are the questions bankers and other competitors are
asking internally.

Private banking as a concept recognizes what a rela-
tionship with the upscale customer can be worth. The
customer who has been or can be sold — not only high
balance deposit accounts, but also loans, portfolio
management, custodial money market trading, muni-
cipal bond purchases or trust services — is aso the
customer who might own or control other major assets.
Clearly, this is a customer/member that you want to
know. He or she is the person upon whom the entire
philosophy of free enterprise rests — the American
wealthmaker — who uses and spends more financial
services by far than any other segment of the
consumer population.

Private banking as a concept saysit is the institution's
job, not the customer's, to make it as easy and as effi-
cient as possible to tap the bank's or the credit union's
total capabilities. This marketing view is why private
banking is becoming a mainstream part of consumer
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service strategy.

A second high priority in banking is private lending,
which falls into the no-man's-land between retail lend-
ing and corporate lending. Private lenders make sizable
loans to individuals for both personal and quasi-
commercia purposes. Letters of credit, lines of credit
and other commercial tools and structures are part of the
private lending structure. Among those institutions
engaged in lending to the affluent or wealthy individual,
there is a strong demand for better information on
numerous topics, including:

 Policies and procedures;

» Building the right interfaces with credit
review/audit functions within the institution;

» Training and monitoring of lending officers;

 Standards and data on portfolio growth and quality;

» Compensation;

 Clarification of the private lending product strategy
vis-a-vis commercia or retail lending. Private lending
means more personal attention, a strategy that fits the
credit union industry's needs in serving the new
consumer.

For the most part, al financial institutions agree that
the upscale member/customer is extremely important to
the success of the long-range growth of an organization.
Given this, will we be prepared to compete with the con-
cepts of private banking and private lending? If thisis a
service need our existing members demand, integrating
automation and high-tech delivery systems will be re-
quired to maintain a competitive environment in the
financial services industry of the future. However, we
must emphasize the high-touch portion of this strategy
and be prepared to meet the conceptual delivery mech-
anisms currently employed by the banksto "personalize"
service to people on an as-needed basis.

Perhaps this seems contrary to the credit union point
of view, and | am not advocating that we divorce
ourselves from our original purpose and mission. It ap-
pears extremely important that if we are to compete,
we must compete where the law of large numbers will
support the economics of our operations and provide us
with the financial strength to remain viable.

To summarize my thoughts on the new consumer, |
must simply say that there is no specific set of criteria
by which we must deal. We will continue to serve diverse
personalities and people of different behavioral traits.
Each credit union's new consumer will vary and the
sphere of emphasis in the overall marketing strategy
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will also vary according to the field of membership being
served.

To determine the needs, wants and desires of your in-
dividual field of membership, you must keep your ear
close to the ground and ask your members for feedback. |
discussed earlier that the primary way to do that is to
survey, survey, survey. Nothing in our future is more
important than keeping up with the changing lifestyles
and behaviora patterns that are presented by the people
we serve. Ongoing market research is the way in which
we do that.

If we are to remain viable, competitive financia in-
gtitutions, we must provide the products that fit consumer
needs, and perhaps that is more important now than ever.
Adopt the strategy today that if your members want a
service, you'll deliver it. It's the way to keep pace and
grow with the changes.
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The phrase "high-tech" has become synonomous with
many industries, but with the exception of perhaps com-
puters, no industry has grown more rapidly or become
more involved in "high-tech" more completely than
financial services. This includes credit unions, much to
the dismay of many of the industry's pioneers and
leaders.

But for most credit unions, going high-tech is a rational
decision, explains James Bryan, and is based on
competitive necessity rather than technological indul-
gence. Rapid turnover of transactional information is
necessary for the efficient operation of credit unions. It's
also a cost-saving device that will help the credit union
grow more quickly and drive it into the future markets it
desiresto serve. But at what cost?

High-tech without "high-touch” can be disastrous,
especially to the relationship between credit unions and
their members. |Is there any other financial service pro-
vider so closely linked with high-touch member service? Is
there any provider who would suffer more deeply were
that service to be discontinued?

The answer is a high-tech, high-touch environment,
one that serves members quickly and efficiently but
without the loss of the human touch. Its a logical step,
Mr. Bryan explains, and one vital to continued success.
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High Touch/High Tech-
Enhancing Member Services

by James L. Bryan

he financial services industry, our industry,

is today undergoing some of the most

dramatic changes in its history, changes that
have only accelerated because of deregulation.

But such dramatic changes cannot be solely tied to
deregulation. Other catalysts include rapid technological
advancements and social changes. Competition, too, has
significantly increased, and we have been forced to
reanalyze both our short and long-range operational
plans as well as our management technigques and tactics.
Together, these alterations are affecting the way we
think and act both as individuals and as credit union
executives.

To put these changes into perspective, consider for a
moment that it took our ancestors many centuries to
develop the wheel. This unique yet simple device solved
many problems. It enabled man to perform more work,
achieve greater feats and function more efficiently.

Injust the last 100 years, spectacular changes that
make the wheel seem almost insignificant have emerged
with some regularity and have drastically changed our
lives. We have moved from a society based on agricul-
ture through a society comprised primarily of factory
workers to today's society, in which 65 percent of the
workforce is engaged in service industries. The process-
ing or management of information is the primary occu-
pation in the services industry.

The major thrust of our most recent socia change
came during the last two decades. Almost overnight,
compared to the time required for prior changes, we
have moved from an industrial society to onethat is
based on and driven by information and service. We are
replacing steel and muscle with technology and intelli-
gence. These socia and technological alterations demand
that we change the way we provide services to our
members as well as change the services we offer.

Technology is aso transforming the way we live, work
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and play in the 80s. In the workplace, technology has
taken some very remarkable forms through robotics.
Machines and their applications have expanded beyond
the dangerous jobs into the skilled and unskilled labor
market. At Texas Instruments, our sponsoring company,
robot-like machines deliver mail to various departments,
while other robots are used in the actua production of
some products. Other companies are also using auto-
mation to manufacture products. In Detroit, for example,
the use of robots to assemble cars is expanding.
Newsweek magazine has estimated that "from 50 to 75
percent of all U.S. factory workers could be displaced by
robots by the end of the century.”

At numerous educational institutions throughout the
nation, computers are becoming commonplace in the
classroom. Students are using microcomputers hooked up
to televisions as learning tools. And in some schools,
students are using computers to help select careers by
programming in their likes and didlikes, strengths and
weaknesses.

In the home, we are finding that modern technology
is also having an impact on the way we live. Microwave
ovens are speeding up the preparation time for meals.
Our yards can now be watered automatically by com-
puterized sprinklers. There are remote control units for
all sorts of home gadgets ranging from video cassette
recorders to tape decks, and only this year a manufac-
turer of bathtubs introduced a remote control device
which enables its owner to draw a bath while driving
home. There are even fully computerized homes and, in
some cases, entire communities from which a person
could conceivably run a business without going to the
office. As we move into the '90s toward the year 2000,
technological advancements will develop even faster.

Technology has increased the pace of our individual
lives. We rely on technology to help us work smarter and
enjoy our freetime.

Amid all this change, our members, too, are develop-
ing a new character. While their wants and needs may
be the same as they were ten or 20 years ago, the way
they go about satisfying those wants and needs is dif-
ferent. Much of this change can be attributed to the im-
pact that work has on our society. To a great degree,
what we do for a living — our work — shapes society.
Today, most of our lives are fast-paced in a rapidly
changing society which is the result of new technology
and the information age.

Let'slook at the financial needs of consumers today
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and how they have been affected by the information

society. Ten years ago, when we were much more reluc-
tant to change than we are today, automated teller

machines (ATMs) were hot topics in the financial in-
dustry. Financial institutions could see numerous uses
for the ATM, but for the most part, consumers simply

looked at the ATM as a gadget to be avoided due to an
intrinsic lack of trust. Not so today; the consumer ac-
ceptance of ATMs s healthy and growing. Some of this
acceptance can be tied to marketing and strong selling.

Much of it can, however, be linked to the society we live
in today. People are seeking the most convenient source
to meet their financia needs. That is one of the real

reasons for the popularity of ATMs.

Consumers are also looking for choices. One only has
to look at the shelf in any supermarket to understand how
important a choice is to the consumer. With choices so
plentiful, it amost requires major research to determine
which toothpaste, cereal or luncheon meat to buy.

Similar product diversity is aso now available in the
financia servicesfield due, in part, to deregulation. Sav-
ings programs come in al shapes, sizes and forms with
rates tied to everything except the temperature. Loan
programs are next in creativity and hold great promiseto
become even more so in the near future. Today con-
sumers have amuch broader choice of financial products
and services, and that choice grows almost daily as non-
financials, such as Sears, expand their list of financia
services to attract more customers.

We live in an erain which technology is changing so
fast we hardly have time to become familiar with one
system before another is introduced that has more
capabilities, more possibilities and more bells and
whistles.

While modern technology may be a source of frustra-
tion for some, it can, if used and managed properly, be
the best solution to many problems. We should view
technology as simply a tool we use to complete a task,
improve our productivity and make life easier much like
our ancestors used the wheel to improve their lives.

In the book Megatrends, author John Naisbitt ad-
dresses our changing society and outlines five important
things to remember about the shift to an information
society. Naishitt notes: "The information society is an
economic reality, not an intellectual abstraction. Innova-
tion in communications and computer technology will
accelerate the pace of change by collapsing the infor-
mation float. The new information technologies will at
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first be applied to old industrial tasks, then gradually
give birth to new activities and processes and products.”

He also notes that in this new society, we will need
a more highly educated populace and that "the tech-
nology of the new information age is not absolute. It
will succeed or fail according to the principle of high
tech/high touch." Naisbitt believes that whenever a
new technology is introduced, there must be a counter-
balancing human response — high touch — or the
technology is rejected.

At Texins Credit Union, we use technology as a
tool through which we can provide better service to
our members in terms of both convenience and lower
cost. At the same time, we also focus on excellence in
personal service to create the "high touch"
environment Naishitt discusses. To a large degree,
Texins Credit Union is enhancing member services
through technology, a process we began in 1976 with
the installation of our first ATM.

Our Dallas-based credit union, which serves Texas
Instruments located throughout Texas and at Tl sites
around the world, has brought together numerous ideas,
financial products and equipment from a number of
technology-oriented sources to provide an efficient and
time-saving array of financial services and delivery
systems for members.

We have tried to use technology to solve a unique
credit union problem. Our 20 branch offices are located
in Tl plants where our members work, which immedi-
ately gives us an advantage . . . convenience. That same
advantage has at times been a disadvantage, simply
because we are so convenient. In the past, our lobbies
would fill with members wanting to perform routine
financial transactions. These routine transactions — ac-
count inquiries, funds transfers, share withdrawals and
deposits — kept our lobbies packed a good percentage of
the time. We saw the use of electronic funds transfer
systems (EFTs) as a way of taking these routine finan-
cia transactions, which comprise approximately 85 per-
cent of all our transactions, out of our offices. Thiswould
not only reduce the congestion in the offices, but would
enable us to reduce the branch staff and give our
employees serving members more time to focus their ef-
forts on selling services and handling more complicated
transactions such as loan closings and opening IRA
accounts.

EFTs are an important part of our plan to improve
productivity by providing members with efficient, cost-
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effective services they can access at their convenience.
We have drawn from avariety of high-tech sources to
reach our goal, which has led to the creation of our "of-
fice of the future" called Center 2000. This office of the
future incorporates the use of electronic self-help finan-
cial tools which members can use to complete their own
financial transactions. These tools include self-service
terminals which enable members to perform many in-
quiry transactions previously requiring human teller
assistance.

The credit union provides 35 ATMs, enabling mem-
bers to withdraw cash and perform other financial trans-
actions at convenient locations within the worksite. The
EFTs also include our membership in the MPACT
shared ATM network, which permits our 40,000 card-
holders to get cash at almost 1,000 MPACT machines
throughout the Southwest. Through MPACT, members
have access to 16,000 additional terminals nationwide
through the CIRRUS, Visa, MasterCard and American
Express ATM programs.

Members also have access to a point-of-sale program
through which cardholders can have their purchases at
participating stores electronically charged to their share
draft account. A new audio response program calfed Ac-
cess Line enables members with touch-tone telephones
to make transactions from home or work. A future pro-
gram, which is now in afield test, will enable members
with personal computers to make transactions from
home using the Access Line technology. One of the
final elements of the Center 2000 office of the futureis
the Texas Instruments on-line reporting system. This
system allows employees using Tl computer terminals
to access the company's worldwide communications
network to make loan applications or other service
requests electronically.

Our ultimate goal istotieall of these programs together
as much as possible in our Center 2000 office. This
process is simplified since many of our members are
familiar with electronics and computers. They are not
reluctant to experiment with new electronic equipment
and new concepts, even to handle their financial needs.

We took our initial step into the development of EFT
in 1976 when we installed our first "TexTeller" ATM. It
enabled us to remove some of the basic financial ser-
vices from our lobby and place them in the member work
area. It also made service available 24 hours a day, seven
days aweek. Today that single ATM location has grown
to 35, with plans to further expand the network.
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Most of the larger Tl sites now have two ATMs, increas-
ing the convenience of our service.

Through the ATMs, members can perform a variety
of routine financial transactions. They can make
withdrawals from their share, share draft or TexChek
line of credit accounts and make deposits to the share or
share draft accounts. Members may aso transfer be-
tween various accounts, for example transferring aline
of credit loan advance to their share draft account. Loan
payments can be made by deposit or by transfer from a
share or share draft account and balance inquiries can be
received on share and share draft accounts.

Member use of the system tells the real story of its ac-
ceptance. During June of 1986, 330,000 transactions
were made through our 35 TexTeller machines. With this
number of transactions, it is easy to see the volume of
traffic the ATMs take out of our offices.

One of the keys to the success of any ATM programis
the overdl reliability of the system. If an ATM system
has 95 percent-plus uptime, members will come to de-
pend on it for meeting their financial needs. At the same
time, if it is down more than 5 percent of the time, they
will be lesslikely to rely on the service.

An important aspect of our system is the emphasis we
place on reliability. The backbone of our performance,
which currently rates 96.6 percent uptime, has been our
strong ATM department supported by efficient service
from vendors, and a regular preventive maintenance
program designed to replace components before they ac-
tualy fail. Our uptime performance rating includes
allowance for daily balancing and servicing of all ATMs
in the network, and regular preventive maintenance and
periodic service calls. Most of the downtime problems
are handled by fully trained credit union employees. This
reduces the downtime and results in better service to the
members.

Another key element of successin our ATM program
has been the level of high-touch we have worked into the
program. Initially, when a new ATM is installed, a
trained professiona is present for the first week or two,
depending on the size of the site, to explain how the
ATM works. During the demonstration period, service
brochures and other items are distributed to explain how
the ATM operates. When preventive maintenance is
scheduled or when there is a problem, we try to maintain
avery high profile at the front of the machine with signs
telling members when the ATM will be back in service.
We have also let members know of our overall
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uptime average of 96.6 percent and tried to educate them
on the importance of preventive maintenance even
though it removes the ATM from service for afew hours.

Another key element of high-touch is explaining to
members on a regular basis, through our newsletter and
various advertising materials, that the ATM is cost
effective. We let the members know that a transaction
completed through the ATM costs the credit union ap-
proximately 31 cents compared with 61 cents for a trans-
action completed by a teller. They understand this is a
favorable impact on operational costs and helps the credit
union keep its savings and |oan rates competitive.

The MPACT ATM network we joined in 1985 also
helps us to further expand our ATM convenience to
members. Since MPACT is linked with other Texas net-
works and out-of-state ATM networks such as CIRRUS,
American Express, MasterCard and Visa, our members
have access to their accounts virtually throughout the
United States.

Since implementing the MPACT shared network pro-
gram, we have had excellent member response. The
monthly MPACT volume averages approximately 50,
000 transactions. This volume is building even though
we pass along the operating costs of the program to the
member. Total cost to the credit union for each financial
transaction averages 91 cent. The member is charged $1
to offset the cost. Each cardholder also pays a 50-cent-
per-month TexTeller/MPACT card fee. However, there
is no charge for conducting a financia transaction
through our own TexTeller ATM network.

Another key element in the development of our Center
2000 office concept was the installation of our self-service
financial terminals. We currently have 115 work stations
and six concentrators. These terminals are used at teller
stations, in the back office and for member self-service.

In the Center 2000 office concept, the terminals per-
mit members to make account balance inquiries on sav-
ings and loan accounts and obtain year-to-date divi-
dends. Members may also obtain their share draft history
for transactions cleared in the past ten days and deter-
mine payroll distribution information such as deduction
amounts and direct deposit data.

Our members can access their accounts through the
self-service equipment by dliding their TexTeller/
MPACT card through a card reader located at the back of
the keyboard and entering their personal identification
number (PIN). The system isvery user-friendly, and even
those who are not familiar with a computer ter-
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minal keyboard can easily access their accounts through
the equipment.

To maintain our high-touch approach to the imple-
mentation of a new technology-oriented service, we
demonstrate the new service in the branch for one to two
weeks. This helps familiarize members with the service.
Member response has been tremendous.

Through our various EFT equipment, the members are
developing a self-service habit. They are actually ex-
tracting information from the system in the same man-
ner they would receive it from ateller. The most promis-
ing aspect is they seem to have fun performing the trans-
actions. They enjoy working with their accounts the same
way they liked depositing their paychecks before the
direct deposit program was offered.

As one of the nation's leading high-tech companies,
Texas | nstruments devel ops and manufactures some of
the products used by the credit union. Tl also has the
skilled work force to support our plans for EFTs and for
further expansion of the Center 2000 office concept.

TI employees at amost every plant and office location
throughout the world have access to the company's
Tl 914 computer terminals. These terminals are linked
together in TI's worldwide communications network.

Members in these plants are able to communicate directly
with the credit union. For example, a member in TlI's
Japan facility can make a loan application from his/her
desk simply by calling up a loan application on a com-
puter terminal and completing the application.

Once the application is completed, it is electronically
sent to our Correspondent Service Center (CSC) in
Dallas for processing. The CSC is a fully staffed branch
designed to serve the financial needs of remote members
through the mail, telephone and other electronic equip-
ment. Other service information such as check requests,
transfer requests, service application requests and much
more may also be sent over the network.

Each month, the CSC receives about 40 loan
applications via this method, atotal which we feel will
continue to grow. We are in the process of developing
a shorter, more concise loan screen that will be easier
to complete and more "friendly"” to the member.

To further expand the convenience of our services into
the home or work area, the Access Line audio response
system mentioned earlier also enables members with
touch-tone telephones to access the on-line computer and
perform financia transactions. Through Access Line,
members can transfer money, make loan payments, in-
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quire about their account balances and obtain informa-
tion regarding cleared share drafts.

To use the service, a member must have a TexTeller/
MPACT card and a P.N. The member pays a 25 cent fee
for every 2V2 minutes of connect time with the com-
puter. The credit union also has atoll-free 800 number for
members who live outside the Dallas area.

In yet a further expansion of our Access Line tech-
nology, we plan to increase capabilities to include the
ability to make transactions at home using a personal
computer. Severa thousand members have persona
computers at home. Once we complete our test program
during the fourth quarter of 1986, these members will be
able to transfer funds, check on their account balances
and obtain other information on credit union service
without having to come to the credit union office. This
segment of our market will grow as we move further into
the information society and as more and more practical
applications for the computer, such as bill paying and
home shopping are brought on-line.

Another new EFT service we began offering this year
is point-of-sale (POS). Members who have a TexTeller/
MPACT card can make purchases at participating stores,
where they are immediately debited to their checking
account. Some members do not like the idea of losing
their float, but the convenience of not having to write
checks to make purchases is attractive others. POS is
another financial convenience that fits in with our Center
2000 office of the future concept.

The future In an age when developments in high technology
began an  occur from moment to moment, it is hardly an exaggera-
hour ago tion to say that the future began an hour ago. For credit

unions, emerging technologies will bring about oppor-
tunities to provide better, more sophisticated and cost-
effective products and services for our members.

Some of the new technological tools which we will be
monitoring include developments in expert systems,
super-smart cards, satellite communications and self-
service work stations. All four developing technologies
have practical applications for our credit union and the
entire financial servicesindustry.

Complex yet cost-effective expert systems are available
today — systems with the capability of alowing financia
institutions to provide high-touch, personalized financia
planning services for members. As these expert systems
move into the marketplace, they will change the traditional
buyer/seller equation. The expert systems being designed
today will cause product design to shift
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from seller control to buyer control . . . from mass
marketing to individual marketing.

Expert systems will succeed because they will provide
important consumer financial advisory servicesto mem-
bers in an economical, convenient and timely manner.
They will help members make difficult financial deci-
sions that will affect their personal finances for many
years.

To achieve the potential of an expert financial ad-
visory system, we need to develop a network to access
other information sources such as government data
bases for inflation data and for the latest news on the
financial funds market. Private data bases with money
market information must also be accessible to financial
institutions.

Expert systems, when fully developed, will enable
credit unions to provide members with financial advicein
a cost-effective manner without adding a financia
consultant and other counselors to their staffs.

Another service that holds great promise for the future
isthe super-smart card. One s currently being tested that
works off-line as a completely self-contained unit with
the capability of authorizing transactions within
themselves. The French initially developed this concept
and it has generated broad use throughout France.

While the technology is new to American consumers, |
think many will be intrigued by the super-smart card.
It's a new form of financial convenience that certain
segments of our new society will find very useful.

Technology is also causing a revolution in satellite
communications. Even today, these satellites offer credit
unions an inexpensive, reliable way to compete in a
deregulated financial environment.

To a degree, the revolution in satellite communica-
tions can be applied to the needs of the rapidly changing
financial services industry. And, satellite technology
would prove a cost-effective aternative to traditional
land-based telecommunications for credit unions using
service bureau processing. Credit unions that now use an
outside data processing service center can benefit from
lower costs and improved system uptime by substituting
direct satellite links for current telephone lines.

Texins Credit Union is currently benefiting from this
technology through the use of satellite links with our
members around the world. The real advantage of this
new generation of communicationsisthat it enables credit
unions to remain competitive with giant financial
institutions.
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In looking at emerging technologies, we would not
be complete without discussing the rapid developments
in self-service work stations and other consumer-
activated devices which enhance office operations and
help reduce the staffing needs of financial institutions.

Electronic financial services technology will prove to
be a very cost-effective way to deliver new, exciting,
consumer-oriented services. And equally important, the
growth in electronics will provide a better, more cost-
effective way to deliver those services that credit unions
have aready been providing.

In the future, the financial services industry will place
great importance on delivery systems at branches and
other remote locations in order to improve office and
staff productivity. In a very short time, American con-
sumers will have available a large number of locations
and systems to serve their financial needs. As aresult of
the emphasis on self-service devices, a consumer might
visit abranch in the future and see only afew employees;
but might also see quite a few member-activated work
stations, al capable of performing different activities and
providing different services.

We have automated our tellers and now we are mov-
ing to automate our branches. The significance of the
new emphasis on customer-activated systems is apparent
when considering the more sophisticated services pro-
vided today by financia institutions. By freeing
customer service employees from routine transactions,
we give them more time to counsel members on
financial alternatives as well as to personally market
more products and services.

One company has even developed a "personal bank-
ing machine" to support this trend toward self-service.
This machine can perform all the transactions of a
typical ATM, as well as two new functions. It can
dispense five denominations of bills and coins. It can
also read individual checks, capture the information
electronically and cash the check to a penny.

Industry emphasis on self-service will encourage sup-
pliers to develop more new products like the personal
banking machine. And as aresult of thisemphasis, a
broader range of self-service devices with even more
capabilities will emerge. Equally important, the delivery
of products and services will be in modular form, so each
credit union or financial institution will be able to
specifically tailor the technological elements of the solu-
tion to its specific needs.

Some maintain that the consumer, our member, is not
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yet ready for the high-tech world of electronic financial
services. However, in view of our rapidly changing
society and the increasing desire for convenience, |

think the consumer may be further along than we redlize,
especially in larger metropolitan areas.

A 1984 survey completed by American Banker re-
vealed that more than one-third of the American public
liked the idea of completing financial transactions
without having to visit a financial institution. Thirty-
seven percent of the survey respondents said they would
be comfortable handling their financial transactions by
telephone, mail or ATM, if the financial institution they
used no longer had branches. Although more than half of
those surveyed still oppose the concept of self-service,
the fact that more than one-third favor it suggests that
acceptance of high-tech financial services is not as dis-
tant as some opponents claim.

Also in the survey, respondents that identified a credit
union as their primary financia institution were evenly
split. Some 47 percent said they would be comfortable
using the self-service equipment and 48 percent said
they would be uncomfortable handling their financia
transactions through EFT.

The challenge facing credit unions today is how to
survive and grow in the competitive and complex
financial services market. That challenge is further
complicated by the geometric increase of information
made available through technology.

To succeed in the future, we must establish tactics that
use all available resources to achieve our objectives.
Without these tactics, so elequently described by Henry
Wadsmorth Longfellow in his poem, "The Village
Blacksmith," once an important part of each village or
town, the need for a blacksmith has vanished. Long-
fellow closed his poem with these thoughts:

Thanks, thanks to thee, my worthy friend,
For the lesson thou has taught!

Thus at the flaming forge of life

Our fortunes must be wrought;

Thus on its sounding anvil shaped

Each burning deed and thought!

The flaming forge of life on which our fortunes will be
wrought is fueled by technological advancement. We
have a choice to make, and high-tech/high-touch can be
the anvil on which we shape our future.
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Credit unions are built on service to members, thrive
because of member loyalty and are driven first by the
member need and second by the demands of the institu-
tion. Many credit union executives may tell you that, few
believe it as strongly as Thomas Allen.

In its headlong pursuit of prosperity and glory, credit
unions must never forget the members who formed the
basis of the organization and through whose loyalty have
helped it grow. But in its pursuit of member service,
credit unions must also remember that the marketplaceis
changing, the members' needs are changing and service
to those members does not mean the same as it did 10,
five or perhaps even two years ago. Like any other
industry or movement, the only thing for credit unions
that is constant is change.

But what credit union executives must remember,
Mr. Allen explains, is that any change in their institu-
tions must be brought about in response to member
need, not the other way around. Credit unions change
because members change. Credit unions do not change
and then ask members to catch up. That's a sure way
for credit unions to lose out.

Its a simple service equation, one that is easily
misunderstood. But like any such equation, the result is
much greater than the sum of the various efforts that go
into it.
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Managing Financial Services
as If People Mattered

by Thomas E. Allen

n 1947, | went to work as a salesman for a local
hardware store. Given my complete lack of
mechanical aptitude, it has never ceased to amaze

e that the hardware store hired me. At a youthful
18,
| was working my way through St. Louis University and
dating my future wife. Convinced my career would be
in accounting, my education was a world of debits and
credits, but | found myself surrounded each day by nails,
paint and hammers.

| had no experiencein nails. My experience wasin
ice cream. Asayoungster, | had worked in asmall
neighborhood pharmacy and was often put in charge
of the soda fountain, where | delighted in making
customers (and myself) ice cream extravaganzas. The
regulars knew | was always good for an extra scoop,
because working with people was something | reveled
in, and keeping the banter going with customers came
naturally to me. The customers, | thought, were great
fun.

The manager of the hardware store, however, held an
entirely different view. When a customer walked
through the door, he saw dollar signs. We were taught
that what mattered most was making a profit for the
store. If the customer needed three ounces of nails, we
should sell him a pound.

Once we received alarge shipment of electric fans.
They were not the fans the store had ordered and adver-
tised, and they were of inferior quality, but the manager
told us to sell them anyway. The lesson drilled into us
was that customers were people to take advantage of.
This, | was told, was how all businesses treated cus-
tomers. My view of customer service began to sour.

Seven years later, with agrowing family and a degree,
| was hired to run a business. The business was
Anheuser-Busch Employees Credit Union (ABECU).

The credit union job offered a steady paycheck, but
there were also other aspects of working for a credit
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union that appealed to me. The idea of serving a co-
operative and working for more than "customers" was
important to me. Every day, | was counseled, | would
be working with "members,” and these people were
the owners of the credit union. Members deserved

special treatment. From my perspective, it was a

chance to return to the soda fountain. Instead of

selling a pound of nails, this was my opportunity to
help people to an extra scoop of ice cream.

When | started at the credit union, we had 2,000
members, and | was proud of the fact that | knew each
and everyone's name and account number by sight. The
credit union office was a small, plain room with one
teller window, afile cabinet and a desk. Once aweek, a
typist would come by and help with the typing. Mem-
bers stopped by the office at all times of the day,
sometimes just to talk. | never wore atie in those days
(it was 28 years before | started wearing a tie to work)
and both salaried and wage-earning members felt com-
fortable dropping by the credit union to visit.

Loan decisions, then, were made on a member's char-
acter and need. The convenience was unequaled. If | were
walking through the bottling plant, it wouldn't be unusual
for members to stop and hand me deposits. Now there's
an automated teller machine in the bottling plant hallway
| used to walk down. Serving the members was much
simpler in the early days.

Today, ABECU has 37,000 members, $165 million in
assets, 12 offices in eight states, and 125 employees.
Competition, deregulation, growth and expansion have all
had a significant impact on our members and their
relationships with the credit union. But two things have
not changed: member service and the common bond.

Our employees are required to maintain a superior
level of member service. Regardless of the impact that
change and competition may have on our members,
outstanding service is the common denominator to
each member's relationship with the credit union.

As deregulation matures and | watch its impact on
members, I'm even more convinced that it's the quality of
service that will draw members to the credit union. With
services a financia institutions virtually inter-
changeable, superior service can position a credit union
above the routine level of others and help protect it from
ruthless price competition.

A recent study by professors Robert 0. Metzger of the
University of Southern California and Sukhan Dey of
Indiana University found that more than 85 percent of
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retail bank customers surveyed had absolutely no interest
in any new non-banking products or services developed
by their bank. What most of them wanted was more per-
sonal banking service.

In descending order, consumers al so desired accuracy,
quality of overall service, friendliness of the staff and
speed in the teller line. Personal service ranked well
above the level of interest rates paid on deposits as an
attraction.

In his book, Marketing Financial Services, Dr. James
Donnelly points out that "the pivota difference between
goods businesses and service businesses is that goods
businesses sell things and service businesses sell per-
formances." Whether our credit union offers four ser-
vices or 40, I've aways tried to see to it that our service
performance is tolerant of members who are uninformed,
prompt to those in a hurry, reassuring to those who are
concerned and accommodating to those who feel
wronged. By establishing a corporate culture where
outstanding member service is the top priority, we have
effectively insulated this relationship from many factors
that are beyond our control.

From the members perspective, superior service
makes the act of banking at the credit union more enjoy-
able and convenient. Most financial transactions, though
essential, are faceless and dull. Superior service puts a
sympathetic face on something that could seem lifeless,
and however long the transaction takes, superior service
makes the member the center of attention.

In addition to member service, the common bond has
retained its importance. ABECU's field of membership,
Anheuser-Busch employees and their family members,
has essentially remained the same since the credit union
was organized in 1939. Many credit unions now work
toward diversifying their fields of membership. In many
cases, this may be necessary if the industry or organiza-
tion served by the credit union is laying off employees or
failing. It seems that, to many credit unions, the common
bond has become an obstacle to expansion.

From my perspective, our common bond has aways
been a center of gravity for the credit union, giving
members a sense of exclusivity and belonging. There is
more than a little pride in being part of an organization
that not just anyone can belong to.

How important is the common bond to our members?
My director of marketing, Dave Baggett, has been chaf-
ing at the neck over the "common bond collar" imposed
on his markets. In an attempt to prove it was a moot
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point, he slipped a common bond question in our 1985

member survey. The question asked, "ABECU is a not-
for-profit cooperative serving people in a defined field of

membership with a common bond. How important to you

is the 'common bond' aspect of the credit union?’

Fifty-seven percent said it was very important, 29

percent said it was somewhat important and only 14
percent said it was not important. That means that 86
percent believe the common bond is at least somewhat
important. Mr. Baggett regrets asking the question.

My loyalty to the common bond is tempered with the
understanding that, as go the fortunes of Anheuser-Busch
Companies, Inc., so go the fortunes of the credit union.
When | started with the credit union in 1954, Anheuser-
Busch was simply a beer company, and not even the na-
tion's largest — that didn't happen until 1957. Just as the
credit union's business has expanded, so has the scope
and influence of Anheuser-Busch.

Today Anheuser-Busch Companies, Inc., is a diver-
sified corporation whose subsidiaries include the United
States second largest producer of fresh baked goods and
the world's largest brewing organization. Other sub-
sidiaries are involved in container manufacturing and
recovery, malt and rice production, international brew-
ing and beer marketing, wine, non-alcoholic beverages,
baker's yeast, snack foods, family entertainment, cruise
ships, international baking, refrigerated and frozen
foods, real estate development, magjor |eague baseball,
turf farming, stadium ownership, business communica-
tions, rail car repair and transportation services and
metalized label printing.

Thus, while the credit union receives not one penny of
support from Anheuser-Busch, we have benefited
from the company's aggressive expansion and growth.
The company's prosperity has allowed the credit union
to grow and compete without "diluting” our original
common bond. But what impact has expansion and com-
petition had on credit union members? Are they better
off today than 30 years ago? Has there been any negative
impact on the members as a result of competition and
deregulation? To answer these questions, we must |ook
at those factors having the greatest impact on the
members financial condition.

For the purposes of this discussion, | will definein-
ternal factors as those factors having an effect on the
members that are under the credit union's control or in-
fluence. If the credit union decides, as a matter of policy,
toinvest al fundsin bank certificates of deposit and to

106



The threat of
competition

stop loans to members, it would affect the members' fi-
nancial condition, and thus it is an internal factor within
the control of the credit union.

On the other hand, if the price of ail triples, or a war
begins in Central America or the return of double-digit
inflation causes interest rates to skyrocket, the financial
condition of the membership would certainly be af-
fected. However, these are external factors beyond the
control of the credit union.

Competition is a good example of an external factor
that affects members but is beyond the credit union's
control. You may do your best to offer competitive ser-
vices, but you have no control over the Sears Discover
Card commercial your members see on the evening
news or the CitiCorp mailing the members got in the
mail yesterday.

By reviewing the factors from this perspective, it helps
us weigh the relative impact each has had on the mem-
bers. It also forces us to take a more disciplined look at
how changes in the credit union world have touched our
members lives.

Every time a credit union board of directors sets a
policy, it is exercising some degree of influence on its
members, and each policy is a reflection of the credit
union's operating philosophy. Credit union operating
philosophies are perhaps the greatest internal factors
having an impact on the membership.

Take the issue of growth and expansion, for example.
The growth of your credit union, or lack of growth, is a
direct result of your operating philosophy. We've all seen
some small credit unions which are determined to stay
small. They stay small by enforcing obscure rules,
imposing petty inconveniences and offering uncompeti-
tive services. But likeit or not, their operating policy isto
remain small. The resulting service, indifferent at best,
pushes the member to ancther source for financial
services. If thisis the only credit union available to the
member, then he or she has lost a credit union option for
financial service and has had the choices narrowed.

At the other extreme, consider the credit union which
pursues growth at all costs. A credit union of this type
judges itself on paper, equating statistical jumps in
members and assets with success in member service. |
know of one credit union that aggressively pulled in
millions of hot, short-term, money market dollars when
rates were high. Other services were ignored in the chase
for asset growth.

When interest rates declined three years later, the hot
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money left and the credit union was left with a service
portfolio in shambles. It had been successful at focus-
ing most of its corporate resources at doing one thing
well — taking in new money in one high-rate, state-of-
the-art type of account. With that gone, members were
left with services that were three years behind the mar-
ketplace and personnel untrained in their administra-
tion. Once again, we see how a credit union's operating
philosophy can restrict a member's range of choices.

At ABECU, our operating philosophy is driven by four
important concepts. superior member service, total
service, user pay and managed growth. Each isanin-
ternal factor with measurable impact on the members. |
have aready discussed the role that superior member
service playsin our credit union, so let's discuss the three

remaining internal factors and their impact on members.

Tota serviceisjust another way of saying full service, a

phrase the banking industry holds dear and advertises

loudly. One objective of total serviceisto provide acom-
plete, but reasonable, range of quality financial services
to meet the financial needs of the membership. By doing
s0, the credit union generates important service relation-
ships with the member, establishing the credit union as
the member's primary financial institution (PFI).

When trandated into member services, total service
means consumer loans, real estate loans, Visa and
MasterCard, safe deposit boxes, checking, Super NOWSs,
certificates of deposit, money market accounts, insurance
services, direct deposit, automated teller machines,
audio response, payroll deduction and, of course, sav-
ings accounts. At last count, we were offering our mem-
bers more than 45 different financial services, a far cry
from my early days when you could count the number of
credit union services we offered on one hand.

We know from marketing research that certain ser-
vices, such as checking accounts, are critical to estab-
lishing the credit union as the members PFI. Employees
at our credit union are trained to cross-sell the services
most likely to create a PFI relationship with the member.
We use sophisticated management reports to track mem-
bers' use of services, but there's another barometer | use.
Total service has been so successful in establishing
multiple account relationships with our members that, on
aquarterly statement mailing, the average number of
statement pages for each member is 2.8. The additional
postage is one expense | don't mind paying because it
tells me the total service concept is working.

Our total service philosophy gives the members more
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choices and greater convenience. Having more financial

service choices may not be important to a member who
fits a bank's preferred customer profile and is courted by
many financia institutions, but it does make a critical

difference for other members. The extended range of fi-
nancia service options created by total service has been
of extreme importance to some of our demographic seg-
ments. Senior members on a limited income, for ex-
ample, rely on many of our "lifeline" services such as no-
charge checking and no-charge bank-by-mail. Y ounger

members just entering the workforce appreciate our

efforts to help establish their credit.

Seeing how total service benefits our many members
is one of the most satisfying elements of my job. One of
our long-time members took every opportunity to
complain each time we added a new service, saying we
were looking more and more like a bank. During one of
my "walk around management style" days, | noticed
this particular member as he circulated from the teller
windows, then to new accounts and then to the loan
department. | finally stopped him as he was leaving the
safe deposit area and gently chided him for complain-
ing al these years about the new services while
apparently availing himself of so many of them. "Well
damn it, Tom," he replied, "you make it so darn hard
not to keep all my business here!"

| am constantly amazed at the number of credit union
professionals who remain critical of the total service
philosophy. The question is still asked whether credit
unions can offer total service and remain loyal to the "
original" credit union philosophy. This is what our well-
intentioned critics mean when they announce they want to
"examine the true mission of credit unions.”

The mission and the philosophy of credit unions are
one and the same and are based upon two mighty con-
cepts: cooperative self-help and democratic self-
determination. These concepts, when put into practice
at a credit union, work toward the twin goals of en-
couraging thrift and supplying credit at reasonable rates
of interest.

Many credit union professionals believe this philos-
ophy implies a subservient position for credit unions -
noble, but subservient — and that offering too many
services makes credit unions just like banks. "Credit
unions,” they say, "were organized to make low-cost
loans and allow members to pool their savings. Thisis
al."

Those who say credit unions shouldn't offer more and
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better services are really saying that credit union
members have no right to improve their financial con-
dition. Total service, served up credit union style, is an
expression of the will of the membership and a reflec-
tion of the evolving needs of today's financial services
consumer.

Tota service, however, does not mean a headlong rush
into every service to come down the pike. We must
establish services to fill defined needs. One way to iden-
tify these needs is through market research, but even this
science can be inexact.

Through research, ABECU identified a perceived need
for two new services: discount brokerage and audio
response. We are now CUNA Brokerage's largest client
with a large and active member-trading base. Audio
response, unfortunately, has been a huge flop. Thus,
while not all services are successful, the members see
their credit union constantly evolving, presenting new
ideas and expanding the members' range of choices.
When some ideas fail, we simply cut our losses and go
forward.

Tota service need not be an expensive proposition if
you take a disciplined approach to the pricing of each
service. Our commitment to total serviceis supported

by the consistent application of the "user pay" concept.

Based on my early association with other credit union

professionals, | think many of us really believed that

there was such a thing as a free lunch. Those were the
days of 12 percent loans and 6 percent share accounts.
Asour total service menu grew and margins narrowed,
however, it became apparent that all members could not
be expected to pay for services that benefited only some
of the members. Enter the user pay concept, a pricing
philosophy, if you will, that makes for an equitable
distribution of service expenses.

The user pay concept means only the users of certain
credit union services for those services, rather than
spreading the cost among all members. This helps keep
all services essentially self-supporting. But user pay can
be taken to the extreme depending upon the type of func-
tional cost analysis you calculate for each service. Teller
serviceis agood example. Obviously there are signifi-
cant expenses involved in maintaining teller operations,
and through a functional cost analysisyou can calculate a
cost per over-the-counter transaction. But can you charge
members, say, $4.82 per transaction? Could you even
charge 50 cents a transaction?

Citibank tried the latter and was met with afirestorm
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of consumer backlash that caused them to abandon the
policy. User pay, from our experience, works best when
direct and significant expenses involved in the delivery
of aservice can be identified and efficiently passed on to
the member. For each service, we look at the proposed
charge and compare it with similar charges in the
marketplace. No institution, at least in our service areas,
charges for teller transactions. But institutions do charge
for personalized printed checks, and so do we, passing on
the cost of the checks directly to the members. With user
pay, members who use checks pay for them.

Does user pay have a negative impact on member
relations? No, because members see the concept as a
fair one, and we are careful to explain the purpose of
the user pay concept each time it is applied. When a
member complains, for example, about having to pay
for credit life insurance, our staff is trained to respond
by saying, "Well, if we didn't charge the users of credit
life insurance for using the service, all members would
have to pay indirectly through higher loan rates. If you
don't want to use the service you don't have to pay for
it." In fact, when we introduced member pay credit life
insurance, we accommplished it with a significant
drop in interest rates to support that concept.

Senditivity to member attitudes is important when
applying the user pay concept because its application can
have far-reaching member relations implications. Our
experience with user pay on our ATM network is a good
example.

ABECU was one of three founding institutions of the
Credit Union Exchange (CUE) network in 1982. Today,
it's a regional network with more than 20 participating
credit unions. Part of the agreement between the par-
ticipating credit unions is that each institution is com-
pensated for the costs of handling transactions for
members of other credit unions.

Under the current agreement, ABECU must pay the
other credit unions 65 cents for each withdrawal and 90
cents for each deposit on one of the other credit union's
machines. These are called foreign transactions, and by
1985 we were paying between $4,000 and $5,000 a
month to other credit unions for them. The obvious
application of user pay would be to charge a fee to
members making the foreign transactions. But the issue
was complicated by the fact that many of our foreign
transactions were generated on ATMs located in areas
of St. Louis with largely black populations. We were
confident members would pay for the convenience of
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using non-ABECU ATMs, but would the foreign tran-
saction fee be perceived as a form of residential
discrimination?

We decided to charge our members a 50 cent fee for
each foreign transaction. Thirty days before imposing
the fee we sent a direct mail piece to all our ATM card-
holders explaining the charge and focusing the issue on
user pay and convenience. The same brochure was
mailed to cardholders 15 days prior to implementation.

By taking a positive marketing approach, defining the
issue in our terms and giving fair notice, we hoped to
deflect any complaints or any decrease in ATM volumes.
I will emphasize this point later, but aggressive market-
ing and communications support are extremely important
in making our operating philosophies a success. Without
marketing support I'm not sure the user pay concept
would be as accepted as it is by our members.

There were afew complaints, but total ATM volumes
remained the same as transactions shifted to our ATMs.
We continue to have the highest transaction-per-card
ratio in the network. By applying the user pay concept,
the credit union shifted costs to the users, with no
negative impact on the service and without the service
acting as adrain on credit union revenues.

By keeping services essentially self-supporting, the user
pay concept allows the credit union to offer its members
more services. And more services give the members more
choicesin the administration of their financia affairs. Any
time we can increase the number of financial options
available to our members, | think we give the members
more freedom to make informed decisions.

The third and fina internal factor I'll review is
managed growth. Itsimpact on the member may not be as
evident as total service. But the importance of managed
growth and its impact on the members is most evident
when it is not practiced.

As a non-financia illustration, take the case of Peru.
The capital city, Lima, situated on the Pacific coast, had a
population of 175,000 in the early 1920s, just 60 years
ago. Its population today is approaching four million. The
once-beautiful Spanish city is now infested with slums.
People are arriving from rural areas at the rate of more
than 1,000 a day, and nobody knows what to do with
them.

Peru is an example of the destructive effects of un-
controlled growth. Perhaps the chief hallmark of uncon-
trolled financial growth is the unrestrained rush of
members and money into a credit union, and conse-
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quently, nobody at the credit union knows what to do
with them. Management creates new services at arapid
rate, expensive marketing campaigns are rolled out, the
common bond is expanded, mergers are consummated
and inexperienced employees are dumped in the fray. The
victims are both the members and the front-line credit
union employees, because management has failed to
manage growth and nobody knows what to do.

Since 1980, ABECU has gone from $30 million in
assets to $165 million. But it has been managed growth,
without undue strain on member service and our em-
ployees. Thisis not to say it has been effortless. Part of
the growth included expanding from a 10,000-squarefoot
main office to a 40,000-square-foot facility without
interrupting member service.

The impact of managed growth on the members is
twofold. First, members receive knowledgeable and
timely service. They come to the credit union knowing
the ingtitution is prepared to serve them. With this ex-
pectation met upon repeated visits, member confidence
in the organization grows. Second, managed growth
increases the solvency of the credit union. This is accom-
plished by directing, usually through strategic planning
and marketing, growth in multiple areas of the service
portfolio.

On the savings side of the balance sheet, we channel
growth into regular savings, IRAS, certificates of deposit,
a money market account, a Super NOW and interest
checking. With members savings dollars strategically
distributed, the credit union is protected from aberrant
changes in the market. But does this really have an im-
pact on the members?

If you will recall the example | cited earlier regarding
the credit union that put all its eggs in one money market
basket, only to have the funds leave when rates dropped,
you can see the impact it had on its members. The credit
union had no competitive alternative available when the
members needed it. A similar situation can be found in
credit unions who ignored their loan market when in-
vestment rates were high. Now, when investment rates
are low and dealer subvention financing is eating away
their new car loans, these credit unions are trying to
generate loan growth with the odds against them.
Member loans are something to nurture, not turn on and
off like tap water.

Strategic marketing is also critical to a successful pro
gram of managed growth. An aggressive marketing pro
gram keeps the credit union in front of the members,
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generating use of credit union services that contribute to
the credit union's bottom line. Marketing/communica
tions is another internal factor that has a positive impact
on the membership.

Despite the fact that most of my local colleagues think
I'm a conservative old Dutchman, in 1980 ABECU be-
came the first credit union in Missouri to advertise on
television. I've always been a big believer in marketing,
although we caled it "member education” in the early
days. My belief in the value of marketing is not just tied
to its bottom line contribution. Well-crafted, honest
marketing can have a very positive impact on the
members.

As a not-for-profit consumer cooperative, one of our
objectives is to help the members make informed deci-
sions on their financial affairs. Our 1950s reference to
marketing as member education may have been simplis-
tic, but good marketing does educate the members and
help them make informed decisions. Keeping the mem-
bers informed is one of my top priorities. Our market
research tells us that our members overwhel mingly view
the credit union as a credible source of information on
financial and consumer issues. Because credit unions are
consumer organizations, an informed membership
should be more likely to use the credit union than it
would use more commercial financial institutions.

At ABECU, we maintain three member publications to
keep the member informed, each with a separate identity
and purpose. The monthly publication, First Draft, uses a
straight news style to inform members of new services
and policy changes. The quarterly publication, Resources,
reviews consumer and financial issues. And our
bimonthly Slver Eagle Gazette goes to our senior
members and discusses issues relevant to their needs.

Perhaps the best example of how marketing can ben-
efit members by keeping them informed is the case of
dealer subvention financing. Two years ago, when dealer
financing first began to erode our new car loan market
share, our members were uninformed on the merits of a
credit union new car loan versus deder financing. They
believed the lowball rates could be applied to the auto of
their choice. Many signed 18 percent APR loan contracts
thinking they were getting the rate advertised on the
dealer's showroom wall. Most of these loans were
refinanced at the credit union.

We began an aggressive marketing effort to educate the
members on dealer financing, which has continued to this
day. Not only did we run adirect mail campaign
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on the issue, but we constantly review it in our publica-
tions. By educating the members on this issue, we've
been able to protect our market share at a time when

many credit unions have seen their market shares

decline.

Many would argue that credit union marketing has a
negative impact on the membership by spending
money which would be better allocated to interest and
dividends. Some of our members made this case when
we started broadcast advertising in 1980. Our members
were used to seeing Anheuser-Busch commercials on
television. (In 1980, the world's largest brewer spent
almost $90 million on television advertising.) But the
membership was unprepared for commercias from the
credit union.

The purpose of the three-week campaign in 1980 was
to attract family members. When you attempt to in-
crease service use among family members — particularly
those not residing in member households, by mailing to
primary members, you subject your message to a "two-
step flow." The primary member is expected to do the
persuading that the brochure was designed to do. The
persuasive power of your message is usualy lost in the
tranglation, if the message is passed on at al. By deliver-
ing the message through mass media, you eliminate the
perils of the two-step flow.

Our 1980 television campaign was a great SUCCESS,
pulling in more than 600 family members and almost
450 new share draft accountsin just a few weeks, gen-
erating a healthy surge in loan demand. Had we taken the
money we spent on the campaign ($17,000) and ap-
plied it to the dividends on the regular savings, we
could not have increased the rate by even one tenth of a
percent. This is one reason |'ve always looked at our
marketing budget as an investment in the future of the
credit union.

For marketing to have an impact on members, how-
ever, it must have a strong base of valid market research.
It was market research, for example, that identified
dedler financing as a significant competitive factor long
before it was generally recognized as a market force.
Market research can be an invaluable tool in making sure
your internal factors have a positive impact, and in
evaluating the impact external factors are having on the
members.

| guess one reason | value market research so much is
that I've always listened to the members. That's how |
conducted market research in the early days, by simply
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listening to what the members had to say. Their com-
ments told me what impact the credit union was having
on their lives. Today, with 37,000 members located all

over the country, | can't listen to each and every

member's comments or complaints.

Instead, ABECU relies on market research and a pro-
gram called Feedback. The program is designed to fun-
nel member comments and complaints straight to my
desk. Each credit union office has a Feedback center
consisting of alocked collection box, awriting ledge and
aforms dispenser with Feedback forms for comments
or complaints. The members use the Feedback form to
make comments or complaints. Each form folds down
to a postage-paid, self mailer and can be dropped in the
mail or in the Feedback box, which is checked daily.

The Feedback program has its own logo and sta-
tionery. It is promoted through our publications and in-
formation centers.

Members are promised a written response in 10 busi-
ness days or less. The marketing department directs each
completed Feedback form to a particular manager for
response. Before the response goes to the member, how-
ever, | seeit and a copy of the member's Feedback form.
Feedback gives me a direct pipeline to member concerns
and needs. One of the great benefits of Feedback is its
ability to tell us how successful we are, or are not, in
managing the internal factors| outlined earlier.

The system has aready proved its worth by giving us
access to member opinions on avariety of subjects.
Under user pay, for example, we began charging all
members $1 for each telephone transfer between check-
ing and savings. This was made necessary by the sheer
volume of calls requiring one teller to do practically
nothing else but handle telephone transfers. Members
were notified of the charge in advance, with an explana-
tion that members could avoid the charge by making the
transfer in person or through an ATM.

After the charge was implemented, members located
in areas not served by our branches put Feedback to
work. Through Feedback they told us in no uncertain
terms that this charge was unfair to them since they did
not have access to a branch or ATM. They made such a
strong case that we altered our policy to exempt them,
and senior members, from the charge.

Two other scientific market research forms that we
rely on are member surveys and focus groups. Every
three years, we conduct a mgjor member survey. Thisis
done by taking an opinion survey of arepresentative

116



Qualitative
and
guantitative
information

sampling of our membership in order to evaluate how
well the credit union is serving the members needs and
to provide information valuable for future management
and marketing decisions. Our member surveys are con-
ducted through the mail, where members are sent ques-
tionnaires to complete and return in postage-paid
envelopes.

In addition, we regularly direct "targeted" member
surveys to carefully defined member segments. We have
done targeted member surveys with members in our
Tampa, Florida service area; members age 55 or older;
and members on our net pay program. These and other
surveys have delivered quantitative information that
serves as a base for our focus groups.

A focus group interview is a research technique
employing small consumer group discussions led by
trained moderators to obtain insight into consumer
perceptions. The quantitative information from member
surveys provides the direction for the qualitative infor-
mation generated by focus groups. Member surveys are
strong in evaluating the rational variables important to
members (such as interest rates) while focus groups help
to gauge emotional variables (such as personal service).

Both techniques are extremely valuable in tracking the
impact that external factors, such as competition and
deregulation, have on the members. Remember that ex-
ternal factors are those that are beyond the direct control
of the credit union. With internal factors, such as
user pay, the credit union has more control over how
it is perceived by the members. Smart marketing posi-
tions user pay as a fair and reasonable operational
philosophy in the members perceptions. But the credit
union has considerably less control over how members
perceive external factors. With good marketing research,
you obtain better information on how to attack the
members' perceptions of external factors.

Perhaps the two most influential external factors hav-
ing an impact on the members are deregulation and
competition. These are factors that touch the lives of our
members almost every day, probably more than we like.
Are deregulation and competition really one brute mar-
ket force for us to contend with? | think not, primarily
because competition has always been a factor and de-
regulation is only arecent one.

During the past six years, the government has steadily
deregulated the financial servicesindustry, including
credit unions, banks and savings & loans. On January 1,
1986, the Depository Institutions Deregulation Corn-
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mittee (DIDC) removed the final remaining regulatory
minimum balance requirements on bank deposit
accounts.

Then, on March 1, 1986, DIDC removed the last re-
maining rate ceiling on banks and savings & loans; the
5 1/4 percent ceiling on interest checking accounts and the
51/2 percent ceiling on savings accounts. These actions
complete the deregulation of the financial services
industry as mandated by the Depository Institutions and
Monetary Control Act of 1980.

Competition ~ DIDC has determined that market competition will
shapes the shape the products and services offered to consumers by
market financial institutions. The result of this powerful exter-

nal factor has been an almost uniform overhaul of the

pricing of consumer financial services. When the last

rate ceiling was removed, the result was notably minor;

with very few exceptions, things stayed the same. Those

who predicted athunderous din of new product roll-outs

by financial institutions were greeted with the sound of

one hand clapping. Narrower spreads have knocked the

creative wind out of many arisk-taker.

This has created a trend toward sameness in finan-
cial services, particularly in alow interest rate environ-
ment. Most aggressive financial institutions look pretty
much alike. They offer awide range of servicesthat are
strikingly similar to one another in name and benefit.
Our service portfolio is virtually the same as those of
Merrill Lynch, Sears, CitiCorp, and a dozen local
banks, and an equal number of savings & loans. So
while deregulation has given members more choices,
these choices vary more by source than by content.

One major impact deregulation has had is on the
members perceptions of financial institutions. Is
deregulation nothing more than a governmental paint
shop where arainbow of financial institutions enter one
end of the market and all exit colored off-white at the
other end? Deregulation is forcing financial institutions
to look more and more alike. Through market research,
we've uncovered a rather articulate belief among mem-
bers that, although convenience is a very strong factor,
if they don't like the way their accounts are serviced at
one institution, they can be certain the same types of
accounts will be available at another institution.

Deregulation This same research tells us that as deregulation has
matures Mmatured, so have our members expectations matured.
There was a time when our members greeted each new
service with delight and admiration because they didn't

expect such things from their credit union. When we in-
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troduced the discount brokerage service, the response
from the members was, "Well, what took you so long!"
Savvy credit union marketers will tell you that to count

on member loyalty when battling the competition is
financial suicide. If it does exist anymore, it's much
more diluted. Members may rally at the grassroots level
to beat back taxation, but that's because it'sin their best
interest to do so. But how effective is member loyalty
when they can earn an extra $20 by opening a certificate
of deposit at the local savings & loan? Probably not ef-
fective at al.

Seniors with certificates of deposit are particularly
adept at playing the field, cherry-picking premium offers
as they move their money from one institution to
another. With rates essentially the same, they pick a
toaster here and a cash premium there, shopping the
premiums with the same zeal they shop the rates. We've
countered this by giving membersin our seniors program
three coupons a year, each worth a quarter percent more
interest on a certificate of deposit.

With the growing perception that all financial institu-
tions are clones of one another, and with the increased
sophistication of financial services delivery, | believeit's
important for credit unions to place more emphasis on
communicating human values, friendliness and warmth.
It's up to us to define our niche. Let others become
boutique bankers tracking the upscale consumer or the
state-of-the-art technocrats who define banking relation-
ships in data-speak. Credit unions are places where peo-
ple, not profit, come first.

If we can be successful at positioning credit unions as
organizations with a heart, like George Bailey's
Building & Loan in Frank Capras film classic, It's a
Wonderful Life, we will have established an important
slot in the members' set of values.

In 1984, we were so concerned about this trend toward
sameness and the increased role of technology
in our relationships with members that we ran a pro-
motion giving members a fresh apple just for stopping by
the credit union. Called the "Great Apple Giveaway,"
the promotion featured a drawing for an Apple Macin-
tosh computer. Members had great fun during the pro-
motion and new accounts opened en masse. | can't tell
you how many times, when crossing the lobby during the
promotion, a member would wave and say, "Thanks for
the apple, Tom."

Making the members feel specia helps us blunt the
negative impact of deregulation. In addition to market-
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ing campaigns like the Great Apple Giveaway, we also
use our annual meeting to emphasize our uniqueness, a
strategy many other credit unions employ effectively.
Typicaly, more than 1,500 members attend our annual
meeting in St. Louis. Thereis no charge and members
are treated to a free gift, attendance prizes, dancing to a
30-piece hig band, soda, Eagle snacks and Budweiser
beer on tap. Usualy more than 30 half barrels are
consumed!

Annual meetings of thistype, where business and social
interaction combine to produce a feeling of belong-
ing, are singularly credit union events that help us stand
apart from our competition. And standing apart from the
competition is extremely important because the com-
petition often emerges from some unknown quarter.

In addition to deregulation, the second most powerful
external factor having an impact on credit union
members is competition among financial institutions for a
dlice of the consumer financial pie. | watch with dismay
as so many professionals in our business wring their
hands and fret about how terrible competition has been
since deregulation began in the '80s.

Not for one minute do | believe competition was less
keen in the '50s and '60s than it is today. It was merely
different, the cast of characters more predictable. From
thetime | started until the early '80s, our competition was
primarily banks, finance companies, savings & loans
and other credit unions. In fact, during the late '70s, as
some St. Louis credit unions began taking on community
charters, the competition between credit unions for
member savings was very intense.

The competition today remains intense, but as | noted
earlier, it ismore likely to come from unexpected
sources. We've aways had competition for car loans. We
used to compete with the banks and now it's primarily
with the dealers. We've always had competition for sav-
ings. It used to be with savings & loans and now it is
brokerage houses. So while the intensity of competition
may be relatively the same, the players are becoming
increasingly less traditional.

In 1981, as money market mutual funds began to gain
popularity, | remained convinced our conservative mem-
bers would keep the funds at arm’s length because they
lacked federal deposit insurance. | simply did not see the
funds as a competitive threat, not until a member survey
of our seniors reported that 35 percent of our seniors
were already participating in money market funds. It
wasn't long before we introduced our Daily Interest
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Fund and advertised it as the insured aternative to
money market funds.

What impact has this competition had on credit union
members? There are three areas that stand out. First, like
the factors of total service and deregulation, competition
gives the members more choices among finan-
cia services. Multiple financial relationships are a fact of
life today for most members. For example, while a
majority of our senior members count the credit union
as their primary financial ingtitution, many still retain a
checking account at their neighborhood bank. They
could get a better deal with our interest checking pro-
gram, but they didike the idea of terminating a longterm
financial relationship.

Second, competition has caused some members to ac-
cept increasingly more risk in their investment strategies,
and it's arecent development that disturbs me. As non-
traditional investment sources have become more aggres-
sive marketers, they have succeeded in attracting mem-
ber funds that should not be subject to risk. This has been
particularly true in today's low interest rate environment.
Some members have chased high rates with IRA money,
ending up in mutual funds that promise high yields but
expose the deposit to devaluation.

This directly relates to the third major impact com-
petition has had on credit union members, and that is
increased awareness among members as to what finan-
cia services are available to them today. Consumers of
financial services are aware that they have multiple
sources from which to choose and they are aware of the
benefits these sources offer.

This increased awareness has worked in the best in-
terest of credit unions. The more aware a consume is,
the more educated and affluent he or she will likely be.
American Demographics magazine reports that credit
union members are more affluent than other financia
consumers, based on a 1983 survey of consumer finances.
It concluded that the credit union is no longer exclusively
for lower-middle-income and blue-collar consumers.
Credit union members have the highest median income
and median amount of outstanding debt among any of
the consumer groups, and one-third are white-collar
workers, virtually the same share as for commercial
banks.

Clearly then, the external factors of competition and
deregulation have been good for credit union members.
They have more choices, they are better informed and
they are becoming more financially fit. But this discus-
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sion would be incomplete if we ignored those elements
that have a negative impact on the members. There's no
such thing as a free lunch, so what has the cost of
competition and expansion been for credit union

members?

From my perspective, the biggest cost of expansion
and competition for the members has been the insertion
of technology into their relationships with the credit
union. | realize many preach the benefits of a "high-tech
and high-touch" approach, but some members resent
having to deal with computers rather than people.

A recent GMAC televison commercia captures just
how low-touch high-tech can become. In the ad, a
fellow stands in an impersonal bank lobby with video
monitors behind the teller windows. He is asking the
video teller for car loan information, but the responses
are disjointed electronic glitches. He asks the only other
human in the lobby — a security guard — for help,
whereupon the guard cheerfully gives him a free calen-
dar. The ad makes the point that GMAC has real people
experienced in car loans ready to help you.

Let's face it, as we become more sophisticated in
delivering financial services to our members, we've put
some distance between us and the members. Audio
response service, ATMSs, next availableteller systems and
drive-up systems are all afar cry from the days when
| walked to the bottling plant and handed a member aloan
check so he wouldn't be late getting home. The new
technology makes our services more convenient, but also
more impersonal.

Another negative factor is the impact regulations and
litigation have had on the members. It's much more dif-
ficult to make exceptions for members today because if
you do it for one member, regulations require that you do
it for athousand more. In the early days, you could
take a chance on a member, counting on his or her
character as the collateral. That's simply not possible
anymore.

Even one of the internal factors | championed earlier
has negative implications. Although the user pay con-
cept is a good one, it does dilute the pure cooperative
nature of the credit union with less sharing of direct costs.
While user pay contributes to a strong capital position for
the credit union, a long-term member benefit, it returns
less to the member in short-term benefits.

Finally, one of the most negative byproducts of com-
petition is misleading and unethical advertising. Such
advertising demeans our industry and creates confusion
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among consumers. Some institutions, for example, mis-
represent the true value of a money market account by
advertising one high rate for a particular day and then
paying lower rates for the next severa days to make up
for the loss |eader rate they advertised.

Expansion, competition and deregulation may also
have had a negative impact on credit unions, but | aso
think they have generated benefits for credit union
members. In the final analysis, | make the judgment by
asking myself this question: Would | rather be a credit
union member today or a member back when al the
credit unionsfirst began?

On a cold winter's night in 1939, eight Anheuser-
Busch employees sat down and organized a credit union.
They pitched in a total of $40 and signed the necessary
papers. The eight men were joined by a common bond,
forged out of necessity during hard times and
fellowship. But they had a dream, a dream of a credit
union where people could help one another build wealth
and watch it grow.

Today there are 37,000 men, women and children
sharing the common bond of membership in Anheuser-
Busch Employees' Credit Union, not account numbers or
credit reports, but people. People joined by a common
bond with a rich heritage of member service and
cooperative self-help.

So, would | rather be a credit union member today
rather than yesterday? Y ou won't find the answer in our
financial reports or balance sheets. | see the answer in the
faces of the people using the credit union: confident,
happy, secure. And when | look hard enough, | see a
proud tradition . . . and avery bright future.
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Chapter

Voluntary effort is the heart of the credit union move-
ment. That's what helped credit unions get started in the
first place and it is what powers them and gives them
their special quality today. Boards of directors who

voluntarily give of their time generally care more deeply.
The result is often higher quality effort, delivered with

mor e compassionate hands.

But being a credit union volunteer isno longer an easy
task. Greater responsibility, a more volatile marketplace
and a wider scope of products and services have made
the position increasingly more difficult. One of the major
challenges facing credit union executives today, accord-
ing to John R. Sephenson, is finding a board of directors
who can perform competently as well as compas-
sionately, and often that's not a challenge easily met.

Much of the responsibility falls on the CEO to choose
and develop board members who have something au-
thentic to contribute. Without careful selection and
judicious handling, a badly chosen board could lead to
trouble and perhaps even the end of a credit union.

On the other hand, Mr. Sephenson says, a high-
quality, professional board of directors can be one of the
greatest assets a CEO can have.
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From Volunteer to Director-
Building a Better Board

by John R. Stephenson, Jr.

y dmost everyone's standards, | am a fortunate

man. | might even go so far asto say that | am an

incredibly fortunate man. | manage what |
believe to be one of the most progressive credit unions
in the United States— America’s First Credit Union -
and in my 34 years as manager, |'ve had the good for-
tune to have worked with 11 outstanding directors.

We have a seven-person board of directors, just like
alot of other credit unions, but our board is comprised
of individuals with so much skill, integrity and dedica-
tion that we've been able to spend less time filling
positions and educating new board members and more
time on the credit union and the overall concerns «of its
members. What's more, I've been able to work with this
board, and it must be one of the industry's prime ex-
amples of a good working board.

That's put me in an incredibly fortunate position as
the person paid to run the credit union, and it's
allowed methe "leisure," so to speak, of drawing some
conclusions | feel go into an effective relationship
between management and directors.

| believe there are certain elements that make a good
board/management relationship, regardless of the board
members' tenures. | believe these elements are crucial to
the success of a productive board/management rela-
tionship and consequent operational success. There must
be a mutually agreed-upon purpose for the credit union
and responsibility must be assumed by each member of
the board/management team. This may require negotia-
tion, resulting in a board that participates in the credit
union's progress while letting management manage.
Other requirements include commitment to the board,
continued management and staff education, recognition
of the board's voluntary effort and continuity in the
credit union's culture.

These elements exist with our board and management,
and because of that, I'm confident that the board will
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approve every plan the management team recommends.
That is a bold statement and being able to continue mak-
ing it is perhaps my greatest management challenge. But
the statement represents credibility between the board and
management members. It represents hard scrutiny

of any plan before it is presented to the board. It keeps
constant pressure on me and my management team to
develop business plans from hard factual information, and
when a guess is necessary, to admit that it is aguess. It

a so challenges the board not to be lulled into "rubber
stamping" plans because of prior successes, or to lose
confidence in management when a plan fails.

The following elements are interrelated and mutually
supportive. They form the framework for any strong
relationship between credit union management and board
members.

Of al the board/management elements, probably the
most important and the one on which all others depend is
the mutual understanding of the credit union's purpose.
That element may also be the most difficult to establish
and maintain. Unfortunately, there are credit unions that
never succeed in defining their purpose. Without a
collective understanding of what the board and
management want to accomplish, the organization can
have no direction, no objectives, no goals.

The staff, in turn, has no clear understanding of what is
expected. Their lack of direction is transferred to the
members, who begin to feel that the leadership has no
idea of what it's doing. Usualy the membership's ap-
praisa is accurate. Whatever the credit union's purpose,
and regardless of how it is stated, it must be repeated and
"signed off on" frequently by the entire board and
management team. All their energy must be directed
toward accomplishing that purpose.

From our credit union's purpose of providing a safe,
serviceable financial cooperative, we can develop rea-
soned plans with which everyone can agree and support.
Our pricing structure, the level of retained earnings, the
marketing strategy and the services portfolio make sense
to everyone. After months into a project, management
does not have the problem of board member backlash
because the board has been involved in the project from
the beginning.

The credit union's purpose, of course, must reflect
what the membership wants, and that will vary among
different common bond groups. The purpose may seem
obvious to management because management earns its
paycheck daily trying to serve the purpose. But what is
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obvious to management may not be clear to the volun-
teer board, whose opinions and viewpoints are the prod-
ucts of their own daily enterprise. The board/manage-
ment team's lucid purpose can easily become cloudy
with time and changing market demands. Management
should never assume that the board blindly shares their
ideas, nor should management assume that the board
relates every project to the purpose in the same way.
Whatever it is, the purpose needs to be repeated as
regularly as the groups meet.

The continued reminder can help control panic and
knee-jerk reactions. It is harder to deal with deregula-
tion, taxation, less restrictive membership requirements,
surprise competition and narrowed income and expense
margins if each board and staff member has a different
ultimate purpose. Strategies to reach credit union goals
may change frequently, but they must be directed at the
purpose. Occasionally, strategies will fail. When they
do, if everyone has the purpose in mind, then it is likely
that the strategy will be kept in perspective as a means
to an end, not the end in itself.

As board and management members do get replaced,
having the credit union's purpose constant makes the
transition to a new makeup of people easier. Disruptions
to the progress of the credit union are less likely, the
credit union membership is less likely to be confused
and success in achieving the purpose increases.

When credit unions have a clear understanding of
their purpose, they are less tempted by dangerous in-
vestment schemes or fads and services that look good
on paper but do not relate to the purpose.

If the board has a clear understanding of the credit
union's purpose, they have a measurement for manage-
ment's performance. Management is paid to develop and
successfully implement the methodology for achieving
the purpose. If adequate progress is not being made,
then management should be replaced. That's not to say
management can't have a certain amount of latitude for
trial and error. But the overriding purpose, clearly stated
and repeated, and agreed on by each member of the
board/ management team, provides the context for the
negotiation that inevitably occurs in the board room.

If the mutually understood purpose guides the organ-
ization's direction, then less significant motivators such
as individual egos, management incentives and panic
reactions to short-term competitive threats are less like-
ly to give bad direction.

When the business of running a credit union gets so

129



Personal
respongbility

complex that the thoughts of the board/management team
become murky and the leadership energy refracts, then
restating the credit union's basic reason for being always
serves to generate fresh perspectives of the problem at
hand.

I came to understand some time ago that | am respon-
sible for my credit union's performance. | can point my
finger at no board member, no staff member; only at
myself when failures occur, because | am the only per-
son over which | have any control for change. If per-
formance is not up to expectations, | have to ask where
| failed to communicate, what resources | failed to pro-
vide or what misunderstanding | may have had of the
problem. The responsibility lies with me.

It is important that each member of the board/man-
agement team has this kind of understanding of
personal  responsibility, because from this
understanding comes ideal teamwork. If we all believe
that we are responsible, then we can all be mutually
supportive of each other, and from this support comes a
mutual trust of each team member. Suddenly, each
member wants to see the others succeed in achieving
the credit union's purpose.

Obviously some individuals are more difficult to
work with than others, but it is distressing to hear
comments like "my board won't let me," or to hear
board members laying blame on their manager for a
credit union's poor performance. That attitude of "it's
someone else's fault” will be transmitted to the credit
union staff, which in turn will transmit it to the
membership. The board is elected and the management
hired to take responsibility, not to lay blame. We are in
our positions to fix the problems. In my opinion,
problems can be fixed a lot faster if energy is focused
on problem solving rather than finger pointing.

The refusal to take responsibility can become debili-
tating. The board/management team can get so fearful
of the membership's finding out that the team is human
and bound to make mistakes, that the team can't get on
with jobs of planning, implementing and problem
solving. That fear becomes a cancer that destroys
self-confidence and clouds good judgment.

With any business there must be bottom-line objec-
tives. In a credit union, those objectives can get clouded
in trying to balance philosophic ideals and economic
realities. The desired mix of efficiency and effectiveness
requires frequent negotiation between board members and
management. Even with consensus of the credit
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union's purpose, there are as many opinions on how to
achieve the purpose as there are planners. For example,
there is no perfect mix of fee-based services and free ser-
vices. Consequently, a mix of services that will achieve
the purpose will have to be negotiated by the board and
management members. How to use that mix to achieve
the purpose should be a management decision.

The members share dividends could be larger if less
earnings were retained. Borrowers could benefit from
lower loan rates and fewer fees. In both cases, the
members would be served, but both strategies may be
economically unsound. Just because our credit unionisa
noble institution with high ideals, it is not immune to
financia redlities.

Conversely, the board may decide on goals that effi-
ciently improve the bottom line, but in doing so may
weaken the credit union's effectiveness as a non-profit
financial cooperative. We may choose not to expand our
service portfolio and delivery systems, but by doing so we
may limit services. Although our board and staff believe
no one should be excluded from a credit union, it is
economically efficient to be selective in our membership.
But by doing so, do we lessen the effectiveness of the
credit union? | beleive that the board and staff must
recognize this process of negotiation for what it is and not
as an argument of who isright or wrong.

One of the aspects in the board/management relation-
ship needing negotiation is the amount of authority the
board iswilling to delegate to management. Delegation is
difficult for any superior because it requires that the
delegator trust someone else to perform duties for which
he himsalf is ultimately responsible. To compound the
difficulty, the person to whom the responsibility is given
aso has to trust the delegator to permit mistakes and
support the decisions. Trust, of course, is earned with
time and experience, and the sooner the manager can be
put to the test by the board, the more efficient the
board/management relationship can become.

There are sometimes relationships in which the board
rubber stamps the manager's proposal without proper
questioning. There are other situations where the man-
ager must spend time at the monthly board meeting de-
fending a recommended $30 per month raise for a teller.
Somewhere between those extremes is a working rela
tionship. Our board would never approve an annua
budget without our proper defense of it. But once the
budget is approved, it is management's problem to live
within it and to distribute salaries in the best way to ac-
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complish our overall goals. It is management's responsi-
bility to maintain a competitive and equitable salary ad-
ministration. That's another by-product of negotiation.

It is possible for a board and manager to escape from
truly complex credit union issues by bogging down in
arguing mundane details and conveniently running out
of time to deal with real problems. Some boards spend
hours pouring over the delinquency list when they can't
do anything about collecting the loan, paying little at-
tention to the more positive growth aspects of the in-
stitution. It seems to me that the time could be better
spent directing the manager to institute a proper loan
training program and making recommendations for bet-
ter collection procedures and reporting the progress.

In other words, a delinquency list is history. The ques-
tions really should be: "What is the board/management
team doing to direct the credit union's future loan port-
folio?' "How much delinquency is acceptable?' "Is the
lending policy appropriate for the purpose of the credit
union?' "Do more resources need to be spent for better-
trained officers?' Once the complex questions are an-
swered by board and management, and management is
given parameters within which to work, there should be
no need for the board to be concerned with the day-to-
day operations. They should, however, monitor man-
agement's progress, perhaps summarizing it at each board
meeting with a recommended loan charge-off amount
and a percentage of delinguent loans.

It's unproductive to prepare reams of detail and have
the board review an entire month's minutiae. Some
managers evidently believe that they are impressing the
board with their preparation when in fact the board
members are silently screaming "get to the point!"

Participation does not mean that management should
wait for the board to make recommendations or work out
a business plan. Our idea of participation is to bring the
final draft of a plan to the board, introduced with an
executive summary for any use of significant amounts of
credit union resources. When our credit union wanted to
expand, a thorough capita budget analysis for our
administrative office expansion and subsequent branches
was presented and discussed with the directors for ap-
proval or modification. Progress reports were then made
each month. If variations from the approved budget were
required, we asked for monetary ranges to work within to
preclude additional board meetings that may have slowed
progress. The same procedures are used with proposed
annual and interim six-month budgets as
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well as any new services.

Such a process requires the board to participate in
directing the credit union by defining what needs to be
done and providing budgetary guidelines. Management
must do the homework, and creatively enough to make
optional use of credit union resources. We must present
a sound business plan, and after board consensus, ex-
ecute the plan while keeping the board informed of
progress.

Ideally, subjective judgments are made by the board,
and management must support, modify, and even offer
polar aternatives with quantitative information. |deal-
ly, this type of participation and negotiation eliminates
the arbitrariness that too often creeps into business deci-
sions because of politics, personality clashes and other
hidden agendas.

Since each board/management team member partici-
pates in achieving the credit union purpose, members
tend to become closer to each other than often happens
with other business board/management teams. What makes
the closeness possible is the shared mission of help-
ing people help themselves to create an improved life-
style. The credit union team is dealing with lives, a job
that seems more significant than producing and selling
widgets. Because of this mission of sustaining a social
benefit with global impact, | believe a board/manage-
ment team can appreciate and understand each other
better than most.

The credit union team should periodically back away
from its routines and reports and take a broader ook
at what they are accomplishing, because self-appraisal
can be a source of strength, even a tonic for their mis-
sionary efforts. It refreshes the team members' apprecia-
tion of each other, improving their working relationship.
By recaling their higher goals, the team members put
their boardroom differences into the proper perspective
and improve production and outcome.

The length and type of formal education of the board
and management members vary and each member
brings a different body of experience and perspective to
bear on credit union issues. We have found it useful to
focus our mix of financial, legal, human resource, |abor,
accounting, manufacturing and other perspectives, on a
common body of information so that we speak somewhat
the same language.

One way we accomplish this is by promoting credit
union education, and we start by subscribing to al major
state and national credit union publications and major
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news and business publications for each board/manage-
ment team member. By staying well-read, everyone can

anticipate business trends and communi cate more quick-

ly and clearly. | encourage our board to attend state and
national meetings, governmental affairs conferences, the

chairman's conference and any other conference or

seminar which seems valuable. These events are not
social or vacation events, but rather working sessions.
They may seem expensive, but we consider the return on
our investment to be an exceptional one.

By staying up-to-date with reading and educationa
sessions, our board and management have moved the
credit union smoothly from one that once served
employees of the Ensley Works of United States Steel
Corporation to a credit union now servicing over 2,000
groups; from a credit union that made one type of loan,
co-signed several times, and offered dividends paid in
cash by the company pay clerk to a deregulated, elec-
tronic environment of lean and hungry sophisticated
competition.

By staying conscious of the world around us, by
distinguishing the differences between real business
trends, fads, rumors and imminent business cycles, and
by accepting reasoned risks, our board has kept this
credit union an innovative leader. We began expanding
our field of membership in the early 1960s, as well as
making real estate loans and developing a student loan
program. We had open-end loans and a credit union ser-
vice organization before the terms were coined. We were
among the first to sell certificates of deposit, make loans
with variable rates and offer regular and money market
checking accounts. Our credit union was even one of the
first to stop making fixed-rate mortgage loans until the
adjustable-rate mortgage was available and we could
resume them.

Credit cards, voice response, on-line computers and
mini-computers to supplement the mainframe all came
about on atimely basis because our board stays aware
of market demands. Their education is kept current and
they respond to present and future needs. Because of
their continuing education, their vision is supported by
hard information and their direction is consistently pro-
active rather than reactive.

Of course, like any board and board/management
team, we have had our share of misjudgments. But
because of the board's informed business approach,
mistakes are quickly recognized, losses limited and a cor-
rected approach taken. Thisinformed group doesn't
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have any need to do any finger-pointing or linger over "
what we should have done." We work from a common
information base and have a clear understanding of why a
project is undertaken. Consequently, the board and
management share equally in the successes and failures.

Our education process includes a preview of every-
thing to be discussed at the board meeting. Major pro-
jects are discussed with each board member by
telephone or at a session prior to the full board meeting
to give them time to consider the ideas. No one likes
surprises, and keeping board members as informed as
possible helps them reach consensus quickly. Our
monthly meetings, coordinated by me and the chairman
of the board, average about an hour and seldom last
longer than 112 hours. If a meeting requires more time,
it's probably getting bogged down with detail and
perhaps management didn't prepare well. The board
meeting must confront issues, not details.

Credit union directors are motivated by their individ-
ua needs, and those needs obviously do not include
remuneration. They must have an unselfish drive to make
difficult decisions for people who have entrusted them
with their money. They must also have the integrity to
make reasoned but sometimes unpopular judgments.
These decisions may sometimes even endanger
friendships with co-workers, but the decisions have to be
made for the credit union's overall long-range benefit.

With few exceptions, our directors have had to sched-
ule their respective lives around the third Wednesday of
every month. I've had the pleasure to work with directors
who, in 30 years, have never missed a board meeting
except due to serious illness. And for what? For the
sometimes thankless job of volunteering their time and
mental capacity to build a facility that allows people to
help themselvesimprove their lives.

| believe management should take the initiative to see
that the board's efforts are recognized by the member-
ship, the employees and the general public. Management
may administer staff salaries, but our recommendations
must also be approved each month. And we remind our
staff of over 200 that it is the directors who ultimately
sign our paychecks. Frequent thank-you notes are writ-
ten from every level of staff to the board. We never
forget that it is the board that ultimately decides how
much latitude we have for creativity and challenge.
Utimately, they are the people who make coming to work
fun. In our cynical business world where so many
endeavors are motivated only by profit, we must never
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often
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lose sight of the board's spirit of volunteerism.

It is their spirit of giving, their dedication and their
unselfishness that lift our enterprise above sheer com-
mercialism. It is their direction that allows us to be dif-
ferent and gives us a greater sense of self worth. We pay
attention to the board because they deserve it.

One ingredient to a good board/management relation-
ship that is the most obvious, the most overlooked and
perhaps the most easily instituted is simply the common
sense use of good manners. Just being polite to the
board will go a long way in preparing for productive
negotiation. Managers sometimes get caught up in their
own importance and brilliance and forget that they have
a group of superiors to whom they are responsible.
When they forget that individually and collectively their
directors affect paychecks and progress, then they've
got trouble. In my opinion, managers who do not
respectfully defer to their superiors, the directors,
should be replaced, just as the manager would replace an
insubordinate staff member.

Some managers feel that the board meeting is a neces-
sary evil and that board members know too little to direct
the credit union. With that attitude, managers isolate
themselves from the board and cannot hear what the
board is trying to tell them. They are then perceived as
rude and insensitive to board members who are vol-
unteering their efforts to a worthwhile cause. Remember
that board members are not paid, are seldom recognized
and are many times criticized.

That kind of treatment has a hegative effect on anyone,
and will certainly affect the ability of a board and its
manager to function as a team. Regardless of the
relationship between the manager and board, | cannot
conceive of any situation that justifies rudeness directed
from the manager to a board member. | also cannot con-
ceive of a situation when the manager can forget his posi-
tion in the credit union hierarchy of membership, elected
board, and hired manager.

There is amutual fear by boards of having to respond
to recommendations of an untried new manager, and by
managers of having to communicate with a new board of
directors. When abrupt change occurs, that fear can
create defensive, suspicious postures which sometimes
supercede good judgment. It takes a specia type of
individual to perform well in a credit union, whether on
the board or staff. Furthermore, | believe that the
board/management team can be controlled by the group
that is ultimately responsible for the relation-
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ship, the members. It's their money, their convenience,
their equality and the minutes of their lives that we
waste with operational deficiencies. It's their credit
union and it's no wonder they have a lower threshold
of acceptance for service.

Given that perspective, | believe that continuity of
our organization's culture is a key element for success.
Our board agrees, and has directed management to look
for potential board member replacements. | also attempt
to promote from within — fed by a career development
program, staff members have time to adjust to our
culture. Obviously, when a manager gets involved in
electing his or her own board of directors, it can result
in career suicide, but our board has given us the direc-
tion, literally taking us off the political hook. We were
told to choose five to seven people from our business
and participating sponsoring companies; contacts who
were credit union members and who had excelled.
Their interest in credit unions was aready proven, but
it takes more than that. Good directors understand what
is involved in running a big business. That's the kind
we try to attract.

The potential board members are told they may not
be chosen by the board to fill an unexpired term and
that it is possible that the members may vote them out
of office at the annual meeting. We establish a business
relationship by paying the potential directors a nominal
fee to attend about six one-hour orientation meetings,
followed by a socia hour and dinner. At the meetings,
we emphasize our credit union's history and philosophy
before anything else, and the individuals are asked not
to participate if they cannot relate to the credit union's
purpose. After history and organizational makeup are
discussed, we dissect our financial statements. But so-
cialization is also very important because it gives us all
a better sense of how the personalities will interact.

Prior to electing our two most recent directors, our
board had a combined 202 years or an average of 29
years per director in voluntary service to their credit
union. It is understandable that as attrition occurs,
veteran members want replacements for the right
reasons. | believe that board and management have an
obligation to the membership to insure that the credit
union's direction is continued by people who share the
same values and the same enthusiasm as that of their
predecessors.

Many credit unions, including ours, have anmended
their bylaws, requiring a notice of intent to run for a
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seat on the board, along with a petition of 100 members'
signatures. This may seem alittle controversial to credit
union idealists who would leave the future direction of
the credit union to the sole discretion of the member-
ship. But a credit union's future is too important to be
left to the possibility of taking on unknown, possibly un-
skilled, even adversarial directors. | have never inter-
preted our democratic process as a process which should
occur without planning. That's as true for credit unions
asitisfor everyone else.

Boards are as different as the fields of membership,
and turnover rates range from one term to lifetimes. In
my experience, however, the most successful credit
unions are those who plan for their future directions.
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Chapter

Fear of the unknown is the greatest fear that many of us
face. For credit union executives, the unknown is the
future of the credit union movement and the uncertain-
ties in the marketplace it faces. CEOs who know who
they are as professionals and can understand the steps
to their own personal development have a better chance
of facing the future with success.

Such is the case of Edward A. Baranowski. His in-
volvement in credit unions has provided a wealth of
personal growth and development and he can chart his
current attitudes and feelings about his institution and
his members back to their sourcein his early days, first
as a volunteer and finally as CEO/Manager. If we can
understand our past, we're better prepared for our
future, Mr. Baranowski says. But how clearly we
understand our past has a direct impact on how
prepared we are to face that future.

Mr. Baranowski's recounting of his own experiences
sheds a great deal of light on how he's gotten to where he
is today. By developing the same kind of introspective
focus, other executives may also be able to chart a
clearer coursefor their credit union and its members.
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Facing the Future

by Edward A. Baranowski

reams come true in credit unions. At least

they have for me and for the credit unions I

ve had the privilege to manage. That's as true
today as it was when the movement began, and with
lots of the right kind of effort, that can be true
tomorrow as well.

The future of our movement is full of bright tomor-
rows that can be understood best, perhaps, if we look
back on our own pasts and what credit unions have
meant to each of us. | think I've been luckier than most,
but my credit union experience has been a journey of
personal discovery for over 25 years of working on
behalf of members. It's a journey | did not originaly
intend to take, but one that | wouldn't now trade with
anyone for anything. | learned much too much about
myself and the credit union movement in the process.

| didn't originally plan a career in the credit union
movement. In fact, | never knew the cooperative finan-
cial business existed. | had heard my father, a labor
union officer, describe unions. He was a credit union
member, too, but | never knew it until long after | got
involved. A lot of people first hear about credit unions
when they need aloan, and it was no different with me.

My first loan put me in contact with the Wausau
Education Association Credit Union in Wausau, Wis-
consin. While | was teaching business education in the
local high school, | met and fell in love with the home
economics teacher. My heart got ahead of my pocket-
book, however, and when | proposed marriage, | got a
positive response. | had no money, of course, but | did
have a dream. | knew nothing about credit or credit
unions except the credit presented in college textbooks.
Credit unions were listed as a footnote in Money and
Banking courses, and | never redly ran up against one
until 1960.

While talking to fellow faculty members in the
teachers lounge about my cash shortage due to the up-
coming wedding, | learned about the teachers credit
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A new
volunteer

union. | was told that Rob Reynolds was treasurer. His
classroom was across from mine. "He'll give you the loan
for your wedding expenses,” they said. At the end of the
school day, | stopped in his classroom, which became the
credit union office after school. "Baob, | understand you
have a union that gives credit. | need $500 to cover
wedding expenses,” | said. Bob proceeded, in his funny-
you-should-ask kind of way, to tell me that since | was
teaching accounting and other subjects, he was about to
ask me to be the chairman of the Examining/Supervisory
committee. | wanted the loan, so | accepted and
volunteered.

It was amazing. In a matter of days | was a credit
union member, | got my first loan, marriage expenses
were no longer a problem and | became a credit union
volunteer. All 1 had to do "was check the member
records once ayear and report to the membership at the
annual meeting." | performed my duties diligently.
Was | dreaming? This was the greatest!

My first loan was paid off with summer earnings and
wedding gift money. In the spring of 1961, when Bob
Reynolds became an assistant principal, | was asked to
become treasurer of the credit union. Based on my
limited knowledge of the cooperative, | knew | had to
be elected to the board of directors. | was assured by the
school superintendent and board members that "it
would be taken care of." Bob resigned. | was elected to
the board and then elected treasurer. In a few short
moments | became a policy maker, the cooperative's
financial officer and the credit manager. Only in
America could a 23-year-old move so fast and so far.

Keeping the records — hand posting over 200
member accounts for the $112,000 credit union — was
a lot different than the practice sets | helped my
bookkeeping and accounting students complete. The
share balances and loan balances represented a lot of
dreams for teachers and their families. As | pulled the
handle on the manual adding machine to run trial
balances while half-watching Jack Parr, | thought about
all the potential — about all the teachers who weren't
using the credit union. There were lots of dreams that
could come true with the savings and loan services the
credit union provided.

| began to read the credit union magazines. | attended
chapter meetings. The spirit of the people was difficult
to describe. It was like arevival, and credit unions were
their religion. One began to feel good about what they
were doing. There was a brotherhood of concern
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for others. The whole business of granting low-cost loans
and helping people — my fellow teachers — build their
savings accounts began to become more fascinating and
challenging. | was amazed at what could be done.

The credit union traveled with me wherever | went,
mostly out of necessity. My classroom was the credit
union office. | changed rooms for some classes. |
would put a few forms, deposit slips, loan forms,
collection sheets and a few blank checks in my attache
case as | left my classroom each day. Most of our
members were at different schools and would catch me
when they could.

One afternoon while shopping in downtown Wausau,
amember approached me about aloan for a black-and-
white television. We walked over to the car, where |
pulled out a small loan application and an equally small
promissory note from my attache case "office."” There
were no truth-in-lending or other regulations. | wrote the
check for $180 to disburse the loan on the spot and got
the three required signatures of the credit committee
during the days that followed.

Y ou'd have a hard time doing that today. Now there is
overdraft protection on checking accounts, credit cards
and automated teller machines, and we've gone from
high-touch to high-tech. | see alot of evidence that peo-
ple still want that personal service. Perhaps we'll come
full cycle again.

| can remember many situations where members
would stop at the house. They would call at al hours.
Loans and withdrawals, it seemed, were available 24
hours a day, 365 days a year. The slogan, "Not for chari-
ty, not for profit, but for service," meant what it said.
While drawing up papers for an emergency loan, we
often threw in a free cup of coffee. On occasion, a piece
of cake was provided to the members who stopped after
supper. After church on Sunday, some members got toast
or a sweet roll to go along with the coffee. It seemed we
were always open for business.

Some years later, | saw the first educationa film
released by CUNA. The King's X showed a volunteer
treasurer in his basement explaining how the credit
union operated. | felt | had been there a hundred times.
Y es, the credit union was like aking's X on the door
of many afinancially troubled member. This little
member-owned cooperative was making life better. It
was making dreams come true. Today | till feel every
new credit union employee should see this old film to
reflect on what we are about and our purpose for being.
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Less dlick,
more
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Communications were vital to the growth of young
credit unions. During the early 60s, | had to rely on ditto
masters (the old purple-on-white) and mimeograph copies
to get the word out. Newsletters were simple and
homespun. Readership was unbelievable. There were no
fancy typeset, multi-colored publications with photo-
graphs. At times | think we could call more attention to
ourselves with "less slick" and "more substance."

Every new teacher was exposed to a full-day orienta-
tion session. My credit union 15-minute presentation at
the beginning of the school year left no choice. Every
teacher filled out the membership application card like
they did a federal tax withholding form and health in-
surance forms. As far as | was concerned, everyone was
going to be a credit union member in my credit union. |
took their first share of $5 plus an entrance fee of 25
cents. In some instances, | was lucky to get the 25 cents.
Partial installments of $1 on a share were common.

I recognized the needs of the new arrivals. There were
no restrictive policies saying, "you must be a member
of the credit union for six months before you can apply
for aloan." | can remember the new teachers arriving in a
new city, fresh out of college, waiting for their first
paychecks. | granted their salary advance loans, their
first car loans, and financed tons of dreams. We may
have been amateurs at lending; we may have been naive
concerning human character; but needs were satisfied.
Loans for "provident and productive" purposes were
made. There was no complicated credit score imposed
by a bureaucratic credit committee. | never used the
credit bureau. (To tell the truth, | never heard about it
until some years after | was managing.) | had liquidity
problems in those days, and | always wondered where
| could get more savings to lend.

There were the savers, too. I'll always remember Gene
Thomas. | encouraged him to save, and after that he
seemed to save every day. While | was on hall duty as
classes passed, Gene handed me his |oose change. "Put it
in my share account,” he'd say. During the summer
months, he would stop at the house with the change ac-
cumulated over a week or two. My wife counted it and
put it in an envelope for posting later. Something like an
automated teller machine, only 1960s vintage.

New ideas gained from chapter meetings, league con-
ferences and visits with other credit union managers pro-
vided the fuel for the credit union "dream machine."
This was my only source of management training.
Granted, | had an undergraduate degree in business, but
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textbooks really don't prepare one for running a business.
Here was the chance, the opportunity to run a small
business. | realized that | was the teller, disbursing clerk,
bookkeeper, accountant, loan interviewer, loan officer,
counselor and collector. Oh yes, | was the marketing
director, too. What an opportunity! All of this for $50 per
month.

Realizing | couldn't do the job alone, | volunteered
my wife in 1963. She helped with the record keeping,
and read tapes when | tried to balance the subsidiary
ledgers or general ledgers. Marlowe would get a
babysitter and come over to school two afternoons
after the school day to take deposits and withdrawals
while | granted loans. We were growing. It was an
exciting time.

Studentsin my Business Principles classes became part
of the team. As class projects, they designed posters, pro-
motional fliers and other advertising pieces. They got into
the spirit of credit unions. They told their teachers about
the credit union. Later my Salesmanship classes got into
the act. It was amazing to see how effective marketing
and sales efforts could be. We doubled in membership
and assets in a few years. That same type of one-on-one
salesmanship used in the early, days of credit union
growth will make the difference in the future. Over 60
percent of new members who join credit unions hear
about them from other members. That's how | joined and
became involved. Satisfied members (customers) make
the difference. We must increase our direct contact,
personal contact and cross-selling, and develop a"selling”
organization in order to move ahead.

League and CUNA programs were limited by re-
sources. Management and volunteer training were in the
form of "tool chest" kits of outlines and |eader handouts.
While attending the Wisconsin Credit Union League
Board meeting in Wisconsin Rapids in the spring of
1963, and as a visiting president from the Wisconsin
Valey Chapter, | recognized the need for a
comprehensive leadership training program. James
Goebel, the league education director, outlined a
program of some 30 lessons that needed to be devel oped.
| listened to the discussion. After all, my college degree
work was in business education. | knew how to prepare
lesson plans and support materials. | kept thinking about
all the people who had been helped by the credit unions
and about how many more could benefit from
membership if only there were trained leaders and
managers. More dreams could be realized.
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| volunteered to prepare the lesson plans and training
material for the Credit Union Leadership Certificate
Program. CUNA and the League supplied me with back-
ground materials. | visited Filene House in Madison,
Wisconsin and poured through books, magazines and
speeches given by Filene, Bergengren and Doig. | was
more excited than ever about this democratic, social,
cooperative, member-owned movement. | wrote many
hours each night, typed the lesson plans and shipped them
off to the League. | learned so much. | was becoming a
real credit union convert.

The training materials had to be tested. After
teaching during the day at the high school, conducting
credit union business after school and catching a quick
supper with the family, | was off to the Wausau
Vocational School to meet with 20 or more area credit
union volunteers and managers. The materials on paper
came to life as the participants shared their experiences.
They were hungry for ways to serve their members
better. | kept about two lessons ahead of the class. At
times, the writing task became difficult, and the
honorarium for developing the credit union leadership
program was small. | knew each week these people
would be coming back for more. If agroup from Antigo
or Rhinelander could drive 40 to 60 miles in a
snowstorm to learn better ways of serving members, |
knew | had to keep writing. In the spring of 1965, 22
credit union leadership certificates were presented for
successful completion of the course. This was a
milestone. We had worked together and shared so
much so we could continue the work of credit unions.
It's no different today. We must still work together.

Several times during the period | was teaching school
and managing the teachers credit union, | examined the
potential of a career in credit unions. "How could a
small credit union support a full-time manager,” | asked
myself. There were few credit unions in the $1 million
or more category. | knew many credit unions had the
potential to grow. | saw volunteers giving up their fac-
tory or office jobs to become the first full-time
managers. If these people, untrained in business
management, could make a credit union a success, |
certainly could do it. But every time there was an
opportunity to work full-time in a credit union, | was
tied to a teaching contract.

In the spring of 1965, | turned in my teaching contract
unsigned and joined the staff of the Wisconsin Credit
Union League. As afield representative, | knew
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unions"

I could work in a lot of different credit unions and see
how they operated. | learned a lot about management. |
saw chances to meet member needs. During the summer,
| figured dividends, balanced books, trained credit union
personnel in the new Wisconsin Uniform Commercial
Credit Code and managed a credit union when the
treasurer resigned unexpectedly.

| had called the University Faculty Credit Union at the
University of Wisconsin in Madison as part of my league
field representative duties. On a hot August day, |
suggested a number of new ways to serve members to
credit union manager Diedrich Reimer. He had worked
with the pioneers Bergengren, Doig and Orchard and had
been employed by CUNA and CUNA Mutua. As a
young man, he cut his eyeteeth on the credit union
movement and the cooperative movement of Canada. |
liked him. He had an excitement about credit unions |
welcomed, and he liked me and my ideas. He offered me
a position as administrative assistant. 1 would be a
management trainee in the $3 million credit union. |
accepted the position and the challenge he presented.

"Learn everything you can about credit unions, the
operations and functions,” Reimer told me. | did. | ar-
rived early and stayed late. He and | talked for hours
after the other employees left. He shared the dreams of
the pioneers of the movement. He had a special spirit.
We didn't label people as mentors in those days. | had
never heard the term anyway. | watched everything he
did and worked in all the different areas of the small
credit union. It was like old home week. | would be a
teller, then a loan interviewer and later a bookkeeper.
What a learning experience. | also learned a lot about
what not to do. Meetings with the state banking ex-
aminers provided me with awhole new perspective.

Reimer defended the delinquency ratio of over 8 per-
cent. "Faculty members will miss summer payments
when they have no paychecks," he said, and always tried
to find a way to make a loan. Sometimes when collateral
was a bit short, we would take household goods of all
types and varieties. "Collateral is psychological," he
would say, and his service orientation and desire to help
left alasting impression on me.

I remember when he helped one member over a
Thanksgiving weekend to complete a carpentry project
so he could get money to make his loan payments. The
project was finished and the member got paid, though the
credit union didn't. But Reimer never lost faith in people.
Heinstilled in us the philosophy of people help-
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ing people. The legacy all of us should leave for those
who follow us is the historical perspective. Share the
history, the stories, the perspective.

By February of 1966, | was named assistant manager. |
had proven to Reimer and the board of directors that |
was management material. In my own mind, | knew
| could do the job. There was very little in terms of
management education available. The credit union
manager had joined a new organization, the Credit Union
Executives Society (known as the CUES Managers
Society). The occasional newsletters did not seem to be
enough.

| enrolled in a master's degree program at the univer-
sity. All my class work related to credit unions. When
| completed a course in personnel management, the
credit union had personnel policies, procedures and job
descriptions. | shared the results with CUNA and
materials were released to other managers. The sharing
that took place was refreshing because it seemed
everyone wanted everyone else to be a success. The
dream of helping members to help themselves with
cooperative financial services was shared by non-
competing, limited common bond credit unions. A spirit
of unity prevailed. We cared about each other.

In 1966, | was named manager of the credit union.
Then my real learning began. Reimer had resigned due
to health reasons, but he had provided a quick course
in the ten months | worked with him. | was till an ap-
prentice, but when the board president asked, "can you
handle the job,” | assured him that | could. | could now
become a member of the Credit Union Executives Socie-
ty, and | knew the professional association could give me
all the help | might need.

| had to pinch myself afew times. In less than ayear, |
had gone from management trainee to the manager
position. A little luck; perhaps being in the right place
at the right time. A little over a year before, | had been
teaching about business and having an experience as the
manager of a small credit union. Now | was
managing a $3 million credit union. Who would have
ever dreamed this could happen?

The board of directors was supportive of my new ideas
— most of the time. | often wonder what would have
happened if they had let me do everything | wanted to
do. As| reflect back over the years, it was good to have
nine other people concerned about their credit union.
When you are in your 20s, you seem to know everything.
It was good to have others hold the reins on what could
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have been a runaway horse.

As the credit union grew, written policies and pro-
cedures were developed. The process of providing
member service became more formalized. We progressed
from hand posting to bookkeeping machines, to batch
data processing, to on-line, and finaly to our own in-
house computer system. Although we did not plan it, it
seemed with each new technological innovation, our
member service did not carry the traditional approach.
Our members occasionally reminded us of our failings.
Then they would mention Katie.

| never met Katie Wolfe — she was the treasurer/
manager of the University Faculty Credit Union prior to
Reimer, who had succeeded her after her unexpected
death — but | knew her. After hearing about the ways
she helped out in emergencies, extended illnesses and all
types of financia distress, | could see how the credit
union movement adopted the man with the umbrella as
its symbol. Katie was a true example of the credit union
helping people to fulfill their dreams. She wasn't a
professional by today's standards, but she believed in
people and built a solid foundation of service no one
could forget.

New policies, however, seemed to prevent us from be-
ing as flexible as in the good old days. The words "nor-
mally" inserted in new policy statements just didn't give
us the latitude to act. Many new federal and state laws
and regulations became excuses more than genuine
reasons for not being able to do something for a member.
So often I'd catch myself and my employees saying:
"Under state law, we cannot................... "It isfar better to
say, "I'll seeif we can find away to help."

| attended my first Credit Union Executives Society
meeting in 1967 at the Americanain Miami Beach. The
new activity was the Management Games, all punch-
cards and computer action. We would make decisions
about a sample credit union as ateam, ten of us huddled
around tables, scribbling the answers on worksheetsto a
multitude of financial questions. A professor from the
University of Wisconsin used his quantitative analysis
background to program the trends. Overnight, the com-
puters worked. It was great to see how well we had
done. Wowl The applications of the computer. Never
could we guess what would happen in the years ahead.

The meetings also left an impression because of the
type of thinking that prevailed. | served on a panel to
deal with the issue of granting loans and meeting
member financial needs. As the young crew-cutted
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manager, | presented the views of the new 1967 breed of
manager. | talked about the dreams and the redlities. It
seemed | was in conflict with the views of those who
made it through the Great Depression. | said, "My wife
and | want a washer, dryer, dishwasher and television
now while our family is young. My mother was able to
have nice appliances at about the time her children were
leaving home. It doesn't make sense to me and other
young couples to save for years before you buy the
items you want. Y ou should enjoy the items while you
pay for them."

Needlessto say, | opened up a hornet's nest. The few
young managers who agreed with me applauded weak-
ly. When | got off the stage, | was chastised by older
managers and especially the old directors. They warned
me about the problems of loose credit, delinquency and
the importance of "thrift." One director said, "Thisisa
thrift movement. You are advocating a ‘'spend'
movement."

| could only think about al the people who had a bet-
ter standard of living as a result of the many low-cost
loans | had granted. Edward Filene, the founder of credit
unions in the United States, gave impassioned speeches
about the need to give people an opportunity to manage
their own financial destinies through the wise use of
credit. He wanted people to have victrolas, viewing
machines, furniture and iceboxes. He used to wind up
his speeches with the phrase, "Make no small plans.”

| got involved in credit union politics as a chapter
president, a league director and a CUNA director so |
could build a stronger cooperative movement. Almost
everyone involved had a solid interest in unity, preserv-
ing the movement, maintaining our not-for-profit status
and helping people. The priorities of politicians varied,
but for the most part, looking after the members' dreams
came farther down the list. They wanted to preserve a
heritage without improving it so it could survive. | was
amazed over the years how we could debate issues,
vote, have winners and have losers, and still we took a
united stand and supported programs for the good of the
members.

In the late 1960s, managers of our Wisconsin credit
unions had a dream. We wanted to insure the savings of
our members. The Federa Deposit Insurance Cor-
poration provided $10,000 in coverage. Members some-
how thought that life savings insurance offered by CUNA
Mutual was the same kind of coverage. It wasn't. Art
Gilberts, manager of the Menomonie Farmers Credit
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Union, used to say: "l want to tell Mrs. Murphy that her
savings are insured." He used that line over and over

again. There were the drafts, the bills in the Wisconsin
State Legislature, hearings and opposition. There were
arguments about whether we would call the program a "
guarantee”" plan or an "insurance" plan. We worked out
our differences, we participated, we lobbied, we were
united. A dream came true. Mrs. Murphy's savings were
insured. | served as the first secretary of the Wisconsin
Credit Union Share Insurance Corporation when it

opened in 1970. It has since been replaced by Federa

Savings Insurance.

There were other battles and skirmishes. When banks
started offering time deposits/certificates, we had no
vehicle to compete. A temporary obstacle always became
a challenge for me and others. We talked, we shared
ideas with other managers, we used all types of resources
long before "networking" became popular. We decided
to issue notes payable. The law said "we could borrow
from any source," and we did. Members lent money to the
credit union. The state regulator responded with a set of
rules allowing us to issue certificates after he found we
had a solid legal base.

Money management accounts, share drafts, our own
regulatory agency, branching powers and automated
teller machines appeared to be dreams. Members for the
most part cannot imagine what the involved manager did
to see programs cometo life. The legidative, legal
and communications battles seemed endless. A strong
sense of unity, a positive attitude and belief in a dream
can and does make the difference. Credit unions are a
lot different than they were in some respects, but
unchanged in many ways. We are a business with a
philosophy. It istimeless.

My wife, Marlowe, got caught up in this work, too.
She attended every chapter and League meeting with
me. Marlowe knew alot about credit unions, or so she
thought. As public relations director for Madison
General Hospital, she attended the annual meeting of
the credit union there as a representative of the hospital
administration. Because of the interest she showed by
her attendance, she was elected to the board of direc-
tors. At the organization meeting, she was elected
treasurer.

When she arrived home to say, "Honey, | was elected
treasurer of the hospital credit union,” | had to tell her
she was now the manager. She was neither an account-
ant nor a bookkeeper. Once aweek, | would post all
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the transactions and compl ete the books. Marlowe hel ped
alot of people get loans — orderlies, low-paid hospital
janitorial staff, nurses, and some interns. More dreams
came true.

After showing the new treasurer how to keep books, |
thought that there had to be hundreds of new people
trying to do this job. | talked with the League and
CUNA about developing an accounting course. They
liked the idea and we drafted an outline. By 1972, | had
completed a basic accounting course along with a prac-
tice set of forms and problems. All of the numbers
represented one month at the $50,000 hospital credit
union. It was satisfying to see the students in the first
class learn the new skills to be used in their own small
credit unions. For many, this was their first training in
bookkeeping.

Throughout the years, the credit unions stayed close
to their sponsors. Being on the premises of the
employer group provided protection. The rental rate
sure helped the operating expense ratio. Zero dollars
for occupancy cost made it easy to pay dividends
greater than the competition paid on savings accounts.
The toughest job for most managers and their boards
was to sever the umbilical cord and build their own
building. Most managers in the 1960s had little or no
experience in building plans. There were no fancy
national firms like Bank Building Corporation and
other vendors with consulting services.

There were contractors who had built some bank
buildings, but there were few who could dea with 4,
000- to 5,000-square-foot facilities with very limited
budgets. We would dream, design, budget, redesign and
eventually build after the regulatory agency gave its ap-
proval. The cement block buildings were areal dream.

As time went on and the membership grew, the single
office just didn't seem to make a lot of sense. Additions
were made to the old office. Mazes of unrelated sections
and remodeled buildings developed. Management sud-
denly realized that all members couldn't be served from
a single facility. Branching began. Managing became
more difficult now that everyone was not under one
roof. But here was an opportunity. Each branch could be
like the small credit union of the past. Members would
identify with "their" branch. They would be recognized
on a first-name basis by member-oriented, service-
conscious employees. While | was at the University of
Wisconsin Credit Union, we opened five offices on the
campus. Some had only three employeesin a
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couple of hundred square feet of space. Our promotion
heralded these locations as "circles of convenience." The
concept worked so well, | duplicated it in Orlando,
Florida, with the Navy Orlando Federa Credit Union.
From a three-location credit union in 1984, we have
grown to a ten-location credit union in 1986. Yes, the
area map shows the "circles of convenience." We
doubled our asset size as well in the process.
Convenience makes the difference.

It is alittle more expensive to have multiple branches,
but | see the small credit union with its personal attention
repeated in ten different places. These small units have
the benefit of a large asset base, professiona man-
agement, technological applications to persona service
and awide variety of financial service options available.

If you want to succeed in the persona financial
service business, you've got to dream. Y ou've got to be
creative. Members are attracted more by real benefits
and convenience than by price (rates). Sure, I've learned
that loyalty can be measured by a quarter of a percent
(25 basis points), but most memberswill stick with you if
you meet their needs. | looked at credit unions as an
aternative to banks. While they are alternatives, credit
unions are really cooperative banks. After serving ten
years on the board of directors for Park Bank in
Madison, | could see the bank people working to
provide financial services in the same manner we were
doing it. As a matter of fact, they may have learned how
to make consumer loans profitable from us. | remember
designing a marketing campaign for a graduate school
course in 1968 in which credit unions became "unbanks.
" The professor said, "the credit union is too
complicated to be marketed like a soft drink." | received
aB gradein the course. A few years ago McCoy Federal
Credit Union in Orlando won an award for its "unbank"
promotion in the Society's Golden Mirror Awards
program. When | turn on the radio in Orlando, | hear the
"unbank” commercials and | see the "unbank"
billboards for the competing credit union.

We really haven't competed until recently. "The"
common bond, which was based on occupationa or
associational grounds in the past has given way to "a'
common bond. The university credit union became the "
University" credit union. Anyone having an association
with the statewide university system, including the
aumni, (Webster defines them as anyone who attended
the university), could join. Overlaps of charters
developed. McCoy Federal Credit Union has a corn-
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munity charter in the South Orlando area, yet several
other credit unions exist and operate there. The largest
credit union in the world, Navy Federal Credit Union,
has branches near other local credit unions. Within the
last year, they opened a branch outside the Navy base in
Orlando. The Navy Orlando Federa Credit Union is
located on the base. We have similar common bonds
and yet some subtle differences. The $2 billion Navy
Federal Credit Union has made us more aware of the
need to provide the best financial service. Our staff is
committed to excellence. We have grown faster than
ever. Members have received better service at both credit
unions — that is our ultimate objective.

Tied into this competition is the merger activity and the
fears of small asset-sized credit unions being gobbled
up by the large ones. | see more large credit unions help-
ing small ones with accounting assistance, problem solv-
ing, marketing resources and even deposits. Navy
Federal Credit Union maintains a correspondent system
which is open to other Navy credit unions, as well as
many others. Their professional staff has been most
helpful when | have made inquiries. Those who throw
rocks and make complaints would be better off. chan-
neling their energy into serving their members.

Sizeisan excuse. | see some of the best member service
being provided by small credit unions who have a genu-
ine interest in working with members. The bottom line
is most mergers come about when one group manages
poorly. As part of our cooperative orientation, the larger
credit union works with the successful units. In the last
two years, | have worked to merge four credit unions. In
order that both groups could look good, we referred
to our activity as "joining forces." The former members
of the merging credit unions could see the action of their
board of directors as something positive. The employees
and office remained at the old location. There was a new
name and many new services. This is cooperation at the
highest level.

In order to maintain a competitive edge, I've dways
tried to build a strong management team. People are
motivated when they know they have an opportunity
to advance and be promoted from within. The first assist
ant managers | hired were eager young people who
wanted to be involved and who wanted to have respon-
sibilities. They performed, advanced and made me look
good in the process. They won me the "Credit Union
Executive of the Year" award in 1985.

In recent years, |'ve added a number of young col-
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lege graduates to fill key positions in the future. Having
professionally-competent assistants makes it easy to com-
pete and survive. It also allows the executive the chance to
move to other management positions and opportunitiesin
other credit unions. They're dl part of alarger succession
that charts the future of the organization.

Recently | started a management trainee program at
Navy Orlando Federa Credit Union. As| look ahead, we
will have new lines of business, including: real estate
brokerage, insurance, discount stock trading, mutual
funds, financial planning and commercial loans. We're
developing eight young men and women who have been
with us a short time to be the officers (assistant vice
presidents and perhaps vice president) to carry on.

For us, the future depends on the development of the
human resources who can make sound decisions and im-
plement them while "keeping purpose constant,” and I'm
sharing with them the stories of the past. A historical
perspective is vital in keeping our cooperative
movement alive. Together in our monthly meetings, we
review the latest management fads, methods,
innovations, experiments, successes and failures. Yes,
failures. | want some risk-takers, people who can learn
from mistakes; people who will not be intimidated by
the limits of laws, policies and other people's thoughts.
We need people who can combine the best of history
with the best for the future.

The credit union movement was built on the wishes
and dreams of these risk-takers. Without their enthu-
siasm and drive, we wouldn't be serving the members we
do today. And without their commitment to people, we
wouldn't be serving them as well as we do today.

If we can judge the future by what's come before, then
it's no secret that as credit union executives, we'll con-
tinue to face greater and greater challenges as our move-
ment continues to change. We've come from ledger book
to micro chip in what, by universal standards, isjust a
flyspeck in time, and there's no telling where our insti-
tutions will finally end up. But our driving force of
member service will never change. It sets us apart, serves
as our reason for being and breathes life into al that we
say and do for our members.

| still remember how | felt as a young teacher when |
received that first loan from the credit union to pay
for my wedding. That charted my course toward the ful-
fillment of my own personal American Dream. And that'
s something | continue to try to do for my members
every day that I'm open for business.
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When is a manager an executive? According to Henry C.
Klein, it's when he stops managing a function and begins
under standing the need for that function.

In the beginning, credit unions understood who they
were and what they're limited service portfolio was able
to provide members. What they needed was someone to
manage those functions to make sure schedules ran right,
dividends were paid correctly and institutions remained
consistently solvent. Many executives refer to those as
"the good old days."

But today's credit unions require much more profes-
sional leadership, much greater understanding and a
need for the person who runs them to be the highest
caliber in order to help address the greatest number of
issues. That, Mr. Klein says, is where the executive
function begins and it is the managers who work for the
executive, not the other way around.

Credit union leaders have struggled for a long time
to go from manager to executive, both in their decision
making capabilities, as well as the understanding on
the part of their staff, board and members. It's a natural
and vital progression, no matter what the size of the
institution, and eventually it will happen, if only out of
necessity.

We may still find executives being referred to as
managers, but in virtually all cases, they will understand
their roles as an executive function and see the need for
increasingly greater professionalism to help their
member s share the American dream.
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From Manager to Executive-
The Importance of Continued
Professonal Commitment

by H. C. Klein

anagers as chief executive officers of
credit unions are a dying breed . . . or so
we hope. A manager by definition "
es' operations, departments and functions,
and as credit unions grow in size and complexity of
operation, managers tend to move down the ladder,
not up.

When a credit union is in its formative stage, the day-
to-day operations responsibilities fall on the shoulders of
the elected treasurer. As the credit union grows, these
duties become, out of necessity, a full-time job for the
infant credit union's first full-time employee. This per-
son may be called a manager, office manager or generd
manager depending upon how the treasurer or board sees
the responsibilities of the new position.

As the credit union continues to grow, more and more
employees are hired to serve members, and the respon-
sibilities of the CEO continue to change. Departments
are formed and leaders are hired to "manage” these
departments under titles such as assistant manager, loan
manager or accounting manager. As growth continues,
branch offices open to serve members unable to conduct
business at the main office. These branch offices are
managed by . . . you guessed it, branch managers.

Throughout this evolutionary process, the duties of the
CEO are aso changing. Nb longer is this top manager
making share withdrawal s or approving loans. No longer
is the CEO handling the overdrafts, past due loans or
share certificate renewals. Even his/her office has been
moved from the front lobby to the second floor to be
away from day-to-day traffic. The CEO is slowly
changing from a manager to an executive.

Credit union leaders are a lucky lot. They have been
given the opportunity to grow with their industry, par-
ticularly during the past 10 years. Occasionaly, this
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growth has been forced and, in many ways, has
separated the "men from the boys" both for managers
and for credit unions themselves.

During the '50s, '60s, and early '70s, the vast majori-
ty of credit unions had "managers,” not executives,
with the responsibility of knowing the regulations and
operating under them. | can recall knowing boards of
directors who came to monthly meetings with the
Credit Union Act and standard bylaws under their
arms. During the meetings, many decisions were
preceded by "alook at the Act.”

Managers prided themselvesin being able to quote the
specific article and section explaining exactly how
dividends should be calculated and paid. Even the max-
imum rate was regulated. Not much changed from year
to year, or for that matter, since 1934, when the Federa
Credit Union Act was passed. There wasn't much for an
executive to do in a credit union, which is the primary
reason our industry was filled with managers.

There were few true executives then, few individuals
with the vision to make things happen in their credit
unions in spite of regulatory restrictions. In the early '
70s, | was fortunate to have worked for an individual
whom | would definitely classify as an early executive.
He ran Eglin Federal Credit Union in Ft. Walton Beach,
Florida, and his name was David L. White. Mr. White
(I've never called him by his first name — respect |
guess) came to Eglin in 1963 from the NCUA, where he
had served as an examiner. When he took the
management reins, the credit union had $3 million in
assets. When he left 16 years later, it was the 10th
largest in the nation with $205 million in assets.

This growth didn't just happen. Mr. White once con-
fessed during a speech in a Dale Carnegie course that his
goal for Eglin FCU wasto have it be the largest financial
ingtitution in Okaloosa County, Florida. Okaloosa
County had 10 other financia institutions and a
population of 95,000 in 1979. Yet Eglin Federa Credit
Union had 85,000 members and it had only one sponsor,
Eglin Air Force Base.

That's because Mr. White had vision. He knew what
was possible and, even though our movement was still
heavily regulated, he always found a way to turn a prob-
lem into an opportunity. In 1971, with $33 million in
assets, Eglin FCU was one of the first credit unions to
employ a full-time investment manager. In 1972, the
credit union had one of the movement's first marketing
directors and by 1977, the marketing department
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employed not only a marketing director, but also a
writer, agraphic artist, and a secretary. Eglin FCU had
its own darkroom for developing photographs and its
own studio for recording commercials.

During the '60s and early '70s when dedication to one's
employer was out of fashion, Mr. White's employees
were devoutly dedicated to both the credit union and the
executive that ran it. He never used the word "I;" it was
aways "we." He never demanded or even asked, instead
he "suggested.” | know deep down that alot of what | am
today came from my association with this pioneer credit
union "executive."

Many industries in our country are the same today as
they were 20, 40 or 50 years ago, but many others have
undergone drastic face-lifts, including the trucking,
airline and financial industries. Even the trucking and
airline industries didn't change until recently. The fares
were set by the government as were the routes. But not
any morel

Airlines are changing daily. L ook at People Expressfor
example. They were the up-and-coming airline, with no-
frills flights that were the talk of the industry during the
past few years. Their pilots and other personnel owned
part of the company and were expected to work for a
much lower wage than other "regular" airlines. Two years
ago they were the model for others to follow; today they'
ve been bought out.

On the other hand, Continental Airlines was a pros-
perous, languid airline prior to its bankruptcy a couple of
years ago. Bankruptcy had a way of waking them up,
however, and today they are strongly bouncing back as a
low-cost airline.

The sameistrue in the financial servicesindustry. Sav-
ings & loan associations offered low-yielding mortgage
loans by the bushel basket, filling their portfolios when
interest rates skyrocketed in 1979. In the early 80s it was
fashionable to start anew savings & loan. Many new ones
were formed, but today many of them are failing due to
their unorthodox lending practices. Management lost
sight of traditional savings & loan values and invested in
commercial loans instead of the standard home mortgage.
Now they're suffering identity crises and many use the
term "savings bank." Are they savings & loans or banks?
Even they don't know.

We al lose sight of traditional values. In the airline
industry, the savings & loan industry and, yes, even the
credit union industry. In the early 80s, some said al
financial institutions would look the same (the threat-

161



Three
monumental
changes

ened homogenization of the financia institutions). This
attitude was in the forefront during the introduction of
the Depository Institutions Deregulation Commission
(DIDC). The DIDC was formed to orchestrate the
orderly dismantling of Regulation Q that had served as
the equalizing force for the banking and thrift industries
since the '30s.

Because of massive bank failures that occurred after
the great stock market crash of 1929, the American
public needed the confidence that only the federd
government could give to aworried populace. That con-
fidence came about through Federal Savings Insurance
and increased federal regulation, including Regulation
Q, which limited the maximum amount of interest that
could be paid by banks and thrifts.

When the DIDC was formed to handle the orderly
phase-out of Regulation Q, many individuals, both in and
out of the credit union movement, had the notion that
without regulation all financial institutions would be the
same. Not true! The same voices were heard when credit
unions won the right to legaly offer their members share
drafts. Individuals who did not understand the meaning
of the words "credit union movement" assumed that
offering a traditional banking service would make credit
unions banks. Again, not true!

The lack of a simple regulation telling people how
much they can pay on a savings account does not change
the soul of a financia ingtitution any more than an in-
crease in our weekly paycheck changes our basic vaues
of life. The ability to make decisions based upon member
needs and based upon good business sense has, in and of
itself, turned many managers into true executives and
caused many other managers to leave credit unions
because they couldn't adjust to the rapid changes in the
financial industry and the movement.

Our federal agency, and the leader behind it at all
times, have had possibly the greatest impact on the
changes that have occurred recently in credit unions.
Edgar Callahan, former chairman of the National
Credit Union Administration, was the right person in
the right place, at the right time. When he came to the
agency he "took the bull by the horns" and immediate-
ly made long-needed changes allowing credit unions to
get a competitive edge in the financial world in pro-
viding new and expanded services to their members.
Three monumental changes that stick in my mind in-
clude the total deregulation of shares, liberalization of
the field of membership concept and capitalization of
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the share insurance fund.

A complete deregulation of shares was unheard of in
the financial servicesindustry. While the DIDC had
been formed to dismantle Regulation Q, itstimetable for
doing so extended from 1981 to 1986 — five years.
Callahan deregulated usin one fell swoopin 1982...a
full four years ahead of banks and savings & loan
associations.

This gave credit union managers who had been
managing their funds with "one hand tied behind their
back and one shoe nailed to the floor" freerein to do
whatever they wanted with share accounts. The rules no
longer applied. What an opportunity for a manager to
spread his wings and become atrue executivel Many did
just that.

Many of the more innovative executives developed
money market accountsin their credit unions before they
were alowed in other types of ingtitutions. Some
developed adjustable rate loan programs so they could
always pay market rates on shares. Others tried all sorts
of novel certificate programs.

The same thing happened when Callahan liberalized
the field of membership. Many credit unions were
satisfied with their niche, but many credit union ex-
ecutives believed that the millions of individuals who
did not have credit union service should not be forced
to start a new institutionjust to experience the credit
union difference. They welcomed "outside" groups into
their institutions, and their community was a better
place for all.

During Callahan's tenure at the NCUA, many say he
ran credit unions, even though he was careful to say that
his predecessors did, that he was only putting the power
in the hands of the individua credit unions boards of
directors. That had been the practice until Callahan came
to Washington. When he took the reins at NCUA, he
turned the tables on the trade associations. Suddenly he
was suggesting changes, and those changes were
significant. The trade associations had just as hard atime
as the credit unions in keeping up with Callahan. Many
said that credit unions were becoming just like banks.

Credit union executives, however, know in their heart
and soul that just offering additional services will never
make a credit union a bank any more than selling autos
through an auto brokerage service will make us car
dedlers or sdlling stamps to a member will make us a
post office. What makes us different is that we are a
movement, not just a business or industry. One of my

163



former employees once told me something that I've
never forgotten: "You know," he said, "I think the credit
union is just about as close as you can get to going to
church." | totally agree!

I mentioned he was a "former" employee. I've
changed credit unions, moved up the ladder; he's left
the fold. Seems he just never understood what credit
unions were all about. He didn't realize that credit union
salaries are low (athough this is changing in the more
enlightened credit unions); that the work is demanding,
the hours are long (both on and off the job) and that real
satisfaction comes from helping the members. But it isa
sense of purpose that | firmly believe separates us from
other financial ingtitutions. Our purpose is to help our
members with their financial needs, not make a profit.
While professional management must be concerned with
costs, efficiency of operations and operating ratios, the
true professional never loses sight of our overriding
purpose. . . service to members.

With our gradual change from an industrial society to
an informational society, the definition of service
changes almost daily. Take a simple share withdrawal.
Is it service when a member comes to the credit union
to see an old familiar face and request the withdrawal in
person? Or, is service being able to call the credit union
by telephone and request that the withdrawal be made
available for you to pick up at a branch office close to
your home, or deposited in your share draft account? Or
is service having the ability to simply write a check and
use your check cashing card to guarantee payment to a
merchant?

Or is real service the ability to withdraw that money
from an Automatic Teller Machine at any hour of the day
or night, or through the use of a touchtone telephone
audio response system?

Well, the fact is that al of the above falls under the
service category, and the American public is demanding
more and more. The truly professional credit union ex-
ecutive recognizes the needs of the membership and
satisfies those needs through whatever service
mechanisms make sense for those members.

For some credit unions, that simply means friendly
tellers for the members to request faceto-face
withdrawals;, some call this high-touch. For high-tech
credit unions, on the other hand, members may prefer
much less interaction with staff and may turn on to state-
of-the-art services like audio response or ATMs.

No matter whether we use "high-touch” or "high-tech"
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methods at the credit union to provide service, we must
never forget our members are the center of that service.
We had a very successful experience when introduc-

ing our audio response system by trying to "humanize"
an otherwise mechanical service. After finding out that
other credit unions had experienced only marginal ac-
ceptance from members when ARS services were in-
troduced, we asked why. We received many answers
(usually guesses) but they all boiled down to the fact that
members did not perceive areal need for the service and
were reluctant to use it for fear of doing something
wrong.

To overcome this fear of "high-tech,” we not only gave
the service a human name (Genie, the Touch-Tone
Teller), but we aso actually made her human by hiring
amodel to be our new service. She (Genie) had a "high-
tech” type uniform (jump suit) and actually introduced
our new service to the membership at the annua
meeting, in lobby demonstrations and in a news
conference covered by various local media, including
both local television stations.

Was it really worth trying to make "high-tech” ser-
vices "high touch"? We believe so, noting that another
Florida credit union about our same membership and
asset size introduced an ARS service at the same time
we did. They also gave their service a human name, but
didn't go to the extent that we did introducing it. At the
end of the first three months, they had signed up 700
members to our 3,700 during the same period. Today
we have 11,000 members signed up for ARS who con-
duct 28,000 transactions a month. We have aways
believed the old axiom, "If it's worth doing, it's worth
doing right." We would much rather forgo a service that
isn't going to be used or useful to a majority of the
membership than install a useless service or do a
halfhearted job. That's another part of the growth
process.

As credit unions mature and managers grow to be ex-
ecutives, many CEOs complain of loosing touch with
daily operations and member contact. Others say it
often seems the credit union is running them instead of
the other way around. It's not easy being a CEO of a
large organization. Y ou must delegate or nothing will
be accomplished. It just isn't possible for the CEO of a
large, full-service organization to know all the members
or know everything about the daily operations, but the
CEO must still maintain control, and this takes com-
munication skills.
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Professional
commitment

Having a vision of where your credit union is heading
and being able to communicate that vision to your board
of directors, staff, management team and the member-
ship is one of the largest responsibilities of atrue credit
union executive. If done well, the credit union will take
on the eyes, hands, mind and heart of the executive,
operating asif the executive was making every decision.
That is because everyone around him will believe in the
same ideals of the credit union movement as he does.
Service to members will come first.

Many executives are not completely satisfied with just
providing service to their members, and volunteer their
time and energy to assist their credit union at a higher
level. Involvement with other credit unions, including
corporate or central, state leagues and national trade
associations allows the executive to stretch his’/her mind
while helping his fellow man and his own credit union
and its members.

Some credit union managers and boards believe such *
outside" activities will require the executive to share his
time and energy, thus taking from the credit union that
employs him. Nothing could be further from the truth, if
the motives are properly placed. Serving your fellow
man through volunteerism can be one of life's greatest
satisfactions, at the same time providing added depth for
the credit union executive.

My first voluntary service came courtesy of the Credit
Union Executives Society in 1973, when | was elected
to the board of the Society's Florida Council. I'll never
forget that experience. My former boss, Dick Filip,
nominated me even though | was only an assistant
general manager at the time. He gave me many of my
first breaks in the credit union movement.

| first served as a board member, then treasurer, then
president. | was very proud when, as an assistant general
manager, | was presiding over council meetings with
some of the best financial executives in Florida. When |
became president of the council | put my all into the
responsibility. It was our 10th anniversary year. | worked
my tail off during that great year filled with local
excitement, national recognition and wonderful op-
portunities for growth.

All this, and | was only an assistant. It goes to show
that anyone who really puts their mind to the challenge
can not only manage their own responsibilities at their
credit union, but can take on greater responsibilitiesin the
movement and truly make a difference. This is true
whether you are a chief executive, an elected volunteer
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or a staff member of a credit union. If you really put

your mind to the task at hand and you are committed,

you can make a difference. We are a fast-growing,

dynamic movement with unlimited potential, and hav-
ing true professional commitment is vital to the transi-
tion process that makes a manager an executive.
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Mike Welch is president of the
Credit Union Executives Society
and has headed the Society staff
since 1971. Under hisdirection, the
Society has nearly tripled in
membership, budget and the
number of programs and services it
offers. Heisresponsible for the
overall activities of the Society and
supervision of a staff of 16. He
answersto the Society's board of
directors, whose policies heis
charged with carrying out. He
represents the Society at numerous
meetings and conferences, and has
given presentations on manage-
ment and financial subjects to many
credit union organizations. He
frequently authors management-
oriented articles for trade and
association publications.



Post Script

by Mike Welch

Imost from the day | first discovered credit

unions back in April of 1969, I've had a persona

dream: "To increase the awareness of credit
unions as unique financial institutions to the point where
absolutely everybody in the world knows, understands,
belongsto, is excited about and uses a credit union."

It's my version of an American Dream that | want to
share with you now.

As a one-man crusade, | decided early on to tell
everyone who would listen (and some who wouldn't)
that credit unions, although they've been around for just
about as long as | have, are an idea whose time has
come. Friends, neighbors, relatives, business acquain-
tances, trade press reporters and editors, consultants,
speakers, hotels, suppliers, other credit union organiza-
tions, other financial services industry association ex-
ecutives and association executives of al kinds, writers,
cab drivers, bankers and audiences | frequently face asa
speaker. All have heard my endless intoning about the
greatness of credit unions.

At first, | didn't really think | had alot to say that was
new. But | was surprised more than once, when | stopped
long enough from waxing eloquently about credit unions
and credit union people, that | was, in fact, spreading the
gospel of a not-so-new idea that keeps getting newer.
Endless numbers, though, were hearing the good news of
credit unionsfor thefirst time.

Many people simply had never heard of credit unions.
That's true even today! That's my fault. That's your fault.
That's the fault of everyone who is as enthusiastic about
credit unions as | am and doesn't tell the world. It's a
permanent agenda item of the Credit Union Executives
Society, as a professional society serving an important
segment of the credit union world: the credit union
professional and staff support troops, whether they be
staff members, directors or credit union members
themselves.
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Every time we discuss credit union success stories,
(and there are hundreds of them), we become more
dedicated, if that's possible. After al, there's no reason
why every living, breathing soul throughout North
America and beyond can't belong, be active in and take
advantage of all the unique features of credit unions.

| am often cautioned about being mislead just because
credit unions finally looked professional. Offering the
ulim ate in services, having a distinct awareness of their
reason for being, with the members foremost in their
minds, top-of-the-line computers, the most convenient
facilities, and the sharpest staff and the only dedicated
volunteers serving financial ingtitutions, doesn't mean
that credit unions are not different. They are!

No matter how much the "trappings," — the brick and
mortar and the creative marketing materials, for
example — look like those put out by a competing
financial institutions, the credit union still has
members, not customers, and is owned by those
members as share holders. Despite the fact that it has
been stretched more than the original founders ever
envisioned, the field of membership is still a field of
membership and there is still a common bond. Credit
unions are non-profit, but that doesn't mean being
poorly managed to the point of disappearing from the
face of the earth at a pace equaling that of the banking
industry.

Far from it! Credit unions have never been more
successful. They have never grown faster. They've
never had more assets. They've never had more
services. They've never served more members. They're
agood idea that just keeps getting better.

How has all of this been possible? It would take
another book like this one to do justice to answering
that question. Maybe someday we'll do just that. But
for now, one important answer is that credit unions are
now attracting and improving top management talent.
The professionals who handle the daily operations of
credit unions have become extremely skilled at the
craft of management. And they are full of vision. They
know how to manage a credit union because they have
the education, the on-the-job experience and training
and the technical smarts. They combine all of thiswith
dedication and an understanding of purpose and long-
term goals better than any other financial institution
executives can imagine.

Skilled marketers readily agree with current manage-
ment gurus whose books are skyrocketing to the top of
best-seller lists everywhere, that success can only be
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achieved if you know and understand: 1) who you are,
2) what business you're in, 3) why you're in that
business, 4) who you're serving and, 5) how best to
serve them. I'vejust described not only the new breed of
credit union management but also the authors of the 12
chaptersin this book.

Sharing the American Dreamis afirst. It's a showcase
for some very knowledgeable credit union executives to
explain in their own words what has worked for them
and, in turn, what has worked for credit unions
everywhere.

We never thought we could pull together 12 diverse
individuals from different parts of the world, running
credit unions of different types, sizes and geographical
locations, and ask them to write about 12 different
topics and have it come out making sense under the
overall banner of Sharing the American Dream.

But we are risk-takers at the Credit Union Executives
Society. We felt we had a good idea and that we could
make it work. We were convinced we would come up
with a product that would be inspirational and infor-
mative. We feel that we represent some of the best
thinking in credit unions. Our members, individualy
and collectively, are a mgjor reason why credit unions
today are the fastest-growing financia institutions,
serving more members in more creative and convenient
ways than at any time in credit union history.

But my purpose hereisn't to tell their story. It'sonly to
add my appreciation for the authors' willingness to
sgueeze out a few more minutesin their already all-too-
busy schedules to define asmall slice of an American
Dream that they, and hundreds more like them, have
helped make possible.

We are proud to be responsible for this book because
we are fiercely proud of each and every author, what
they have to say, how they say it, and the contribution
they have made and are continuing to make to credit
unions. Y e, they are just the tip of the iceberg of awhole
bunch of dreamers out there still determined to tell the
exciting credit union story to everyone — everywhere —
over and over again, until the world is completely
saturated with credit union members. Wouldn't that be
great? That's my personal American Dream!
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Personal financial independence is a dream

that's shared not only among North Ameri-
cans, but by all people who live in democratic
societies. Since first being developed at the turn
of the century, credit unions, more than any other
financial institution have helped their members
make that dream come true.

In Sharing the American Dream, the executives
themselves speak out about the importance of
credit union tradition, the current financial
climate and how they will help their institutions
cope with the changes today and in the near and
distant future.

Sharing the American Dream is a volume for
anyone who has ever run a credit union, worked
on its staff, served on its board or enjoyed the
benefits of being a member. In a very real sense,
it's a guide to the future of the credit union
movement, and the dream of personal financial
independence for people everywhere.
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