
Credit unions are one of the most widespread
and successful forms of co-operation in the
United States. Highly regulated and transparent,
well capitalized and financially sound, these
nonprofit, member-owned institutions represent
an important alternative to the profit-driven
banking sector. Today, there are more than 8,000
credit unions with nearly 85 million members
and $700 billion in assets.

Within the credit union movement, there is a
subsector dedicated specifically to serving the
low-income population, including especially (but
not only) ethnic and racial minorities – African-
American, Latino, Asian American, and Native
American. These institutions, known as
“community development credit unions”
(CDCUs), serve inner cities, rural areas, and
Indian reservations. They provide a variety of
financial services – microcredit, personal loans,
small business loans, savings accounts, transac-
tions, and financial education.
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But their mission, more broadly, is to their members:

to free them from predatory lenders, assist them in amassing

savings, and enable them to gain control over the capital flowing

through their communities. In a fundamental way, CDCUs

represent a democratization of credit.

Despite – in part, of – its 98-year history of success, the

future of credit unions as a large, diversified movement of

grassroots financial co-operatives in the U.S. is at risk.

empower

because

�

�

�

Consolidations and mergers

“demutualizing”

regulatory burden

are taking place at rapid rate, reducing

the number of credit unions in the U.S. by more than 300

annually.

Some of the largest credit unions in the country are

– that is, giving up their co-operative charters

and embarking on a path of converting to profit-making banks.

Credit unions have suffered from an increasing

that is changing the way they do business – often to the

detriment of their co-operative nature.
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(photo) Entering New Orleans, five months after Katrina. After the

anagerial skill and to the resources of a national
network, the NFCDCU. Photo courtesy of Cliff Rosenthal.

hurricane a surge of flood relief deposits and insurance pay-outs
threatened credit unions with financial disaster. ASI Federal Credit Union
owed its survival to m
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The threat to community development credit unions is

especially acute and troubling. CDCUs are on the front lines of

promoting the social economy. But their small size, their extensive

use of volunteers, and their commitment to serve the poorest, least

profitable strata of society makes them especially vulnerable to the

changes in the financial and regulatory system.

This article will explore the success of CDCUs, the challenges

they face, and the collective strategies they have developed through

their supporting network, the National Federation of CDCUs.

Credit unions originated in Germany in the middle of the 19th

century, based on a simple concept: people without access to bank

credit pooled their savings and lent to each other. The viability of

the credit union depended on peer solidarity, or a common bond:

loans were made based on the group’s knowledge of the borrower’s

character, capacity, and willingness to repay.

The credit union concept reached the U.S. in the first decade

of the 20th century, by way of Alphonse Desjardins and the

emerging credit union ( ) movement in Québec. Ascaisse populaire

The Origins of CDCUs

America’s brief and unsuccessful“war on poverty” in the 1960s was

accompanied by the government’s top-down effort to implant credit

unions in hundreds of poor communities. In the 1970s and 1980s,

the movement to combat“redlining” – excluding an entire low-

income or minority neighborhood from financial services – spurred

the formation of new CDCUs. Later, the withdrawal of banks from

many low-income areas prompted communities to form CDCUs as

captive institutions, anchored in and entirely committed to the local

population.

Overcoming racial segregation and, later, persistent lending

discrimination has been a basic driving force for the CDCU

movement for decades; shunned by the mainstream banking

system, African-Americans, Latinos, and other minorities have

developed financial institutions that they own, govern, and manage.

Further compounding the inequities of the financial system was

discrimination against women: until the legislation of the 1960s,

women commonly found it impossible to obtain credit in their own

names. The denial of credit to people receiving public assistance –

predominantly women – was especially painful. CDCUs were

pioneers in expanding access to credit and financial independence

for women.

Over the past decade, extending credit and financial services to

immigrants has become an increasingly important function of

CDCUs and, to some degree, other credit unions as well.“Undocu-

mented” immigrants – those without the legal status to reside and

work in the U.S. – have largely remained outside the banking

system. Living in a cash economy, without a relationship to a

financial institution, they have been prey to predatory and high-

cost lenders who drained their limited income; in their communi-

ties, they have been easy targets for assault and robbery.

Community development credit unions have played a leading

role in offering membership to immigrants, providing them access

to legitimate, affordable credit. The stunning successes of institu-

tions like the Latino Community Credit Union (Durham, North

Carolina) underscore the huge, pent-up demand of immigrants for

these services. CDCUs have been instrumental in serving refugees

and asylum seekers from Africa, the Caribbean, Eastern Europe,

and elsewhere.

The large influx of immigrants, especially from Central and

Latin America, has given rise to new international capital flows.

Tens of billions of dollars earned by immigrants in the U.S. are

now being transmitted internationally to their homelands; often,

these international remittances are one of the top sources of foreign

currency for those countries, exceeding the foreign aid distributed

by the U.S. government. CDCUs and credit unions generally have

begun to offer international-remittance services to their immigrant

members, attempting to link up with credit unions in their

homelands.

The Role of CDCUs

in other countries, the U.S. credit union movement arose to serve

people without access to bank credit, people who otherwise

would have been forced to borrow from usurious money-lenders.

In contrast to other countries, however, the U.S. credit union

movement developed primarily to serve employees of companies

or municipalities, rather than communities.

As early as the 1930s, certain credit unions arose to serve

people who were financially excluded from the mainstream not

only by virtue of their income, but because they were members of

disenfranchised, segregated groups – especially, African-

Americans. These early community development credit unions

were started in churches, labour or fraternal organizations, and

other associations.

Later, the CDCU movement grew in conjunction with other

movements for social change in the United States. The civil rights

movement of the 1950s and 1960s gave rise to many CDCUs.

The mission of the CDCUs, more broadly, is to
empower their members: to free them from
predatory lenders, assist them in amassing
savings, & enable them to gain control over the
capital flowing through their communities.



Serving the Spectrum of Credit Needs

Accumulating & Recycling Capital in
Low-Income Communities

In contrast to many microfinance institutions, CDCUs finance a

broad range of needs. They provide loans for the necessities, such

as school tuition, clothing, medical expenses, home repair, funeral

expenses, and more.

For decades before microfinance became established field,

CDCUs supplied credit for neighbourhood and home-based

enterprises, especially in minority communities that were shut

out of the banking system; that role continues today, and has

expanded beyond microcredit to include mid-sized business

loans. Some CDCUs specialize in providing loans to co-

operatives and not-for-profit organizations. The CDCU role in

financing housing has been growing in recent years, both for

home purchase and rehabilitation.

In order to build their lending pool, CDCUs aggregate the

savings of hundreds or thousands of individual members.

Assisting members to build household savings is a fundamental

purpose of credit unions, and CDCUs have demonstrated over

the course of decades that even the poor can save when institu-

tions support rather than discourage capital accumulation.

By establishing a source of loans funded and controlled by the

members of the community, a CDCU fosters empowerment in

several crucial ways. It frees a community from dependence on

government sources of credit, which often are variable, unreliable,

and encumbered by political strings. CDCUs capture and recycle

capital within the community; lending among members at

reasonable rates ensures that exorbitant interest payments are not

channeled to outside creditors, further draining the disposable

income of the community members. Finally, ownership of a credit

union enables a community to direct credit for purposes and to

populations that would otherwise be neglected; CDCUs enable

communities to allocate credit according to their own priorities.

At the heart of the credit union concept is democratic control

over capital, including the allocation and cost of credit. The

governing board of a credit union is elected by its members, each

of whom receives one and only one vote. The board sets credit

policies and priorities, which are implemented by a credit

committee (also an elected body) and/or a loan officer. The credit

union model thus is distinguished from donor-driven lending

organizations, where capital is provided from external agencies, to

which the organization must be accountable. It is also distin-

guished from certain other mutual financial institutions, in which

votes are allocated in proportion to the amount of deposits an

individual has.

CDCUs typically cultivate a range of relationships with other

community-based organizations, social-service agencies, churches,

civic organizations, refugee assistance groups, civil rights groups,

and organizations serving people with disabilities. Providing

access to credit is an important part of integrating and empower-

ing the people who these organizations were created to serve. In

some instances, these partner organizations make deposits in

CDCUs to share the risk of extending credit to their clients.

Democratic Control & Community Engagement

Les
[CDCU - caisses populaires pour le
développement communautaire] sont une
partie du mouvement des caisses
populaires qui met les principes et les
structures coopératives au service des
Afro-Américain.es des immigrant.es et
de d’autres populations marginalisées
des É.-U.

Ces groupes ont créé un système qui
prend les économies familiales pour en
faire des fonds de capital qui peuvent être
recyclés localement et a peu de coûts,
selon les priorités des résident.es pour le
crédit et l’investissement. Le système
permet aussi aux communautés d’intégrer
leurs ressources et leurs objectifs avec

community development credit unions d’autres groupes et mouvements ayant des
idées semblables. Ce rôle fut accentué par
la formation de la

[Fédération nationale des CDCU] en
1974. Celle-ci a été essentielle à la
création du

[Fonds pour les
institutions financières de développement
communautaire] en 1995, qui a mené à
une augmentation spectaculaire de CDCU
et de leurs actifs.

Ces nombres et ces actifs sont
présentement menacés. Les consolidations
et les fusions réduisent continuellement le
nombre de caisses populaires. Certaines
grosses caisses populaires se convertissent
en banques à but lucratif. Des

National Federation of

CDCU

Community Development

Financial Institutions Fund

augmentations dans les responsabilités
légales et dans les prêts déloyaux rendent
très difficile pour de petites CDCU de faire
des affaires. Les bénévoles sur qui les
CDCU comptent pour leur leadership se
retirent. De plus, les CDCU ont dû faire
affaires avec une administration
Républicaine réticente depuis des années.

En contrepartie, la National Federation
of CDCU tente d améliorer les capacités
des petites caisses populaires, de créer un
marché secondaire de prêts et
généralement de recréer des liens entre
les grosses et les petites caisses
populaires pour offrir des services aux
personnes qui n ont pas d institution
financière.

’

’ ’

Résumé : Créer des coopératives financières viables
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But small size, extensive use of volunteers, & a
commitment to serve the poorest, least profitable
strata of society makes CDCUs especially
vulnerable to changes in the financial &
regulatory system.



The CDCU Movement Today

Today, there are 225 CDCUs in the United States.

Collectively, they control US$3 billion in savings, make nearly

$2 billion in loans annually, and serve 900,000 low-income

members and their families. They are found both in urban

and in rural areas, in virtually every state. The smallest

CDCUs have less than $1 million in deposits, serve 1,000 or

fewer members, and depend heavily on volunteer labour. The

largest have hundreds of millions in assets, professional staff,

sophisticated infrastructure, and modern facilities.

Since 1974, CDCUs have been represented and served by

the National Federation of Community Development Credit

Unions, a nonprofit organization based in New York City.

The Federation serves as the collective voice for CDCUs,

advocating for CDCU interests on regulatory and legislative

matters. The Federation also raises capital from the private

and public sectors that it channels, in turn, into local CDCUs

to support their lending and promote their growth. The

Federation is also responsible for developing movement-wide

programs and services.

The CDCU movement has grown dramatically in the last

decade. The Federation’s membership has more than doubled.

The Federation has won increasing public recognition and

new regulatory powers for CDCUs, including the exclusive

ability to raise equity capital in the form of subordinated debt.

The Federation and its allies secured a major victory in

1995 with the establishment of the federal government’s

Community Development Financial Institutions (CDFI)

Fund. Over the past decade, the CDFI Fund has invested

more than $700 million in community-based lenders,

including CDCUs, microfinance organizations, community

development banks, and other loan funds.

Most CDCUs have achieved self-sufficiency without

external funding. However, the CDFI Fund has played a key

role in supplying some credit unions with expansion capital,

enabling them to add new branches and services.

After the Cataclysm: One Credit Union’s Story

In August 2005, ASI Federal Credit Union was the pride of the
community development credit union movement. Headquartered in
Harahan, on the outskirts of New Orleans, it served more than 75,000
members through its 15 branches. Nearly 60 years old, this co-
operative had grown from its origins serving shipyard workers to
become a $200-million institution, distinguished by stellar
management, a fierce commitment to independence, and a growing
reputation for innovation.

Hurricane Katrina and its aftermath put this vital institution at
grave risk, along with many other credit unions in the Gulf region.
ASI’s carefully designed recovery plans went haywire through the
failure of vendor-dependent back-ups. Thirteen of its branches were
physically affected. Hundreds of its employees were displaced, and the
credit union was forced to find temporary refuge in Baton Rouge, 120
km away. Its ATM system lost its real-time connection, opening the
credit union to millions of dollars of overdraws by desperate members
dispersed throughout the region.

Three weeks after Katrina, the senior management of ASI was able
to return to its headquarters and begin recovery in earnest. But in the
weeks that followed, natural disaster was compounded by a very
different threat. In the fall of 2005, tens of millions of dollars of
emergency relief funds and insurance monies poured into ASI member
accounts. Unable to rebuild their homes amid the general devastation
and lack of available labour, members kept their funds in the credit
union for many months. The credit union’s assets grew by 50% in a
matter of weeks – from US$200 million to $300 million.

Rapid growth in such a short period wreaks havoc on a key
financial ratio of a credit union: the institution’s net worth (capital)
ratio, measured as its retained earnings compared to total assets.
Officially classified as a “well-capitalized” credit union by its regulators
before Katrina, ASI almost overnight became an “undercapitalized”
institution, potentially subject to an increasingly harsh series of
sanctions dictated by credit union “Prompt Corrective Action” (PCA)
rules, which ultimately derive from the global capital standards.

In effect, ASI faced the threat of liquidation, depriving tens of
thousands of members from a vital financial lifeline at their time of
maximum need.

This is one story with a happy ending. Remarkably, despite
absorbing several millions of dollars of losses by the end of 2005, ASI
was able to demonstrate that its core operation was profitable, and
that its management was equal to the emergency. An infusion of
secondary capital from the NFCDCU helped, as well. The National
Credit Union Administration, the federal regulatory agency for credit
unions, recognized ASI’s fundamental soundness and refrained from
any adverse action. (Several other, smaller institutions were not so
fortunate, and disappeared in the months that followed.)
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(photo) The “Xs” on this house in New Orleans show that it has been
searched, and the date of the search. In this case, zeros indicate no human
casualties were found inside. Photo courtesy of NFCDCU.

Many credit unions feel that they have been
made surrogate arms for the enforcement of
federal policies ranging from child support to
immigration & the “war on terror.”



Challenges for the Credit
Union Movement

Judged by the numbers, the credit union movement has flour-

ished in the United States. More people than ever before are

members of credit unions. Assets will likely reach $1 trillion by

the time the credit union movement celebrates its 100th anniver-

sary in 2008. Many CDCUs have grown, as well.

But there are significant challenges to the credit union

movement as a force for social solidarity and co-operation –

challenges that are especially formidable for CDCUs, with their

mission of serving the poor and the excluded.

�

�

�

Regulatory Globalization:

Finance Without Borders?

Regulatory Crush:

Over the last 20 years, there has been a

major effort to raise and make uniform the operating

standards of financial institutions across the world. Through

the Basel accords, banking regulators are commendably

attempting to increase the financial stability and transparency

of financial institutions. But increasingly, their standards are

being applied to even the smallest financial co-operatives.

Especially troublesome are the mandatory capital (net worth)

requirements for institutions. These requirements, as applied

in the U.S., are squeezing many small credit unions out of

existence – including institutions that have, like traditional co-

operatives, served small, tight-knit groups of members for

decades. Moreover, in the event of major disasters, the

mechanical application of these requirements can threaten the

existence of financial institutions that are vital to recovery and

rebuilding (see sidebar, p. 8).

As noted previously, the immigrant

population in the U.S. has swelled, and capital exports –

remittances to immigrant homelands – have risen to $40

billion annually. Despite the size and importance of this

market, serving“undocumented” immigrants faces considerable

resistance by conservative forces in the U.S. In an atmosphere

permeated by fears of terrorism, tighter restrictions or more

rigorous enforcement of existing regulations may inhibit credit

union (and bank) service to immigrants. Over the last several

years, many banks have refused to serve international money

transmitters, fearful of liability or“reputation risk” should the

transmitters be found to be supplying alleged terrorist

organizations or laundering money.

Over the last decade, the volume of

regulations applicable to even the smallest financial

institutions has increased dramatically. Many credit unions

feel that they have been made surrogate arms for the

enforcement of federal policies ranging from child support

(“deadbeat dads”) to immigration and the“war on terror.” As

voluntary organizations, dedicated to financial self-help and

mutual support, CDCUs and other credit unions are

increasingly finding themselves pulled far from their original

mission as co-operatives.

�

�

“Demutualization”:

Voluntarism under Stress:

A growing number of relatively large credit

unions are seeking to“demutualize” – that is, to change their

form from 1-member, 1-vote co-operatives to for-profit

banking institutions (usually, with a brief intermediary stage

as mutual banks). Arguing that they are capital-constrained

and that they need to grow in order to“serve members better,”

the officials of these converting institutions often enrich

themselves to the tune of millions of dollars. The credit

union’s co-operative wealth – collectively-owned net worth –

that has been built up painstakingly over decades disappears

from the co-operative system; the credit union movement

loses some of its largest institutions, which help support

system-wide functions. The privatization of wealth in the

credit union sector unfortunately echoes trends in other

arenas of financial and public life.

Volunteers played a leading role in

the development of the credit union movement. Most credit

unions began as entirely volunteer-led institutions – and

some remain so, today. However, the increasing regulatory

burden has put enormous strain on volunteer officials,

driving many out of the credit union movement.

Generational change is also at work: many CDCUs, in

particular, were founded and led by people energized by the

civil rights and other popular movements of the 1960s. That

generation is approaching (or has reached) retirement; the

motivation for volunteer service has either taken other forms,

or has diminished, thus shrinking the pool of potential credit

union leaders.

� Public Sector Retreat: Government engagement in combating

poverty and promoting inclusion has declined markedly in

the United States. Even as the flood waters unleashed by

Hurricane Katrina were receding, conservative forces were

seeking to provide relief to the stricken area by cannibalizing

other federal programs and resources for the poor, such as

food stamps. The CDFI Fund, established under the U.S.

Treasury Department to provide federal support for

community lenders, was targeted for abolition for several
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CDCUs must build bridges to the larger credit
unions, harness their capacity, engage them in
a common mission of serving the “unbankable”
poor, & work in partnership with them to
preserve their co-operative heritage.



years; repeatedly unsuccessful, the Bush Administration

relented and in its budget released in early 2007 provided a

modest appropriation request and some words of praise.

While the elections of November 2006 slowed or reversed the

public sector retreat, it is much too early to declare victory:

budget constraints resulting in large part from the war in Iraq

may still act to hinder growth and achievement of scale by

CDCUs and other community-development organizations.

There has been explosive

growth over the last decade of usurious, predatory lending

schemes, such as the“payday lenders,” who make short-term

(2-week or 1-month) loans at rates which, when annualized,

reach 500% or more. While this creates an opportunity for

credit unions, it also presents a challenge: the intensive

marketing of convenient, easy credit – even though at a high

cost – is undermining the financial discipline of many

Americans across the bottom half of the income spectrum.

Developing human resources is a key to the

future of CDCUs. To help CDCU leaders cope with the

complexities of managing a regulated financial institution, the

Federation established the CDCU Institute™. Annually,

CDCU managers and volunteers from around the U.S. (and

occasionally, from other countries) assemble for intensive

training in credit union operations, financial management, co-

operative leadership development, community economic

development strategies, regulations, and other essential areas.

The CDCU Institute has been instrumental in building a

strong peer network among credit unions serving low-income

people.

Since 1983, the Federation has raised

capital from philanthropic sources, banks, government, and

ethical or socially-responsible investors, to be channelled

among member CDCUs. In 2005, the Federation launched a

companion strategy: the CDCU Secondary Market, which

purchases affordable mortgages originated by CDCUs and

thus enables them to recycle their capital. Plans call for

reselling these loans on the capital markets, thus expanding

the capital pool available to lenders in low-income

communities.

In an effort to harness the collective

resources of the broad credit union movement, in 2003 the

Federation initiated its Community Development Partners

program. This program encourages large credit unions to

�

�

�

�

The Spread of Predatory Finance:

Capacity-building:

Pooling capital resources:

Credit union partnerships:

CDCU Responses: Strengthening
Financial Co-operation

In the face of these many challenges, how can CDCUs sustain

themselves? How can they broaden their impact, achieve greater

scale, and fulfill their potential as vehicles for empowering the

poor and the financially excluded?

assist small CDCUs by providing technical expertise, sharing

operational capacity, and investing in community

development. CDCUs, in turn, become a bridge between large

credit unions and low-income communities, assisting in the

development of new branches, the expansion of financial

literacy efforts, and the development of new products such as

alternatives to predatory payday loans.

The Federation is systematically striving

to preserve the co-operative legacy of the credit union

movement and maintain its unity. Taking a stand against

demutualization of credit unions is an essential element.

Another key element is supporting the overall credit union

movement in its fight to keep credit unions tax-exempt in the

U.S. Various legislative proposals have urged taxation of credit

unions above a particular asset size. While most CDCUs

would be exempt by virtue of their small size and

unquestioned public service in serving poverty communities,

the Federation has maintained solidarity with the rest of the

credit union movement in arguing that credit unions

regardless of size are democratically controlled, member-

oriented co-operatives, and thus deserve tax exemption.

� Co-operative solidarity:

Community development credit unions have played an

indispensable role in providing financial services to excluded,

disenfranchised communities. They have demonstrated power-

fully over the course of decades that low-income people are

credit-worthy; that they are capable of saving; that nonprofit co-

operatives serving low-income, small depositors and borrowers

can be viable, sustainable businesses; and that lay people can

acquire the skills and discipline necessary to organize and operate

their own financial institutions.

Where other financial institutions have held back, CDCUs

have been at the forefront of serving recent immigrants, refugees,

and people granted asylum. They have pioneered innovative

products to promote savings (such as Individual Development

Accounts, which are restricted savings accounts, designated for

home purchase, education, or small business) and to combat

high-cost predatory lending.

To the extent that CDCUs build bridges to the larger credit

unions, harness their capacity, engage them in a common mission

of serving the“unbankable” poor, and work in partnership with

them to preserve their co-operative heritage, CDCUs will

overcome their many challenges and play an expanding role

in building the social solidarity economy.

CLIFFORD ROSENTHAL is Executive Director of the National Federation of
Community Development Credit Unions. This is a paper that he originally
presented at the third Congress of the International Network for the
Promotion of the Social Solidarity Economy (RIPESS) in Dakar, Senegal
in November 2005. Contact him at 212-809-1850 ext. 216
(crosenthal@cdcu.coop). For further information about the National
Federation of CDCUs, please visit www.cdcu.coop.
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