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The Credit Union Innovation Playbook: Data Analytics Edition, a PYMNTS and PSCU collaboration,
delves into credit union ecosystem players’ innovation agendas. Each edition homes in on a specific
focus, exploring the differences in how credit union members and leadership prioritize innovation in
four select areas: risk and fraud, digital banking, data and analytics and loyalty strategies.
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The Credit Union Innovation Playbook was done in collaboration with PSCU, and PYMNTS
is grateful for the company's support and insight. PYMNTS.com retains full editorial
control over the following findings, methodology and data analysis.
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Even as traditional banks and FinTechs crowd the financial services land-
scape, credit unions (CUs) continue to distinguish themselves through
their member-first investments and innovation approaches. They require
data analytics tools and solutions to continue catering to members’
specific needs and deliver the products and services consumers desire,
however.

New PYMNTS research reveals that only about one-third of CUs have
made data analytics a top innovation priority, though. Most are instead
focusing their efforts on anti-money laundering (AML) initiatives, data
security, mobile and digital payments and fraud. While pursuing these
goals is certainly worthwhile, those that prioritize data analytics can
more easily access a range of innovations than those that do not.

Larger CUs with assets ranging from $1 billion to more than $5 billion are
more likely than others to make data analytics a top investment goal.
They are also likelier than their smaller counterparts to make bigger in-
vestments in AML initiatives, data security, mobile and digital payments
and fraud innovations. On the other hand, smaller CUs with assets at
or below $1 billion invest considerably less in data analytics than larger
financial institutions (Fls).

This budgeting gap explains why some CUs are more inclined than
others to invest in innovation. Those that emphasize data analytics are
more likely to equally prioritize innovating new features and developing
new products compared to those that do not, for example. The former
also tend to face fewer challenges in pursuing their innovation goals and
more quickly bring their offerings to market.

PYMNTS surveyed 102 CU decision-makers
for the Credit Union Innovation Playbook:
Data Analytics Edition, a PSCU collabora-
tion, to better understand their innovation
strategies and determine their top goals.
Our findings reveal that those prioritizing
data analytics take different innovation

approaches than their counterparts, al-
lowing them to pursue new opportunities,
release products or services and better
compete with financial services rivals. This
Playbook also examines the innovation
tactics of CUs that do not emphasize data
analytics.
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OF OUR SAMPLE FOCUS.

Security appears to be a top-of-mind in-

vestment for a significant share of CUs, and
many focus on innovations that will protect
their members’ financial assets, help them

operate more efficiently, yield higher re-

turns on investment (ROIs) and secure their Figure 1. CUs’ investment focuses in the past three years
A breakdown of credit unions’ innovation priorities
systems.
DATA ANALYTICS

35.3% I
Among the CUs surveyed for the Playbook,

ANTI-MONEY LAUNDERING AUTHENTICATION
79.4 percent reported making AML-based 79.4% I 30.4% I
initiatives a primary investment focus over DATA SECURITY KNOW-YOUR-MEMBER INITIATIVES
. 62.7% I 275% I
the past three years. This was followed by
. ong . . MOBILE/DIGITAL PAYMENTS COMPLIANCE AND REGULATION
priorities like data security (62.7 percent), 627% /_ 5% I
mobile/digital payments (62.7 percent) and ERAUD USER EXPERIENCE
fraud prevention (60.8 percent). Just 35.3 60.8% I 23.5%
percent of them identified data analytics as PAYMENT TECHNOLOGY CONSUMER ENGAGEMENT
53.9% I 21.6% I

an investment focus during the same time
period.

CREDIT UNION

INNUVAT'UN PLAYBUUK © 2019 PYMNTS.com All Rights Reserved




1

CRE

INNOVATION PLAYBOOK

Il We are concerned with our

That said, data analytics and security often
go hand in hand. Among CUs that focus on
the former, 36.4 percent do so to bolster
their security and fraud management ef-
forts. It comes down to more than just these
two concerns, though, as 30.3 percent of
CUs that focus on data analytics say they
do so to meet members’ expectations.

Figure 2. Importance of CUs’ investments
Reasons CUs choose certain investments,
by focus on data analytics

Improved security and fraud will

financial losses encourage consumers to do more with us

We need to meet consumer
expectations

We are concerned with the impact on our
brand’s reputation if an incident occurs

NO FOCUS ON DATA ANALYTICS
50.9% I
281%
19.3%
1.8%

FOCUS ON DATA ANALYTICS
121% I

30.3%

36.4%

212%

UNION

Different concerns shape the innovation ap-
proaches of CUs that do not prioritize data
analytics, however, and 50.9 percent of Fls
in this group list incurring financial losses as
their biggest fear. These CUs do still closely
align with their counterparts when it comes
to delivering on members’ expectations,
with 28.1 percent indicating it is an import-
ant innovation driver.

Analytics-focused CUs are also more
inclined to pursue a broader range of inno-
vation priorities, and 50 percent of them
cite offering quicker transaction process-
ing and responding to competition as their
top concerns. These rates are considerably
higher than the 34.8 percent and 30.3 per-
cent, respectively, cited by the CUs that are
not focused on data analytics. Data analyt-
ics-driven CUs concentrate considerably
more efforts on pursuing innovations that
help them quickly bring products to market

and improve their reputations.

Figure 3. Important factors credit unions consider

Elements that motivate CUs to innovate, by focus on data analytics

Il Not focused on data analytics

Focused on data analytics

ALLOWS QUICKER TRANSACTION PROCESSING

34.8% I
50.0%

HELPS US FACE COMPETITION

30.3% I
50.0%

ADDRESSES DIGITAL AND MOBILE MARKET CHANGES

48.5% I
47.2%

IMPROVES REPUTATION

273% I
472%

MAKES US MORE PROFITABLE

40.9% I
44.4%

BRING MORE SEGMENTED OFFERINGS TO MARKET

18.2% I
44.4%

Larger CUs are also more likely to list data
analytics as a top investment priority, cited
by 70.4 percent of those holding more than
$5 billion in assets and 53.6 percent of those

HELPS US MEET CHANGING CONSUMER BEHAVIORS

25.8% ININIEGEGG
417%

HELPS US MEET REGULATORY/COMPLIANCE RULES

34.8% I
361%

SEPARATES US FROM THE COMPETITION

33.3% I
361%

ADDRESSES SECURITY/RISK MANAGEMENT ISSUES

30.3% I
361%

HELPS US MEET CURRENT MEMBERS’ NEEDS

273% I
33.3%

HELPS US MEET POTENTIAL MEMBERS’ NEEDS

227% I
27.8%

ALLOWS US TO ENTER NEW MARKETS

19.7% I
27.8%

in the $1 billion to $5 billion range. On the
flip side, fewer than 5 percent of CUs with
assets of $1 billion or below say the same.
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Figure 4. CUs’ innovation focuses
Credit unions’ interest levels in different innovation priorities, by asset size

Il More than $5 billion $500 million - $1 billion
$1billion - $5 billion Under $500 million

THE LARGEST SHARE OF ANALYTICS-FOCUSED
CREDIT UNIONS (63.9 PERCENT) HAVE MORE THAN

ANTI-MONEY LAUNDERING MOBILE/DIGITAL PAYMENTS
88.9% I 66.7% I

NETWORKS.

9B prance:

There also seems to be a correlation be-
tween the number of in-network physical
branch locations a CU has and its interest
in data analytics. The largest share of ana-
lytics-focused credit unions (63.9 percent)
have more than 25 branches in their net-
works — a portion considerably larger than
that of CUs that do not focus on analytics
(24.2 percent) and the overall sample (38.2
percent) with the same number of physical
locations.
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All told, a CU’s size in terms of both assets
and branches appears to affect its interest
in data analytics investment. This makes
sense, as institutions with higher valuations
are more likely to seek out solutions that
can provide actionable insights into meeting
theirmembers’ needs. Additionally, CUs with
larger branch networks have more points of
interaction with their members and, there-
fore, more opportunities to collect data that
can inform their innovation strategies.

821%
76.0%
68.2%

DATA SECURITY

77.8% I——

60.7%
60.0%
50.0%

60.7%
64.0%
591%

DATA ANALYTICS

70.4% I

53.6%
4.0%
4.5%

Figure 5. How CUs of varying branch sizes focus on data analytics
Surveyed Fls’ focuses on data analytics, by number of branches

I Not focused on data analytics
Focused on data analytics

Sample

227% I
0.0%
14.7%

6-10
28.8% I
8.3%
21.6%

1-25

24.2% I
278%
25.5%

MORE THAN 25
24.2% I
63.9%
382%
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DATA ANALYTICS OPENS

INNOVATION
DOORS FOR CUS

Based on PYMNTS' findings, CUs that
focus on data analytics are often more in-
vested in pursuing additional innovations.
In fact, 55.6 percent of them say they
equally prioritize developing fresh fea-
tures and new products, compared to the
28.8 percent of those that do not focus
on data analytics that say the same. The
highest share of Fls in the latter group
(42.4 percent) said their focus was on
adding new features to existing offerings.

CUs that focus on data analytics also
invest heavily in products that mitigate
fraud, improve security and encour-
age members to continue seeking their
banking services. Among this group, a
significant majority (91.7 percent) have
focused on fraud management solutions
in the past three years. This share is con-
siderably greater than the 60.6 percent of
those that do not invest in data analytics
that say the same.

Figure 6. How CUs characterize their payment innovations
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Credit unions’ investment priorities, by focus on data analytics

Hl Mainly focused on new product releases
Mainly focused on new features for existing products

Equally focused on new features and products

NOT FOCUSED ON DATA ANALYTICS
28.8% I

42.4%

28.8%

FOCUSED ON DATA ANALYTICS
278% I
16.7%
55.6%

Figure 7: Product types on which CUs have focused in the past three years
Credit unions’ innovation priorities within the past three years, by focus on data analytics

I Not focused on data analytics

Focused on data analytics

FRAUD MANAGEMENT

60.6% I
91.7%

REAL-TIME PAYMENTS

66.7% I
80.6%

DIGITAL WALLETS

51.5% I
58.3%

SECURITY/AUTHENTICATION

42.4% I
58.3%

PLANNING/BUDGETING TOOLS

31.8% I
52.8%

LOYALTY/REWARDS

21.2% I
44.4%

P2P PAYMENTS

42.4% I
361%

CARD TRANSACTION MANAGEMENT

227% I
361%

CUSTOMIZED PRODUCT OFFERINGS

13.6% I
361%

COMPANION CARDS

91% I
306%

POINT-OF-SALE CREDIT ISSUANCE

15.2% I
278%

CONTACTLESS PAYMENTS

18.2% NN
25.0%

CROSS-BORDER/MULTICURRENCY

76% E
16.7%
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Figure 8. CUs’ product innovation focuses
How credit unions prioritized innovation investments in the past three years, by size

FRAUD MANAGEMENT SOLUTIONS
ARE A TOP PRIORITY FOR

100%

B Small and medium CUs
Large CUs

P2P PAYMENTS

29.4% N
421%

FRAUD MANAGEMENT CARD TRANSACTION MANAGEMENT

100.0% NN 29.4% I
84.2% 421%

REAL-TIME PAYMENTS CUSTOMIZED PRODUCT OFFERINGS

OF SMALL AND B s
MEDIUM-SIZED CUs

THAT FOCUS ON DATA ANALYTICS. DIGITAL WALLETS COMPANION CARDS

A similar pattern emerges whnen it comes to
innovating financial services products. CUs
that keep data analytics top of mind are
more likely to invest in real-time payments
(80.6 percent) and security and authenti-
cation solutions (58.3 percent) than those
that do not, cited by 66.7 percent and 42.4
percent, respectively. CUs that do not focus
on data analytics are more likely to invest in
person-to-person (P2P) payments, though,
at 42.4 percent compared to 36.1 percent of
those that do.
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A CU’s asset size can also heavily influence
its innovation goals. Fraud management
solutions are a top priority for 100 percent
of small-to-medium-sized CUs that focus on
data analytics, compared to 84.2 percent of
larger institutions that do the same. Bigger
analytics-focused CUs are more likely to
innovate in real-time payments at 84.2 per-
cent, however, compared to 76.5 percent of
their smaller counterparts. The results are
similar for digital wallets, which are a focus
for 68.4 percent of larger analytics-driven
CUs compared to just 47.1 percent of small-
er ones.

471% I
68.4%

SECURITY/AUTHENTICATION

ss.8% I
57.9%

PLANNING/BUDGETING TOOLS

52.9% I
52.6%

LOYALTY/REWARDS

29.4% I
57.9%

Based on these insights, data analytics
solutions are informing CUs that fraud man-
agement solutions can help them fortify
their threat defenses. Larger institutions,
in particular, are using this information to

23.5% I
36.8%

POINT-OF-SALE CREDIT ISSUANCE

353% I
211%

CONTACTLESS PAYMENTS

29.4% I
211%

CROSS-BORDER/MULTICURRENCY

59% Il
26.3%

determine how best to encourage greater
member engagement and create more valu-
able, revenue-generating products for their
customers.
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Figure 9. How long it takes CUs to implement innovations
Credit unions’ time frames to release new features or products,
by focus on data analytics

A ROADMAP TO FASTER INNOVATION B Cocrcsmamsaees

ROLLOUT
STRONGER RO

30.3% I
o 55.6%

7 -12 MONTHS
Focusing on data analytics is crucial to 591% I
25.0%
helping CUs understand which products

their members want and accelerating BETWEEN 1AND 2 YEARS

10.6% N
subsequent launches. Of those that pri- 16.7%
oritize data analytics, 58.3 percent can
develop and implement an innovation
in less than six months, while just 30.3
percent of those that do not emphasize Figure 10. Portion of CUs’ budgets devoted to innovations

analytics say the same. Among those in Share credit unions aIIoFted to innovation,
. by focus on data analytics
the latter group, 69.7 percent are likely

to take between seven months and two W Not focused on data analytics
Focused on data analytics

years to develop and release a product.

CUs that focus on data analytics also 1% TO 10%

devote greater portions of their budgets E_’é;‘j —

to innovation. Among these institutions, 1% TO 25%

44 4 percent slate more than one-quarter 515% I

50.0%

of their budgets for this purpose, while
26% TO 50%
only 33.3 percent of CUs that do not fo- 227% I

cus on data analytics do the same. 278%

51% TO 75%

9.1% I
13.9%

76% TO 90%

15% 0
2.8%
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Data analytics-focused CUs are also more
likely to make testing an inherent part of their
innovation processes. They are considerably
more inclined to trial new offerings with their
members, for example, at 33.3 percent com-
pared to 19.7 percent of those that do not
focus on analytics. They are also more likely
than the latter to pilot implementations with
their employees, at 30.6 percent compared
to 18.2 percent, respectively. A sizable share
of analytics-focused CUs (27.8 percent) also
say they build their own tools and products,
notably higher than the 7.6 percent of those
that do not focus on analytics that say the
same.

Our research also reveals that the CUs that
do not focus on data analytics often turn

to outside innovation assistance. They are

considerably more likely to partner with
industry consultants, too, at 33.3 percent
compared to the 16.7 percent of those that
do value analytics. The former are also more
likely to allow members to suggest inno-
vations (25.8 percent) and to partner with
outside vendors (39.4 percent) compared
to the 13.9 percent and 8.3 percent, respec-
tively, of analytics-focused CUs that do so.

This reliance on outside input could explain
why CUs that do not prioritize data analytics
are more likely to rely on FinTechs as solu-
tion provider partners. Among this group,
485 percent considered such firms to be
their most important solution providers,
compared to 27.8 percent of analytics-driv-
en CUs.

CREDIT UNION

INNOVATION PLAYBOOK

Figure 11. Innovation methods CUs considered “important” or “very important”
How CUs decide which innovations to pursue, by focus on data analytics

B Not focused on data analytics

Focused on data analytics

TEST INNOVATIONS WITH CU MEMBERS

19.7% NI
33.3%

TEST INNOVATIONS WITH EMPLOYEES

18.2% I
30.6%

BUILD OUR OWN TOOLS AND PRODUCTS

76% R
278%

Figure 12. CUs’ most important solution providers

USE CASH AND ROI CALCULATIONS

18.2% NI
25.0%

PARTNER WITH INDUSTRY CONSULTANTS

33.3% I
16.7%

ALLOW MEMBERS TO SUGGEST INNOVATIONS

25.8% NI
13.9%

PARTNER WITH OUTSIDE VENDORS

39.4% I
8.3%

Partners credit unions listed as most important, by focus on data analytics

B Not focused on data analytics

Focused on data analytics

WEB-BASED TECHNOLOGY PROVIDERS

19.7% I
361%

CORE PROCESSORS

61% HE
30.6%

FINTECHS

48.5% I
278%

CREDIT UNION SERVICE ORGANIZATIONS

61% N
5.6%

LARGE NATIONAL BANKS OR CREDIT UNIONS

61% Il
0.0%

CARD NETWORKS

3.0% W
0.0%

DIGITAL DEBIT CARDS/BANKING ALTERNATIVES

30% W
0.0%

DIGITAL-ONLY BANKS

30% W
0.0%

ALTERNATIVE LENDERS

15% W
0.0%

LOCAL BANKS OR CREDIT UNIONS

15% W
0.0%

REGIONAL BANKS OR CREDIT UNIONS

15% W
0.0%

PAYPAL

0.0%
0.0%
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Figure 13. How credit unions measure new payments innovations’ ROI
Factors CUs use to determine innovations’ success, by focus on data analytics

I Not focused on data analytics

Focused on data analytics

DECREASE IN OPERATING COSTS FOR EXISTING PRODUCTS

273% I
38.9%

INCREASED REVENUES BY INCREASING REVENUE PER
MEMBER

31.8% I
361%

INCREASED DEMAND FOR OTHER HIGH-MARGIN SERVICES

24.2% IS
36.1%

INCREASED REVENUES BY INCREASING THE NUMBER OF
MEMBERS

303% I
30.6%

CUs that highlighted data analytics were
considerably more likely than the oth-
er group to see cost-saving and reve-
nue-boosting results. The former more often
base an innovation’s success on decreased
operating costs for existing products (38.9
percent), increased revenues per member
(36.1 percent) and boosted demand for oth-
er high-margin services (36.1 percent).

At the same time, both sides are more close-
ly aligned when measuring ROl in terms of
increasing revenues by adding members,

CREDIT UNION

INNOVATION PLAYBOOK

PREVENT LOSS OF MEMBERS BY RESPONDING TO
COMPETITIVE THREATS

24.2% I
27.8%

REDUCED BUSINESS RISK THROUGH IMPROVED DATA
SECURITY

18.2% NG
27.8%

REDUCED BUSINESS RISK THROUGH FRAUD REDUCTION

18.2% I
19.4%

NOT CONCERNED WITH ROI WHEN IT COMES TO
INNOVATION

15% W
2.8%

addressing competitive threats to prevent
membership loss and reducing fraud-relat-
ed risks.

Focusing on several innovations requires
considerably higher shares of Fls’ budgets,
pressuring them to ensure such investments
are worthwhile. Considering the high stakes,
it is likely that the CUs that focus on data
analytics will evaluate a broader range of
metrics to determine whether innovations
will deliver worthwhile ROls.
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CUs understand that innovation is key to
both staying ahead of their competition
and attracting and retaining members. Such
investments also ensure these Fls do not
fall victim to fraud, and allow members to
remain confident that their financial needs
will be satisfied.

Data analytics appears to be highly suc-
cessful in helping CUs meet these goals,
whether they are focused on security inno-
vations that bolster fraud management or
member-facing solutions like real-time
payments. CUs invested in analytics feel
empowered to seek a range of develop-
ments that will improve their operations
and boost revenues. In addition to yielding
insights into which innovations are most
effective, data analytics are also crucial to
speeding product delivery and helping CUs
more quickly bring their solutions to market.

Those that focus on data analytics are also

more likely to devote one-guarter or more
of their budgets to developing innova-
tions. It’s little surprise that these CUs base
ROl measurements on a range of metrics
like decreased operating costs, increased
member-generated revenues and boosted
demand for high-margin services, however,
particularly given the scale of such invest-
ments. Analytics-focused CUs appear to
perceive how knowledge and insights will
shape their innovation priorities, and seem
willing to spend sizable portions of their
budgets on solutions that keep their oper-
ations secure and improve members’ expe-
riences.

Knowledge is power, and analytics-driven
CUs appear to be on the path to better
understanding and enhancing members’
financial experiences — and improving the
security of their own operations.
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and seamless member experiences. Comprehensive, 24/7/365 member support
is provided by contact centers located throughout the United States. The origin
of PSCU’s model is collaboration and scale, and the company has leveraged its
influence on behalf of credit unions and their members for more than 40 years.
Today, PSCU provides an end-to-end, competitive advantage that enables
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information, visit pscu.com.
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