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Credit Union Innovation: Product Innovation
As The Key To Membership Growth, a
PYMNTS and PSCU collaboration, provides a
big-picture analysis of the current state of
credit union innovation in the United States.
We surveyed a census-balanced panel

of 4,832 U.S. consumers, 101 credit union
decision-makers and 51 FinTech executives
to learn which types of contactless payment
innovations CU members would like their
CUs to prioritize and discover whether credit
unions are investing in these

areas of interest.
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Credit Union Innovation: Product Innovation As The Key To
Membership Growth was done in collaboration with PSCU,

and PYMNTS is grateful for the company’s support and insight.

retains full editorial control over the following
findings, methodology and data analysis.
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redit unions (CUs) have become

the underdog in the constant com-

petitive battle between financial
institutions (Fls). Establishment banks
can harness far more resources, and dig-
ital-native FinTechs have a running start
regarding the innovative digital solutions
that consumers crave. CUs  traditional
advantage over their counterparts —
member loyalty — can quickly be whittled
away if they do not step up their digital

service offerings.
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Much of this shift to digital can be
attributed to the world’s change to remote
banking amid the pandemic. Branch visits
are becoming rarer, and the face-to-face
time with employees that Fls leverage to
earn member loyalty is rapidly decreas-
ing. Taking their place are digital services
that members can access from their own
homes. These capabilities are quickly
swelling to cover more than the simple
withdrawals, deposits and other basic
functions that digital banking has tradi-

tionally comprised. Fl customers can now

perform an extensive range of banking
functionalities from anywhere, including
applying for loans and mortgages and
opening new accounts, and the Fls that
offer the most seamless functions are

pulling ahead.

CU executives are cognizant of this capa-
bility gap, however, and are pulling out all
the stops to ensure that their institutions
can keep their digital edge. PYMNTS sur-
veyed 4,832 consumers, 101 CU executives
and 51 FinTech executives between Oct.
27 and Dec. 2, 2021, to determine where

Introduction

CUs fall behind with digital services, what
is required to maintain member loyalty
and what digital innovations can have the
most impact on keeping CUs competitive
with their larger or more agile counter-

parts.

This is what we learned.
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CU EXECUTIVES UNDERSTAND THAT INNOVATIVE DIGITAL PRODUCTS ARE
THE LINCHPIN FOR RETAINING MEMBERSHIP AND STAYING COMPETITIVE
WITH TRADITIONAL BANKS AND FINTECHS. To this end, they are

establishing new initiatives and partnerships to deliver the digital services

their members require.

Partnerships will be critical to delivering and ensuring the effectiveness of extensive digital
services, as CUs often lack the in-house capabilities to develop such services on their own.
Forty-two percent of CU executives said that partnerships with vendors are important,

and 40% emphasized relationships with credit union service organizations (CUSOs).

Measuring the exact impact of these digital programs will be just as important as the
actual development process so that CUs can improve and iterate on their service offerings.
Thirty-nine percent of executives surveyed said business case analyses and calculations of

the return on investment (ROI) were important.

DEMOGRAPHIC SHIFTS ARE PRESSURING CUs AND OTHER FIS, AND
YOUNGER GENERATIONS ARE PLACING A GREATER EMPHASIS ON DIGITAL
SERVICES. Good customer service may have been enough to foster member
loyalty among previous generations, but millennials and Generation Z members

have different priorities.

Fifteen percent of Gen Z customers said they are dissatisfied or only slightly satisfied with
their current Fls, the highest share of any generation surveyed. These consumers had vari-
ous reasons for their dissatisfaction: 40% cited high costs, 21% complained about the poor

quality of mobile banking services and 21% said it was difficult to use bill-pay services.

Millennials and bridge millennials had lower dissatisfaction rates at 5.3% and 6%, respec-
tively. These generations are just now entering their peak earning years, however, and their

members’ opinions will have an outsized effect on what should drive retention efforts.




CUs ARE GROWING MORE COGNIZANT OF THE CAUSES OF MEMBER
DISSATISFACTION AND ARE BECOMING MORE AGGRESSIVE WITH
DEVELOPING AND INTRODUCING NEW PRODUCTS. Nineteen percent of CUs
are now classified as “early launchers” — institutions that innovate new products

before their rivals.

The portion of early launcher CUs stood at just 12% last year, an increase of 58%. Another
36% of CUs are classified as “quick followers,” up from 28% of CUs in 2018. The combina-
tion of early launchers and quick followers now comprises half of all CUs, indicating an

industry shift in the early development and launch of new digital banking products.

The group classified as “followers” — those that wait until consumer preferences for spe-
cific products become clear before introducing their own offerings — shrank to 17% of all
CUs. The proportion of “laggers,” or those that wait until market demand for select prod-
ucts and services is understood before introducing their own offerings, remained steady
at 29%.

MOBILE BANKING, LOYALTY PROGRAMS, MOBILE WALLETS,
PEER-TO-PEER (P2P) PAYMENTS AND REAL-TIME PAYMENTS ARE

SOME OF THE BEST DIGITAL INVESTMENTS WHEN ATTRACTING AND
RETAINING MEMBERS. The CUs developing these offerings are some of the most

responsive to consumer demands.

Early launchers are introducing these programs in spades, with 79% offering loyalty pro-
grams, 74% offering mobile banking and 74% offering contactless cards. Products that
provide innovative payment options for consumers and merchants are also popular: 68%

of early launchers offer buy now, pay later (BNPL) programs and P2P payments.

REAL-TIME PAYMENTS ARE OF PARTICULAR INTEREST TO CUs’
MILLENNIAL AND BRIDGE MILLENNIAL DEMOGRAPHICS.
These generations are expected to form a large part of the member base moving

forward, as they are currently in or about to enter their prime earning years.

We found that 61% of millennials and 59% of bridge millennials are highly interested in
real-time payments. Twenty-three percent of consumers interested in using real-time pay-
ments said they are easy to use and convenient, and 22% said they appreciate the instant
availability of funds. Another 14% said that real-time payments could help them track their

financial situations.
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Us have traditionally had a much different reputation than traditional banks and
FinTechs — traditional banks have an institutional presence and massive resources,
and FinTechs represent a relatively new class of organization that foregrounds dig-
ital capabilities. CUs are working hard to shed their expected reputation, however, and

position themselves as digital innovators in their own right.

I H E N E E D Figure 1:
CUs and FinTechs on innovation
Share of CU executives who consider select methods of
innovation important and share of FinTech firms that think
each method makes innovation successful

Having processes that enable members to

make suggestions Testing new innovations with actual members
56.3% 471%
47.5% I 38.6% I
Partnering with outside vendors Testing new innovations with employees
61.5% 18.2%
41.6% I 36.6% I
Partnering with CUSOs Partnering with industry consultants
0.0% 0.0%
39.6% I 33.7% I
Doing full-business case and ROI calculations Building own tools and products
33.3% 0.0%
38.6% I 24.8% I

Source: PYMNTS | PSCU Credit Union Innovation

Share of FinTech executives who consider
innovation very or extremely successful
when select method is used

B Important methods for CU executives when
carrying out innovations
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Table 1:

CUs and FinTechs on innovation
Share of CU executives who consider
select methods of innovation important, by year

2018 2019 2020 2021
Having processes that enable members to make suggestions 21.6% 36.0% 54.5% 47.5%
Partnering with outside vendors 28.4% 50.0% 11.9% 41.6%
Partnering with CUSOs 0.0% 26.0% 40.6% 39.6%
Testing new innovations with actual members 24.5% 16.0% 49.5% 38.6%
Doing full-business case and ROI calculations 20.6% 8.0% 47.5% 38.6%
Testing new innovations with employees 22.5% 17.0% 44.6% 36.6%
Partnering with industry consultants 27.5% 34.0% 15.8% 33.7%
Building own tools and products 14.7% 15.0% 23.8% 24.8%

Cooperation is the key to success when
it comes to digital innovation. Forty-two
percent of CU executives said it is essen-
tial to partner with outside vendors to
ensure the successful rollout of new dig-
ital services, and 40% feel the same way
about CUSOs.

PSCU!

Source: PYMNTS | PSCU Credit Union Innovation

Listening to member feedback and con-
sidering it when developing new digital
services is also critical, but this attitude
has faded recently. In 2018, 22% of CU
executives felt that it was important to
have processes that enabled members to
make suggestions, and this number grew
to 55% by 2020. This number shrank in
2021 to 48%, however, perhaps suggest-
ing that there is a growing familiarity with
digital processes and more confidence in
making the right decisions on an execu-

tive level.

This strengthening belief in CUs’ abili-
ties to innovate independently is also
reflected in CU executives’ perspectives
on homegrown digital products. Just 15%
of respondents indicated they wished to
build their own products in 2018, but 25%
felt this way in 2021.

The need to innovate | 10

47.5%

Share of CU
executives that
desire member
suggestions
for improving
digital processes
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Spoiled for choice: The FI selection process

| customers are spoiled for choice when it comes to picking an Fl, often with dozens
of brick-and-mortar options and a nearly infinite variety online. The prevalence of
digital options means that it is easier to switch Fls than ever before, and customers
are allowing themselves to be choosier, abandoning FIs that do not offer the exact digital

options they desire.

)

In 2018, 19% of customers considered switching because of digital innovation. PYMNTS
data shows that 24% were willing to switch in 2021. While most customers are still sticking
to their primary Fl, this number of stalwarts grows smaller each year, and it might not be

long before most customers are willing to leave.

The exact digital innovations that consumers consider when deciding to switch Fls vary
greatly, as dozens of different options are available. The most popular innovation among
consumers willing to switch was loyalty and rewards offerings, with 35% of willing-to-
switch consumers considering it an area of interest. Other popular innovations include
account fraud protection, data security, mobile banking capabilities and real-time pay-

ments.

Table 2:

Consumers’ willingness to switch for better innovation
Share of consumers that would change Fls
for digital innovations

2018 2019 2020 2021
Would switch or consider switching Fls because of innovation 19.2% 26.1% 25.6% 23.6%
Values innovation, but would not switch Fls because of it 56.0% 53.2% 52.3% 48.2%

Do not care or would prefer that their Fis do not innovate 24.8% 20.7% 221% 28.2%

Source: PYMNTS | PSCU Credit Union Innovatio
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Figure 2:

Consumers’ interest in select areas of innovation

Share of consumers who are interested in select features when considering their

primary Fls’ potential innovations, by willingness to switch Fls

Loyalty or rewards offerings
38.1%
35.2% I

Account fraud protection
37.0%
32.5% I

Data security innovations
33.7%
32.2% I

Card transaction management
19.3%
21.3% I

Mobile banking capabilities
21.7%
29.3% I

Mobile payments
18.6%
30.7% I

Digital bill payments
17.3%
22.4% I

Real-time payments
19.1%
24.9% I

Contactless payments
15.7%
19.9% I

Mobile card apps
12.7%
24.6% I

Cardless cash withdrawal
141%
21.8% I

PSCU!

Digital wallets
16.4%
27.4% I

Mobile remote deposit capture

10.9%
20.6% IS

Instant card issued to a digital wallet

10.9%
20.1% I

Financial account analytics
12.4%
17.7% I

Biometric authentication
13.5%
18.1% I

Peer-to-peer payments
1.1%
17.6% I

Voice assistant capabilities
8.9%
14.2% I

Installment credit
7.3%
14.3% I

None
11.0%
4.5% 11

Source: PYMNTS
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Table 3:

Consumers’ interest in select areas of innovation
Top 10 features consumers are interested in when consider-
ing their primary Fls’ potential innovations, by generation

Spoiled for choice: The Fl selection process | 14
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Generation Z Millennials Bridge millennials Generation X Baby boomers/seniors

24 or younger 25 t0 40 33t043 4t056 57 or older
Loyalty or rewards offerings 26.2% 33.6% 32.6% 34.8% 37.5%
Account fraud protection 27.6% 24.7% 28.5% 30.9% 45.4%
Data security innovations 19.2% 28.4% 30.9% 29.0% 34.3%
Card transaction management 20.1% 20.5% 19.6% 16.1% 19.4%
Mobile banking capabilities 23.9% 271% 28.6% 25.2% 12.8%
Mobile payments 41.2% 31.1% 30.5% 21.9% 77%
Digital bill payments 27.0% 24.5% 24.5% 17.5% 9.5%
Real-time payments 24.9% 23.3% 23.3% 22.6% 12.8%
Contactless payments 23.6% 20.0% 18.8% 15.9% 10.7%
Mobile card apps 26.3% 27.7% 26.0% 14.9% 3.7%

The preferred types of innovations also
vary by generation. Baby boomers and
seniors cared mostly about account fraud
protection, for example, and millennials,
bridge millennials and members of Gen Z
emphasize loyalty offerings, mobile bank-
ing and real-time payments in addition to
fraud protection. This reflects an overall
tendency to prioritize convenience over

security for younger generations.

ce: PYMNTS | PSCU Credit Union Innovation

Other feature preferences also surfaced
when consumers decided whether to

switch Fls. Twenty-seven percent of those

willing to switch considered digital wal
lets a primary area of interest, and 20%
were interested in instant cards attached
to digital wallets. Consumers were also
interested in a variety of convenience
features, such as voice assistants, card-
less cash withdrawal and mobile remote

deposit capture.

© 2022 PYMNTS.com All Rights Reserved
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The digital features that make a difference

onsumers’ preferences for digital features are as diverse as the consumers them-

selves, with each having unique needs when picking an Fl. These can range from

features that have become table stakes for digital banking, such as digital wallets

or P2P payments, to more exotic offerings such as cryptocurrency.

Figure 3:

What encourages consumers to switch Fls
Share of consumers who would or would not switch Fls
for select innovations

Sample
23.6%
28.2% I
48.2%

Mobile remote deposit capture
37.8%
21.3% I
40.9%

Instant card issued to a digital wallet
38.5%
18.8% I
42.7%

Peer-to-peer payments
35.4%
19.0% I
45.6%

Digital wallets
36.2%
19.5% I
44.3%

Cardless cash withdrawal
34.7%
19.3% I
46.0%

Would switch

B Do not care or would prefer that their Fis
do not innovate

Would not switch

Digital wallet options and P2P payments
are two factors likely to influence con-
sumers to switch Fls. Thirty-six percent
of consumers cited digital wallets as a
key draw that would lead them to switch
banks, and 35% of those seeking P2P pay-
ments said the same. The feature most
likely to pull consumers away from their
current banks is instant cards issued
to digital wallets, as 39% of these fea-

ture-seekers were willing to switch Fls.

36.2%

Portion of
consumers whno
would switch CUs
for access to
digital wallets
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Us are developing, testing or rolling out a wide variety of digital programs to their
memberships, but few punch as far above their weight as real-time payments.
Sixty-one percent of millennials say they are “very” or “extremely” interested in
leveraging this capability, although their exact reasons for doing so vary. Twenty-three

percent of respondents interested in using real-time payments said they were easy and

" 0
PAYMENTS 112%
MAKE A

Share of CUs that offer real-time

D I FFEREN CE payments o all members
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Figure 4A:

Factors that draw consumers to real-time
payments

Share of consumers who say they are “very”

or “extremely” interested in real-time payments,

Figure 4B:

Factors that draw consumers to real-time
payments

Share of consumers who cite their most

important reason for preferring real-time payments

Figure 5A:

The benefits of real-time payments
Share of CUs offering real-time payments that cite bene-
fits of doing so

Deep Dive: Real-time payments make a difference

Thesereal-time paymentimplementations
are benefiting members and providing
boons for CUs. We found that 63% of CUs

20

by demographic . . .
g Brap _ They allow us to reduce transaction errors. said real-time payments allowed their
397% % 92.8% Fasy and convenient to use 63.0% accounting teams to reduce transcription

o . .
They allow us to reduce fraud. errors, and 57% said real-time payments

Instant availability of funds 57.0%

Financial lifestyle .
. reduce the potential for bad actors to
Do not live paycheck to paycheck 22.1%

97.9% commit fraud. Access to new members

Ability to more easily track the money | send They allow us to gain new members.

and receive 56.0% and markets was also a key draw, with
Li heck heck f 14.0% .
44.5% 've paycheck to paycheck but comfortable We are able to meet the demands from 56% saying that they boosted new mem-
270 . existing members. o . .
Always-on service, 24/7 year-round 50.0% ber acquisition, 50% saying that real-time
. ) . 12.5% o
Live paycheck to paycheck with difficulty payments met demands from existing
48.4% We gain access to new markets. )
Better protection of my personal data 46.0% members and 46% boasting access to
11.0% .
Income ° new markets. These benefits and more
More than $100K ‘ They allow us to reduce data theft. drove 99% of all CUs to offer real-time
4799 Enhanced fraud protection 39.0% ?
=70 8.4% i -
Th.e% allow usbto meet potential demands from payments to some or all of their mem
existing members. b
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ONCLUSION

onsumer preferences have shifted, emphasizing convenience and an Fl's variety

of services over face-to-face interactions with tellers, managers, loan officers and

other staff. FinTechs and traditional banks may have gotten a head start in offering
these key services, but there is an advantage to seeing how consumers have reacted to
the digital offerings implemented. CUs have a clear understanding of what members actu-
ally want as well as the roadblocks that their competitors faced when developing these
services. Real-time payments appear to be a top priority, but consumers are hungry for all
types of digital innovation, and there is even the opportunity to come up from behind in
some cases, like crypto. CUs have plenty of opportunities to innovate, and they must seize

these opportunities to thrive.

PSCU:

ME THODOLOGY

Credit Union Innovation: Product Innova-
tion As The Key To Membership Growth, a
PYMNTS and PSCU collaboration, is based
on a survey of 4,832 consumers, 101 credit
union executives and 51 executives from
FinTechs. We examine CU members’ and
other consumers’ interest in innovative
digital financial products and services and
CUs’ efforts to satisfy this growing demand.
The CU executives have responsibilities
in areas such as financial planning and
analysis, fraud detection and analysis,
product development, operations and
payments. We sought information from
these executives on their targeted areas

for investment.
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PYMNTS com is where the best minds and the best content meet on
the web to learn about “What’s Next” in payments and commerce.
Our interactive platform is reinventing the way in which companies in
payments share relevant information about the initiatives that shape the
future of this dynamic sector and make news. Our data and analytics
team includes economists, data scientists and industry analysts who
work with companies to measure and quantify the innovation that is at
the cutting edge of this new world.

PSCU, the nation’s premier payments CUSO, supports the success of
1,500 credit unions representing more than 5.4 billion transactions
annually. Committed to service excellence and focused on innovation,
PSCU’s payment processing, risk management, data and analytics, loyalty
programs, digital banking, marketing, strategic consulting and mobile
platforms help deliver possibilities and seamless member experiences.
Comprehensive, 24/7 year-round 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
credit unions to securely grow and meet evolving consumer demands.
For more information, visit pccu.com.

We are interested in your feedback on this report. If you have questions, comments or would

like to subscribe, please email us at fecdback@pymnts.com.
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