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Financial Strain Is an Opportunity for CUs

Consumers are worried about their finances in 2023, and
CUs offer them answers with favorable lending rates
and low fees.

CFPB Rule Requires Business Lending
Data Reporting
A new CFPB rule requires more small business data report-

ing from lenders in an effort to detect discrimination and
inform regulators and other stakeholders.

The Best Lending Product Wins in Retention
and Enrollment

Whether they are considering leaving a CU or another Fl,
potentially mobile borrowers are motivated by finding the
best rates and terms.

CUs’ Key Lending Features Are What
Borrowers Want
CUs are known for low fees and the trust that accrues

with their position in communities — lender qualities that
borrowers rate as the most important.

© 2023 PYMNTS All Rights Reserved
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Economic Downturns Showcase CU
Lending Advantages

An insider explains how CUs can come out on top as lend-
ers in challenging economic times.

CUs Extend Lending Reach

From automating decisioning to seeking new communities
to serve, CUs are exploring ways to expand their spheres
of lending influence.

Interest Rates and Inflation Squeeze
CU Members

The double hit of higher interest rates and dropping depos-
its makes both borrowing and lending difficult, but CUs
can create opportunity from the crisis.

About
Information on PYMNTS and PSCU

PYMNTS PSCU

The Credit Union Tracker® Series is produced in collaboration with PSCU,
and PYMNTS is grateful for the company’s support and insight. PYMNTS
retains full editorial control over the following findings, methodology and
data analysis.
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Need to Know

Financial concerns could drive United
States consumers to CUs for shelter.

Financial Strain Is an
Opportunity for CUs ! 66%

""""""" Share of U.S. consumers who do not

expect financial improvements in 2023

The coming year looks bleak for consumer finances, but

credit unions (CUs) are poised to stand out in difficult eco- 2 o

nomic times. Sixty-six percent of Americans in a recent III.-_ 9 /O

survey said they expect no personal economic improve- —  Share of U.S. consumers who expect
ment in 2023, and another 29% expect worse financial worse finances in 2023

gy
I /
8 o

Share of those expecting a worse 2023
who say it will be somewhat worse

1%

Share of those expecting a worse 2023
who say it will be significantly worse

As consumers feel the economic squeeze, CUs can offer
better terms and lower fees than competitors. CUs have
the highest average annual percentage yield for 12-month
CDs, at 4.08%, and the rates on CU high-yield savings
accounts are more than double those offered by all but
online banks.
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Need to Know

Member satisfaction with CU lending is
far ahead of nonmember satisfaction

CUs have an excellent lending reputation among with other Fls in the space.
members, with 86% of those surveyed having a posi-

tive view of the ease of getting a loan from their CUs.
At the same time, 49% said their CUs’ loans are low-
cost, more than double the 23% of nonmembers who
said the same about their financial institutions (FIs).

CUs are doing exceptionally well with auto loans. A
CU member receiving an auto loan rate of 5.45% could
expect to pay 6.86% on average at a bank. Lower rates
also contribute to better payment performance from
nonprime borrowers and the lowest delinquency rate Share of CU members Share of nonmembers

in the industry. who are very positive who are very positive
about the ease of getting about the ease of getting
a loan from their CUs a loan from their Fis
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Need to Know Lending and credit products could be a bridge to help nonmembers
understand why CU members have high satisfaction and loyalty with
their Fls. Seventy-seven percent of surveyed CU members are sat-
isfied with their CUs — a higher share than for any other type of FlI
— and 51% cite low fees as a reason to choose a CU.

As consumers seek financial resilience, CUs offer a solid answer.
Thirty-four percent of consumers are considering a new Fl in the
next year, while 13% say they will definitely switch Fls. In their
search, those consumers are looking for the very features at which
CUs excel, such as low fees and good customer service.

Consumers

seeking new Fls é‘ o’

value the same

by

features that
promote CU o o o o
member loyalty. 22% 51% 11% 16%

Share of consumers Share of CU members Share of consumers Share of CU members
who say low fees will who cite low fees as who say customer who cite customer
be the most important an important reason  service will be the most service as an important
factor in their search for being members important factor in their reason for being

for a new FI search for a new FI members
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News and Trends

CFPB Rule Requires
Business Lending
Data Reporting

The Consumer Financial Protection Bureau (CFPB) recently
finalized a rule for reporting small business lending data
that will add to the workload for lenders with more than
100 covered small business loans annually. CUs and other
lenders must collect geographic and demographic data
and report on lending decisions and the price of credit.

The CFPB cited a lack of data on access to credit such as
CU small business loans as the basis for the new rule. The
intent is to detect discrimination and provide better infor-
mation for investors and regulators. The CFPB also asserts
that the data set will make programs such as the Paycheck
Protection Program more effective.
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News and Trends

CUs outpaced banks in nonrevolving consumer debt growth in
January, though banks did better with credit cards. CU car loans
have been a significant driver of this growth, with CU market
share in this area making strong gains. CUs’ share of nonrevolv-
ing debt was more than 15% at the end of January, compared
to banks’ 26%. While both banks and CUs have steady credit
card debt growth, CUs’ 6.3% share was unchanged, while banks’
share grew 0.6% to just over 91%.

CUs ended 2022 in a favorable position, with only a 0.02%
decrease in their annualized average return on assets (ROA)
from the third to fourth quarters. According to National
Credit Union Administration data, lending rates played a role
as interest rates rose in the final months of 2022. Lower sav-
ings rates also contributed to offsetting substantial loan loss
provisions.

CUs’ net interest income in the fourth quarter was up 51 basis
points year over year, while loan loss provisions increased by

31 basis points. Along with small increases and decreases in Increase in CU-held Increase in bank-held
other areas, this put 2022’s 0.92% fourth-quarter ROA on par consumer debt from consumer debt
with 2027’s 0.91%. January 2022 to from January 2022

January 2023 to January 2023
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PYMNTS Intelligence

The Best Lending
Product Wins in
Retention and
Enrollment

CUs know they need to be digitally savvy, but having the
most user-friendly mobile app is not enough to catch and
keep consumer attention. Fifty-six percent of surveyed CU
executives said that convenient banking matters, and 46%
of surveyed members said it is something they care about.
Only 10% of members, however, said convenience was the
most important factor in choosing a lender.

More than one-quarter of all consumers would likely change
Fls for better credit products. For members, that portion is
26%. Despite their reputation for being motivated by con-
venience, consumers who bank primarily through digital
channels are even more influenced by the hard numbers.
Interest rates and loan terms are the primary motivators
determining where 32% of those borrowers apply for loans,
compared to 27% of all consumers.
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PYMNTS Intelligence

As for income, 36% of those making more than $100,000 a year are
likely to jump ship for a better offer, compared to only 16% who make
less than $50,000. However, income alone is not the whole picture
regarding finances. More than 42% of those living paycheck to pay-
check and having problems paying bills said they are likely to switch,
compared to just under 15% of consumers not living paycheck to
paycheck. At the same time, almost 33% of those with credit scores
between 650 and 750 and nearly 36% of those with credit scores
below 650 are likely to move for better terms.

Income and age play a significant role in
how fluid consumer loyalty is when it

The potential for consumers seeking loans outside of their

primary Fls is much higher as consumer age decreases and comes to plcking an Fl based on loan terms.
income increases. Millennials and bridge millennials are the

most likely to switch, with 49% saying better loan terms could ﬂ o

lure them away, followed by 38% of Generation Z respon- > _ & 49 /o

dents. In contrast, only 26% of Generation X respondents and

, Share of millennial and bridge millennial
a mere 7.2% of baby boomers share that sentiment.

respondents who are likely to change Fls for
better loan terms

) 36%

Share of consumers making more than
$100,000 annually who are likely to change Fls
for better loan terms
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PYMNTS Intelligence

Technology can still play an essential role in complementing
the best lending products. Consumers are seeking financial
wellness in 2023, and a solid understanding of their habits and
needs will be critical to helping them find it. Technology can
reinforce this well-known CU strong suit and make it even eas-
ier to personalize products and services.

The answer for Fls of all sizes has been to turn to greater banking
automation through artificial intelligence (Al) and machine learn-
ing. CU adoption has been hampered by size and scale, but CUs
can take advantage of the expertise of third-party providers
with a broader view of the marketplace. With the proper imple-
mentation, a CU can provide personalized offers and targeted
messaging based on member behaviors and habits that rein-
force the deeply rooted relationships for which they are known.

Technology can reinforce the relationships
CUs have with members and help tailor credit
product offers.

s %. Member spending data informs better credit
“.a® product offerings and timing.

-
Caan

ETZI Q “ CUs’ more limited demographic profiles
simplify member data automation.
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PYMNTS Intelligence

CUs have already had success taking a large share of the
auto loan market and could seek a larger share of other loan
types. Near the end of 2022, CUs held almost 35% of all vehi-
cle loans in the U.S. It has helped that many consumers seek
vehicle financing outside their primary Fls, but the same is
true for other lending products as well. For instance, 52% of
consumers are motivated more by mortgage rates than loy-
alty to an FlI when buying a home.

© 2023 PYMNTS All Rights Reserved
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Across the board, CUs are already seeing increased inquiries for
lending and credit products. The demand for personal loans is up at
71% of CUs, while 74% of CUs offering credit cards said applications
have risen for that product as well. CUs offering business lines of
credit have also seen greater demand, with 71% saying applications
have risen. At the same time, CUs are identifying the need to speed
up the loan application process, with almost all surveyed CU execu-
tives saying they are taking steps toward that end.

As CUs recognize the potential in loan and
credit products for attracting and retaining
members, speeding up the application
process has become a priority.

Share of CU executives

who said they are taking
very or extremely significant
steps to speed up the
application process

Share of CU executives
who said they are taking
slightly or somewhat
significant steps to speed
up the application process
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Chart of the Month

CUs’ Key Lending
Features Are What
Bo rrowe rs Want Factors that influence consumers when considering where to apply

for credit products

B Influential, but not most influential factor

H Total
The [eading factors inﬂ_uencing where CU members Convenience of having all financial Quick ability of funds
. . products at the same institution 6.9%
apply for credit products are cost and trust in the 10.3% 19.6% I
. . . . . . . 45.9% I 26.5% I
lending institution. While just over 56% cited the con- 56.2% I . .
. . . . . . Institutions that have physical
venience of having a single FI for all their financial oo Rates and other terms . locations nearby
products as a factor, only a little more than 10% said 19.4% - 17.8% I—
2n. Q h . | t £ t 46.6% I 24.3% I
It Is the most Important aspect. 1 SYNErEI, [JUSt @uEl Institutions that inspire trust Referrals from family and friends
27% said rates and terms are most important, while 16.7% 5.3%
] ) T 23.8% I 16.5% I
almost 17% cited trust in the institution. 40.5% I 21.8% I
Ability to apply for and monitor credit Other
products through an app or site 3.4%
13.0% 0.2% |
21.8% I 3.6% 1
34.8% I
Quick or instant approval
10.8%
21.8% I
32.6% IS

Source: PYMNTS
Credit Union Innovation: Product Development Slowdown Tests Member Loyalty, January 2023
N = 4282: Complete responses, fielded Oct. 17, 2022 - Nov. 7, 2022
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Insider POV

ECOnOmiC DOWhtU 'ns PYMNTS interviews Kate Rogers, senior vice

president of digital and payments and chief

Shov‘!case CU innovation officer at University of Illinois
Lend|ng Advantages Community Credit Union (UICCU), about

how CUs can come out on top as lenders in
challenging economic times.

CUs offer more to borrowers than just better rates. Rogers
said that even when dealing with nonmembers, CUs are
able to look at people as more than just numbers on a
spreadsheet. With an auto loan, for instance, dealers know
that if someone does not qualify on the first try, UICCU
will see if there is still a way to work with them. That per-
sonal relationship with dealers can make a big difference.
While competing lenders will simply move on to the next
loan approval, a CU is able to incorporate a personal touch
and give more attention to each applicant.

KATE ROGERS
Senior vice president of digital and
payments/chief innovation officer

COMMUNITY
() CREDIT UNION
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Insider POV

A personal touch does not have to slow anything down. Rogers said
that UICCU is always looking for ways to keep the application pro-
cess as easy and fast as possible. That means prioritizing digital
tools that are intuitive and user-friendly. The goal is to ensure that all
applicants have their best lending experience with UICCU. Borrowers
should not remember any pain or friction from the process, only the
fact that they were able to get the loan they needed to buy a car
that gets them to their job without seriously interrupting their lives.

Every transaction experience is a competitor with the CU lending
experience. Whether they are applying for a credit card or a mort-
gage, borrowers today do not judge their application experiences only
against other similar experiences. Rogers said that even the expe-
riences applicants have checking out online will inform how they
evaluate their credit or loan experience. Consumers today expect
the loan approval process — and even funding — to take hours or
even minutes, not days or weeks. Even more so, UICCU’s goal is
to have a process that actually exceeds applicants’ expectations.
Borrowers should have an experience they want to tell their friends
and family about.

© 2023 PYMNTS All Rights Reserved
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Liquidity is the biggest lending challenge for CUs in the current
economic climate. There was an influx of deposits during the pan-
demic. Those days are over, and deposits are down across the board.
Everyone, from students to retirees, is keeping less in savings and
even checking accounts. Rogers said that a priority at UICCU is to
manage that challenge proactively, because the last thing a CU wants
to do is to shut down lending during an economic downturn. During
the last recessionary period, there was a noticeable drop in credit
card offers in mailboxes. By continuing to offer credit solutions, CUs
were able to stand out from their competitors.

Special attention not only allows CUs to keep bringing in new loans
but also means lower delinquency rates. Rogers said that UICCU has
a proactive approach to delinquency as well. A CU is able to reach
out to borrowers and give each loan a personal approach. If there
is a change in payment behavior on a loan, a CU can get in touch
before that borrower becomes delinquent and ask if they need help.
Borrowers remember that fact when it comes time to prioritize pay-
ments that are due. They also keep it in mind the next time they are
looking for a loan, or even considering where to open any other kind
of account.

© 2023 PYMNTS All Rights Reserved
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Insider POV

Life does not stop for members because
of a recession, and lending cannot either.

Taking a relationship approach to
existing loans mitigates delinquency.

Consumers compare any digital
experience against all digital
experiences, even lending.

© 2023 PYMNTS All Rights Reserved
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Companies to Watch

atih

\\l) DAYAIR

N¢= CREDIT UNION
% abetter banking experience.

Auto lending is a key market for CUs,

C U s EXte n d and Day Air Credit Union has automated
° 84% of auto loan decisioning with
Lendlng ReaCh loan origination software. The Sync1
Systems loan origination system has

made it possible for more than 80% of
loan application decisions to be made
in under 30 seconds, giving the CU an
additional competitive advantage over
other lenders.

In an effort to expand its lending reach, Verity Credit Union is
automating its underwriting process in partnership with Zest
Al. The new system will rely on a conglomeration of data points
outside applicants’ credit scores. The goal is to help those with-
out established scores demonstrate creditworthiness.

SAFE

FEDERAL (CREDIT [JNION

CREDIT UNION

AFE

FepErRAL CREDIT [JNION

SAFE Federal Credit Union is helping first responders and public
service workers open the door to homeownership. Community
Partners helps to cover costs such as down payments and closing
costs for first responders, educators, veterans and essential
workers making less than 80% of their county’s median income.

4"'“

\\l) DAYAIR
&\ CREDIT UNION
% abetterba nking experience.
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What’s Next

Interest Rates and
Inflation Squeeze
CU Members

As the Federal Reserve continues to increase interest
rates, some CU executives are concerned about the
impact on smaller borrowers and lenders. The food
service, real estate, construction and other sectors -
with small to mid-sized businesses are being squeezed / R
from one side by inflation and from the other by rising
interest rates. With less money to spare for savings,
member deposit rates are also down, forcing Fis to
compete for depositors even as loan demand ramps
up. CUs do have an advantage, however. By empha-
sizing their community connection and reputation as
a safe bet in a crisis, CUs can weather the current
gfs\zoomlc storm and even use it as an opportunity to PSCU \

BRIAN CALDARELLI
Executive vice president, CFO
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About

PYMNTS' pYMNTS 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> PSCU, the nation’s premier payments CUSO and an integrated
financial technology solutions provider, supports the suc-
cess of more than 2,400 financial institutions and processes
nearly 7.7 billion transactions annually. Committed to service
excellence and focused on continuous innovation, PSCU’s
payment processing, fraud and risk management, data and
analytics, digital banking, strategic consulting and real-time
payments platforms, along with 24/7/365 member support
via its contact centers, help deliver personalized, connected
experiences. 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 45 years.
Today, PSCU provides an end-to-end, competitive advantage
that enables credit unions to securely grow and meet evolv-
ing consumer demands. For more information, visit pscu.com.

We are interested in your feedback on this report. If you have ques-
tions or comments, or if you would like to subscribe to this report,
please email us at feedback@pymnts.com.
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The Credit Union Tracker® Series may be updated periodically. While reasonable efforts are
made to keep the content accurate and up to date, PYMNTS MAKES NO REPRESENTATIONS
OR WARRANTIES OF ANY KIND, EXPRESS OR IMPLIED, REGARDING THE CORRECTNESS, AC-
CURACY, COMPLETENESS, ADEQUACY, OR RELIABILITY OF OR THE USE OF OR RESULTS THAT
MAY BE GENERATED FROM THE USE OF THE INFORMATION OR THAT THE CONTENT WILL SAT-
ISFY YOUR REQUIREMENTS OR EXPECTATIONS. THE CONTENT IS PROVIDED “AS IS AND ON AN
‘AS AVAILABLE” BASIS. YOU EXPRESSLY AGREE THAT YOUR USE OF THE CONTENT IS AT YOUR
SOLE RISK. PYMNTS SHALL HAVE NO LIABILITY FOR ANY INTERRUPTIONS IN THE CONTENT
THAT IS PROVIDED AND DISCLAIMS ALL WARRANTIES WITH REGARD TO THE CONTENT, IN-
CLUDING THE IMPLIED WARRANTIES OF MERCHANTABILITY AND FITNESS FOR A PARTICULAR
PURPOSE, AND NON-INFRINGEMENT AND TITLE. SOME JURISDICTIONS DO NOT ALLOW THE
EXCLUSION OF CERTAIN WARRANTIES, AND, IN SUCH CASES, THE STATED EXCLUSIONS DO
NOT APPLY. PYMNTS RESERVES THE RIGHT AND SHOULD NOT BE LIABLE SHOULD IT EXER-
CISE ITS RIGHT TO MODIFY, INTERRUPT, OR DISCONTINUE THE AVAILABILITY OF THE CONTENT
OR ANY COMPONENT OF IT WITH OR WITHOUT NOTICE.

PYMNTS SHALL NOT BE LIABLE FOR ANY DAMAGES WHATSOEVER, AND, IN PARTICULAR, SHALL
NOT BE LIABLE FOR ANY SPECIAL, INDIRECT, CONSEQUENTIAL, OR INCIDENTAL DAMAGES, OR
DAMAGES FOR LOST PROFITS, LOSS OF REVENUE, OR LOSS OF USE, ARISING OUT OF OR
RELATED TO THE CONTENT, WHETHER SUCH DAMAGES ARISE IN CONTRACT, NEGLIGENCE,
TORT, UNDER STATUTE, IN EQUITY, AT LAW, OR OTHERWISE, EVEN IF PYMNTS HAS BEEN AD-
VISED OF THE POSSIBILITY OF SUCH DAMAGES.

SOME JURISDICTIONS DO NOT ALLOW FOR THE LIMITATION OR EXCLUSION OF LIABILITY
FOR INCIDENTAL OR CONSEQUENTIAL DAMAGES, AND IN SUCH CASES SOME OF THE ABOVE
LIMITATIONS DO NOT APPLY. THE ABOVE DISCLAIMERS AND LIMITATIONS ARE PROVIDED BY
PYMNTS AND ITS PARENTS, AFFILIATED AND RELATED COMPANIES, CONTRACTORS, AND
SPONSORS, AND EACH OF ITS RESPECTIVE DIRECTORS, OFFICERS, MEMBERS, EMPLOYEES,
AGENTS, CONTENT COMPONENT PROVIDERS, LICENSORS, AND ADVISERS.

Components of the content original to and the compilation produced by PYMNTS is the prop-
erty of PYMNTS and cannot be reproduced without its prior written permission.

The Credit Union Tracker® Series is a registered trademark of What's Next Media & Analytics,
LLC (“PYMNTS”).
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