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Response by the European Network of Credit Unions 

 

The European Network of Credit Unions (ENCU) welcomes the opportunity to comment on on-going work 
regarding the structural reform of the EU banking sector. Credit unions are entirely focused on retail financial 
services and do not carry out investment banking activities. The ENCU therefore does not believe that a 
structural reform of banking institutions would have a significant direct impact upon credit unions. We would, 
however, like to use this consultation to urge the Commission to promote a greater degree of diversity in the 
European banking sector. We believe that the current regulatory framework is prohibitively restrictive with 
regards to the market entry and development of new institutions, including credit unions, in many EU Member 
States.  
 
About credit unions 

Credit unions are not-for-profit cooperative organisations that exist to promote thrift among their members and 
offer loans to members at fair and reasonable rates of interest. Credit unions serve within a defined local 
community; in order to join a credit union, an individual must come from within the credit union’s “common 
bond,” which can be geographical or based on employment or another type of interest that is shared by the 
membership. All surpluses of a credit union remain within the system, i.e. they are paid out to members in the 
form of cooperative patronage dividends, used for the development of new products and services, and are 
added to the credit union’s reserves to protect the institution’s depositors and holders of cooperative shares. 
Credit unions train and educate their members in the wise use of money and in the management of their 
financial affairs.  Directors of credit unions are generally unpaid volunteers and some credit unions in Europe are 
entirely volunteer run. 
 
Following the 2008 financial crisis, there is a growing body of economic theory which shows that institutional 
diversity strengthens a financial system by reducing risk, and therefore mitigates the likelihood of failure and 
increases stability overall while at the same time promoting the financial inclusion of underserved persons. For 
example, Andrew Haldane, Executive Director for Financial Stability of the Bank of England, has argued that a 
financial system with a diversity of local institutions—such as credit unions as well as larger financial 
institutions—improves “network robustness” and decreases the system’s susceptibility to shocks such as the 
Lehman Brothers failure2.  Other scholars support the view that a more diverse financial system better promotes 
growth and tackles poverty3.  

                                                      
1
 The European Network of Credit Unions (ENCU) is comprised of European members of the World Council of Credit Unions 

and represents the Association of British Credit Unions Ltd., the Irish League of Credit Unions, the Polish National 
Association of Cooperative Savings and Credit Unions, the Central Federation of Romanian Credit Unions, the Estonian 
Union of Credit Cooperatives, and FULM Savings House of the former Yugoslav Republic of Macedonia. The ENCU represent 
over 1,000 credit unions serving more than six million citizens. Credit unions also exist in other parts of Europe such as 
Lithuania, Latvia or the Ukraine. 
2
 Andrew G. Haldane, Rethinking the financial network (April 2009), available at http://www.bis.org/review/r090505e.pdf. 

3
 See, e.g., Cuevas, C and Fischer, K (2006) Cooperative Financial Institutions: Issues in Governance, Regulation and 

Supervision, World Bank Working Paper No 82; Michie (2010), and Promoting Corporate Diversity in the Financial Services 

http://www.bis.org/review/r090505e.pdf
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Credit unions contribute significantly to this diversity. Despite being relatively small in Europe, European credit 
union systems play a critical role in providing inclusive financial products to the underserved.   Overall, the credit 
union movement within the EU (Poland, Ireland, UK, Romania and Estonia are members of the ENCU, and credit 
unions also exist in other Member States such as Latvia and Lithuania) is a small but important part of the EU’s 
financial services system, totalling approximately € 18 billion held in assets in 2010. Ireland, the largest credit 
union movement in the EU, held approximately € 14 billion in assets, and Estonia, the smallest European 
movement, held € 10 million in 20104. 

Credit unions’ basic business model focus on local communities and the provision of affordable financial 
products to these communities in a responsible manner, with credit unions typically holding the loans they make 
“in portfolio” rather than selling those loans into the secondary market.  During the financial crisis, the credit 
union business model proved to be more resilient than many larger commercial and investment banks because 
locally-oriented financial institutions like credit unions do not typically invest in the types of complex assets that 
can cause worldwide system shocks and spread contagion (such as, for example, asset-backed securities 
collateralised by U.S. mortgage loans, which during the financial crisis exported problems associated with the 
U.S. real estate market to some European financial institutions).  

Many credit union members are individuals who are underserved by the traditional banking system and their 
credit union can be their only access to the formal financial sector. By offering affordable financial products, 
credit unions perform the critical role of helping to increase financial inclusion and reduce personal over-
indebtedness. The economic downturn in Europe has exacerbated problems of unethical lending and the 
activities of unscrupulous debt management companies. Credit unions typically charge lower rates of interest on 
loans than other consumer financial institutions, and credit unions typically operate within an interest rate 
ceiling with the average cap set at 2% per month. They also help members manage their finances—including by 
helping members consolidate their debts to high-cost lenders at lower rates of interest—and promote a culture 
of personal savings.  

Barriers to the growth of credit unions 

Most European credit unions are very small grass root organisations and the majority of them would not be able 
to meet the € 5 million initial capital requirement required under the Article 9 of the Capital Requirements 
Directive (CRD)5 (or, in many cases, even a lower initial capital requirement such as €1 million). With no access to 
equity markets, credit unions are limited when it comes to raising capital and the greatest part of their capital is 
constituted of retained earnings from their operations.  Traditionally, credit unions begin with little or no capital, 
and build up their levels capital over time by retaining much of their net annual income as reserves to protect 
against potential losses. 

We believe that the CRD’s minimum initial capital requirement of € 5 million for a depository institution 
regardless of its asset size is excessively stringent for small financial institutions and should not be applied to 
credit unions.  A minimum capital requirement of € 5 million necessarily requires a depository institution to have 
at least € 5 million in assets, and therefore operates to prohibit the formation of new credit unions and other 

                                                                                                                                                                                         
Sector, Kellogg College, Oxford, available at 
http://www.kellogg.ox.ac.uk/researchcentres/documents/Mutuals%20oxford%20brochure.pdf. 
4
 WOCCU Statistical Report 2010: http://www.woccu.org/publications/statreport  

5
 E.g., Directive 2006/48/EC of the European Parliament and of the Council of 14 June 2006 relating to the taking up and 

pursuit of the business of credit institutions (recast), Article 9 (2006), available at http://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=CONSLEG:2006L0048:20100330:EN:PDF.  

http://www.kellogg.ox.ac.uk/researchcentres/documents/Mutuals%20oxford%20brochure.pdf
http://www.woccu.org/publications/statreport
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CONSLEG:2006L0048:20100330:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CONSLEG:2006L0048:20100330:EN:PDF
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small, community-based financial institutions in countries that have not established exemptions from the CRD 
for credit unions.  Recent efforts to start credit unions in the Netherlands and Germany have faced significant 
hurdles because the promoters of these credit union chartering efforts do not have € 5 million to gift to the 
credit union to serve as its initial capital. 

Due to their limited ability to raise capital, inclusion of credit unions under the EU banking law would put the 
majority of the European credit union movement at serious risk of being non-compliant with key CRD provisions 
such as Article 9’s initial capital requirement. We believe that the CRD’s minimum initial capital requirement of € 
5 million operates primarily to limit competition in the financial services sector rather than to protect depositors 
and other creditors.   

We believe that that the CRD Article 2 exemptions for credit unions in certain Member States must be 
preserved, and also that credit unions in other Member States should be subject to capital requirements based 
on their asset size rather than a minimum amount such as Article 9’s € 5 million initial capital requirement.  For 
example, a credit union with € 1 million in total assets and € 100,000 in retained earnings would have a ratio of 
regulatory capital to total assets of 10%—a higher capital ratio than many European banks—but would 
nonetheless not be in compliance with the CRD simply because it would not have € 5 million in regulatory 
capital, even though it would be well capitalised based on its asset size. 

Credit union movements can only develop and grow significantly in those EU Member States where they benefit 
from an exemption from the CRD (UK, Poland and Ireland as well as Latvia and Lithuania). In these Member 
States, credit unions are subject to bank-like regulation and prudential supervision.  Credit unions are required 
to hold minimum regulatory capital ratios expressed as a percentage of their total assets (failure to adhere to 
these regulations results in remedial enforcement by the regulator such as being required to develop a plan for 
accumulating additional reserves), and we believe that this is an appropriate way of measuring the financial 
health of a credit union.  

 In Great Britain, for example, medium-sized credit unions must maintain at least a 5% ratio of capital to 
assets, large credit unions must maintain an 8% risk-adjusted capital-to-assets ratio, and there are 
transitional rules for smaller credit unions.   Additionally, all British credit unions must regularly increase 

their general reserves when their capital-to assets ratio is less than 10%.6    

 In Poland, credit unions have a minimum regulatory capital ratio of capital to total assets of 5%, with a 
recommended target capital ratio of 8% relative to total assets.  

 In the Republic of Ireland, credit unions are required to maintain a regulatory (capital) reserve of at least 
10% of total assets. The average reserves for the Irish credit union movement stand at 14% at the end of 
March 2012.  

 In the United States, credit union regulatory capital requirements under the Federal Credit Union Act7 
and National Credit Union Administration “Prompt Corrective Action” regulations8 require credit unions 
that are more than 10 years old to maintain a regulatory “net worth ratio” of capital to total assets of 6% 
to be “adequately capitalized” and 7% of capital to total assets to be “well capitalized.” Credit unions 

                                                      
6
 See Financial Services Authority, Credit Unions New sourcebook (CREDS) 5 (“Capital”), available at 

http://fsahandbook.info/FSA/html/handbook/CREDS/5.    
7
 See Section 216 of the Act (“Prompt corrective action”), 12 U.S.C. § 1790d, available at 

http://www.ncua.gov/Legal/Documents/fcu_act.pdf.  
8
 12 C.F.R. Part 702 (“Prompt Corrective Action”), available at http://www.law.cornell.edu/cfr/text/12/702.  

http://fsahandbook.info/FSA/html/handbook/CREDS/5
http://www.ncua.gov/Legal/Documents/fcu_act.pdf
http://www.law.cornell.edu/cfr/text/12/702
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that are less than 10 years old and have less than $10 million in assets, however, are subject to a 
different set of rules called “Alternative Prompt Corrective Action for New Credit Unions” which focuses 
on encouraging earnings retention in order to meet the 6% “adequately capitalized” capital ratio 
requirement within 10 years of beginning operations.9 

In Romania, for example, credit unions do not benefit from a CRD exemption and consequently are limited in 
their ability to provide services to their members because they cannot accept deposits.  Romanian credit unions 
have nonetheless adopted a stringent self-regulatory regime which requires all credit unions to comply with the 
PEARLS Monitoring System. PEARLS is a prudential monitoring system, similar to the CAMELS Rating System used 
for banks in the United States and other countries, that the World Council of Credit Unions developed under the 
auspices of the United States Agency for International Development (USAID) and requires credit unions to 
adhere to numerous financial ratios on issues ranging from the ratio of capital to assets to liquidity ratios to 
ratios measuring signs of growth10.  However, regulatory restrictions stemming from Romanian credit unions not 
having a CRD exemption have curtailed the growth and development of the credit union movement in Romania, 
which in 2010 counted only € 32 million in assets. Nevertheless, credit unions in Romania have over the past 
year experienced growth in membership in large part because they are among the very few local financial 
institutions that still have the capacity to lend to consumers in the current economic environment.  

We think that the approach to credit union regulatory capital practiced in the Republic of Ireland, Great Britain, 
Poland, and other countries makes better sense for small credit unions and other small depository institutions 
than a minimum initial capital requirement of € 5 million, or even a lower minimum number such as € 1 million. 
We believe that credit union regulatory capital requirements should be expressed as a percentage of assets, with 
transitional rules for new or small credit unions that allow them a significant period of time to accumulate the 
reserves necessary to meet this requirement.    
 
Enhancing diversity of financial services providers  
 
With a decrease in lending11, retail customers and small businesses across Europe are looking for alternative 
sources of financing. The ENCU has been approached by micro-business organisations in the hope that credit 
unions could help alleviate demand for loans, for instance, by micro enterprises that require short-term loans of 
small amounts to cover temporary cash-flow imbalances. The existing legal framework for credit institutions 
requiring a minimum initial capital of € 5 million, however, makes the development of new credit unions across 
the EU nearly impossible except in the relatively few Member States that have Article 2 credit union CRD 
exemptions.  
 
We believe that the cooperative credit union model should be promoted in Europe because credit unions and 
other cooperative and mutual institutions help bring diversity and stability to the financial system.  Credit unions 
and mutuals have been shown to have weathered the financial crisis better than their commercial 
counterparts—maintaining lending levels, increasing market share and experiencing many fewer failures than 

                                                      
9
 See Subpart C of  the National Credit Union Administration’s Part 702 regulations (“Alternative Prompt Corrective Action 

for New Credit Unions”), 12 C.F.R. §§ 702.301-702.307,  available at http://www.law.cornell.edu/cfr/text/12/702/subpart-
C.  
10

 For more information on the PEARLS Monitoring System, see here: 
http://www.woccu.org/financialinclusion/bestpractices/pearls. 
11

 For instance, see European Commission Action Plan to improve access to finance for SMEs from 7 December 2011: 
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2011:0870:FIN:EN:PDF  

http://www.law.cornell.edu/cfr/text/12/702/subpart-C
http://www.law.cornell.edu/cfr/text/12/702/subpart-C
http://www.woccu.org/financialinclusion/bestpractices/pearls
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2011:0870:FIN:EN:PDF
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have been seen in the commercial sector12.  Research by the International Monetary Fund (IMF) has further 
shown that the cooperative bank and mutual financial model is inherently more stable than that of plc-banks13.  
 
In the on-going review of the Capital Requirements Directive and Regulation (CRD IV package), the Economic and 
Monetary Affairs Committee of the European Parliament adopted on 16 May 2012 an amendment to Article 2, in 
the form of paragraph 3a, which was initially put forward by MEPs Sven Giegold and Philippe Lamberts 
(amendment 82 to the CRD IV14).   Article 2 paragraph 3a (new) of the ECON report proposes that, in addition to 
the existing country specific exemptions under Article 2, the EBA should develop technical standards to define 
the criteria for further exemptions for institutions from the CRD. We believe that adoption of the ECON proposal 
is critical for new and existing credit unions and will play a key role in encouraging the development of safe and 
sound, socially responsible financial institutions across the EU that exist to benefit their members. 
 
Thank you very much for considering our position. If you have any questions about our position, please do not 
hesitate to contact me or Anne Schneider at +32 (0) 2626 9500. 

Sincerely, 

 
Michael S. Edwards 
Chief Counsel and VP for Advocacy and Government Affairs 
European Network of Credit Unions 
World Council of Credit Unions 
 
 

                                                      
12

 Deposits in UK credit unions grew 15% in the financial year 08/09.  The Filene Research Institute in the 
United States has shown that credit union lending has been sustained throughout the last 3 recessions 
(http://filene.org/publications/detail/firestorm) and that credit unions are 75% less vulnerable to economic 
downturns. The Co-operative Financial Services has seen a 20% increase in deposits, 50% increase in current 
accounts, 24% increase in mortgage activity and 25% increase in corporate business.  In the UK, only 
Dunfermline Building Society has been the major mutual casualty of the crisis. 
13

 Hesse and Cihak, Co-operative Banks and Financial Stability, IMF Working Paper No. WP/07/2 (2007). 
14

 See amendments 75 and 82 to the draft report on the proposal for a directive of the European Parliament and of the 
Council on the access to the activity of credit institutions and the prudential supervision of credit institutions and 
investment firms and amending Directive 2002/87/EC of the European Parliament and of the Council on the supplementary 
supervision of credit institutions, insurance undertakings and investment firms in a financial conglomerate: 
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-%2f%2fEP%2f%2fNONSGML%2bCOMPARL%2bPE-
483.816%2b01%2bDOC%2bPDF%2bV0%2f%2fEN  

http://filene.org/publications/detail/firestorm
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-%2f%2fEP%2f%2fNONSGML%2bCOMPARL%2bPE-483.816%2b01%2bDOC%2bPDF%2bV0%2f%2fEN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-%2f%2fEP%2f%2fNONSGML%2bCOMPARL%2bPE-483.816%2b01%2bDOC%2bPDF%2bV0%2f%2fEN

