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THE BIG IDEA

MEETING 21st CENTURY DEMANDS

This report begins the process of reimagining the
and aligns the credit union manifesto with twenty-first-century norms.
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1929’S GREAT DEPRESSION

2008’S GREAT RECESSION

NEED FOR RELIABLE, INCLUSIVE
FINANCIAL SERVICES

CLEARLY DEFINED AFFINITY GROUPS

LIMITED ACCESS TO CREDIT
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NEED FOR RELIABLE, INCLUSIVE
FINANCIAL SERVICES

DYNAMIC AFFINITY GROUPS

ACCESS TO ALTERNATIVES FOR CREDIT,
INCREASING IMPORTANCE OF OTHER
FINANCIAL SERVICES
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UNEMPLOYMENT VS WORKFORCE UNDER UTILIZATION

IN THE LABOR FORCE 62.9%
Employed Full-Time 46.5%
Employed Part-Time (Economic Reasons) 13.3%
Employed Part-Time (Non-economic Reasons) 3.1%

Unemployment rate (3.7% or 6M Americans, Dec. 2018) does not tell us the full story. Official undertilization calculations include: total unemployed, plus all persons marginally
attached to the labor force, plus total employed part time for economic reasons, as a percentage of the civilian labor force plus all persons marginally attached to the labor
force. This calculation (known as U-6) is equivalent to 7.6% of the US population, or 19.6M people—equivalent to the total population of New York, the 4th largest US state.
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INDEPENDENT WORKERS:

Tend to receive lower pay
Face fluctuating income and workload

Not entitled to unemployment insurance

13% | 32M
Not likely to receive employer-provided benefits

14% | 36M
Experience increased isolation and fewer
channels for professional recognition
Find it costly to hire accounting, legal, and
other administrative support services

43% | 107M

Are less likely to receive access to direct deposit,
scheduled bill pay, or payroll tax and social
security deductions made through employers
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RISING INCOME VOLATILITY

INCOME VOLATILITY AND FINANCIAL FRAGILITY OF US HOUSE HOLDS

Report monthly income variation

Lack the savings to subsist at the
poverty level for three months
without income

Struggle to pay their bills

Would not be able to manage a
$400 expense without borrow ing

Could not replace one month
of income with liquid savings

Experience at least one
major financial shock per year

T

o

Ppppppppppr/td?dd?/ZZ24

A

44%

A

A

5 The Credit Union of the Twenty-First Century

Filene Research Institute



6

SOCIOECONOMIC TRENDS

RISING INCOME VOLATILITY

. . COPING WITH INCOME VOLATILITY
— — =—
+ 8 +— 8 —— |§| ——
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Among workers who have a full-time
job, almost one-third do something Money Orders
else to earn additional money. |

Pawn Shops

g0 ) o

The Federal Reserve estimated [E
that 44% of Americans would be

Cash-Checking Services

PAY DAY Pay Day Loans
unable to manage an unexpected e
$400 expense without borrowing & Auto Title Loans
or selling something. o3>0 Wire Transfers
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SOCIOECONOMIC TRENDS

INEQUALITY: INCOME, WEALTH, ACCESS

. THE GREAT DECOUPLING
From the 1970s to 2016, net economic OF PAY VS PRODUCTIVITY

productivity rose more than 73% while
hourly compensation grew only 12%.

246.3%
PRODUCTIVITY

5% Z77777777777777)
$ 22

HOURLY COMPENSATION
114.7%

Data from the Federal Reserve show
that since the 1970s, there have been
only modest gains in median weekly
real earnings for full-time wage and
salary workers (adjusting for inflation),
from $335 at the beginning of 1979 to
S350 during the first quarter of 2018.

CUMULATIVE PERCENT CHANGE SINCE 1948

1960 RL¥iE 1980 2000 2020
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SOCIOECONOMIC TRENDS

INEQUALITY: INCOME, WEALTH, ACCESS

i WEALTH INEQUALITY IN THE UNITED STATES
S The wealthiest 1% hold over

one-third of the wealth in the

A/
United States. TOP 1% //// 713
S Wages for the average American /
worker have remained virtually ,T/g 5"/////// 83.1

unchanged for nearly 40 years

777 /
S Over the past 30 years the T0P FIFTH///// 78.3

average wealth of white

households has grown at a 3.2 ? BOTTOM EOUR-FIFTHS
rate that is three times that g
of black households.

PERCENT CHANGE IN AVERAGE NET WORTH, BY WEALTH GROUP
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SOCIOECONOMIC TRENDS

THE TWO TAILS

13.8%
THE AVERAGE AGE OF A CREDIT UNION MEMBER 45.5. OF MEMBERS
ARE UNDER 24.

OOOOOOOOOOJ

afafafalaiafalafal |
2% 0%

The chance that someone The chance that someone
born in 1940 will earn born in 1980 will earn
more than their parents more than their parents

during their lifetime. during their lifetime.
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Have a least
one source of
outstanding debt.

have
student loans.

have
mortgage loans.

The Credit Union of the Twenty-First Century

Worry about
their finances

on a daily basis.

Live paycheck
to paycheck.

Would value
advice or
guidance when
it comes to
financial
decisions.
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SOCIOECONOMIC TRENDS

THE TWO TAILS

SAVING AND

BORROWING PLANNING

¢ Debt consolidation © Tools for budgeting, saving, and & Automated ¢ Unemployment
and other debt income smoothing on a fixed income bill pay insurance
management
services & Wealth management, especially © Life insurance
retirement planning and inheritance/
¢ Emergency/ estate planning

small-dollar loans
© Prescription drug cost management

tools, end-of-life care and long-term
care coverage insurance

& Financial products that liberate
funds for life experiences like travel
and family events

OLDER CONSUMERS
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1975 1980 1985 1990 1995 2000 2005 2010 2015 2020 2025
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S SMALL DOLLAR LOAN S CONSOLIDATION has

STRATEGY affected smaller credit unions
the hardest, while GROWTH
S Reduce consumer reliance IN MEMBERSHIP, ASSETS, AND
on ALTERNATIVE FINANCIAL LENDING has been concentrated
SERVICES among larger credit unions

THE TWO TAILS

RISING (CONCENTRATED

INCOME NEED AMONG THE

VALIDITY YOUNG AND THE
ELDERLY)

INEQUALITY:
INCOME,
WEALTH,
ACCESS

& Fewer working-age people
means LESS DEMAND FOR
CORE FINANCIAL SERVICES
to the current credit union model

THE
PRECARIOUS
FUTURE OF
WORK

S Effects on FIELD OF MEMBERSHIP With less income and less wealth comes

S Impact on FINANCIAL LIVES OF WORKERS
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CONSUMER FINANCIAL TECH TRENDS

PAYMENTS AT THE CENTER

CREDIT UNION MOBILE AND DIGITAL OFFERINGS

Transferring money [ AAAAAAASS ST LL LA LS TS TS S LA LA S S A 93.89%
Paying bills (AL A IS SIS LSS SIS LTSS S S A SIS SIS S IA 9313%
s
Taking deposits [ EAAAAAAAAS IS SIS LSS LSS SIS SIS S S SA 70.23%
Facilitating savings 56.49%
Repaying or consolidating debt AL A /Al /] 52.67%
Opening accounts 51.15%
e o, AR 24.4%%
Accessing insurance 19.85%
pccessin Invesinen e 0o\ AR 17.56%
Paying taxes or accessing expertise 5l34%

about tax decisions

Other 4.58%
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PAYMENTS AT THE CENTER

CUSTOMER P $188

FUNDS PayPal
HELD

3Y... 7 JEST

STARBUCKS’

||{ | $5601

077777

NN
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CONSUMER FINANCIAL TECH TRENDS

VOICE & VIDEO
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CONSUMER FINANCIAL TECH TRENDS

ALL ABOUT THE DATA

The EU implemented its GENERAL DATA
PROTECTION REGULATION (GDPR) in May
2018, mandating that any organization
collecting and/or processing personal data
cannot do so without the informed consent
of the individuals from whom the data are
collected.

UK’s OPEN BANKING initiative went into effect
in January 2018. It requires banks in the UK

to provide secure APIs from third parties with
access to their customers’ transaction data. The
goal is to give consumers greater control over
their choice of financial products and services
by making it easier to compare different
offerings and receive automated advice.
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AVs are already a reality in
industrial fleets

Car manufacturers begin to assess
strategic impact

New mobility models begin
to emerge

20 The Credit Union of the Twenty-First Century

The after-sales service landscape
is reshaped

Insurers shift from covering
individuals to covering
technical failures

Supply chain & logistics redefined

AVs free up to 50 minutes a day
for drivers

Parking spaces reduced by
billions of square meters

Vehicle crashes fall by 90%,
saving billions of dollars

AV technology accelerates
development of robots for
consumer use

Filene Research Institute
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21ST CENTURY EMERGING TRENDS

TECHNOLOGY - IMPACT TO CUs

Rethink branch network’s Impact to credit unions’ © Credit unions can become
LEADERS IN THE DEVELOPMENT

OF RESPONSIBLE Al USE AND
DATA PROTECTION — with
for many members are needed to assist members’ far-reaching engagement and
(even if they don’t visit) evolving challenges reputational effects

Ll
DISAPPEARING ALL ABOUT PAYMENTS
CAR AND HOME THE DATA AT THE CENTER

UWNER

© Voice and Video affords members a new S Payments offer the S DEPOSIT DISPLACEMENT
way to COMPLETE FINANCIAL CHORES POINT OF ENTRY is undermining the
for credit union checking account
S Video affords credit unions a new way to members into as the core product
COMMUNICATE THEIR MISSION AND VALUES financial services of consumer banking
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KEY CONCEPTS

EVOLVING REGULATORY STRUCTURES

Reimagining
the FCUA
Provisions REDEFINING THE

LD OF MEMBERSHIP

SRR RULES FOR A 21

CENTURY

WORLD
EXPLORING

ALTERNATIVE
SOURCES OF CAPITAL

Digital platforms allow individuals to form virtual communities

beyond areas of physical proximity challenging what constitutes

a common bond. Reasonable proximity may be too vague a concept

in an increasingly digitally mediated world. Credit unions today do
not serve only preexisting communities. Rather, communities are
made and maintained, in part, through participation in credit unions.
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SION

EMBERSHIP A CONSTRAINT?

wne  COMMURNITY

IT'SA

TWENTIETH-, in the 21t century does not look the same as it did in the early 20",

MAYBE A when the credit union movement first took shape.

NINETEENTH-

CENTURY

CONCEPT.

LET THE Communities are increasingly Ultimately, the credit union

MEMBERSHIP tied to SHARED INTERESTS AND may be able to DEFINE
VALUES, and interactions are FOR ITSELF ITS FIELD

GROW increasingly facilitated through OF MEMBERSHIP, and

ORGANICALLY. MOBILE AND ONLINE PLATFORMS, regulators will only judge
and these sorts of communities are whether that credit union
more apt to fit the definition of an is capable of serving the
ASSOCIATIONAL COMMON BOND. community it has defined

for itself.
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KEY CONCEPTS

BRINGING THINGS TOGETHER

0.=l A A' N

SOCIOECONOMIC AND EVOLVING 21T CENTURY MINDED
TECHNOLOGY TRENDS REGULATORY STRUCTURES CREDIT UNION
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KEY CONCEPTS

NEW BUSINESS MODEL CONSIDERATIONS

™~

Successful FinTechs are highly specialized
and have inserted themselves as intermediaries
between consumers and CUs

Largest proportion of credit union’s income
derived from loan interest

( )
-
® REBUNDLING OF FINANCIAL SERVICES —_—
By embracing the opportunity to partner ($ | & | =
with third-party providers
® HOLISTIC FINANCIAL SERVICES
By remaking credit unions into open v v
digital platforms and becoming
consumers’ first financial port of call n ﬂ =
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CREDIT UNION IMPLICATIONS

21t CENTURY-READY BUSINESS MODELS

Filene urges credit unions
to develop strategies
that match

215" CENTURY
CONSUMER NEEDS

with

NEW TECHNOLOGY
ADVANCEMENTS

CREDIT UNION AS ONE OF MANY PROVIDERS
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CREDIT UNION
CHARACTERISTICS:

Q) High-touch but platform-based, the

28

credit union becomes a portal to
solutions designed and offered by
itself or by third-party services.

The credit union’s role as a gateway
would be to identify the best and
most reliable services and to manage
relationships for the member.

Financial well being would go

from being addressed piecemeal

to being at the center of a personal
financial coaching and wealth
management suite.

The Credit Union of the Twenty-First Century
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CREDIT UNION
CHARACTERISTICS:

29

High-touch and personal, the
imperative is to be “nimble
and responsive” to members’
needs and experiences.

Organizational mission tied to values
of community, cooperation, and
commitment is at the center of the
credit union’s message.

The credit union demonstrates

to members both alignment in
values and capability to deliver on
expectations for speed, reliability,

ease of use, and systems integration.

The Credit Union of the Twenty-First Century
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BUSINESS MODEL

AUTOMATED BANKIN

CREDIT UNION A KEY PROMISE OF DATA IS IN AUTOMATING PROCESSES TO
CHARACTERISTICS: SMOOTH THE PATH OF THE MEMBER THROUGH THE CREDIT
UNION. BUT THE MORE RADICAL PROMISE OF AUTOMATED
@ LowAasGebirocreoraiom e BANKING IS IN WEALTH MANAGEMENT AND PORTFOLIO
’ OPTIMIZATION, MAXIMIZING SAVINGS AND RETURNS WITHIN

credit union cashes in on the promise
of Al to automate processes and THE RISK PARAMETERS SET BY A MEMBER.

reduce operating costs.

Y Member-facing technology is also
automated and utilized to save
members time.

S Member data are the fuel of
automation, from robotic processing
of routine tasks to natural language
processing to more advanced risk
assessment and decision-making.
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CREDIT UNION
CHARACTERISTICS:

Low-touch and hands-off,
member experience becomes
channel-agnostic.

Credit union becomes part of

the “background” by simplifying
financial transactions in a mix of
Alexa-style voice interaction with
a skillful mix of Al-driven chatbots
and human handoffs.
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CREDIT UNION IMPLICATIONS

21st CENTURY READY BUSINESS MODELS

CONCIERG

With many enticing offers, consumers are Focus on relationships, values, and authenticity
confused and do not know who to trust. is in demand.

§© Consumers want to save more, weigh options, Organizational mission is becoming an explicit
and receive Carefully personalized advice. part of consumers’ decision making.

§ Combining data-driven recommendations and Trust is a function of both credibility and capability.

human advising to offer a competitive advantage.

N

AUTOM

© Automation of routine tasks free credit unions Strong member experience is channel-agnostic.

to concentrate on specific member needs. Behind-the-scenes and in-the-background.
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Most banking interactions are driven by Al Almost atmospheric.

and machine learning algorithms. Money is a facilitator of other activities.
Highly efficient institutions may offer most Interactions offer a mix of Al interfaces and
cost effective solutions. human handoffs.
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THANK YOU
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