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Executive Summary 
 
 This report examines characteristics and trends in the credit union and banking industries 
in Massachusetts and assesses the degree to which differences in regulation and tax policy may 
be contributing to changes in the market for financial services. In addition, the study examines 
key aspects of the performance of credit unions in Massachusetts that are most often offered as 
justifications for maintaining their regulatory exemptions and tax subsidies. 
 
 The study documents trends in the market for banking services in Massachusetts and 
compares the performance of Massachusetts’ credit unions and community banks during the 
time period from 2001 through 2014.  The research compares the size, growth, and market share 
of credit unions and banks in Massachusetts, examines similarities and differences in the 
sources of income, revenues, expenses, and profitability of credit unions and banks, as well as 
evidence of the service to low- and moderate-income individuals and geographic regions by both 
credit unions and banks.    
 
 Policymakers must decide whether expanding credit union powers and exempting an 

ever-larger share of the market for credit unions from regulations and the corporate income tax 

is warranted by any benefits credit unions provide to Massachusetts residents.  In addition, 

policymakers must consider the impact that regulatory and tax exemptions provided to an 

increasing share of the credit union industry are having on the competitive landscape of the 

market for financial services. 

 

  A primary conclusion of the study is that the benefits to Massachusetts 

consumers do not appear significant enough to warrant laws and regulations that, by 

design, or as a consequence, result in credit unions capturing a larger share of the 

banking market in Massachusetts.   

 
Key findings of the report include: 
 

 Credit union growth is driven by a few large credit unions aggressively looking to capture 
market share. Between 2001 and 2014 deposits at the 10 largest Massachusetts credit 
unions increased by 161 percent, while deposits at all other credit unions increased by 
just 42 percent. 

 

 The 10 largest credit unions in Massachusetts hold 50 percent of the industry’s assets 
and the five largest hold 35 percent, the largest (Digital Federal), holds 20 percent of all 
the industry’s assets. The largest Massachusetts headquartered bank holds just 7.1 
percent of all assets held by banks headquartered in Massachusetts. (Appendix A lists 
the 25 largest credit unions in Massachusetts). 

  

 Credit union growth is increasingly at federally chartered credit unions, meaning a larger 
share of the credit union industry (over one-half of assets) is now exempt from the state’s 
Community Reinvestment Act (CRA) requirements as well as reviews designed to assure 
that financial institutions serve low- and moderate-income individuals.  There are no 
federal CRA requirements for any credit unions.  
 

 The number of “low-income” designated credit unions in Massachusetts has risen from 
just 11 in 2012 to 57 in 2016, including four of the state’s largest credit unions with more 
than $1 billion in assets.  
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 The four “low-income” Massachusetts credit unions with more than $1 billion in assets 
had the highest percentage of home purchase loans that went to upper income applicants 
and the lowest percentage going to low-income borrowers. 

 

 The criterion for low-income designation is readily obtainable by most credit unions.  Most 
banks would also meet the qualifications for low-income status.   The low-income 
designation exempts nearly 40 percent of the credit union industry (by assets) from 
regulations that have traditionally applied to credit unions (including limits on the 
concentration of business loans among their assets), suggesting the rise in low-income 
credit unions will continue to be a preferred strategy for credit union growth. 

  

 Since 2002, Massachusetts’ banks have received higher CRA ratings for meeting the 
needs of lower- and moderate-income individuals than have Massachusetts’ credit 
unions. 
 

 Massachusetts’ largest credit unions are now more profitable than are Massachusetts’ 
banks. 
 

 Non-interest income (fees, investments, charges for services, etc.), as well as lending to 
businesses is a rising share of the income earned by credit unions in Massachusetts and 
may help explain efforts by the industry to eliminate restrictions that limit the products and 
services credit unions can offer. 

 

 Data from the federal Home Mortgage Disclosure Act show that banks and credit unions 
serve customers of similar income levels.   
 

 The exemption from federal and state corporate income taxes was originally granted to 
credit unions primarily as an incentive to serve the needs of individuals of modest means.  
Credit unions in Massachusetts and across the nation receive this corporate tax subsidy 
without having to document their service to low- and moderate-income individuals. 
 

 The corporate tax subsidy provides Massachusetts credit unions with an approximately 
32 to 44  basis point annual subsidy that can be allocated toward higher deposit and 
lower interest rates on loans, higher expense ratios (more overhead expenses), or in 
greater retained earnings that provide capital for growth.  Evidence indicates that while 
some of the subsidy benefits depositors and borrowers, a greater share goes to retained 
earnings and higher expense ratios. 
 

 Credit union growth and increased market share come at the expense of banks that pay 
corporate taxes, reducing the Commonwealth’s and the federal government’s corporate 
tax revenues.  Between 2002 and 2014 the combined state and federal corporate tax 
exemption given to credit unions in Massachusetts cost taxpayers between $539 and 
$751 million. 
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I. Introduction  

 The market for banking services in Massachusetts is changing. Change accelerated 
following the “great recession” of the past decade but the current market for banking services is 
also the result of differences in the laws and regulations that apply to providers of financial 
services. Nationally, the post-recession financial services industry has been subject to increased 
scrutiny and regulation.  At the same time, however, trends in the Massachusetts credit union 
industry suggest that an expanding portion of that industry is being exempted from many of 
regulations that apply to banks.  

 Credit unions in Massachusetts hold a larger share of the market for retail banking in 
Massachusetts than they did in 2001.  Credit unions now rank among the largest banking 
institutions headquartered in Massachusetts and a small number of the largest credit unions in 
the state are growing at rates well in excess of Massachusetts banks, credit unions nationwide, 
and a majority of the current 177 credit unions headquartered in Massachusetts.   
 
 At the same time the deposits and assets held by Massachusetts credit unions are 
increasingly concentrated in federally-chartered (rather than state-chartered) credit unions, 
exempting an ever-larger share of the credit union industry in Massachusetts from state-level 
regulations, including the state’s Community Reinvestment Act that assesses a financial 
institution’s record of meeting the needs of its service area, including low- and moderate-income 
individuals and neighborhoods.  In addition, a five-fold increase in the number of Massachusetts’ 
credit unions with a “low-income” designation means that almost 40 percent of the credit union 
industry1 is now exempt from many of the federal regulations that apply to all of the nation’s 
credit unions.2   
 
  Credit unions were originally provided a corporate income tax exemption as an incentive 
to provide banking services to lower income areas and individuals of “modest means.”  Data 
from the Massachusetts Community Reinvestment Act evaluations of state-chartered credit 
unions, lending data from the Home Mortgage Disclosure Act, as well as national studies, 
indicates that credit unions and banks serve similar customers and that Massachusetts’ banks 
appear to have a better record of service to low- and moderate-income residents and 
communities than Massachusetts credit unions.   
  

 A number of Massachusetts credit unions are rapidly expanding their share of the 

financial services market relative to banks in the state.  In addition, a dramatic increase the 

number of “low-income” designated credit unions (including four of the state’s largest credit 

unions with more than $1 billion in assets) provides these credit unions with regulatory 

exemptions that make it easier for “low-income” credit unions to gain deposits and increase 

assets.  The credit union trends documented in this report suggest that a larger share of the 

market for retail banking services in Massachusetts is being served by a credit union industry 

that is increasingly exempt from many of the state and federal regulations that apply to most 

other financial institutions, making it likely that credit unions will continue to expand their share 

of the banking market in the future.    

                                                 

 
1
 By number of members ,deposits, loans, and  volume of assets. 

2 
The “low-income” designation and its effects are discussed later in this report. 
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 Larger credit unions, in particular, are using the “low-income” designation from the 
National Credit Union Administration (NCUA) and the loosening of the “common bond” 
requirements, designed to ensure that credit unions serve specific occupational, industry, and 
organizational groups or specific communities and regions to market a broader array of services 
to individuals and businesses throughout the state and beyond. 

 The credit union industry argues that it offers better customer service, lower loan rates 
and higher deposit rates than those available at banks, and these factors explain credit union 
industry growth.  But if that were true, why isn’t growth occurring among all credit unions and not 
just the largest credit unions?  If consumer choice were the only reason for credit union growth, 
then the trends found in this research report would not be of concern to regulators, 
policymakers, or even bankers.  Credit unions receive a large federal and state corporate tax 
subsidy for providing the same services that are provided by banks that do pay corporate 
income taxes. Federal credit unions in Massachusetts are not subject to regulations such as the 
state’s Community Reinvestment Act, or the so-called “18/65” law that requires banks to provide 
a free checking and savings account to Massachusetts residents under 18 and over 65 years of 
age.  Moreover, credit unions that apply for and are awarded an NCUA low-income designation 
are also exempted from many regulations without ever having to prove that their services and 
lending really do serve low- and moderate-income individuals. In providing these exemptions 
and subsidies to the credit union industry it is fair to ask: what benefits result from the 
exemptions and subsidies provided to credit unions, who receives the benefits, and whether 
regulatory and tax differences are contributing to changes in market shares and growth rates of 
credit unions and banks in Massachusetts.     
  

A.  The Public Policy Distinctions Between Credit Unions and Community Banks 

 The preamble to the Federal Credit Union Act of 1934 states that the public purpose of 
credit unions is to “establish a further market for securities of the United States and to make 
more available to people of small means credit for provident purposes through a national system 
of cooperative credit.”3  Sixty-four years later, the Credit Union Membership Access Act of 1998 
(CUMAA) reaffirmed that credit unions have “the specified mission of meeting the credit and 
savings needs of consumers, especially persons of modest means.”4   Credit unions are the only 
depository institutions that are exempt from the federal corporate income tax.  Until 1951, all 
mutual savings institutions were exempt from federal income taxes under the same tax code 
provision. The Revenue Act of 1951 repealed the tax exemption for all mutual savings institutions 
with membership available to everyone, but the exemption for federal and state credit unions 
was continued under a separate tax code provision.5  One reason that the credit unions' tax 
exemption was not repealed at that time was that credit union membership was limited to those 
with a “common bond,” defined, according to the Federal Credit Union Act of 1934 as “limited to 
groups having a common bond of occupation, or association, or to groups within a well-defined 
neighborhood, community or rural district.” The common bond criterion takes many forms: 

1. Individuals that work for one company or who have a common occupation. 
2. Individuals in the same social or civic group. 

                                                 

 
3
 Federal Credit Union Act of 1934, Public Law 416 

4
 Credit Union Membership Access Act of 1998, Public Law 105-219 

5
 Congress did provide S&Ls a de facto exemption from federal income taxes by permitting a liberal 

allowance for bad debt reserves. This de facto exemption continued until the Revenue Act of 1962 
reduced the allowance for bad debt reserves. 
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3. Members of defined local geographies.  

 The common bond restriction on credit unions was designed to limit their ability to 
compete with banks by strictly defining who could be a depositor and borrower of a credit union 
and which products they could offer, with the idea that credit unions would use their tax 
advantage to serve low-income borrowers and depositors.  

              In the early 1980s, some credit unions failed and credit unions with multiple common 
bonds were allowed to combine.  The multiple common bond and geographic community bond 
categories essentially make credit union membership available to anyone.   By loosening 
restrictions on who is eligible to join credit unions, legislative and regulatory changes over the 
past two decades have made it possible for credit unions to serve more low-income households 
than ever before. But at the same time the changes have made it possible to serve more higher-
income households.     

 The federal government allowed credit unions’ tax-exempt status as an incentive to 
provide services to low-income, working-class individuals and their families, but financial 
services markets have changed since the tax exempt status was awarded in the 1930s.  It must 
be noted that many smaller credit unions in Massachusetts do a good job of providing financial 
services to lower-income communities and individuals. However, studies nationally show that 
overall members of credit unions have higher average incomes, higher education levels, and 
higher rates of home ownership than nonmembers. Reports prepared for the credit union 
industry by the Government Accountability Office (GAO), by independent research, and by 
research for the banking industry in 2004 and 2006, all suggest that credit unions serve a 
smaller percentage of lower-income customers than do banks.6  In addition, 66 of the 152 banks 
headquartered in Massachusetts are cooperatively governed, similar to credit unions.7   These 
cooperatively governed mutual savings or cooperative banks long ago had their tax exempt 
status removed.  Although credit unions differ in some aspects from banks, this report (and the 
research of others nationally) shows that credit union products, services, business models, and 
profitability continue to erase the nominal differences between banks and credit unions.   

  Credit unions have increased in size, expanded their range of services, expanded their 
geographic reach, and weakened or eliminated many of the requirements that originally were 
justification for their tax exempt status.   At the same time, the primary objectives of many larger 
credit unions appear to have shifted from serving low- and moderate-income consumers to 
capturing market share and increasing the un-taxed profits that provide additional capital for 
expansion.   
 
Credit unions receive several direct and indirect subsidies including:  
 

● Exemption from corporate income taxes at state and federal levels.   
●   No federal Community Reinvestment Act requirements. 
● Credit unions with a federal charter are exempt from the Massachusetts Community 

                                                 

 
6
 Chmura Economics & Analytics, “An Assessment of the Competitive Environment Between Credit Unions 

and Banks,” February, 2004.  Government Accountability Office, “Greater Transparency Needed on Who 
Credit Unions Serve and on Executive Compensation Arrangements,” November, 2006. 
7 
The FDIC classifies banks as “mutual” based on whether or not they issue stock.  In addition to 66 

“mutual” banks as classified by the FDIC, there are 55 banks in Massachusetts that are organized by 
“mutual holding companies.”   
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Reinvestment Act requirements and . . .  
● “Low-income” designated credit unions are exempt from many regulations including 

“common bond” and the statutory limits on the concentration of business loans in their 
portfolios.  

 
It is not possible to value the differences in the regulation of credit unions and banks 

without some assessment of the outcomes that the policies produce.  Over the years 
congressional committees and hearings have sought answers to the question of who credit 
unions serve and who benefits from their tax and regulatory exemptions.  To date few of those 
questions have been answered.    

 
II.  Key Trends at Massachusetts Credit Unions  

 
 Credit union membership in Massachusetts increased 24 percent between 2001 and 
2014, a rate similar to growth in credit union membership nationally.  Without the conversion of 
the second largest credit union in the state to a mutual cooperative bank in late 2013, 
membership growth in Massachusetts would have been higher in Massachusetts than nationally.  
Membership at the largest credit unions in the state, however, has increased dramatically, while 
smaller credit unions have seen overall memberships decline.  Membership at the 10 largest 
Massachusetts credit unions nearly doubled (a 93 percent increase) between 2001 and 2014 

while combined membership at all other credit unions in Massachusetts declined by nine percent 
during the same time period.   The credit union industry is consolidating and concentrating 
assets in a small number of large institutions.  At the end of 2014, the 10 largest credit unions 
headquartered in Massachusetts held 50 percent of all the assets of Massachusetts’ credit 
unions, up from 33 percent in 2001.8 
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 The number of active credit unions in Massachusetts as of the end of 2014 was 187.  The number of 

active credit unions as of March 2016 was 177.  Throughout this report the number of active credit unions 

Since 2001, 
Membership Growth at 
Massachusetts Credit 

Unions Has Been 
Similar to Growth 

Nationally, but Growth 
at the State’s Largest 

Credit Unions has been 

Dramatic 
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A. The Largest and Most Profitable Credit Unions Are Gaining Market Share   

Deposits at the largest credit unions in the state have grown much faster than have 
deposits at all bank branches in Massachusetts (branches of banks headquartered in 
Massachusetts as well as deposits at Massachusetts branches of banks headquartered in other 
states).9  Figure 2 shows the change since 2001 in deposits at credit unions and banks in 
Massachusetts.  Total deposits are presented as index numbers that show the percentage 
change from 2001 in credit union and bank deposits.10   

 

  
 Between 2001 and 2014, deposits at Massachusetts’ credit unions grew by 82 percent, 
increasing from about $14.2 billion to $25.9 billion. Deposits at the 10 largest credit unions 
increased by a remarkable 161 percent during the same time period, while deposits at all other 
credit unions increased by just 42 percent.  
 
 Aggressive expansion of branch locations (discussed later in this report) and competition 
for deposits by larger credit unions in Massachusetts have helped large credit unions increase 
their share of the deposit market in the state.  Figure 3 shows that the share of deposits in 
Massachusetts held by credit unions was about the same in 2014 (11.1%) as it was in 2001 
(10.7%).  All of this increase in market share is attributable to the largest credit unions in the 
state which increased their deposit market share from 3.6 to 5.5 percent,11 while all other credit 

                                                                                                                                                               

 
referenced will correspond to the date of the data being referenced. 
9
 For this analysis only deposits at retail branch banks are included.  Investment banks (State Street Bank 

and Trust) that take deposits from around the country or world but which do not have retail branches are 
not included. 
10

 Using an index number that measures the percentage change in deposits is used so that growth rates 
can be compared on the same graph.   
11 

Despite the conversion of one of the largest credit unions in the state (Harbor One) to a mutual 

Exceptional Deposit 
Growth Occurred at the 

10 Largest Credit 
Unions in 

Massachusetts While 
Deposit Growth at 

Other Credit Unions 
has been Slower than 

Deposit Growth at 
Banks in 

Massachusetts 
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unions saw their market share of deposits in the state decline from 7.2 to 5.6 percent. 

  These shares of the deposit market exclude the deposits in Massachusetts’ branch 
offices of credit unions headquartered in other states.  Unlike banks, credit unions do not report 
deposits by branch location, making it difficult to determine their share of deposits in any local 
market or their impact on the overall share of deposits held by all credit union branches in 
Massachusetts. As of the end of 2014, there were 19 branch offices in Massachusetts of credit 
unions headquartered in another state, about four percent of all credit union branches in 
Massachusetts.  In addition, Massachusetts headquartered credit unions had 16 branch offices 
located in other states, including Digital Federal Credit Union offices in New Hampshire, 
Colorado and Georgia.12 

   
B.  More Branches and Fewer Membership Constraints Propel Growth   

 
 Several factors contribute to the growth in the credit union industry in Massachusetts and 
in the nation:  an expansion of credit union charters and a relaxation or elimination of “common 
bond” requirements; a rapid increase in credit union branch locations; a corporate tax subsidy 
that provides credit unions with approximately one-third more retained earnings (the source of 
their growth capital) than banks, and increasingly the promotion and use of the “low-income” 
credit union designation that allows credit unions, among other regulatory exemptions, to accept 
deposits from any source without “common bond” restrictions. 
 

                                                                                                                                                               

 
cooperative bank in 2013. 
12

 National Credit Union Administration “Credit Union Branch Information” files, downloaded via the web at 
www.ncua.gov. 

The 10 Largest Credit 
Unions Now Hold 50% 

of all Credit Union 
Deposits 
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 Figure 4 shows the impact of the loosened “common bond” restrictions and how much 
faster “potential members” of credit unions have grown in relation to actual members.  Credit 
unions are required to report the number of potential members eligible to join their credit union 
based on each credit union’s charter and common bond classification(s).  Potential membership 
measures the number of individuals that qualify for membership at Massachusetts credit unions 
whether or not they are credit union members.  There is approximately 10 times the number of 
potential members of credit unions than there are actual Massachusetts residents.13  This 
indicates that individuals in the state are eligible for membership in multiple credit unions 
(different credit unions competing for the same potential members) and that many credit unions 
make membership available to residents outside of Massachusetts14.  Making all residents of the 
state of Massachusetts eligible to join multiple credit unions demonstrates how the original 
“common bond” regulations applied to credit unions have become meaningless and tacitly 
acknowledges that credit unions and banks serve the same residents of the state.  While credit 
unions claim better service and rates as reasons for increasing membership, the loosening of 

“common bond” regulations, growth in the number of branches, the tax exemption, and 
increasingly the regulatory relief provided to “low-income” designated credit unions are primary 
reasons for credit union growth.   
 
 

                                                 

 
13

 There are approximately 6.7 million Massachusetts residents and 69 million “potential” credit union 
members reported as eligible for membership by all Massachusetts credit unions.  
14

 Most credit unions make membership available to immediate relatives of credit union members 
regardless of where they live and some Massachusetts credit unions make residents of areas in other 
states eligible for membership.  

Loosening of 
“Common Bond” 

Regulations Have Made 
Individuals Eligible for 
Membership in Multiple 

Massachusetts (and 
Out-Of-State) Credit 

Unions Virtually 
Without Restriction 
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 Figure 5 shows the increase in credit union branch locations in Massachusetts.  Since 
2010, credit union branch locations have grown from 16.5 percent of all retail credit union and 
bank branch locations to 19.2 percent as of September of 2015.15  If the expansion of the credit 
union industry were only a matter of consumer choice then the regulatory differences between 
banks and credit unions should not be of concern to policymakers, beyond lawmakers’ interest in 
assuring adequate consumer protections and the safety and soundness of the financial system.  
However, as this report documents, the growth of the credit union industry in Massachusetts is 
also a result of differences in regulatory treatments and the tax subsidy credit unions receive.  By  
definition,  when one of two competitors avoids a significant cost of doing business such as 
reporting and compliance with CRA requirements and the corporate income tax, it has a 
competitive advantage.  In a direct competition between credit unions and Massachusetts banks, 
the credit union will always be advantaged by these regulations.  This is especially true for 
community banks including mutual savings banks, cooperative banks, and savings and loan 
associations in Massachusetts that are governed similarly to credit unions but who must also 
comply with state and federal CRA requirements as well as pay the corporate income tax. 

 

  At one time the regulatory relief and corporate tax subsidy appeared as a reasonable 
tradeoff and incentive for credit unions to provide financial services to households of limited 
means who may have been underserved.  Today, however, as national studies have shown and 
as the findings presented later in this report reveal, the regulatory relief and subsidies provided to 
credit unions now appear to largely benefit middle and upper income individuals and households. 
 
 

                                                 

 
15

 Unlike the Federal Deposit Insurance Corporation which monitors and regulates banks, the National 
Credit Union Administration only began making detailed data (addresses, phone numbers, type of branch, 
etc.) on branch locations by credit union in its electronic data files in 2010.   

Credit Union Branch 
Locations in 

Massachusetts Have 
Increased by 21% Since 

2010. CUs Now Hold 
19.2% of Retail Banking 

Branch Locations in 
the State (Up From 

16.5% in 2010) 
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C.  The Credit Union Industry is Consolidating and Dominated by Large Institutions  

 
 The credit union industry in Massachusetts is consolidating and increasingly dominated by 
a few large credit unions. In 2001 there were 279 credit unions headquartered in Massachusetts 
and by early of 2016 that number was down to 177.  Industry consolidation contributes to a 
widening gap between two distinct groups of credit unions – larger credit unions which are 
relatively few in number and that provide a wide range of banking services while aggressively 
pursuing market share in the state’s banking market, and smaller, traditional credit unions that 
are greater in number and provide more limited financial services to a distinct consumer market 
consistent with the original intent of federal legislation authorizing credit unions.  
 
 At the end of 2014 the 10 largest credit unions in Massachusetts owned 50 percent of all 
credit union assets in the state.16   In contrast, the 10 largest retail banks headquartered in 
Massachusetts (out of 144 at the end of 2014) owned just 39 percent of all the assets held by 
banks headquartered in Massachusetts.  
 
 With “common bond” requirements and obligations to serve lower income households 
relaxed or eliminated, and with the ability to fuel growth by retaining untaxed profits, rapid 
expansion is possible for aggressive credit unions looking to expand and capture market share.  
Because some credit unions remain true to their original mission of serving lower income 
households or providing services to smaller groups of individuals with a common bond, the credit 
union industry is increasingly bifurcated; some institutions emphasize growth in market share 
and others focus on their original mission. 
 
 Figure 6 shows the concentration of assets at Massachusetts’ credit unions at the end of 
2014.  The distribution of credit union assets is heavily concentrated in just a few credit unions; 

                                                 

 
16 

 As of March 2016 the number of credit unions headquartered in Massachusetts was 177. 

The Credit Union 
Industry in 

Massachusetts is 
Highly Concentrated in 

a Few Large Credit 
Unions. The Smallest 

100 Credit Unions Hold 
3% of Credit Union 

Assets, the 10 Largest  
Hold 50%, and the 

Largest Credit Union 
Holds 19% 
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but there are still a large number of small credit unions that continue to serve their original 
mission of providing financial services to specified groups and regions.  Of 187 credit unions in 
Massachusetts at the end of 2014, the 100 smallest held only about three percent of all credit 
union assets.  The smallest 160 credit unions (86 percent) held just 25 percent of all credit union 
assets.  In contrast, the 10 largest credit unions hold 50 percent of assets, and the five largest 
held 35 percent, and the largest (Digital Federal), held 19 percent of all the industry’s assets (at 
the end of 2015 Digital held 20 percent of credit union assets). The largest Massachusetts 
headquartered bank held just 7.5 percent of all assets of banks headquartered in the state as of 
the end of 2014.17 

 
III. Key Distinctions Between Credit Unions and Massachusetts Banks 

  
 Both banks and credit unions make loans and investments funded primarily by customer 
deposits.  At one time, the business model of credit unions was fundamentally different from 
those of commercial and savings institutions and today small credit unions still primarily provide 
only basic deposit and loan services to their members.  Larger credit unions in Massachusetts, 
however, are offering a broader variety of financial services.  Beyond basic deposit and loan 
services, more credit unions are also offering insurance, brokerage, and other services (all 
exempt from taxation as long as the income from the services passes through to the credit 
union).  
 
 The distinction between credit unions and banks is largely shaped by the branding of 
credit unions as “not-for-profit,” “member-owned,” or offering “higher deposit” and “lower loan” 
interest rates.  But the true distinctions between Massachusetts credit unions and Massachusetts 
banks are not made with image and branding efforts.  Distinctions can only be gleaned on the 
basis of the standard metrics of the banking industry.  Key metrics demonstrate that the 
differences between the credit union and banking industries in Massachusetts are not always 
consistent with the brand credit unions have developed.   
 
  A primary difference between banks and credit unions is the corporate tax subsidy 
provided to credit unions.  In Massachusetts the tax subsidy is estimated to be approximately 32-
44 basis points.18  This tax subsidy19 can be allocated in one of three ways:  

  
  To depositors and borrowers if rates are sufficiently more favorable than they are at     
   banks that do not receive a tax subsidy.  

 To higher expense ratios (expenses as a percentage of assets) of credit  unions 
compared to banks, or 

 To increased profitability and higher retained earnings that are the source of  capital 
 required for growth.  

                                                 

 
17 

This excludes State Street Bank which is not a retail bank. 
18

 One “basis point” equals 1/100th of one percent.  Thus 100 basis points equal 1 percent.  Because the 
credit union subsidy depends on both the effective tax rate on banks and the profitability of credit unions, 
the subsidy (measured in basis points) can vary from year to year, thus a range is presented here. 
19

 The credit union tax subsidy depends on both the effective tax rate on banks and the rate of return on 
both banks and credit unions, both of which vary from year to year. For example, the after tax-rate of 
return (return on assets or ROA) is (1-t) times the before-tax rate of return, where t is the tax rate. If the tax 
rate on banks is 35 percent  and the rate of return is .81 (the average ROA for Massachusetts 10 largest 
credit unions since 2001) then .81/(1-.35) = 1.25% and credit unions would have to earn a pre-tax rate of 
return of 1.25% in order to have an after-tax return on assets of 0.81%.  Thus the corporate tax subsidy 
equals 1.25% minus 0.81% or 44 basis points, on average, in this example. 
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A. Differences in Deposit and Loan Rates are Narrow Between Banks and Credit 
Unions  

 
 The combined state and federal tax subsidy given to credit unions should allow them to 
offer higher rates on deposits and lower rates on loans, so it is reasonable to ask whether credit 
unions actually provide more favorable rates as a benefit of their tax subsidy.  Moreover, if credit 
unions do offer more favorable rates, is the benefit worthy of a tax subsidy of $42 to $58 million 
annually in Massachusetts, especially if middle- and upper-income households are the primary 
beneficiaries?  
  

Table 1 

Rates on Deposits and Loans  
April 2016 

  Product MA CUs 
MA HQ 
Banks 

All 
Banks In 

MA 

Deposits Interest Bearing Checking ($5,000) 0.10% 0.07% 0.04% 

  Regular Savings ($1,000) 0.11% 0.08% 0.05% 

  1 YR CD ($10,000) 0.57% 0.44% 0.29% 

  Money Market ($10,000) 0.23% 0.13% 0.09% 

  Retirement (IRA) Accounts 0.26% 0.16% 0.22% 

  

Loans 30 Yr. Fixed Rate Mortgage 3.70% 3.64% 3.70% 

  15 Yr. Fixed Rate Mortgage 2.90% 2.95% 2.96% 

  3/1 Yr. Adjustable Rate Mortgage 2.72% 3.05% 3.21% 

  Home Equity Line of Credit 3.44% 3.76% 5.02% 

  Credit Card  Platinum 9.98% 10.26% 11.47% 

 Rewards Credit Card  11.22% 12.76% 13.29% 

  Unsecured Personal Loan 10.21% 12.21% 12.03% 

  Used Car 48 Month 2.74% 5.34% 5.01% 

  New Car 60 Month 2.71% 4.75% 4.25% 

  New Car 48 Month 2.61% 4.62% 4.17% 

 
Source:  SNL Financial, PolEcon calculations  

  
 PolEcon examined deposit and loan rates at all depository institutions in Massachusetts 
and calculated weighted average deposit and loan rates for credit unions, banks headquartered 
in Massachusetts, as well as all banks in the state.20  Table 1 presents average deposit and loan 
rate data for credit unions and banks in Massachusetts.   The table shows that interest on 
deposits is slightly higher at credit unions than at banks in Massachusetts, but that the difference 
in rates is especially small between credit unions and banks that are headquartered in 
Massachusetts - ranging from just a 3 to 13 basis point differential depending on the type of 
deposit.   The most common home loan, a 30 year fixed rate mortgage, shows that banks 

                                                 

 
20 

Weighted averages differ from ordinary averages in that larger institutions count more than smaller 
institutions in calculating an average.   
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headquartered in Massachusetts have a slightly lower rate than do credit unions in the 
state, while the average 30 year fixed rate mortgage among all banks in Massachusetts is 
identical to the average rate at credit unions.  Less common mortgage rates such as 15 year 
fixed rate and 3 year adjustable rate loans show slightly lower rates for credit unions compared 
to banks headquartered in Massachusetts. 
 
 Credit card interest rates are lower at credit unions but differentials between credit union 
and banks rates is smaller than typically portrayed by credit unions, with platinum cards at credit 
unions just 28 basis points lower than at banks headquartered in Massachusetts.    The clearest 
advantage for credit unions is in vehicle loans where new and used vehicle loans are about 200 
to 260 basis points lower at credit unions than at banks headquartered in Massachusetts.  Auto 
loans are among the least profitable of all loans and as such, their high concentration in the loan 
portfolios of credit unions, along with Massachusetts credit unions’ higher levels of profitability 
(compared to banks), suggest that vehicle loans function somewhat like “loss leaders” for credit 
unions.  That is, while not especially profitable, they serve to attract customers (members) to 
credit unions where more profitable products can then be sold to them. 

 
B.  Net Interest Margins Are Lower at Credit Unions  

   Net interest margin is the difference between interest income and interest expense to 
assets and is the result of a bank or credit union’s lending and investing strategies.  A smaller net 
interest margin typically means that a bank or credit union is paying more for deposits and 
getting paid less for loans.   The net interest margin at Massachusetts credit unions is somewhat 
lower in recent years than at banks headquartered in Massachusetts (Figure 7).  Similar to the 
data in Table 1, the lower net interest margins of Massachusetts credit unions suggests that 
some of the benefits of the Massachusetts credit union tax subsidy is allocated to paying slightly 
higher rates on some deposits and charging lower interest rates on some loans, but the 
difference is not large enough to   absorb all of the 32-44 basis point tax subsidy given to credit 
unions.  
 
 Figure 7 highlights one difficulty of a strategy that depends on a credit union “branding” 
identified with having higher deposit and lower loan rates in a low interest rate environment.  In a 
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low interest rate environment differences between rates at credit unions and banks become less 
significant to consumers.  To maintain a key aspect of their brand credit unions must create as 
large a difference in rates as possible, resulting in a greater erosion of their net interest margins 
and driving many credit unions to seek more profitable lending (business loans) and to provide 
additional income generating services to produce the profits (their source of capital) needed to 
maintain growth.   

  
C.  Expense Ratios Are Higher at Massachusetts Credit Unions  

 A portion of the corporate tax subsidy given to Massachusetts credit unions is allocated to 
higher non-interest expenses at credit unions compared to Massachusetts banks.   Credit union 
non-interest expenses (“overhead”) as a percentage of assets is the best overall measure of the 
efficiency of banks and credit unions.  The ability to retain one-third of the profits they earn 
(because of the tax subsidy) means that credit unions can remain quite profitable with less effort 
at controlling expenses.  Figure 8 compares overhead expenses at Massachusetts credit unions 
and Massachusetts headquartered banks, as well as Massachusetts mutual banks for the past 
four years and shows how much higher expenses are at Massachusetts credit unions. Some of 
the increasing expenses may be explained by economies of scale – the average Massachusetts 
credit union in this study is smaller in asset size than is the average Massachusetts bank.  
Importantly, comparing credit union expense ratios to the ratios of banks with a similar 
governance structure shows that Massachusetts’ mutual banks have significantly lower expense 
ratios.     
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D.   Massachusetts Largest Credit Unions Are Now More Profitable than Banks 

 With lower and declining net interest margins compared to Massachusetts banks, and 
non-interest expenses as a percentage of assets higher than at Massachusetts banks, the 
profitability of Massachusetts credit unions could be expected to be lower than Massachusetts 
banks.   Figure 9 shows, however, that Massachusetts largest credit unions are now more 
profitable than are Massachusetts banks.   Credit unions are more profitable because of the tax 
subsidy they receive.  This allows credit unions to keep approximately one-third more of the 
income they earn from lending, fees, investments and other services.  Prior to 2008, the major 
reason for higher credit union profitability (despite higher expense ratios- discussed later in this 
report) was that credit unions did not pay corporate income taxes, as the before-tax ROA was 
higher for Massachusetts banks than it was for Massachusetts credit unions.  Since 2008 the 
ROA of most credit unions (the largest credit unions seem to have been little affected) has been 
reduced because credit unions have been required to increase their contributions to a 
“stabilization” fund that covers losses resulting from the failures of many retail and corporate 
credit unions during and in the aftermath of the “great recession.”  

IV.  Implications for the Market for Retail Banking Services 
 
 An important component of the credit union image or ‘brand” is the perception that credit 
unions pay higher interest on deposits and charge lower interest rates on loans.  Table 1 
showed, with the exception of new and used car loans, interest rate differentials between credit 
unions and banks in Massachusetts are relatively small.  Still, the credit union brand as an 
industry that offers higher deposit and lower lending interest rates is important for credit unions 
to maintain as a justification for lawmakers to maintain the credit union tax subsidy.  Credit 
unions must keep lending rates sufficiently low (even in an overall low interest rate environment) 
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in order to maintain their brand.  In a low interest rate environment any differences in interest 
rates are, by definition, likely to be smaller in magnitude, making distinctions between credit 
unions and bank rates less significant to consumers and resulting in lower profitability for credit 
unions looking to maximize any interest rate differentials with banks.  In the current environment 
competing on interest rate differentials will only reduce the profits that fuel credit union growth. 
 
 Instead, credit unions interested in growth and market share are offering new products 
and services and generating more non-interest revenue from fees and charges for services.  
This strategy is important for two reasons: it maintains profitability (which is the source of credit 
union capital and thus the source of their growth), and it generates earnings that allow credit 
unions to attempt to keep any loan interest and deposit rate differentials between credit unions 
and banks as large as possible.  Increases in non-interest income have become especially 
important for maintaining this aspect of the credit union brand because it is a key component 
supporting the justification for their tax exemption.  In effect, credit unions use non-interest 
income to “cross-subsidize” their deposit and loan rates.   
 
 Lower net interest margins along with expense ratios that are not declining as rapidly 
mean that for credit unions to maintain the profitability required to generate funds for growth, 
they must increasingly generate income from non-interest based fees, activities, and services. 
The combination of income and expense pressures confronting credit unions in Massachusetts 
is depicted in Figure 10.                  

   The lower net interest margins and higher expense ratios of Massachusetts credit unions 
mean that the profits required to fund growth in the credit union industry in Massachusetts must 
come from one or more of the following: 
 

 Increases in fee income.  

 Increases in other non-interest income (by offering new services). 

 A shift in loan portfolio to include higher risk but more profitable business loans. 
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 Each of these means of increasing profits is occurring among Massachusetts’ credit 
unions.  

 
A.   Sharply Increased Business Lending 

 Banks traditionally have made a large portion of their loans to businesses.  Commercial 
lending requires a substantial commitment of personnel and considerable expertise in business 
finance that was often beyond the capabilities of credit unions.  Historically, business loans have 
also been riskier than consumer loans, thus they are typically priced higher, meaning a higher 
interest rate.  The higher potential profits from business lending (especially compared to the new 
and used car loans that are prominent in the loan portfolios of credit unions) is one reason why 
larger and more aggressive credit unions in Massachusetts have increased their business 
lending as part of a strategy to increase the profits needed to fund growth.  Figure 11 shows how 
dramatically business loans have increased at credit unions in Massachusetts since 2001.   

  
 Figure 12 shows how the concentration of business loans among Massachusetts credit 
unions has increased since 2001.  The significant rise in business loans as a percentage of 
assets highlights one reason why credit unions have pressed legislation before Congress to 
raise the cap on their concentration of business loans.  It may also explain some of the impetus 
for the dramatic increase in low-income credit unions in Massachusetts and nationally, as one 
benefit of a low-income designation is exemption from the commercial lending cap currently 
placed on the concentration of business loans among credit union assets. 
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 Nationwide, there have been efforts to raise the cap on credit union business lending.  In 
1992, the National Credit Union Administration (NCUA) limited member business loans in 
response to losses to credit unions, their members, and the National Credit Union Share 
Insurance Fund. NCUA established loan security requirements, limits on loans to one borrower, 
and an aggregate portfolio cap on construction and development loans.  Credit unions are 
allowed a maximum of 12.25 percent of their assets to be in business loans.  However, business 
loans that are backed by a business owner’s primary residence, business loans under $50,000, 
and loans for which cash collateral is held by a depository institution are not counted against this 
cap.   As noted above, credit unions that apply for and receive a “low income credit union” 
designation are exempt from the 12.25 percent cap on business loans.  This is a significant 
exemption as more credit unions seek “low income” designation.  More than one-third of credit 
unions nationally have received a ‘low-income” designation.  In Massachusetts, 57 of 
Massachusetts’177 credit unions21 (including four of the state’s 10 largest credit unions, each 
with more than a billion dollars in assets) have applied for and received a “low income” credit 
union designation from NCUA, up from just 11 low-income credit unions in in 2012.   

 
 The issue of caps on business lending is an important and controversial one.   Banks 
object to raising the credit union cap on business loans, arguing that it will not increase credit 
available to businesses but simply transfer market share from banks.  Banks argue this will occur 
because: 
 

 The tax exemption given to credit unions provides them with a substantial 
pricing advantage over banks that lose one-third or more of their profits to 
corporate income taxes. 
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 Credit unions are provided additional competitive advantages by being 
allowed to avoid CRA compliance and administration costs. The CRA 
requires banks to ensure that qualified low and moderate income borrowers 
have credit made available to them. This regulatory requirement 
disproportionately affects smaller, community banks, as the fixed costs 
associated with compliance must be spread over a smaller base of assets.     

 
  The higher potential profit on business loans is compensation for the greater risk they 
present to lenders.  Banks argue that the tax subsidy provided to credit unions would allow credit 
unions to capture a larger share of their most profitable loans, which would result in a larger and 
more profitable portion of the loan market becoming tax exempt. 

 
B.  Credit Unions’ Increased Reliance on Non-Lending Sources of Income 

 In combination, the data in the charts above highlight how the profitability of credit unions 
has become less dependent on the traditional credit union business model that was the original 
basis for their different regulatory and tax treatment.  Figure 13 shows how the sources of 
income at Massachusetts credit unions have become more dependent on non-interest income in 
recent years.   Credit unions in Massachusetts appear to be adopting business models that are 
more similar to banks, relying more on expanding services and non-interest income while relying 
less on traditional lending.  At the same time they are using their tax subsidy to maintain some 
aspects (offering marginally lower lending rates on some products and slightly higher rates on 
deposits) that support their branding efforts and as a justification for maintaining their tax exempt 
status.   
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V. The Effects of Federal Charters and Low-Income Designation  

 
 In Massachusetts federally chartered credit unions are not subject to the state’s 
Community Reinvestment Act that is designed to assess how well financial institutions serve the 
needs of low- and moderate-income individuals and communities.  Banks that are not chartered 
in the State of Massachusetts are similarly exempt from the state’s CRA but they are subject to 
federal Community Reinvestment Act regulations and reviews, while state-chartered banks are 
subject to both Massachusetts and federal CRA regulations and review.   

 
A.  Exceptional Growth by Federal Credit Unions  

 Between 2000 and 2014 the market share of the Massachusetts credit union industry 
held by credit unions with a federal charter (so called federal credit unions) increased 
dramatically.  This means that a much larger share of the industry is exempt from demonstrating 
their service to low- and moderate-income individuals via Massachusetts’ CRA regulations.  
Providing banking services to individuals of “modest means” was a justification written into the 
original federal legislation establishing credit unions and for continuing their corporate tax 
subsidy.  Figure 14 shows membership, deposit, loan and asset growth at both federally-
chartered and state-chartered credit unions in Massachusetts and the U.S. between 2000 and 
2014.   

 
 The chart highlights two important credit union trends in Massachusetts: first, federal 
credit unions in Massachusetts have grown at much faster rates than have state-chartered credit 
unions, while nationally; state-chartered credit unions have grown at faster rates than federally-
chartered institutions.  Second, the growth of federally-chartered credit unions in Massachusetts 
was dramatically greater than was growth at federally-chartered credit unions nationally. State-
chartered institutions in Massachusetts grew at much slower rates than state-chartered 
institutions nationally.  The data in Figure 14 show that, overall,  there is a distinct difference in 
the distribution of membership, deposit, loan and asset growth between state-and-federally 
chartered credit unions in Massachusetts and the U.S.. 
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The role that differences in regulatory treatment of state- and federally-chartered credit unions in 
Massachusetts (such as Massachusetts state-level CRA requirements on credit unions) play in 
the trends above cannot be definitively determined from this data. Nevertheless it is clear that a 
larger share of the credit union industry (51%) is exempt from any (federal or state) CRA 
requirements or review than was the case in 2001 when 45 percent of the Massachusetts credit 
union industry assets were held by federal credit unions, or in 1980 when state-chartered 
institutions held 78 percent of credit union assets (Figure 15). 

 
B.  “Low-Income” Designations Proliferate, Increasing Regulatory Exemptions   

 The “low-income” designation entitles both state- and federally-chartered credit unions to 
benefits including regulatory relief and increased access to capital that are not available to credit 
unions without a low-income designation.  A credit union qualifies for low-income designation 
when a majority of its membership (50% + one member) qualifies as low-income.  In 2012 the 
NCUA launched a campaign to reduce regulations on the nation’s credit unions by increasing the 
number of low-income designated credit unions.22  Since that time, the number of low-income 
credit unions in Massachusetts has increased from 11 to 57, including four credit unions with 
over $1 billion in assets.   Credit unions with a low income designation now hold about $12.2 
billion in assets (or 37 percent of the total in Massachusetts), up from $1 billion just since in 
2012.  A listing of all low-income credit unions in Massachusetts as of March 2016 is included in 
Appendix B.   

 
 According to NCUA:  
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NCUA Media Release.  “ALEXANDRIA, Va. (Oct. 18, 2012) – Credit unions across the nation have 
responded favorably to a National Credit Union Administration (NCUA) initiative aimed at cutting regulatory 
red tape and expanding the number of credit unions with the low-income designation.” 
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“Low-income members” include members with a family 
income 80% or less than the median family income for 
the metropolitan area where they live or national 
metropolitan area, whichever is greater. Members 
enrolled as students in a college, university, high 
school, or vocational school also qualify. 

 
 These criteria make achieving low-income designation relatively easy for 
Massachusetts credit unions, especially by enrolling students and other young people 
who, by definition, have a limited income.  In fact, using these criteria for the “low-
income” designation would qualify most Massachusetts banks as low-income 
institutions.  The low-income designation allows a credit union to:  

 
 Accept non-member deposits from any source and, regardless of common bond 

 Be exempt from the 12.25 percent statutory cap on member business loans; 

 Obtain supplemental capital;23 

 Be eligible for the Community Development Revolving Loan Fund’s grants and low-
interest loans.  

  
 Five of the 10 largest credit unions in Massachusetts, including the second largest 
(Metro), now have a low-income designation, exempting them from the business lending cap and 
assuring them of the ability to accept deposits from any source, free of any membership or 
common bond restrictions.  Table 2 shows how prominent the low-income designation has 
become in measuring Massachusetts credit unions. Low-income credit unions have almost 40 
percent of all members and assets, deposits and loans at credit unions in the state.   

.  

Table 2 
Low-Income Credit Unions’ Share Among all Credit Unions in 

Massachusetts  
% of MA 
Credit 
Unions 

 
% of CU  
Members 

 
% of CU 
Assets 

 
% of CU 
Deposits 

 
% of CU 
Income 

 
% of  CU 
Loans 

% of  CU 
Business 
Loans 

32.2% 36.9% 37.0% 36.7% 30.7% 36.8% 39.4% 
 
Source:  NCUA “5300” call reports, author’s calculations 

 
 A review of the listing of low-income credit unions in Massachusetts presented in 
Appendix B of this report shows many smaller credit unions that appear to be consistent with the 
original intent of the low-income designation.  This interpretation is supported by fact that the 
percentage of credit union total income earned by low-income credit unions is somewhat below 
the percentage of assets, members, and deposits held by low-income credit unions in the state.  
But the exceptional increase in the number of low-income credit unions especially among several 
of the state’s largest and fastest growing credit unions, as well as the relatively high percentage 
of credit union business loans that are held by low-income credit unions, also suggests the low-
income designation is functioning more than just as an incentive given to credit unions to serve 
underserved regions and individuals.  The low-income designation is increasingly employed 
as a strategic tool by larger and more aggressive credit unions to reduce or eliminate 
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 Rules for this provision of the low-income designation have been promulgated but it is not clear if the 
provision has yet been authorized. 
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regulations that might limit their ability to grow and capture market share.   
 
 Looking at key performance measures for low-income credit unions shows little 
differences between low income credit unions and all other Massachusetts credit unions, except 
that they appear to have higher expense ratios than credit unions without a low-income 
designation.  Further research is needed to determine why expense ratios are higher at credit 
unions with a low-income designation.  Low-income credit unions with at least $1 billion in assets 
have higher concentrations of business loans and they generate more of their income from non-
lending activities (Figure 16).  In addition low-income credit unions have slightly higher net-
interest margins and yields on loans.  Overall, however, they earn slightly lower returns on their 
assets.  These differences in performance metrics between low-income and not low-income 
credit unions are similar to the differences between large and small credit unions in 
Massachusetts and it may be that the low-income designation is becoming a preferred strategy 
for enhancing growth among larger and more aggressive credit unions looking to capture more of 
the market for financial services in Massachusetts and nationally.  

 
VI.   Regulatory and Tax Exemptions Don’t Appear Justified  

 
 Although much smaller than the banking industry in Massachusetts, larger and more 
aggressive credit unions are capturing an increasing share of the financial services market in the 
state. To the extent that these changes simply reflect the preferences of consumers, the market 
is functioning properly and policymakers have little reason for concern.  To the extent that 
changes in the market are a function of differences in how banks and credit unions are regulated 
or taxed, the difference can affect the competitive landscape of the financial services market and 
violate key principles of the nation and the state’s fiscal, economic, and regulatory policies.  
 
 If credit unions continue to gain a larger share of the financial services market, rather 
than simply provide lower-priced services to underserved groups, a greater share of economic 
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activity will be exempt from corporate taxes and the cost of the tax subsidy provided to credit 
unions will increase.  At a time when there is concern that the subsidies received by some 
industries and activities contribute to relatively high rates of taxation on individuals and less-
favored industries and activities, there is a growing interest in eliminating preferential treatment 
to industries that do not yield significant public benefits.   

 
 At one time the credit union industry was a small, niche portion of the financial services 
market that provided limited services to a limited segment of the population.  Lawmakers were 
willing to subsidize credit unions (via their corporate tax exemption) as a cost for assuring that 
lower-income citizens would be served by depository institutions.  However the services offered 
by credit unions have become similar to those provided by banks. Banks are required to serve 
low and moderate income residents (via the CRA) and are regularly examined for compliance in 
that area. Requirements for credit unions to serve low-income citizens have been eliminated or 
lack sufficient oversight at the federal level. As this report demonstrates, half of the credit union 
industry in Massachusetts is exempt from the state’s CRA requirements.   Lawmakers, 
economists, and others are increasingly questioning whether there are benefits to the credit 
union subsidies that justify their costs and whether the subsidy is altering the competitive market 
for financial services. 

 
A.   Nationally, Credit Unions Serve Fewer Low Income Residents 

 The growth of credit unions and the expansion over the years of permissible products and 
services have led some to question both the extent credit unions are fulfilling their original 
mission of serving those of modest means as well as the justification for their tax exempt status.   
 
 There are few publicly available studies on the socioeconomic similarities and differences 
of credit union and bank customers or the degree to which credit unions serve lower and 
moderate income individuals.  The continuation of credit unions’ tax exemption has been the 
subject of several hearings by the U.S House Committee on Ways and Means.  In 2005, 
testimony before the Ways and Means Committee, the Government Accountability Office (GAO) 
stated: 
 

“Information on the extent to which credit unions are lending and 
providing services to households with various incomes is scarce 
because NCUA, industry trade groups, and most states have not 
collected specific information describing the income of credit union 
members who obtain loans or benefit from other credit union 
services.” 24 
 

 The lack of comprehensive data on the income of credit union members makes it difficult 
to evaluate whether credit unions fulfill their original mission. Credit unions – even those whose 
common bond is serving a geographic area(s) – are not subject to the federal Community 
Reinvestment Act which requires banking regulators to examine and rate banks on lending and 
service to low- and moderate-income neighborhoods in their assessment area.  The CRA 
requires banks to target the same markets that credit unions originally were granted tax-exempt 
status to serve.  Massachusetts is one of only a few states that have their own CRA 
requirements but only half of the credit union industry by assets (state-chartered credit unions) in 
Massachusetts is subject to these CRA requirements  Thus, Massachusetts banks serve the 
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U.S. Government Accountability Office, “Issues Regarding the Tax Exempt Status of Credit Unions,” 
GAO-06-220T, 2006. 
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same markets and provide the same services as credit unions, without the tax subsidy 
credit unions receive for serving low income individuals, while many credit unions 
receive a tax subsidy, and regulatory exemptions associated with a low-income 
designation, without having to demonstrate they actually serve low-income individuals. 
 
  Studies by CUNA and the Woodstock Institute25 show that members of credit unions have 
higher average incomes, have achieved higher education levels, and have higher rates of home 
ownership than nonmembers. A study for the credit union industry conducted for Genworth 
Financial indicates that not only do credit union members have higher household incomes, on 
average, than non-members (Figure 17) but also concluded that “a majority of CU members live 
in urban/suburban areas, fall between the ages of 36-55, are married, own a house, have school-
aged kids and a net worth between $100k - $499k.”26   
 

 
 
 
 
 
 
 
 
 

 
  
 

 Understanding the degree to which credit unions serve less wealthy communities and 
individuals is important because credit unions contend that their exemption from corporate 
income taxes allows them to serve the underserved populations that are often overlooked by 
other financial institutions.   Examining data from the Federal Reserve Board’s “Survey of 
Consumer Finances”, the GAO concluded that “credit unions overall served a lower percentage 
of households of modest means (low-and moderate-income households combined) than banks.”  
More specifically, while credit unions served a slightly higher percentage of moderate-income 
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Credit Union National Association “2002 National Member Survey” and Woodstock Institute, “Rhetoric 
and Reality: An Analysis of Mainstream Credit Unions’ Record of Serving Low Income People,” February, 
2002. 
26

 According to the report “Genworth Financial commissioned original research from ACXIOM to dig a little 
deeper into the profile of a typical CU member.”  The data in Figure 17 appears to no longer be available 
via the Internet.  A National Association of Federal Credit Union blog entry:   
http://blog.nafcuservices.com/do-you-know-your-members-as-well-as-you-think-you-do/ references the 
study and includes a link of how to obtain study results. 

Research Conducted 
for the Credit Union 
Industry Nationally 
Shows That Credit 

Union Members Have 
Higher Household 

Incomes 

http://blog.nafcuservices.com/do-you-know-your-members-as-well-as-you-think-you-do/


 

 
27 

households than banks, they served a much lower percentage of low-income households.  As 
Figure 18 shows, 16 percent of households that primarily and only used credit unions had low 
incomes, compared to 26 percent of households that used banks. In addition, the percentage of 
middle and upper middle households that primarily and only used credit unions is higher than the 
percentage of middle and upper income households that used banks (65% to 58% respectively).  

 

  
 

B.  Massachusetts Banks Receive Higher CRA Ratings 

 
     All banks are subject to federal CRA requirements, examinations, and evaluations.  The 
Massachusetts Community Reinvestment Act requires that both banks and credit unions with 
Massachusetts charters be evaluated on their service to lower income individuals and 
communities. Results of the Massachusetts CRA examinations since 2002 are posted on the 
Massachusetts Division of Banks website.  Since 2002 Massachusetts banks have received 
higher CRA performance ratings than have Massachusetts credit unions, indicating that banks 
do a better job of meeting the banking needs of the low- and moderate-income residents in the 
communities they serve. Figure 19 shows that 34 percent of CRA examinations of banks since 
2002 have resulted in the highest two ratings (High Satisfactory and Outstanding), compared to 
just 19 percent of credit union examinations that resulted in the highest two scores.   

  
 

Credit Unions 
Nationally Serve a 

Smaller Percentage of 
Low Income and a 

Higher Percentage of 
Middle and Upper 

Income Customers 
Than Do Banks 
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C. Home Mortgage Disclosure Data Challenge the Credit Union “Brand” 

 The federal Home Mortgage Disclosure Act (HMDA) is designed to ensure that no 
discrimination occurs in mortgage lending and that the housing finance needs of qualified 
borrowers everywhere and in all circumstances are met.  Examining 2013 HMDA data (the 
most recent available at the time of this analysis) for loans made by banks and credit 
unions in Massachusetts suggests that the belief that credit unions primarily serve 
individuals of modest means is more rhetoric than reality.  An extensive analysis of 
mortgage lending by banks and credit unions in Massachusetts was conducted for this report. 
The findings from that analysis warrant a separate report while only the most significant findings 
are presented here. 
 
  Overall there was little difference between banks and credit unions in the percentage of 
home purchase loan applications that went to lower and moderate income borrowers.27 Figure 20 
shows differences in the distribution of home purchase loans by income category made by credit 
unions and banks in 2013.  Interestingly, the four “low-income” Massachusetts credit unions with 
more than $1 billion in assets had the highest percentage of home purchase loans that went to 
upper income applicants and the lowest percentage going to low income borrowers.28 This 
illustrates the need for more transparency in documenting not only who low-income credit unions 
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 HMDA considers a loan applicant to be “low-income” if the income of the applicant(s) is less than 50% of 
the median income of the metropolitan statistical area (MSA) or district in which the loan is located.  
Moderate income applicants are defined as at between 50 and 79 percent of median income of the MSA, 
middle income between 80 and 119 percent, and upper income above 120 percent.  For our analysis we 
further refined this measure by using smaller (than MSAs) Census tract data to more precisely place 
applicants into income categories.   
28 

For this analysis only applications that were approved (including pre-approvals, even if approvals were 
not accepted) or denied were considered.  The characteristics of applicants who withdrew their 
applications or who submitted incomplete applications were not included in the analysis.  

Massachusetts Banks 
Have Received Higher 
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Ratings than 
Massachusetts Credit 

Unions Since 2002 
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There is Little 
Difference Between 
Credit Unions and 

Banks in the 
Distribution of Home 

Purchase Loan 
Approvals in 

Massachusetts by 
Income Category 

serve but also who all credit unions serve, if the regulatory and tax exemptions awarded credit 
unions are to continue.  

    
D.   Implications for Revenues and the Banking Market 

  The Commonwealth of Massachusetts provides a subsidy to credit unions just as the 
federal government does.  One implication of an expanding market share of credit unions 
and the expansion of their products and services into insurance, brokerage and other 
services, as well as their increased penetration into more profitable business lending, is 
that a larger portion of the profits of the financial services industry in Massachusetts will 
be exempt from the state’s corporate income tax.  Increased market share and income 
earned by Massachusetts credit unions comes at the expense of Massachusetts 
taxpayers and results in lower tax revenues for the state as an increasing share of taxable 
activity is absorbed by the tax-exempt credit union industry.  

    
 Table 3 presents estimates of the reduction in state and federal revenue resulting from 
the corporate income tax exemption given to credit unions in Massachusetts.    The table 
includes the net income reported by credit unions in Massachusetts29 for each year between 
2002 and 2014, along with the total state and federal corporate taxes that credit unions would 
have paid (the credit union tax subsidy) at four different combined federal and state effective 
corporate tax rates ranging from a low of 28% to a high of 38%.  Applying these effective tax 
rates to the reported income of credit unions in the state results in a total combined (federal and 
state) corporate income tax subsidy of between $539 to $751 million provided to Massachusetts 
credit unions between 2002 and 2014. 

 

                                                 

 
29

 Reported by each credit union on their required “5300 Quarterly Reports” to NCUA 
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 The tax subsidy provided to credit unions allows them to have a higher return on assets 
(ROA) than if they were subject to the corporate income tax, and as a result, it increases retained 
earnings of credit unions, providing capital to fuel credit union growth.  If credit unions were 
subject to corporate taxes they could simply earn a lower ROA, in which case they would have 
fewer retained earnings and less ability to grow and capture market share.  Credit unions could 
also adjust their business model to earn a pre-tax ROA that would be equivalent to their current 
untaxed ROA.  This would imply charging higher loan rates, cutting expenses or deposit rates, 
charging higher fees, expanding income producing services or some combination of these.  If 
maintaining current ROAs resulted in higher costs for depositors and borrowers, then the market 
share and growth of credit unions would slow or possibly reverse.  The most probable outcome is 
some combination of these impacts, but, regardless, the primary impact would be a credit union 
industry with slower growth and smaller market share. 

  
VII. Conclusions 

 
 This report examines characteristics and trends in the credit union and banking industries 
in Massachusetts and assesses the degree to which differences in regulation and tax policy may 
be contributing to changes in the market for financial services. In addition, the study examines 
key aspects of the performance of credit unions in Massachusetts that are most often offered as 
justifications for maintaining their regulatory exemptions and tax subsidies. 
 
 The analyses in this report show that a small number of the larger credit unions in 
Massachusetts are growing rapidly and the industry is increasingly concentrated and comprised 
of credit unions that are exempt from many federal and state regulations because of their federal 
charters, or as a result of  applying for national ‘low-income” credit union designation.   A larger 
market share for deposits, loans, and other financial services is being captured by credit unions.  
This should concern policymakers as these trends are accompanied by a larger portion of the 
credit union industry moving beyond the oversight of state regulators.  This is what is occurring in 
Massachusetts as more of the expanding credit union industry is being exempted from many 
state and federal regulations.   
  
   The business models, membership, and products and services of many credit unions no 
longer resemble the credit unions that were first awarded an exemption from the corporate 
income tax. Studies nationally as well as the findings of this report, suggest that there is little 
difference in the individuals served by banks and credit unions, calling into question the need 
and desirability of the differences in their regulatory and tax treatment, especially for larger credit 

Table 3 

Estimated Federal and State Corporate Tax Subsidy Provided to Massachusetts Credit Unions  

2002-2014 

($ Millions) 

  2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 Totals 

Credit 

Union  

Income $177.4 $168.7 $147.7 $160.0 $142.3 $106.1 $23.1 $83.1 $171.6 $160.4 $203.7 $184.5 $196.8 $1,925.3 

Tax Subsidy at Different Effective Federal and State Corporate Income Tax Rates 

28.0% $49.67  $47.24  $41.36  $44.80  $39.84  $29.71  $6.47  $23.27  $48.05  $44.91  $57.04  $51.66  $55.10  $539.1 

32.0% $56.77  $53.98  $47.26  $51.20  $45.54  $33.95  $7.39  $26.59  $54.91  $51.33  $65.18  $59.04  $62.98  $616.1 

36.0% $63.86  $60.73  $53.17  $57.60  $51.23  $38.20  $8.32  $29.92  $61.78  $57.74  $73.33  $66.42  $70.85  $693.1 

39.0% $69.19 $65.79 $57.60 $62.40 $55.50 $41.38 $9.01 $32.41 $66.92 $62.56 $79.44 $71.96 $76.75 $750.9 
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unions with operations that are indistinguishable from banks.  A portion of the benefits of the 
subsidies provided to credit unions do appear to have a small impact on deposit and loan rates, 
although a larger portion appears to be absorbed by the higher expenses and personnel costs of 
credit unions, and via the ability of credit unions to retain more of the earnings that provide them 
with capital for additional growth and the capture of market share. 
 
 The credit union industry is a large and growing segment of the retail banking market in 
Massachusetts.  Growth in the Massachusetts credit union industry has been accompanied by a 
shift away from the small, not-for-profit, community-focused institutions almost exclusively 
fulfilling the needs of low-and moderate- income individuals and families, and toward larger 
institutions that are diversified providers of a full-range of financial services to more sophisticated 
and higher income individuals.  There are many small credit unions in the Commonwealth that 
remain true to the original mission of service to individuals of modest means, but policymakers 
must decide if the benefits that credit unions provide, primarily to middle- and upper-income 
households, continue to justify the regulatory exemptions and tax subsidies provided to credit 
unions.   In addition, policymakers should consider the impact that current credit union trends 
and regulatory exemptions have on the competitive landscape of the financial services market, 
government revenues, and the ability of lawmakers, including in the Commonwealth of 
Massachusetts, to regulate a growing segment of the financial services industry. 
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Appendix A 
 

The 25 Largest Credit Unions (by Assets) 
In Massachusetts 

Credit Union Name 
Assets 

(December 2015) 

Percent of all 
Assets Held by 
Massachusetts 
Credit Unions 

DIGITAL $6,823,816,016 20.1% 

METRO $1,491,739,495 4.4% 

ROCKLAND $1,452,649,470 4.3% 

WORKERS' $1,313,690,201 3.9% 

JEANNE D'ARC $1,173,428,667 3.5% 

HANSCOM $1,117,610,110 3.3% 

GREYLOCK $1,078,987,307 3.2% 

ST. ANNE'S OF FALL RIVER $863,994,874 2.6% 

RTN $833,656,400 2.5% 

WEBSTER FIRST $831,920,846 2.5% 

ST. MARY'S $755,411,216 2.2% 

FIRST CITIZENS' $680,073,787 2.0% 

LIBERTY BAY $652,832,420 1.9% 

LEOMINSTER $626,526,831 1.8% 

ALIGN $563,677,892 1.7% 

MERRIMACK VALLEY $556,878,822 1.6% 

FREEDOM $530,514,336 1.6% 

I-C $526,727,440 1.6% 

HARVARD UNIVERSITY EMPLOYEES $515,979,176 1.5% 

SHARON $488,703,973 1.4% 

QUINCY $474,377,102 1.4% 

POLISH NATIONAL $474,066,695 1.4% 

DIRECT $463,269,046 1.4% 

MASS. INSTITUTE OF TECH. $458,059,690 1.4% 

GFA $454,414,736 1.3% 
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Appendix B 

Massachusetts Credit Unions With  a "Low-Income” 
Designation (as of Dec. 2015) 

Credit Union Name Assets 

METRO $1,491,739,495 

WORKERS $1,313,690,201 

JEANNE D'ARC $1,173,428,667 

GREYLOCK $1,078,987,307 

ST. ANNE'S OF FALL RIVER $863,994,874 

FREEDOM $530,514,336 

I-C $526,727,440 

HARVARD UNIVERSITY EMPLOYEES $515,979,176 

POLISH NATIONAL $474,066,695 

GFA $454,414,736 

CRESCENT $434,419,969 

UMASSFIVE COLLEGE $417,321,305 

CITY OF BOSTON $341,689,991 

BOSTON FIREFIGHTERS $228,267,983 

MASS BAY $217,702,555 

ST. JEAN'S $211,021,232 

FALL RIVER MUNICIPAL $197,458,514 

TREMONT $170,608,588 

SOUTHBRIDGE $167,650,958 

HOLYOKE $153,673,591 

COMMUNITY CREDIT UNION OF LYNN $135,150,931 

ARRHA $121,445,623 

NAVEO $117,906,777 

NEW BEDFORD $116,404,034 

BROTHERHOOD $106,974,678 

RIVER WORKS $106,223,764 

FIRST PRIORITY $105,041,550 

ATHOL $96,839,129 

WORCESTER $76,129,005 

FRANKLIN FIRST $56,831,150 

PIONEER VALLEY $56,460,741 

SOUTHCOAST HEALTH SYSTEM $49,512,777 

CHICOPEE MUNICIPAL EMPLOYEES $47,764,837 

EVERETT $45,351,342 

ST. MICHAELS FALL RIVER $38,984,239 

SOMERVILLE MUNICIPAL $38,410,091 

CAMBRIDGE TEACHERS $30,918,302 

ST. ANTHONY OF PADUA $26,119,532 

LANDMARK $25,740,234 

MALDEN CITY EMPLOYEES $23,644,054 

MASSACHUSETTS FAMILY $21,742,991 

MILLS42  FCU $18,979,814 

ST. ANNE $17,373,297 
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LOWELL FIREFIGHTERS $17,290,091 

CHELSEA EMPLOYEES $12,653,775 

LYNN FIREMENS $12,634,923 

GREATER SALEM EMPLOYEES $12,508,277 

SANTO CHRISTO $10,804,610 

ST. ANTHONY OF NEW BEDFORD $10,791,279 

REVERE MUNICIPAL EMPLOYEES $10,530,494 

CAMBRIDGE MUNICIPAL EMPLOYEES $9,022,339 

LOWELL MUNICIPAL EMPLOYEES $7,360,421 

HEALTH ALLIANCE $3,512,040 

OUR LADY OF THE ANGELS $2,548,248 

NORTH ADAMS MUNICIPAL EMPLOYEES $1,665,692 

IMMACULATE CONCEPTION FALL RIVER $1,577,070 

MESSIAH BAPTIST-JUBILEE $665,481 

Total $12,556,871,245  

  

% of Credit Union Assets 37.1% 
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