
The University of Manchester Research

Credit Union Vulnerabilities in the Financial System

Link to publication record in Manchester Research Explorer

Citation for published version (APA):
Erturk, I. (2022, Jan 26). Credit Union Vulnerabilities in the Financial System: An Analysis and How to Respond.
Swoboda Research Centre. https://swobodacentre.org/wp-
content/uploads/2022/02/202201_Swoboda31_Current_Financial_System.pdf

Citing this paper
Please note that where the full-text provided on Manchester Research Explorer is the Author Accepted Manuscript
or Proof version this may differ from the final Published version. If citing, it is advised that you check and use the
publisher's definitive version.

General rights
Copyright and moral rights for the publications made accessible in the Research Explorer are retained by the
authors and/or other copyright owners and it is a condition of accessing publications that users recognise and
abide by the legal requirements associated with these rights.

Takedown policy
If you believe that this document breaches copyright please refer to the University of Manchester’s Takedown
Procedures [http://man.ac.uk/04Y6Bo] or contact uml.scholarlycommunications@manchester.ac.uk providing
relevant details, so we can investigate your claim.

Download date:27. Nov. 2022

https://www.research.manchester.ac.uk/portal/en/publications/credit-union-vulnerabilities-in-the-financial-system(83b281cb-16bd-431f-bd9f-d02157e1c6db).html
/portal/ismail.erturk.html
https://www.research.manchester.ac.uk/portal/en/publications/credit-union-vulnerabilities-in-the-financial-system(83b281cb-16bd-431f-bd9f-d02157e1c6db).html
https://swobodacentre.org/wp-content/uploads/2022/02/202201_Swoboda31_Current_Financial_System.pdf
https://swobodacentre.org/wp-content/uploads/2022/02/202201_Swoboda31_Current_Financial_System.pdf


 
   

 Cover page



 
   

  



 

  

 

 

Credit Union Vulnerabilities in the Financial System: 

An Analysis and How to Respond 

 

 

Ismail Ertürk 
 

 

 

 

 

 

 

Published by the 

Swoboda Research Centre 

Dublin, Ireland 

In collaboration with Liverpool John Moores University 

January 2022 

 

 
 

 

 

 

© 2022 Swoboda Research Centre 

Publication #SWOBODA31, ISBN 978-1-913885-29-8 

 

 



http://www.swobodacentre.org/
http://www.swobodacentre.org/
mailto:paul.a.jones@swobodacentre.org
mailto:ismail.erturk@manchester.ac.uk






https://corporatefinanceinstitute.com/resources/knowledge/finance/financial-analysis-ratios-glossary/
https://corporatefinanceinstitute.com/resources/knowledge/accounting/balance-sheet/
https://corporatefinanceinstitute.com/resources/knowledge/accounting/income-statement/
https://corporatefinanceinstitute.com/resources/knowledge/accounting/cash-flow-statement%e2%80%8b/
https://corporatefinanceinstitute.com/resources/knowledge/accounting/cash-flow-statement%e2%80%8b/




 
   

4 

1. Introduction 

The financial system within which credit 
unions operate to serve their communities 
has been radically transformed since the 
2007 Great Financial Crisis (GFC) 
presenting a variety of challenges for the 
credit union business model and its 
contribution to socially useful finance. This is 
ironic, because, after the 2007 GFC, society, 
governments and regulators globally have 
expressed a strong desire to build a socially 
responsible and inclusive banking system. 
Financial technology (FinTech) start-ups and 
challenger banks have been supported, 
even implicitly subsidised in various forms, to 
transition to socially useful and democratic 
banking services. But credit unions, which 
have a long track record in providing non-
profit essential banking services to their 
members, have found themselves suffering 
from the unintended consequences of the 
quantitative easing (QE2) policies by central 
banks and the evolving global capital 
adequacy rules that are applied to credit unions without analytical adjustments for risk 
and business model characteristics.  

This paper argues that credit unions as socially useful community-based financial 
institutions face threats from the dysfunctionalities in the financial system created by 
the combined forces of a) central bank QE policies that were launched after the 2007 
financial crisis and have further expanded after the 2020 Covid-19 health crisis, b) 
globally evolving capital adequacy rules with a one-size-fits-all regulatory approach to 
risk management and ignoring capital formation and profitability dynamics at credit 
unions , and c) regulatory and governmental support for FinTech businesses since the 
2007 crisis.   

QE policies since the 2007 GFC crisis, spurred on after the Covid-19 crisis, have 
introduced ultra-low interest rates that undermine the net-interest income business 
model of credit unions, and of all other similar for-profit financial intermediaries for that 
matter. Evolving capital adequacy rules that are influenced by Basel framework for risk 
in big banks, on the other hand, have introduced a risk algorithm that makes holding 
riskless liquidity on the balance sheet costly and can inadvertently lead to a behaviour 
in financial institutions that prioritises the achievement of a formal mathematical 

 

2 Quantitative easing is a monetary policy in which the central bank increases the money 
supply in the banking system, for example by purchasing bonds from banks. A simple 
explanation of QE is provided here: https://www.bankofengland.co.uk/monetary-
policy/quantitative-easing  

Three post-Great Financial Crisis 
forces in the financial system can 
pose threat to the social value-driven 
business models of credit unions: 

1. Uncertainty of quantitative 
easing policies by central banks 
setting ultra-low interest rates 
and eroding net interest margin. 

2. Evolving global capital adequacy 
frameworks that misunderstand 
risk transformation at credit 
unions and can potentially 
disturb socially useful credit 
allocation mechanism. 

3. The rise of FinTech firms and 
digital finance that can 
potentially create uneven playing 
field and change member 
behaviour causing revenue loss. 

https://www.bankofengland.co.uk/monetary-policy/quantitative-easing
https://www.bankofengland.co.uk/monetary-policy/quantitative-easing
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i.e. unconventional monetary policy that assures markets about the longevity of low 
interest rates.  

Therefore, new safe investments and lending forms are needed in this radically 
changed financial environment that is not going to be transitionary. This paper 
recommends that credit unions can counteract the margin losses by exploring volume 
solutions. Such volume solutions can be socially useful community lending to address 
intergenerational wealth balances, lack of first-time buyer mortgages, growing 
electronic payment-initiated borrowing, the need for restructuring expensive short-term 
household debts with longer maturity, cheaper debt, and the need for credit products 
that contribute to net zero targets of governments and local authorities. Given that 
central and local governments need to meet their obligations to transitioning to a low 
carbon economy under the Paris Climate Agreement in 2015 and the Glasgow Climate 
Pact in 2022, deposits at credit unions can be used for social purpose in the interest 
of their members.  
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Non-profit financial intermediaries like credit unions are not driven by a managerial 
behaviour aiming to maximise the ROE metric that is directly linked to the stock market 
valuation and executive remuneration in shareholder value-driven banks. Therefore, 
Basel risk-weighted approach to capital adequacy leads to a behaviour at listed banks 
that aims to meet two targets at the same time, the regulatory target for risk-weighted 
capital and the stock market target for ROE. The consequent asset structure of the 
bank then serves the regulators and the stock market investors and the executives 
with equity-linked bonuses. But the resultant asset structure does not necessarily 
serve the societal needs. Therefore, after the 2007 GFC the rationale for supporting 
FinTech firms included the need for a more inclusive finance and new credit providers 
to the SMEs. In the next section the paper will discuss the regulatory support for 
FinTech and how it can be assessed for the credit union industry. 
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