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Case Study:  “Business Model and Performance -The case of Ireland”

The Credit Union movement began in Ireland in the 1960s.  It is now recognized : 

· within Ireland as one of the most significant and successful social and co-operative movements of the 20th century.

· worldwide as one of the most successful examples of Credit Union development during this period.

· internationally as one of the most successful examples of cross-border development.  The Irish League of Credit Unions represents the member CUs of both the Republic of Ireland and of Northern Ireland (United Kingdom). Therefore the Irish CU movement operates cohesively within 2 political entities.

Performance

The following are the main indicators of CU outreach, services and sustainability  in Ireland. :

	No. of Credit Unions
	535 Credit Unions

All regions of Ireland covered by CUs.
	3 types of Common Bond

- Geographical

- Workplace

- Professional

	Federation
	1 Federation 
	98% of Irish CUs are affiliated to the Irish League of Credit Unions.

	Membership
	2.3 million members
	60% of population are CU members

CUs are  spread across urban and rural areas

Average size of CU – 4,300 members

	Savings
	€9 billion
	Average savings of €3,500 per member

This represents c.  2-3 months salary of the member

	Loans
	€5 billion outstanding

· Consumer 60%

· SME 40%
	Representing over 50% of assets out on loan

Average loan size €6,000

Up until the 1990s CUs had all their funds out on loan.  There was a savings ‘boom’ in the 1990s as the economy grew rapidly.

	Other services to members
	Insurance

Exchange, money transfer 

Financial advice
	Loan and savings protection

In an agent capacity

In association with government – specialist help for people in financial difficulty

	Financial Sustainability
	Reserves of €1 billion

Savings Protection Scheme (SPS)
	Reserves to Assets Ratio of 11%

SPS Fund of €88 m (1% of members savings)

	Supervision & Regulation
	
	Under regulation of the state regulator for financial service providers

All members of Irish League supervised by Irish League inspectors

	Administrative sustainability
	
	13,000 elected volunteers direct  CUs

2,000 employed staff work full time in CUs

Training and development programs are delivered by Irish League of Credit Unions


The indicators above testify to the following characteristics of the Irish Credit Union movement :

1. Credit Union have always been and remain local organizations.  The vast majority of Irish CUs are founded on and restricted to their local community, i.e. their village, town of workplace.  Only professional CUs (such as teachers, police etc). are organized on a regional or national basis.  Although Credit Unions have grown from tiny organizations to an average size of 4,300 members, they are still considered small by the standards of other financial institutions.

2. Credit Unions are democratic and volunteer led.  There is an average of over 20 volunteers involved in the running of a Credit Union.  This form of direction ensures that the Credit Union has as much local knowledge as possible.

3. The savings of the members are the basis of the financial structure of the CU. There is :
no member share capital 

-
no fees or subscriptions

-
virtually no donations to Irish CUs. 

The capital and the reserves of the Credit Unions have been built solely by the wise use of the members’ savings through good lending and investments.

The financial success of the CUs has been due to the willingness of CU members to commit their savings to the CUs and to accept low levels of return (interest) in order to help the CU build up its capital and reserves. This is especially so in the early years of the CU.

4. Savings and loans have remained the focus of the activity of Irish Credit Unions.  This is enshrined in the Irish law. CU activity in other areas has only recently become an issue, due to the unprecedented rise in savings since the 1990s.

5. A large proportion of the CU loan portfolio is consumer lending.  This is an area often overlooked by development strategists, as they concentrate on SME lending.  Irish CUs have shown however that productive lending for education, domestic and transport purposes increases people’s economic capacity and makes a considerable contribution to the economic development of the country.

6. There are no institutional links with other types of financial institutions.  

· CUs use the services of commercial banks to hold liquidity (current accounts etc.)

· CU investment is legally very restricted, almost all funds must remain in bank deposits or government bonds.

7. The Federation (Irish League of Credit Unions) is vital to the support and development of the CUs.  Only a tiny number of CUs remain outside the ILCU.

The aim of the ILCU is to offer support and services to CUs without interfering directly in the operations or the structures of the CUs themselves. 

Services offered to CUs by the Irish League of Credit Unions

1. Protection

2. Training

3. Insurance and Bonding

4. Liquidity and Investment Management

5. Marketing and Communication

6. Representation

1. Protection
All CU members of the ILCU are subject to supervision and inspection of the ILCU.  This ensures the overall soundness of the CU movement in Ireland.  CUs which are in difficulty will be closely monitored until their position improves. 

The ILCU has built a Savings Protections Scheme Fund, worth over €80m, which can be used to assist CU in financial difficulties to rescue their situation. In the event of CU liquidation, this fund may be used to assist CUs repay their members savings to a ceiling of €12,000. Note that no member has ever lost his savings in an Irish CU.

The ILCU has a special status recognized by Irish CU law. This means that it can work closely with the state regulator to ensure the protection of savings and the overall soundness of CUs.

2. Training
The ILCU plays a crucial role in training in CU management.  This ensures that both elected volunteers and employed staff have the necessary expertise to run their CUs properly.

3. Insurance and Bonding
ILCU offers CUs access to vital insurance products. These include

· insurance cover in the event of theft, fraud within the CU (bonding)

· fire, hazard insurance

· loan protection – insurance which repays members loan balances in the event of death or disability

· savings assurance – increase members savings in event of death or disability.

These products reduce the level of risk within the CUs.

4. Liquidity and Investment Management
ILCU offers CUs the service of managing its excess liquid funds.  In doing so it 

· relieves CUs of the administrative burden of managing these funds

· secures the necessary expertise to ensure maximum protection and return

· achieves economy of scale in investments by consolidating funds from many SCAs

· offers SCAs a reliable source of liquidity

5. Marketing and Communication
ILCU helps CUs to maintain a standard image and level of communication countrywide.  Through ILCU CUs may build common strategies on issues such as lending products, rates etc.

ILCU supports the concept of a ‘model CU’, i.e. a well structured, secure CU which offers a full range of services to members. All member CUs aspire to the standards of this model CU.

ILCU helps to ensure that there are no conflicts between CUs locally over common bonds, members or other issues, which may need occasional clarification.

6. Representation
ILCU represents CUs in negotiations with government and state agencies.  This is important in maintaining the cohesion of the CU movement.  ILCU has been successful in negotiating with the state :

· fair tax regime for members (no tax on interest on small amounts of savings)

· tax free status for CUs themselves

· satisfactory prudential norms and reporting requirements to the state

· safeguards to prevent the entry of ‘rogue’ CUs.

Critical Issues to Improve Performance in the Current Environment

1. Increased competitiveness

2. Expansion of services

3. Improved technology

4. Access to Credit Information Bureau

5. Overhaul of Funding Structure of Federation

6. Review of Social Mission

1. Increased Competitiveness
Banks and other Financial Institutions now offer services to low income people at very competitive rates.  CUs have to meet this competition for their own members now.  This is a difficult task, as banks have economy of scale and a more flexible, ‘business type’ legal framework to operate in.  CUs may need to merge and become larger in order to meet this threat

.

2. Expansion of Services

Members, even those on very low income, now seek more financial services than before.  This include current accounts, credit cards, overdrafts, transfer facilities etc.  When CUs began in the 1960s less than 20% of Irish people held banks accounts, in 2004 over 80% of the people do.  CUs must begin to supply these services, or face losing their members completely to banks.

3. Technology
In order to meet the challenges above it is imperative that CU technology advance to the stage where : 

· all CUs can network together

· CUs can interface with government and bank systems (to receive state payments etc.)

 This is a huge challenge, which ILCU has not been successful in meeting so far.

4.
Access to Credit Information Bureau
As CU members now use a variety of financial institutions CUs must now secure access to the national credit information service. This will lower the risk of lending within CUs.

5. Overhaul of Funding Structure of Federation
ILCU was traditionally funded by commissions earned on insurance services provided to CUs.  Now however it must restructure its funding in order to be more transparent and in order to inform CUs fully on the costs of all the different services it provides to CUs.

6. Review of Social Mission
CUs and the ILCU must review  their original mission of working for the benefit of its members.  It must work to meet the demands of its members

· the need to provide long term lending, especially for housing purposes

· the need to invest more of CU surpluses into community and social projects

· the need to educate CU members against the dangers in the new economic environment.  Previously Ireland suffered from a lack of credit, today it risks having an excess of credit, as borne out by the alarming increase in personal debt ver the past few years.

International Affairs

ILCU owns an independently funded Foundation for International Credit Union development.  CUs contribute voluntarily to the Foundation, both financially and in terms of CU expertise.

The Foundation currently supports CU development projects in  Albania, the Gambia, South Africa and Russia.

ILCU views this work as an essential part of its mission. It wishes to acknowledge the support and advice of the worldwide movement and in particular the American movement.  This support was not financial but technical.
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