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Economic

Trends

The tight labor market pushed credit union
loan delinquency rates to historic lows.
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Economic
Trends

The nation's labor market remains incredibly tight. The unemployment rate dropped to 3.5% in July
(see figure below), from 3.6% in June and the economy added 528,000 jobs. The unemploymant
rate is below the 4.5% natural unemployment rate where the labor market becomes tight and wage
pressures begin to surface. The number of job openings was 11.2 million, twice the number of
unemployed, and the job openings rate was close to its record high of 7%.

The strong labor market is a major factor pushing the credit union loan delinquency rate to the
lowest level in credit union history. The delinguency rate was 0.42% in June, significantly lower than
the 0.75% which is considered the natural delinquency rate. Credit union loan net charge-off rates
show similar below-trend numbers.

Also contributing to the very low loan delinquency rates were low-interest rates that helped
consumers lower their debt servicing costs over the last two years, and stimulus checks that boosted
savings deposits. The average credit union member had 314,000 deposited at their credit union in
June, which is up 27% from the $11,000 reported in January 2020, the month before the beginning
of the COVID-19 pandemic. This $3,000 of additional liquidity is giving members the wherewithal to
remain current on their outstanding debt.

CU Delinquency Rate vs. Unemployment Rate
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Total Credit

Union Lending

Credit union loan balances rose a strong
2.4% in June, more than double the pace
set one year earlier.
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Total Credit
Union Lending

CU Loan Growth vs. Fed Funds Interest Rate
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Credit union loan balances rose 2.4% in June, which is much faster than the 1.0% pace reported in
June 2021, due to every loan category reporting growth. June typically records the fastest loan growth
of the year, with seasonal factors adding 0.4 percentage points to the underlying trend growth.

Credit union loan balances grew at a record 22 4% seasonally-adjusted, annualized growth rate in
June (see figure above), significantly better than the 7.8% pace set in June 2021. Over the long run
credit union loan balances typically rise 7% per annum.

The surge in credit union lending is a function of multiple factors: homeowners tapping into their home
equity after years of rapid home price appreciation, the fastest rate of inflation in over 40 years,
members spending to release some pandemic pent-up demand, a surge in leisure spending,
consumers locking in borrowing costs before the Federal Reserve raised interest rates further and
rising new vehicle sales as production retums to normal and auto inventories become replenished.
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Consumer

Installment

Credit

Credit union credit card loan balances

growing at the fastest pace in recent history.
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Consumer
Installment Credit

Credit union consumer installment credit loan balances (auto, credit card and other unsecured
loans) rose 1.8% in June, above the 0.4% reported in June 2021 when new-auto loans reported a
decline due to supply chain disruptions of new autos. Credit union consumer instaliment credit rose
11.8% during the 12 months ending in June, above the 6.9% pace reported by all other lenders.

Credit union credit card growth rose at the fastest pace in recorded history in June, rising at a 19%
seasonally-adjusted annualized growth rate (see figure below). Balances are rising as members
spend on travel after the COVID pandemic but also due to the pressure from rising prices as year-
over-year inflation reached 9%,

June’s credit card seasonal factors usually add 0.55 percentage points to the underlying trend
growth rate. Rising gas prices, consumers venturing out again and spending on services will keep
credit card loan growth in the positive territory for the remainder of the year.

CU Credit Card Growth
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Vehicle
Loans

Credit union new-auto loan balances are
rising at the fastest pace in over 25 years.
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Vehicle
Loans

Credit union new-auto loan balances rose at a remarkable 31% seasonally-adjusted, annualized
growth rate in June, the fastest growth rate in recent history as credit unions picked up market share
from other lenders (see figure below).

On a month-over-month basis, new-auto loan balances increased 2.7% in June, a better result
compared to the 0.5% drop reported in June 2021. June's seasonal factors usually add 0.5 percantage
points to the underlying trend growth rate and Juna typically has the second largest seasonal factor of
the year. May through October is considered the new-auto buying and lending season.

Credit union new-auto loans currently make up 36% of total auto loans, with used-auto loans making
up the other 64%. Used-aulo loan balances rose 2.5% in June, above the 1.1% pace reported in June
2021. A typical used-auto loan is originated at roughly half the dollar amount of a new-auto loan.

CU New Auto Growth
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Annualized Growth Rate
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Real Estate

Information

Credit union fixed-rate first mortgage
loan balances have declined during
the first half of 2022.
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Real Estate
Information

Fixed Rate 1% Mortgage Loans
Year-to-Date Growth Comparison
June 2022
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Credit union fixed-rate first mortgage loan balances grew 0.6% in June, which was slower than the
2.1% reported in June 2021, A year-to-date growth comparison shows a -1.3% growth rate during
the first half of 2022, which was down when compared to 6.4% in 2021 (see figure above). Credit
unions now hold $539 billion of first mortgages on their books, which are 4.2% of the entire mortgage
market, down from 4.8% in June 2021.

The contract interest rate on a 30-year fixed-rale conventional home mortgage was 5.52% in June,
up from 5.23% in May and up from 2.98% reported in June 2021. Expect mortgage interest rates to
remain above 5% for the next few quarters.

Home prices rose 0.6% in June from May, according to the Core Logic Home Price Index, and
18.3% year-over-year, the lowest annual growth rate this year. In the long run, however, home price
growth should approximately equal income growth, so clearly this pace of appreciation is
unsustainable. Higher home financing costs have weighed on housing demand as prospective
homebuyers face greater monthly mortgage payments. As the Federal Reserve continues to tighten
monetary policy in the coming months, mortgage rates will remain elevated and curb house price
growth in the coming months.
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Savings

and Assets

The savings-per-member growth
rate falls to its long-run average.
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Savings
and Assets

Credit union savings balances grew 7.9% during the 12 months ending in June, which is above the
6.6% average annual growth rate recorded during the last 20 years. The 7.9% credit union savings
growth rate was caused by the combination of the 3.7% membership growth during the last 12
months and the 4.1% savings-per-member growth rate (see figure below). The 4.1% savings-per-
member growth rate is only slightly below its long-run average of 4.2%.

The decrease in deposit growth rates over the last year coincides with a fall in the personal savings
rate (savings as a percent of disposable personal income) which reached 5.09% in Juna, This is
below the 7.2% personal savings rate set during the 10-year period ending December 2019. Credit
union members have begun to draw down the excess savings built up throughout the pandemic as
well as pay higher prices with the current elevated inflation environment.

During the last 12 months, regular share deposit growth accounted for 57% of all deposit growth at
credit unions. These low-cost deposits, however, are currently growing at only a 3% seasonally-
adjusted annualized rate, 7 percentage points below the 20-year average of 7%. We expect overall
credit union deposit growth to come in at 5% in 2022 and 2023.
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Capital and Other

Key Measures

Higher short-term interest rates boost
credit union investment yields.
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Capital and Other
Key Measures

The Treasury yield curve shifted up over the last 6 months, especially the short-to-medium-term
portion of the yield curve (see figure below). Interest rates on the 10-year Treasury note rose 92
basis points to 3.12 percent, while the 1-year Treasury note interest rate rose 213 basis points to
3.43 percent. With shor-term interest rates rising faster than longer-term interest rates, the yield
curve inverted with short-term interest rates higher than longer-term interest rates. Historically an
inverted yield curve is a harbinger of a coming recession in the next 9 to 15 months,

Mormally an inverted yield curve would put downward pressure on credit unions’ net interest
margins as the business of buying money short term and selling money long term becomes less
lucrative as credit union cost of funds rises faster than asset yields. However, the recent rise in
short-term interest rates has boosted the yields on investments and therefore boosted asset yields
faster than deposit costs. So net interest margins are expected to rise for the remainder of this year
and into 2023.

Credit union loan-to-share ratios rose to 75.3% in June, up from 73.6% one month earlier, and up
from 70% in June 2021. The recent cyclical low of 68.6% occurred during April 2021, the lowest
since April 2013. Expect loan-to-share ratios to continue to rise for the rest of the year as loan
growth outpaces savings growth as consumer borrowing and spending remains robust.
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Credit Unions

and Members

Expect the number of credit unions to decline
by 235 in 2022, the fastest pace since 2015.
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Credit Unions
and Members

Comparison of Declines in # of CUs
June 2022
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As of June 2022, CUNA estimates 5,044 credit unions were in operation, 8 fewer than May and 199
fewer than June 2021 (see figure above). During the first half of 2022, approximately 108 credit
unions ceased to exist because of mergers, purchases, and assumptions or liguidation. During a
typical year, 46% of the total decline in the number of credit unions takes place in the first half of the
year, which means that we can estimate the 2022 full-year decling in the number of credit unions to
be 235, above the 165 reported in 2021.

The recent COVID pandemic and its corresponding economic ramifications have accelerated the
pace of credit union mergers. The average asset size of a credit union now stands at $427.9 million,
up 12% from a year ago, while the median asset size is $51.7 million, up 11% over the last year.

The trend towards industry consolidation and bigger credit unions is only likely to accelerate due to
the benefits of greater economies of scale, higher productivity and larger earmnings that are all
achieved with a larger asset base. Larger, more efficient credit unions will also raise the barrier to
entry for new small credit unions.
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Meet
Steve Rick

Steve Rick is the Chief Economist for CUNA Mutual Group. Rick is an economic researcher,
analyst and forecaster with expertise in consumer markets and the credit union industry. His
forecasts serve as a starting point for client- and firm-level strategic planning by creating a
clear understanding of the underlying trends and links between the general economy, the
financial services industry and the firm's clients. Rick is a member of the CUNA Mutual
Financial Advisors Investment Committee that approves strategy and oversees the firm's
investment operations. He is also a member of the firm's Capital Markets Committee that
performs ongoing research on the global economy and financial markets and on behalf of
institutional and individual investors across the country.

This report on key credit union indicators is based on data from CUNA E&S's Monthly Credit
Union Estimates, the Federal Reserve Board and CUNA Mutual Group — Economics. To
access this report on the Internet, go to www.cunamutual.com/CUTrends. If you have any
questions, comments, or need additional information, please call or complete this form.
Thank you.

Steven Rick

800.356.2644, Ext. 665.5454
steve.ricki@cunamutual.com
CUNA Mutual Group — Economics
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