Most of us have never experi-

enced such a steep economic
downturn. Strategic plans now
have a very short shelf life. Plan-
ning teams that once met annually
now meet quarterly. Success—
perhaps even survival—in today’s
environment requires adaptability,
creativity, and boldness. It requires
the ability to see opportunity in
the midst of adversity. It requires
vision and strong leadership.

Insightful strategic planning—
while it might look different than
it did in years past—remains the
single most important element
of your credit union’s future suc-
cess. Strategic planning can help
your credit union get focused, get
employees moving in the same
direction, and adjust your credit
union’s direction in response to a
changing environment.

As your strategic planning team
meets to map out your latest goals,
the following trends—not necessar-
ily in order of magnitude—will help
you focus your credit union’s vision.

'I'he past year has been rough.

Recession

Evidence is building that indi-
cates the economy, while a long
way from recovery, might have hit
bottom. Credit markets are begin-
ning to thaw as the government’s

economic stimulus plans take hold.

Low interest rates are luring
home buyers back into the market.
But a recovery could take many
years, and there will be plenty of
setbacks along the way.

Great opportunity accompanies

any market dislocation. Credit
unions are well-positioned to take
advantage of opportunities in the
credit and deposit markets—if
they're willing to be bold in this
time of risk aversion.

Unemployment

Employers are continuing to cut
jobs. The U.S. unemployment rate
rose to 8.5% in March—the high-
est in 25 years—as the economy
shed more than 660,000 jobs. The
Department of Labor’'s numbers
for March represented the fifth
straight month with job losses of
600,000 or more. More than 5 mil-
lion jobs have been lost since the
recession began. About 12.5 million
consumers were unemployed at the
end of February, including 2.9 mil-
lion who had been jobless for six
months or more.

The unemployment rate could
hit 9.5% by year-end and 10.5%
in 2010. CUNA economists expect
unemployment to continue to
increase at about 300,000 jobs per
month through the end of 2009.

Housing

The erosion of home prices
has created more than 10 million
homeowners with mortgage bal-
ances greater than the values of
their homes. Many of these nega-
tive-equity homeowners chose to
default—even if they could afford
their monthly mortgage payments.
Rising foreclosure numbers and
the supply of unsold homes puts
even more downward pressure on
home prices.
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While there are glimmers of
hope, they're scarce. The most
recent numbers on home prices
offered no sign of a turnaround.
Prices of single-family homes in 20
major metropolitan areas fell 19%
in February from a year earlier.
Analysts say the housing market
will continue its slide through
2009, despite reports of higher
home sales in some areas and slight
improvements in home construc-
tion.

Bankruptcy

The recession continues to pull
more consumers into bankruptcy
court. And as job losses continue to
climb, they may well drag bankrupt-
cy filings along with them. In all,
130,793 people filed for bankruptcy
in March 2009—up 9% from Feb-
ruary and 38% from a year earlier.

The weak economy and its
repercussions—rising unemploy-
ment, lower pay, fewer people with
health insurance, and the mort-
gage crisis—are all playing a role
in rising bankruptcies. And some
of the most common factors that
lead to bankruptcy filings—divorce
and disruptive health problems—
haven’t gone away.

Analysts expect bankruptcy fil-
ings to reach nearly 1.5 million by
the end of the year, compared with
about 1.1 million filings in 2008—
a 36% increase. It also means fil-
ings are fast approaching the aver-
age number of annual filings (1.4
million) that took place before the
new bankruptcy law took effect in
October 2005.
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Lending

Credit union loan growth will
fall to 6% in 2009. Nevertheless,
look for excellent lending oppor-
tunities in business, auto, student,
and mortgage lending in 2010.
Many banks will be reluctant to
lend in these areas due to their
capital constraints, higher risk
aversion, cash hoarding, and tight-
er underwriting standards.

Credit union loan growth will
rebound in 2010 to an 8% annual
growth rate—the strongest pace
since 2005. The auto-lending sec-
tor will continue to provide great
opportunities for credit unions.
Almost 25% of all U.S. auto loans
came from credit unions in Janu-
ary 2009—up from only 13% one
year earlier.

Credit quality will deteriorate in
2009. Delinquency rates will hit an
18-year high of 1.78% in 2009, and
then fall to 1.5% in 2010. Credit
union loan charge-offs are expected
to reach a record 1.28% in 2009,
and then drop to 1% in 2010.

Membership growth

For the first time in more than
two decades, credit unions saw an
increase in the percentage of mem-
bers age 25 to 44—from 38% of all
members in 2006 to 42% in 2008.

Credit unions struggle, howev-
er, to attract younger members—
those age 18 to 24. Those numbers
are actually declining—from €% in
2006 to only 4% in 2008.

These young adult nonmem-
bers are most likely to say they're
eligible to join a credit union but
least likely to be familiar with the
benefits of membership. As such,
they represent a large, attractive
market for credit unions’ member-
ship growth strategies.

An estimated 19 million
children under age 18 currently
reside in member households but
don’t belong to credit unions.
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Two-thirds of members who have
children at home haven'’t signed
any of them up for credit union
membership.

Corporate CUs

NCUA will continue to work
through its corporate stabilization
plan and its corporate restructur-
ing initiative.

While the costs and accounting
procedures of the corporate stabi-
lization plan have yet to be final-
ized, it’s clear the plan will reduce
credit union earnings. The final
cost and duration of the plan have
yet to be determined.

NCUA has received hundreds of
comments on its advance notice of
proposed rulemaking regarding the
corporate credit union system and
its regulation. NCUA is evaluating
corporates’ role in the credit union
system. With the comment period
now closed, monitor developments
in the second half of 2009 at www.
cuna.org.

Legislation

NCUA'’s corporate stabilization
plan will dominate credit union
legislative and regulatory efforts
throughout 2009 and possibly
beyond. But credit unions will also
be monitoring other import issues,
such as lifting the business lend-
ing cap, mortgage cramdowns, and
interchange fee income.

As Congress considers ways to
stimulate the economy, CUNA will
be advocating for lifting the cap on
member business loans. That would
make as much as $10 billion of addi-
tional credit available to U.S. small
businesses.

CUNA will oppose mortgage
cramdowns—the ability of bank-
ruptcy courts to unilaterally
change the terms of a mortgage
through a bankruptcy proceed-
ing. CUNA will also oppose any
legislation that would effectively
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lower the amount of interchange
income earned by card-issuing
institutions.

Earnings

Credit union return on assets is
expected to be only 0.4% in 2009
and 0.5% in 2010 as deteriorat-
ing credit quality and slower loan
growth reduce earnings.

Improving loan credit quality
in 2010 will reduce provisions for
loan losses and boost credit union
earnings. Operating expenses will
decline as assets grow faster than
expenses and weak labor markets
contain wage growth.

A steeper yield curve will lead
to increased earnings as the basic
business of borrowing short-term
at low rates and lending longer-
term at higher rates becomes
more profitable. The Fed’s near-
zero interest-rate policy means
your cost of funds will continue
to fall and net interest margins
will rise.

Consumers

Consumers are saving more
and spending less. That’s good for
household balance sheets, but it’s
delaying the economic recovery.
With household debt (as a percent
of disposable household income)
over 120%, consumers have decid-
ed it’s time to stop borrowing.

Consumers are also saving
more. The national savings rate is
back above 4%. It was around 7%
from 1988 through 1993, but then
it started a gradual decline. [t was
below 1% from 2005 to 2008.

Consumers, after losing a large
portion of their personal wealth,
need help managing their finances
and living within their means. Pro-
viding personal financial education
has long been one of credit unions’
core operating principles. Your
members should be showing a
renewed interest in this service.



