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FO UN D ATIO N  OF

by Richard W. Epps

What happens when XYZ Corporation locates 
in King of Prussia? How does this affect the 
city of Philadelphia? Or, what happens when 
ABC Company leaves Philadelphia? How does 
this affect Burlington County? Just how depen
dent are the various parts of the Delaware Valley 
on each other?

Everyone assumes they are interdependent 
to some degree, but up to now the interdepen
dency has not been measured. And, for many

THE DELAWARE VALLEY REGION: 
11 COUNTIES IN THREE STATES

reasons, parts of the region act as though they 
are essentially self-contained units. Government 
is mostly local, with more than three hundred 
city, county and township units each carrying out 
independent taxing and budgeting. Only a few

This article is based wholly upon a study entitled 
Interdependence in the Penjerdel Region made 
by the Regional Science Research Institute, and 
contracted for by Penjerdel, the Greater Phila
delphia Movement, and the Federal Reserve Bank 
of Philadelphia. The contents of this study are:

Section I Introduction, Summary and Conclu
sions

Section II Linkages of the Penjerdel Region
Treats the commuter linkages mentioned in 
this article, and selected interdependence 
topics such as newspaper readership, through
out the region.

Section III Economic Advantages of Location in 
the Penjerdel Region

Measures the benefits suburban counties de
rive from location in the region.

Section IV The Effect of Industrial Development: 
Which Industry?

Studies the differences among manufacturing 
industries in their economic impact upon serv
ice employment.

Section V Effect of Industrial Development: 
Where?

Delineates the spread of economic impact 
throughout the region of economic develop
ment in any part of the region.

Copies of this study are available at the Greater 
Philadelphia Movement, 920 Western Saving 
Fund Building, Philadelphia, Pennsylvania 19107.
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Major Findings of INTERDEPENDENCE IN THE PENJERDEL REGION1

1. The counties of Bucks, Chester, Delaware, 
Montgomery and Philadelphia in the State of 
Pennsylvania, of Burlington, Camden, Gloucester, 
Mercer and Salem in New Jersey and New Castle 
in Delaware constitute, in terms of common eco
nomic interests, a cohesive region with strong 
economic interdependence within the region. As 
a general matter, it is a self-contained labor 
market and social unit.

2. Due to functional specialization and eco
nomic differentiation in different parts of the 
region, several counties suburban to Philadelphia 
are, economically speaking, “better off” than they 
could be as separate economic regions.

3. The strengths of the economic interde
pendencies within the Penjerdel region are such 
that the region should, to maximize its resources 
and serve its own interests, view itself as a single 
unit for planning and policy purposes.

4. The broad beneficial impacts of economic 
development at any particular location in the 
region are so widespread as to indicate the desir
ability of cooperative region-wide industrial devel
opment efforts.

5. From the general viewpoint of regional eco
nomic growth there is not a significant difference 
in benefit when different industries are brought to 
the region. However, since many of the social 
and economic problems of the region are con
centrated in Philadelphia, and because of the 
importance of Philadelphia to the regional econ
omy, it can be argued that regional economic 
development efforts should attempt to channel 
industry into Philadelphia— especially those in
dustries requiring low-skill levels, which would 
reduce Philadelphia’s unemployment problem di

1 Study made by the Regional Science Research Institute

rectly, and also have the largest secondary impact 
on Philadelphia’s economy.

6. The selective residential composition of the 
suburban counties raises questions about the 
current distribution of tax resources and public 
needs. The higher-income population in the sub
urban areas may mean both a higher tax base 
than that of central areas and lower requirements 
for public services than exist in the central areas. 
Given such a distribution, it would be reasonable 
to conclude that the suburban counties should 
find it in their own self-interest to bear an increas
ing share of the public financial burden of the 
weaker parts of the region’s economy.

7. Continued fiscal and tax independence within 
the region, in the face of the economic interde
pendence within the eleven-county region, may 
lead to greater state and federal control of 
regional matters. The inevitable concommitment 
will be a decline in the importance, influence and 
power of the numerous local governments within 
the region. This trend, in fact, appears to be al
ready at work.

8. The economic interdependencies of the 
region are so great, and the economic problems 
of the urban core so serious as to suggest that, in 
the interest of the suburban counties, the resi
dents and political and economic leaders of these 
counties should support more vigorously than 
they have in the past social and economic pro
grams at the regional, state, and federal levels to 
help solve these problems of the disadvantaged 
areas of the region. The raising of the incomes of 
the unemployed through jobs, together with im
provements in the education and training of low- 
income persons will provide an intelligent and 
skilled labor force which will be attractive to 
high-wage industries both in Philadelphia and in 
the suburbs.

public agencies have regional powers, and these 
few are effective only when lesser governments 
have a unison of opinion. Each area competes 
for employment; only a few development 
agencies have a regional viewpoint.

In fact, the eleven counties of the region are

strongly tied to each other economically— the 
health of each is based on much the same region
al foundation. This strong interdependence 
makes clear the need for a regional approach to 
economic development, and to the problems 
which are holding back the region’s growth.
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Table 1

A LARGE PROPORTION OF THE REGION’S WORKERS 
CROSS COUNTY LINES IN GOING TO WORK:

PER CENT OF WORKERS COMMUTING OUT OF THEIR HOME COUNTY 
FOR WORK, DISTRIBUTED ACCORDING TO PLACE OF WORK

Home
County Non-Commuters

Total
Out-of-
County

Commuters

Place of Work Outside Home County

Philadelphia
Metropolitan

Area

Trenton
Metropolitan

Area

Wilmington
Metropolitan

Area
Outside of 

Region

New Castle 92.8% 7.2% 3.5% .0% 1.2% 2.4%
Philadelphia 91.8 8.2 7.1 .1 .1 .9
Mercer 89.1 10.9 5.9 — .0 5.0
Salem 81.1 18.9 5.8 .0 5.7 7.4

Chester 75.5 24.5 18.6 .0 4.1 1.7
Burlington 74.0 26.0 20.0 4.0 .0 2.0
Camden 65.1 34.9 32.4 .4 .4 1.8
Montgomery 63.2 36.8 34.1 .1 .1 2.5

Gloucester 55.0 45.0 36.5 .2 3.1 5.2
Bucks 55.0 45.0 31.4 8.7 .0 4.8
Delaware 53.2 46.8 43.0 .1 2.3 1.5

Average 77.7 22.3 18.7 .8 .7 2.0

INTERDEPENDENCY IN A NUTSHELL
Interdependence is complex, including all aspects 
of life— social, cultural and economic. The 
element covered here, employment, is only part 
of this picture, but an important part. Nearly 
one-quarter of the region’s workers find their 
jobs outside of the county in which they live. 
Essentially all of these commuters stay within the 
region’s boundaries.

In large part, the heavy interchange of work
ers among counties is the result of the distribu
tion of people and jobs throughout the Delaware 
Valley. This lends a permanence to commuting 
patterns. Only four of the eleven counties in the 
region have enough jobs for their own residents. 
Skilled workers and less-skilled workers are con
centrated in different counties. Thus, travel must 
occur to fill jobs and to match workers with jobs.

The high level of commuting spreads the im

pacts of economic activities. Wages earned in 
any one county are spent in at least five counties. 
This dispersion of impacts indicates the wisdom 
of regional development efforts as opposed to 
inter-county competition for industry.

EMPLOYMENT INTERDEPENDENCE
The job picture mentioned above takes on a 
different focus in each part of the region— some 
are more self-sufficient, some more dependent, 
and some more strongly connected to areas out
side the Valley. Statistics delineating this picture 
are listed in Table 1.

Employed residents of the central areas, Phila
delphia, Mercer and New Castle, are least likely 
to find a job in another county— these counties 
are the most self-sufficient with respect to employ
ment. Conversely, the suburban counties all have 
a high degree of out-commuting. True, there is
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much variation among the suburban counties. 
Nearly half of the employed residents of Glou
cester, Bucks and Delaware counties leave their 
home county for work, while only a fifth to a 
quarter of the Salem, Chester and Burlington 
residents cross county borders in getting to work. 
Still, the contrast between suburban areas and 
central areas is strong, with suburban areas 
having at least double the level of out-commuta- 
tion of central areas.

Mercer, Salem and New Castle counties are the 
least strongly tied to other parts of the Delaware 
Valley. In each, more than a third of the resident 
work force which does hold a job in another 
county, holds that job outside of the Delaware 
Valley. In contrast, nearly all commuters from 
the other eight counties stay within the region. 
Still, these three counties are more vitally con
nected to the Delaware Valley than to other 
areas.

THE DISTRIBUTION OF JOBS AND WORKERS

Central areas in the region, namely Philadelphia, 
Trenton and Wilmington, all have more jobs 
than workers, as indicated in Chart 1. In con
trast, all the suburban counties except Salem 
have fewer jobs than workers, reaching a low in 
Delaware County with jobs for only 66 per cent 
of its employed residents.

Levels of out-commutation increase steadily 
as the job deficit increases. For the central areas, 
where there is a surplus of jobs, commuting is 
lowest. Rates of commuting and size of the job 
deficit increase simultaneously from there, reach
ing a maximum in suburban Delaware County.

Actual levels of commuting are much higher 
than would be suggested by job deficits and 
surpluses. Chester County, for example, has a 
9 per cent job deficit, and thus only 9 per cent 
of the county’s work force need commute out for 
a job. Nearly three times that number actually

HEAVY COMMUTING IS PARTLY A RESULT 
OF JOB DEFICITS IN SUBURBAN COUNTIES

The upper set of bars represents the number of jobs per 
employed, resident in each county. The central areas, the 
three bars to the left, all have job surpluses, while the subur
ban areas, the bars on the right, have job deficits. Moreover, 
the amount of commuting increases regularly as the job 
deficit increases.

CHART 1

leave the county for their jobs.
In part, this excess commuting is just prob- 

ablistic— that is, it would be unreasonable to 
expect every resident in a county to be satisfied 
with a job in his own county. More importantly, 
though, the county’s work forces are dissimilar 
with respect to skills and occupations. There is 
a need for commutation to get these specialized 
work forces to the jobs requiring their skills.

Chart 2 compares indicators of work force 
skill and education for each of the counties. 
Employed residents of Delaware and Mont
gomery counties rank exceptionally high in both 
education and skills. Residents of New Castle 
County, a central area, are also highly skilled. 
In contrast, skills of residents in Philadelphia 
and Salem counties are low. In fact, there is a
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CHART 2
DIFFERENCES IN WORKER SKILLS ADD TO THE COMMUTING

Indicators of the skill level of the employed residents in each county show a broad variation, as much as 50 per cent between 
Philadelphia and Montgomery counties. This wide variation in skill levels means that workers must commute in order to match 
skills with job requirements.
Years

50 per cent spread between the largest central 
area, Philadelphia, and the highest ranking 
suburban area, Montgomery County.

The present distribution of jobs and concentra
tions of skills are the product of the historical 
development of the metropolis— beginning with 
central areas as clusters of industry and com
merce, and progressing to the more recent

growth of residential suburbs. Since the pattern 
changes through the accumulation of historical 
development, and is based on strong trends, it 
would seem that the present pattern will be slow 
to change. Thus, the strong commuting patterns 
which bind the region together are fairly stable, 
insuring the continuance of the present employ
ment interdependence.
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INTERDEPENDENCE COMBINED— THE 
IMPACT OF NEW INDUSTRIAL DEVELOPMENT

Given this strong interdependency, just where 
will impacts result from economic developments 
occurring in any one area? There are two types 
of impacts— long-run and short-run. Over the 
long run, individual economic changes will 
accumulate to change the pattern of jobs and 
people— possibly giving rise to new major central 
areas to compete with Philadelphia County, or 
leading to the decline of some counties. But this 
is probably a very long run. Of more immediate 
interest are the short-term impacts— what the 
immediate impact of a plant opening in one 
county will be on the employment, production, 
and sales in all counties.

The major short-run economic impacts on 
each of the 11 counties of a plant or business 
opening in another county are generated by the 
wages paid by the business, and purchases the 
business makes from other businesses. The wages 
become purchases at food stores, furniture stores, 
and other local retail and service establishments, 
supporting employment in these establishments. 
The industrial purchases of the plant support 
employment in other local industries.

Impact of wages

As we have seen, practically all employees will 
come from the 11-county region; nearly all wage 
payments will be to regional residents. Much of 
the worker’s paychecks is spent near his home on 
items like food or rent, and this amount stays in 
his home county. Other items in the family 
budget, like furniture or appliances, are pur
chased at distant locations, such as regional 
shopping centers. Thus, commuting patterns of the 
workers distribute wages throughout the region, 
and the process of spending the paycheck spreads 
the impact even more.

These two steps in wage impacts are sum
marized in Chart 3 for the case of a low-wage 
industry. The impact measure is expressed in 
terms of the percentage of the new wages which 
will be spent in each county. Thus, the first bar 
for Philadelphia represents the proportion of 
total wages paid by low-wage industry located in 
Philadelphia which will be spent in Philadelphia. 
The second bar represents purchases made in 
Philadelphia from the wages paid by low-wage 
industry in Montgomery County.

Three patterns appear in the impacts:
1. For 10 out of the 11 areas, between 20 and 
40 per cent of the wages flow out of the county 
in which the plant is located.
2. The larger, more centralized counties receive 
the largest shares of the wages. Philadelphia is 
by far the most fortunate in this regard, receiv
ing significant amounts from plants located in 
all counties. Camden and Delaware counties 
follow at a distance, receiving shares from eight 
and six counties, respectively.
3. High- and low-wage industries have different 
impact patterns. (Chart 4 ). Thanks to their con
centrations of low-skill workers, four counties—  
Philadelphia, Chester, Burlington, and Gloucester 
— receive larger shares of final purchases from 
low-wage industries than from high-wage indus
tries. Due to concentrations of high-skill workers, 
three counties— Delaware, Montgomery, and 
Camden counties— fare better from the develop
ment of high-wage industry.

The spread of employment would be nearly 
the same as the spread of purchases pictured in 
Chart 3. With the exception of Philadelphia, 
the residents of each county would participate in 
the employment gains to about the same extent 
as the county receives final purchases. Philadel
phia’s employment involvement would be some
what less than the purchases picture would sug
gest because the county acts as a regional shop-
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THE IMPACT OF A NEW PLANT IS SPREAD THROUGHOUT THE REGION

The bars represent the proportion of purchases made in each county by an employee of a new low-wage plant. Thus, the first bar in 
the Philadelphia line represents the proportion of purchases that will be made in Philadelphia by workers of a low-wage plant in 
Philadelphia. The second bar indicates the proportion of purchases that will be made in Philadelphia by employees of a low-wage 
plant in Montgomery county.

Each county shares in the development of at least two other counties, and more than a quarter of the purchases generated by 
the payroll of a new plant flow out of the county in which the plant is located.

CHART 3

Impact on Philadelphia County Impact on Montgomery County

Philadelphia Montgomery Delaware Bucks Camden Chester Gloucester Burlington Salem Mercer New Castle
P lant Location

Montgomery Chester Bucks Philadelphia Delaware 
Plant Location

Impact on Camden County Impact on Bucks County

Camden Gloucester Burlington Philadelphia Salem Montgomery Delaware Bucks 
P lant Location

Bucks Mercer Montgomery Philadelphia Burlington 
P lant Location

Impact on Delaware County

Impact on Burlington County

Impact on Chester County
Per Cent

Impact on Salem and New Castle Counties
Per Cent

8 0 -

- 6 0

6 0

- 4 0 -

4 0

- 2 0

2 0 -

Delaware Philadelphia Montgomery Chester New Castle Camden 0 Chester Montgomery Delaware New
Plant Location Plant Location Castle 0

Salem Gloucester Chester Delaware 

_  . and P lant Location
Impact on Mercer County New Cast|e

Per Cent

Burlington Camden Mercer Bucks Gloucester Philadelphia 
P lant Location

Impact on Gloucester County
Per Cent

Mercer Bucks Burlington Camden 
Plant Location

Gloucester Salem Camden 
Plant Location

9

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



business review

THE AMOUNT OF IMPACT ON THE COUNTY IN WHICH THE PLANT IS 
LOCATED DIFFERS FOR HIGH- AND LOW-WAGE INDUSTRIES

Each bar represents the proportion of purchases by workers of a new plant that are made in the county in which the plant is located. 
The shaded bars indicate the figure for low-wage industries, and the lighter bars represent the high-wage industries.

The four counties on the left receive more immediate impact from low-ivage industries (the purchase out-flow is less for low- 
wage industries.) The middle four counties have nearly equal immediate impacts from high- and low-wage industries, and the 
three on the right gain more local impact from high-wage industries.
Per Cent of Worker Purchases Made in County

Counties Receiving Greater Impacts Counties Receiving Equal Impacts From High- and Counties Receiving Greater Impacts

CHART 4

Philadelphia Chester Burlington Gloucester Newcastle Salem Mercer Bucks Camden Montgomery Delaware

ping center, drawing in a disproportionately 
large share of purchases.

Impact of industrial purchases
The bill of goods purchased by industry is more 
specialized than that of the workers. Thus, the 
locations at which goods are purchased vary 
more from industry to industry than do pur
chasing patterns among workers. Some industries 
buy more outside of the region than within it; 
some buy from only a few counties, and others 
spread their purchases throughout the region.

As a consequence, it is difficult to generalize 
about the purchase patterns of industries.- Two 
things are clear, however:
1. In all cases, the amount of regional industrial 
purchases of a local plant is much less than that 
of regional purchases by the plant’s workers.
2. In general, the distribution of industrial pur
chases across the region is more widespread than 
that of worker purchases. Thus, if industrial 2

2 Purchase patterns of seven industries are listed in 
the original study, Interdependence in the Penjerdel 
Region.

purchases were added to the patterns of worker 
purchases, the pattern would differ only moder
ately from that shown in Chart 3, and the 
change would be toward a further spreading of 
impacts.

REGIONAL DEVELOPMENT EFFORT—
THE PROMINENCE OF PHILADELPHIA

With each county participating in the gains from 
economic development in at least five other 
counties, and with more than a quarter of the 
benefits from development flowing beyond the 
county in which the development occurs, the 
importance of overall regional development is 
clear. Moreover, most of the factors that lead 
an industrialist to choose the Delaware Valley 
as a location— like the Philadelphia Port, a 
highly trained labor force, strong residential 
amenity— are regional factors. They are elements 
affecting all parts of the region.

Philadelphia County, which dominates the 
regional image, plays a prominent role in many 
of these factors. The importance of Philadelphia
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Table 2

PHILADELPHIA COUNTY FACILITIES ARE UTILIZED ON A REGION-WIDE BASIS: 
RESIDENCE OF USERS OF PHILADELPHIA FACILITIES, INDEX OF 

PER CAPITA UTILIZATION (PHILADELPHIA =  100)

Frequent
Commuters Central Chestnut Phillies

to Jobs Phila. Street Games
County of in Phila. Shoppers Pedest. Adm.
Residence 1960 1965 1965 1958

Philadelphia 100 100 100 100
Bucks 20 8 14 52
Chester 7 17 n.a. 68
Delaware 37 27 34 82
Montgomery 30 15 53 97
Burlington 12 15 10 89
Camden 25 19 27 113
Gloucester 18 32 11 89
Mercer 1 2 n.a. 61
New Castle 1 0 3 46
Salem 1 25 n.a. 29

is indicated by the region-wide utilization of its 
services and facilities. A number of these func
tions are listed in Table 2, together with an 
index of utilization. Many of the functions listed 
are utilized as heavily by residents of other 
counties as by Philadelphia County residents. A 
fifth to a third as many of the Chester, Delaware, 
Montgomery, Burlington, Camden, and Glou
cester county residents are frequent shoppers in 
the Philadelphia central business district as are 
Philadelphia residents. Membership in specialized 
activities like the Franklin Institute, the Philadel
phia Orchestra, and the Philadelphia Art Museum 
is greater in some suburban areas than it is 
in Philadelphia. These functions include many 
urban activities of the region— urban institutions 
which make the region distinctively Philadelphia.

Philadelphia County is important in a second

Franklin
Inst.

Memb.
1967

Phila.
Orch.
Sub.

1965-66

Phila.
Museum
Memb.
1967

Phila.
Bulletin

Circ.
1964

Phila.
Inquirer

Circ.
1964

Phila. 
Daily News 

Circ. 
1964

100 100 100 100 100 100
37 3 21 43 43 93
79 48 65 38 57 22

142 97 21 73 71 29
185 171 290 64 75 22

22 5 4 39 56 16
56 39 1 40 65 35
61 42 2 47 57 15

7 3 2 25 16 3

17 28 82 53 36 12
0 0 1 47 61 14

population. This point becomes clear when the 
suburban counties are compared to independent 
metropolitan areas of about the same size as the 
suburban counties.3 Without Philadelphia, one 
might expect the suburban counties to each 
resemble these independent metropolitan areas. 
For the two best-situated suburban counties, 
Delaware and Montgomery, the check-off of con
trasts to independent areas is:
1. Income— median-family income averages 15 
per cent above that found in similar-sized metro
politan areas, and the proportion of families 
earning in excess of $10,000 a year is nearly 
double the independent-area average.
2. Education— residents of Delaware and Mont
gomery counties have, on average, completed 
one-fifth more years of formal education than 
have residents of independent metropolitan areas.

viewpoint. It harbors much of the region’s lower- 
income, low-skill population, thus allowing the 
suburbs to concentrate the richer, more skilled

3 Akron, Albany, Allentown, Columbus, Dayton, Flint, 
Grand Rapids, Hartford, Indianapolis, Jersey City, Louis
ville, Norfolk, Richmond, Rochester, Springfield, Syra
cuse, Toledo, Wilkes-Barre, Wilmington, Youngstown.
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3. Occupations— nearly one-half more of the 
residents of the two regional counties are in the 
highly skilled managerial and professional oc
cupations than are residents of independent areas.
4. Housing— 50 per cent more Delaware and Mont
gomery county residents own their own homes 
than is typical for similar metropolitian areas.

In terms of a dollar measure, if Delaware and 
Montgomery counties were each independent 
metropolitan areas, and thus had the same oc
cupational and educational distribution as do such 
independent areas, the average income of county 
residents would be reduced twenty per cent from 
its present level. It seems reasonable to attribute 
the high levels of income, education, occupations, 
and housing which these two areas enjoy to their 
location within the Delaware Valley region, and 
particularly to their location near Philadelphia.

In sum, the fate of the region largely deter
mines the fate of each county in the region. The 
individual counties are strongly tied together 
economically, with nearly a quarter of the

region’s employed residents crossing county 
borders in getting to work. The impact of 
new industrial development, when it occurs, 
spills across county borders, filtering throughout 
the region. The basis for the region’s develop
ment is its appeal to new enterprise, a factor 
affected by the whole region.

Philadelphia County, the center of the region, 
is the most prominent area in determining this 
appeal. The county dominates the region image, 
provides a broad menu of services and facilities 
used by all parts of the region, provides employ
ment to a major portion of the suburban resi
dents, and houses the region’s low-income popu
lation. Moreover, Philadelphia encompasses the 
greatest portion of the region’s problems, on 
subjects like income, unemployment, housing, 
and transportation. All of the evidence would 
seem to weigh on the side of a regional develop
ment effort. Moreover, one of the fundamental 
steps in the direction of enhanced regional 
growth would seem to be a concentration of 
resources upon problems in Philadelphia County.
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When interest rates rise sufficiently, many savers switch funds out of depository-type institutions into 
marketable securities to get higher yields. This can cause problems for the institutions involved. 
However, an examination of the 1966 period of high interest rates revealed that there is one type 
of savings institution which remained practically immune to the effects of tight money. Here we take 
a look at the . . .

CREDIT  S Q U E E Z E  
A N D  CREDIT U N IO N S

by Susan R. Robinson

Nineteen-sixty-six was a difficult year for most 
savings institutions. Commercial banks, mutual 
savings banks, savings and loan associations, and 
credit unions generally failed to equal their 
average growth of the preceding five years.

As shown in the chart, however, credit unions 
in the Philadelphia area1 fared far better than 
other depository-type institutions. Not only were 
they able to grow much faster than other institu
tions, they also enjoyed the most favorable com
parison with 1961-65 growth rates.2 This sug
gests that credit unions tend to be rather insulated 
from a restrictive monetary policy. Interviews 
with treasurers of Philadelphia credit unions 
confirm the notion.3

1 A s used in this analysis, the Philadelphia area con
sists of Bucks, M ontgom ery, Delaware, Chester, and 
Philadelphia counties.

2 The one exception in the United States as a whole 
as well as in Philadelphia, is the extraordinary growth 
of consumer loans in mutual savings banks. However, 
this type of loan still represents a very small percentage 
of all mutual savings bank loans and a much smaller 
share of total consumer loans than that of credit unions.

3 The non-random sample consisted of two dozen treas
urers of credit unions in Philadelphia. The sample was 
weighted in favor of larger credit unions— only two out 
of the 24 were below-average for Philadelphia County 
in assets, and all but one had an above-average number 
of members. However, the sample included many dif
ferent “ common bonds.”  Fifty-eight per cent of the credit 
unions in the sample were made up of employees of the 
same firm, 21 per cent were for union members, and the 
rest were either fraternal, religious, ethnic or neighbor
hood groups.

WHAT IS A CREDIT UNION?
A credit union is a state or federally chartered 
“nonprofit” financial institution which accepts 
savings from and makes certain types of loans 
to its members. There must be a common bond 
such as residence, business, or religion among 
all members of a credit union. The common bond 
is reflected in the names of some of the Phila- 
delphia-area institutions such as Bell Telephone 
Employees Federal Credit Union, Butchers Fed
eral Credit Union, Ukranian Selfreliance Federal 
Credit Union, and Knights of Columbus Philadel
phia Federal Credit Union. The members, or 
shareholders, own and control the credit union.

Credit unions operate under state or federal 
laws which prescribe, among other things, estab
lishment of mandatory reserves against bad loans, 
limits on the size of any single loan, maximum 
interest rates on loans and maximum maturity 
of loans.

Nearly all the treasurers interviewed stated 
emphatically that they had not felt the effects 
of the 1966 credit squeeze in any way. For most 
respondents, growth of shares and loans during 
1966 proceeded at about the same pace and was 
considered to be part of a normal, steady growth 
pattern. About half the credit unions we polled 
raised their dividend rate in 1966, but in most 
cases this move reflected greater profitability 
rather than a desire to attract or hold savings.
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GROWTH OF ASSETS, SAVINGS DEPOSITS 
AND CONSUMER LOANS AT 

PHILADELPHIA FINANCIAL INSTITUTIONS
Average 1961-’65 and 1965-’66 Percentage Changes

ASSETS

CREDIT
UNIONS

COMMERCIAL
BANKS

MUTUAL
SAVINGS
BANKS

SAVINGS
AND LOAN
ASSOCIATIONS

1 9 6 5 - '6 6

SAVINGS DEPOSITS

CREDIT
UNIONS

COMMERCIAL
BANKS

MUTUAL
SAVINGS
BANKS

SAVINGS
AND LOAN
ASSOCIATIONS

N.A.

CONSUMER INSTALMENT LOANS

CREDIT
UNIONS

COMMERCIAL
BANKS

MUTUAL
SAVINGS
BANKS

SAVINGS 
AND LOAN 
ASSOCIATIONS

Percentage Change
Sources: Pennsylvania Credit Union League; Board of Governors, Federal Reserve 
System; National Association of Mutual Savings Banks; The Evening Bulletin.

The few credit unions which reported feeling 
some effects of tight-money conditions in the 
summer of 1966 apparently were trying to bor
row from other financial institutions or had 
shareholders who were more sensitive to interest 
rate differentials than most credit union savers 
and withdrew their funds in order to receive a 
higher rate of return elsewhere.

The happy experience of credit unions in 1966 
can be attributed largely to two factors— a tre
mendous growth momentum and the unique 
nature of the institution.

Growth momentum. There is no question that 
credit unions moved into the 1966 tight-money 
period with a full head of steam. For example, 
during the 1961-1966 period, assets of the 
nation’s credit unions increased over 81 per cent 
compared to growth rates of 45 per cent for com
mercial banks, 63 per cent for savings and loan 
associations, and 42 per cent for mutual savings 
banks.4 See Table 1.

Table 1
GROWTH OF UNITED STATES FINANCIAL 

INSTITUTIONS— 1961-1966

Savings
Com- Mutual & Loan

Credit mercial Savings Asso-
Unions Banks Banks ciations

Assets 81.5%  45.2%  42.4%  63.0%
Savings 79.9 40.9 43.7 60.7
Consumer
Loans 89.2 64.9 149.3 65.8

Sources: International Credit Union Year Book, 1961-1967, 
Federal Deposit Insurance Corporation, Savings & Loan 
Fact Book, 1967

Growth of savings, loans and assets of credit 
unions in Pennsylvania and in the Philadelphia 
area has been equally striking, although just 
slightly below the national average. As in the 
nation as a whole, 1961-66 growth rates were 
better than comparable ones for commercial 
banks, mutual savings banks,5 and savings and 
loan associations (see chart).

The treasurers in our survey pointed out some 
of the advantages of credit unions which they 
believe have enabled them to grow so rapidly.

4 It should be noted that the high-growth rates for 
credit unions in part reflect the low base from which 
they began. A growth rate of, say, 50 per cent is much 
easier to attain for a small institution than for a large 
one.

5 Again, with the exception of consumer loans by 
mutual savings banks.
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Most of them emphasized, too, that these same 
advantages were operating during 1966 and help 
explain continued growth during tight money. 
The advantages include convenient location near 
the place of work or in the neighborhood, a good 
safety record, attractive yields on savings (4.4 
per cent as compared to either 3.74 in commercial 
banks, 4.21 in savings and loan associations and 
4.13 in mutual savings banks in 1965),° and 
rates of interest charged on loans which are 
comparable to or lower than those members 
would have to pay to other institutions.

The growth momentum established in previous 
years helped credit unions sail through the tur
bulent seas of 1966 with practically no difficulty 
at all. But an even more important factor helping 
to insulate credit unions from effects of a credit 
squeeze is the unique characteristics of credit 
unions.

Unique nature. Principal among these is the 
common bond which, according to law, must unite 
members. Respondents to our survey frequently 
mentioned that there is a psychological value of 
dealing with a nonprofit organization run by 
fellow workers, neighbors, or the members of 
one’s fraternal order. Services that a credit 
union offers can also be tailored to the needs of 
members. Depositors seemingly tend to regard 
their relationship with a credit union as a perma
nent one. Moreover, it appears that nearly all 
depositors at credit unions are rather insensitive 
to higher-yielding investment alternatives. The 
relatively small size of an average savings account 
— $468 in Philadelphia— limits the practicality 
of shifting to other savings media. Often the 
trouble and expense of moving small amounts of 
funds offsets much of the benefits of higher yield.

Moving into the 1966 “ credit crunch,”  credit

0 This relative distribution for the United States as a 
whole was maintained in 1966, but an accurate average 
for credit union dividends is not available.

unions also enjoyed some unique financial ad
vantages. Many credit unions had a surplus of 
liquid assets going into 1966. In addition, they 
found that high employment enabled their mem
bers to continue earning and saving. The very 
few credit unions which found themselves a bit 
strapped for funds were able to borrow from 
their sister institutions.

Vigorous competitors?
The performance of credit unions during the 
credit squeeze is unlikely to escape the attention 
of other types of financial institutions. Indeed, as 
a result of the impressive growth chalked up by 
credit unions, some other depository institutions 
are viewing credit unions as a competitive threat. 
If they continue to grow during periods of mone
tary ease as well as during periods of tight 
money as they have thus far during the 1960’s, 
credit unions likely will attract more notice and 
more concern. Because credit unions - still hold 
only a relatively small share of the markets in 
which they are active and because they are not 
generally known as aggressive competitors, they 
have not come under too much fire from other 
financial institutions.

It is in the consumer instalment loan market 
that they are strongest; yet, even here they rank 
third, with 12 per cent of total consumer instal
ment loans in 1966. Although this share of the 
market is relatively small, it has increased 16 
per cent since 1961. The growth of various par
ticipants in the consumer credit market is com
pared in Table 2.

Credit unions are somewhat smaller in the 
savings arena, where their growth has been some
what slower as well. Their relative performance 
can be seen in Table 3.

There is some debate whether credit unions 
are in competition with other types of financial
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Table 2

CONSUMER INSTALLMENT CREDIT— UNITED STATES

Sales Consumer Other
Credit Commercial Finance Finance Nonfinancial Financial
Unions Banks Companies Companies Sources Institutions

25.9%  8.7%  12.9% 3.5%
22.7 8.1 12.2 2.6

Share of Market 1961 9.9%  39.1%
Share of Market 1966 11.5 43.1
Percentage Change +16.2  +10.2

Source: Federal Reserve Bulletin, July 1967.

institutions. The American Bankers Association 
has noted that credit unions have become aggres
sive competitors in the world of financial 
intermediaries.7 Nevertheless, credit union treas
urers in our survey were not agreed whether they 
actually are in competition with other types of 
financial institutions— particularly commercial 
banks, mutual savings banks, and savings and 
loan associations. About 54 per cent felt their 
credit union was in active competition with other 
institutions, while 41 per cent felt they were unin
volved; a few treasurers expressed no opinion. 
Although one might suspect that larger credit 
unions would be more aware that they are able to

7 American Bankers Association, The Credit Unions’ 
Changing Image (N ew  Y ork: American Bankers A sso
ciation) ,  1966.

Table 3

SAVINGS DEPOSITS—
UNITED STATES FINANCIAL INSTITUTIONS

Credit
Unions

Com
mercial
Banks

Mutual
Savings
Banks

Savings 
& Loan 
Asso

ciations

Share of 
Market 1961 2.9% 39.9% 19.9% 36.9%
Share of 
Market 1966 3.2 44.9 16.9 35.0
Percentage
Change +  10.3 +  12.5 -1 5 .1 -  5.1

Source: Savings and Loan Fact Book, 1967.

-1 2 .4  - 6 .9  -  5.4 -2 5 .7

compete, there seems to be no correlation between 
asset size and feelings of competitiveness.

The treasurers who denied their competitiveness 
usually gave one of two reasons. First, “ We are 
dealing with a different product; our loans are 
much smaller on the average than loans made by 
banks or S & L’s. We’re more limited, too, in terms 
of how much, for how long, and at what rates we 
can lend.”  Second, “ Our market is strictly limit
ed to a small group of people having a common 
bond— we don’t do business with the general 
public.”

Those treasurers who believed they were either 
in active competition with other institutions or 
were the objects of competitive efforts cited 
examples such as these: People are shopping 
around more for loans these days. Banks are 
more aggressive. The new credit cards and ready 
cash-type accounts in particular are a definite 
threat to credit unions. The personal contact and 
unity among credit union members is a big com
petitive advantage.

Most treasurers who expressed an awareness 
of competition involving credit unions said that 
it becomes somewhat greater during periods of 
tight money, as banks step up their efforts to 
attract the savings dollar. However, as may be 
expected, it was noted that competition in the 
consumer loan market typically is greater during 
times of monetary ease.
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Future role of credit unions

How good would the performance of credit 
unions be in the event of another period of tight 
money in the near future? Many of the treasurers 
we polled feel that their credit union’s liquidity 
position is as favorable as it was in 1966, so that 
a credit squeeze would actually benefit them. 
However, several pointed out that their members 
may be better informed now about savings 
alternatives, so withdrawal of funds could become 
a problem. Some treasurers expressed concern 
over the possibility of tight money coupled with 
less-than-booming economic conditions—this
could seriously weaken credit unions’ position. 
On balance, it is probable that any credit squeeze 
in 1968 would not affect the credit unions much 
more than it did in 1966.

Taking a larger view, credit unions should be 
able to continue to grow in the years ahead. 
However, the rate of growth would be moderated 
by any general weakness in economic activity. A 
number of treasurers of industrial credit unions 
pointed out how closely the fate of their institu
tions is tied to the fate of the firm; if there are 
layoffs, the credit union suffers immediately.

Even without a general slowdown in the 
economy, individual credit unions may not be 
able to continue to grow at their recent rate 
because of legal restrictions which are placed on 
them. The most restrictive of these are the “ com
mon bond” requirement and the 5-year maxi
mum length of loans, virtually precluding mort
gage lending. But credit unions still have room 
for expansion within these limits— in loans for 
consumer durables, for example. Furthermore, 
in recent years the term “ common bond”  has 
been interpreted more loosely and the member
ship of some unions is now quite heterogeneous. 
This trend could easily continue. However, 
growth of individual credit unions may not be 
so significant as expansion in the number of 
credit unions. Here the credit union mrovement 
enjoys tremendous growth potential. Every firm, 
plant, church, neighborhood and fraternal organ
ization is fertile ground for establishment of new 
credit unions.

The growth patterns and potentials of credit 
unions coupled with their unique characteristics 
probably would again result in a rather favorable 
experience for credit unions in future periods of 
tight money.
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SU M M A R Y

Third Federal 
Reserve District- United States

Per cent change Per cent change

October 1967 
from

10
mos.
1967
from
year
ago

October 1967 
from

10
mos.
1967
from
year
ago

mo.
ago

year
ago

mo.
ago

year
ago

MANUFACTURING

Production ................ 0 —  3 0
Electric power consumed +  2 +  4 +  2
Man-hours, total* ...... —  1 -  3 -  3

Employment, total ....... 0 +  1 +  1
—  1 0 +  1

CONSTRUCTION** ........ -  1 +  32 +  8 +  8 +23 +  3
COAL PRODUCTION ....... —  4 —  15 —  3 +  6 -  3 +  4

BANKING

(All member banks)
Deposits ................... 0 +  12 +  9 +  1 +  11 +  7
Loans ..................... 0 +  10 +  9 0 +  7 +  6
Investments............... +  3 +  18 +  7 +  3 +20 +  11
U.S. Govt, securities .... +  4 +  14 0 +  4 +  18 +  6
Other ..................... +  2 +23 +  16 +  1 +21 +  16

Check payments*** ...... +  It +  7t +  6f +  3 +  15 +  12

PRICES

Wholesale................. 0 0 0
Consumer ................. Of +  3t +  3t 0 +  3 +  3

Manufacturing Banking

Employ- Check Total
ment Payrolls Payments** Deposits***

LOCAL
C H AN G ES Per cent Per cent Per cent Per cent

change change change change
Oct. 1967 Oct. 1967 Oct. 1967 Oct. 1967

Metropolitan from from from from
oldliSliCdl

Areas* mo. year mo. year mo. year mo. year
ago ago ago ago ago ago ago ago

Wilmington ... —  1 +  2 —  8 -  5 +11 -1 0 -  7 +  3

Atlantic City .... 0 +  9 —  1 +  1

Trenton ....... 0 —  5 0 —  2 0 -1 6 +  3 +  16

Altoona ........ -  1 0 +  2 +  2 —  3 +  5 0 +  4

Harrisburg .... 0 +  1 -  1 +  8 -  4 +  3 +  4 +  15

Johnstown .... -  2 —  8 +  3 -1 1 0 +  4 0 +  8

Lancaster ...... 0 0 +  2 0 -  1 +  4 -  2 +  6

Lehigh Valley .. —  1 —  2 —  1 —  3 +  4 +  7 +  1 +  10

Philadelphia... 0 -  1 -  1 -  1 -  1 +  14 +  1 +  16

Reading ...._... 0 0 +  2 +  2 +  3 +  15 +  1 +  10

Scranton ....... 0 -  1 +  1 +  6 +  2 +  9 +  1 +  14

Wilkes-Barre .... —  2 —  5 —  1 0 -  1 +  4 +  2 +  13

York ........... -  1 -  2 -  1 +  2 +  2 +  4 —  4 +  4

‘Production workers only 
“ Value of contracts 

“ ‘Adjusted for seasonal variation

‘Not restricted to corporate limits of cities but covers areas of one 
fl5 SMSA’s or more counties.
^Philadelphia “ All commercial banks. Adjusted for seasonal variation.

“ ’Member banks only. Last Wednesday of the month.
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