
In an era when credit cards enable millions of 
customers to "buy now and pay later, " many 
people wonder if credit unio~s still_ perform a 
necessary function. The following article _reviews 
the conditions that gave rise to the credit union 
movement and describes how credit unions con
tribute to the nation's economic well-being. 

Present-day credit unions are 
mainstream financial institutions. 
More than 21,000 credit unions 
serve some 47 million Americans. 
Not so long ago, however, credit 
unions were considered radical 
financial innovations. 

The credit union movement be
gan in mid-nineteenth century 
Germany when desperate farmers 
sought relief from their credit prob
lems. At that time, lenders granted 
mortgages only to owners of large 
properties, so small farmers 
banded together and organized in
dependent credit ~ooperativ~~ 
The concept was simple. Parh~1-
pating farmers purchased shares m 
a cooperative, and the cooperative 
loaned the farmers money at 
reasonable rates. In short, people 
who shared common concerns 
pooled their resources and created 
alternative sources of credit. 

Rural credit cooperatives en
joyed modest success, but the 
focus of the credit union move
ment ultimately shifted from the 
German countryside to American 
cities. The Industrial Revolution 
that swept western Europe during 
the first half of the nineteenth cen
tury also triggered a l~rge-sc~le 
migration to the urban, mdustnal 
areas of the United States. Then the 
American Civil War established 
that the interests of northern in
dustrialists would dominate the in
terests of southern planters. These 
developments put an end to t_he 
Jeffersonian dream of an Amen ca 
populated by yeoman farmers, and 
set the stage for sustained indus
trial expansion. 
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Commercial credit fueled Amer
ican industrial expansion during 
the late nineteenth century, but 
prevailing social attitudes and con
ventional financial widsom com
bined to discourage the growth of 
consumer credit. Wage earners 
and salaried workers generally 

The events described in the following 
passages never actually transpired. 
George Hall is a fictiona l character. 

February 17, 1912 

George Hall (not his real name), 
huddled in a doorway and turned his 
collar to the evening chill. Fear gnawed 
at his insides. In fifteen minutes he 
would meet with two men who would 
not accept any excuses. 

Up until a few months ago, George 
Hall had led a quiet, almost monoto
nous existence as a salaried clerk in a 
Wall Street brokerage house. He spent 
most of his modest salary on food, 
clothes, and shelter, but he managed to 

paid cash-on-the-barrelhead for 
what they bough t. Humiliation 
and ruin often awaited those who 
borrowed for personal reasons. 
Loan sharks and other unscrupu
lous lenders preyed on people who 
lacked access to legitimate sources 
of credit. .. 

live within his means. He never spent 
more than he earned, and he never bor
rowed. 

Then illness struck, and George 
Hall's well-ordered life began to un
ravel. Medical bills soon exhausted his 
meager savings. Relatives offered to 
lend him some money, but he needed far 
more than they could spare. He was 
embarrassed to ask friends for help, and 
he was unable to approach his em
ployer. (Hall's employer believed that a 
man should never borrow for personal 
reasons.) Banks were out of the ques
tion because they did not make unse
cured personal loans. 

(Continued on next page) 
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As a last resort, Hall borrowed from 
a sidewalk lender, a "loan shark." The 
loan shark advanced him a small sum 
and charged an exorbitant rate of in
terest. Things went from bad to worse. 
Hall fell far behind on his payments. In 
the end, he couldn't even repay the in
terest . 

He now faced two equally unappeal
ing possibilities. The loan shark would 
either send thugs after him or tell Hall's 
employer about the loan . The second 
possibility worried Hall even more than 
the first, because his firm automatically 
dismissed any employee who owed 
money to a loan shark. If Hall were to 
lose his job, he would also lose his 
tenuous claim to white-collar respecta
bility. 

Lack of access to a legitimate source 
of credit had compounded Hall's origin
al problem. Had he been able to borrow 
at a reasonable rate and gradually repay 
the loan from his future income he 
might have been spared considerable 
pain. 

The American credit union 
movement represented a response 
to the plight of small borrowers. A 
number of rural credit unions 
helped farmers finance equipment 
purchases, but the credit needs of a 
burgeoning urban population pro
vided the real momentum behind 
the American credit union move
ment. Industrial workers, muni
cipal workers, office workers, eth
nic groups, and religious groups 
organized credit unions that pur
sued each group's particular 
needs. Industrial credit unions, for 
example, loaned members small 
sums to purchase tools, pursue 
educational goals, or escape the 
clutches of unscrupulous lenders. 

Consumer credit gained new 
economic importance and greater 
public acceptance during the 1920s 
as Americans rushed to buy a wide 
variety of newly available consum
er goods. But most existing finan
ciaf institutions still assigned a low 
priority to the needs of small bor
rowers. This combination of condi
tions gave an important boost to 
the credit union movement, and 
credit unions multiplied in number. 

By and large, however, credit 
unionism remained a local rather 
than a national phenomenon . 
Several state legislatures declined 
to pass credit union laws, and 
many state banking commissions 
balked at granting charters to credit 
unions. 

Throughout the 1920s, those in 
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the vanguard of the credit union 
movement advocated passage of 
federal credit union legislation. 
Such legislation, they argued, 
would enable credit unions to orga
nize under federal charter any
where in the country, even in 
states that refused to grant char
ters. Proponents of federal credit 
union legislation worked long and 
hard to get a bill through Congress. 
Their efforts proved success
ful, and President Franklin D. 
Roosevelt signed the Federal Cred
it Union Act on June 26, 1934. The 
Act stipulated that any seven per
sons could form a society and, with 
approval of the Farm Credit Ad
ministration, organize a credit un
ion under federal charter. It was 
hailed as "the greatest single step 
forward in the history of the credit 
union movement." 

Nevertheless, credit unionism 
made only slight gains during the 
Depression-plagued 1930s. After 
World War II, however, spending 
and consumer credit mush
roomed. Wartime industries con
verted to peacetime needs, and 
consumer goods poured forth. 
American consumers went on an 
extended spending spree. "Buy 
now. Pay later," became a central 
tenet of modern economic life. 

Against this background, the 
credit union movement experi
enced dramatic growth. The num
ber of American credit unions dou
bled during the 1950s, and credit 
union membership increased by 2 
1/2 times. 

The post-World War II economic 
boom also prompted merchants 
and conventional financial institu
tions to extend an unprecedented 
volume of consumer credit. Banks 
vied with one another to make con
sumer loans . Indeed, consumer 
credit became available from such a 
variety of sources that some doubt 
arose as to whether credit unions 
could keep pace with the changing 
times. 

Recent trends indicate, howev
er, that credit unions still constitute 
an important segment of the na
tion's financial system. The figures 
for total credit union shares (sav
ings) and total loans outstanding 
reflect continued strong perform
ance . 

Credit union shareholders also 
enjoy greater security than ever be
fore . In 1970, Congress created the 
National Credit Union Administra-

tion (NCUA). The NCUA super
vises some 12,000 federally-char
tered credit unions and insures 
credit union accounts for up to 
$100,000 per shareholder. (Bank
ing departments in 46 states super
vise nearly 9,000 state-chartered 
credit unions.) 

Overall, credit unions seem to be 
in a good position to meet the chal
lenges posed by changing econom
ic conditions and financial innova
tion. In the words of Joseph N . 
Cugini, Chairman of the Credit 
Union National Association, Inc. 
(CUNA), "The credit union phil
osophy, the idea that people 
should be able to control and direct 
the institutions that serve their 
basic needs, is alive and well in the 
1980s." 

The New 
England 
Connection 

The American credit union 
movement has strong ties to 
the New England area. The 
first credit union in the United 
States was organized in New 
Hampshire in 1908. Massa
chusetts adopted credit union 
legislation in 1909. 

Boston department store 
owner Edward A. Filene was 
an early proponent of credit 
unions. Filene took the posi
tion that credit unions bene
fited employers as well as em
ployees "because instead of 
having his workmen harassed 
by loan agents, [the employer] 
gets workmen, who, if they 
have to borrow in some emer
gency, borrow among the men 
with whom they are working 
and who will help them get on 
their feet and keep steady." 

Another early supporter of 
credit unions was Massa
chusetts Governor David I. 
Walsh. In 1915 Walsh observed 
that credit unions would "be of 
more benefit to the masses of 
people than even the savings 
banks and the cooperative 
societies, for every banking 
door in the Commonwealth is 
barred to the man who wants 
to borrow $25 without security. 
That's the greatest thing about 
this movement, it reaches a 
class the banks cannot reach. It 
will help all." 
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A Summary of Key Facts About America's Credit Unions 

Credit union membership 
totals 47 million . 

• Credit union assets stand at 
more than $74 billion. 

• Credit union savings total 
more than $66 billion . 

• Credit union loans outstand
ing total more than $50 bil
lion. 

• There are some 21,119 credit 
unions . About 12,185 are 
chartered under federal law 
while the remaining 8,934 are 
chartered under the laws of 
various states. 

• Nearly 97% of all savings in 
credit unions were insured 
under federal or state pro
grams at the end of 1980. 
Steady progress is being 
made toward the goal of 
100%. 

• Accounts typically are in
sured up to $100,000 though 
a few state programs provide 
even greater coverage. 

• Total credit union assets at 
the end of 1981 were about 
14% of total S & L assets and 
about 6% of total commercial 
bank assets. 

• 87% of all credit unions have 
less than $5 million in as ets. 
61.7% have assets less than 
$1 million, and 13% of all 
credit unions have assets of 
less than $100,000. 

• The average credit union is a 
small institution, with 
approximately 2,000 mem
bers. About 90% of credit un
ions are fart of a nationwide 
financia support system -
made up of Leagues, the 
corporate credit union net
work, CUNA and its affi
liates; this enables even the 
small credit union to provide 
better, more cost-effective 
services to its members. This 
cooperative system also gives 
each credit union strength 
and stability not available to a 
single institution. 

What Makes Credit Unions 
Unique? 
• Credit unions are not-for

profit financial cooperatives, 
organized solely to meet the 
financial needs of their mem
bers. Through the credit un
ions, the members pool their 
savings and make loans to 
each other. 

• Each credit union is gov
erned by its members, who 
elect unpaid, volunteer offic
ers and directors who estab
lish the policies under which 
the credit union will operate. 
The elected officials must be 
credit union members. 

• Voting is under the democra
tic principle of one-member
one-vote. No matter how 
much, or little, you have in 
savings (shares) in the credit 
union, you as a member have 
an equal voice . 

• To become a member of a 
credit union you must be 
within its field of mem
bership . About 78% of Amer
ica 's credit unions are 
occupational-based, 17% 
serve members of associa
tions , churches, and fra
ternal organizations, while 
4% are community-based . 

• Net income earned from in
terest on loans and income 
from investments is returned 
to the members in the form of 
dividends on savings, in
terest rebates on loans, and 
expanded service. 

• Besides offering a variety of 
savings and lending services, 
many credit unions offer 
financial counseling, life sav
ings and loan protection in
surance at no additional cost 
to the individual member, 
and payroll deduction plans 
for savings and loans . 

Credit Union Terms 
Shares: Approximately 

equivalent to 
passbook sav
ings accounts. 

Dividends: Interest paid on 
shares. Rate is 
set by the board 
of directors, but 
may not exceed 
credit union 

Share 
Drafts: 

earnings . 

Interest-paying 
transaction 
accounts . Similar 
to NOW 
accounts. 

Share Savings certifi-
Certificates: cates of fixed 

term and rate. 

Common 
bond: 

Corporate 
Central 
Credit 
Union: 

Credit 
Union 
League: 

Credit 
Union 
National 
Association 
(CUNA): 

The unifying 
common interest 
that defines who 
may legally be a 
member of a 
credit union. 

A credit union 
that serves other 
credit unions in 
a single state or 
several con
tiguous states. 
May have a state 
or federal 
charter. 

The trade asso
ciation in each 
state serving 
credit unions 
and affiliated 
with CUNA. 

The national 
trade association 
serving leagues, 
and through 
leagues, more 
than 90 percent 
of U.S. credit 
unions. 

excerpted from Credit Union Report 
1981, permission of Credit Union ational 
Association, Inc. 

3 

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



Multi-Media 
Once Upon a Dime, produced by 
the Federal Reserve Bank of New 
York 

Once Upon a Dime is a kid's-eye 
view of money, banking, and infla
tion. Three full-color filmstrips and 
three audiocassettes transport stu
dents to the mythical island of 
Mazuma, where such characters as 
King Bomba and Nat the Net grap
ple with the inefficiency of barter 
and the specter of rising inflation. 

Once Upon a Dime was de
signed primarily for fourth graders 
and was developed in conjunction 
with several Centers for Economic 
Education . It is structured to fit the 
Master Curriculum Guide in Econom
ics for the Nation's Schools and can 
serve as a useful supplement to the 
money section of the Trade-offs 
video series . 

Once Upon a Dime is available to 
the public at a cost of $29.50 per kit . 
(There is a 20% discount on orders 
of three or more kits.) For more 
information please contact: Public 
Information Department, Federal 
Reserve Bank of New York, New 
York, NY 10045. 

Teaching Economics: Content and 
Strategies, written by Ronald 
Banaszak and Dennis Brennan, 
published by Addison-Wesley 

Ronald Banaszak and Dennis 
Brennan feel that "economics is for 
everyone." They have written a 
textbook that helps to bridge the 
gap between economics theory and 
classroom practice. 

Teaching Economics: Content and 
Strategies is an especially valuable 
resource for teachers who are less 
than comfortable with basic econo
mic principles . The book' s nine 
chapters focu s on such areas as 
"Economic Decision-Making" and 
"Government in the Economy." 
Each chapter is divided into three 
parts. The first part presents eco
nomics content. The second part 
discusses a teaching technique. 
The third part includes lessons that 
illustrate the teaching technique 
being used to teach the economics 
content. 

Funding for the textbook was 
provided by the Foundation for 
Teaching Economics (FTE) . FTE 
also sponsored Our Economy: 

Trading Desk at the New York Fed 
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How It Works, a highly successful 
economics text for grades 7-10. For 
further information on either book 
please contact: Addison-Wesley, 
Innovative Division, Dept. FTE, 
2725 Sand Hill Road, Menlo Park, 
CA 94025. 

U.S. Monetary Policy and Finan
cial Markets , written by Paul 
Meek, published by the Federal Re
serve Bank of New York 

U.S. Monetary Policy and Fi
nancial Markets offers the serious 
reader a comprehensive analysis of 
monetary policy . It also conveys 
something of the fascination that 
monetary policy and financial mar
kets have for policymakers and 
participants. 

Author Paul Meek serves as 
Monetary Advisor at the Federal 
Reserve Bank of New York, and his 
writing reflects considerable first
hand knowledge as well as pains
taking research. The book de
scribes monetary policy from the 
vantage point of the New York 
Fed's trading desk, the focal point 
for domestic open market opera
tions. 

Copies of U.S. Monetary Policy 
and Financial Markets are avail
able from the Public Information 
Department, Federal Reserve Bank 
of New York, 33 Liberty Street, 
New York, NY 10045. Single copies 
are available at no charge . Addi
tional copies cost $4.00 each . 
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New England Update 
CONNECTICUT 

The Connecticut Joint Council 
on Economic Education and the 
Connecticut Department of Educa
tion will co-sponsor a summer 
graduate credit seminar on Econom
ic Survival Skills. The seminar is 
geared to the needs of teachers at 
all educational levels (K-12) who 
are responsible for consumer/eco
nomic education and contempo
rary economic issues in business 
and social studies education. Parti
cipants will earn three graduate 
credits. For more information 
please contact: Dr. Edward L. 
Hamblin, Director CJEE, Universi
ty of Connecticut, Box U-55, Storrs, 
CT 06268. 

MASSACHUSETTS 
Dan Gibbs, Executive Director of 

the Economic Education Council 
of Massachusetts, plans to retire at 
the end of June. The new Executive 
Director will be introduced at the 
Council's May meeting. 

The Center for Economic Educa
tion at Salem State College will 
offer a three graduate credit pro
gram in Economic Education. Ses
sions wilJ be held July 5-July 21, 
Monday through Friday, from 9:00 
a.m. until 12:00 Noon. The 13-

session course is designed to raise 
teacher understanding of econom
ics and to encourage the teaching 
of economic concepts in public 
school classrooms. A grant from 
the Economic Education Council 
of Massachusetts enables Salem 
State College to offer the course at 
the total cost of $45 per person. For 
additional information please write 
to: Robert Crofts, Director, Center 
for Economic Education, Salem 
State College, Salem, MA 01970. 

RHODE ISLAND 
Charlie Francis is the new Chair

man of the Rhode Island Council 
on Economic Education. Retiring 
Chairman Ed Krause remains on 
the Council's executive board. 

June 30, 1983 is the deadline for 
submitting an entry to the 1982-
1983 Rhode Island Economic 
Education Teaching Awards Pro
gram. The Program's major pur
poses are: 1) to identify and reward 
teachers who design and imple
ment outstanding classroom in
struction in economic education, 2) 
to increase student economic litera
cy, and 3) to encourage elementary 
and secondary teachers in all sub
ject areas to teach more economics. 

Innovative Classroom 
The following article originally 

appeared in the March 1982 issue of the 
Baylor University Report. It is re
printed by permission. 

The model described in the article 
was developed by Dr. John Pisciotta 
and was a winning entry in the 1982 
International Paper Company Founda
tion Awards Program for Teaching 
Economics. Dr. Pisciotta is Director of 
Economic Education Programs, Center 
for Private Enterprise and Entrepre
neurship, Baylor University, Waco, 
Texas . 

Plans for constructing the model are 
available at a cost of $2. 00. Write to 
Dr. John Pisciotta, Center for Private 
Enterprise and Entrepreneurship, 
Baylor University, Waco, Texas 76798. 

If you have an economic education 
technique or model that you would like 
to share with other Ledger readers, 
please forward a description of the 
material to: Editor, the Ledger, Public 
Services Dept ., T-3, Federal Reserve 
Bank of Boston, Boston, MA 02106. 

Deeper Higher 
Recessio.nflation 

The Economic Balance Scale 

Any elementary or secondary 
teacher in Rhode Island may sub
mit an entry. Awards are granted 
in each of three categories: grades 
K-4, grades 5-8, and grades 9-12. 
For more information please con
tact: Center for Economic Educa
tion, Rhode Island College, Provi
dence, RI 02908, Phone: (401) 456-
8037. 

VERMONT 
The Econ Trek summer work

shop will be held June 27-July 1 at 
the University of Vermont. It will 
provide teachers with classroom 
materials, teaching ideas, and 
background on the Vermont eco
nomy. The full week of work will 
include field analyses of Vermont 
businesses and industries; guest 
speakers from government, busi
ness, and labor; viewing of Econ 
Trek television shows on Vermont 
economic issues; demonstration 
lessons; and seminars on economic 
principles. Malcom F. Severance, 
of UVM's Business Administration 
Department, will lead the econom
ic instruction for the workshop. For 
more information please contact: 
Econ Trek, Vermont Department 
of Education, Montpelier, VT 
05602. 

Unique Teaching 
Device Dramatizes 
Economic Theory 

No matter the ups and downs of 
the nation's economy, Dr. John 
Pisciotta will be keeping pace 
with another easy-to-understand 
teaching aid. 

Dr. Pisciotta, Director of Eco
nomic Education Programs at Bay
lor's Center for Private Enterprise, 
has a ~eputation for simp~ifyinp 
things m the classroom. Fust, 1t 
was the water-powered economics 
tank that he unleashed on his stu
dents - making complicated eco
nomic theory a little easier to 
understand. 

Now, he has perfected a new 
model to demonstrate supply-side 
and demand-side economics. Such 
a model is badly needed, he claims. 

(Continued on page 6) 
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Innovative Classroom !Continued) 

"Beginning in the late 1970s, 
supply-side economics has gained 
increasing attention among econ
omists, policymakers, and cit
izens," he said. "Indeed, President 
Reagan's economic policy is largely 
based on supply-side economics." 

"But in order to keep economics 
instruction up to date, we must 
treat supply-side economics and 
contrast it with the demand-side 
view that has dominated econom
ics since the post-World War II 
period. However, economics edu
cators have a problem in that ex
isting models are biased toward de
mand-side economics. There are 
no teaching models that have been 
developed for a general presenta
tion of supply-side economics ." 

Dr. Pisciotta said he believes his 
model will meet that need. It fea
tures a balance-scale representing 
the demand-side and the supply
side of the economy. Discs are 
placed on the scale to show how 
the two sides of the economic bal
ance influence each other. 

"The discs added to the supply
side of the balance represent the 
economy's ability to produce or 
supply goods and services," he 
said . "On the demand-side, we 
have piles of smaller discs repre
senting the major components of 
demand, personal consumption, 
business investment, and govern
ment purchases." 

He said the ideal situation for an 
economy is to have sufficient de
mand to bring full utilization of an 
economy's growing production 
capacity. Interpreted by his model, 
this means that the weight of the 
demand-side discs would equal the 
weight of the supply-side discs. 

"When this happens, the eco
nomy has continued growth with 
the top arrow of the balance point
ing straight up," Dr. Pisciotta said. 
"Thus we are tilting neither toward 
deeper recession nor to higher in
flation." 

He said the theory of demand
side economics was launched in 
the Great Depression by the En
glish economist John Maynard 
Keynes. "Keynesian economic 
theory was a reaction to the world
wide depression of the 1930s. 
Keynes argued that the economy 
was in recessionary condition be
cause of insufficient demand. The 
Keynesian solution to the problem 
was to have government involve
ment to stimulate demand. Keynes 
advocated increased government 
purchases and cuts in taxes to 
promote consumption and invest
ment spending." 

Dr . Pisciotta said supply-side 
economists urge a shift in empha
sis from the manipulations relating 
to the demand-side of the econom
ic balance to the supply-side. 

the 
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"They argue that demand-side eco
nomics, as it has been imple
mented in our political system, has 
damaged incentives to work, save, 
and invest." 

Supply-side theorists also feel 
that the main national policy of the 
country should be to conduct gov
ernmental affairs in a way that pro
vides as much of a supply-side 
stimulus to the economy as possi
ble, Dr. Pisciotta said. "This policy 
involves cuts in government 
spending, especially in regulatory 
areas that are hampering private 
enterprise initiatives. The policy 
also calls for across-the-board cuts 
in the tax rates for individuals and 
businesses alike." 

Dr. Pisciotta added, "Supply
side economists emphasize that in
flation can be fought from the 
supply-side as well as the demand
side. In a nutshell, the supply
siders are saying that when there 
are too many dollars chasing avail
able goods and services, we should 
be devoting a good deal of our 
attention to increasing production 
throughout the private sector." 

Whichever way the inflation
recession pendulum swings in the 
coming months, Dr. Pisciotta -
discs at the ready - won't be far 
behind, chasing the economic 
trends with his new model. 
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This newsletter is published periodically as 
a public seroice by the Federal Reseroe Bank 
of Boston. The reporting of news about 
economic education programs and 
materials should not be construed as a 
specific endorsement by the Bank. Further, 
tl,e material contained herein does not 
necessarily reflect the views of the Federal 

Reserve Bank of Boston or the Board of 
Governors. Copies of this newsletter and a 
catalogue of other educational materials 
and research publications may be obtained 
free of charge by writing: Bank and Public 
Information Center, Federal Reseroe Bank 
of Boston, Boston, MA 02106, or by 
calling: (617) 973-3459. 
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