TEXT OF THE LETTER
 

 

Congressman _______________,

 

On behalf of the 430 community bank members of the Community Bankers Association of Illinois (CBAI), I am writing to express strong opposition to any amendment to the Small Business Lending Fund Act of 2010 that would expand the commercial lending powers of taxpayer-subsidized credit unions.
 

As you know, CBAI strongly supports the goals of the underlying legislation.  Indeed, ensuring that small businesses have access to credit is crucial to job creation and the pivotal role small businesses play in employment and in our nation’s economic recovery.  That is why CBAI strongly supports the proposed Small Business Lending Fund and other measures that will bring more credit to small businesses.
 

However, the proposal to expand the business lending powers of tax-subsidized credit unions would serve no useful purpose at this time and could well jeopardize the economic recovery.
 

Community banks are prolific lenders to small businesses. While community banks represent only about 12 percent of all bank assets, they support nearly 40 percent of small business bank loans under $million and nearly half of all small business loans under $100,000.  The community bank business model is built on longstanding relationships with our small business customers.  And the experience community banks have gained in supporting our small business customers has served us well during these difficult times.
 

The national economy is still fragile, and now is not the time for “on the job training” for credit union lending officers.  Very few of the nation’s 7,600 credit unions make small business loans.  In fact, only 41 credit unions are at or near the current statutory cap of 12.25% of assets.  Opening the flood gates for thousands of inexperienced credit unions to jump into small business lending in an experiment to bolster their bottom line is a recipe for disaster and could set-back recovery efforts.
 

In fact, it is questionable whether the credit union industry is currently stable enough to justify any new ventures.  A Viewpoint column in the American Banker earlier this year found the following:  “In 2010 it will become evident that the credit union industry is critically undercapitalized. Capital has been decimated across the board by the breadth of corporate failures.  The NCUA and independent analysts estimate that credit unions are facing losses in the $15 billion to $50 billion range. With only $90 billion in capital and stagnant earnings, recognizing these losses will dramatically limit the ability of the industry to serve its members and the community.”
 

To address this industry-wide capital deficiency, the column continued: “Meanwhile, the NCUA, credit union trade associations and a number of credit unions are seeking congressional authority to access internal secondary capital. Their plan involves selling debt (counted as capital) to their credit union members. This is a terrible idea that any regulator should be against. No matter what the disclosures stipulate, members will think they are buying federally insured deposits. It's the Keating S&L case just waiting to happen again.”
 

The credit union industry would do well to shore-up its own financial stability before exporting its problems to our nation’s small businesses.  
   
We also find incredulous the assertion that expanding the business lending powers of credit unions will be tax neutral.  The non-partisan and non-aligned Tax Foundation found that the credit unions’ tax subsidy is costing American taxpayers more than $30 billion in lost revenue over ten years.  Expanding the credit unions’ subsidy would merely exacerbate that shortfall and cost American taxpayers even more.  During this period of massive spending and skyrocketing federal deficits, we believe it would be more prudent for Congress, and more beneficial to our national economy, to repeal the credit unions’ tax exemption to help reduce the national debt.
 

William A. Kelly, Jr., the lead researcher in a study conducted by the Graduate School of Banking at the University of Wisconsin-Madison, agreed.  "Taxpayers would benefit from a policy that required credit unions to pay income taxes as do other businesses, including cooperatives,” he said. 
 

The CBAI has consistently expressed concerns about expanding credit unions’ commercial lending powers.  Credit unions were created by Congress, and given certain tax and regulatory advantages (they are not subject to the Community Reinvestment Act, as are taxpaying community banks), for the purpose of serving individuals of modest means.   Indeed, Kelly found that credit unions have failed to live up to this mandate.  "Because taxpayers are subsidizing credit unions, the issue is, are credit unions serving modest-income people?" Kelly said. "We found that credit unions as a group benefit the upper end of the middle-income spectrum much more than the lower end. . . .”  
 
H.R. 1151, the Credit Union Membership Access Act (“CUMAA”), which first codified the practice of commercial lending, imposed a limit on member business loans.  The Senate Banking Committee report on this bill stated clearly that Congress intended that business lending by credit unions be incidental to, and not the main focus of, the services provided to their customers.  We believe the Senate Banking Committee was right.  The current restrictions on member business loan activity is, in our view, more than sufficient for any credit union to make member business loans as an incidental service.  
 

It has been clear for some time that there is a strong trend in the credit union industry, routinely enabled by NCUA actions, away from the statutory mandate to serve people of small means and towards direct competition with taxpaying commercial banks for customers in the general population for all product and service lines.  Credit unions should demonstrate that they can satisfy the basic statutory mission that Congress spelled out for them before attempting to expand their powers into more complex and specialized fields.
 

I believe that expanding the commercial lending powers of credit unions would do more to promote the power-hungry interests of large, multi-bond tax-exempt credit unions than to reduce joblessness and create new employment opportunities.  We urge you to reject the attempt to exploit the economic crisis to satisfy these self-serving desires.
Thank you for this opportunity to express the view of community bankers across the nation as well as in your district.
