
SUBMISSION FROM THE ASSOCIATION OF BRITISH CREDIT 
UNIONS LIMITED SCOTLAND (ABCUL) SCOTLAND 

 
Introduction 

 
1. The Association of British Credit Unions Limited (ABCUL) welcomes the 
opportunity to make a submission to the Economy, Energy and Tourism 
Committee’s inquiry into the way forward for Scotland’s banking, building 
society and financial services sector. ABCUL is the main trade association for 
credit unions in Scotland, England and Wales. Like its member credit unions, 
ABCUL is an Industrial and Provident Society. It is a co-operative formed, 
owned and controlled by its members. ABCUL is the Scottish and British 
member of the World Council of Credit Unions (WOCCU), the worldwide apex 
body whose members represent 186,000,000 members of 54,000 Credit 
Unions in 97 countries. Approximately 85% of Scotland’s credit union 
members are with ABCUL member credit unions. 
 
2. There are currently 114 credit unions in Scotland with a combined 
membership of more than 250,000, meaning 1 in 20 Scots are credit union 
members. In the city of Glasgow, 1 in 5 people are credit union members. For 
the whole of Britain (England, Scotland and Wales), 1 in 70 people are credit 
union members. The credit union sector is therefore proportionately stronger 
in Scotland, with around 40% of British credit union members in Scotland. 
 
3. Credit unions play a significant role in the provision of financial services in 
Scotland. Scotland’s credit unions currently hold over £200m in savings and 
are lending approximately £170m, often to people on lower incomes who 
would be unable to access affordable credit from any other source. 
 
4. However, while the provision of savings and loans to financially excluded 
people is a major feature of their work, credit unions should not be regarded 
as a “poor person’s bank”. Many credit unions have a diverse membership, 
including people on middle and higher incomes who recognise their credit 
union not only as an ethical source of financial services, but also as a 
competitive provider of the products and services they are seeking. 
 
5. Over the last decade, ABCUL has played a leading role in reforming and 
modernising the credit union movement in Scotland. As a result, the credit 
union movement has grown dramatically and is now adopting models of 
development and offering a range of products which has significantly 
improved the scale of many credit unions. Credit unions aim to provide 
inclusive financial services in the communities and/or workplaces they serve. 
As a result, they offer much more affordable short term credit and small scale 
savings products than many other financial services providers and do not aim 
to serve only the more profitable end of the market. As not-for-profit 
organisations, they invest any surplus in reserves to strengthen the business, 
in developing services for members, or to pay a dividend on members’ 
savings. 
 



6. Many credit unions now offer a wide range of products and services to their 
members, including insurance, cash ISAs, Child Trust Funds and even 
mortgages and current accounts. Five Scottish credit unions now offer current 
accounts to their members, with several more working towards offering the 
service. Since it was first piloted in 2007, over 23,000 people across the UK 
have opened a current account with a credit union.  
 
7. ABCUL firmly believes that credit unions will play an increasingly important 
role in the provision of financial services to the people of Scotland over the 
coming years. We welcome this opportunity to submit our views on the areas 
of the inquiry which apply to our sector, and we would be happy to provide 
any further information the Committee may wish. 
 
The cause, nature and impact of the recent difficulties in the financial 
sector in Scotland 

 
8. As financial co-operatives owned, controlled by and run for the benefit of 
their members, credit unions do not borrow recklessly to fund their operations, 
they do not lend beyond their means, they do not gamble members’ money on 
stock markets or trade in complex financial products, and they are not 
vulnerable to the whims of external shareholders, investors, traders or short-
sellers. 

 
9. Although credit unions were not to blame for the financial crisis and, 
through their co-operative business model, had not taken some of the risks 
which left other financial institutions extremely vulnerable, the impact of the 
financial crisis has nonetheless been felt by credit unions. 
 
10. With the country entering recession, this obviously caused significant 
economic problems for a number of individuals and families across Scotland. 
Credit unions have had to be flexible and understanding in dealing with 
members who may be struggling to keep up payments on a loan, not only to 
ensure the best service for that member, but also to control the level of bad 
debt in order to protect the credit union for the benefit of all its members. In a 
recent survey of ABCUL members, 73% of credit unions reported an increase 
in the number of members struggling to repay their loans, with 18% reporting 
a significant increase. As a result, credit unions have had to be more cautious 
with their lending, with 64% reporting an increase in the number of loan 
applications they have had to reject; 30% reporting a significant increase. 
 
11. As credit unions are currently required to place their deposits with a bank, 
the dramatic cuts in the Bank of England base rate and passed on by the high 
street banks has seen many credit unions lose a previous stream of income. 
Although credit unions primarily generate income by lending out the money 
they take in as savings, a number of credit unions hold substantial sums in 
reserves and had been able to rely on a healthy annual return which was re-
invested in the business or passed on to savers as a dividend. With interest 
rates slashed, this income is no longer available. 
 



12. The financial crisis also seems to have made many people more cautious 
with their money. 64% of credit unions have reported an increase in the 
amounts of savings that have been deposited this year, with 24% reporting a 
significant increase. 
 
13. The financial crisis seems to have caused a loss of faith in the banks 
among many people, and credit unions have to some extent benefitted from 
this. Drawn by the co-operative model and principles outlined above, some 
credit unions reported to us that in the six months from October 2008 to 
March 2009, they received three times the number of new membership 
applications they had received in the previous twelve months. Several credit 
unions even reported of occasions when people had withdrawn five figure 
sums from their banks which they wished to deposit with the credit union. 
 
14. As the financial services sector seeks to rebuild its reputation following the 
banking crisis, credit unions are increasingly recognised as an ethical option 
for people of all income levels who wish to access financial services from a 
local provider which operates in the interests of its members. There is a great 
opportunity for credit unions to be placed at the heart of Scotland’s financial 
services sector. 
 
The availability and cost of credit 

 
15. Credit unions have always aimed to make credit available and affordable. 
Following the financial crisis, many credit unions have reported an increase in 
loan applications from people who have previously borrowed from a bank but 
are no longer able to do so. In fact, 46% of credit unions reported to ABCUL 
that they had received more loan applications from people in employment and 
earning middle to higher incomes. 
 
16. Credit unions remain concerned about the cost of credit for people who 
are turned away by mainstream lenders. In the recession, we are seeing a 
demographical shift in the credit market as more and more people in 
employment and on decent incomes are forced to use payday advance loans 
or high cost doorstep lenders, while many on the lowest incomes – viewed as 
too great a credit risk – are no longer even able to access these sources of 
credit and are forced into the clutches of illegal lenders. 
 
17. The statutory maximum interest rate which credit unions can charge on a 
loan is 2% per month on a reducing balance, which works out at 26.8% APR. 
However, a high proportion of credit unions lend at 1% per month on a 
reducing balance (12.7% APR), or less. 
 
18. However, many people use doorstep lenders who charge extremely high 
rates of interest. For example, a loan of £500 from Provident Personal Credit 
would be paid back at £17.50 per week for 52 weeks, making a total 
repayment of £910 (272.2% APR)1. A £500 loan from a credit union at 1% per 

                                            
1 http://www.providentpersonalcredit.com/home-credit/loan-calculator/ 



month paid over 52 weeks would mean a total repayment of £531.07, a 
massive saving of £378.93. 
 
19. Credit union coverage in Scotland is comparatively good, with the vast 
majority of Scots eligible to join at least one credit union. In most of the areas 
that are not currently served by a credit union, work is already underway to 
establish a credit union or extend the common bond of existing credit unions. 
 
20. For a number of years, the UK Government and the Scottish 
Executive/Government have recognised the value of strong, sustainable credit 
unions and have acted to support the growth and development of the sector. 
Currently, a number of credit unions are benefitting from the Scottish 
Government’s Third Sector Enterprise Fund and the Third Sector Credit Union 
Fund. 
 
21. ABCUL welcomes this support for developing credit unions' organisational 
capacity through activities such as business planning, product development, 
service improvements, staff and volunteer training, marketing, advertising and 
IT upgrades. In particular, the support available for credit unions that wish to 
offer the Credit Union Current Account could help more credit unions to offer a 
full range of banking services to their communities. 
 
22. Credit unions have a proven track record of providing affordable credit to 
people who may otherwise be forced to use high-cost credit and spend large 
sums of money they can ill afford on high interest payments. In the economic 
downturn, more and more Scots will fall into this category. With appropriate 
support for their continued growth, credit unions can not only play an even 
greater role in serving this market, but will increasingly be able to offer a full 
range of financial services to their members and to the wider community. 
 
The future of Scotland as a financial services centre 

 
23. Credit unions have the potential to be major players in Scotland’s financial 
services sector. Already, the larger credit unions in Scotland are bigger than 
the smaller building societies, and in countries such as the USA, Canada and 
Australia, credit unions are major providers of the full range of financial 
services one would expect from a bank or building society. In fact, credit 
unions serve over a quarter of the population in those countries. 

 
24. In July 2009, the UK Government published the Legislative Reform Order 
which will make the biggest changes to credit union legislation in this country 
since the original Credit Unions Act of 1979. ABCUL has argued for a number 
of years that the existing legislation stifled the potential of credit unions here 
to reach the level credit unions in other countries now operate at. Having seen 
the strength and effectiveness of the credit union business model in serving 
the public and attracting new members, the UK Government has announced a 
number of measures which will allow credit unions to further grow and serve 
more of the population. It is expected that credit unions will be able to use the 
new powers from April 2010. 
 



25. One of the key changes will be allowing greater flexibility in who a credit 
union can serve. While the requirement for a common bond remains in place, 
this will be less restrictive than at present, allowing credit unions to serve 
anyone who lives or works in a larger geographical area. Perhaps more 
importantly, this will also allow a credit union to serve several geographical 
areas which may not necessarily be connected, and to offer services to all 
staff of a partner employer, whether or not those individuals are based within 
the geographical bond. 
 
26. Further opportunities to grow the membership and capacity of credit 
unions will be afforded by the ability to offer interest on savings accounts. 
While many credit unions currently pay a dividend on savings, they are not 
allowed to advertise what this might be as it is decided retrospectively at the 
AGM. Being able to offer an agreed rate of interest will allow credit unions to 
compete on a level playing field for savers’ business with the banks and 
building societies, something credit unions would be very well placed to do. 
The new legislation will also allow credit unions to admit organisations to 
membership, meaning they could provide services to community groups, 
charities, social enterprises, small business and the like. 
 
27. Although each credit union is an independent enterprise, experience from 
around the world shows that credit unions can make significant progress 
when they work together. This has been demonstrated by the credit unions 
that worked with ABCUL to launch the Credit Union Current Account, and 
ABCUL is currently developing a project to share the provision of back office 
services for the credit union sector. This model of collaborative working could 
help foster greater growth and sustainability in the credit union movement in 
Scotland and Britain, and could help pave the way for credit unions to firmly 
establish themselves as serious players in the future financial services sector 
in Scotland. 
 
Conclusion 

 
28. In many countries around the world, including some of the most advanced 
economies, credit unions are major players in the provision of financial 
services. Despite the legislative restrictions faced by the sector in this country, 
credit unions have nonetheless established themselves as successful, 
sustainable, popular and trusted financial institutions. With the loss of trust in 
some other financial institutions and the opportunities afforded by the new UK 
legislation, there is no reason why credit unions should not become some of 
the leading providers of the full range of financial services to the people of 
Scotland in the near future, and this development should be supported and 
encouraged. 

 
29. ABCUL would be very happy to provide any further information which the 
Committee may wish or to provide oral evidence if required. 

 
 

The Association of British Credit Unions Ltd (ABCUL) 
September 2009 
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