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B Credit unions represent an important part of the Canadian banking sector and, therefore, the
Canadian economy. Outside of Quebec, at the end of 2021 credit unions held almost $280 billion
in assets, representing about 7 percent of banking sector assets.

B While improving corporate governance has been part of the reform agenda for federal
policymakers and banks since the financial crisis, less is known about how credit unions have
evolved their governance practices and standards to address the growing complexity of banking.

B This E-Brief begins with a snapshot of the evolution and performance of the credit union
sector over the 2012-2019 period, reviews the practices and board composition at some of the
country’s biggest credit unions and makes recommendations for improvement.

B Among them: Clarity of purpose is critical as credit union boards determine what is behind the
gap between their performance and that of the banks in terms of two key measures, namely
return on assets and the efficiency ratio.

B Credit unions need to ensure that board and member dynamics are conducive to good
communications, thereby increasing transparency and information flow to members and
encouraging meaningful member engagement.

B Boards can guard against “capture” by providing management with a set of performance
indicators and attendant incentives that create an efficiently run credit union to deliver
meaningful benefits for members.

While the COVID-19 pandemic and the inflationary pressures that followed have superseded the
2007-2009 financial crisis as the defining event of the new millennium, the latter is still shaping
financial sector policymaking.

Even as the earlier crisis recedes from memory, financial sector policymakers continue to roll
out a policy agenda built around what is believed to be a key cause of the financial crisis, namely
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poor corporate governance at large internationally active banks. The focus on corporate governance is built on
the premise that, without effective oversight by the board of directors, managers may take actions that harm the
interests of shareholders or other stakeholders — e.g., by taking excessive risks, failing to control costs or making
poor investments. To carry out this oversight role, the board needs to have the appropriate skills, expertise and
experience.

With this framing in mind, policymakers have paid increased attention to how corporate governance shapes
the behaviour of financial institutions. In 2010, for example, as the financial crisis was abating, Canada’s Office
of the Superintendent of Financial Institutions (OSFI) created a new governance division to review banks’
governance practices and their compliance with its governance guideline, first introduced in 2003, after a
series of high-profile accounting scandals linked to governance failures. OSFI, which has no oversight role over
provincial credit unions, subsequently revised its corporate governance guidelines in 2013 and again in 2018.
Federally regulated banks appear to have responded by sharpening their efforts to bring on board members with
“broader skillsets and experience” and “relevant financial industry and risk management experience,” as Jeremy
Rudin, then Superintendent of Financial Institutions, noted. Bank boards have also shifted their attention to
strategic direction and risk management (Rudin 2016).

While governance has been a key part of the reform agenda for federal policymakers and banks, less is
known about how credit unions have evolved their governance practices and standards to address the growing
complexity of banking and the changes taking place in the provincial credit union sector, as well as how credit
unions have performed financially during this period. This gap is not altogether surprising. Credit unions are
much smaller than the chartered banks. They also have no publicly traded shares and are subject to few public
disclosure requirements. As a result, credit unions generally generate far less academic, media or policy scrutiny
than banks.!

However, the high-profile demise of Pace Credit Union, a mid-sized southern Ontario credit union, has drawn
sustained media and public attention and raised questions about the sector’s governance practices, including
the quality of supervision.> News coverage suggests that Pace’s elected board was not up to the task of exercising
effective oversight over the father-son management team that was eventually dismissed over allegations of fraud
and self-dealing that could have dated back many years. According to one report, Pace’s “culture of systematic
self-dealing and secret commissions ... was facilitated by board negligence, poor judgment and complicity.”
(None of the allegations have been proven in court and the father and son team deny the allegations against
them.)

1 This paper focuses on credit unions outside of Quebec because there are significant differences in size, structure,
availability of information and regulatory oversight between Quebec’s Desjardins system and credit unions in the rest
of Canada.

2 Globe and Mail banking reporter James Bradshaw has written half a dozen times about Pace Credit Union, beginning
in 2018 with a story about how it was placed under regulatory administration (“PACE credit union placed under
regulatory administration amid governance probe,” Oct. 4, 2018) through to a more recent story about the sale of
Pace Credit Union assets to another Ontario credit union (“Ontario regulator makes deal to sell core business of PACE
credit union,” April 21, 2022).

3 James Bradshaw, “Web of deals: PACE credit union executives committed civil fraud with years of ‘secret’ payments,
regulator alleges,” Globe and Mail, Nov. 22, 2019.
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Concerns about co-operative governance are not new. As co-operatives, credit unions are structured as one-
member, one-vote businesses. Observers have long expressed concern, going back at least to the 1960s, about
the dwindling share of members who vote at annual general meetings. A 2012 study (Goth, McKillop and Wilson)
of Canadian and US credit unions, for example, found that turnout was often below 2 percent of the eligible
membership, raising concerns about whether members understand that they are owners with voting and control
rights and have a responsibility to monitor their organizations. The low participation rate also raises questions
about board management capture, incentives and efficacy. Observers have also expressed concern about the
share of voters who are employee-members, raising questions about who really controls the credit union.*
Meanwhile, anyone interested in monitoring credit unions faces challenges finding publicly available financial
information beyond what is available in annual reports.

If credit unions were unimportant, these observations might not matter. However, credit unions represent
an important part of the Canadian banking sector and, therefore, the Canadian economy.> Outside of Quebec,
at the end of 2021 credit unions held almost $280 billion in assets, representing about 7 percent of banking
sector assets. They have a large market share in all but one of the four western provinces, serving an estimated
40 percent of people residing in BC, 41 percent of those in Saskatchewan and 50 percent of Manitobans.® They
employ some 29,000 people, two-thirds of whom live and work in western Canada. By contrast, Canadian banks
employ 72 percent of their staff in Ontario.” Survey data from the Canadian Federation of Independent Business
(CFIB) show that credit unions serve about 11 percent of small and medium-sized businesses and an equal share
of the agricultural loan market, out of proportion with their overall share of banking-sector assets.® Credit unions
also provide financial sector competition. Clearly, all Canadians, whether credit union members or not, benefit
from a healthy, vibrant financial system — this health and vibrancy are enhanced when credit unions are strong
and well governed.

With these perspectives in mind, this E-Brief begins with a snapshot of the evolution and performance of the
credit union sector over the 2012-2019 period, reviews the practices and board composition at some of the
country’s biggest credit unions and outlines how these practices have evolved over time.

Underpinning our analysis is the idea that strong governance supports strong financial performance, though
of course many factors ultimately affect the latter. Most of our analysis is focused on the largest credit unions, in
part because of the relative absence of publicly available information about the wider universe of credit unions,

4 See, for example, Hoel (2011).

In 2018, the federal government introduced amendments to Section 983 of the Bank Act that effectively allowed
credit unions (and other deposit-taking institutions) to use otherwise restricted terms like “banking,” subject to
certain restrictions. For a discussion of this measure from OSFI, see: https://www.osfi-bsif.gc.ca/eng/fi-if/in-ai/Pages/
inbnk0618.aspx.

6  Alberta is the exception in western Canada because ATB Financial, a provincially owned Crown corporation, serves as
the main alternative to the banks in that province. It operates, for example, an extensive rural branch network.

See Canadian Credit Union Association (CCUA) 2019-2020 Community & Economic Impact Report.

Other data from this paragraph are taken from the CCUA Top 100 Report, Second Quarter 2021 and the 2019-2020
Community & Economic Impact Report.
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and in part because of their weight: the 10 largest credit unions account for more than half of credit union
assets. As a result, our findings do not apply to smaller or mid-sized credit unions like Pace, even though the
writing of this E-Brief was inspired in part by its demise.’

On performance, the available data suggest the largest credit unions have fared well over the period before
the pandemic but with some important opportunities for improvement.

On governance, there have been commendable efforts to improve over this same timeframe, with boards
increasingly using deliberate strategies to recruit skilled and experienced board members. Acknowledging this,
we provide specific governance-related recommendations of things credit unions can do to head off existing,
emerging and future challenges, especially those associated with a shifting technological, regulatory and
competitive environment as well as those inherent with democratic governance in large co-operatives.'’

First, credit unions need to be clear about their purpose. They need to use that purpose as a guide through
an increasingly difficult operating environment including future mergers, the possibility of interprovincial
“passports” and whether to take up the federal credit union option. Clarity of purpose can also help credit
unions assess whether any gaps in conventional performance measures (e.g., efficiency) are by accident or by
design (i.e., aligned with purpose). If the latter, the board should ask management for indicators that capture
those member benefits and control for those differences. If the former, with the gap due to substandard
performance, the board needs to ask for a plan to fix the problem.

Second, credit unions need to be mindful of the challenges associated with more deliberate board
recruitment strategies. These include a potential loss of legitimacy as democratic institutions, the absence of
strong voices from non-professional walks of life and, ultimately, the risk of capture by management and a small
cadre of voters.

Third, it should be easier to learn about Canada’s credit unions, and for members to hold them to account. It
is elsewhere. For example, in the US the National Credit Union Administration provides easy-to-access historical
financial data on credit unions going back decades. OSFI similarly makes data on the large banks available on its
website, and provincial regulators should do the same for credit unions.

1. Credit Union Performance

The financial sector is critical to the Canadian economy. Through the efficient allocation of capital, it affects both
absolute and relative sectoral economic growth. Given this important role, it is vital this sector be competitive

— and resiliently so. Credit unions play that competitive role in Canada, with 7 percent of banking sector assets
outside of Quebec and with significant market shares in BC, Saskatchewan and Manitoba.

But what about performance? How have credit unions fared in the time since the Great Financial Crisis?
The answer will give us a snapshot as to the health of credit unions and drive some of our thinking on where
governance needs to go to keep these financial institutions competing in an increasingly complex environment.

9  See James Bradshaw, “Ontario regulator makes deal to sell core business of PACE credit union,” April 21, 2022, Globe
and Mail.

10 For a further discussion of the challenges credit unions face, see Losier (2021).
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There is little in the way of easily accessible publicly disclosed financial information for credit unions.!" This
is an issue that should be on the radar screen of boards and regulators alike. Still, we were able to compile some
statistics based on data collected from the annual reports of the 100 largest Canadian credit unions since 2012.
We benchmarked these against the data on the six largest Canadian banks.

We acknowledge the period in question represents a relatively benign operating environment. Important
insights can be missed when data do not capture periods of stress. With this important caveat noted, Table 1
summarizes the resulting comparative data.'?> The numbers indicate that the largest credit unions are performing
reasonably well alongside their bank counterparts. Assets at the 100 largest credit unions have, on average,
grown quickly and consistently (i.e., with less volatility) from 2012 to 2019.'3 While consolidation (as discussed
below) may explain some of the growth, the lack of volatility is notable. The 100 largest credit unions have also
experienced low loan losses as a share of total assets and are well capitalized using a standard leverage ratio
calculation (equity/total assets).'*

These findings are consistent with those of other researchers who have found that credit unions generally do
a good job of underwriting loans and have been resilient to economic shocks.'> “A 2016 study that spanned the
period before, during and after the financial crisis found that, compared with the largest Canadian and US banks
and credit unions the: “....10 largest Canadian credit unions realized the lowest level of net loan charge-offs in
each year for which data are available (back to 2005). Those same credit unions also had the largest amount of
reserves as a multiple of actual losses as well as a strong track record of replenishing those reserves” (Higgins
2016).

This relatively good performance of the large credit unions provides some comfort to Canadians interested in
a vibrant and competitive financial services landscape. Clearly, credit unions are doing some things well.

However, Table 1 shows that there are areas where the credit unions trail the banks by significant margins.
Return on assets, while stable, is well behind the banks over the period we looked at. Similarly, the efficiency
ratio — as the name suggests a signal of how efficient a business is, measured as non-interest expenses as a share
of revenue — is, on average, 40 percent higher than that of the banks (lower is better).

11 Regulators, rating agencies (where applicable), credit union centrals (which are owned by the credit unions and
provide payments and treasury functions) and other credit-union-owned entities (e.g., Stabilization Central B.C.)
generally have better access to data than the general public or credit union members.

12 Some of the core findings are similar to those in a recent C.D. Howe Institute Commentary (see Losier (2021),
especially Tables 5, 8 and 10.)

13 Admittedly, this period was characterized by no recessions.

14 Credit unions need to be well capitalized compared with banks, given their greater difficulty in accessing capital that
comes from not having shareholders.

15 For example, a recent study by Nitani and Legendre (2021) using loan-level data (close to 100,000 loans) from the
Canada Small Business Financing Program found that loan defaults at Canada’s credit unions were consistently lower
than those of banks and Desjardins caisses before, during and after the financial crisis. They attribute that better
performance to better access to soft data/information, better decisionmaking and, ultimately, a more responsive
governance structure.
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In interpreting these data, we need to be mindful of a few facts. First, a straight comparison between the
efficiency ratios of banks and credit unions does not tell the whole story. Banks earn considerable fee-based
revenue from investment banking operations. Credit unions have not yet operated in this area. Whether they
could or should is not the subject here, but if we remove these sources of income from the bank efficiency
calculations, the gap between the efficiency ratios for the banks and credit unions narrows.'® Over the 2012-
2019 period, the average efficiency ratio for the big six banks, after removing this source of income, is about 71
percent compared with 78 percent for the top 100 credit unions. Scale is associated with efficiency and there is
evidence that larger credit unions are generally more efficient than smaller ones. The average efficiency ratio of
credit unions in the top 10 list (by assets) fell (i.e., improved) from 73.8 percent to 71.7 percent over the 2012-
t0-2019 period.

Second, while credit unions universally recognize the importance of being profitable, they also stress other
goals such as community impact, one of the sector’s seven co-operative principles.'” This point is emphasized
in the management literature, with one prominent governance scholar noting, for example, that “managerial
performance (in a co-operative) cannot be judged simply by examining the firm’s net financial earnings, in
contrast to the case of a business corporation” (Hansmann 1999).

There is some evidence that credit unions are delivering on these other objectives. For example, they operate
large branch networks in rural and poorer parts of the country, give back a large share of their net income to
communities and have consistently earned “best banking” awards in the retail and commercial markets.'®

Nevertheless, good governance suggests boards should demand accountability for what is driving these lower
metrics and assure themselves that the credit union/bank discrepancy actually represents the pursuit of 2 wider
range of goals, differences in business models, and investments in community benefits and not substandard
performance. In particular, boards should make sure that management can clearly identify and measure these
community benefits and is not hiding poor performance behind the claim that credit unions are different.

16 Of course, credit unions could enter the investment banking business but would face several challenges. On a global
scale, only the largest financial co-operatives — Desjardins, Credit Mutuel, Rabobank and Credit Agricole — operate
investment banking divisions. Each of these organizations are orders of magnitude larger than the biggest Canadian
credit union and, as a result, tend to serve at least some corporate members of a size and scale that warrants offering
investment banking services. This is not the case for Canadian credit unions, which tend to focus on a membership
made of retail members and small and medium-sized businesses. There is, consequently, no pressing member
demand for investment banking services. Note also that the bank efficiency ratios are also enhanced by considerable
fee revenue from insurance underwriting. Removing this income from bank efficiency calculations brings the average
bank efficiency ratio to 77 percent. While credit unions earn some modest fee revenue from insurance-related
activities through their shared ownership (with other co-operatives) of the Co-operators and some credit unions own
insurance brokerage businesses and market insurance products through their branches, they generally do not benefit
directly from insurance underwriting operations in the same way or to the same degree as the banks.

17 The other six are open and voluntary membership, democratic control, member economic participation, autonomy
and independence, education and training, and cooperation among co-operatives.

18 See, for example, the CCUA’s “2019-2020 Community & Economic Impact Report,” which shows that in the 2019-2020
period, credit unions reinvested four times more of their pre-tax income than banks and operated the only branch in
387 communities. In an academic study, Maiorano (2016) and his co-authors found that Canadian credit unions are
also more likely to operate branches in rural areas and poorer parts of urban centres. For more than a decade, credit
unions have earned Ipsos’s Best Banking award and the CFIB has consistently ranked credit unions as the best lenders
to small business. Meanwhile, Losier (2021) presents evidence (Table 9) that credit unions also pay more interest on
deposits than banks.
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In conclusion, although the large credit unions have performed well over 2010s, credit union boards should
continue to push for improvement to ensure they remain competitive and are making good on their investments
in co-operative principles.

2. Governance in Credit Unions

Having analyzed the credit union performance over the last decade or so before the pandemic, we now look at
how governance has evolved over this same time period.

Credit union governance is complex. Although they are much smaller than federally regulated banks, credit
unions are nevertheless major business organizations, with the largest having billions of dollars in assets and
thousands of employees. To provide the many services required by an increasingly diverse membership and to
stay competitive in an industry being transformed by technology (e.g., fintech) and regulatory changes (e.g.,
data-sharing requirements), credit unions are making large investments in everything from innovative service
models to new technology platforms.

To meet these challenges, credit unions are increasingly merging. Figure 1 shows that in the last 10 years,
the number of credit unions has fallen by 129, or 37 percent, to 219, well down from the post-war high of more
than 3,200 in the 1960s. With two notable exceptions, there have been no new credit unions in Canada since
2000." While the plight of small credit unions is beyond the scope of this E-Brief, the merger trends suggest that
technological, financial and regulatory changes pose existential challenges to smaller credit unions. Their boards
must take measures to plan for resilience in the face of these changes, contemplating mergers or cost-sharing
across credit unions.

For larger credit unions, the pressing need is to recruit board members with experience providing
governance oversight for large complex organizations operating in a competitive and highly regulated sector.
The complexity of credit union governance is also linked to the credit union’s co-operative structure. As co-
operatives, credit unions are democratic in nature but struggle with the reality that members do not vote in
annual general meetings. Like other co-operatives, when credit unions were first established, this democratic
structure initially translated into significant participation in the form of attendance at annual general meetings,
voting and volunteering at the board level but also operationally. But as banking became increasingly digitized
and commoditized, and as credit unions grew into larger, more sophisticated organizations, the relative
importance of this participation declined.?

Low membership participation rates raise concerns about possible board capture by management or special
interests. Unlike publicly traded companies, there is no market for corporate control — co-operative and credit
union boards are not subject to the discipline imposed by investors who accumulate shares on an exchange
and have a strong incentive, through large ownership positions, to carefully monitor management and the
board. At the same time, the use of strategies such as skill matrices to recruit knowledgeable, competent and
experienced board members tends to result in managed and largely uncontested elections that can entrench a

19 Both are affinity-based credit unions in Ontario. The first is IC Savings Credit Union, founded in 2000 to serve the
Italian community. The second is Lighthouse Credit Union, founded in 2022 to serve the Jewish community.

20 These data are from Goth, McKillop, and Wilson (2012).
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Figure 1: Number of Credit Unions, 2012 - 2021
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Source: Data compiled by authors based on CCUA National System Results year-end reports.

board and create incentives to support the status quo rather than contemplate changes (e.g., mergers) that might
threaten their positions. This is a challenge with no easy answer. On the one hand, boards need to recruit skilled and
experienced members who can oversee and steer complex businesses; on the other hand, the democratic principle
is foundational to credit union governance and arguably the most important of the seven co-operative principles.

To understand how credit unions are grappling with this challenge, we interviewed eight individuals
occupying senior governance roles (board chairs, corporate secretaries and chief governance officers) at some
of the largest credit unions in the country, seven of which were among the 10 biggest. We concentrated our
efforts on this group for three reasons. First, the 10 largest credit unions account for almost one-half of system
assets. In Alberta, the largest credit union alone accounts for 61 percent of provincial credit union assets.?! In
many cases, these increasingly large credit unions have stretched their footprint, either organically or through
mergers, well beyond their local communities into province-wide operations. For policymakers concerned about
the relationship between credit union governance and systemic risk, this is where the focus should be and is
already. Provincial regulators have, like their federal counterparts, started to designate their largest credit unions
as systemically important and adjusted their oversight accordingly.

21 This figure is based on CCUA data (CCUA 2021) showing that as of the second quarter of 2021, credit unions in Alberta
held collectively $28.5 billion in assets. The largest credit union accounted for $17.3 billion, or 61 percent, of this
amount.
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Second, if there are governance and financial challenges at the dwindling number of smaller credit unions,
they are managed in much the same way that federal regulators (and, before that, the banks themselves) have
managed problems at smaller banks.?? To protect the integrity of the system, regulators use loans and other
means to stabilize problem credit unions, up to and including the assumption of control by regulators, mergers
with healthier, usually much larger, credit unions or, if all else fails, by winding-up the problem credit union and
selling its assets. These practices point to the importance of focusing governance research on the largest credit
unions.

Third, and finally, it would have exceeded the scope and capacity of this E-Brief to properly sample and
interview representatives from the numerous, but shrinking, small to mid-sized credit unions and match those
interviews with data that in many cases are simply not available to outsiders — a problem for those interested in
understanding the sector.

With that in mind, our interviews found that governance personnel at the largest credit unions are
keenly aware of their challenges, all of which can be traced back to the tension between needing to recruit
knowledgeable, skilled and experienced board members and their democratic nature. These challenges include:

e As credit unions become larger and more complex, the importance of good governance increases
dramatically. Without good governance, credit unions become dependent on both the executive team’s
ability to properly manage the organization, a dependence that poses significant risk as credit union
complexity increases along with the ability of the regulator to stay on top of issues — and address them in
a manner proportionate to the size of the organization — before they become problems.

e As credit unions become more complex, they need board members with specific skills and experience.
The democratic process, on its own, does not necessarily produce the right set of individuals.

e As boards become populated by individuals with strong professional backgrounds and experience outside
the sector, credit unions are — and must remain — purpose-driven organizations. The mission of credit
unions is a key part of their competitive advantage, and Canada’s credit unions must remain committed to
addressing a range of issues of interest to their members.

e Traditional models of regional representation through a delegate system, while useful to accommodate
mergers and expansion across different communities, can result in the election of weak board members
from the delegate pool with little to no experience or expertise.

* Regulators are playing an increasingly important role in governance, especially in some provinces, by
setting out governance expectations similar to those from the federal regulator, OSFL. In practice, this
means regulators are looking for evidence that credit union boards are carefully managing their exposure
to risk.

22 Former Canadian Bankers Association chief executive officer Robert MacIntosh (1991), for example, writes (p.
20) that in the early years of Canadian banking “when banks got into trouble, it was not unusual for the government
to encourage the strongest banks to intervene...” Elsewhere, he notes that in the 1980s, federal policymakers
“engineered” the transfer of the (failed) Bank of British Columbia’s assets and liabilities to the Hong Kong Bank of
Canada (p. 226).
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e The requirements imposed by federal regulators and those provincial regulators that have mimicked
OSFI's guidance most closely (Saskatchewan, BC and Ontario) are advantageous if implemented properly
and if sensitive to the underlying co-operative purpose. Our interviewees generally acknowledged that
there seems to be a trend toward following something like OSFI's governance approach. Some also noted
that it was good to be more or less OSFI aligned should they ever contemplate taking up the option of
becoming federally incorporated.

Meanwhile, a review of the websites and annual reports of large credit unions suggests that they are increasingly
adopting good governance practices by using skill matrices and other methods to bring people with the right
set of abilities and experience to the board. Their boards are increasingly populated by individuals with relevant
knowledge, skills, experience and advanced governance training.

But good governance is more than just attracting the right board members; it also requires that these
members work together effectively. Are the board members mindful of the co-operative’s purpose when making
decisions? How well do they understand the risks and the opportunities in the marketplace, given that purpose,
and how effectively do they govern strategy and risk? It is critical that the board is able to set strategic and
measurable key performance indicators for management that are aligned with the credit union’s purpose and
that position it for long-term success. Ultimately, success in this area requires that the board not be taken captive
by management who are better informed about developments in the industry.

The board can guard against capture by providing management with a set of performance indicators and
attendant incentives that create an efficiently run credit union to deliver meaningful benefits for members.
Management should be given incentives to run an efficient business aligned with the co-operative purpose.
Similarly, board members must be given the proper incentives. Remuneration should be sufficient so that high-
quality individuals will run for office. In addition, board performance should be evaluated regularly through
assessments linked to the credit union’s key purposes and related financial objectives.*

However, incentives alone are not enough. Large credit unions also need to use deliberate recruitment
strategies to find knowledgeable, skilled and experienced board members. From our interviews, this is
happening among the large credit unions. These practices, however, come with a potential cost, namely
questions about democratic legitimacy, groupthink and, in a worst-case scenario, board-management collusion.
While there are no easy solutions to this dilemma, staying focused on corporate purpose and giving meaningful,
transparent disclosure around forward-looking key performance indicators, strategies and risk can improve
member oversight and can be powerful tools to help mitigate risks.

3. Concluding Thoughts and Recommendations

The credit union sector performed well in the post-financial crisis/pre-pandemic period, albeit with some
important opportunities for improvement. As was the case in the rest of the financial sector, credit union
governance continued to evolve as credit unions faced the challenges found in a new economic and regulatory
environment. This evolution will need to continue for credit unions to be resiliently competitive in one of the
Canadian economy’s most vital sectors.

23 For a further review of the issues involved in board evaluation, see Conger, Finegold and Lawler III (1998).
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The premise of this E-Brief is that governance matters — poor governance is more likely to lead to poor
performance, while good governance fosters good performance. While financial-sector policymakers and
corporate leaders have tended to focus on the governance of chartered banks, credit union governance is
also important. As we show, credit unions play a significant role in the financial activities of many Canadians
(particularly in parts of western Canada) and hold a sizable portion of the broadly defined banking system’s
assets. With that in mind, our recommendations are as follows.

First, the boards of credit unions, particularly larger ones, must be clear about their co-operative purpose as
they navigate an increasingly difficult operating environment. Clarity of purpose is critical as credit union boards
determine what is behind the gap between their performance and that of the banks in terms of two key measures,
namely return on assets and the efficiency ratio. If the gap can be traced back to purpose and differences in
business models, then the board should ask management for meaningful and measurable indicators that capture
those member benefits and control for those differences. If, on the other hand, the gap is due to substandard
performance and the accretion of costs that are not aligned with strategic purpose, then the board needs to ask
for their management team to produce a plan to fix the problem.

Second, credit unions need to ensure that board and member dynamics are conducive to good
communications. To do this, credit unions must continue their pursuit of skilled and experienced board
members who are knowledgeable about the credit union and its purpose, while at the same time increasing
transparency and information flow to members and encouraging meaningful member participation, engagement
and evaluation. This is especially important given the challenges posed to the co-operative model by the reality of
low member engagement and voter turnout.

To achieve these goals, board members should commit to do most of their business with the credit union (to
ensure they understand the user relationship), there should be opportunities for the board to hear directly from
member-owners as well as timely disclosure of key performance indicators to members. Credit unions could also
consider term limits, board evaluations and compensation appropriate to the scale of the business, as well as
structures that create incentives for directors to stay focused on overseeing productive and resilient organizations
that deliver on their co-operative purpose.

Finally, it should be easier to learn about Canada’s credit unions. It is elsewhere. In the US, for example,
the National Credit Union Administration provides easy-to-access historical financial data going back decades,
making it relatively easy for members, researchers and other regulators to study and, where appropriate, hold
a credit union to account. OSFI similarly makes data on the large banks available on its website. There is an
opportunity for provincial regulators to do the same for credit unions. This would not only make it easier for
members to hold their credit unions to account,* it could also help build a pool of informed board candidates
and spur the kind of scrutiny and research that credit union boards could use to make better decisions. As well,
it could help dispel concerns about credit union governance.

24 Under the Basel Committee on Banking Supervision guidance (2017), this kind of scrutiny is referred to as the
third pillar of bank regulation or “market discipline.” The other two pillars are capital-adequacy requirements and
supervisory oversight.
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