












CHAPTER 7
Conclusion

Is the U.S. credit union industry currently 
overcapitalized? Th e net worth ratio was 7.6% 
at the end of 1990. Th e net worth ratio for the 
U.S. credit union industry at the end of 2006 
was 11.6%.
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In this report I off er an answer to the question, Is the U.S. credit 

union industry currently overcapitalized? I defi ned overcapitaliza-

tion as holding signifi cantly more capital than is necessary to meet 

reasonable safety and soundness criteria. I then developed an evalua-

tion method for determining whether the U.S. credit union industry 

is overcapitalized.

My method of evaluation was to choose a representative year as a 

reference point for the appropriate U.S. credit union industry capital 

level. I explained why this chosen year was a good reference point. 

Th e year was 1990, and the net worth ratio for the U.S. credit union 

industry was about 7.6%. I then analyzed whether the overall risk 

profi le of the credit union industry increased between 1990 and 

2006. Using data taken mainly from NCUA call reports and summa-

rized by CUNA (2007), I compared risk factors for 1990 with risk 

factors for 2006.

My analysis of these risk factors resulted in the conclusion that 

the U.S. credit union industry is less risky today (or at the end 

of 2006) than it was in 1990. Th is suggests that the capital level, 

as measured by the net worth ratio, should be less than it was in 

1990. Th e net worth ratio was 7.6% at the end of 1990. Th e net 

worth ratio for the U.S. credit union industry at the end of 2006 

was 11.6%.

So, instead of being lower than the reference point year, which would 

be appropriate given the lower risk profi le, the net worth ratio is 

signifi cantly higher by a very large magnitude. It is over 30% higher 

in 2006 than it was in 1990. Th is strongly suggests that the U.S. 

credit union industry is currently overcapitalized by an amount in 

the 30–40% range.

Overcapitalization in the U.S. credit union industry is a severe waste 

of resources that penalizes credit union membership and leads to 
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major ineffi  ciencies in the overall U.S. fi nancial system (Jackson 

2003). Fortunately, both credit union regulators and executives 

recognize that this is an omi-

nous situation and are working 

to correct the problem. For 

example, the NCUA recognized 

that net worth requirements are 

too high and recently proposed 

lowering them (NCUA 2005). 

Many credit union executives 

have also realized that their capital management policies are much 

too conservative and that capital is not a free good. With the eff orts 

and cooperation of credit union executives and regulators, the cur-

rent situation of overcapitalization in the U.S. credit union industry 

will likely improve.

Overcapitalization in the U.S. credit union industry is a 

severe waste of resources that penalizes credit union mem-

bership and leads to major ineffi  ciencies in the overall U.S. 

fi nancial system.

Chapter 7
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