
Teacher Fact File: Credit Unions

How can we look after our money?
Five Big Questions:

Teacher Fact File: what are credit unions and what do they do?
What	is	a	credit	union?
Credit unions are financial co-operatives, owned 
and controlled by their members, which offer a 
local alternative to banks and building societies. 

They encourage people to save and to budget 
their money. They offer smaller, affordable loans. 
It is their focus on participating in the local 
economy which has also attracted many people 
to credit unions. 

How	does	a	credit	union	work?
As co-operatives, credit unions are founded 
on the values of self-help, responsibility and 
self-organisation. Their priority is to serve their 
members’ interests. They are run ‘by the members, 
for the members’who have a real say in how their 
union operates. 

Each year, credit union members elect a board of 
directors to represent their interests. The board 
then employs a manager or chief executive officer 
(CEO) who is responsible, with employees and 
volunteers, for the day-to-day management of 
the credit union.

The money saved by members is pooled together 
and used to offer low-interest loans. This is how 
they can offer an alternative source of credit at a 
fair rate of interest. 

Members are encouraged to save for the future 
and, in return, they receive affordable low-cost 
loans if they need them. The interest received on 
the loans pays for the administration of the credit 
union with any surplus being put into reserves 
and, when possible, paid back to the members in 
the form of a dividend.

For	 this	 reason,	 both	 savers	 and	 borrowers	 are	
essential to a successful credit union.

All money saved in a credit union is protected by 
the	Financial	Services	Compensation	Scheme.	

Credit unions can also help members to 
manage their finances and many form working 
partnerships with local, money advice agencies 
or other bodies to make sure people get the 
information and guidance they need.

A	bit	of	history	about	credit	unions?

In	1849,	Friedrich	Willhelm	Raiffeisen,	the	Mayor	of	
a small town in Southern Germany started the first 
credit union.

The purpose of these credit unions was to enable 
people to help themselves in relieving debt and 
poverty.

Over 57,000 credit unions in over 100 countries 
around the world serving 208 million people.

They serve people in the Americas, Europe, Africa 
and Asia.

They are worth approximately $1.8 trillion.

75% of people in Ireland bank with credit unions.

43% of people in Canada bank with credit unions.

47%	people	in	the	USA	bank	with	credit	unions.

The	biggest	 credit	 union	 in	 the	world	 is	 the	Navy	
Federal	 Credit	 Union,	 a	 US	 credit	 union	 worth	
approximately $50 billion in assets.

Credit unions in the UK.
•	 There	are	around	340	credit	unions	across		
 England, Scotland and Wales.

•		 1.2	million	people	are	credit	union	members,		
 including over 130,000 junior savers.

•		 £1.17bn	is	saved	in	British	credit	unions.

•		 £769m	is	out	on	loan	to	members.

•		 Some	credit	unions	offer	mortgages,	cash	ISAs		
 and insurance products.

•		 Credit	union	membership	has	more	than		
 doubled over the last 10 years.

 You can find out more about credit unions  
	 from	the	Association	of	British	Credit	Unions		
	 (ABCUL)	at	www.abcul.org	

 You can find a local credit union by going to  
 www.findyourcreditunion.co.uk

Why	are	credit	unions	so	good?
•	 No		shareholders,	as	they	are	not	for	profit

•	 Democratic.	Run	by	the	members	for	the		
 members.

•	 No	hidden	fees.

•	 Any	surplus	is	given	back	to	members	as	an		
 annual payment.

•	 Financial	health	of	members	is	their	main	priority.

•	 Locally	based.

•	 Friendly	service,	members	are	not	just	a	number.

•	 Just	as	safe	as	a	bank.

The	cost	of	borrowing.
When we decide to borrow, the amount of interest we 
pay can differ depending on which kind of financial 
institution is lending the money. 

When we start to engage in financial activity, we are 
assessed using a ‘credit score’ which shows potential 
lenders what kind of a risk we might be in terms of 
whether we can pay our loan back or not. The higher 
the risk we are, the more interest we may be charged 
on a loan.

Not	everyone	is	able	to	borrow	from	a	bank.	This	may	
be because they only want to borrow small amounts, 
consistently miss paying bills or haven’t repaid something 
they have borrowed in the past and so are considered to 
be a higher risk. 

Credit unions are willing to lend smaller amounts and 
will also lend to people banks might say ‘no’ to. 

Some people may say that loan charges are higher at 
credit unions than banks but that is because customers 
are higher risk. They are much cheaper, however, than 
payday lenders and certainly than unlicensed money 
lenders.

Starting a savings club/Joining a credit union.

If the school decides to start a savings club with the 
LifeSavers project, it will be supported by the local 
credit union. The pupils will become young savers and 
will hold an account with the credit union which, of 
course, they will keep when they leave school and can 
access credit union services directly.

The	differences	at	a	glance.
Credit unions

•	 Customers	are	called	members.

•	 Only	members	of	a	credit	union	can	use	its		 	
 services because they are part of a club.

•	 Members	own	the	credit	union.

•	 Members	living	in	a	community	area	can	only	use	a		
 credit union in that area.

•	 They	benefit	the	community.	

•	 They	are	small	with	up	to	tens	of	thousands	of		 	
 members at most.

•	 You	can	borrow	small	amounts	of	money.

•	 You	are	encouraged	to	save	even	when	you	borrow.

•	 They	are	run	by	pooling	the	savings	accumulated		 	
 by savers and use these funds to help members by  
 offering affordable loans. 

•	 Savers	funds	have	the	benefit	of	protection		  
	 through	a	scheme	called	the	Financial	Services		 	
 Compensation Scheme.  

•	 They	are	non-profit.	If	they	make	a	surplus	it	is	given		
 to the members as a dividend.

Banks

•	 Customers	are	called	customers.

•	 Only	customers	of	the	bank	-	Barclays,	Lloyds,		 	
	 NatWest	and	many	more	-	can	use	its	services.

•	 Customers	do	not	own	the	bank	,	shareholders	own		
 the bank. 

•	 Shareholders		can	live	in	any		part	of	the	country	or		
 world.

•	 A	shareholder	is	someone	who	owns	a	piece	of	the		
 bank but does not have to have an account with the  
 bank and/or use any of the services.

•	 They	benefit	the	shareholders.

•	 They	are	big	and	can	have	millions	of	customers.

•	 They	use	the	shareholders’	money	to	run	their	business.

•	 Their	aim	is	to	make	a	profit.	Otherwise,		 	
 shareholders will invest their money elsewhere.

•	 Profit	is	given	to	the	shareholders	and	not	the		 	
 customers.

•	 They	offer	interest	on	savings	at	different	rates	to		 	
 attract customers.

•	 Banks	are	not	able	to	offer	smaller	loans.

What	about	building	societies?
They are also mutual or owned by the members 
and can offer some of the services that credit unions 
do. However, because they are larger and have 
traditionally focused on lending for mortgages, 
they cannot always lend small amounts. They also 
do not exclusively serve the local community in the 
way that credit unions do.
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