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Pennsylvania credit unions’ financial and 
operating performance was a mixed bag in 2009. 
There were 13 fewer credit unions at the end of 
the year, but almost 80,000 additional credit union 
members. Credit quality deteriorated throughout 
the year, but credit union earnings increased 23 
basis points. The recession in 2009 led to a drop 
in Pennsylvania employment of over 215,000; of 
which 73,000 left the labor force while the 
remaining are considered unemployed and still 
looking for work. 
 
Pennsylvania’s unemployment rate peaked in the 
second half of 2009 at 8.8%. The rate appears to 
have leveled off and is one percentage point 
below the national average. 
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Pennsylvania credit unions’ return on assets –
before stabilization expense - increased 23 basis 
points in 2009, coming in at 0.61% of average 
assets. A significant drop in operating expenses 
helped to offset a rise in loan loss provisions and a 
fall in net interest margins. 
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Pennsylvania credit union assets grew 13.7% in 
2009, faster than the 8.9% posted in 2008.  
Savings balances increased 14.9% in 2009, as 
credit union members reduced spending and 
increased savings to repair their battered balance 
sheets. Savings growth nationwide is expected to 
slow to 8% in 2010 as job market uncertainty 
declines and consumer confidence increases. 
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Pennsylvania credit unions’ average net worth-to-
asset ratio fell to 10.6% in 2009, from 11.4% at 
year end 2008. Credit union earnings were less 
than half the amount needed to keep the net worth 
ratio from falling.   
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Pennsylvania credit union net interest margins 
improved slightly in the second half of 2009, as 
cost of funds dropped faster than asset yields.   
The Federal Reserve has helped engineer the 
steepest yield curve in U.S. history. In a recent 
Federal Open Market Committee statement, the 
Federal Reserve repeated its earlier language that 
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economic conditions “are likely to warrant 
exceptionally low levels of the federal funds 
interest rate for an extended period of time.” The 
federal funds futures market is currently pricing in 
a 25 basis point increase in the fed funds interest 
rate target in the fourth quarter of 2010, with the 
target reaching 0.75% by March 2011. The fed 
funds rate is important because it’s used as a 
benchmark for many business and consumer 
loans. 
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So with the Fed maintaining the target range for 
the federal funds interest rate at 0 to 1/4 percent, 
and longer-term interest rates possibly heading up, 
the yield curve could steepen further through the 
summer months. For those credit unions with 
strong loan demand, the steep yield curve should 
increase net interest margins as low-rate short-
term deposits are used to fund longer-term higher-
rate loans. The higher net interest margins should 
help credit unions cover loan chargeoffs and 
NCUA assessments and therefore, earn their 
way out of the current financial crisis.   
 
Pennsylvania’s housing market remained in a 
state of disequilibrium in 2009 as foreclosed 
homes increased the supply of housing and job 
losses reduced the demand. Home prices fell 
0.53% over the 4 quarters ending in the fourth 
quarter of 2009. Home prices are not expected to 
resume an upward trajectory until 2011, and are 
expected to decline further in 2010. Massive 
housing-market government intervention has 
prevented home prices from reaching bottom. 

We may see home prices stabilize in the second 
half of 2010 as the market adjusts to the 
withdrawal of the home-buyer tax credit and 
Federal Reserve purchases of mortgage backed 
securities. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Pennsylvania credit unions charged-off 0.66% of 
all loans in 2009, up from 0.58% a year earlier.  
Delinquent loans were 1.15% of the loan portfolio 
at year end. Credit unions responded to this 
deterioration in credit quality by boosting their 
provisions for loan losses to 48 basis points, up 
from 45 basis points in 2008. 
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Provisions for loan losses should begin to decline 
in 2010 as credit unions move from building their 
allowance for loan loss account to maintaining it 
at the new higher level. The decline in loan loss 
provisions will accelerate in the second half of the 
year as job creation resumes and loan charge-offs 
fall.      

OFHEO House Price Index
(4-Qtr Percent Change)
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