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backed by the full faith and
credit of the federal
government in the same
manner as bank deposit
insurance. Similar to banks
insured by the FDIC, credit
union depositors are
insured by the NCUA for
deposits up to $250,000.
Both the FDIC and NCUA
insurance funds are funded
by premiums paid by
member institutions. Credit
unions observe that, since
they operate on a non-profit
basis, are organized without
capital stock, and are
cooperative organizations,
they should not be taxed.
Credit unions also maintain
the regulatory limitation on
business loans should
justify their tax exempt
status. 

Many credit unions have
always made commercial
business loans. The current
restriction on business
loans is limited to 12.25
percent of a credit union’s
total assets. In 1992, the
National Credit Union
Administration (NCUA)
limited member business
loans in response to losses
to credit unions, their
members, and the National
Credit Union Share
Insurance Fund. NCUA
established loan security
requirements, limits on
loans to one borrower, and
an aggregate portfolio cap
on construction and
development loans. Credit
unions have been lobbying
to increase the business
loan limit to 20 percent
stating this would increase
lending to small business.
Credit unions also point out

that, historically, credit
union commercial loan
defaults are lower as a
percentage than commercial
banks. This legislation has 
been opposed by the
banking industry because of
the credit unions’ tax
exempt status. 

Some larger credit
unions are actively seeking
additional business and
commercial loans. Robins
Federal Credit Union, a $1.1
billion institution with more
than 130,000 members
located in Warner Robins,
Georgia, states that it
makes loans for commercial
real estate, investment
property, new building
construction, commercial
equipment, inventory, and
business automobiles and
offers both revolving lines of
credit and a business VISA
card.

Perhaps, another
regulatory imbalance is
credit unions are not
subject to the compliance
costs of the Community
Reinvestment Act (CRA).
This act requires banks to
insure that qualified low
and moderate income
borrowers have credit made
available to them. While
differences exist between the
CRA requirements for large
and small banks, the CRA
exemption allows credit
unions to save money in two
ways. Credit unions do not
have the compliance costs
associated with the CRA
administration and they do
not face the potential loan
charge-offs that banks of
more than $250 million in
assets have for their

community development
loans.

Credit Union
Business Model

As financial
intermediaries, both banks
and credit union make loans
and investments funded
primarily by customer
deposits; however, the
business model of a credit
union is fundamentally
different than a commercial
bank. Credit unions accept
consumer deposits and
primarily make consumer
loans, whereas a bank
accepts consumer and
commercial deposits and
primarily handles
commercial loans. As such,
the loan and deposit mix of
a credit union is
substantially different than
a bank. A review of the loan
mix of credit unions in three
different asset size groups of
credit unions is illustrated
in Table 2.

While some minor
variations exist between
asset size ranges,
approximately 40-44
percent of credit union loans
are auto loans and more
than 50 percent of these
auto loans are used car
loans. Real estate loans are
primarily first mortgage
residential loans with 5-7
year terms and a balloon
payment due at maturity.
Other real estate loans are
consumer home equity
loans. Any secured
commercial loans would be
included in the first
mortgage loan real estate
category. Overall, 90 percent
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It is widely known that
investing in stocks is more
risky than investing in fixed
income securities. On the
other hand, it is also known
that investing in stocks
generally results in higher
returns over time than does
investing in fixed income
securities [Seigel, 2008]. 
The purpose of this article is
to show the historical
likelihood and magnitude of
obtaining better (or worse)
returns by investing in large
company stocks (LCS) than
in corporate bonds (CB). 
Such information may be of

use to investors, with
varying investment
horizons, relative to the
timing of asset allocation
decisions. The information
would seem to be especially
interesting in light of the
significant drop and partial
recovery of stock prices over
the past two years. The time
period studied is from
January 1926 through
December 2008.  Data for
the study come from
Ibbotson’s Stocks, Bonds,
Bills, and Inflation: 2009
Classic Yearbook (SBBI)
[Ibbotson, 2009]. 
 
Return Data by
Investment Class

Monthly return data is
reported in SBBI for a
number of classes of
investments including, but
not limited to, small
company stock, large
company stock, long-term
government bonds, inter-
mediate-term government
bonds, and corporate bonds.
Table 1 presents the
maximum, minimum, and
average rates of return for
large company stock (LCS)
and corporate bonds (CB)
for each of the investment
periods.  The LCS data are

from the S&P 500 with
dividends reinvested (1957-
2008) and from the S&P 90
prior to 1957.  The CB data
are from the Citigroup Long-
term High Grade Corporate
Bond Index.

As can be seen in Table
1, maximum and average
returns were higher with
LCS; however, for most
investment periods (15 years
or less), LCS experienced
lower minimum returns, in
some cases much lower
returns. This is the general
relationship that investors
have come to expect. 

Comparisons by
Investment Period

This study examined the
monthly data for large
company stocks and
corporate bonds for
comparisons of different
length rolling investment
periods, ranging from 1 to
30 years. For example, the
calculated differences in the
returns on LCS and CB
(LCS returns minus CB
returns) for the 1-year
period from January 1926
through December 
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Table 1
Rates of Return for Different Investment Periods

1-
YR

2-
YR

3-
YR

4-
YR

5-
YR

10-
YR

15-
YR 20-YR 25-YR 30-YR

Number of
Portfolios 985 973 961 949 937 877 817 757 697 637

Large Company Stock (%)

Maximum 162.9 57.1 43.3 42.3 36.1 21.4 19.7 18.3 17.2 14.7
Average 12.6 11.3 10.8 10.5 10.3 11.0 11.2 11.4 11.4 11.3
Minimum -67.6 -54.3 -42.4 -27.5 -17.4 -4.9 -0.4 1.9 5.6 7.8

Corporate Bonds (%)

Maximum 46.7 33.6 23.8 25.0 23.9 16.9 14.2 12.7 11.7 10.1
Average 6.2 6.0 6.0 6.0 6.0 5.9 5.8 5.7 5.5 5.3
Minimum -18.2 -11.0 -6.9 -4.9 -2.1 0.6 1.2 1.5 1.6 1.9

1926 are shown, then
repeated the calculations for
the period from February
1926 through January 1927
and for 983 subsequent 1-
year periods ending January
2008 through December
2008. Thus, comparative
return data for 985 1-year
investment periods is
generated. Next, the returns
for 2-year rolling periods
beginning with January
1926 through December
1927 and ending with
January 2007 through
December 2008 is
calculated. This resulted in
973 2-year periods. The
process was repeated for 3-
year, 4-year, 5-year, 10-
year, 15-year, 20-year, 25-
year and 30-year investment
periods.   Table 2 presents
the results of the
comparison of the returns
on LCS and CB, showing

that LCS average and
maximum returns, but not
minimum returns, are better
than CB returns for all
investment periods;
however, note the nature of
the minimum returns over
varying investment periods.
With longer investment
periods, the disadvantage
for LCS decreases and
disappears for all 30-year
investment periods. 

Table 2 shows the
advantage (disadvantage) of
LCS over CB over the last 83
years.  Note that for
approximately 64 percent of
1-year periods, LCS
outperformed CB; however,
as the length of the
investment period reaches
15 years, LCS provides
higher returns than CB in
more than 92 percent of the
investment periods, with
LCS averaging 5.4

percentage points more than
CB.  For longer investment
periods, the superiority of
LCS over CB is even more
pronounced.   For
investment periods of 30
years, investing in LCS was
superior to investing in CB
for all 637 periods.

The general nature of
the relationships shown in
the two tables is not
surprising. In fact, it has
been shown that for short-
term investing, stocks are
quite risky and that, for
longer-term investing, the
“extra” return that comes
with investing in equities is
quite likely to overcome the
risk. The precise nature of
the relationship as shown in
Table 2 is not intuitively
obvious, however. 
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Historical Background
The original justifica-

tion for the tax exemption of
credit unions was the idea
that credit unions served
lower income borrowers and
depositors. Savings and
loans were also given this
tax exemption. In 1951, the 
tax exemption for savings
and loans was repealed. One
reason that the credit
unions’ tax exemption was
not repealed at this time is
that credit union member-
ship was limited to those
with a common bond while
savings and loans member-
ship was available to
everyone. 

Over time, the rationale
that credit unions serve
lower income customers and
members with a common
bond has been examined
closely. While competing
studies differ, it has been

shown that members of 
some credit unions have
higher average incomes,
have achieved higher
education levels, and have
higher rates of home
ownership than non-
members (Chamura 2004 &
GAO 2006). As a result, it is
often argued that credit
unions no longer fulfill the
original mission of serving
lower income borrowers and
depositors. To combat this
charge, the National Credit
Union Administration
(NCUA) has been approving
new credit unions that are
specifically designed to
serve “under-served”
residents through a Low
Income Credit Union
program designed to assist
credit unions that can
demonstrate that a majority 
of their members have a
median household income

that is less than 80 percent 
of the national household
income. 

One of the problems
with the Low Income Credit
Union program is that an
existing community credit
union serving a geographic
area where a majority of
residents are below the
annual income standard is
presumed to be serving
predominantly low-income
members. While this may be
the case, the flaw in this
categorization is that banks
in that geographic area are
also serving customers that
do not meet the national
income averages. As a
result, credit unions in that
market could still be serving
individuals with higher
incomes than banks in their
trade area but could still be
considered nationally as a
low income credit union. 

Table 1
Credit Unions in Georgia Based upon Asset Size

Asset Size # of Credit Unions
< $10 Million 78
$10 Million < $25Million 34
$25 Million < $100 Million 39
$100 Million < $200 Million 11
$200 Million < $500 Million 3
$500 Million - $1 Billion 2
>$1 Billion 4

Source: Online Credit Union Data Analytics System
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Table 2
Large Company Stock Returns Less Corporate Bonds Returns (%)

Years 1.0 2.0 3.0 4.0 5.0 10.0 15.0 20.0 25.0 30.0
Average 6.2 5.3 4.8 4.5 4.3 5.1 5.4 5.7 5.9 5.9
Maximum 143.7 46.6 35.8 30.0 25.9 20.3 17.1 14.7 13.2 11.5
Minimum -59.7 -55.1 -45.3 -31.9 -25.5 -11.6 -6.1 -3.1 -0.1 1.3
Percentage
when 
LCS > CB

63.9 68.0 68.9 71.9 72.4 85.4 92.5 95.5 99.9 100.0

Table 3
Dollar Advantage to Investing in LCS over CB

(Per $1.00 Invested)

Years 10  15  20  25  30  
Maximum $5.82 $12.16 $21.74 $43.34 $58.60
Minimum -$1.32 -$1.37 -$1.19 -$0.29 $6.24
Average $1.25 $3.12 $6.53 $12.02 $20.05

How Much Better?
How Much Worse?

In addition to the
likelihood of superior
performance, investors
should also be concerned
about how much more or
less might be earned in LCS
or CB. Table 3 shows the
difference in dollar
accumulations per dollar
invested for LCS and CB for
the varying investment
periods from 10 to 30 years.

As previously noted,
investing in LCS results in
greater accumulations on
average. For example,
consider the 10-year
investment period.  On
average, investing $1.00 in
the LCS would have resulted
in $1.25 more in
accumulated funds at the

end of 10 years than
investing the $1.00 in the
CB; however, if the
investment had been made
at the beginning of June
1949, the investor would
have accumulated $5.82
more in LCS than in CB. For
that period, the amount
accumulated in LCS would
have been $6.93, while the
amount accumulated in CB
would have been only $1.11.
On the other hand, had the
two investments been made
in July 1929 and held until
the end of June 1939, the
investment in LCS would
have shrunk to only $.67 at
the end of the 10 years,
while the funds would have
grown to $1.99 in CB, a
difference of $1.32 less for
LCS. For longer investment

periods longer than 15
years, the advantage to LCS
increases significantly.

Conclusion
Over the past 82 years,

investing in LCS has
generated higher average
returns than investing in
CB; however, LCS has had
higher returns only 64
percent of the 985 1-year
investment periods of the
study. For the other 36
percent of the periods,
investing in CB was superior
to LCS, sometimes much
more so.  As the length of
the investment period
increased, investing in LCS
was both more likely to be
better than investing in CB
and not as bad when less
desirable.  For example,
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when the investment period
was lengthened to 25 years,
LCS was superior 99.9
percent of the time and had
a return only one-tenth of
one percentage point less in
the .1 percent of the periods
in which CB was better than
LCS, costing only $.29 per
dollar invested over the 25-
year period. 

While there is no
guarantee that the future
will be like the past,

it may be the best place to
start in forming expecta-
tions of the future. Because
investors make their
decisions based on both
return and the level of
perceived risk, knowing the
historical likelihood of
achieving superior results
and the cost of poor
decisions should help
investors to make better
investment decisions.  
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