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Profitable Lending to Agriculture

Lenders to Benefit From
Commercial Producer Survey

By Purdue University’s Michael Boehlje, Maud Roucan-Kane and Allan Gray
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SURVEY Continued from page 1

lowing: convenience/location, product
performance, price, customer service and
support service .

In general, producers ranked price and
convenience/location the highest and sec-
ond highest in importance, with customer
service ranked third, followed by product
performance and support service ranked
almost equally. Price and convenience/
location factors together account for
almost 50 percent of the drivers.

Drivers influencing the choice of lenders
donot vary much by operation size; howev-
er, price is slightly more important for large
farms and convenience/location is more
important for smaller farms (See Figure 1).

As to age, those under 35 care more

1. HOW PURCHASE DECISIONS ARE INFLUENCED

FOR FINANCIAL PRODUCTS BY SIZE
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about product performance, customer
service and support service compared to
those that are 35 and older (See Figure 2).
High-growth producers (those expecting
to grow more than 50 percent in size over
the next five years) care less about price
and convenience/location, but more about
support service compared to those grow-
ing less rapidly (See Figure 3).

All Lenders Are

Not Created Equal

Producers also indicated whether they
perceived lenders as more or less the
same in the provision of financial prod-
ucts and lending services.

In general, producers perceive important
differences in lenders, as reflected by 52.4
percent of the respondents
disagreeing or strongly dis-
agreeing with the statement
that all lenders are more or
less the same. This opinion
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was consistent and similar
acrossall sizes. As to age,
producers under 35 and
those 65 and older disagree
less with this statement.
Finally, high-growth pro-
ducers express less support
of the statement that lenders
are more or less the same.

Pricing and Price
Differences

Producers were asked
whether they usually bor-
row from the lender with

2. HOW PURCHASE DECISIONS ARE INFLUENCED

FOR FINANCIAL PRODUCTS BY AGE
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the lowest interest rate. They did not
express strong support for this price-buy-
ing behavior; however, large producers
were more inclined to borrow from the
lender with the lowest rate. Those under
35 years old were also more inclined to
borrow from the lowest-priced lender.
There is no trend among different growth
operations as to this perception.

Producers generally perceive that there
are significant price differences for similar
financial products and services provided
by traditional lenders. Large producers and
producers under 35 years old perceive
more price differences; in contrast, older
producers generally do not see as much of a
price difference among lenders. There is no
trend among different growth operations
as to this perception. In general, producers
perceive that there are less price differences
among different financial product/service
providers than there are among suppliers
of capital items, as well as animal produc-
tion and agronomic inputs.

Loyalty to Lenders

Producers expressed strong loyalty to their
lenders, with about 65 percent of the
respondents either agreeing or strongly
agreeing with the statement, “I consider
myself loyal to my financial services pro-
vider.” This strong loyalty was expressed
irrespective of size of farming operation.
The 35—44 age group and the high-growth
producers express the most agreement
with this statement. Producers expressed
less loyalty to their lender than to their sup-
plier of capital items, but more loyalty to
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their lender than to their suppliers of ani-
mal production and agronomic inputs.

What Lenders Can Do
While the survey results indicate that pro-
ducersare loyal to their current lender, the
marketplace continues to be increasingly
competitive. Lenders will need to continue
to work hard at understanding their cus-
tomers and what pricing/service/informa-
tion package various customers want.
Lenders can hear complete survey
results and more implications at the

National Conference for Agribusiness, set
for Nov. 18-19, 2008, at Purdue Universi-
ty in West Lafayette, Ind. Purdue faculty
and industry experts will identify strate-
gies on how agribusinesses can capitalize
on the results by exploring topics such as
the changing characteristics of commer-
cial producers, serving multiple market
segments, branding, building value, chan-
nel management, servicing producers
operating above the $750,000 mark, key
account management and innovative cus-
tomer solutions. @

Farmland Values Gontinue Rising
and Farmers Are Buying

rices being paid for Illinois farmland
P continued an upward spiral as fewer

farms have been available, and
neighboring farmers have been the main
buyers. This is according to amid-year
‘snapshot’ survey among members of the
1linois Society of Professional Farm Man-
agersand Rural Appraisers. The survey was
conducted by the University of Illinois.

Survey respondents indicated that
farmland values increased by an average of
9 percent during the first half of the year,
says Gary Schnitkey, Ph. D., University of
1linois. Averages being paid were $7,350
for excellent quality farmland. Thisisup
from $6,925 being paid in January of this
year. July prices for good quality farmland
averaged $6,630 ($6,013 in January);
$5,590 for land rated as average quality
($4,975 in January); and $4,230 for fair
quality land ($4,047 in January).

The trend is expected to continue
upward, said Mac Boyd, AFM, ARA, presi-
dent of the Illinois society. He noted that
82 percent of survey respondents expect
farmland prices to increase in the next
year. Of those, 9 percent expect increases
of 10 percent or more while 20 percent
expect increases between 6 and 9 percent.
Over half (54 percent) expect prices to go
up between 1 percent and 5 percent.

Buyers are Farmers

In the majority of instances, the buyers of
the land are other farmers. This continues a
trend that became evident in the ISPFM-
RA’s 2008 Farmland Values Survey con-
ducted at the end of 2007. That survey indi-

cated that the pressure from 1031 Tax
Deferred Exchange purchases had softened
with the decline of urban development.
That factor, along with strong commodity
prices, has put more farmers into the buying
mode as they expand their operations.

However, there is not as much farmland
available for purchase, said Bob Swires,
AFM, 2008 Land Values Survey chairman.
He noted that 63 percent of the survey
respondents indicated the volume of farm-
land sold in the first half of the year had
decreased from a year earlier.

Other buyers include individual or
local investors (40 percent) and institu-
tional, pension funds or investment pools
(9 percent.)

Cash Rents to Rise
Cash rents are expected to increase by an

average of $43 per acre between 2008 and
2009, according to the survey. “Overall,
cash rents in 2008 averaged $238 on pro-
fessionally managed farmland,” Swires
said. “The average cash rent is expected to
increase to $281 in 2009. Keep in mind,
though, that cash rents can vary dramati-
cally based on the productivity of the land.

Eighty-four percent of those surveyed
also expect flexible cash rental arrange-
ments to increase in use. Less use is
expected of share rental arrangements.

The mid-year survey is conducted
annually by the Illinois society. Thisisin
conjunction with its annual Farmland
Values Survey. The 2009 survey will be
conducted late in 2008.

»

Fed Reserve Reports Values

The Chicago Federal Reserve Seventh
District’s report for the second quarter of
2008 showed a 15 percent land value
increase relative to the second quarter of
2007 and a 3 percent increase relative to
the first quarter of 2008. The survey of
202 agricultural bankers covered the
period from April 1, 2008, through June
30,2008.

Looking to the third-quarter as the sec-
ond quarter came to a close, 35 percent
more responding bankers expected farm-
land values to move up rather than down
in the third quarter of 2008. The seventh
district includes Iowa, Michigan, the
majority of Wisconsin and the northern
half of both Illinois and Indiana.

The upward momentum of corn and
soybean prices has pulled up farmland
values, since the expected stream of earn-
ings from crop production multiplied. L 4
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