
  

The Executive Speaks 
  

Jeff Plagge is president and CEO of the 
First National Bank of Waverly in 
Waverly, Iowa. Recently he addressed a 
meeting of Farm Credit System 
Association executives. In his presentation 

Plagge outlines the current agricultural 
lending environment and what he believes 
the future may hold for both rural 

community banks and Farm Credit System 
institutions. 

Plagge also chairs the ABA’s Rural 
Economic Development Task Force. For a 

free copy of the report of the ABA Rural 
Economic Development Task Force, 

“New Tools for Commercial Banks in 
Rural America,” write to: Ag Bankers 

Division, American Bankers Association, 
1120 Connecticut Ave. NW, Washington, 
D.C. 20036. 

The Competitive Environment 

The competitive environment continues to 
Stow on both sides of our balance sheet. 
Production agriculture often is criticized 
for its lack of net profits but that hasn’t 
deflected a growing number of organiza- 
tions from wanting to be a part of agricul- 
ture’s funding source. 

On the lending side of agriculture, banks 
used to mainly compete against other 
neighboring banks and the Farm Credit 
System. Occasionally, we would go up 
against John Deere Credit or someone else 
In the captive market but it wasn’t all that 
Commonplace. Also in the past, banks 
weren’t all that active in the real estate 
Market so working with insurance compa- 
Mies and the FLBA was very common. 

‘oday, we still compete against neighbor- 
ing banks and the Farm Credit System but 
we also compete against a host of others 
as well. 

In my bank, we never lose an entire 
lending relationship with a customer but 
Competing to retain all of the various seg- 

ments of a customer’s business is becom- 
ing more and more difficult. This is true 
for our consumer and commercial cus- 
tomers as well. 

Credit quickly has become the new 
marketing tool of the 1990s as well as the 
new profit center for many supplier orga- 
nizations. This is a trend that will no doubt 
continue to grow. 

It is very easy to make a direct compar- 
ison of ag lending to what we have seen 
happen to the consumer side of banking. 
We used to enjoy a customer’s entire bank- 
ing relationship but now they may have: 

¢ Checking with our bank 
¢ Money market or stocks with Edward 

D. Jones 

¢ Car loans with GMAC 
¢ A mortgage with John Deere Credit 

Union 
* IRAs or annuities with Lutheran 

Brotherhood 
¢ and also a credit card with United 

Airlines. 
This is exactly what is happening to you 

and me in the production ag sector. 

Other organizations are focusing in on 
various segments or niches of the farmer’s 
and rancher’s business and they are com- 
peting very strongly and at a very differ- 
ent cost and regulatory environment than 
those of banks or the Farm Credit System. 
Pricing and servicing our farm clients 
quickly becomes more challenging. 

To drive this financial diversity point 
home, look at your own situation and think 
through who you are doing business with 
today on your personal finances as com- 
pared to 10 years ago. As individuals, we 
have changed our habits and our farm and 
ranch customers are doing the same. The 
only difference is, and it’s a big one, is that 
they are doing it personally and in their 
business as well. Their financing options 

have expanded and they are exercising 
those options more freely every day. 

(more on next page) 
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Strategies 
Does all of this mean that I can no longer 
compete? No. It just means I have to put 
strategies in place that help me compete 
smarter and more directly. Costs of doing 
business must come down, delivery sys- 
tems must change, product lines and ser- 
vices will change either internally or via 
new partners and pricing strategies must 
be more flexible. 

As challenging as the new competition 
has been on the lending side for banks 
over the past five to 10 years, it doesn’t 
hold a candle to the new competition we 
currently face on the deposit side of our 
business. Everyone is calling on our de- 
posit customers with the deal of the week. 

  

Everyone is calling on our 

deposit customers with the deal 
of the week. 

  

Planning becomes more and more im- 
portant. How we go about obtaining new 
business and retaining our existing busi- 
ness will change as well. Banks and, to 
some degree, the Farm Credit System have 
operated on the assumption that if our cus- 
tomers want something, they will ask us 

before talking to other lenders, since we 
are their primary provider of credit. 

This certainly is no longer the case, nor 
quite honestly, has it been the case for the 
past eight years. If it had, we would not 
have seen the non-real estate debt owed to 

individuals and others increase from $10.9 
billion in 1987 to $15.1 billion in 1994. 
Other, non-bank and non-Farm Credit en- 

tities, are providing credit opportunities to 
customers at the supplier source long be- 
fore we, and sometimes the customer, 

even knew there was an opportunity. Get- 
ting out to the customer’s place of busi- 
ness and ongoing communication with our 
customers is more important than ever. 

Getting out to their place of business, 
however, is only one part of the equation. 
Being able to transact business there is 
another new challenge. Technology has 
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changed how we do business. And tech- 
nology will be one way that we will be 
able to meet the challenges of the market 
in the future. Buying the technology is the 
easy part, integrating it into our systems 
and getting our lending officers and staff 
to use it, is the larger challenge. 

Selecting and recognizing our niches is 
more important than ever before. For com- 
munity banks, picking our partners is a big 
part of that process. Partnering with corre- 
spondent banks in ag lending is becoming 
less common and partnering with insur- 
ance companies and other community 
banks is becoming more the norm. 

I also see the potential for more captive 
supplier and bank partnerships. Many 
organizations getting into the credit game 
are discovering many challenges and high 
costs associated with servicing the credit 
relationship. They have to decide whether 
they want to be a niche player or a full 
credit line provider to agriculture. If they 
choose the latter, community banks will 

have a role in assisting them with the ser- 
vicing of those credit relationships. 

Future Competition 
Community banks will continue to be a 
strong factor in the ag marketplace. We 
tend to drive competitors, like the Farm 
Credit System and each other to some de- 
gree, crazy because we are all so different. 

Trying to find a “one size fits all” strat- 
egy to compete against banks does not 
work. Every community, county and mar- 
ketplace is different. Many community 
banks, like many suppliers, have an abun- 
dance of capital, very close or tight own- 
ership and different goals than the rest of 
the credit marketplace. Going head to head 
with them on a price basis can be almost 
impossible for you and me and for non- 
traditional lenders trying to compete. 

Are there opportunities for partnerships 
between rural banks and the Farm Credit 
System? Only time will give us that an- 
swer. Competition is very intense and the 
whole topic is, of course, controversial. De- 

spite the controversy, we need to address 
the issue. The challenges are many but, of 

course, that is what makes it interesting. & 
 


