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Agricultural

Lending

by

Credit Unions

by Keith Leggett

Keith Leggett is ABA senior
economist. If you have questions
or comments about this article,
Leggett can be reached at
202-663-5506. His e-mail
address is kleggett@aba.com
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day, 262 credit unions are ac-
tively making agricultural busi-
ness loans. These credit unions con-
stitute a small percentage of the total
non-real estate farm debt market in
our economy. But recent statistical
evidence identifies a great deal of
growth in agricultural business lend-
ing activities by credit unions. The
enactment of the Credit Union Mem-
bership Access Act will only promote
the continued expansion of credit to
the farm sector by creditunions. While
the Farm Credit System poses the
greatest challenge to farm banks to-
day, bankers should not take lightly
the competitive threat in their local
markets arising from tax-exempt
credit unions.

Credit Union Lending
Growing Rapidly
As of 1997, credit unions had 0.5
percent market share of non-real es-
tate farm business debt. While rela-
tively small, agricultural business lend-
ing by credit unions, since 1992, has
grown at a compounded annual rate
of almost 13 percent to $417.1 million
by 1997. This compares very favor-
ably to the overall growth rate of 4.2
percent for non-real estate farm debt
over the same period. Credit unions
had slightly more than 15,000 farm
loans on their books at year-end 1997.

Creditunions’ farm business lend-
ing as measured by originations has
also grown rapidly, doubling from
$131.7 million in 1992 to $264.1 mil-
lionin 1997. During 1997, credit unions
originated more than 11,000 farm busi-
ness loans, a 50 percent increase
from the number of agricultural loans
originatedin 1992.

Despite having a negligible na-
tional market share of farm produc-
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By Credit Unions
($ millions)
$201.4 $216.0
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Agricultural Loan Originations

$264.1

the Community Development
Financial Institutions pro-
gram are exempted.

* Credit unions that have a
history of primarily making
member business loans are
exempted.

* Credit unions that were
chartered for the purpose of
primarily making business
loans are exempted.

* Business loans that total
less than $50,000 to a single

1997

tion and operation loans, in several
states credit unions are significant
competitors. For example, in North
Dakota credit unions hold almost a 6

member are not counted as
business loans and therefore do not
count toward the new aggregate limit.
Thisisavery important exception, as
the average size of an agricultural

percent market share in non-
real estate farm debt. One out
of every five dollars in credit
union assets in North Dakota
goes to agricultural lending.
While North Dakota has the
highest credit union farm loan
market share, the states of Wis-
consin, Minnesota and Indiana
also report credit union market
shares in excess of 1 percent.

H.R.1151 Will Not Restrain

Agricultural Lending Outstanding

$229.4 $241.5

1992

Source: NCUA
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$336.9 $355.6
4 :

1993 1994 1995 1996 1997

Farm Lending Growth by
Credit Unions

Title II of the Credit Union Member-
ship Access Act imposes a new ag-
gregate limit on a credit union’s busi-
ness loans of the lesser of 1.75 times
net worth or 12.25 percent of total
assets. Agricultural loans are treated
as business loans and are therefore
subject to the aggregate limit.
However, there are a number of
€xceptions from the aggregate busi-
nesslending limit.
~ *Creditunions that have alimited
Income designation or participate in
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loan originated by a credit union in
1997 was $23,500 and almost 90
percent of loans to farmers are be-
low $50,000, according to commer-
cial bank data.

* Additionally, businessloansfully
secured by a lien on 1 to 4 family
residence that is the member’s pri-
mary residence; or fully secured by
shares in a credit union or deposits at
other financial institutions; or loan
guaranteed (insured) by any agency
of the federal government or a state
orany of its political subdivisions will
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not be treated as business loans and
thus not counted against the aggre-
gate limit.

Given these exceptions, the ag-
gregate business loan limit, as applied
to credit unions making agricultural
loans, are not likely to be effective.

Agricultural business lending by credit
unions may be expected to continue to
grow, and credit unions may be ex-
pected to continue to gain market
share as they leverage their preferen-
tial tax treatment to gain farm busi-
ness customers. jal
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Do your feedlot clients
know what

Cattlyst

for their
bottom line?

: "Better feed intakes with Cattlyst
= ean better gains."

Robin Frank, Owner/operator
Frank Ranch, 4000-head feedlot, Sutherland, IA

“ =
"With Cattlyst, feed intake increased
1 to 1172 pounds/head/dny."
v Ryan Loseke, DVM, Owner/operator
1000-head feedlot, Columbus, NE
“ "With Cattlyst, cattle requive fewer
- : days on feed.”
& Joel Cortez, Jr., Owner/operator
J&R Feedyard, 7000-head feedlot, Rio Grande, TX
M

"With Cattlyst, my customers arve
well satisfied.”

Roger Gilland, Owner/operator
2000-head feedlot, Morgan, MN

KACATTLYST
i THE PROFITABLE ONE
For more information call 1-800-526-0189, ext. 8372
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