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In a previous article, we estimated that implement dealers provided 27% of the agricultural sector’s long
term non-real estate debt in 2016 (farmdoc daily, May 9, 2008). This post examines the use of implement
dealer credit by farm type, as well as the average interest rate and loan size of implement dealer credit
compared to other lending sources.

Sources for Detailed Farm Loan Data

While many lenders, such as commercial banks or the Farm Credit System, report aggregate lending to
farmers, it is difficult to measure other lending relationships, such as borrowing from individuals. For these
types of lending relationships, economists typically rely on surveys of farm operators. The best source for
national-level aggregate farm debt is the Agricultural Resource Management Survey (ARMS) jointly
produced by USDA Economic Research Service and National Agricultural Statistics Service. The annual
ARMS survey asks farmers detailed information on the terms, age, interest rate, and lender type for (up to
five) outstanding loans.

Figure 1 shows the average share of long term non-real estate debt by lender type for five classes of farm
size based on gross cash farm income (GCFI). Low sales farms have GCFI below $150,000. Moderate
sales farms have GCFI between $150,000 and $350,000 and midsize farms have GCFI between
$350,000 and $1,000,000. Smaller million dollar farms have GCFI up to $5,000,000 and larger million
dollar farms have GCFI beyond $5,000,000.

Similar to our previous article (farmdoc daily, May 9, 2008), traditional lenders include commercial banks,
credit unions, the Farm Credit System, and Famer Mac. Public lenders include the Farm Service Agency
(FSA), Small Business Administration (SBA), and other government programs, and the remaining lenders
are captured by “all others.”
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Figure 1: Share of long-term non-real estate debt by lender, 2012-2016 average

100%

90%

80%

70%

60%

50%

40%

30%

20%

10%

0%

78%
62%
59%
58% 56%
32% 33% 32%
27%
14
12% »
o,
4%5% 6% 3%4% 3%3% I 4%4%
&) B B =
Low salesfarms Moderate sales  Midsize farms Small million Large million
farms dollar farms dollar farms
Traditional =Implementdealer =Public wAll other

fdd

Source: USDA ERS/NASS Agricultural Resource Management Survey 2012-2016, authors’ calculations

For all but the largest farms, implement dealers supply roughly one third of long term non-real estate
debt. For the largest farms (based on GCFI), implement dealer financing accounts for 14% of long-term
non-real estate debt. The largest farms obtain a greater share of long-term non-real estate from traditional

lenders.

As shown in Table 1, the terms of the loans suggest that, on average, the largest farms borrow traditional
lenders at lower interest rates. This may reflect the lower risk of larger producers, stronger relationships
with traditional lenders from previous loan history, or the ability to provide greater financial information.
These advantages may also explain why the largest farms have fewer incentives to use implement dealer

financing, compared to other lender types.

Table 1: Average interest rate and loan size by sales class and lender type, 2012-2016 average

Low sales farms

Moderate sales

Midsize farms

Small million

Large million

farms dollar farms dollar farms

Traditional 4.75% 4.74% 4.63% 4.38% 3.83%
Implement dealers 4.23% 4.28% 3.94% 3.98% 3.80%
Public 3.39% 3.61% 3.81% 3.65% 4.55%
All others 4.76% 4.40% 4.32% 3.89% 3.72%
Traditional $35,929 $94,035 $156,735 $300,930 $1,293,482
Implement dealers $39,284 $95,154 $138,515 $206,850 $452,403
Public $36,427 $80,639 $117,815 $172,721 $1,252,160
All others $31,674 $141,427 $134,720 $211,444 $740,652
Source: USDA ERS/NASS Agricultural Resource Management Survey 2012-2016, authors’calculations

2 farmdoc daily May 14, 2018



In addition, Table 1 suggests that for all farm sizes, implement dealers charge a lower interest rate than
traditional lenders, on average. But the difference evaporates as sales volume increases. Low sales
farms that choose financing from an implement dealer received an interest rate that on average was more
than half a percent lower than those that received financing from a traditional lender (52 basis points). For
the largest farms, the difference is less than 3 basis points.

Regional Concentration of Implement Dealer Financing

Figure 2 shows the state-level variation in the share of long-term non-real estate lending by implement
dealers. Across the Cornbelt region, implement dealers account for roughly one third of long-term non-
real estate loans. The use of implement dealer financing is particularly pronounced in Southeastern and
Delta states, with a market share between 37% and 49%.

Figure 2. Share of long-term non-real estate loan volume by state held by implement dealers, 2012-2015

Conclusion

For all but the largest farms, implement dealers supply roughly one third of long term non-real estate
debt. The largest farms are more likely to use traditional lenders for long term non-real estate debt. This
may be due to the similarity of loan terms between implement dealers and traditional lenders for the
largest farms.
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The views expressed herein are those of the authors and are not attributable to the USDA, the Economic
Research Service, or the National Agricultural Statistics Service. This research was conducted while
Kevin Patrick was employed at the Economic Research Service.
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