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Summary

The per acre value of U.S. farm real estate is expected to in-
crease 1 to 3 percent in 1991, compared with last year’s 2-
percent gain. The forecast reflects expectations of lower net
farm income, slightly lower interest rates on farm real estate
loans, and inflation at the 1990 rate.

U.S. farm real estate values rose 2 percent in 1990 to an aver-
age $682 per acre. This, on top of increases in the preceding
3 years, raised the January 1, 1991, average 14 percent
above the 1987 low. However, the current average remains
17 percent below the record $823 in 1982. Compared with a
year earlier, January 1991 values rose in six regions, re-
mained unchanged in one, and declined in three.

With inflation, as measured by the GNP deflator, averaging
just over 4 percent during calendar year 1990, the inflation-
adjusted per acre value of U.S. farm real estate fell 2 percent
from January 1990. Recent inflation rates around 4 percent
have offset gains in nominal values, thereby preventing a sus-
tained recovery of real values.

Higher farm real estate values in 1990 were supported by
several factors. Record crop and livestock receipts contrib-
uted to record U.S. net farm income, while net cash income
nearly tied the 1988 record. Farmers’ financial positions im-
proved as U.S. farm debt continued the decline that began in
1984. Ratios of debt to assets and debt to equity were lower
in 1990, extending a downward trend since 1985. Interest
rates on farm real estate loans remained near 1989 rates.
But, the economic recession dampened investor activity, par-
ticularly near urban areas, in turn reducing the demand for
farm real estate for nonagricultural uses.

Farm real estate values posted their strongest 1990 gains in
the Lake States (8 percent) and Mountain (7 percent) re-
gions, where they were supported by record cattle prices.
Recent gains have restored the Lake States’ average value to
73 percent of its 1981 high and the Mountain region’s value
to 88 percent of its 1984 high. In the Northern Plains, the 9-
percent average annual increase in values during the preced-
ing 3 years tapered off to 3 percent in 1990. South Dakota
(7 percent) and North Dakota (8 percent) continued to record
substantially higher values.

Com Belt values have risen 25 percent since 1987 (3 percent
in 1990), but the current average ($1,129 per acre) remains
36 percent below the 1981 record. Among Corn Belt States,
increases during 1990 ranged from 1 percent in Missouri and
Ohio to § percent in Iowa. California’s 5-percent increase
led the Pacific region’s 4-percent gain in 1990. Values rose
2 percent in the Delta States and were unchanged in the
Southeast.

Lower values in the Northeast (down 1 percent) and Appala-
chia (down 5 percent) partly resulted from weakened econo-

mies and reduced investor demand for farmland for nonagri-
cultural uses. The 3-percent drop in the Southern Plains con-
tinued a decline that began in 1986. Texas values fell 3 per-
cent in 1990 and Oklahoma values declined 2 percent.

Cash rents for farms and cropland are expected to rise in the
Lake States and Delta States in 1991, In other regions, expected
changes in rents show no consistent pattern. Similar or higher
pasture rents are expected in the Northern Plains in 1991, while
comparable to lower rents are anticipated in Appalachia. Ex-
pected changes in pasture rents elsewhere are mixed.

Voluntary and estate sales accounted for 71 percent of re-
ported farm sales in late 1990. About 9 percent resulted
from foreclosure, bankruptcy, and condemnation sales and
transfers. Family transfers and other sales accounted for the
remainder. Owner-operators participated in 59 percent of re-
ported purchases in late 1990, involving 57 percent of the
acres sold, and 62 percent of the total value of sales. Non-
farmers accounted for 27 percent of the purchases, represent-
ing 28 percent of both the acres sold and total value of sales.
Highest activity by nonfarmers came in the Northeast, Appa-
lachia, and Delta States.

Sixty-four percent of the reported sales involved financing.
The ratio of debt to purchase price averaged 74 percent, rang-
ing from 69 percent in the Northern Plains to 84 percent in
the Delta States. Commercial banks provided 32 percent of
the credit for reported sales, up from 28 percent a year ear-
lier. Other main sources included seller financing (23 per-
cent), the Farm Credit System (26 percent), and insurance
companies (13 percent).

About 93 percent of the U.S. farmland reported sold in late
1990 is expected to remain in agricultural uses over the next 5
years. Largest shifts to nonagricultural uses are expected in the
Northeast and in Appalachia, where nonagricultural uses for
farm real estate compete more strongly with agricultural use.

Foreign interests acquired an additional 1.6 million acres of
U.S. agricultural land in 1990, raising total holdings to 14.45
million acres as of December 31, 1990. But, U.S. corpora-
tions in which foreigners held a significant interest or sub-
stantial control owned about 62 percent of the acreage. Prin-
cipal uses of foreign-owned agricultural land included forest
land (50 percent), cropland (17 percent), and pasture and
other uses (33 percent). Foreign-owned land comprised just
over 1 percent of all privately owned U.S. agricultural land
and about 0.6 percent of all U.S. land.

Taxes on U.S. farm real estate rose 2.7 percent in 1989 to
$4.4 billion. The nationwide tax per acre averaged $5.06 in
1989, up from the previous year’s $4.92. The tax per $100
of full market value averaged 76 cents, down from 77 cents
in 1988.



Outlook

USDA forecasts a 1- to 3-percent increase in the per acre
value of U.S. farm real estate in 1991, a range encompassing
the 2-percent rise recorded in 1990. Analysts developed the
forecast from a national forecasting model that incorporated
expectations of lower net farm income in 1991, slightly
lower interest rates, and inflation at the 1990 rate. The
model also included historical farm real estate values. If the
forecast is realized, the 1991 gain would represent the fifth
straight annual increase, bringing the average value to 85 per-
cent of the 1982 record high.

Real (inflation-adjusted) farm real estate values, however,
will likely average lower in 1991, within a forecast range of
no change to 2 percent lower. With recent inflation rates
around 4 percent offsetting gains in nominal U.S. farm real
estate values, a sustained recovery of real values has not yet
occurred.

Slightly lower interest rates in 1991 and inflation similar to a
year earlier should have little effect on finance costs for pur-
chasing farm real estate and for operating expenses. Invest-
ors often consider farm real estate as a hedge against infla-
tion. In recent years, however, economic returns to farm in-
vestments have barely kept pace with inflation. Returns to
equity in 1991 are forecast at 3 to 4 percent, near last year’s
4 percent and the preceding 4-year average of 4 percent. In-
flation, as measured by the GNP deflator, averaged 3.7 per-
cent during the past 4 years.

Figure 1

Average Real and Nominal Values
of U. S. Farm Real Estate

$/acre
1000

Analysts forecast that 1991 net farm income (the net value of
the current year’s production) will be down 4 to 14 percent
from the 1990 record. Lower farm receipts—owing to re-
duced receipts from livestock—and higher cash expenses are
expected to reduce net farm income. Net cash income (the
net value of the current year’s sales) is also forecast to be
down from 1990’s near-record.

Investors look to improved export markets for agricultural
commodities as the most likely source of significant in-
creases in U.S. commodity prices and in economic returns to
farm real estate. The value of U.S. exports in fiscal 1991 is
forecast at 8 percent below a year earlier.

Operators’ financial positions have strengthened in recent
years. Total farm debt has steadily declined since 1983, but
may level off in 1991. Ratios of debt to equity have fallen
since 1985. The 1991 ratio is expected to be near or slightly
below last year’s.

Other sources reinforce the forecast 1- to 3-percent increase
in U.S. farm real estate values. A national panel of rural ap-
praisers surveyed for the Economic Research Service (ERS)
in April 1991, expected a 1.9-percent increase in U.S. aver-
age farmland values during April 1991-92. Half the panel
expected higher values, 40 percent unchanged values, and 10
percent lower values. The expected year-ahead increase is
appreciably stronger than the 0.4-percent rise the panel fore-
cast earlier for January 1991-92. At that time, only 26 per-
cent expected higher values, while 25 percent anticipated
lower values.

900
800 -

700

Nominal

300

200
100

1970 75 80




Value of U.S. Farm Real Estate
2 Percent Higher

The per acre value of U.S. farm real estate averaged 2 per-
cent higher during 1990, marking the fourth consecutive in-
crease since the mid-1980’s downturn in values ended in
1987. On January 1, 1991, the value of farmland and build-
ings averaged $682 per acre, 14 percent above the 1987 low,
but still 17 percent below the record $823 in 1982 (table 1).

Operators were in a stronger financial position in 1990 that
enabled them to bid up farm real estate values. Record crop
and livestock receipts helped raise U.S. net cash income to a
near record and net farm income to an alltime high. At the
same time, U.S. farm debt edged lower, extending a decline
that began in 1984. Ratios of debt-to-equity and debt-to-net
cash income continued downward in 1990. Interest rates on
farm real estate loans remained close to 1989 levels.

Farmland values represent investors’ discounted stream of
expected future incomes. The modest gain in average U.S.
value in 1990, despite record income and stable interest
rates, suggests that investors may have correctly anticipated
the higher 1990 incomes and incorporated them into their
prior-1990 bids for farmland. On the other hand, the tem-
pered increase in 1990 may reflect investors’ expectations of
lower farm incomes beyond 1990.

The economic recession dampened investor activity, particu-
larly near urban areas, which, in turn, reduced the demand
for farm real estate for nonagricultural uses. This put down-
ward pressure on farm real estate prices. Investors may have
been generally more cautious because of the uncertain tim-
ing of the economy’s recovery. Also, many are likely recall-
ing the rapid rise in farm real estate values in the 1970’s and
early 1980’s, followed by sharply lower values in the mid-
1980’s.

Regional factors affecting farm real estate values underlie
these national indicators of economic well-being. Values in
predominately agricultural regions are tied more closely to
farm income levels. In other regions, such as the Northeast,
Appalachia, and the Southeast, demand for agricultural uses
competes more strongly with demand for urban, recreational,
and rural housing. Demand for nonagricultural uses changes
with fluctuations in regional and national economic activity
and with population shifts.

On January 1, 1991, the value of farmland and buildings for
the 48 contiguous States totaled $672 billion, 2 percent
above a year earlier (app. table 1). Because the acreage in
farms and ranches does not change much from year to year,
State and regional percent changes in total value closely par-
allel percent changes in per acre values.

The average value per farm/ranch across the 48 contiguous
States rose 2 percent in 1990 to $314,427 as of January 1, 1991

(app. table 2). The Mountain region recorded the highest av-
erage values ($585,561), primarily because of its large-scale
operations that average 2,042 acres. But, because the region
comprises a large proportion of relatively low-valued graz-
ing land, the per acre value of farm real estate ($287) was
lowest of all regions. State average values for operations
ranged from Utah’s $344,992 to Arizona’s $1.32 million.
Not only did average size of operation differ widely between
Utah’s 856 acres and Arizona’s 4,615 acres, but so did per
acre values, averaging $403 for Utah and $285 for Arizona.

Lowest average values occurred in Appalachia ($166,539),
largely because of small operations, averaging 157 acres.
Appalachia’s average $1,060 per acre, however, represents
one of the highest regional values.

Building values totaled $123.6 billion as of January 1, 1991
(table 4), and comprised just over 18 percent of the total
value of farmland and buildings. Building values as a pro-
portion of total farm real estate value ranked highest in the
Northeast, Lake States, and Appalachia regions, accounting
for 27 percent of total value. Relatively small operations in
the Northeast (169 acres) and in Appalachia (157 acres) tend
to make building values a large component of total value.
Farm operations in the Lake States averaged 262 acres, but
the concentration of dairying and related buildings helped ac-
count for the high proportion of building value.

Building values represented the smallest proportions in the
Northern Plains (13 percent), Southern Plains (15 percent),
and the Mountain region (14 percent). The larger scale of
farms and ranches in these regions, with emphasis on wheat
production and cow-calf operations, means buildings ac-
count for a relatively smaller share of total value.

Lake States and Mountain Regions Lead Increases

Recent gains in Lake States’ farm real estate values and an 8-
percent increase in 1990 brought the January 1, 1991, esti-
mate of $906 per acre to 28 percent above the 1987 trough
value (figure 3). However, the 1991 value remains 27 per-
cent below the 1981 peak. Record cattle and hog prices in
1990 and high milk prices contributed to the region’s 10-per-
cent increase in cash receipts from livestock and products.
This, together with higher crop receipts, led to higher net
cash income in 1990. Higher values for nonirrigated crop-
land in 1990 helped raise farm real estate values from 6 per-
cent in Wisconsin to 8 percent in Michigan and Minnesota.
Pasture values also rose, as did farm building values.

Higher real estate values in the Mountain region during the
past 3 years (7 percent in 1990) have brought the average
value to 88 percent of its 1982 record high. Expanded live-
stock receipts in 1990 were more than offset by lower crop
receipts (partly resulting from sharply lower wheat prices),
and net cash income declined. Changes in farm real estate
values ranged from no change in Idaho to 17 percent higher



Table 1.--Average

per acre value of farmland and buildings, by State, 1984-91 1/
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change
1990-

Northeast:
Maine .
New Hampshire
Vermont
Massachusetts
Rhode Island
Connecticut
New York
New Jersey
Pennsylvania
Delaware
Maryland

Lake States:
Michigan
Wisconsin
Minnesota

Corn Belt:
Ohio
Indiana
Illinois
Iowa
Missouri

Northern Plains:
North Dakota
South Dakota
Nebraska
Kansas

Apeglaghia:

irginia
West Virginia
North Carolina
Kentucky
Tennessee

Southeast:
South Carolina
Georgia
Florida
Alabama

Delta States:
Mississippi
Arkansas
Louisiana

Southern Plains:
Ok lahoma
Texas

Mountain:
Montana
1daho
Wyoming
Colorado
New Mexico
Arizona
Utah
Nevada

Pacific:
Washington

Oregon
California

48 States

1984 1985
1,391 1,346
713 774
1,253 1,439
862 947
2,083 2,377
2,770 2,990
2/723 31005
848 820
2,959 2,951
1596 11427
1:840 1,596
2/236  2.197
1,147 952
1,255 1,108
11104 A
1,131 898
1,449 1,108
1500 1,215
1647 1,344
1,845 1,381
1,518 1,091
875 689
518 412
447 373
363 289
845 485
597 488
1,107 1,035
1,125 1,112
698 607
1,429 1,331
17034 955
1/024 9%k
1,105 1,068
926 898
921 886
1,645 1,599
824 797
1,076 1,012
950 855
964 907
1,430 1,407
632 675
718 597
612 696
327 300
276 243
808 739
199 181
469 437
194 185
311 295
570 513
262 244
1,399 1,293
972 943
719 615
1,981 1,841
801 713

1987 1988
Dollars
1,491 1,586

885 962
1,847 2,112
1,114 1,124
3,012 3,553
3,389 4,748
3,557 4,171

960 993
3,729 3,969
1,540 1,579
1,677 1,765
2,009 2,261

707 788

924 971

77 826

587 700

900 1,003
1,097 1,199
1,061 1,158
1,149 1,262

786 947

604 640

331 368

303 319

238 269

400 457

373 413
1,006 1,037
1,154 1,198

633 682
1,259 1,263

878 896

936 1,001
1,055 1,130

792 871

889 920
1,605 1,790

786 800

757 781

685 697

724 761

921 940

532 531

475 480

546 544

257 257

200 205

552 572

157 147

368 369

156 180

299 279

451 425

240 227
1,08 1,089

756 739

541 542
1,554 1,575

599 632

OVIOHNRON—=NO
SReN2!

I~
PN NOOWONOW

1,129
757

535
1,657

1990 1991
1,722 1,699
1,019 978
2:237 2,148
10190 1,142
3,763 3,612
5:028 4,827
LT 4,240

976 1,031
4,63 4,912
1,807 1,757
2,259 2,248
2,420 2,196

841 906
1,005 1,085

803 853

805 873
1,096 1,129
1,204 1,217
11266 1,275
1,389 1,433
1,102 1,157

679 689

425 439

340 368

328 351

550 556

462 467
1,11 1,060
1516 1,295

613 625
1,263 1,243

981 962

996 988
1,253 1,254

909 948
1,012 995
2,085 2,133

839 ™

782 797

728 754

750 770

915 905

495 482

497 486

495 481

267 287

238 243

661 659

149 153

358 410

196 230

263 285

389 403

19 219
1,163 1,210

779 798

571 583
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procedure for estimating farm building values.

Values for 1989 and 1990 revised fol

lowing 1991 adoption of a new



Figure 2
Percent Change in Farm Real Estate Value Per Acre
January 1, 1990 to January 1, 1991

( ) Denotes negative change

in New Mexico. Higher values for pasture, which accounts
for 90 percent of New Mexico’s land in farms and ranches,
primarily supported the State’s gain in farm real estate value.
Colorado’s 15-percent increase came from sharply higher
values for nonirrigated cropland and higher values for pas-
ture. Farm building values also rose in both States. Declines
in pasture and building values in Idaho offset gains in irri-
gated cropland values, resulting in no change in the com-
bined farm real estate value.

In the Corn Belt, net cash income rose sharply in 1990, but
had only a moderate impact on farm real estate values,

which gained 3 percent. Receipts from livestock were partic-
ularly higher. Since farm real estate values turned around in
1988, Corn Belt values have increased 25 percent, but are
still 36 percent below the region’s 1981 high.

State increases in the Comn Belt ranged from 1 percent in Ohio
and Missouri to 5 percent in Iowa. Higher cropland values
were reported in most of Iowa, while pasture values rose in
southern areas. Iowa’s cash receipts from livestock were sub-
stantially higher in 1990. Lower woodland values in Missouri
and reduced building values in both Missouri and Ohio held
State gains in farm real estate values to 1 percent.

Farm real estate value increases in North Dakota (8 percent)
and South Dakota (7 percent) during 1990 continued to lead
the Northern Plains’ recovery in values. With the region’s 3-
percent gain in 1990, the average value has risen 33 percent
since turning around in 1988. Higher values for all farmland
uses in North and South Dakota, particularly pasture values,

o

led to each State’s strong increase in 1990. Building values
also rose.

While the value of farm real estate in the Delta States
gained 2 percent in 1990, the average value ($797 per acre)
was identical to the 1989 value. On a regional basis, values
in the Delta States have been moving without trend since
1987. Net cash farm income was up in 1990, largely due to
higher cash receipts from crops. Mississippi’s 4-percent
gain in farm real estate value stemmed from higher values
for all farmland uses, which were slightly offset by lower
building values. Lower cropland values counterbalanced
higher pasture values in Louisiana, and combined farmland
values showed no change. Lower building values, however,
pulled down the overall change in farm real estate value by
1 percent.

The 4-percent gain in the Pacific region’s average value of
farm real estate in 1990 brought values to 86 percent of the
1984 record high. Values have fluctuated without trend
since 1986. California’s 5-percent gain in 1990 reflects a 6-
percent increase in farmland values offset by slightly lower
building values. In Oregon and Washington, moderately
higher values for all farmland uses but lower building val-
ues held each State’s increase in farm real estate values to 2
percent.

Rising Southeast values since 1987 leveled off in 1990 with
the January 1, 1991, average of $1,254 nearly identical to a
year earlier. State changes in farm real estate values ranged
from a 6-percent drop in Alabama to a 4-percent gain in



South Carolina. Values for cropland and woodland in Ala-
bama were down in 1990, as were building values. In South
Carolina, lower woodland and building values moderated the
impact of higher cropland and pasture values.

A weakened Northeast economy that reduced investor de-
mand for farmland for nonagricultural uses neutralized the
impact of higher net cash farm income during the past 2
years. Consequently, the average value of farm real estate
was down 1 percent in 1990, following a 2-percent decline
in 1989. Declines in 1990 were most pronounced in the
New England States and in Maryland. Maryland’s downturn
was partly linked to lower farmland values near urban areas
and to lower building values. New York, on the other hand,
recorded a 6-percent gain, supported by higher values for
cropland and pasture. Farmland values near urban areas in
New York did not decline, as in Maryland and several other
States.

The downturn in the economy also appears to have de-
pressed farmland values in Appalachia. While net cash in-
come was higher in 1990, demand by investors near urban
areas was generally off, particularly in Virginia. West
Virginia’s 2-percent gain partly resulted from substantially
higher woodland values. Woodland accounts for 42 percent
of the State’s land in farms. Lower real estate values in
North Carolina, Kentucky, and Tennessee generally resulted
from lower building values.

Farm real estate values in the Southern Plains averaged 3 per-
cent lower in 1990, continuing a downward trend since

1985. Net cash income was down from a year earlier as
higher cash receipts were offset by lower direct payments

and higher cash expenses. Lower nonirrigated cropland val-
ues in Oklahoma and lower farm building values resulted in
a 2-percent decline in farm real estate values. Lower pasture
and building values in Texas contributed to a 3-percent drop
in farm real estate values. Also, farmland values near urban
areas in Texas were appreciably lower.

Recent Update In Farmland Values

Based on the April 1991 quarterly survey of a national panel
of rural appraisers, U.S. farmland values are expected to av-
erage 1.9 percent higher during April 1991-92 (table 2).

Half the appraisers expected higher values, 40 percent un-
changed values, and 10 percent lower values. The expected
year-ahead increase is substantially above the 0.4-percent
gain forecast for January 1991-92 in the January 1991 sur-
vey when only 26 percent expected higher values and 25 per-
cent anticipated lower values.

The quarterly surveys provide interim readings to USDA’s
annual survey of farmers’ and ranchers’ opinions of farm-
land values. Because appraisers’ information for specific
areas is weighted to form regional and national estimates,
their expected changes in farmland values are developed dif-
ferently from the ERS forecast in the Outlook section of this
report.

Strongest year-ahead gains are expected in the North Central
region (2.1 percent) and the West (2 percent). See figure 5.
However, both expected gains are slightly below the 2.3-per-
cent and 2.6-percent increases reported for the preceding 12
months. Appraisers expect a 1.6-percent increase in farm-
land values in the South (1.3 percent in the year past) and a

Increases in real farmland (land and buildings) values ac-
celerated in 1974, following sharply higher returns to as-
sets in 1972 and 1973 (figure 4). The increased returns to
assets partly stemmed from higher agricultural exports.
Higher inflation, which pushed real interest rates lower in
1973 and 1974, and the higher returns increased investors’
incentives to bid up farmland prices.

Even though real returns fell during 1974-77 and real inter-
est rates rose, farmland values continued higher. Invest-
ors may have expected expanding export markets or other
factors to continue raising returns to farmland.

Real farmiand values peaked in 1981, as returns varied but
real interest rates remained relatively low. Values then
began falling in 1982, as interest rates rose sharply. Fall-
ing farmland values reduced owners’ equity, which to-
gether with rising interest rates, created financial stress for

Trend in Real Values Levels Off

many operations. The subsequent forced sales for some
who could not meet mortgage payments placed additional
land on the market, further depressing prices.

Beginning in 1987, however, lower interest rates and more
stable returns led to a general improvement in operators’ fi-
nancial positions. But, real farmland values have re-
mained essentially flat since 1987, even though nominal
values trended higher.

When nominal farmland values are adjusted by the GNP
deflator, which averaged just over 4 percent during 1990,
the real value of U.S. farm real estate on January 1, 1991,
fell 2 percent below a year earlier. The 1991 real value re-
mains 46 percent below the inflation-adjusted peak in
1981 and is close to the 1973 real value. Nominal farm-
land values, on the other hand, nearly tripled during
1973-91.




Figure 3

Percent Change in Farm Real Estate Value Per Acre,
1990-91 and Trough Year to 1991

Southern
Plains

Top number: 1990-91
Bottom number: Trough year to 1991

Figure 4

Real (Inflation-Adjusted) U. S. Farm Real Estate Values Leveling Off
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1.1-percent increase in the Northeast (2.2 percent a year ear- Figure 5

Lier). Appralsers Expect Higher Values For April 1990-91

Looking at short-term changes, appraisers expected a 0.1-per-
cent increase in U.S. average farmland values during April-
June 1991 (table 3). About 78 percent of the appraisers ex-
pect stable values during the second quarter. The expected
gain represents a turnaround from the 0.1-percent decrease
during the preceding 3 months.

Appraisers in the Northeast, South, and West all expected
0.3-percent gains during the second quarter. North Central
appraisers looked for a 0.1-percent decline, a moderation of
the 0.8-percent fall reported for the preceding 3 months.

Top number: Expected percent change, Aprll 1991-82
Bottom number: Reported percent change, April 1990-91

Table 2.--Strongest year-ahead increases expected in the North Central and West regions 1/

Percent expecting values Percent repoqtinggvalues
durin Ag;il 1991 to during April 1990 to
April 1992 to be: April 1991 were:
Change ] . Change
Higher Same Lower in value Higher Same Lower in value
--------------- Percent
Northeast 44 48 8 1.1 84 13 3 2.2
North Central 46 47 7 2.1 58 23 19 2.3
South 55 33 12 1.6 65 20 15 1.3
West 52 38 10 2.0 75 15 10 2.6
United States 50 40 10 1.9 66 19 15 2.1

1/ Based on 449 responses from the April 1991 survey of a national panel of rural appraisers.

Table 3. --Quarterly changes show slightly higher values 1/

Percent expecting values Percent reporting values

“Junes 1851 ¢o ber " arch, 1991 weres o

"""""""""""""""" Change ST T change
Higher  Some  tower invalee Higher _Same  lower invalie

Northeast 14 86 0 0.3 Percent 12 86 2 0.3
North Central 1" 73 16 -0.1 9 74 17 -0.8
South 21 76 3 0.3 12 80 8 0.3
West 12 85 3 0.3 14 4 9 0.1
United States 14 78 8 0.1 1" 7 12 -0.1

1/ Based on 449 responses from the April 1991 survey of a national panel of rural appraisers.
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Cash Rents in 1991

Rented land accounted for 39 percent of all U.S. farmland
operated in 1990, according to USDA’s 1990 Farm Costs
and Returns Survey. (This count excludes land leased on an
animal-unit-month basis). Leasing was most prevalent in the
Corn Belt, Northern Plains, Southern Plains, Delta States,
and Pacific regions where 40 to 47 percent of all land oper-
ated was leased. Proportions in other regions ranged from
27 percent in the Northeast and Southeast to 35 percent in
Appalachia.

Cash renting predominated in 1990. About 65 percent of
U.S. rented land was rented for cash, 31 percent for shares,
and 4 percent rent-free. Cash-rented land accounted for 70
to 80 percent of all rented land in the Northeast, Lake States,
Southern Plains, Southeast, and Mountain regions. Between
60 and 70 percent was cash rented in the Northern Plains,
Appalachia, and the Pacific region. Tenants cash rented
least often in the Corn Belt (42 percent), where 56 percent
was rented for shares, and the Delta States (50 percent),
where 40 percent was rented for shares.

Cash rents are indicators of gross economic returns to farm-
land. Farmland values reflect expected future returns. Rents
may vary from year to year as market and growing condi-
tions change. Farmland values incorporate a longer time
span of past and expected returns (rents) to land. Conse-
quently, annual changes in rent-to-value ratios may be more
volatile than changes in farmland values. Some year-to-year
changes also result from sampling and other variations in the
annual surveys.

Conservation Reserve Program (CRP) enrollments remove
cropland from production for 10 years. Because some CRP
land was rented prior to enroliment, fewer acres may now be
available for renting. Also, some participating in the CRP
and annual acreage control programs may look for additional
cropland. Such increased demand for cropland, together
with less land in the rental market, would tend to push cash
rents higher.

CRP enrollments of around 550,000 acres in fiscal 1991
bring total U.S. enrollments to just over 34.5 million acres.
The Northern Plains accounts for 9.5 million (28 percent) of
all CRP acres. Enrollments are also high in the Mountain re-
gion (6.5 million). The Southern Plains reports 5.1 million
acres, mostly in Texas. Corn Belt enrollments rose to 4.9
million acres, with highest counts in Iowa and Missouri. An-
other sign-up is scheduled for July 1991.

Higher Farm Rents In Lake States and Delta States

Estimates of cash rent data for entire farms are generally lim-
ited to States east of the Plains regions. Renting entire farms
is less common in other areas of the country.

Lake States’ rents have been rising for several years and are
expected to further increase in 1991 (table 6) Particularly
higher rents are expected in Michigan, where the average
rent is projected to rise from $43.80 in 1990 to $52.80 per
acre this year. The rent-to-value ratio for Michigan (6.6 per-
cent) also rose, but ratios for Wisconsin and Minnesota were
similar to last year’s.

Delta States tenants are also expected to pay higher rents,
particularly in Louisiana. Rents there are expected to aver-
age $41.30, substantially above a year earlier but more in
line with 1989.

Rents for most States in the Corn Belt, Northern Plains, Ap-
palachian, and Southeast regions are expected to be stable to
slightly higher in 1991. In Missouri, however, the $46.70 ex-
pected in 1991 is down from last year’s $50.30.

Cropiand Rents Also Higher in the Lake States and Delta
States

Cash rents for cropland are expected to average 3 to 10 per-
cent higher among the Lake States and 7 to 12 percent
higher among the Delta States (table 7). For some States, for
example, Michigan and Mississippi, higher rents in 1991 ap-
pear to represent rebounds from below-trend rates a year ear-
lier.

Corn Belt rents in 1991 are expected to level off to near
1990 levels. Both rents and farmland values began falling in
the early 1980’s, with the drop in rents continuing through
1987. Farmland values began rising in 1988, Rents have re-
covered to within about 80 to 90 percent of earlier highs,
ranging from 78 percent for Ohio to 89 percent for Missouri.

Lower rents are expected for many Plains and Western
States, possibly due to lower wheat prices in 1990 and
drought conditions in some areas. North and South Dakota
were exceptions, however, where North Dakota’s $28.70 per
acre is similar to rates in the late 1980’s. While South Da-
kota rents have increased since 1988 to a record $37.40 in
1991, rent-to-value ratios have steadily declined, as values of
rented cropland rose proportionately more than cropland
rents.

Pasture Rents Vary Within and Among Regions

Unchanged to higher pasture rents are expected for all States
in the Northern Plains, while lower to unchanged rents are
anticipated in Appalachia (table 8). Rents in other regions
showed no consistent pattern between 1990 and 1991.

The 16-State average value for cattle grazing fees on pri-
vately owned nonirrigated land leased on an animal-unit-
month basis was $10.86 in 1990, up from $10.06 a year ear-
lier (table 9). Appreciably higher fees were paid in South
Dakota, Nebraska, Idaho, and Colorado. Fees were down in
Wyoming, New Mexico, Utah, and Washington.
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Measuring Farmland and Farm Building Values

Real Estate Values Were Revised

In 1991, we revised our procedure for estimating farm real
estate values. Because 1989 and 1990 estimates represent
forecasts indexed from the 1988 Bureau of the Census bench
mark values, 1989 and 1990 State and U.S. estimates were
revised according to this procedure.

Newly available data show that some relations among eco-
nomic variables can no longer be expected to hold. Farm
building values have a stronger influence on farm real estate
value than originally thought. Until 1990, we used Bureau
of the Census farm real estate estimates as bench marks and
our annual farmland value survey as bench mark movers for
intercensal years. We assumed we could measure the annual
percentage changes in the value of real estate with the annual
change in farmland.

The Bureau of the Census estimates farm building values
less frequently than real estate values, but the existing esti-
mates reveal major changes in the components of farm real
estate. When we compared the 1980 Bureau of the Census
estimates of farm building values to the recently released
1989 value, we discovered building values had risen from 14
to 21 percent of the total real estate value.

We used this information to revise the procedure by which
we make farm real estate estimates. The 1990 and 1991
farmland value surveys provided the 1990-91 percentage
change in land values. We estimated percent changes in the
building component of farm real estate value using second-
ary information. Thus, we derived our 1991 farm real estate
estimate as the sum of movements of each of the two compo-
nents.

Why Do Changes in Land and Building Values Diverge?

Changes in land and building values likely reflect different
impacts from the same economic forces. At times, values
may move in opposing directions and by different percent-
age amounts. However, analyses of historical data show that
relative movements are systematic and predictable. That is,
we can track movements in both components provided we

12

can identify how one component—for example, land val-
ues—moves.

Land and building values likely equal the present discounted
value of returns investors anticipate from asset ownership.
So long as anticipated land and building income streams
change by the same percentage amounts in response to eco-
nomic forces, land and building prices will maintain their rel-
ative levels.

At times, anticipated income streams from land and build-
ings, and therefore values, are identically affected by eco-
nomic forces. Some of the costs of owning land are identical
to the costs of owning buildings. For example, loans for
farm real estate typically cover land with the existing im-
provements, including buildings. Therefore, the interest rate
implicitly is equal for both the land and buildings. In some
areas, landowners pay ad valorem taxes on their real estate,
again implying equal tax rates for land and buildings. Fed-
eral income tax rates also apply equally to income from land
or buildings.

Although land and buildings share many factors affecting re-
turns and ownership costs, there are two reasons to suspect
that investors’ anticipated income streams will not move to-
gether in percentage terms. The market value of these assets
can move at different rates and possibly in opposing direc-
tions under some conditions. Two factors induce investors
to revise their anticipated income streams by different
amounts. First, building ownership costs (as a percentage of
value) are generally larger than land ownership costs. In-
creases, for example, in anticipated inflation rates lower land
ownership costs more than building ownership costs and the
income streams move by different amounts. The second fac-
tor, the Federal tax code, reinforces the divergence in antici-
pated income streams created by changing inflation rates.

Annual costs of maintaining land and buildings differ. Costs
for land are significantly less than for buildings. (Mainte-
nance costs strictly for land do not include costs of installing
and maintaining permanent land improvements such as ter-
races, drainage systems, fences, or irrigation.) Buildings do



physically wear out with use. Maintaining their productive
capability requires some periodic repairs and mairtenance.
Thus, building ownership costs are likely to exceed land
ownership costs as, for example, a percentage of value. To
help keep this cost difference in mind, we refer below 0
land as if it were a non-depreciable asset (even though it is
not an infinitely-lived asset) and to buildings as depreciable
assets.

Depreciation and inflation together cause depreciable and
non-depreciable asset prices to diverge. If potential invest-
ors anticipate an increase in the inflation rate, they are likely
to revise their expectations of income from land and building
ownership. Those revisions will cause the price of both land
and buildings to rise, but not at the same rate. Most empiri-
cal studies of the effects of inflation on the cost of financing
capital purchases indicate that, after accounting for Federal
tax-deductible interest payments, the cost of financing in-
creases less than the increase in inflation.

Asset owners benefit from inflation because it reduces own-
ership costs relative to asset values. Anticipated inflation
can cause asset prices to rise at different rates because the
farmland and building ownership costs are different. Be-
cause land ownership costs, as a percentage of land price, are
generally less than building ownership costs, as a percentage
of building price, an increase in inflation rates has a rela-
tively larger cost-reducing impact on land values.

If investors see land costs falling relatively more than build-
ing costs, they will also expect the rate of return to be greater
on land than on buildings. The differential rates of return
should spur investment in land and diminish investment in
buildings. In this case, land prices must rise relatively faster
than building prices. Conversely, land prices will fall faster
than building prices when inflationary expectations decline.

The Federal tax code also causes depreciable and non-depre-
ciable asset prices to diverge when investors expect increas-
ing inflation. The tax code allows a deduction for deprecia-
tion of farm buildings (excluding the non-business sections
of owner-operator dwellings). Land, net of improvements, is
not depreciable for tax purposes. When anticipated inflation

. rates rise, the tax code induces investors to revise downward

their expectations of income from building ownership be-

cause the historic purchase price rather than the current re-
placement cost determines the size of deductions. The infla-
tion-adjusted value of the deduction diminishes with increas-
ing inflation.

Suppose investors seize every opportunity for profitable in-
vestment. Then, after-tax rates of retarn should be the same
for all assets, regardless of the ability to deduct depreciation
expenses. Increasing inflation means that the value of depre-
ciation deductions diminish, so long as historic purchase
prices determine deductions. Equivalently, building owners
receive smaller benefits from ownership. Maintaining the
rate-of-return equality in the face of reduced benefits from
building ownership is possible only if 1and and building
prices diverge.

What Was Done To Estimate Land and Building Values?

Empirically, we found a strong correlation between (antici-
pated) inflation rates (measured as a 3-year moving average
of the GNP deflator) and the ratio of land to building value
for the United States and the 10 farm production regions.
The findings support the argument that inflation has different
consequences for the expected net-of-taxes income streams
from land and buildings. When the different income streams
arc discounted, impacts vary on imputed values for land and
buildings. Those values move at different, but now predict-
able rates. We used the statistical relationship between infla-
tion rates and the land-to-building value ratio to estimate
building value changes. In summary, we used three pieces
of information to estimate real estate values: the Bureau of
the Census estimate of the value of farm real estate (the
bench marks for land and for buildings), the year-to-year per-
centage change in farmland values (estimated from our an-
nual land value survey), and the estimated land-to-building
ratio (derived from the relation between inflation rates and
the ratio). Thus, we applied two movers to the Census bench
marks.

The two separate movers allow us to estimate separately
land and building values. Further, because we use secondary
information to estimate the ratio of land to building value
(the GNP deflator), we can make estimates for earlier years.
Tables 4 and 5 contain separate estimates for building and
land values annually back to 1980. [Fred Kuchler and Pat-
rick Canning]
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Table 4.--Total value of farm buildings, by State, 1980-91 1/

As of February 1 As of April 1 As of February 1 As of January 1
State = -rme-s--ss-smse--o me-c-cmcscce-ssescissemsoooooom-s Cocesssoooo----oscesss-nmesssssses  Sss--cssssso-e-so
1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991
Million dollars
Northeast: 9,824 10,319 9,991 9,452 9,756 10,163 10,959 12,390 12,916 13,462 12,055 11,446
Maine 325 326 322 N 292 329 387 390 409 397 369 340
New Hampshire 185 186 184 176 181 222 266 281 316 301 274 253
Vermont 425 442 416 398 393 432 515 518 501 483 449 414
Massachusetts 392 389 388 371 385 461 579 632 708 688 640 589
Rhode Island 64 67 61 58 54 62 73 75 102 99 89 82
Connecticut 397 399 384 369 350 411 461 476 538 523 464 427
New York 2,192 2,354 2,402 2,305 2,377 2,448 2,731 3,148 3,220 3,097 2,733 2,780
New Jersey 700 683 675 609 545 569 593 725 730 772 722 735
Pennsylvania 3,658 3,796 3,595 3,478 3,694 3,675 3,748 4,490 4,587 5,194 4,581 4,284
Delaware 216 233 224 226 240 234 281 292 304 351 345 331
Maryland 1,270 1,445 1,339 1,151 1,244 1,319 1,325 1,363 1,504 1,557 1,388 1,211
Lake States: 13,298 14,965 14,454 13,774 14,467 14,222 13,792 13,144 14,808 14,83 13,816 14,159
Michigan 2,863 3,189 3,06 2,942 3,163 3,267 3,358 . 3,408 3,29 3,093 ,187
Wisconsin 5,391 5,935 5,672 5,449 5,665 5,629 5,688 5,573 6,024 5,911 5,144 5,209
Minnesota 5,044 5,841 5,723 5,383 5,640 5,326 4,747 4,348 5,376 5,632 5,579 5,762
Corn Belt: 24,470 25,742 23,393 21,450 22,725 21,122 22,234 22,358 25,849 27,540 24,725 24,061
Ohio 4,500 4,658 4,092 3,850 4,148 4,090 4,576 4,792 5,480 5,706 4,934 4,719
Indiana 4,246 4,538 4,001 3,608 3,998 3,947 4,116 4,061 4,672 ,937 4,441 4,323
Illinois 4,822 5,041 4,587 4,270 4, 4,203 4,490 4,5 5,234 5,597 5,067 4,983
Towa 6,753 7,073 6,557 5,902 5,712 4,912 4,634 4,503 5,584 6,307 5,722 5,659
Missouri 4,149 4,431 4,157 3,819 4,207 3,971 4,418 4,454 4,880 4, 4,562 4,
Northern Plains: 8,597 9,072 9,056 8,813 9,189 8,783 9,087 9,001 10,301 10,743 10,372 10,132
North Dakota 1,734 1,747 1,735 1,656 1,759 1,724 1,787 1,712 1,813 1,756 1,652 1,684
South Dakota 1,455 1,574 1,631 1,642 1,828 1,748 1,928 1,856 2,157 2,252 2,298 2,319
Nebraska 2,547 2,851 2,809 2,758 2,710 2,474 2,532 2,682 3,186 3,547 3,368 3,221
Kansas 2,862 2,900 2,882 2,758 2,892 2,837 2,841 2,751 3,145 3,188 3,054 2,908
Apealachia: 12,050 12,469 11,866 11,781 12,673 13,686 15,456 15,771 16,516 16,396 15,325 13,928
irginia 2,201 2,312 2,202 2,271 2,389 2,715 3,245 3,307 3,510 3,743 3,859 3,135
West Virginia 696 726 715 633 64 616 739 804 878 871 696 675
North Carolina 3,033 3,101 2,836 2,833 3,237 3,450 3,710 3,834 3,812 3,701 3,161 2,966
Kentucky . 3,152 3,145 3,164 3,343 3,628 4,162 4,136 4,318 4,243 4,163 3,893
Tennessee 3,054 3,178 2,968 2,881 ,059 3,276 3,599 3,690 3,998 3,838 3,446 3,259
Southeast: 6,837 7,359 6,980 6,706 6,942 7,764 8,734 9,313 10,127 10,287 9,505 8,975
South Carolina 1,043 1,090 1,041 966 1,057 1,175 1,129 1,274 1,334 1,153 1,144
Georgia 2,163 2,267 2,113 2,100 2,189 2,501 2,825 3,154 3,421 3,559 3,251 3,047
Florida 1,730 1,880 1,790 1,781 1,897 2,089 2,287 2,516 2,820 2,790 2,750 2,674
Alabama 1,901 2,122 2,036 1,859 1,906 2,116 2,448 2,514 2,612 2,605 2,351 2,110
Delta States: 5,396 6,285 6,204 5,622 6,114 6,743 6,886 6,398 6,759 6,681 5,877 5,685
Mississippi 1,764 2,189 2,063 1,866 2,091 2,206 2,354 2,221 2,296 2,257 2,044 2,009
Arkansas 2,142 2,393 2,468 2,175 2,268 2,510 2,522 2,550 2,777 2,748 2,383 2,315
Louisiana 1,490 1,704 1,673 1,581 1,755 2,027 2,0 1,627 1,685 1,676 1,449 1,360
Southern Plains: 7,939 8,528 9,546 9,690 11,278 14,280 14,621 14,759 15,405 14,880 12,885 11,856
k Lahoma 2,515 2,732 2,890 2,833 3,078 3,091 3,246 3,278 3,485 3,731 3,215 2,967
Texas 5,424 5,796 6,6 6,857 8,200 11,189 11,