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CASH RENT FOR LAND

by J. H. Atkinson, Professor, Agricultural Economics

Cash renting of farm land in Indiana has been
increasing for a decade or more. Recent increases
in prices of land, farm products and production
inputs have prompted many questions about land
rental rates.

Cash Renting Can Improve Management

Well-financed tenants who are good managers
may increase profits by taking over all the
management decisions. They may increase
production on a particular tract, often by using
more inputs like fertilizer, herbicides and better
seed. More importantly, they may increase net
returns to the entire business when it consists of
several tracts of land owned by different people. If
these tracts are sharerented, the tenant is under
pressure from all landowners to maximize returns
on each tract. But in a cash rent situation, the
tenant has the flexibility to make decisions which
will maximize returns to the entire business.

Disagreements about how the land ought to be
managed can be avoided by cash leasing. In some
situations, the land owner wants to be relieved of
the management responsibility and risk which
goes with share leasing and may thus find cash
leasing an attractive alternative.

Determining Rental Rates

Rental rates for a given tract of land can be
estimated by looking at the going rate for similar
land or by using arule of thumb percentage of land
value. This article will present survey information
on rental rates.

Estimates of the landowner’s return under a
share lease are also useful in reaching a decision
on whether to cash rent or not, or in establishing a
cash rent figure.

As a rule, the landowner should not expect to
earn as high a net return under a cash as under a
share lease. This is true for several reasons: (1)
part of the cash rent is usually paid in advance;(2)
the landowner does not have to furnish capital for
operating expenses; (3) there is less management
for the owner; and (4) the landowner assumes no
production or price risk. However, there are cases
in which cash rent may provide as much netreturn

as an existing share leasing arrangement. The
operator may simply be willing to pay more in
order to manage more efficiently, or a change from
a poor share tenant to a good cash tenant may
mean a higher return from cash rent.

But unless these special situations exist, the
landowner can calculate a “cash rent equivalent”
from expected share lease returns as follows:

Landowner’s share of crops S
Less costs except interest,

tax and upkeep on land $__
Gross rent S

To convert to a cash rent equivalent, the gross
rent expected from a share lease should be reduced
to reflect lower risk, advance payments and less
management associated with cash rent. For
example, if the gross rent expected under a share
lease is $120 per acre, the landowner might be just
as content to receive a cash rent of $96, in which
case he would have discounted the sharerent by 20
percent.

Estimates of Rental Rates

The USDA reported average cropland rental
rates and rent as a percent of cropland values as
follows:

Year Rent Percent of value
1972 $35 T2

1973 38 6.9

1974 48 7.1

1975 63 7

Note that rent as a percent of value has
increased in each of the past 3 years, in spiteof big
increases in land values. This probably is due to
the fact that land wvalues reflect income
expectations for the long run, while rent
represents payment for the right to receiveincome
in the short run, often only one year. In view of the
outlook for the year ahead, rent as a percent of
land values may increase again in 1976, perhaps
to around 8 percent.
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