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Land Values Continue Rise

J. H. Atkinson, Professor Emeritus; Craig L. Dobbins,

he 1998 Purdue Land

Values survey indicates

that the value of an acre of
average bare Indiana cropland was
$2,155 per acre in June 1998, $55
more than the all-time peak reached
in 1981. This is an increase of $158
per acre, or approximately 8 percent,
over the value reported in 1997. In
each of the past five years, annual
increases in the value of this land
have ranged from about $100 to over
$200 per acre, resulting in an
increase of 65 percent for the
five-year period. Cash rents rose
from 1997 to 1998 on average land
by a little less than 2 percent to $112
per acre. While rents continued to
move upward setting new highs, the
rate of increase was significantly less
than the 6-percent increase reported
in 1997. The increase in cash rents
for the past five years has been only
26 percent, in contrast to the
65-percent increase in average land
values.

Statewide Land Values
For the six months ending in June
1998, the value of bare tillable land

* J.H. (“Jake”) Atkinson has formally
retired from the Department of Agricul-
tural Economics. Jake expresses his per-
sonal appreciation to the respondents who
make this report possible, especially to
those who respond year after year. Refer
your questions arising from this article,
and those concerning future surveys to
Craig Dobbins.

Professor, and Kim Cook, Research Associate*

was reported to have increased 1.9
percent on top land, 2.2 percent on
average land, and 2.3 percent on
poor land (Table 1). While land val-
ues for all three types of land moved
higher, the rates of increase were
much less than the rate of increase
reported for this same period in
1997. Slightly more than half of the
respondents, 52 percent, reported
that some or all classes of land went
up from December 1997 to June
1998, whereas 68 percent of respon-
dents reported an increase last year.
Thirteen percent of the respondents
indicated that some or all classes of
land fell in value during that same
six-month period, compared to 3.9
percent of the respondents the previ-
ous year.

The statewide 12 month increase
in the value of
—| average land
from June
1997 to June
1998 was 7.9
percent
(Table 1). Top
quality land
(151 bushel corn yield rating) was
estimated to have increased by $166
per acre, to $2,715 (Table 1). Average
land (123 bushel corn yield rating)
was valued at $2,155 (up $158),
while poor land (95 bushel corn yield
rating) was estimated to be worth
$1,632 per acre, up 9.3 percent for
the year. All three classes of land
values were above their 1981 peak.

N

The land value per bushel of corn
yield rating also increased this year,
but at much lower rates than
reported last year. For top quality
land, value per bushel of yield was
$18.02, up by 5.7 percent. Average
quality land value was $17.59 per
bushel, while the poor quality value
was $17.12 per bushel. (Table 1). The
percentage increases were 7.5 per-
cent on average land and 8.1 percent
on poor land. These per-bushel fig-
ures were $0.97 higher than last
year on top land, $1.23 higher on
average land, and $1.29 higher on
poor land.

The value of transition land mov-
ing into non-farm uses increased 7.1
percent in the 6-month period ending
in June, to $6,149 per acre. On a
year-to-year basis, the averages
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Table 1. Average estimated Indiana land value per acre (tillable, bare land) and per bushel of corn yield, percentage change by
geographic area and land class, selected time periods, Purdue Land Values Survey, June 1998.
Projected
Land Value Land Value/Bu Land Value
Dollars Per Acre % Change % Change % Change
Land Corn June Dec. June $ Amount $ Amount Dec.
Area Class bu/A 1997 1997 1998  6/97-6/98 12/97-6/98 1997 1998 6/97-6/98 1998  6/98-12/97
$/A $/A $/A % % $ $ % $ %
North Top 154 2,494 2,532 2,533 1.6% 0.0% 16.35 16.47 0.7% 2,557 0.9%
Average 120 1,788 1,875 1,893 5.9% 1.0% 14.91 15.71 5.4% 1,881 -0.6%
Poor 90 1,261 1,351 1,375 9.0% 1.8% 14.18 15.32 8.0% 1,383 0.6%
Northeast Top 144 2,428 2,548 2,602 7.2% 2.1% 16.70 18.08 8.3% 2,559 -1.7%
Average 120 1,887 1,980 1,996 5.8% 0.8% 15.62 16.67 6.7% 1,961 -1.8%
Poor 94 1,403 1,507 1,522 8.5% 1.0% 15.21 16.26 6.9% 1,492 -2.0%
W. Central  Top 155 2,821 2,896 2,939 4.2% 1.5% 18.07 19.00 5.1% 2,901 -1.3%
Average 127 2,307 2,404 2,432 5.4% 1.2% 17.85 19.20 7.6% 2,405 -1.1%
Poor 100 1,726 1,793 1,824 5.7% 1.7% 17.26 18.27 5.9% 1,803 -1.2%
Central Top 156 2,886 2,962 3,026 4.9% 2.2% 18.60 19.44 4.5% 3,006 -0.7%
Average 129 2,354 2,449 2,529 7.4% 3.3% 18.28 19.65 7.5% 2,503 -1.0%
Poor 104 1,821 1,920 1,963 7.8% 2.2% 17.78 18.91 6.4% 1,968 0.3%
Southwest Top 156 2,384 2,632 2,646 11.0% 0.5% 16.00 17.01 6.3% 2,646 0.0%
Average 123 1,754 1,899 1,935 10.3% 1.9% 14.82 15.79 6.5% 1,953 0.9%
Poor 91 1,214 1,301 1,332 9.7% 2.4% 13.40 14.62 9.1% 1,324 -0.6%
Southeast Top 136 2,024 2,053 2,183 7.9% 6.3% 15.07 16.06 6.6% 2,248 3.0%
Average 111 1,595 1,664 1,781 11.7% 7.0% 14.59 16.05 10.0% 1,831 2.8%
Poor 87 1,295 1,355 1,461 12.8% 7.8% 15.10 16.85 11.6% 1,514 3.6%
Indiana Top 151 2,549 2,665 2,715 6.5% 1.9% 17.05 18.02 5.7% 2,707 -0.3%
Average 123 1,997 2,109 2,155 7.9% 2.2% 16.36 17.59 7.5% 2,146 -0.4%
Poor 95 1,493 1,595 1,632 9.3% 2.3% 15.83 17.12 8.1% 1,633 0.1%
Trans.! 5,764 5,743 6,149 6.7% 7.1% 6,219 1.1%
1 Land moving out of agriculture
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show a 6.7-percent increase

(Table 1); however, due to the wide
variation in estimates (from $1,625
to $25,000 in June, 1998), the
median value may give a more
meaningful picture than the arith-
metic average. The median value of
transition land in June, 1998 was
$5,000 per acre, the same value as
reported in June of 1997.The median
value of individual home sites up to
five acres was $5,000 per acre, the
same as last year, and sites of 10
acres or more suitable for residential
sub-divisions were valued at $4,500
per acre, up from $ 4,000 last year.

Statewide Rents

Cash rents increased statewide from
1997 to 1998 by $5 per acre on top
land. Average and poor land
increased by $2 per acre (Table 2).
The estimated cash rent on average
land was $112 per acre, $140 on top
land, and $86 on poor land. Rent per
bushel of estimated corn yield was
$0.93 on top land and $0.91 on

average and poor land, up five to six
cents from last year. Cash rent on
top land in 1998 exceeded by $3 the
record 1981 level of $137 per acre.
Average land exceeded the 1981
value of $106 per acre by $6, while
rents on poor land exceeded by $8
the 1981 level of $78 per acre.

Statewide, cash rent as a percent-
age of estimated land value declined
for the seventh consecutive year, to
around 5.2 percent (Table 2). Greater
increases in land values than in cash
rents continue to cause these
declines, but the percentages state-
wide were still slightly higher than
the 5 percent levels of 1978-81.

Area Land Values

Increases in the value of farmland in
the six different geographic areas of
Indiana (Figure 1) from December
1997 to June 1998, ranged from 0.0
percent to 7.8 percent (Table 1).
Nearly all areas reported a greater
percentage increase for poor land
than for top and average land. Only
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the Northeast reported a larger

Table 2. Average estimated Indiana cash rent per acre (tillable, bare land) 1997 and

increase in top land. The Central 1998, Purdue Land Value Survey, June 1998.
region reported the same increase for
‘Fop and poor land, but a larger Rent/bu. Rent as % of
increase for average land. Rent/Acre  Change _ of Corn June Land Value
For the year ending in June 1998, Land  Corn 1997 1998 ‘97°98 1997 1998 1997 1998
the greatest increase in top farmland Area Class bu/A $/A S$/A % 8/bu. _$/bu. % %
was the Southwest (11.0 percent). North Top 154 139 138  -0.07% 0.89 0.90 5.6 5.4
The Southeast had the greatest Average 120 107 107 0.0%  0.87 0.89 6.0 5.7
increase in average and poor farm- Poor 90 78 79 1.3% 0.86 0.88 6.2 5.7
land, 11.7 percent on average land, Northeast ~ Top 144 124 132 6.5%  0.80 0.92 5.1 5.1
and 12.8 percent on poor land. The Average 120 102 102 0.0% 081 085 5.4 5.1
Southwest also exhibited a fairly Poor 94 78 80 26% 077 085 5.6 58
W. Central  Top 155 152 154 1.3% 092 099 54 5.2

strong market, with double-digit

. Average 127 129 126 -2.3% 094 099 56 5.2
increases for top and average land
types. However, the Central, West Poor 100 101 101 0.0% 0.96 1.01 5.9 5.5
Central Top 156 152 151  -0.7%  0.93 0.97 53 5.0
Central, Northeast, and North Average 120 125 125  0.0% 092 097 53 4.9
regions, which saw double-digit Poor 104 99 98 10% 092 094 5.4 5.0
increases for nearly all land qualities Southwest ~ Top 156 130 138  6.2% 082 088 5.5 5.2
in 1997, had smaller increases this Average 122 98 107 9.2% 0.80 0.88 56 5.5
year. Poor 91 69 75 8.7% 0.80 0.82 5.7 5.6
The highest valued top quality Southeast ~ Top 136 102 109 6.9% 074 0.80 5.0 5.0
land was again in the Central and Average 111 80 89 11.3%  0.70  0.80 5.0 5.0
West Central areas, around $3,000 Poor 87 61 70 14.8% 0.67  0.80 4.7 4.8
per acre. The next highest values Indiana Top 151 135 140 3.7% 087 093 53 5.2
were in the Southwest ($2,646), Average 123 110 112 1.8% 0.86 0.91 5.5 5.2
Northeast ($2,602), and the North Poor % 84 86 4% 086 091 5.6 >3
($2,533). Reported values for average
quality land were $2,529 in the Cen-
tral and $2,432 in the West Central well maintained gravel road. The and 10 acres or more, in 1996, 1997,
areas, but only around $1,700 to median value for five-acre home sites and 1998.
$2,000 in the other areas. Some of was $5,000 in all areas. For the
these area differences in values Northeast, Southwest, and South- Area Cash Rents
between land in the same productiv- east areas, there was an increase in Cash rents for top land increased by
ity class are associated with differ- the median value. For the other $7 - $8 per acre in the Southeast,
ences in respondents’ estimates of regions, there was no change from Southwest, and Northeast areas, $2
corn yield ratings. For example, values reported last year. Estimated in West Central Indiana, with a
average land in the Southeast had a per-acre median values of the larger slight decline ($1) reported for the
corn yield rating of 111 bushels per tracts (10 acres) ranged from $4,000 Central and North areas (Table 2).
acre and in the North, 120 bushels; to $5,000, except for the $3,000 esti- Last year cash rents increased in all
however, the land values per bushel mate in the Southeast. areas and for all three productivity
of corn yield estimates were about Shown in Table 3 are median val- classes except for poor land in the
the same in both areas. ues for home sites under five acres Southwest. This year the North,
Land values per bushel of esti- Northeastern, West Central, and
mated average corn yield (land value
divided by bushels) on top land were
in the range of $18'00 to $19_50 for Table 3. Median estimated Indiana land values for small and large rural
the Northeast, Central, and West homesites 1996-1998, Purdue Land Values Surveys.
Central regions (Table 1) and $16.00
to $17.00 for the Southeast, North, Median Value
and Southwest. Land values per Under 5 Acres 10 Acres & Over
b}lshel dfeclined as lgnd ql.lality (corn Area 1$39AG 1:/27 1;28 1;/26 1;,27 1$9/28
yield estimates) declined in all areas
except the West Central, Central, North 4,000 5,000 5,000 4,000 4,250 4,000
and Southeast. Northeast 4,000 4,250 5,000 4,000 4,000 4,000
Respondents were asked to esti- West Central 4,000 5,000 5,000 4,000 5,000 4,700
mate rural home sites that had no Central 5,000 5,000 5,000 5,000 4,500 5,000
. . . iy . Southwest 4,000 4,250 5,000 4,100 5,000 4,500
accessible gas line or city utilities Southeast 4,000 4,000 5,000 3,000 3,500 3,000
and were located on a black top or
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Central regions reported a mixture
of small increases, and in some
cases, small declines or no change in
rental values across productivity
classes. The one exception was the
$8 increase for top land noted in the
Northeast region. The Southeast and
Southwest regions reported
increases of $6 to $9 per acre

(Table 2). The highest percentage
increase was for poor land in the
Southeast (14.8 percent).

Cash rents were again highest in
the West Central and Central areas,
at $154 and $151 per acre, respec-
tively, for top land, and $126 and
$125 per acre, respectively, for aver-
age land. Cash rents of around $1.00
per bushel were also highest in these
areas. The per-bushel rent for top
land was 92¢ in the Northeast, 90¢
in the North, 88¢ in the Southwest,
and 80¢ in the Southeast. In all
areas except the Northeast and

Southwest, rates per bushel within
areas varied by 2¢ or less by land
quality.

Except for poor quality land in the
Southeast, cash rent as a percentage
of land value declined or remained
the same for all land classes. This
rate on top and average land was in
the range of 4.8 percent to 5.7 per-
cent in all areas.

Respondents’ Outlook

Respondents continued to be less
optimistic about further price
increases for the year ahead. Last
year, 54 percent of the survey
respondents expected some or all
classes of land to increase over the
next 12 months, but that figure
dropped to 28 percent this year. Last
year 6 percent of the respondents
expected a decline in values. This
year, this increased to 26 percent.
About 39 percent expect no change in

Figure 1. Geographic Area Used in the Purdue Land Values Survey
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the year ahead, compared to 38
percent last year.

Respondents were also asked
about their expectation of land value
changes over the next six months.
Decreases were expected in the
Northeast, West Central, and Cen-
tral areas. Expected land value
increases in other areas, except for
the Southeast, were under 1 percent
(Table 1). The expected change in
land values over the next six months
for the Southeast ranged from 2.8 to
3.6 percent. These projections in the
past have been in the right direction,
but have not been a good indicator of
the actual magnitude of change. This
year there is not a strong indication
regarding the future direction of land
values. It would appear that the
short-term future may be one in
which the steady upward march in
land values is curbed.

When asked about their lon-
ger-run expectations over the next
five years, about 65 percent of the
respondents predicted that land val-
ues would increase. The remaining
35 percent were divided between
expecting a decline (21 percent) or no
change (14 percent). On average they
expected a small increase of 4.4 per-
cent for the five years, which is less

Table 4. Average expected corn and
soybean prices, interest rates, and
inflation rates for the next five years
(annual averages), 1984-1998 Purdue
Land Values Surveys.

Respondents’ Projections
Prices, $/bu. Rates, %/yr.

Year Corn Beans Interest Inflation
1984 $3.13  $7.35 13.3 6.5
1985  2.70 6.13 12.3 5.1
1986  2.32 5.43 11.0 4.2
1987 2.16 5.62 10.7 4.5
1988  2.50 6.82 10.9 4.6
1989 2.48 6.55 11.0 4.7
1990 2.61 6.22 11.0 4.6
1991 2.47 6.07 10.4 4.2
1992  2.52 6.04 9.5 3.8
1993  2.35 5.96 8.7 3.8
1994  2.48 6.18 8.9 3.8
1995  2.50 6.02 9.2 3.9
1996  3.01 6.63 9.2 3.7
1997  2.72 6.81 9.0 3.4

1998  2.54 6.34 8.6 3.1
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than half of last year’s projection of
10 percent for the five-year period.

Respondents were asked to esti-
mate annual average prices over the
next five years for corn and soy-
beans, the farm mortgage interest
rate, and the rate of inflation. The
projections they have made since
1984 are shown in Table 4.

This is the seventh consecutive
year that expected farm mortgage
interest rates have remained under
10 percent and inflation under 4 per-
cent. An 18¢ decrease occurred in the
expected price of corn. The $2.54 per
bushel estimate is 3¢ less than the
average for the 15-year series. This
year the soybean price declined 47¢,
ending two years of increases. Gross
revenue expectations for 125 bushel
corn yields and 45 bushel beans in a
50-50 rotation declined $22 per acre
from last year. To the extent that
land market participants have simi-
lar reduced expectations, this reduc-
tion in revenue expectations could
exert downward pressure on land
values. Combined with other factors
like an increase in land on the mar-
ket in response to lower capital gains
tax and reduced transition pay-
ments, a leveling off of land values
seems likely. If this year’s crop
results in increased supplies or
export demand remains soft, putting
additional downward pressure on
prices, a decline in land values might
occur.

Land Market Activity

The number of farmland transfers in
the six months ending in June com-
pared to a year earlier is estimated
to be up by 34 percent of the respon-
dents versus 30 percent last year. No
change in the number of transfers
was reported by 47 percent of the
respondents, while 20 percent indi-
cated a reduction in the number of
transfers. More land was thought to
be on the market now by 19 percent
of the respondents, versus 12 percent
a year ago and 16 percent two years
ago.

Respondents were asked their
perception of items that might be
influencing the supply of land on the
market. The changes in capital gains
taxes were thought to have increased

the supply of land on the market by
48 percent of the respondents. A
group of 51 percent reported that
this tax change had no impact. The
number of retiring or retired farmers
selling land was identified by 42 per-
cent of the respondents as a sup-
ply-increasing reason.

Expectations about the future
play a major role in both the decision
to sell and purchase land. The expec-
tation that land values had peaked
was listed by 37 percent of the
responds as the reason for an
increased supply of land. This was
followed by 26 percent listing a
reduced profit expectation and 25
percent indicating a reduced profit
expectation relative to other
investments.

Respondents were also asked
about their perceptions of how the
purchasers of farmland had changed
from a year earlier. Demand from
farmers was said to have increased
by 39 percent of the respondents,
while 16 percent of the respondents
indicated that farmer demand had
declined. Nearly everyone (84 per-
cent) indicated an increase in
demand for rural homesites. Only 1
percent of the respondents indicated
a decrease in this demand, while 15
percent indicated no change.
Thirty-two percent of the respon-
dents indicated that individual
nonfarm investors in farmland had
increased, while 13 percent indicated
that this source of demand had
decreased. The purchase of farmland
by pension funds and other large
investors is always a topic of discus-
sion. Twenty-three percent of the
respondents indicated that,

compared to a year ago, demand
from this source had declined, 5 per-
cent indicated an increase, and 72
percent indicated no change.

Land Value/Cash Rent Multiples

The fact that average Indiana farm-
land values increased again for the
year ending in June 1998 (up about
50 percent over the past 5 years) and
the earnings expectations among
respondents drifted lower gives rise
to the question, “Will land values
decline?” But viewed alone, the fact
that land values have risen rapidly
is not sufficient justification to sug-
gest that they are too high—returns
to land investment must also be con-
sidered. Over the past five years,
cash rents (a measure of returns)
have increased 19 percent, only
about one-third as much as the per-
centage increase in land values.
Stock market analysts often refer to
the “price/earnings ratio.” In a simi-
lar way, a land value/cash rent mul-
tiple can be calculated. For example,
data from the Purdue survey indi-
cates a value/rent multiple of $19.29
($2,155/112 = $19.2) of land value
per $1 of cash rent, for 1998. Is this
figure abnormally high, thus sug-
gesting that land values are too
high? To answer this question we
need to have an estimate of what is
“normal.”

For the period 1975 to 1998, the
value to rent multiple has ranged
from a low of 12.4 in 1986 to a high
of 20.6 in 1979 (Figure 2). At the
peak, there were four years, 1978 to
1981, when the value to rent multi-
ple varied by only 1.2 before rapidly
declining. At the bottom, 1986, there

Figure 2. Indiana Average Cropland Value to Rent Multiple,
1975-1997, Purdue Land Values Survey

Indiana Average Land
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were five years from 1985 to 1989 in
which the value to rent multiple var-
ied only 1.1 before beginning the
recent rise. These two turning points
suggest that there are periods of sta-
bility in the value to rent multiple
before a new direction is established.

Over this period the value to rent
multiple averaged 15.9, with a stan-
dard deviation of 2.5. At a multiple
of 19.2, the value to rent multiple is
about in the same range as in the
1978 to 1981 period. If one assumes
that the value to rent multiple is
normally distributed, this means
there is only a 10-percent chance
that a higher value will be achieved.
Or looking at it from the other side,
there is a 90-percent chance of a
lower value to rent multiple. Since
1975, the land value/rent multiple
has exceeded 19.2 in only four years
(1978-1981).

High hopes of continued large
grain exports to Asia in the near-
term have disappeared, calling into

question once again just what size
this export market might be over the
longer term. Government transition
payments will decline in 1999 and
the following years and then may be
discontinued. The idea of a new
higher plateau price level for corn
and soybeans is being tested by the
current low prices. A decline in farm
profits is expected for 1998. Could
these events trigger a down-trend in
land values which might continue for
several years? If so, and if land val-
ues declined faster percentage-wise
than cash rents, the value/rent mul-
tiple would decline toward more
“normal” levels. While making a firm
prediction of a decline in land values
and the multiple based on this analy-
sis may not be justified, it does sug-
gest more caution than in the past be
used in land purchases.

[Editor’s Note: Farmland values may
be positively influenced by provisions in
the federal estate tax law. Special valua-
tion (Section 2032A) of farmland permits
the reduction of landowner estates by up

to $750,000. The new, family-owned busi-
ness interest deduction (Section 2057)
excludes business interest in amounts up
to $675,000. These two provisions (and
others in income and estate tax law)
encourage family-operated land and other
business assets to remain in estates, and
in existing families. While difficult to
measure, these provisions would decrease
the supply of land on the market.]

whkkkkhkhk

The land values survey was made pos-
sible by the cooperation of professional
farm managers, appraisers, brokers,
bankers, county extension educators, and
persons representing the Farm Credit Sys-
tem, the Farm Service Agency (FSA)
county offices, and insurance companies.
Their daily work requires that they stay
well informed about land values and cash
rents in Indiana. The authors express sin-
cere thanks to these friends of Purdue and
Indiana agriculture. They provided 356
responses representing most of Indiana’s
92 counties. We also express appreciation
to Sandy Dottle and Carolyn Hunst of the
Department of Agricultural Economics for
their help in conducting the survey.



