Up Again: Indiana’s Farmland Market in 2013

Craig Dobbins, Professor and Kim Cook, Research Associate

While the 2012 Indiana crop
suffered from the worst drought
since 1988, the increase in
farmland values did not bother to
slow down. The drought-reduced
corn and soybean supply lifted
corn and soybean prices to all-
time highs. The price increases
more than offset lower yields.
When insurance indemnities are
included, farm income from the
2012 crops was much better than
many expected. The 2013 U.S.
net farm income is currently
forecast to be $128.2 billion, the
highest on record.

High net farm income combined
with favorable interest rates,
strong farmland demand, and a
limited supply of farmland for
sale pushed farmland values and
cash rents higher. The June
2013 Purdue Farmland Value
Survey' indicates the statewide
increase in farmland values
ranged from 14.7% to 19.1%
depending on the productivity of
the farmland. Statewide cash
rents increases ranged from 9.4%
to 10.9%.

For the state as a whole, the
largest change from 2012 to
2013 was top land, increasing
19.1% to $9,177 per acre.
Average quality cropland
increased 17.1% to a value of

! The individuals surveyed include
rural appraisers, agricultural loan
officers, FSA personnel, farm
managers, and farmers. The results
of the survey provide information
about the general level and trend in
farmland values.

$7,446 per acre. Poor quality
land increased 14.7 % to a
value of $5,750 per acre (Table
1).

To assess farmland productivity,
survey respondents estimated
long-term corn yields for poor,
average, and top quality land.
For the state, the average long-
term corn yields for poor,
average, and top quality land
were 127, 160, and 193

bushels per acre, respectively.

The transitional land market,
that is farmland moving out of
agriculture, seems to have
sprung back to life. The survey
indicated a 24.4% increase in
its average value, increasing
from $8,505 to $10,581 per
acre. This is a specialized
market with transitional land
value strongly influenced by the
planned use and location. The
estimated values from June
2013 respondents had a very
wide range from $2,500 to
$45,000 per acre. Because of
the wide variation in transitional
land values, the median value®
may give a more meaningful
picture than the arithmetic
average. The median value of
transitional land in June 2013
was $9,500 per acre, $1,500
per acre more than in 2012.

The median is the middle
observation in data arranged in
ascending or descending numerical
order.
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the median value a more

an increase of 8.6% when

The June 2013 state-wide
average value of rural

meaningful indictor than the

compared to June 2012. As with
transitional land, there is a wide

range of values for rural

arithmetic average. The median

recreational land, land used for

value for rural recreational land in

hunting and other recreational

recreational land, again making

activities, was $3,788 per acre,
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June 2013 was $3,150 per acre,
the same as 2012.

State-wide Rents

For the second year there were
also strong increases in cash
rent. The largest increase in
2013 was for top quality land, up
$29 per acre, or 10.9%. Rents for
average and poor quality land
increased $21 (10.1%) and $15
(9.4%) per acre, respectively.
The estimated cash rent was
$294 per acre on top quality land,
$229 per acre on average quality
land, and $174 per acre on poor
quality land (Table 2). These
cash rent estimates represent
gross rent. To arrive at a net
return for the landowner,
expenses such as real estate
taxes, drainage assessments,
insurance and other maintenance
expenses need to be subtracted.
Cash rent per bushel of corn
ranged from $1.37 to $1.52 per
bushel.

For top quality farmland, cash
rent as a percentage of farmland
value was 3.2%. This was 0.2%
below the 2012 level. For
average and poor quality
farmland, cash rent as a
percentage of farmland value
was 3.1% and 3.0 %,
respectively. These percentages
also declined 0.2%. These
percentage values are the lowest
in the 39-year history of the
survey. Over the entire 39-year
period cash rent as a percentage
of farmland value has averaged
5.5%.

Area Land Values

Survey responses were
organized into six geographic
regions (Figure 1). As in the past,
there are geographic differences.
This year, changes in farmland
values were similar in the North,
Northeast, West Central, Central,

and Southwest regions. (Table 1).

The West Central region
continues to have the highest per

acre farmland values. The value
for top, average, and poor quality
farmland was $10,948, $8,955,

and $7,206 per acre, respectively.

The lowest farmland values are
in the Southeast where top,
average and poor quality
farmland have values of $4,873,
$3,904, and $3,065 per acre,
respectively. The value of poor
guality farmland in the southeast
was a decline from the value in
2012. This is the first decline in
cropland value since 2009.

Land value per bushel of
estimated long-term corn yield
(land value divided by bushels) is
the highest in the West Central
region, ranging from $51.11 to
$54.20 per bushel. The per
bushel values for the North,
Northeast, Central, and
Southwest are quite similar,
ranging from $42.31 to $50.43.
The lowest per bushel values are
in the Southeast, ranging from
$27.11 to $28.38 per bushel.

Area Cash Rents

The largest percentage
increase in cash rent was for
top quality land in Southwest
Indiana, increasing 15.7%
(Table 2). Across all three
land qualities cash rent
increases in West Central
and Southwest Indiana were
the strongest, increasing from
9.2% to 15.7%. The
Southeast had the smallest
percent changes, ranging
from 3.8% to 7.8%.

The highest per acre cash
rent is $350 per acre for top
quality land in the West
Central region. Rents across
land qualities in this region
ranged from $222 to $350 per
acre. This region has the
strongest cash rents in the
state for each land quality.
Cash rents continue to be the
lowest in the Southeast for
each land quality in the state
ranging from $110 to $199
per acre.
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Differences in productivity have a
strong influence on per acre
rents. To adjust for productivity
differences, cash rent per acre
was divided by the estimated
long-term corn yield. Rent per
bushel of corn yield in the West
Central region ranged from $1.57
to $1.73. Cash rent per bushel of
corn yield in the North, Northeast,
Central, and Southwest regions
ranged from $1.26 to $1.53 per
bushel. Per bushel cash rent in
the Southeast ranged from $1.02
to $1.14 per bushel. This is the
first year that per bushel rents for
all regions and qualities was
greater than a $1.00 per bushel.

Range of Responses

Tables 1 and 2 provide
information about the averages
of the survey responses.
Averages are helpful in
establishing a general value for
farmland and cash rent and the
direction in which values and
rents are moving across time.
However, it is important to
remember that an average is

srpsgr | pear || LAORNGE | STEUEEM

LapORTE

WBE DFKiLR

WARSHALL | KOSCILSKD

S :
wney | NE
- e
PyLASK TS
— s |
wre | o oo £ s
Bt

T veus

cauir
HOWARD. L -

s 1o

TRREANGE

it QELAWARE

. ocn p—

INT) RY | BOGNE HAMLTON ol
(O lj

o

MAHCOTK

rurkan |renoncss | womon
o)
AU fraverrel
SHELBY

MORESH KHRSON —
aur FRNL
i ceraTLA
hroamioLoue
woiroe | o g
SR

RPLEY | o
JENNINGS. S i

ST 12
= sereenson | R

Figure 1. County clusters used
in Purdue Land Value Survey
to create geographic regions
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Table 2. Average estimated Indiana cash rent per acre, (tillable, bare land)
2012 and 2013, Purdue Land Value Survey, June 2013
Rent/bu. Rent as % of
Rent/Acre Change of Corn June Land Value
Land Corn 2012 2013 '12-13 2012 2013 2012 2013
Area Class bu/A $/A $/A % $/bu. $/bu. % %
North Top 202 277 310 11.9% 1.37 1.53 3.5 3.3
Awerage 163 211 228 8.1% 1.29 1.40 3.3 3.1
Poor 126 154 165 7.1% 1.23 1.31 3.2 3.0
Northeast  Top 184 238 259 8.8% 1.29 1.41 3.3 2.9
Awerage 151 187 204 9.1% 1.24 1.35 3.0 2.9
Poor 122 143 154 7.7% 1.17 1.26 2.9 2.7
W. Central Top 202 314 350 11.5% 1.55 1.73 3.5 3.2
Awerage 171 253 282 11.5% 1.48 1.65 3.4 3.1
Poor 141 195 222 13.8% 1.39 1.57 3.2 3.1
Central Top 194 271 294 8.5% 1.40 1.52 3.4 3.1
Awerage 162 214 238 11.2% 1.30 1.47 3.2 2.9
Poor 134 171 188 9.9% 1.27 1.40 3.2 2.9
Southwest  Top 192 254 294 15.7% 1.32 1.53 3.2 3.2
Awerage 153 195 216 10.8% 1.27 141 3.2 3.0
Poor 116 142 155 9.2% 1.21 1.34 3.2 3.2
Southeast  Top 175 186 199 7.0% 1.06 1.14 4.2 4.1
Awerage 144 141 152 7.8% 0.97 1.06 3.7 3.9
Poor 108 106 110 3.8% 0.97 1.02 3.4 3.6
Indiana Top 193 265 294  10.9%  1.37 1.52 3.4 3.2
Awerage 160 208 229 10.1% 1.30 1.43 3.3 3.1
Poor 127 159 174 9.4% 1.12 1.37 3.2 3.0

value or amount of cash rent for
a specific farm requires
additional research or assistance
from a professional.

developed from several
responses about perceived value
and cash rent. In some cases,
responses are closely clustered
around the average and the
range of survey responses will be
narrow. In other cases, the
responses are widely dispersed.
It is possible to have the same or
nearly the same average with

average minus one standard
deviation. If farmland values are
normally distributed, 66% of the
values fall between the bottom
and top value of the line.

Rural Home Sites
Figure 3 illustrates the same
information for cash rents. In
both the case of farmland value
and cash rent, the survey

Respondents were asked to
estimate the value of rural home

either type of dispersion. Figure 2
illustrates these properties for
farmland values in the 2013
survey results. The top of the
dark line is the average plus one
standard deviation. The bottom
of the dark line indicates the

provides a general guide to value
or rent but does not indicate a
farmland value or cash rent for a
specific farm. There is wide
dispersion which means there
are wide differences of opinion
on values. Arriving at a land

sites located on a blacktop or
well-maintained gravel road with
no accessible gas line or city
utilities. These properties have a
very wide range in value.
Because of this wide range,
median values (the value at the
midpoint of the range) are used

Purdue Agricultural Economics Report
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Figure 2. Average value per acre and average value plus or minus one standard deviation by farmland quality and
region, June 2013

as a measure of value. The
median value for five-acre home
sites ranged from $6,000 to
$12,000 per acre (Table 3).
Estimated per acre median
values of the larger tracts (10
acres) ranged from $7,000 to
$10,000 per acre.

For 2013, the home site data
indicate that for many of the
regions the value of rural housing
sites increased. Values in most
regions except the southeast
exhibited strong increases. This

is the second year of strong
increases in rural home site
values for some regions.

Expected Grain Prices, Interest
Rates, and Inflation

Market conditions and
expectations about the future
have a strong influence on
farmland values. To obtain
information about their future
expectations in June of 2013,
survey respondents were asked

to provide an estimate of the
average corn and soybean price
for the period 2013 to 2017. This
year, survey respondents
reported an estimated five-year
average corn price of $5.52 per
bushel, a decline of $.04 from
last year (Table 4). The
estimated five-year soybean
price was $12.16 per bushel, an
increase of $0.12 over last year’s
estimate. If these prices were to
be realized and production costs
for corn and soybeans do not
rapidly increase, then returns

Purdue Agricultural Economics Report
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Figure 3. Average cash rent per acre and average plus or minus one standard deviation by farmland quality and region,
June 2013

from crop production would been a general decline in interest The Federal Reserve Bank
remain strong into future years. rates for the past 30 years. Many Chairman has also indicated that
now expect interest rates to the Federal Reserve Bank is
However, price expectations can generally rise in coming years. likely to reduce the amount of
change quickly. At the time of Interest rates have reached a monetary stimulus it has been
this writing in early August 2013, level where there seems to be providing to the economy
futures prices for the 2013 to little possibility of further declines. sometime in 2014. However

2016 crops have fallen
from where they were

in June when the
survey was completed. -
Respondents’ opinions Median value, $ per acre

might be different 10 Acres & over for

Table 3. Median value of five-acre and ten-acre unimproved home sites

5 Acres or less for home site subdivision
today, but we do not
have that information. 2010 2011 2012 2013 2010 2011 2012 2013
Area $IA $IA $/A $/IA $IA $IA $IA $IA
North 7,000 9,000 8,000 8,500 7,000 7,500 7,500 8,000
Interest rates have Northeast 7,000 8,000 8350 8500 6,500 7,500 7,700 10,000
important implications West Central 7,250 7,500 8,250 10,000 6,000 8,000 9,750 9,000
for real estate markets. Central 8,000 9,000 9,500 12,000 7,500 8,000 9,250 10,000
As interest rates Southwest 6,000 9,000 8,775 10,000 5,900 8,000 9,000 10,000
decline, the price of Southeast 5500 7,750 10,000 6,000 7,000 7,000 7,000 7,000

real estate tends to
increase. There has

Purdue Agricultural Economics Report Page 6



survey respondents’ expectations
were at odds with this rising
interest rate outlook. They expect
long-term interest rates to stay
low over the next five years. In
fact dropping by 10 basis points
(0.1%) below the survey
expectations in 2012.

Inflation does not seem to be a
worry this year. The expected
inflation rate for the next five
years continued to decline. On
average, survey respondents
estimate annual inflation over the
next five years will be 2.7%.
Since 2009, expectations about
annual long-term inflation have
declined by 1.1%.

Market Influences

Expectations in June about corn
and soybean prices, interest
rates and inflation were all
pointed in a positive direction for
future farmland values. To
identify how these and other
forces may be influencing the
farmland market, survey
respondents were asked to
assess the influence of 11
different items. These items
included: 1) current net farm
income, 2) expected growth in

returns to

land, 3)

crop price Table 4. Projected five-year average corn and

level and soybean prices, mortgage interest, and inflation
QUtIOOk’ 4) Prices, $ per bu. Rate, % per year
livestock .
price level Year Corn Beans Interest Inflation
and outlook, 2009 4.34 9.88 6.8% 3.8%
5) current 2010 379 9.20 6.5% 3.1%
and d 2011 568  11.59 6.1% 3.3%
expecte 0 0
interest 2012 5.56 12.04 5.2% 3.1%
rates, 6) 2013 552 1216 5.1% 2.7%
returns on Average  $4.98  $10.97 5.9% 3.2%
competing

investment

s, 7)

outlook for strongest. An average for each

U.S. agricultural export sales, 8)
the U.S. inflation rate, 9) the
current inventory of land for sale,
10) the cash liquidity of buyers,
and 11) current U.S. agricultural

policy.

Respondents used a scale from -
5 to +5 to indicate the effect of
each item on farmland values. A
negative influence is given a
value from -1 to -5, with a -5
representing the strongest
negative influence. A positive
influence was indicated by
assigning a value between 1 and
5, with 5 representing the

item was calculated.

In order to provide a perspective
on the changes in these
influences, data from 2011, 2012,
and 2013 are presented in Figure
4. The horizontal axis indicates
the item from the list above. It
comes as no surprise that current
net farm income, the expected
growth in returns, and crop prices
are positive forces. However the
importance of crop prices has
been declining for the past two
years. This is a reflection that the
period of strong crop prices may
be ending. This same thought

4.0
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Figure 4. Influence of selected factors on Indiana farmland values
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was influencing respondents in
2012, but the drought sent prices
sharply higher.

Interest rates, the return from
alternative investments, supply of
land on the market, and the cash
position of buyers continue to be
important influences in the
farmland market. Livestock price

level and outlook and current U.S.

agricultural policy were perceived
to have little influence.

All items, except for livestock
prices, are perceived to have a
positive influence on farmland
prices, but in all cases this
positive influence was less than
last year.

Land Values to Stop
Increasing

Survey respondents see the
growth rate in farmland values
slowing considerably and in
some regions making slight
downward corrections. Given the

uncertainty about the level of
grain prices, it is not surprising
that respondents would be
cautious about changes in
farmland values. On a state-wide
basis, Table 1 indicates that for
the period from June to
December 2013, survey
respondents expect the increase
in farmland values to stop. The
regional averages indicate
respondents in all regions are
expecting farmland value growth
to slow significantly. For the
Northeast, West Central, Central,
and Southwest regions
respondents suggest small
declines in farmland values by
December 2013.

Respondents also projected
farmland values five years from
now. Forty-three percent of the
respondents expect farmland
values to be higher. The average
increase for this group was

11.7 %. This translates into an

average annual increase of 2.2%.

Thirty-five percent expect

farmland values to decline. The
average decline for this group
was 12.3%, an annual decline of
2.3%. This leaves 22% of the
respondents that do not expect
any change in land values five
years from now. Given the large
increase in farmland values for
the past five years, steady values
or a decline in value will be a
significant change in the trend.

Concluding Comment

The drought of 2012 did little to
slow the increases in farmland
values and cash rent. From June
of 2012 to June 2013, state-wide
farmland values increased 14.7%
to 19.1% and state-wide cash
rents increased 9.4% to 10.9%.
While wet spring weather
resulted in the 2013 crop season
getting off to a slow start, events
since are pointing towards a
large crop. The downward trend
in corn and soybeans prices for
the 2013 crop indicate the market
is becoming less and less
concerned about the short supply

Purdue Land Value and Cash Rent Survey

The Purdue Land Value and Cash Rent Survey is conducted each June. The survey is possible through the
cooperation of numerous professionals knowledgeable of Indiana’s farmland market. These professionals include
farm managers, appraisers, land brokers, agricultural loan officers, Purdue Extension Educators, farmers, and
persons representing the Farm Credit System, the Farm Service Agency (FSA) county offices, and insurance
companies. Their daily work requires them to stay well informed about land values and cash rents in Indiana.

These professionals provided an estimate of the market value for bare poor, average, and top quality farmland in
December 2012, June 2013, and a forecast value for December 2013. They also provided an estimate of the current
cash rent for each farmland quality. To assess the productivity of the land, respondents provided an estimate of long-
term corn yields. Respondents also provided a market value estimate for land transitioning out of agriculture and

recreational land.

Responses from 261 professionals are contained in this year’s survey representing all but nine Indiana counties.
There were 45 responses from the North region, 38 responses from the Northeast region, 54 responses from the W.
Central region, 67 responses from the Central region, 29 responses from the Southwest region, and 28 responses
from the Southeast region. Figure 1 illustrates the counties in each region.

Appraisers accounted for 17% of the responses, farm loan professionals represented 56% of the responses, farm
managers and farm operators provided 16% of the responses, and other professionals provided 11% of the

responses.

We express a special appreciation to the support staff of the Department of Agricultural Economics. Tracy Bowerman
coordinated survey mailings and handled data entry. Without her assistance and the help of others the survey would
not have happened.

The data reported here provide general guidelines regarding farmland values and cash rent. To obtain a more precise
value for an individual tract, contact a professional appraiser or farm manager that has a good understanding of the
local situation.

Purdue Agricultural Economics Report Page 8



of corn and soybeans. Will 2013
be like 2009 with a sharp decline
in corn and soybean prices and
rapidly eroding margins?

While the 2013 survey reported
another strong double-digit
increase in farmland values,
there is increasing evidence in
the survey that the run of strong
increases may be nearing their
end.

¢ In many areas of the state,
respondents expect the
increase in farmland values
for the last half of the year to
be less than 1% or a small
decline. Exceptions to this

are the Northeast and
Southeast region.

e Increasing returns to land
and crop prices are
becoming less important as
contributors to farmland
values. The other factors
influencing farmland values
are also weaker than last
year.

e 57% of the respondents
expect that in five years
farmland values will be the
same or less than they are
now. Respondents with a
more optimistic view (43% of
the respondents) expect an

average annual increase of
just 2.2%. Over the last 5
years the annual increase in
Indiana farmland values
averaged about 12%
annually.

Reports of Indiana land values
and rents from previous year’s
surveys are available back to
1991 at
http://www.agecon.purdue.ed
u/extension/pubs/paer/archive
.asp Those results have been
published each year in the
August or September issue of the
Purdue Agricultural Economics
Report (PAER).

Values for Indiana Pasture Land; Irrigated Farmland; Hay Ground; and On-Farm Grain

Storage Rent

Craig L. Dobbins, Professor and Kim Cook, Research Associate

Estimates for the rental value of irrigated farmland, pasture land, hay ground, and on-farm grain storage in Indiana
are often difficult to locate. For the past several years, questions about these items have been contained in the
Purdue Farmland Value Survey. The values from the June 2013 survey are reported here. Because the number of

responses for some items may be small, the number of responses is also provided.

Averages for pasture rent, the market value of and cash rent for irrigated farmland, and the rental of on-farm grain
storage are presented in Tables 1, 2, and 3, respectively. The rental rate for grain bins includes the situation where
the “bin only” is rented and the situation where the “bin and utilities” are provided. Table 4 provides information about
the rental rate for established alfalfa-grass and grass hay ground.

Information from prior years’ surveys can be found in the Purdue Agricultural Economics Report archive,
http://www.agecon.purdue.edu/extension/pubs/paer/archive.asp. This information can be found in the August

issues beginning in 2006.

Table 1. Pastureland: Number of responses, annual cash rent, and carrying capacity, June 2013

Number of Annual rent Carrying Capacity

Region responses ($ per acre) (acres per cow)
North 20 $92 2.0
Northeast 10 $85 1.9
West Central 23 $135 2.0
Central 28 $95 2.1
Southwest 13 $75 2.4
Southeast 22 $65 1.8
State 116 $94 2.0
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Table 2. Irrigated farmland: Number of responses, estimated market value, annual cash rent & rent as a

percent of farmland value, June 2013

Regon® | lumberaf | Com vied | Marketvalue | camnRent | rents 00
North 26 232 $10,004 $366 3.9%
Northeast 9 226 $8,611 $338 3.9%
Southwest 15 218 $9,454 $309 3.2%
State 66 229 $9,430 $366 3.9%

! There was an insufficient number of responses for the West Central, Central, and Southeast regions to report
values for these regions.

Table 3. On-Farm grain storage rental: Number of responses and annual per bushel rent, June 2013

Bins only Bins and electric utilities
Number of Number of
Region responses Rent ($/bu) responses Rent ($/bu)
North 28 $0.20 27 $0.25
Northeast 17 $0.22 13 $0.27
West Central 29 $0.24 25 $0.38
Central 30 $0.20 25 $0.27
Southwest 14 $0.19 13 $0.28
Southeast 6 $0.15 5 $0.18
State 124 $0.21 108 $0.30
Table 4. Rental of established alfalfa and grass hay ground, June 2013
Alfalfa/Alfalfa-Grass Hay Grass Hay
Region Responses Rent ($/A) Responses Rent ($/A)
North 18 $193 18 $149
Northeast 11 $167 9 $123
West Central 16 $208 16 $173
Central 23 $174 22 $153
Southwest 8 $142 9 $88
Southeast 9 $121 10 $72
State 85 $175 84 $136
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2013 Cropland Value by State
Dollars per Acre and Percent Change from 2012

OSincludes CT, MA,

ME,NH, RI, VT
uU.s.
4,000
+13.0%
USDA - NASS NC= No Ch
=No ange
August 2, 2013 NP = Not publnghed due

to insufficient reports

USDA completes a survey of cropland values each year in June that is released in August. The map above provides
their estimates for cropland values in each state and the percentage changes from 2012. These vary somewhat from the
Purdue survey because the Purdue survey is more detailed and precise in defining the quality of land being evaluated.

This map provides a broader geographic perspective across the country. Some of those broader observations are that
Indiana has the third highest cropland values in the Midwest after lowa and lllinois. For these lower 48 states, cropland
values rose the most in the Midwest. The states in the western side of the Corn Belt generally had greater percentage
increases than the eastern side of the Corn Belt in the past year. Cropland values in some states were unchanged or
down in the past year, most notably in the Southeastern and Northeastern U.S.
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