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The Bears Control the 2015 Indiana Farmland Market 

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

 

Last year at this time there were signals that the 

boom propelling crop agriculture upward for ten 

years was running out of gas. Since then, the 

continued low grain prices have begun to influence 

things other than net farm income. Purchases of 

machinery, buildings, farmland, and other capital 

items have declined. There has also been a steady 

flow of reports about declining farmland values in 

the Midwest. This year’s Purdue Farmland Value 

Survey will be another such report.  

This survey has been conducted in June for more 

than 40 years. Farmland market professionals are 

surveyed to track changes in Indiana’s farmland 

market1. 

                                                           
1 The individuals surveyed include rural appraisers, 
agricultural loan officers, FSA personnel, farm managers, and 

Farmland Values 

For the state as a whole, all qualities of farmland 

declined. Top, average, and poor quality farmland 

declined by 5.1%, 3.8%, and 4.8%, respectively 

(Table 1). Top, average, and poor farm land quality 

had a per acre value of $9,266, $7,672, and 

$5,863, respectively. This is the first time since 

2009 that all three farmland quality classes 

declined. In 2009, there were small declines of 

0.2%, 1.2%, and 1.7% for top, average, and poor 

quality land, respectively.    

The state average corn yield for each farmland 

quality was up again this year. Top, average and 

poor farmland had expected yields of 200, 169, and 

farmers. The results of the survey provide information about 
the general level and trend in farmland values. 
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137 bushels per acre, respectively. Dividing value 

by bushels per acre results in a cost per bushel of 

$46.33, $45.40, $42.80, respectively for top, 

average, and poor land. On a per bushel basis 

there was only a difference of $3.53 between the 

per bushel cost of top quality land and poor quality 

land. Higher yields and lower per acre values 

resulted in lower cost per bushel in 2015. The 

decline per bushel ranged from 7.0% to 8.3%.  

As always, there were differences by region of the 

state. The state was divided into the six regions 

shown in Figure 1.  

 

Regions of the state that have historically seen the 

highest farmland values, the West Central and 

Central regions, experienced some of the larger 

declines (Table 1, page 3). In the West Central 

region per acre June farmland values declined 

7.3% to 11.5%. In the Central region, June per 

acre farmland declined 5.4% to 9.0%. In both 

cases, top quality farmland declined the most. In 

discussions of changes in farmland values, you 

often hear statements expressing the sentiment 

that top quality farmland is holding its value better 

than poor land. Data from these two regions do not 

support this conventional wisdom.  

In the Southwest, farmland values were up. This is 

the only region to report an increase for all three 

farmland qualities.  

The North, Northeast, and Southeast regions 

reported declines of 1.7% to 4.7% except for poor 

quality land in the Northeast and Southeast. Poor 

land in these two regions increased nearly 2.0%   

The highest per acre farmland values continue to 

be in the West Central region of Indiana. Top, 

average, poor quality farmland had values of 

$10,383, $8,913, and $6,926, respectively. For top 

quality farmland, the next highest was the 

Southwest region with a per acre value of $10,218. 

For average and poor quality land the second 

highest values were in the Central region. The 

Southeast region continues to have the lowest per 

acre farmland values.  

The value per bushel of corn declined in all regions 

and land qualities except for top quality land in the 

Southwest region. This region reported an increase 

of 4.7% for high quality farmland. 

Cash Rents 

On a state-wide basis cash rents for all farmland 

qualities were lower in 2015 than 2014. Top, 

average, and poor quality farmland had a cash rent 

of $285, $229, and $175 per acre, respectively. 

These were decreases of 1.3% to 2.4%. This is the 

first time since 1999 that the survey reported a 

decline of all three farmland qualities. 

With an increase in yields and a decrease in cash 

rent, cash rent per bushel declined. The decline per 

bushel for top, average, and poor quality land was 

$0.03, $0.01, and $0.03, respectively.  

Figure 1. County clusters used in 

Purdue Land Value Survey to create 

geographic regions  
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As with farmland values, there were differences by 

region of the state. Some the largest declines in 

cash rent were in the West Central where cash 

rents declined 3.9% to 5.1%. Contrary to the 

conventional wisdom that says higher quality 

farmland holds it value better than poor quality 

farmland, the largest decline was in high quality 

farmland. The central region reported declines in 

cash rent of 2.8% to 4.6%.  

In the North and Northeast regions the changes in 

cash rent were mixed. With the exception of high 

quality farmland in the North, the declines were 

small, ranging from 0.4% to 1.9%. The poor 

quality farmland in the North and top quality 

farmland in the Northeast reported small increases 

in cash rent.  

Both the Southwest and Southeast continue to 

report increases in cash rents. The southern 

portions of the state had the most favorable 2014 

yields in relationship to their long-term trends. 

Transition and Recreation Land, and Rural 

Home Sites  

Transitional land represents farmland moving out 

of production agriculture and typically into a higher 

value use such as residential housing or 

commercial uses. While both the housing market 

and the overall general economy show signs of 

stronger growth, the average value of transition 
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farmland declined by 

8.8% for the state. 

Since last year’s survey 

indicated a 22.6% 

increase in average 

value, this year’s 

decline is more likely a 

downward correction 

than a change in the 

direction of an upward 

trend. State-wide there 

was almost no change 

in the value of 

recreational land (Table 

1).  

These two markets are 

highly specialized. 

Values are strongly 

influenced by the 

planned use, tract size 

and location. Values in 

these markets have a 

very wide range. In 

June 2015, transitional 

land reports ranged 

from $2,800 to $35,000 

per acre. Recreational 

land reports ranged 

from $1,500 to 

$10,500.  

Because of the wide range of values in these 

markets, the median value2 may give a more 

meaningful picture than the arithmetic average. On 

a state-wide basis, the median value of transitional 

land in June 2015 was $10,000 per acre, the same 

value as reported in 2014. The median value for 

rural recreational land in June 2015 was $3,500 per 

acre, $375 less than in 2014.  

Respondents were asked to estimate the value of 

rural home sites located on a blacktop or well-

maintained gravel road with no accessible gas line 

                                                           
2 The median is the middle observation in data arranged in 
ascending or descending numerical order. 

or city utilities. Like transitional farmland and 

recreational farmland these properties have a very 

wide range in value. Because of this wide range, 

median values are reported. The median value for 

five-acre home sites ranged from $8,000 per acre 

in the Southeast region to $11,000 per acre in the 

West Central and Central region (Table 3). 

Reported per acre median values of the larger 

tracts (10 acres) ranged from $8,250 per acre in 

the Southeast region to $11,000 per acre in the 

West Central, region. For 2015, the home site data 

indicate that the change in values was mixed.  
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The number of regions with an increase were just 

about the same as the number of regions with a 

decrease from June 2014 to June 2015. 

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 

developed from a number of responses about 

perceived values and cash rents.  

In some cases, 

responses might be 

closely clustered around 

the average. In other 

cases, the responses 

may be widely dispersed 

because of a wide 

difference in the 

respondent’s 

perceptions. It is 

possible to have the 

same, or nearly the 

same, average with 

either type of 

dispersion. Figure 2 

illustrates these 

properties for farmland 

values. The top of the 

vertical lines is the 

maximum price 

reported. The 

bottom of the 

vertical lines 

indicates the 

minimum price 

reported. The 

square on the line 

is the average. 

Figure 3 (page 6) 

illustrates the 

same information 

for cash rents. In 

both the case of farmland value and cash rent, the 

survey provides a general guide to values or rents 

but does not indicate a farmland value or cash rent 

for a specific farm. Arriving at a value or cash rent 

for a specific farm requires additional research and 

maybe some assistance from a professional.  

Cash Rent and Farmland Value 

There are many factors that influence farmland 

values. One very important influence of farmland 

values is the net return generated for the farmland 

owner. Cash rents are used as a proxy for the 

owner’s return. Dividing the farmland value by the 
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cash rent provides the farmland value to income 

multiple. Some refer to this as the price-earnings 

ratio for farmland. Regardless of the label, this 

measure represents how much market participants 

are willing to pay for $1 of annual farmland 

income. 

This multiple has been steadily increasing from a 

value of 12.4 in 1986. It reached an all-time high in 

2014 at 34.4. In 2015, the multiple declined to 

33.5. This is only the fourth time since 1986 that 

the multiple has declined. (Figure 4)  

What might lead people to pay 2.7 

times more for $1 of annual income on 

farmland in 2015 as in 1986? Three 

possibilities include: 1) the decline in 

interest rates. Economics indicates that 

as interest rates decline, the discount 

rate will decline and market 

participants will value future income 

more highly; 2) increasing expectations 

about the growth in the net return. 

Given the high margins experienced 

over the past several years and 

discussions about the need to feed a 

growing world population, 

it is likely that buyers 

become more optimistic 

about the growth rate of 

returns; and 3) buyers 

may view farmland 

purchases as less risky 

than alternative 

investments. This lowers 

the risk premium required 

for farmland purchases 

and increases the amount 

buyers are willing to pay 

for farmland. 

Market Drivers 

To obtain additional 

insight into the drivers 

influencing current 

farmland values, 

respondents were asked 

to rate eleven different items.  

These items included: 1) current net farm income, 

2) expected growth in returns to land, 3) crop price 

level and outlook, 4) livestock price level and 

outlook, 5) current and expected interest rates, 6) 

returns on competing investments, 7) outlook for 

U.S. agricultural export sales, 8) U.S. inflation rate, 

9) current inventory of land for sale, 10) cash 

liquidity of buyers, and 11) current U.S. agricultural 

policy. 
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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 to the item, 

with 5 representing the strongest. An average for 

each item was calculated.  

In order to provide a perspective on the changes in 

these influences, data from 2013, 2014, and 2015 

are presented in Figure 5.  

Respondents’ expectations of net farm income, 

growth in returns, and crop prices have become 

negative.  

Expectations for some forces influencing farmland 

prices are still positive, but their strength has 

declined. These include livestock prices, interest 

rates, and the supply of farmland on the market. 

The cash position of buyers remains positive but is 

much less positive than in 2013 and 2014.  

Another noticeable change in market drivers is 

agricultural policy. Agricultural policy is currently 

viewed as not having much influence on farmland 

values. In the past, agricultural policy has been an 

important contributor to increasing values or a 

mechanism for supporting farmland values.   

Future Expectations  

The 2015 Purdue Farmland Value Survey indicates 

farmland values have changed directions for at 

least one year. To obtain 

a sense for what 

respondents see 

happening in the future, 

they were asked to 

forecast farmland values 

for the last half of 2015 

and for five years into the 

future.  

Table 1 contains the 

forecast for December 

2015. On a state-wide 

basis, respondents expect 

farmland values to continue to move downward. 

State-wide farmland values of top, average, and 

poor farmland are expected to decline 4.2%, 4.1% 

and 2.4%.  

On a regional basis, the expected decline in 

farmland values varies. The larger declines are 

expected in the North, Northeast, West Central and 

Central regions. The smaller expected declines are 

expected in the Southwest and Southeast. This 

again is likely because of very favorable 2014 yields 

in the Southern portion of the state. 

When asked to forecast farmland values five years 

from now, 26% of the respondents expect 

farmland values to be higher. There was a smaller 

number of respondents in this group when 

compared to 2014 when 40% expected farmland 

values to increase. The expected increase in 

farmland values in 2015 was 8.6% compared to 

13% in 2014. If this change is realized, this 

increase will be much smaller than the historical 

five year increase.  

Twenty-six percent of the respondents expected 

farmland values to be the same in five years.  

Forty-eight percent of the respondents expect 

farmland values to decline. This compares to 40% 

in 2014. The expected average decline was 14%  

Expectations about future market conditions have a 

strong influence on farmland values. To obtain 

information about their future expectations, survey 
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respondents were asked to provide an estimate of 

the average corn and soybean price for the period 

2015 to 2019. On average, survey participants 

expect corn prices to average $4.02 per bushel, a 

decline of $0.68 from their 2014 estimate (Table 

4). The estimated five-year soybean price 

decreased $2.26 to $9.76 per bushel. Both of these 

prices are likely to be less than the break-even 

price for corn and soybeans. These price 

expectations have quickly changed. In 2013, corn 

was expected to average $5.52 per bushel and 

soybeans $12.16 over five years.  

Interest rates have important implications for real 

estate markets. As interest rates decline, the price 

of real estate tends to increase. There has been a 

general decline in interest rates for the past 30 

years. Interest rates have reached a level where 

there seems to be little possibility of further 

declines. Signals from the Federal Reserve Bank 

indicate they plan to begin to raise interest rates 

this fall. The FED’s long-run target is to add 4% to 

interest rates. Survey respondents’ expectations 

about the average long-term interest rate over the 

next five years indicates an expectation that 

interest rates will remain low.  

Inflation does not seem to be a worry. The 

expected inflation rate for the next five years is 

expected to be 2.4%. This is a decline of 0.3% 

from the 2014 estimate.   

Given the high grain prices of the past several 

years and the large increase in farmland values, a 

period of steady or declining farmland values would 

not be surprising. The wet summer weather in the 

Eastern Corn Belt appears likely to shorten the 

2015 corn and soybean crop, which may influence 

Indiana land values. The path that farmland and 

cash rent values take in 2016 will also depend on 

the global supply and demand for grains and oil 

seeds. 

Concluding Comment 

Lower crop prices and continued high costs have 

led farmland values and cash rents to decrease. In 

2015 farmland values declined statewide by 3.8% 

to 5.1% depending on land quality. Survey 

respondents expect further declines in the last half 

of 2015. 

Statewide cash rents for 2015 decreased 1.3% to 

2.4%  

Based on prices for corn and soybeans in the 

futures market for 2016, 2017, & 2018 and the 

current costs of corn and soybean production, crop 

prices are below the total cost of production for 

many farmers. This means that the economic 

profits of the past several years have become 

economic losses.  

Farmers will be looking for ways to reduce their 

cost of production per bushel and lower land costs 

will be one of the places they will look.  

For Purdue crop costs estimates see 2015 Purdue 

Crop Cost & Return Guide at:   

https://ag.purdue.edu/commercialag/Documents/R

esources/Mangagement-Strategy/Crop-

Economics/2015_03_01_Dobbins_Purdue_Crop_Gui

des.pdf  

 

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 
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companies. Their daily work requires that they stay well 

informed about land values and cash rents in Indiana. 

These professionals provide an estimate of the market 

value for bare poor, average, and top quality farmland in 

December 2014, June 2015, and a forecast value for 

December 2015. They also provide an estimate of the 

current cash rent for each farmland quality. To assess 

the productivity of the land, respondents provide an 

estimate of long-term corn yields. Respondents also 

provide a market value estimate for land transitioning 

out of agriculture and recreational land. 

Responses from 204 professionals are contained in this 

year’s survey representing all but nine Indiana counties. 

There were 29 responses from the North region, 33 

responses from the Northeast region, 45 responses from 

the W. Central region, 48 responses from the Central 

region, 25 responses from the Southwest region, and 24 

responses from the Southeast region. Figure 1 illustrates 

the counties in each region. 

Appraisers accounted for 27% of the responses, farm 

loan professionals represented 32% of the responses, 

farm managers and farm operators provided 21% of the 

responses, 12% government service, and other 

professionals provided 8% of the responses. 

We express a special appreciation to the support staff of 

the Department of Agricultural Economics. Tracy Buck 

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. 

All prior reports are located at the Department Web Site 

https://ag.purdue.edu/commercialag/Pages/Resources/F

armland/Land-Prices/PAER-Archive.aspx  

 

 

 

 

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 find. For the 

past several years, questions about these items 

have been included in the Purdue Farmland Value 

Survey. The values from the June 2015 survey are 

reported here. Because the number of responses 

for some items is small, the number of responses is 

also reported.   

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 two situations; one for just the bin and a 

second for the bin and utilities. Table 4 (page 11) 

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/pa

er/archive.asp  

This information can be found in the August issue 

beginning in 2006. 

https://ag.purdue.edu/commercialag/Pages/Resources/Farmland/Land-Prices/PAER-Archive.aspx
https://ag.purdue.edu/commercialag/Pages/Resources/Farmland/Land-Prices/PAER-Archive.aspx
http://www.agecon.purdue.edu/extension/pubs/paer/archive.asp
http://www.agecon.purdue.edu/extension/pubs/paer/archive.asp
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Is Farmland Still an Attractive Investment? An Update 

Timothy G. Baker, Michael D. Boehlje, and Michael R. Langemeier, Professors 

 

 

A year ago in this publication we examined 

evidence that farmland values had become very 

high relative to underlying fundamentals. During 

the past year, farmland prices declined over much 

of the Corn Belt. However, farmland prices still 

remain substantially above historical prices. For 

example, farmland prices in 2015 in West Central 

Indiana are 78% higher than they were in 2010 

and 287% higher than they were in 2005 (for 

current land values see Dobbins and Cook, in this 

edition of PAER). Concerns are still being expressed 

that farmland prices are higher than justified by the 

fundamentals. One justification for this concern is 

that previous research has established the 

tendency of the farmland prices to over-shoot their 

fundamental value. 

 

In this article we have updated our various 

measures with the lower 2015 land values and 

have highlighted how these changes have begun a 

process of adjustment in the various ratios. Some 

of the text in this article is the same as last year’s 

article because we believe it is 

important for land owners and 

investors to understand these 

basic principles. 

 

Price in Relationship to 

Earnings 

 

A standard measure of value 

used for stocks is the price to 

earnings ratio (P/E). A high P/E 

ratio sometimes indicates that 

investors think the investment 

has good growth opportunities, 

relatively safe earnings, a low 

capitalization rate, or a 

combination of these factors. 

However, a high P/E ratio may 

also indicate that an investment 

is less attractive because the price has already 

been bid up to reflect these positive factors.     

 

The equivalent ratio of farmland price to cash rent 

ratio (P/rent) can be compared to the P/E ratio of 

stocks included in the S&P 500. We use land value 

and cash rent data for 1960 to 2015 for West 

Central Indiana to illustrate the P/rent ratio. Data 

from 1975 to 2015 were obtained from the annual 

Purdue Land Value and Cash Rent Survey. For 1960 

to 1974, the 1975 Purdue survey numbers were 

indexed backwards using the percentage change in 

USDA farmland value and cash rent data for the 

state of Indiana. 

 

The P/rent ratio for West Central Indiana has an 

average value of 18.4 over the 56 year period from 

1960 to 2015, with a high of 33.0 in 2014 and a 

low of 11.1 in 1986, which was perhaps the bottom 

after the price bubble of the 1970s and very early 

1980s, (Figure 1). During that bubble, the P/rent 

ratio rose from 14.1 in 1975 to 20.7 in 1978. The 
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P/rent ratio subsequently dropped to its low in 

1986. The early and mid-1980s is recognized as a 

difficult period of adjustment for U.S. agriculture.  

 

Over the past year, land values fell more than cash 

rents decreased thus resulting in a drop in the 

P/rent ratio to 31.7. While this is a slight movement 

back toward the historic average of 18.4 and 

previous high around 20, the continued extremely 

high level at least raises concerns that current 

farmland prices could be overvalued in relationship 

to returns. In addition, it should be recognized that 

the downward adjustment of the P/rent ratio from 

1978 to 1986 took eight years. This raises the 

question whether the drop in the P/rent ratio over 

the past year is just the start of a longer 

adjustment process?   

 

Farmland versus Stock  

 

A comparison of the P/rent ratio to the P/E ratio 

used for stocks provides insight into the 

comparative attractiveness of farmland as an 

investment. Figure 2 shows the P/E ratio for the 

S&P 500 and the P/rent ratio for farmland. The 

average P/E ratio for the S&P 500 for the 1960 to 

2015 period at 18.7 is relatively close to the 18.4 

average for the P/rent ratio for farmland. The P/E 

ratio for stocks was generally higher than the 

P/rent ratio for farmland from 1986 to 2004. Since 

2004, except for 2009 which exhibited a very high 

P/E ratio for stocks, the P/rent ratio for farmland 

has been higher than the stock P/E ratio. In 

addition, to being relatively high, the P/rent ratio 

has exhibited an upward trend in the last ten years.  

 

The current P/rent ratio of 31.7 is well above the 

average P/E multiple of 18.7 and the current P/E 

ratio of 21.2. From an investor viewpoint, to 

receive $1,000 of earnings they would have to buy 

$31,700 of farmland compared to only $21,200 

worth of stock to get the same $1,000 of annual 

earnings. For 2015, these two ratios have started a 

process of convergence, but their continued wide 

gap is at least a signal that farmland prices are 

very high compared to alternative investments in 

the stock market.  

 

Cyclically Adjusted P/Rent 

 

To smooth out some of the sharp fluctuations in 

the P/E ratio Shiller (2005; 2014) uses a 10-year 

moving average for earnings in the P/E ratio, often 

labeled either P/E10 or cyclically adjusted P/E 

(CAPE). When earnings collapse 

in recessions, stock prices often 

do not fall as much as earnings, 

and the P/E ratios based on the 

low current earnings sometimes 

become very large (e.g., in 

2009). Similarly, in good 

economic times P/E ratios can 

fall and stocks look cheap, 

simply because the very high 

current earnings are not 

expected to last, so stock prices 

do not increase as much as 

earnings. By using a 10-year 

moving average of earnings in 

the denominator of the P/E 

ratio, Shiller has smoothed out 

the impacts of the business 

cycle by deflating both earnings 
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and prices to remove the 

effects of inflation. Shiller also 

uses the P/E10 to gain insight 

into future rates of return. 

That is, if an investor buys an 

asset when its P/E10 is high, 

do subsequent returns from 

that investment turn out to be 

low, and vice versa?      

 

The P/rent ratios reported 

thus far are the current year’s 

farmland price divided by 

current year cash rent. Here 

we model our P/rent10 after 

Shiller’s cyclically adjusted P/E 

ratio. To do this, cash rent and 

farmland prices are deflated, 

and then 10-year moving 

averages of real cash rent are 

calculated. The P/rent10 ratio is computed by 

dividing the real farmland price by the 10-year 

moving average real cash rent. A similar 

computation is done for 10-year owner-operator 

returns (P/OO-10). 

 

Figure 3 shows all three of these ratios: P/rent10; 

P/OO-10, and Schiller’s P/E10. The P/OO-10 

increased from around 20 in the mid 1970’s to 28.2 

in 1977, and then fell to 6.8 in 1987. The P/OO-10 

then increased steadily until it reached a peak of 

37.4 in 2013. The P/OO-10 ratio was 37.0 in 2014 

and 33.1 in 2014. Since 2012, the P/rent10 ratio 

has been substantially above the P/OO-10 ratio.    

Two important points are evident from Figure 3.  

 

First, the P/rent10 ratio in 2013 and 2014 exceeded 

the peak of the S&P 500 P/E10 ratio during the 

dot-com stock bubble in the late-1990s and early-

2000s. The P/rent ratio in 2015 is still more than 

double the long-run average. Could this be 

suggesting that the current farmland market is also 

in a bubble? Second, the relationship between the 

P/rent10 ratio and the P/OO-10 ratio suggests that 

producers did not bid all of the increases in 

owner/operator returns into cash rents. Producers 

may be expecting owner/operator returns to 

remain low, which would make it difficult to 

maintain high cash rents. However, this 

relationship could also be explained if one expects 

cash rents to adjust slowly to changes in operator 

returns. Historically, there have been times when 

cash rents were slow to adjust. 

 

Buy at a High Ratio: Get Low Future Returns? 

 

Shiller also discusses the relationship between the 

P/E10 ratio and the annualized rate of return from 

holding S&P 500 stocks for long periods. In 

general, his results show that the higher the P/E10 

ratio at the time of purchase, the lower the 

resulting annualized multiple year returns, like for 

the next 10 or 20 years. The West Central Indiana 

farmland and cash rent data from 1960 to 2015 are 

used to compute 10 and 20 year annualized rates 

of return. Returns are the sum of annual cash rent 

plus the annualized price appreciation over the 

holding period.  

 

The 10-year holding period returns for farmland 

show a strong negative relationship (Figure 4, page 

15), similar to Schiller’s stock market results. That 
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is, if one purchased farmland 

when the P/rent10 ratio was very 

high, like now, they tended to 

have low 10-year rates of return. 

Alternatively, if one purchased 

farmland when the P/rent10 was 

intermediate or low, they tended 

to have moderate to high 10-year 

returns. The 10-year returns 

ranged from a small negative to 

20%. The 20-year holding period 

returns also exhibit a strong 

negative relationship with the 

P/rent10 ratio (Figure 5, page 

16). The 20-year holding returns 

range from 6% to 14%.  

 

The highest historical P/rent10 in 

our data for which a 10-year 

holding period return can be calculated is 30 in 

1977, resulting in the only negative 10-year holding 

period return in our data. The P/rent10 levels in 

2011 through 2015 were above 35, which is literally 

“off the chart” (horizontal axis of Figure 4). In this 

recent period, cash rents have increased, but 

farmland prices have increased much more. 

Farmland prices since 2011 have been at a 

historically high multiple of moving average cash 

rent, even higher than the level seen in the late 

1970s prior to the agricultural crisis of the 1980s. 

The high P/rent10 ratio in 2011-2015 could be 

partially explained by market participants 

incorporating the current high rents into future 

expectations faster than they are incorporated into 

a 10-year moving average. Biofuel demand has 

been a step-up in demand that is not very likely to 

decline substantially. Similarly, increased export 

demand, mainly soybean demand by China, could 

be seen as likely to hold and even expand rather 

than decline. However, even if one considers the 

average of only the highest three years of cash 

rent, one still requires a combination of strong 

continued growth expectations and low cost of 

capital to justify current farmland prices and the 

current ratios.    

 

 

Summary: Farmland Price Adjustment 

Underway 

 

Our analysis indicates that the P/rent ratio (price 

per acre divided by cash rent per acre) is 

substantially higher than historical values, and that 

this ratio is also high relative to the comparable P/E 

ratio on stocks as measured by the S&P 500. In 

order to maintain the current high farmland values, 

cash rents would have to remain very high, or even 

move higher, and interest rates would also have to 

remain very low, or move even lower. Most 

agricultural economists expect crop returns to 

remain at current levels, putting downward 

pressure on cash rents, and for interest rates to 

move upward in coming years. 

 

Furthermore, we demonstrated that farmland 

values have tended to have a cyclical component in 

which farmland values move too high relative to 

the underlying fundamentals and then over time 

move too low relative to fundamentals. We use a 

cyclically adjusted P/rent ratio to show that a very 

high P/rent ratio, as we have now, tends to be 

associated with low subsequent returns. Simply 

stated, this means that the historical relationships 
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show that those who bought 

farmland when the P/rent ratio 

was high, like now, tended to 

have low subsequent returns. 

On the other hand, those who 

bought farmland when the 

P/rent ratio was intermediate 

or low, tended to have 

intermediate or high 

subsequent returns. The 

current near-record high 

P/rent ratio could be a 

warning to today’s farmland 

buyers that their odds of 

favorable returns on current 

purchases may be low.  

 

Our reading from examining 

56 years of history is that 

current farmland values have 

recently been extremely elevated in relationship to 

the underlying economic fundamentals. Secondly, 

the ratios we have presented have begun to adjust 

downward in the past one or two years. Thirdly, we 

observe from history that once these ratios peak 

and begin downward adjustments, that adjustment 

may continue for a number of years.  

 

If we are correct, this means that those purchasing 

farmland at current prices have a high probability 

of experiencing “buyer’s remorse” in coming years. 

As we have shown in our review of history, buying 

land when the price is high in relation to returns, as 

it continues to be now, has tended to result in low 

average returns in the subsequent 10 to 20 years 

after purchase.  

 

While the course seems to be set for even lower 

land values and rents in the next few years, there 

remain some possible situations in which farmland 

values could be maintained or even increase. These 

might include much higher grain and soybean 

prices than are now expected by futures markets; 

very rapid declines in prices for inputs like seed, 

fertilizer and chemicals; and interest rates that stay 

the same or decrease from current low levels. None 

of these are in the current outlook, and thus we 

tend to favor continued downward adjustments in 

land values and cash rents. 

 

 

References 

 

Baker, Timothy G., Michael D. Boehlje, and Michael 

R. Langemeier. 2014. Is Farmland Currently Priced 

as an Attractive Investment? Purdue Agricultural 

Economics Report. August 2014, pp. 11-14.    

https://ag.purdue.edu/agecon/Documents/PAER_A

ugust%202014.pdf 

 

Dobbins, C.L. and K. Cook. 2015.  “The Bears 

Control the 2015 Indiana Farmland Market.” Purdue 

Agricultural Economics Report, Purdue University, 

August 2015, pages 1-11. 

 

Shiller, R.J. 2005. Irrational Exuberance, Second 

Edition. New York: Crown Business. 

 

Shiller, R.J. 2014. S&P 500 P/E Ratio.  See 

www.multpl.com accessed July 31, 2015. 

 

  

http://www.multpl.com/


P a g e  | 17 

 

PURDUE AGRICULTURAL ECONOMICS REPORT AUGUST 2015 

 

 

 

 

Dr. Chris Hurt, PAER Editor 
and Professor of Agricultural 
Economics

Kim Cook, Research 
Associate in the Department of 
Agricultural Economics

Dr. Craig Dobbins, Professor 
of Agricultural Economics

Dr. Timothy Baker, 
Professor of Agricultural 
Economics

Dr. Michael Boehlje, 
Professor of Agricultural 
Economics

Dr. Michael Langemeir, 
Professor of Agricultural 
Economics

Jessica Eise, PAER Production Editor 
and Director of Communications in 
the Agricultural Economics 
Department

It is the policy of Purdue University that all persons have 

equal opportunity and access to its educational programs, 

services, activities, and facilities without regard to race, 

religion, color, sex, age, national origin or ancestry, marital 

status, parental status, sexual orientation, disability or 

status as a veteran. 

 

Purdue University is an Affirmative Action institution. This 

material may be available in alternative formats 

 


