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INDIANA FARMLAND VALUES AND CASH RENTS CONTINUE TO ADJUST

CRAIG DOBBINS, PROFESSOR OF AGRICULTURAL ECONOMICS
KIM COOK, RESEARCH ASSOCIATE IN AGRICULTURAL ECONOMICS

Midwest farmland value news has been mixed this to March 2017 period. For the period of March 2016 to
summer. Some reports indicate current farmland values March 2017, farmland values were down 2.8%. The 2017
are the same or a little higher than last year or last Purdue Farmland Value Survey? also contains a mixture
quarter. Other reports indicate farmland values continue of increases and decreases.

a downward adjustment. The May Agletter issued by the

. L On a state-wide basis, year to year comparisons indicate
Federal Reserve Bank of Chicago reported District 4 Y P

farmland values for the first quarter of 2017 were top quality land remained steady (an increase of 0.2%),

o . . while average and poor quality farmland experienced
unchanged.! However, lllinois and Indiana values declined 3 P quality P

1% and 2%, respectively. Farmland values in lowa and modest declines of 1.6% and 1.4%, respectively (Table ).

. . . This is a much different outcome than reported last year
Wisconsin increased 1% and 2%, respectively. The lowa P Y

Chapter of the Realtors® Land Institute reported lowa with a state-wide decline of 8.2% to 8.7% across farmland

had a state-wide increase of 0.9% for the September 2016 qualities. The 2017 changes in farmland values across

IThe Chicago District includes lowa and Michigan, and parts of Wisconsin, lllinois, and Indiana.

2The Purdue Farmland Value Survey was first published in August 1974. Individuals surveyed include rural appraisers, commercial bank and Farm Credit Mid-
America agricultural loan officers, FSA personnel, farm. managers, and farmers. Survey results provide information about the general level and trend in farmland
values and cash rents. It does not indicate the specific values for an individual farm.
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regions of the state and quality of farmland was also a

mixture of increases and decreases.

Decreases in farmland values still outnumber increases.
All regions of the state reported farmland value declines,
except for the Southeast. While above trend yields for
corn and soybeans last fall helped Indiana producers
reduce their per unit cost of production, the continued
high cost of many crop production inputs and low
commodity grain prices kept margins tight. The one
exception to high yields was in Southwest Indiana where
corn yields were depressed due to disease pressure. This
was likely a factor in the Southwest region having some
of the largest value decreases.

Over the past 12 months from June 2016 to June 2017,
farmland values tended to decline more in the latter half,
December 2016 to June 2017. This was true for the state
as a whole with values rising in the first half from June
2016 to December 2016, and then falling in the second
half. More weakness in the second half was true for most
districts with the exception of the Southwest where
values were generally down sharply in the first half and
less sharply in the second half. The Central region and
the Southeast were also exceptions where they were up
in the first half and then generally down in the second half.

The highest farmland values continue to be in the West
Central region — ranging from $6,209 per acre for poor
quality land to $9,241 per acre for top quality land.
Farmland values in the Southeast region continue to be
the lowest — ranging from $3,550 per acre for poor
quality land to $6,038 per acre for top quality land.

The highest farmland value per bushel of corn are
reported for the Central Region, ranging from $43.02 to
$45.06 per bushel of long-term corn yield. This was
followed by the West Central, and Northeast regions.
Across all regions, the range in farmland values by quality
was the largest in the Southwest with a difference of
$11.59 per bushel. The smallest was the Northeast with
a difference of $1.16 per bushel. In between these two
regions, was the Central at $2.04, Southeast at $4.19,
West Central at $4.32, and North at $4.76 per bushel.
These differences indicate there is not a perfect match

between productivity and farmland values, but there is a
high positive correlation.
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Figure 1. County clusters used in Purdue
Land Value Survey to create geographic

regions

Survey respondents were asked to project the value of
farmland for December 2017. For the state as a whole,
respondents are pretty clear they expect farmland values
to continue their decline. These declines ranged from
2.2% to 3.0% depending on land quality. The only positive
changes expected for the six-month period are in the
Southeast region where respondents anticipate values
will be flat (-0.1%) to up 1.3%. The largest declines, 4.6%
to 5.2%, are expected in the Central region.
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Table 1. Average estimated Indiana land value per acre (tillable, bare land), per bushel of corn yield, and percentage change by geographical area and land class,
selected time periods, Purdue Land Value Suney, June 2017

Land Value Projected
Dollars Per Acre Land Value/Bu Land Value
June Dec June % Change Amount  Amount % Change Dec. % Change
Land Corn 2016 2016 2017  6/16-6/17 6/16-12/16 12/16-6/17 2016 2017 6/16-6/17 2017 6/17-12/17
Area Class bu/A $/A $/A $/IA % % % $ $ % $ %

Top 203 8,178 8,153 7,932 -3.0% -0.3% -2.7% 40.49 39.07 -3.5% 7,723 -2.6%
North Average 171 6,804 6,981 6,647 -2.3% 2.6% -4.8% 40.99 38.87 -5.2% 6,472 -2.6%
Poor 139 5,041 4,975 4,769 -5.4% -1.3% -4.1% 39.38 34.31 -12.9% 4,567 -4.2%
Top 196 8,594 8,510 8,364 -2.7% -1.0% -1.7% 45.71 42.67 -6.7% 8,219 -1.7%
Northeast Average 168 7,243 7,185 7,019 -3.1% -0.8% -2.3% 44.71 41.78 -6.6% 6,924 -1.4%
Poor 134 5,863 5,675 5,562 -5.1% -3.2% -2.0% 44.42 41.51 -6.6% 5,376 -3.3%
Top 207 9,808 9,491 9,241 -5.8% -3.2% -2.6% 46.48 44.64 -4.0% 9,052 -2.0%
W. Central Average 181 8,219 8,002 7,774 -5.4% -2.6% -2.8% 45.16 42.95 -4.9% 7,593 -2.3%
Poor 154 6,341 6,387 6,209 -2.1% 0.7% -2.8% 40.91 40.32 -1.4% 6,083 -2.0%
Top 197 8,913 9,243 8,876 -0.4% 3.7% -4.0% 45.02 45.06 0.1% 8,452 -4.8%
Central Awerage 167 7,552 7,648 7,462 -1.2% 1.3% -2.4% 44.42 44.68 0.6% 7,073 -5.2%
Poor 140 5,857 6,188 6,023 2.8% 5.7% -2.7% 40.96 43.02 5.0% 5,748 -4.6%
Top 208 9,109 9,012 8,984 -1.4% -1.1% -0.3% 45.32 43.19 -4.7% 8,947 -0.4%
Southwest Average 165 7,017 6,388 6,271 -10.6% -9.0% -1.8% 43.05 38.01 -11.7% 6,088 -2.9%
Poor 126 4,657 4,132 3,982 -14.5% -11.3% -3.6% 37.56 31.60 -15.9% 3,841 -3.5%
Top 184 5,688 5,957 6,038 6.2% 4.7% 1.4% 29.78 32.82 10.2% 6,029 -0.1%
Southeast Average 152 4,441 4,913 4,811 8.3% 10.6% -2.1% 29.03 31.65 9.0% 4,875 1.3%
Poor 124 3,356 3,629 3,550 5.8% 8.1% -2.2% 30.23 28.63 -5.3% 3,571 0.6%
Top 200 8,508 8,753 8,529 0.2% 2.9% -2.6% 42.97 42.65 -0.7% 8,344 -2.2%
Average 169 7,041 7,140 6,928 -1.6% 1.4% -3.0% 42.42 40.99 -3.4% 6,746 -2.6%
Indiana Poor 139 5,353 5,457 5,280 -1.4% 1.9% -3.2% 39.95 37.99 -4.9% 5,120 -3.0%
Transition? XXX 10,506 11,910 11,056 5.2% 13.4% -7.2% 12,419 12.3%
Recreation® XXX 3,433 3,837 3,724 8.5% 11.8% -2.9% 3,804 2.1%

! The land values contained in this summary represent averages over several different locations and soil types. Determining the
value for a specific property requires more information than is contained in this report and should include an evaluation
by a professional appraiser.

2 Transition land is land moving out of production agriculture into other, typically higher value, uses.

3 Recreation land is land located in rural areas used for hunting and other recreational uses.
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Information about the value of
farmland moving out of
production agriculture into
commercial and residential

uses (transition land) was also

Table 2. Median value of five-acre and ten-acre unimproved home sites

Median value, $ per acre

10 Acres & over for

5 Acres or less for home site subdivision

gathered. The June state wide 2014 2015 2016 2017 2014 2015 2016 2017
average value of transition land
increased to $11,056 per acre. Area $IA $IA $IA $IA $IA $IA $IA $IA
From the previous June, this North 8,500 10,000 9,500 9,750 8750 10,000 8500 10,000
was an increase of 5.2%. The Northeast 10,000 9,500 9,000 9,750 10,000 9,000 10,000 10,000
state-wide average value of West Central 10,000 11,000 8,000 9,125 14,000 10,000 9,750 8,000
recreational land had an even Central 12,000 11,000 10,000 10,000 10,000 10,000 10,000 10,000
larger increase, climbing from Southwest 9,500 10,000 10,000 10,000 9,500 10,000 10,000 9,000
$3,433 per acre to $3,724 per

Southeast 9,000 8000 7,750 10,000 9,000 8000 7,000 8,000

acre, an increase of 8.5%. The
recreational land value was
higher in December 2016, but like cropland values

declined after December.

The transition and recreation markets are characterized
by having a very wide range of values in which location
plays a big role in the value of the property. In markets
of this type, the median value (the value dividing a series
of ordered numbers in half) can provide additional
information about the central tendency of the farmland
values distribution. The statewide median for transition
land values was $10,000 per acre. The statewide median
for recreational land values was $3,500.

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 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 (Table 2).
The median value for five-acre home sites ranged from
$9,125 per acre in the West Central region to $10,000
per acre in the Central, Southwest, and Southeast
regions. Reported per acre median values of the larger
tracts (10 acres) ranged from $8,000 per acre in the
Southeast and West Central region to $10,000 per acre
in the Central, North, and Northeast region.

Farmland Market Forces

Respondents were asked to evaluate the importance of
eleven market forces having the potential to influence the
farmland market. These items included: |) 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 alternative investments, 7) outlook for U.S.
agricultural export sales, 8) U.S. inflation rate, 9) current
supply of land for sale, 10) cash liquidity of buyers, and
I'l) 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 -l to -5, with a -5
representing the strongest negative influence. A positive
influence was indicated by assigning a value between |
and 5 to the item, with 5 representing the strongest. An
average for each item was calculated. In order to provide
a perspective on changes in these influences across time,
data from 2015, 2016, and 2017 are presented in Figure
2. The horizontal axis indicates the item from the list
above.
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Figure 2. Influence of eleven market forces in 2015, 2016, & 2017

Given the large declines in grain prices and net farm
income over the past three years, it is not surprising
respondents placed negative influences on net farm
income, expected growth in returns, crop prices, and
livestock prices. While respondents have become more
negative about net income (#1) over three years, the
expected growth in returns to land (#2) has become less
negative. The less negative influence of the expected
growth in returns may be influenced by the cyclical
nature of production agriculture. Low prices signal the
need for a smaller supply and over time supply does
decline helping to increase price. The passage of time also
allows producers to reduce the per unit cost of
production. The improving view of expected return to
farmland may indicate that margin pressure is expected
to lessen because the adjustment process is in its third
year.

Both the cash liquidity of buyers and the role of
agricultural policy have become more negative during this
three-year period. In 2012 and 2013 the cash position of
buyers was strongly positive and was at its peak. The
liquidity of buyers has eroded since 201 3. Since we began

asking about market influences in 2001, the influence of
agricultural policy was negative for the first time in 2016.
The negative influence increased in 2017.

The positive influence of interest rates, alternative
investments, and exports declined in 2017. Increasing
long-term interest rates have been expected for several
years but those increases never occurred. The
expectations of higher interest rates are now becoming
reality as the Federal Reserve makes changes to their low
interest rate policy. The supply of farmland on the market
and expectations about inflation are the strongest
positive influences on the 2017 farmland market. Of
these | | influencers of land values, respondents lowered
their scores for 8 of them this year. One stayed constant,
and only two rose.
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To obtain more information on how the supply of
farmland may have changed, respondents were asked to
compare the amount of farmland on the market in June
2017 to a year earlier and indicate if it was less, the same,
or more. Compared to June 2016, the results are very
similar (Figure 3). The major difference was a further
decline in the number of respondents indicating more
farmland was on the market. Most of this reduction
shifted to the group indicating the amount of farmland on
the market was the same. For respondents reporting an
increase in the quantity of farmland on the market, the
2017 response of 5% is the smallest number recorded.
The previous low was in 2016 at 7%. For respondents
reporting a decline in the amount of land on the market,
57% is the largest recorded number.

Figure 3 reports the results for 2011, 2016, and 2017.
The largest number of respondents reporting an increase
in the supply of farmland on the market was in 2011 at
23%. Reports of the same amount of farmland on the
market are similar for all three years while reports of less
land on the market was much lower in 201 I.

Five-Year Forecasts

Respondents were asked to forecast the five-year
average corn price, soybean price, mortgage interest rate,
inflation rate, and finally the change in farmland value. The
price and rate estimates for the past five years are
presented in Table 3. The five-year average price of corn
has been the most volatile. In 2013, respondents
estimated the corn price would average $5.52 per bushel.
This year the five-year average estimate is $3.79, 2 $1.73
lower. The five-year estimates for soybeans have fared
better. For 2013 and 2014 respondents expected a five-
year average just over $12.00 per bushel. Lower soybean
prices led to a downward revision to the five-year
estimate in 2015. Renewed strength in soybean prices
resulted in a upward revision in 2016 to $10.23. The
decline in soybean prices this year has resulted in
lowering the 2017 five-year estimate.

With an average mortgage interest rate of 5.1%,
respondents expect interest rates to remain low for the
next five years. Concern about rising inflation rates has

60%

50%

40%

30%

20%

Percent of respondents

10%

A

More

0%
Less

| ®2011 @2016 @2017 |

Figure 3. Percentage of respondents indicating less, same, or more
farmland on the market than in the previous June

declined. Over the past five years, inflation rate
expectations have drifted slightly lower.

Given these estimates, where do respondents expect
farmland values to be in five years? As expected, there is
much less consensus about where farmland values will be
in five years when compared to the estimates for the end
of 2017. There were two closely balanced groups. One
group expects farmland values to be lower in five years.
This group was 26% of the respondents. The average
decline was 13.6%. A second group expected farmland
values to be close to their current value. This does not
necessarily mean no change in farmland values. There
could be ups and downs over five years, but in five years
the value will be about where it is today. This was 29%
of the respondents. The last group expects farmland

Table 3. Projected five-year average corn and
Soybean prices, mortgage interest, and inflation

Prices er Rate, % per year

bu.
Year Corn  Beans Interest Inflation
2013 5.52 12.16 5.1% 2.7%
2014 4.70 12.02 5.0% 2.7%
2015 401 8.74 5.0% 2.4%
2016 4.05 10.03 4.9% 2.4%
2017 3.79 9.34 5.1% 2.2%

Average $4.41 $10.46 5.0% 2.5%

Page | 6
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Table 4. Average estimated Indiana cash rent per acre, (lillable, bare land) 2016 and 2017, Purdue

Land Value Survey, June 2017

Rent as % of

Rent/bu. of June Land
Rent/Acre Change Com Value

Land Com 2016 2017 16-"17 2016 2017 2016 2017
Area Class bu /A BIA BIA % $/bu. H/bu. Yo %
Top 203 260 249 -1 2% 1.29 1.23 32 30
North Average 171 202 205 1.5% 1.22 1.20 30 30
Poor 139 148 159 f.4% 1.16 1.14 29 3.2
Top 196 236 228 -3.14% 1.26 1.16 27 27
Northeast Average 168 192 187 -2 6% 1.19 111 27 26
Poor 134 150 150 0.0% 1.14 1.12 26 26
Top 207 296 279 -5 7% 1.40 1.35 30 28
W._ Central Average 181 241 235 -2 5% 1.32 1.30 29 29
Poor 154 193 193 0.0% 1.25 1.25 3.0 3.0
Top 197 271 273 0.7% 1.37 1.39 3.0 31
Ceniral Average 167 221 220 -0.5% 1.30 1.32 29 29
Poor 140 177 179 1.1% 1.24 1.28 30 31
Top 208 273 257 -5.9% 1.36 1.24 30 28
Southwest Average 165 210 194 -7 6% 1.29 1.18 3.0 28
Poor 126 149 140 -6.0% 1.20 111 32 30
Top 184 199 178 -10.6% 1.04 0.97 35 31
Southeast Average 152 147 142 -3.4% 0.96 093 33 32
Poor 124 111 106 -4 5% 1.00 0.85 33 32
Top 200 257 253 -1.6% 1.30 1.27 30 30
Indiana Average 169 204 205 0.5% 1.23 1.21 29 29
Poor 139 157 163 3.8% 1.17 1.17 29 30

' The cash rent reported in this summary represents averages over several different locations and
soil types. Determining an approprate cash rent for a specific property requires more information
than is contained in this report. You may also want to obtain advice from a professional that

manages agricultural properties.

values will be higher in five years. This was 45% of the
respondents. While this is the largest group, history
indicates a 9.5% increase on farmland values is a very
modest increase. A pessimist might combine these
groups to say only 45% expect farmland value to be
higher in five years, while 55% expect farmland values to
be the same or lower. An optimist might combine these
groups to say 74% expect farmland value to be the same
or higher in five years, while only 26% expect farmland
values to be lower

Combining all three groups for the next 5 years provides
a 0.7% increase expected in five years. Time will tell
which might be correct, but this year’s survey does have

a significant number of respondents expecting higher
farmland prices in five years.

Cash Rent

The 2015 survey was the first survey since 1999 to
report a state-wide decline in cash rents across all land
qualities. State-wide cash rents in 2015 declined 1.3% to
2.4%. In 2016, the survey found a state-wide decline in
cash rents of 9.8% to 10.9%.

This year there were only modest changes in cash rents,
(Table 4). For 2017, top land had a cash rent of $253 per
acre, a decline of 1.6%. Average quality land had a cash
rent of $205 per acre, an increase of 0.5%. Poor quality
land had a cash rent of $163 per acre, an increase of 3.8%.

Page | 7



Purdue Agricultural Economics Report

Comparing regional cash rent changes, there was a
mixture of ups and downs across farmland quality in
several regions. However, the Southwest and the
Southeast reported declines in cash rent across all land
qualities. Declines in the Southwest ranged from 5.9% for
top quality land to 7.6% for average quality land. Declines
in the Southeast ranged from 3.4% for average quality
land to 10.6% for top quality land. All other regions
reported a mixture of increases and decreases. The
region with the smallest year-to-year change was the
Central region where cash rent declined by 0.5% for
average quality land and increased by |.1% for poor
quality land.

The West Central region consistently has the highest
cash rents with top quality land having a 2017 average
cash rent of $279 per acre, average quality land was at
$235 per acre, and poor quality land had a cash rent of
$193 per acre. The region with the second highest cash
rent for top quality land was the Central region followed
by the Southwest, North, Northeast, and Southeast
regions. For average quality land, the order from highest
cash rent to lowest was the West Central, Central,
North, Southwest, Northeast, and Southeast. For poor
quality land, the order was the West Central, Central,
North, Northeast, Southwest, and Southeast. Cash rent
in the Southeast region continued to be the lowest for all
three land qualities.

State-wide cash rent per bushel declined for top and
average quality land but remained the same for poor
quality land. State-wide top quality farmland cash rent per
bushel of long-term corn yield was $1.27, while cash rent
per bushel for average land was $1.21, and cash rent per
bushel for poor land was $1.17 per bushel. Cash rent per
bushel decreased or remained the same for all land
qualities except for the Central region. In the Central
region cash rent per bushel increased across all land
qualities.

The difference in cash rent per bushel across land quality
continues to be small. For the state as a whole, the
difference is only $0.10 per bushel. The largest regional
difference in cash rent per bushel across land quality was

$0.13 in the Southwest region and $0.12 in the Southeast.

The smallest was $0.05 in the Northeast region. The

North had a difference of $0.09. The difference in the
West Central region was $0.10 and the Central was
$0.11 per bushel. As with farmland values, this indicates
a high positive correlation between productivity and cash
rent.

On a state-wide basis, rent as a percent of land value
remains around 3%. This is the fourth year in a row the
relationship between gross cash rent and farmland value
has been around 3%. For the last 30 years, this value has
been steadily declining. Looking across regions, the
largest return is in the Southeast and North region with
annual gross returns of 3.0% to 3.2%. The Southwest,
Central, and West Central region reported returns of
2.8% to 3.1% The Northeast reported returns between
2.6% and 2.7%.

Expected Changes in Cash Rent

Information was presented previously about expected
corn and soybean prices, mortgage interest rates, the
rate of inflation, and their influence on farmland values.
These items also influence cash rent. Respondents were
asked to indicate if they expected 2018 cash rents to be
higher, the same, or lower. If they expected an increase
or decrease, they were asked to indicate the percentage
change. Only 7% of the respondents thought 2018 cash
rents would be higher. The average increase expected
was 8.2%. The group expecting no change in cash rent
accounted for 34% of the respondents. The remaining
59% of the respondents expect cash rent to be lower in
2018. The average decline for the group was 9.3%. If one
combines all responses about cash rent changes,
respondents indicate a 4.9% decline in cash rent.
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These expectations indicate continued

tight margins putting downward pressure an T

on cash rents and on other crop 3 _ -;EA
production inputs. 2017 saw a bit of a ;EJL 20

pause in the downward movement of 35 - 20.6 _)-‘1—"',

cash rents. This is not surprising after the i 20

roughly 10% decline in 2016 cash rents. A é 15

10% downward adjustment is an = 1

infrequent event. A smaller adjustment = W CE; s

typically follows a large change in cash .

rents. But, most respondents are " e T T L T L L T L L e e e e e e
expecting 2018 rents to be flat or lower EEEEEE R EEEEEE R E R E R R
with an overall average decrease of 4.9%. Year

Combining Farmland Values and Cash Rent

One of the principles of economics and finance is that
capital assets derive their value from the net cash return
generated by the asset. The simplest form of this
relationship can be expressed as V = E + C, where V is
the expected value of the asset, E represents the net
annual earnings from the asset and C represents the
capitalization rate. The capitalization rate is influenced by
interest rates, risk premiums associated with being a
landowner, expected rates of inflation, and expected
growth rates in the net return.

Doing a few algebraic manipulations, the expression
above can be expressed as V + E = | + C. This expression
indicates the value-earnings ratio (or the price-earnings
ratio) is equal to one divided by the capitalization rate.
This relation tells us how many times annual earnings
buyers are willing to pay to be landowners. It also tells us
the value-earnings ratio is determined by the factors
influencing the capitalization rate. As earnings rise and fall,
the asset value will rise and fall, but if the capitalization
rate remains constant, the ratio of value to earnings will
remain the same. The value-earnings ratio for 1975 to
2017 is presented in Figure 4.

In 1975, people were willing to pay 13.7 times current
cash rent to be landowners. This increased to 20.6 in
1979. With the sharp rise in long-term interest rates in
the late 70s and early 80s the multiple dropped to 12.4
in 1986 (higher interest rates increase the capitalization
rate). With the downward trend in interest rates (and

Figure 4. Value to Earnings Multiple for Average Indiana Farmland,
1975 t0 2017

lower capitalization rates) since 1986, the multiple rose
to 34.4 in 2014. There was a dip in the value in 2015 to
33.5, but the value rebounded in 2016. 2017 indicates
another small dip. If long-term interest rates continue to
climb, it is expected this multiple will decline. If other
factors such as earnings stay the same, then higher
interest rates would result in lower farmland values.

Summary

Continued low grain prices and high costs are squeezing
contribution margins forcing continued adjustments
through the agricultural economy. The 2017 Purdue
Farmland Value Survey found a state-wide increase of
0.2% for top quality farmland and a decrease of 1.6% and
1.4% for average and poor quality soils respectively.

While the underlying reasons for multiple years of tight
contribution margins today are not the same as in the
1980s, a series of years with downward adjustments in
farmland values and cash rents still seems likely this time
as well. The adjustment in farmland values in the 1980s
lasted for eight years. Currently, this is the third year of
downward adjustment since the 2014 peak. Since that
peak, state-wide farmland values have declined 12.7% for
top quality land, 13.1% for average land, and 14.3% for
poor quality land. The current outlook for continued
tight contribution margins would suggest more years of
downward adjustment.
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Survey respondents are projecting lower five-year
average corn and soybean prices than last year.
Respondents are expecting long term interest rates over
the next five years to be 20 basis points above last year’s
estimate. Annual inflation rates are expected to remain
stable. If respondents are correct, the per unit cost of
production needs to be lowered even more. Lowering
per unit production cost to this point has taken a
combination of adjustments in lower input costs, higher
yields, and lower cash rents and farmland values, each
contributing a small change.

Many of this year’s respondents indicate they believe
declining farmland values and cash rents are likely to

continue being part of reducing per unit production costs.

Over the last three years, Indiana state wide farmland
values have declined about 13% to 14%. While this is only
about one-half of the adjustment amount for the first
three years of decline in the 1980s, declines this large are
rare in the farmland market. Still, survey respondents
continue to expect further declines of 2% to 3% during
the last half of 2017 for state-wide averages.

State-wide cash rents for 2017 were 1.6% lower for top
quality land, but 0.5% and 3.8% stronger for average and
poor quality soils. The relatively strong showing for cash
rents was likely related to generally strong Indiana yields
in 2016. However, for 2018 respondents are expecting
near a 5% decline in cash rents thus returning to the
pattern of multiple years of downward adjustment.

This survey information brings important questions for
individual producers. How will a continuation of declining
farmland values and rents alter your situation or impact
your business? What has been your historic breakeven
point! What crop prices allow you to cover cash costs
and total costs? How is your current financial position
going to be influenced by continued low margins?

If the difference between market price and total
breakeven cost per bushel is small, then making small-to-
moderate changes on the part of tenants may get the
breakeven costs down to, or below, the expected market
price. However, if the distance between the market price

and total breakeven costs per bushel is large, then more
dramatic changes will need to occur.

Purdue Farmland Value and Cash Rent Survey

The Purdue Farmland 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, rural appraisers, land brokers, agricultural loan
officers, Purdue Extension educators, farmers, and
representatives of the Farm Service Agency (FSA) county
offices. These professionals were selected because their daily
work requires they stay well informed about farmland values
and cash rents.

These professionals provide an estimate of the market value
for bare poor, average, and top quality farmland in December
2016, June 2017, and a forecast value for December 2017.
To assess the productivity of the farmland, respondents
provide an estimate of long-term corn yield. Respondents also
provide a market value estimate for land transitioning out of
agriculture and recreational land.

We express a special appreciation to the support staff of the
Department of Agricultural Economics. Tracy Buck
coordinated survey mailings and handled data management.
Without her capable assistance 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.

Prior reports are located at:
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VISUALIZING THE INDIANA FARMLAND AND CASH RENT ADJUSTMENTS

CHRIS HURT, PAER EDITOR AND PROFESSOR OF AGRICULTURAL ECONOMICS
CRAIG L. DOBBINS, PROFESSOR OF AGRICULTURAL ECONOMICS

Results from the Purdue Farmland Value Survey is the
most anticipated PAER article of the year. In this year’s
article you catch the themes of “continued adjustments”
and “multiple years of decline in land values and rents.”

Boom and bust, or boom and moderation cycles occur
over a series of years when there is a major change in
the structure of supply or demand. Major booms in grain
prices are generally caused by unexpected surges in
demand over a series of years. Higher grain prices
increase farm returns which in turn stimulate higher land
values, rents, and other input prices. Over time, global
supply expands to fully meet the surge in demand. Then,
the rate of growth in the demand surge slows, or demand
declines. This results in a series of years with supply
outpacing demand with grain prices moderating and input
costs like land values and rents adjusting downward.

Comparisons of the current cycle with the 1970s and
1980s cycle are common and what we provide here is a
visual observation of similarities and differences. The
intent is not to go through all the reasons why they are
different, but rather to provide a visual reference. We
provide a two panel figure. The top panel represents
patterns of Indiana land values and cash rents during the
boom and bust of the 1970s and 1980s and the bottom
panel is for the current cycle.

The concept is to establish a base period well before land
values and rents began to move sharply upward, and then
to observe the pattern of price changes from that base
period. The second point of the design is to have the peak
price years of 1981 and 2014 occur at the same position
on the year count in both panels.

For the 1970s and 1980s cycle, the base period was the
years 1966 to 1969. Average land and rent prices for
these four years is set equal to 100. The base period for
the current cycle was 1997 to 2000, again a four-year
period well before grain prices began to shoot upward.

Comparing the two panels provides evidence of
similarities and differences:

I. The overall patterns of surging land values and
rents followed by a series of downward years of
adjustment is evident in both cycles, although the
current downward adjustment phase is still
playing out.

2. In both cycles the percentage move up in land
values was much greater than cash rents.

3. The surge in land values from the base period
was much less this time. In the 1970s the peak
land values were 4.65 times the base period. In
the current cycle, land values only rose 3.58
times.

4. The same is true for cash rents. In the 1970s they
rose 2.78 times the base period and in the
current cycle only 2.06 times.

5. Land values have dropped for three years in the
current cycle, but are only down from the 2014
peak by 13.1% for average quality Indiana land. In
the upper panel land values dropped by 31.0% in
the first three years after the 1981 peak.

6. Cash rents in both cycles have dropped a similar
amount in the three years after the peak. That
was 10.4% in the top panel and 11.7% in the
current cycle.

What are the implications?

I. Land values and rents did not rise so sharply this
cycle, so there is reason to believe they will not
have to fall as much as they did in the 1980s.

2. The rapid drop of 31% in land values from 198
to 1984 was likely related to both a rapid
narrowing of margins and rapidly rising interest
rates used to reduce high inflationary
expectations. High inflationary expectations are
not as important in this downward adjustment
phase.
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The downward adjustment period in the 1980s
took six years. We are currently three years into
the downward adjustment this time. In addition,
in the 1980s the rate of decline in land values did
not slow until the sixth year (1987). For this
cycle, the 2017 survey results show a slowing
rate of decline in land values and a slight increase
in cash rents. Does this indicate a potential
bottoming of farmland values and rents?

Our evaluation of crop budgets for 2017 and
2018 suggests crop margins will be very tight
once again in 2017 for the average Indiana crop
producer. Tight margins for the 2017 crop will
be a result of continued low grain prices and also
due to below trend yields for Indiana, based on
sub-par crop conditions at this writing. Margins
in 2018 appear somewhat improved, but with
crop prices still not high enough to cover all
budgeted costs.

5. The response from the federal government is

different this time. The 1980s farm program
provided a firm safety net for farmers when
prices declined. This time support levels are
designed to decline as time passes and low prices
replace high prices in the calculation of ARC and
crop insurance revenue guarantees.

With these conditions, some further downward
adjustments in land values and cash rents are
likely and this is the same direction survey
respondents are leaning with expectations of
around a 3% drop in land values by the end of
2017 and a nearly 5% drop in 2018 cash rents.

Overall, we continue to suggest this cycle will be
less severe when compared to the boom and
bust of the 1970s and 1980s.

Indiana Land Values & Rents Index:
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VIEWS ON FAIRNESS IN FAMILY BUSINESSES AND FINANCIAL PERFORMANCE

RENEE WIATT, FAMILY BUSINESS SPECIALIST
MARIA MARSHALL, PROFESSOR OF AGRICULTURAL ECONOMICS

Defining Fairness in the Family Business

Fairness should be important in any |goy

business, but does a family’s definition 50% @ Family Business Succession Survey
of fairness affect income, profit, and |50% @ Question of the Month

tension in the business? The Purdue

Initiative for Family Firms recently |40% 34%

posed a question in their question of

the month to family businesses: |30% 5% 5%
“Which of the following best describes 20%

how you define fairness in your family |20% 13% 13%
business?”” We asked the same > >
question in the 2012 Family Business 10%

Succession Survey. We then examined 0% A l 4 A

the relationship of how their definition

. . Treat each
of fairness was related to business . .
) according to their
incomes, profits, and the level of
needs

tension.

Treat all the same Do not have a
regardless of need definition of fairness
or contribution

Treat each
according to their
contribution

Figure 1. Defining Fairness in the Family Business. Family Business

Family businesses can define fairness in one of four ways:

I. Treat each member according to their
needs

2. Treat each member according to their
contribution

3. Treat each member the same regardless of
their need or contribution

4. Do not have a definition of fairness

How were families divided among these four definitions?
In the question of the month survey, 50% said they
treated members according to their needs. The second
strongest was treating members the same at 25%, (Figure

1).

Responses were different in the Family Business
Succession Survey where 34% said they treated members
the same. Then, 25% said they had no definition of
fairness, and 22% treated members according to their
needs.

What is the relationship of how families defined fairness
and income? That data comes from the Family Business
Succession Survey. Table | ranks the four fairness
definition groups from the lowest income to the highest
income.

Succession Survey and Question of the Month.

The group of families that treated each member
according to their contribution reported the highest
incomes. These are likely firms that are driven by the
facts of the business and not just by emotions of the
family members. They likely chose managers who are the
most capable family members and give them more
responsibility and compensation.

While family businesses that have the philosophy of
treating each according to their contribution had the
highest incomes, they also had the greatest internal
tensions as measured in our survey. These high levels of
tension could come from resentment that everyone is
not treated equally.

Which definition of fairness group had the lowest
incomes? Treating each according to their needs was the
definition of fairness that proved most problematic for
family businesses. Although tensions under this definition
were fairly low, so were business incomes and profits.

Treating each member according to their needs could
mean lower efficiency, reduced productivity, making less
than optimum decisions for the business, and putting
individual family member needs in front of the business
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needs. These could impose a drain on the family business,
leading to lower incomes and profits.

We can infer from these findings that how a family defines
fairness may impact financial performance. Businesses
who put the most qualified family members in positions
of responsibility and then reward them according to

their contribution had the highest incomes and profit.
Those businesses who defined fairness as treating each
member according to their needs had the lowest
incomes as a group. Secondly, higher tension may
actually have positive impacts on the financial
performance of family businesses.

Table |. Fairness Definition Ranked by Income: Family Business Succession

Fairness Definition Average Average Tension
Business Business Index
Income Profit

Treat each according to their needs $ 257,194 $ 49,640 9.3

Treat all the same regardless of $ 296,216 $ 80,734 9.0

need or contribution
Do not have a definition of fairness $ 331,051 $ 54,936 9.6
Treat each according to their $ 452,183 $ 113,889 11.0

contribution
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INDIANA PASTURE LAND, HAY GROUND, AND ON-FARM GRAIN STORAGE

RENT!'

CRAIG DOBBINS, PROFESSOR OF AGRICULTURAL ECONOMICS
KIM COOK, RESEARCH ASSOCIATE IN AGRICULTURAL ECONOMICS

Estimates for the current rental value of pasture land, 3, respectively. The rental rate for grain bins includes
hay ground, and on-farm grain storage in Indiana are the situation where there is just a bin and the situation
often difficult to locate. For the past several years, where there is a bin and utilities.

questions about these items have been included in the

Purdue Farmland Value Survey. The values from the Information from prior years surveys can be found in
June 2017 survey are reported here. Because the the Purdue Agricultural Economics Report archive,

number of responses for some items is small, the

number of responses is reported. This information can be found in the August

issue beginning in 2006. This information for 2016 is in
Averages for pasture rent, hay ground, and the rental of the February 2017 issue.
on-farm grain storage are presented in Tables I, 2, and

Table I. Pastureland: Number of responses, annual cash rent, and carrying capacity, June 2017

Number of Annual rent Carrying Capacity

Region responses (% per acre) {acres per cow)
North 15 $106 2.7
Northeast 8 $100 1.7
West Central 9 $117 1.8
Central 16 $92 1.8
Southwest 5 $53 1.9
Southeast 9 $55 1.7
State 58 $90 1.8

"This information is a summary of data collected June 2017 as part of the Purdue Farmland Value Survey.
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Table 2. Rental of established alfalfa and grass hay ground, June 2017

Alfalfa/Alfalfa-Grass Hay Grass Hay
Region'
Responses | Rent ($/A) | Responses | Rent ($/A)
North 10 $147 10 $101
Northeast 8 $147 6 $75
Central 12 $185 12 $137
Southwest &
Southeast I §92 10 $67
State 48 $152 45 $152

Table 3. On-Farm grain storage rental: Number of responses and annual per bushel rent, June 2017

Bins only Bins and electric utilities
. Number of Number of

Region responses Rent ($/bu.) responses Rent ($/bu.)

North & Northeast 21 $0.17 18 $0.20
West Central &
Central 28 $0.18 26 $0.25
Southwest &

Southeast 16 $0.14 16 $0.20
State 65 $0.15 60 $0.24
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WELCOME TO OUR NEW DEPARTMENT HEAD, DR. JAYSON LUSK

CHRIS HURT, PAER EDITOR AND PROFESSOR OF AGRICULTURAL ECONOMICS

Please welcome Jayson Lusk as the new Head of the
Purdue Department of Agricultural Economics. Jayson is
well known in the Department having been a Professor
here for several years in his early career.

Since leaving Purdue, he distinguished himself as Regents
Professor and held the Willard Sparks endowed chair at
Oklahoma State University. He is currently the President
of the Agricultural and Applied Economics Association,
our national professional association.

Jayson brings an outstanding record of research, teaching,
service and leadership to the Department. He is an
extraordinary communicator and motivator.

Jayson says, “l am honored to join a Department with
such a rich history of accomplishments, and | look
forward to working with you in the years that come.
Don’t hesitate to reach out and say hello.”

As the Department serves the needs of Indiana residents
and beyond, we are excited, and looking forward to
enhancing the many programs and accomplishments of
the Department under Jayson’s leadership.
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