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Returns to land

• Capital gains (growth)

• Cash returns (rent)

• The two returns to land are similar to 
other investments such as the stock 
market (capital gains and dividends)
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Factors/issues impacting land values
(alphabetical order)

• Farm profitability
• Farm size
• Government programs
• Input costs (e.g., fuel and fertilizer)
• Interest rates
• Outside investors (i.e., stock market money)
• Recreation uses (e.g., hunting)
• Renewable fuels (ethanol and bio-diesel)
• Section 1031 tax exchanges
• Technology (e.g., no-till, precision ag, bio-tech, DNA)
• Urban sprawl
• Weather (i.e., drought, flood)
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KS land value (incl. bldgs); 1880-2007
average growth = 4.00%;  geometric growth = 3.77%

1879 starting land value for Kansas was $10.30

Capital gains historical perspective
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NE land value (incl. bldgs); 1880-2007
average growth = 4.25%;  geometric growth = 3.95%

1879 starting land value for Nebraska was $10.30

Capital gains historical perspective
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MO land value (incl. bldgs); 1880-2007
average growth = 4.45%;  geometric growth = 4.22%

1879 starting land value for Missouri was $12.37

Capital gains historical perspective
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KS non-irrigated crop land rent; 1967-2008
1967-2008:  avg growth = 3.28%;  geo growth = 3.07%
1989-2008:  avg growth = 2.21%;  geo growth = 2.12%
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Cash rent historical perspective

1967-2007 average land value growth = 5.62% 11
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NE non-irrigated crop land rent; 1967-2008
1967-2008:  avg growth = 5.18%;  geo growth = 4.87%
1989-2008:  avg growth = 3.54%;  geo growth = 3.30%
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Cash rent historical perspective

1967-2007 average land value growth = 6.57%
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MO non-irrigated crop land rent; 1967-2008
1967-2008:  avg growth = 4.44%;  geo growth = 4.12%
1989-2008:  avg growth = 2.86%;  geo growth = 2.74%
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Cash rent historical perspective

1967-2007 average land value growth = 6.86% 17
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Rent-to-value (Jan 1) percent, Kansas, 1976-2008
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Downtrend hints at something else going on . . .
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A number of years back we began to 
incorporate non-agricultural aspects into 

agricultural land values
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39 states ranked by total returns to land
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We separated land returns into various components

Avg = 2.11

2003-07 
Avg = 9.09
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Non-ag growth is:
• True non-ag growth

– Recreation, hunting, homesites, 1031 exchanges
– Subject to the broader economic forces

• Unemployment rate, taxation issues, competing 
investments 

• Speculation
– A portion of true non-ag growth is speculation on 

future trends about such things
– Speculation among ag buyers (farmers and 

investors) about future ag trends

• Not easy to sort out the two!
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Are we seeing a land price bubble today?
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Buying Land – How much can I afford?

• Valuing the capital gains portion
– Pick a “selling point,” say 30 years from now
– What will the land be worth then?

• Assume some annual capital gain % -- ag and non-ag
– What is left after “sell” & pay cap gains tax?
– What is that amount worth today?

• Valuing the rent portion
– What is cash rent today, ag and non-ag?
– How will rents evolve (grow) over time?
– What is the future stream of rents worth today?

• Maximum bid = today’s value of the capital 
gain + today’s value of the rent stream
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KSU-Landbuy.xls spreadsheet for land investment decisions
(example represents 2008 average values for North Central KS (KAS))

We provide quite a bit of 
background on the inputs 
you need to inject to 
make an informed land 
ownership decision.

More and more we tend to 
focus on ROA and ROE, 
especially for making good 
micro land purchases
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So, what is “rent today?”

25

Basic Lease Types on Crop Land

• Crop-share
– Landowner shares in annual revenues and 

typically in certain annual costs

• Cash rent
– Landowner gets a fixed annual cash amount for 

use of land

• Numerous variants around these two
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• How are cash lease rates or the terms of crop 
share leases established?
– Short answer is “the market”

Determining the terms of a crop lease ... 
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• Land Use Value Project of the KSU Ag Econ 
Dept annually conducts one of four surveys 
(irrigated, non-irrigated, pasture, input costs)

• Kansas Agricultural Statistics (KAS) annually 
surveys landowners and producers regarding 
land values and cash rents

• Local and regional surveys of leasing practices

• With surveys there is often a trade-off between 
statistical validity and level of aggregation

Market established rates…
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Source:  Schlegel and Tsoodle -- 2006 KAS/KSU survey

5.663.930.5State
4.958.936.2Southeast
9.654.336.0East Central
7.753.538.8Northeast
2.676.421.0South Central
4.564.630.9Central
4.660.534.9North Central
8.075.516.5Southwest
4.071.724.3West Central

3.9%59.8%36.3%Northwest
OtherShareCashRegion

Distribution of leases by type of lease …
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Percent of Leases by Crop Share Percentage

Landlord Crop Reporting District
Share NW-10 WC-20 SW-30 NC-40 C-50 SC-60 NE-70 EC-80 SE-90
10.0% 0.0% 0.0% 0.0% 0.0% 0.3% 0.0% 0.0% 0.0% 0.0%

16.5% 1.7% 0.0% 0.0% 0.0% 0.3% 0.0% 0.0% 0.0% 0.6%

20.0% 0.0% 0.0% 0.0% 0.0% 0.3% 0.0% 0.0% 0.7% 0.0%

25.0% 2.9% 0.0% 4.1% 0.4% 0.3% 0.9% 3.8% 1.3% 1.1%

33.3% 90.1% 96.1% 89.5% 69.4% 85.2% 94.3% 20.5% 79.5% 92.6%

40.0% 0.0% 1.7% 0.9% 25.9% 9.4% 3.5% 25.7% 10.6% 4.0%

45.0% 0.6% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

50.0% 4.1% 2.2% 3.2% 3.5% 2.8% 1.3% 50.0% 7.9% 1.7%

60.0% 0.0% 0.0% 0.5% 0.8% 0.0% 0.0% 0.0% 0.0% 0.0%

66.7% 0.0% 0.0% 1.8% 0.0% 1.4% 0.0% 0.0% 0.0% 0.0%

100.0% 0.6% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Total 100% 100% 100% 100% 100% 100% 100% 100% 100%

Source:  Schlegel and Tsoodle -- 2006 KAS/KSU survey

Distribution of crop share percentages…

W
heat belt

Corn belt
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Basic Lease Types in Kansas
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1) What factors have been behind this trend?
2) Do we expect this trend to continue?

Source:  KSU and KS Ag Stat – Non-Irrigated Farm Lease Arrangement Surveys

Crop share continues to be the most prevalent, but the trend has been 
a shift from crop share arrangements towards more cash rent leases.  
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Market going rate …

• Kansas Agricultural Statistics (KAS) reports 
average cash rent values for non-irrigated, 
irrigated, and pasture land at the crop 
reporting district (CRD) level
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KAS surveyed market rates …

KAS report (2 years of cash rent data) KSU report (20 years of cash rent data) 35
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Kansas Cash Rent for Non-irrigated Cropland

Market going rate …

+19.6%

+9.3%

+20.0%

36

1999
2000

2001
2002

2003
2004

2005
2006

2007
2008

60

65

70

75

80

85

90

95

C
as

h 
re

nt
, $

/a
cr

e

NW SW NC SC

Source:  Kansas Agricultural Statistics

Irrigated Cash Rent

Market going rate …

+12.8%+5.3%+4.8% +13.1%
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• Impact of adopting new technologies

• Cash renting

• “Non-traditional” leases
-- Net share rent

-- Flexible cash rent

-- Bushel rent

-- Combination cash/cropshare

In recent years, the majority of leasing 
questions received pertain to:

… while “hot topic” has varied over time, the  
method of addressing questions has not changed.
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Numerous good reasons to use these 
different types of leases, but landowners 
and producers need to recognize several 
things when doing so ...

• Communication is critical

• Rules-of-thumb really don’t exist

• More important to have a written lease

• Pay special attention to FSA rulings

“Non-traditional” leases …
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Cash rents …

Numerous good reasons to go to cash rent, 
but landowners and producers need to 
recognize several things when doing so ...

• Land tends to change hands more often

• Relative risks change
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Risk-return tradeoff
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Landowner/producer risk-return tradeoff
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Risk
• Risk:  variation about expected outcome

– Suggests that the cash-equivalent of a share 
lease will be greater than cash rent

• Hasn’t helped much in understanding rents
– Tenant’s risk lower recently (1990s thru 2006)
– Cash rent is not riskless
– Costs may be higher with share rents

• So cash rents may be higher than share rents i.e., 
tenants bid up cash rents to avoid costs

• Crop share rent shares are sticky
– Only way to bid up rents is through cash rent

Just when we got used to ignoring risk, it seems to come back into play . . .
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Flexible cash rents (method of paying bonuses)

1) Establish base cash rent

2) Flex/modify base rent based on…
– price deviation from base (fixed bushel rent)

– yield deviation from base

– price and yield (revenue) deviation from base

• Does flex work both ways?

• Communication and documentation are 
extremely important to make sure everybody 
understands what they are agreeing to
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• How are cash lease rates or the terms of crop 
share leases established?
– Short answer is “the market”

• While landowners and tenants (i.e., the 
market) ultimately determine terms of crop 
share and cash leases, we use the equitable
concept to arrive at a starting point for 
negotiations – and to better understand the 
market.
– Equitable lease:  Total returns divided in same 

proportion as resources contributed (cost-based)

Determining the terms of a crop lease ... 
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Methods of establishing cash rent values …

• Market going rate (if available)

• Crop share equivalent (adjusted for risk)

• Landowner’s cost

• Amount tenant can afford to pay

The last three require yield, price, and 
government payment projections (as well as 
cost information used for crop share).
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KSU-Lease.xls
• A what-if spreadsheet to analyze rents
• Delineates relative contributions
• Allows considering cash vs. crop-share

– Can deal with a risk premium
• Very flexible; can handle

– Net share leases
– Fixed bushel rents
– Cash transfers

• Important purpose is to allow people to move 
beyond traditional leases when they need to 
change (and to analyze impact of cash rent)
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Various tabs
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KSU-Lease.xls -- 2009 NC KS crop budgets
(with crop and fertilizer price adjustments)
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Entering a number 
between 0-100% (or 
-100%) by crop and 
by input provides 
flexibility to handle 
most any situation.

Equitably sharing  
fertilizer (excluding 
lime), herbicides, 
and insecticides in 
this example.

Equitable crop-share arrangement – NC KS
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Equitable crop-share arrangement – NC KS
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RAF of 13.25% equates A and B
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Returns to Land -- Cash Rent
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Returns to land (NC KS budgets, current crop and fertilizer prices)…
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Projected 2009 price for North Central Kansas
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Alternative price scenarios…
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Returns to Land -- Cash Rent

$189.16

$57.00

$120.36
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NC KS returns to land under alternative price scenarios…
(Fertilizer prices in FMG scenarios were higher than 1/30/09 scenario)

Risk associated with a fixed cash rent that was negotiated at the “wrong” time… 67

Summary…

• Land values have been increasing rapidly in 
recent years (those days likely over for now)

• Current crop profitability projections support 
current land values (i.e., no reason to expect land 
prices will decline sharply) 

• Trend for more use of cash rents will likely 
continue

• However, high volatility will lead to more 
flexible cash rent types of arrangements
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Distance Education for Contemporary 
Farmers and Ranchers

Equipping Your Lending Customers 
for Success

• Land Ownership & Leasing
• Machinery Ownership & Leasing
• Financial Analysis
• Human Resources
• Tax & Policy Management
• Risk Management
• Marketing

Program Components
• On-Campus Sessions
• Distance Modules
• Chat Sessions

MAST 2009-2010
On-Campus Session 1: Nov.16-17
On-Campus Session 2: Feb. 22-23

Fee: $1,250

Sponsorship Opportunities:
Alicia Goheen
785.532.4434
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Questions ??? 

www.agmanager.info


