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• When thinking of buying land (or selling), 
how do you determine what is an 
appropriate value?

• When thinking about renting crop land 
(or leasing it out), how do you determine 
the terms of the lease?

Land values and rates decision-making…
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Purpose of land talks

• Develop an understanding of the underlying 
economic principles and management aspects of 
land ownership and leasing

• Trying to reduce decisions to numbers

• Two decision tools:
– KSU-Landbuy.xls
– KSU-Lease.xls

Related papers are found at
www.agmanager.info
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Calculated values
vs.

Market values

Which values are the “correct” ones?
If market, why bother with calculations?



Publicly available land data…

Historically Kansas Agricultural Statistics (KAS) 
reported average land values and cash rent rates for 
non-irrigated, irrigated, and pasture land at the crop 
reporting district (CRD) level

Beginning in 2009 KAS began reporting county-level 
cash rates (i.e., more intensive data), but in 2010 will 
discontinue reporting land values at the regional 
level (i.e., less intensive data).
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This is the market we observe 
and can reference.  What you 
folks all face day to day is the 
real market.

KAS surveyed “market” rates…

KAS report (switched to county-level in 2009, will 
drop CRD-level land values after 2010)

KSU report – basically a repackaging of KAS 
data (show more history)
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KS land value (incl. bldgs); 1880-2009
average annual growth = 3.85%

Historical perspective
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KS land value (incl. bldgs); 1880-2009
average growth = 3.85%;  geometric growth = 3.63%

geometric growth

1879 starting land value for Kansas was $10.30

Historical perspective
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KS non-irrigated crop land rent; 1967-2010
1967-2010:  avg growth = 3.04%;  geo growth = 2.85%
1991-2010:  avg growth = 1.43%;  geo growth = 1.55%

rent $

growth rate

geo growth

1967-2009 average land value growth = 5.09%

Rent has fallen 
26.2% of years 

Cash rent historical perspective June 1, 2010 “market” values…
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Irrigated – State average = $1,550
Non-irrigated – State average = $1,070
Pasture – State average = $770

How well do these values 
reflect the market today?

* 2010 Cash rent values as reported by USDA NASS and Kansas Agricultural Statistics (KAS).

Kansas county-level non-irrigated
crop cash rents…

* 2010 Cash rent values as reported by USDA NASS and Kansas Agricultural Statistics (KAS).

Kansas county-level non-irrigated
crop cash rents…

Averages can be misleading because…
1)  Not all land is equal
2)  Not all relationships are equal

How well do these 
values reflect the 
market?



33% Share 40% Share 50% Share Other % Share
Wheat (21 Leases) 3 10 8

% of Total Leases in Lease Arrangement 14.30% 47.60% 38.10% No
% of Leases Sharing Fertilizer Costs 100.00% 100.00% 100.00% Responses
% of Leases Sharing Herbicide Costs 33.30% 60.00% 100.00%
% of Leases Sharing Insecticide Costs 33.30% 40.00% 62.50%

Corn (54 Leases) 2 9 42 1
% of Total Leases in Lease Arrangement 3.70% 16.70% 77.80% 1.80%
% of Leases Sharing Fertilizer Costs 100.00% 100.00% 100.00% 100.00%
% of Leases Sharing Herbicide Costs 100.00% 88.90% 95.20% 100.00%
% of Leases Sharing Insecticide Costs 100.00% 88.90% 76.20% 100.00%

Sorghum (11 Leases) 1 7 3
% of Total Leases in Lease Arrangement 9.10% 63.60% 27.30% No
% of Leases Sharing Fertilizer Costs 100.00% 100.00% 100.00% Responses
% of Leases Sharing Herbicide Costs 0.00% 85.70% 100.00%
% of Leases Sharing Insecticide Costs 0.00% 57.10% 66.70%

Soybeans (43 Leases) 4 14 25
% of Total Leases in Lease Arrangement 9.30% 32.60% 58.10% No
% of Leases Sharing Fertilizer Costs 100.00% 100.00% 100.00% Responses
% of Leases Sharing Herbicide Costs 100.00% 92.90% 76.00%
% of Leases Sharing Insecticide Costs 100.00% 78.60% 52.00%

Other Hay (8 Leases) 2 2 4
% of Total Leases in Lease Arrangement 25.00% 25.00% 50.00% No
% of Leases Sharing Fertilizer Costs 100.00% 100.00% 100.00% Responses
% of Leases Sharing Herbicide Costs 0.00% 0.00% 100.00%
% of Leases Sharing Insecticide Costs 0.00% 0.00% 100.00%

Table 11. Northeast-70 Nonirrigated Crop-Share Arrangements

Crop
Landlord's Percent of Crop Received (or of Costs Paid)*

* The percentages calculated in this table represent the percent of landlords sharing the same percent of costs as they share of the 
crop.  For example, 100% of landlords receiving 33% of the wheat crop paid 33% of fertilizer expenses.

Example of market established crop shares…

Source:  Schlegel and Tsoodle -- 2007 KAS/KSU survey (available at www.agmanager.info) 14

Calculated values
vs.

Market values

If (when) market values have very little 
meaning to individual situations, we 
need to estimate what we believe might 
be the more “correct” values.

• When market reported rates are not sufficient to 
answer the question at hand, what do we do?

• 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.

Determining the terms of a crop lease... Principles embodied in an equitable lease... 

• Profit maximization (MR=MC)

• Economic profits (expected profit = 0*)

• Opportunity costs

• Risk across lease types

• Equal rates of return on annual investment 
(if economic profit = 0, then rate of return = 0)

* On average, in the long run.



Landowner/producer risk-return tradeoff
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Projected crop budgets are available on 
agmanager.info (serve as a starting point)www.agmanager.info
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Go to KSU-Lease.xls
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Returns over costs 
(i.e., profit) -- one of 
the numbers to 
focus on.  We 
expect it to be 
“close” to $0, on 
average, in the long-
run.

If it is “too high” (as 
is likely the case 
here), land values 
and rents will 
increase.

Crop budgets for NE Kansas using 
5-year average crop prices.
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“Calculated” values for what is 
equitable -- numbers to focus on. 

Typically what people are doing is 
equitable and thus this provides a 
check on costs in budget. 

If landowners in area are typically 
getting a higher percentage than 
the calculated value (and profit > 
$0), land charge likely should be 
increased.
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Cash rent from budget vs. cash rent equivalent with crop share (and imputed risk premium) 
-- numbers to focus on. 

Historically we have suggested a risk premium of ~10% (i.e., the value that would drive cash 
rent (A) and cash rent equivalent (B) equal – in this example it is closer to 25%). 

If risk premium is “too high” this suggests that land rent will likely increase.
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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)

What are the main 
factors today?
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Returns to Land 
• Land

– Cash returns:  rents or rent-equivalents on owned 
land

– Non-cash returns:  capital gains (growth)

• Stock market
– Cash returns:  dividends
– Non-cash returns:  capital gains (growth)

• Typically, neither land nor stock investments 
“cash flow”

26

27 28

Go to KSU-Landbuy.xls
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The BIG Question(s):

Are we in a bubble?
Are we on the verge of a 1980s repeat?
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Downtrend hints at something else going on besides ag profits . . . 
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Are we seeing a land price bubble today?

Just how important is rent-to-value as an indicator of smart investing?
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39-state average rent-to-value ratios, by year, 1951-2010
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Have investors been grossly unwise for decades?

Is RTV really a reliable indicator of land price bubbles?
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Are we approaching the 1980s?
• Most economists will say NO, pointing to:

– Much lower interest rates today
– Much lower leverage today
– Much lower inflation today
– Growing world demand, especially China

• A few economists will say YES, pointing to:
– China is unpredictable
– Interest rates will soon rise
– Lenders will get caught up (e.g., housing bubble)
– Economists never see a bubble from the inside

• We ask the more direct question, What 
happens if we see land value and growth 
rates like the 1970s-1980s?
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Historical perspective
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“What if” the future looks like this 
time period? (i.e., complete a risk 
assessment around this period)



Our analysis
• Today’s expected growth rates from the 

vantage points of 1971, 1976, 1981, & avg
• Market value of IA land pegged to 4.5% rent
• 20-year horizon
• 0.5% of market property tax rate
• Interest rate of 6.5%
• Income tax rate of 35%
• A $1000 investment

• Report value path and pre-income-tax ROE
– For different leverage rates
– For different rates of above-market purchasing

No problems here . . . If 2011 is akin to 1971!

We first consider leverage issues

impact of leverage on investment value; start year 1971
buy at market

0

2,000

4,000

6,000

8,000

10,000

12,000

14,000

16,000

18,000

20
11

20
13

20
15

20
17

20
19

20
21

20
23

20
25

20
27

20
29

20
31

in
ve

st
m

en
t v

al
ue

, $

25% lev; roe 13.91%
50% lev; roe 15.4%
75% lev; roe 18.8%

Don’t borrow excessively if 2011 is like 1976

impact of leverage on investment value; start year 1976
buy at market
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High leverage and buying at the top could be painful

impact of leverage on investment value; start year 1981
buy at market
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impact of leverage on investment value; start year avg 3
buy at market
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2011 like 1971 & 1976 & 1981 – more like we might expect?? If the glory days are ahead of you it is not that painful to overbid on land

We next consider overpaying for land; leverage fixed 50%

impact of overpay on investment value; start year 1971
leverage 50%
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Don’t overbid on land if 2011 is like 1976

impact of overpay on investment value; start year 1976
leverage 50%
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Buying at the top AND even modest overbidding on land can kill you

impact of overpay on investment value; start year 1981
leverage 50%
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2011 like 1971 & 1976 & 1981 – more like we might expect??

impact of overpay on investment value; start year avg 3
leverage 50%
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Results of analysis…
Summary of Results -- Impact on 20-year pre-income tax ROE

Impact of leverage rate on investment value -- buy at market
Start year "looks like"…

Leverage 1971 1976 1981 Avg of 3
25% 13.91% 7.91% 2.13% 9.29%
50% 15.40% 6.76% -10.29% 9.00%
75% 18.80% 1.90% Broke 8.10%

Impact of overpay on investment value -- leverage 50%
Start year "looks like"…

Overpay 1971 1976 1981 Avg of 3
0% 15.40% 6.76% -10.29% 9.00%

25% 12.39% 1.41% Broke 4.61%
50% 9.58% -6.43% Broke -0.56%

Summary …

• Market trumps our calculated values, but we 
calculate values to avoid making bad decisions

• To reduce risk associated with renting land, 
consider:
-- Staying with (going back to) crop share
-- Go to a flexible cash rent (not ad hoc bonuses)
-- Renegotiate often (i.e., every year) and be willing to 

increase and decrease rents annually
-- Increase level of communication

• If buying land in current market, avoid high 
leverage and paying premiums (i.e., continue to 
look for the “best” deals) www.agmanager.info

Questions ??? 


