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What Is the Issue?

Farmland plays a unique and important role in agriculture. Farm real estate (including land and
the structures on it) accounts for over 80 percent of farm-sector assets. Farm real estate values
reached record highs in 2015, driven by high net cash farm income and low interest rates.
However, farmland appreciation slowed considerably from 2015 to 2016, with some regions
experiencing small declines, caused largely by falling commodity prices and farm income. For
farmers, the effects of changing farmland values differ depending on the amounts of land they
rent versus own. This study examines factors that influenced farmland appreciation in 2000-2016
and how this appreciation affected farms through changes in their equity.

What Did the Study Find?

U.S. farmland values appreciated quickly from 2000 to 2015. Average per-acre farm real
estate values (including the value of land and buildings) more than doubled, going from $1,483
per acre in 2000 to $3,060 per acre in 2015. Cropland appreciated faster than pastureland. In
2003-14, cropland values increased most in the Corn Belt, Northern Plains, Lake States, and
Delta States. In 2015-16, these same regions saw lower land appreciation than other regions, even
depreciation, reflecting the drop in commodity prices.

Average per-acre U.S. farm real estate values and U.S. net cash farm income,
1980-2016, in 2016 dollars
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Note: Net cash farm income is calculated as the sum of total cash receipts from crops and livestock sales,
Government payments, and other cash-related farm income, minus cash expenses. All values are inflation
adjusted to 2016 dollars using the Gross Domestic Product deflator.

Source: USDA, Economic Research Service (ERS) net cash farm income forecast and ERS calculations using
data from USDA, National Agricultural Statistics Service.
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Farmland returns generally did not support farm real estate values in 2000-2016. With the excep-
tion of two brief periods of high net cash farm income in 2003-05 and 2011-14, national-level farm real
estate values in 2000-2016 were higher than economic theory would predict. However, when broken down
by region and land use, farmland values varied significantly. Interest rates declined substantially over this
period and played a major role in supporting farmland values by keeping borrowing costs low.

Farmland appreciation led to fewer financially stressed farms. Because of increasing farmland values,
fewer farm businesses in 2000-2012 fit our definition of financially vulnerable (i.e., having both a debt-to-
asset ratio greater than 40 percent and negative net farm income). However, land value appreciation bene-
fitted major owners (those who own more than 50 percent of their operated land) more than minor owners
(those who own less than 50 percent of their operated land). Going forward, cash rental rates will play an

important role in financial stress for operations that rent large amounts of land because rental rates tend to
lag in adjusting downward as farmland returns decline.

Farmland appreciation allowed crop farmers who owned land to borrow more and purchase addi-
tional land. Crop farmers in the Heartland who owned a larger share of their land responded differently to
appreciating land prices than did similar farmers who owned a smaller share of their land. During periods
of land price appreciation, owning a larger share of land led to greater growth in real-estate-secured debt
and land purchases. However, owning a larger share did not lead to an increase in harvested acres—that is,
an expansion of the operation.

Those who owned more of their land generally were older and more experienced farmers. The fact that
older, experienced farmers acquired land more quickly during this period of rapid appreciation implies that
the gradual transfer of land between generations from more experienced to less experienced operators may
slow during periods of rapid appreciation. On the other hand, young and beginning farmers may find it
easier to purchase land when land prices level out or decline.

Changes in farmland returns, interest rates, and U.S. agricultural policy will affect future farmland
values. Our analysis demonstrates that future farmland values will be strongly influenced by net returns
(net revenue per acre) and interest rates. As interest rates rise, farmland values fall because the cost of
borrowing increases and the relative advantage that farmland investments provide diminishes compared to
alternative investments. The Agricultural Act of 2014 eliminated fixed Direct Payments and expanded crop
and pastureland insurance programs. Recent studies find evidence that insurance payments will be capital-
ized into future land values by reducing volatility in net returns.

How Was the Study Conducted?

The authors used data from the Census of Agriculture, which is administered every 5 years by USDA’s
National Agricultural Statistics Service (NASS); national and regional data on cash rents and land values
from the NASS Quick Stats web tool; and data from the annual Agricultural Resource Management Survey
(ARMS) and the 2014 Tenure, Ownership, and Transfer of Agricultural Land (TOTAL) survey, which are
jointly administered by NASS and USDA’s Economic Research Service (ERS). The report also updates
and expands upon a 2012 ERS report (Nickerson et al.) that examined trends in land values through 2010,
including macroeconomic and parcel-level factors that affected land values, and whether farm earnings
supported land values. The current report examines more recent trends in farm earnings and land values
through 2016. It also examines the effects of changing land values and equity on financial stress and deci-
sions to purchase or rent additional land.
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