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FARM REAL ESTATE values have been reported as
fairly stable during the spring and summer, But there
still appears to be a sizable list of prospective buyers
and a limited amount of land offered for sale. Thus,
many country bankers view the basic trend as still ris-
ing. The recent marked improvement in farm income in

- many areas will help to maintain current values and may

provide additional upward push in some areas. Just
what happens will be heavily dependent upon that elu-

sive element in all markets—individuals’ expectations.

Do present farm owners and prospective purchasers
view the recent rise in income as a return to ‘‘normal’’
and therefore likely to be ‘‘permanent,’’ or do they ex-

_pect the large harvest of crops and the prospective in-

crease in output of livestock to exert heavy downward

pressure on prices and income? Beyond this, how much
do recent purchasers of farm real estate expect to real-
ize as a net return on their investment?

According to reports from about 400 Seventh Dis-
trict country bankers, Midwest farmers expect to real-

ize about 6 per cent on current investments in farm land.

A somewhat higher expectation is reported for Michigan
and Wisconsin, but considerably lower in the highly pro-
A similar pattern ap-
pears in Iowa. Anticipated returns in that state aver-
aged below 6 per cent in the areas of most productive
soil and about 7 per cent in the less productive areas.

Is this general level of expectations likely to be
realized? Obviously, no one can be certain. However,
some recent evidence as to the level of net returns real-
ized on farm land is of interest,

THE NET RETURN on the market value of farm
real estate in the United States was just 3 per cent in
1957. This U, S, Department of Agriculture figure under-
states the true return because it is calculated as a re-

sidual after deducting estimated market _values for farm _

sources must share total net mcome proportionately. .

The return on real estate would also be higher if the
return on the increase in valuation of farm land on the
fringes of urban areas were included.

Notwithstanding the underestimate of return, the
trend in this figure gives a very clear indication that
in the last decade the rate of return on farm land has
declined significantly. For the last five years, the re-
turn has been below the average of 4.8 per cent in the
period 1910-1957,
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- capital "is included in—the Illinois figure.
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The rate of return on total capital investment for
farms - in the Illinois Farm Bureau Farm Management
Service in northern Illinois in 1957 was 6.5 per cent.
This is considerably above the rate of return reported by
the USDA for the entire United States., These two rates
of return are not entirely comparable because the return
to management and the investment in non-real-estate
-Allowing a
higher rate of return for the non-real-estate capital does
not bring the Illinois figure as low as the USDA figure,
However, it does bring the rate of return down to the
average expected by purchasers as reported by bankers
in northern Illinois, Further, since members of the Farm
Management Service are likely to be the better managers
in their communities, the residual return for management
and capital is likely to be higher for these farms than for
average farms in that area.
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These figures indicate that, on an average, returns
on investment in farm land will be as high as expecta-
tions indicated only if farm labor and non-real-estate
capital are valued below the market values, or if the
land is very productive and the operator a very capable
manager. Of course, returns from appreciation in land
values must be added to the above returns. And the
value of an additional piece of land for enlarging a ‘‘too
“small’? farm may well be greater than the average returns
given above,

SMALL CHANGES are indicated in the methods of
financing purchases of farm land. For the year ended
June 30, bankers reported increases in the proportion of
cash sales and sales contracts compared to the previous’
year. At the same time, the proportion of first mortgages
declined. Wisconsin was an exception. Bankers in that

. state indicated the proportion of first mortgages was

higher and the proportion of cash purchases was lower
in the past year than in the previous year.

Bankers’ stated opinions, however, indicate a some-
what different situation than the actual figures which
they reported. The majority indicated no change in
methods of financing, However, of those bankers who
indicated changes, the largest group believed cash
sales declined in importance and mortgage financed

sales increased in importance. Research Department




