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Land Returns and Farm Real Estate Values:

By Albert A. Montgomery and
Joseph R. Tarbet

ARM REAL ESTATE values have risen
F almost steadily over the pastdecade despite
the apparent lack of a supporting upward trend
in commodity prices andfarm incomes. To some
extent the farmland price rise reflects the
spatial encroachment of urban activities upon
agriculture and the growing demand for land by
higher priority uses than agriculture. But in
many areas of the Nation, including the wheat-
pea region of the Pacific Northwest, 2 the main
market force is the growing demand for land
by farmers themselves. Thus the apparent para-
dox of the divergent trends in farm returns and
land values has awakened the interest of eco-
nomists and others in the significance of this
éhlenomenon for valuation theory and agricul-

al policy.? If current discussions have iden-
fied the range of most probable causes for
the national paradox, much remains to be ex-

1 Credit is due Michael G, Vance, a Master's candidate
in Business Administration at Washington State Univer-
sity, for his work as Research Assistant for the project,

2 The wheat-pea region is located in southeastern
Washington and northern Idaho, For a description of the
region's agriculture see USDA's annual bulletin, Farm
Costs and Returns--Commercial Farms by Type, Size,
and Location (Agr, Inf, Bul, 230),

3 See Walter E, Chryst, '*Land Values and Agricultural
Income: A Paradox?'' Jour, Farm Econ,, 47:1265-73,
Dec, 1965,

Editor's note: The research reported in this paper
was carried on at Washington State University by busi-
ness economists, The analysis was based on a working
hypothesis suggested by William H, Scofield of the
Economic Research Service, it was supported in part
by funds from the Washington State Agricultural Experi-
ment Station, and it was aided by farm real-estate cost
data developed in the Economic Research Service,
Although working relationships were largely informal,
the circumstances involved a close community of in-
terest in related research in the Economic Research
Service,

plained by microeconomic study of the relation-
ship between the farm real estate market and
the farm economy. This paper presents the
results of such a study and, subject to the ob-
vious limitations of data from a small sample
in a single region, attempts to make general
inferences about the causes and social impli-
cations of this phenomenon.

Method of Study

The trends of land prices and farm returns
in the region are examined and a simplistic
explanation for the observable disparity is
given in this paper. In the study we adopted, as
a working hypothesis, Scofield's speculation
that land prices may be high or rising relative
to the average of farm returns in a region but
this average may understate the prospective
returns from land investment by a few large,
wealthy, and better than average farmers who
comprise the effective demand for land.4 Cross-
sectional data from two samples of wheat-pea
farmers were utilized to test this hypothesis
and to generate answers to several questions
concerning the economic implications of the
region's low rate of current land return.

One sample consisted of 47 persons who re-
sponded to a survey of the region's 48 public
land transactions during an 18-month period
from 1963 to 1964.° This survey gave interest-
ing insights into the nature of the operations of
actual investors but obviously it was not rep-
resentative of all wheat-pea farmers who were

4 William H, Scofield, ""Land Prices and Farm Earn-
ings,'" Farm Real Estate Market Developments, U,S,
Dept, Agr,, Oct, 1964,

5 An unpublished survey conducted by Jesse Davis,
Research Assistant for the Department of Agricultural
Economics at Washington State University,




potential land buyers, much less the universe
of wheat-pea farmers. Because of this limita-
tion and the fact that the survey did not provide
income and wealth data for the investing farm-
ers, our findings were obtained mainly from a
second sample of 35 wheat-pea farmers. These
farmers volunteered financial and operating
data, enabling an accurate calculationof income,
wealth, and net rent for 1962-64.

For reasons given below, the study assumes
that this small nonrandom sample is repre-
sentative of the universe of full-time family
farms in the region. The sample does not in-
clude representatives from the numerous very
small part-time farms in the region, nor any of
the region's several very large operations. For
that matter, reflecting the relative infrequency
of land transactions, this second sample does
not contain any farmers who purchased land in
1963-64, However, if the sample is repre-
sentative of the universe of the region's family
farms, it will contain a subset of farm operators
with operating and financial characteristics
similar to those of farmers who were bidding
for or actually bought land in this period. Thus
a comparison of this subset with the remainder
of the sample will constitute a valid test of the
hypothesis.

Trends in Land Prices and Farm
Returns

Land prices in the wheat-pea region increased
from $233 per acre in 1953 to $320 in 1964

(chart 1). Net farm income and net rent per acre
evidenced virtually no trend over this period if
1962, a year of particularly good earnings, is
ignored.? Therefore, as in the Nation, farm
income and the return to land itself declined

6 The selling prices shown in chart 1 are weighted
averages of annual transactions in Whitman County,
Wash,

7 The source of the historical series of returns is
the USDA's Farm Costs and Returns, Net rent is com-
puted to be 1/3 of crop revenue and Government pay-
ments minus 1/3 of the crop expenses (i.e., seed, fer-
tilizer, and weed spray) and all property taxes on the
land, This is an approximation of the standard lease
in the region which allocates grain revenue and expenses
on a 1/3-2/3 basis and pea revenue and expenses on a
1/4-3/4 basis,

relative to the average market price of farm-
land.

The decline in the rate of return, from ab‘
5 percent in 1953 and 1954 to about 3-3/4 per-
cent in 1963 and 1964, suggests that land buyers
in this region have been willing to capitalize
prospective land returns at decreasing rates.
However, it is significant that $56 of the $87
per acre increase in land priceover the 12-year
period occurred after 1960. In this more recent
period farmers of the region came to expect a
sharp increase in wheat yield because of the
development of a new variety.® Because 1962
was the first year of this new wheat's general
use as well as being an exceptionally good
growing year, it is not proper to slight its im-
portance in the visual examination of past
trends.

If that year is included in the end-of-period
average of net rents, a 3.9 percent return was
being earned on the 1964 price of $320. Although
smaller than the rate of return being earned at
the beginning of the period, it approximates the
average rate earned from 1955 through 1959 on
a stable price of about $255. In other words, if
the 1962-64 average net rent of $12.35 per acre
more closely approximates the post-1960 ex-
pectation of future land returns thanthe aver
for the 12-year period, much of the land pric
rise in the past decade could be explained
simply by the fact that farmers expected rising
land returns in the long run.

In support of this classical explanation, wheat-
pea farmers were aware of the possibility in the
more recent years that wheat production con-
trols would be lessened in the not too distant
future. And it was apparent to all regional
farmers--given the existing price structure
and the choice of feasible crops to substitute
for the high-yielding new wheat--that the return
to land and its value would be markedly in-
creased in this event., From the study's sample
of farm operators it was determined that if a
farm wheat price of $1.80 could have been sus-
tained without acreage control in 1962-64, exist-
ing farm practices in the region would have

8 According to Farm Costs and Returns estimates,
the average wheat yield increased from 46,8 bushels
per acre during 1957-59 to 55,6 bushels for 1962-64,
Much of this increase resulted from use of the Gaines

wheat variety,
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produced an average net rent of approximately
$23 per acre. At the then prevailing land price,
this would have been a 7 percentaverage return,
Alternatively, capitalized at 4 percent, such a
return would have supported a land price of
$570 per acre.

If most of the apparent divergency of trend
between land returns and farmland prices in
this region can be explained by the recent ex-
pectation of rising future returns, this sim-
plistic explanation still leaves unanswered ques-
tions that arise in connection with the apparent
paradox. Granted that farmer investors expect
rising future returns over the long run, how are
they able to bid up the price of land so high
relative to current land returns? More specifi-
cally, how does the rising land price relate to
the efficiency and expansion of farm operations
in the region? Are farmers capitalizing pros-
pective economies of scale in the prices they
are bidding for land? Are financial resources
being misallocated to the purchase of land at
the expense of productivity-improving inputs?
Then there is the question of whether the rising
trend of land prices belies the assertion of
farm interest groups that the wheat-pea farmer
has not sufficiently shared the benefits of his
growing productivity.

Selected Characteristics of Land
Buyers

The farm real estate market in the wheat-pea
region exhibits the universal trait of alow turn-
over rate. Judging from the sales records of
the largest county in the region, about 1-1/2
percent of the region's cropland acres is ex-
changed each year. And the public offering of
land is even more limited because about half
the transactions in recent years have been be-
tween members of the same family. Little is
known of the sellers' motivations but the survey
disclosed that of the land supply available to
outsiders in 1963-64, 42 percent of the trans-
actions arose in connection with the settlement
of an estate.

Typically, the land buyer was a large operator.
Before acquisition of the land, the buyer op-
erated an average of 1,000 cropland ares, 400
acres more than the region's average operation.
But this is not to say that he was commensur-
ably more wealthy than the typical wheat-pea
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farmer because, on average, 560 acres of the
1,000 acres were operated under lease. Ther
fore, even though the acreage acquired ten‘
to be small in relation to the scale of his pre-
vious operation--the average purchase was 246
acres and the most frequent was 160 acres--
the purchase often resulted in a substantial
increase in the operator's landholdings.

Although the survey did not inquire into buyer
motivations, it uncovered several factors that
might explain the buyers' willingness to bid up
the price relative to current land returns. In 80
percent of the transactions where the land
acquisition expanded operations, the buyers
indicated that their existing equipment would
serve the additional acreage. Thus the often-
mentioned desire of farmers to utilize equip-
ment more efficiently was afactor in the demand
for land.

The survey found that, including transactions
where the buyer became a landlord, 40 percent
of the purchases involved no expansion of op-
erations. This is simply because a number of
farmers bought land they were already farming
under lease. In these instances, therefore, the
only additional income for the buyer was the
prospective land return itself. The frequency
of such transactions suggests that farme
concern with the future security and cost
their tenure on rented land partially explains
their willingness %o bid up the price relative to
current land returns.

Most of the land purchasers were established
farmers who knew the productivity of the land
acquired. Only two of the 47 buyers were be-
ginning farmers and only five were investors
not intending to farm the land themselves. Of
the remainder, more than four out of five buyers
were either farming land adjacent to the acqui-
sition or were farming the acquisition itself
under lease. Such investors should require but
a small, if any, margin of current return to
compensate them for their uncertainty as to
the risk of adverse short-run fluctuations.
Furthermore, the risk itself has been low in
this region. Only in 1960 and 1961 did the re-
gion's average net rent fall short of the 12-year
average by more than $1.66 per acre (chart 1),
Thus, this region's farmland would seem to
warrant a lower rate of current return thanland
in areas more vulnerable to crop failure and
price declines.




Test of Scofield's Hypothesis

view of the relative infrequency of land
offerings to the public, the sample of actual
buyers just discussed is but a small fraction
of wheat-pea farmers who would have been fi-
nancially able to acquire land parcels of similar
acreage and price during this period. The second
sample of 35 farmers was utilized to determine
the characteristics of the subset of the wheat-
pea farmer universe that includes both the
actual and potential demand for land parcels of
the value offered. This sample is partitioned
according to several rules to determine which
of the sample farmers belong to the effective
demand or potential investor subset of the uni-
verse. The hypothesis is tested by comparing
the characteristics of this sample subset of 11
farmers with those of the remainder of the
sample, which represents the region's farmers
who are not effectively in the current market
for land.

The assertion that the sample is repre-
sentative of the region's family farm opera-
tions has its most tangible basis in the fact
that averages of the sample farmers' op-
erating characteristics compare closely with
QDA'S description of the region's repre-

ntative farm. The following table compares
3-year averages of data from Farm Costs and
Returns with corresponding 3-year averages
from the sample. A direct comparison is

somewhat misleading because the USDA av-
erage farm is assumed to be wholly owned
while the sample average cropland acreage
consists of leased as well as owned acres.
Thus, even though the sample farm is 83
acres larger, its total revenue is smaller
because it does not include the landlord's
share. Similarly, the total investment is smaller
because only acres owned by the operator are
included. USDA data are adjusted to reflect
a similar ratio of leased to total acres to
minimize this distortion.

The sample can be used to verify the regional
net rent=--$12.35 per acre--estimated from data
in Farm Costs and Returns. The 1962-64 aver-
age net rent for the sample, as determined from
knowledge of each farm's income and leasing
arrangement, is $12.04 per acre. By the same
token, if the net rent of each sample farm is
capitalized at the regional rate of return, 3.9
percent, the resulting average of sample land
values, $308, is a close approximation of the
recent average of actual market prices in the
region.

The distribution of sample net rents is shown
in chart 2, In part the sample variation reflects
individual differences in the terms of lease.
The distribution of leases computed with the
terms of the region's standard lease is super-
imposed upon the original distribution to ex-
hibit this effect. The distributions of other
sample economic characteristics are exhibited

USDA Farm USDA Sample
Item Costs and Returns | ,4jysteq for 1962-64
1962-64 comparability average
average
ek e S S R S e 600 acres == 683 acres
ACTES OWNEAS oa ¢ vis s siais s 802 6ian i'slen 5o alsnis i not available -- 289 acres
P G o LY TSN A A B e e e o B not available -- 394 acres
Pencenit Ball oW o el e el ol it o olebs s b 28% - 30%
Wheatiyield Der aePe it dve « s oeks oo slsisas 55.6 bu. -- 53.9 bu.
Crop revenue--t0tal..ceceseeeoocessonesss $27,346 $25,158 $25,768
Composition of revenue:
WHeat= = o A e e TP ol 56% e 60%
B O oo s aalattletsta-u. vt malar o alotie b el oot e ol 8 e (sT e 30% -- 25%
B OV i eralaars via ol s b She/ B/ 0 08 (0o o TuiE ¢ 6k in\an s 14% -- 15%
Total cash reeelpbiglive b sressisssisiessibnssse $30,052 $27,648 $30,165
Cash' Parm IRCOME UL e S oieiitn s als cie s siaw saia $16,884 $15,533 $15,814
Total investment in land, buildings,
AR E AU DTETI e 5o me s eiars s aie: stele v oo orwie oie $198,073 $104,550 $108,300
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Test of Scofield's Hypothesis

In view of the relative infrequency of land
offerings to the public, the sample of acrual
buyers just discussed is but a small fraction
of wheat-pea farmers who would have been fi-
nancially able to acquire land parcels of similar
acreage and price during this period. The second
sample of 35 farmers was urilized to determine
the characteristics of the subset of the wheat-
pea farmer universe that includes bhoth the
actual and potential demand for land parcels of
the value offered, This sample is partitioned
according to several rules to determine which
of the sample farmers belong to the effective
demand or potential intestor subset of the uni-
verse. The hypothesis is tested by comparing
the characreristics of this sample subset of 11
farmers with those of the remainder of the
sample, which represents the region's farmers
who are not effectively in the current market
for land.

The assertion that the sample is repre-
sentative of the region's family farm opera-
tions has its most tangible basis in the fact
that averages of the sample farmers' op-
erating characteristics compare closely with
USDA's descripton of the region's repre.
sentative farm. The following table compares
3~year averages of dara from Farm Costs and
Returns with corresponding 3-year averages
from the sample. A direct comparison is

somewhat misleading because the USDA av-
erage farm is assumed to be wholly owned
while the sample average cropland acreage
congists of leased as well as owned acres,
Thus, even though the sample farm is 83
acres larger, its total revenue is smaller
because it does not include the landlord’s
share. Similarly, the total investment is smaller
because only acres owned by the operator are
included. USDA data are adjusted to reflect
a similar rario of Ieased to total acres to
minimize this distortion.

The sample can be used to verify the regional
net rent--$12.35 per acre--estimated from data
in Farm Costs and Returns, The 1962-64 aver-
age net rent for the sample, as determined from
knowledge of each farm’s income and leasing
arrangement, is $12.04 per acre, By the same
token, if the net rent of each sample farm is
capitalized at the regional rate of return, 3.9
percent, the resulting average of sample land
values, %308, is a close approximation of the
recent average of actual market prices in the
region,

The distribution of sample net rents is shown
in chart 2, In part the sample variation reflects
individual differences in the rerms of lease,
The distribution of leases computed with the
terms of the region's standard lease is super-
imposed upon the original distribution to ex-
hibit this effect. The distributions of other
sample economic characteristics are exhibited

USDA Farm USDA Sample
Item Gosts and Returns | ,ajusted for 1962-64
1962-64 comparability average
average
Farm S1iZB.eeeuinrarneirsniinraoocnsanacasae 600 acres -- 683 acres
ACTeS OWNEBAuu .t i tucsrnnomnnnnssnnnrscean not available - 289 acres
Aeres 1eaSediure et rsnassonnnsssananenes not available -- 394 acres
PErCent £8)lOW. vneu s irnnsaroasnanennnsn 28% - 30%
Wheat ¥ield PEr A0TE8...veencennssrasanens 95.8 bu. -- 53.8 bu.
Crop revenue--total. . veveverennsnsorensas $27,346 $25,158 $25,768
Gomposition of revenue:
Wheat.,..... e deeaerrearaaaas berrens 56% -- 60%
2= - 30% -- 25%
Barl ey, it r e ittt e 14% -- 15
Total cash receipbs.rcucennrecinncearneras $30,05%2 $27,648 $30,165
Cash farm Income. .v.seineevaonssnasasennn $16,884 $15,533 $15,814
Total investment in land, buildings,
and equipmenteseissscevesnnsacecssasinane $198,073 $104,550 $108,300
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Chart 2

FREQUENCY DISTRIBUTION OF 1962-1964

AVERAGE NET RENTS IN THE WHEAT- PEA REGION
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Source: Author's computations

in tables 1 and 2. Included is an estimate of the
value of off-farm investments, determined by
capitalizing each farmer's average 1962-64
income from such investments at 4 percent,
and an assumed level of family consumption
spending. With these and other generally avail-
able data it is possible to reconstruct the study's
experiment. Alternatively, the sample may be
partitioned on the basis of different assumptions
from those used here.

A direct method is used to partition this
sample. The net worth of each farmer is ex-
amined to determine his ability to make a 30
percent downpayment on a 2350-acre purchase
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at the 1964 average market price of $320. Next
a test is made of each operator's ability to
carry the annual payment of a 6 percent, 20-
year loan under the assumption that the pur-
chase does not expand his operations. This test
is repeated under the assumption that expansion
occurs and unit costs decrease. Income and
self-employment tax effects of the acquisition
are taken into account and an allowance is made
for family consumption.

Table 3 exhibits the results of these parti-
tioning tests for the 35 farm operators in the
sample. Twenty-five of the 35 farmers could
make the $24,000 downpayment if they were




Table 1.--Selected economic characteristics of a representative sample
of wheat-pea family farms!

ok 1
e iZchizzr;f g Off-farm ;;;g at Far-ms Net4
¢ equipment, and investments? i ongd debt worth
buildings s
Dollars Dollars Dollars Dollars Dollars
5 {5 Ny et s 59,041 2.5 172,800 162,802 81,714
Al e 32,724 105,100 396,160 218 533,766
G p e 12,156 0 25,920 19,472 18,604
el ek 16,617 2,10% 120,960 92,850 46,828
D oo o e e 22,894 950 246,400 57,5017 202 ;137
A L 13,423 1,975 76,800 26 ;279 65,926
L 20,330 76,900 0 13 97,157
I 5,466 11,025 256,640 27,853 245,278
S R 17,357 12,600 23,360 19,363 33,954
10 hiesls 15,5645 125 0 8,691 6,979
s TR I 13,032 189,850 208,000 1,454 409,428
Y26 i i 20,822 23,625 171,520 11,799 204,168
B3 e oinlsis os 17,640 30,525 0 -0 48,165
T el T 9,860 2,925 0 9,800 2,985
150 e ety 13,329 T75 62,400 1183 58,687
16 sles ste 18,043 118,400 221,760 39,980 318,223
i AinE R 26,597 4,150 25,600 28,817 27,530
T8 e v oleisiaiois LA T 4 .625 88,320 34,417 69,655
it SRR 15,628 26,900 57,600 4,545 95,583
20R e e 14,643 8,075 31,680 0 54,398
P 0 A T 22,142 86,700 178,880 1,364 286,358
21,879 0 85,760 34,871 72,768
S Tl ratole 23,631 3,105 106,560 98,705 34,491
2 et e 2,700 1,350 0 5,027 -1,477
20 e Ailatsrte 812 4,675 0 9,454 -3,967
26ivs o eistes 5,807 1,725 82,880 26,162 64,250
P Sosttisisen s 8,147 150 89,280 27,799 69,7178
2t et gl 22,8017 4,925 76,800 13199 92,133
22 P 9,940 29,825 76,800 0 116,065
S0 s s 9,141 0 148,800 49,089 108,852
Bl Sente e 11,835 350 81,920 7217 93,378
s P 18,251 0 0 0 18,251
12T NS T 5,154 23,975 12,800 0 41,929
<7 Ry e 8,693 7,950 106,240 8,018 114,865
S s e 11,599 0 0 5,618 5,981

Data on 1962-64 averages.

Investment income capitalized at 4 percent.

Interest payments capitalized at 5 1/2 percent.

Book value of machinery, buildings, equipment, off-farm investment, and land at $320 per
acre, less farm debt.
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Table 2.--Selected economic characteristics of a representative sample
of wheat-pea family farms

‘

Cropland Family income and savings

Farm No. Average Assumed

Owned Leased Total farm income Assumzq savings or

1962-64! COTHNP R dissavings

Acres Acres Acres Dollars Dollars Dollars
e A S R AT 540 862 1,402 4,645 8,000 -3,385
2aionie ele Saln'e s sinia 1,238 0 1,238 33,386 9,500 23,886
Bake s7etrsntusle s wie @ 81 1,030 =g 1alil] g o Lol 17,500 -5,989
P LA 378 800 1,178 15,952 6,000 9,952
B e 5 e 770 158 928 13,369 3,500 9,869
e e A S 240 515 755 9,406 8,500 906
ieva /e wleiatele ale o ate 0 916 916 15,7175 10,500 5,275
T L 802 81 883 9,229 6,000 3,229
A S A O 73 761 834 8,787 3,500 5,287
RO e lealatie s s s ».a' 0 617 767 7,436 7,000 436
1T (g S R 650 200 850 28,395 9,500 18,895
5 A Ny G T 536 228 764 16,468 13,000 3,468
3 R ) L O A 0 716 716 13,989 8,000 5,989
b olinaiale ofie @ 3/8 & ais 0 671 671 6,940 8,000 -1,060
DS alaas v s oo min ern 195 522 717 7,206 9,000 -1,794
T gy e b e R 693 0 693 23,196 9,000 14,196
7 AR S e 80 695 778 7,776 7,500 276
480 e iaienvieaials e sh0 o4 276 390 666 6,065 7,500 -1,435
15D < caia ot ! ave o1 bin e 180 480 660 16,075 8,000 8,075
D0 3l iavese/erin’s olom s o 99 550 649 5,325 3,500 1,825

LR AN R 559 96 655 17,396 8,500 8,896 .

A S 268 33T 605 9,335 8,500 835
B8 s e S Rl s 333 100 433 2,423 6,500 -4,0717
v S A s 024 516 516 T A0 7,500 -393
DD s as e e Ty e e e b 0 515 515 6,530 6,000 530
D8 clenars uilhetaims sle e 259 179 438 7,905 8,500 -595
Bl ornrerais ool sieise s 279 201 480 6,534 8,000 -1,466
28 56 a0 0inie veininieie 240 162 402 986 7,000 -6,014
2 e il aan biae 240 236 476 5,806 3,500 2,306
DOty sfeldloiats » bioch ¢l 465 0 465 4,530 8,000 -3,470
Gl aeohleinnieiee an 256 163 409 5,507 7,000 -1,493
B2icaluiile’s s sle eieions 0 396 396 4,452 6,000 -1,548
BB e wveisie nisn waie o0 40 2617 307 10,973 7,000 3,973
B¢ liirele o oie ki visin 332 0 332 6,050 6,000 50
00 e as urers sinte ainle's 0 312 312 3,699 7,000 -3,301

1 parm income after self-employment tax and Federal income tax.
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Table 3.--Sample farmers' ability to finance a land purchase

Financial data per acre Ability to carry
of land acquired contract
Ability
= to make
Tarm Ne, Principal Family Additional Ao Net Income
and Net savings or income rent from
7 rent ? y payment ;
interest dissavings with and expansion
payment! expansion savings & savings

Dollars Dollars Dollars Dollars

Bt 27.14 8.02 -13.42 19.13 Yes No No
e AR AT 19.538 20.52 95.54 26.76 Yes Yes Yes
e s misrotsiase 27.90 10,381 -23.96 23.40 No No No
GH aeieiae 20 1 15.14 39.81 31.64 Yes Yes Yes
55 ey S AT 2755 10.08 39.48 21.86 Yes Yes Yes
OlereTthe s ouce 2721 13.09 3.62 25.20 Yes No Yes-No
AM e e 19.563 8.10 21230 18980 Yes Yes Yes
et 24,06 9.66 1292 18.01 Yes No-Yes Yes
L B 27.90 9.26 21,15 21.93 No Yes Yes
TU e nie s ves 27.90 12.41 1.74 26.62 No No Yes-No
0 L el e 19.58 14.06 75.58 26.35 Yes Yes Yes
i s s s 19.66 13.49 13.87 30.04 Yes Yes Yes
13N, o % 19.53 11:18 23.96 24.80 Yes Yes Yes
T i s 27.90 11.81 -4,24 24.40 No No No
195w einte s 27.63 b -7.18 ERCON Yes No No
TR o 0 ive s 19,88 15.72 56.178 29.74 Yes Yes Yes
A S S 27.90 11.63 1,40 26.43 No No No-Yes
i N 26.29 8.90 -5.40 19.55 Yes No No

(¢ p il e 19.53 14.66 32.30 32.25 Yes Yes Yes
QO 25.08 8.64 7,30 17.83 Yes No No-Yes
R S e 19.53 13.62 35.58 28.67 Yes Yes Yes
PRy 27.90 10.61 3.40 28.20 Yes No Yes
2T e uutin e 27.90 10.64 -16.31 25,25 No No No
o PR 27.90 12.09 =1, 61T 28.47 No No No-Yes
B s 27.90 10.14 2:12 18.056 No No No
20N Tl 27.30 11.51 -2.38 26.817 Yes No No
Bl ety 27.85 9.587 -5.86 23.98 Yes No No
p2Ac ok U A A 26.19 10.95 -24,06 21,10 Yes No No
s he L R 19.53 9.25 929 20.80 Yes No-Yes Yes
s aily sieals 27.90 8.81 -13.88 23.51 Yes No No
BL e ciersieieres 2718 11.60 -5.97 17,12 Yes No No
S ivis e sinsts 27.90 11.57 -6.19 23.85 No No No
it 19.58 12,08 15.89 27.30 Yes Yes Yes
3y s iens 25.13 9,82 .20 26.24 Yes No Yes-No
A e 27.90 10.34 -13.20 21.36 No No No

* Member of 1l1-farm potential investor subset.
1 Average per acre payment $24.96 (interest $10.65 and principal $14.31).
2 Adjusted to standard lease and shown before income and self-employment taxes.
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able to borrow as much as 50 percent of the
book value of their fixed assets to apply to this
amount. Ten of the 25 had sufficient off-farm
investments to make the downpayment without
borrowing against fixed assets. Indeed, five of
the 10 could finance the entire $80,000 acquisi-
tion by liquidating off-farm investments.

In other columns of the table the annual per
acre payment on a loan ranging from $56,000
for those who could make the downpayment to
$80,000 for those who would have to borrow the
entire amount may be compared with each
farm's net rent per acre, adjusted to terms of
the standard lease, and with family savings
expressed relative to the acres of land to be
acquired. The comparison of these three col-
umns reveals which farmers would be part of
the effective demand for land where the down=-
payment is not a factor and no expansionoccurs.
Only one farm yielded a net rent sufficient to
carry the annual payment and it was a marginal
case. On average, the landlord's share of farm
income on 250 acres would just carry the in-
terest payment. Thus family savings would have
to be used to accumulate an equity in the land
acquired.

Significantly, more than two-fifths of the
farm operators had negative savings. In these
instances the existing net income after taxes
was not enough to support a level of consump-
tion that was assumed to be $3,500 for a single
person, $6,000 for a couple, and $400 for each
child. Few operators with less than 700 acres
had savings by these criteria and several
larger farms did not because they were
partnerships or because large families were
involved. Moreover, only 12 of the 20 farms
with positive savings had enough to make up
the difference between the annual payment and
the net rent from 250 acres. Two more families
with positive savings could carry the payments
if they were to cut consumption spending $1,000
below the assumed level.

Included among these 14 farmers are 10 who
could make the downpayment without borrowing
against fixed assets. Only three of the remain-
ing 15 who could make the downpayment could
carry the payment with existing savings and the
additional income from the landlord's share.
But one of the 10 farmers who could not make
the downpayment could carry the annual pay-
ment on a 100 percent loan.

14

Since a majority of land transactions in this
period resulted in an expansion of the investi
farmer's operations, a test is made of the farlb
operator's ability to carry the annual payment
with existing savings and the additional income
from expansion. Crop revenue and variable ex-
penses per acre were assumed to be constant
over the expanded acreage and it was assumed
that no additional investment in buildings and
equipment was required. The resulting addition
to net income after taxes, including net rent as
well as returns to other productive factors, is
shown in the fourth column of table 3. Including
six marginal cases, 21 of the 35 farm operators
could carry the payments of the land acquisition
if they could augment personal savings with the
additional income from expansion under condi-
tions of decreasing unit costs.

The 21 include the 14 farmers who could
carry a nonexpansion land loan with savings and
net rent. The two farmers who were marginal
cases in that test can easily carry the payments
under these assumptions. The seven additicnal
farmers include four who would have to borrow
against fixed assets to make the downpayment
and three who could not make the downpayment
even by borrowing. Moreover, all but one of the
seven are marginal cases in this test. Ther
fore, if these six are rejected as prospects fo
a loan, the group that could afford to finance an
expansion investment is virtually the same
group that could afford to buy land they are
already operating under lease.

Combining the results of the three tests,
one of the 15 farmers who could carry the loan
with the additional income from a 250-acre,
decreasing-cost expansion, could not make the
downpayment. Moreover, only 11 of the remain-
ing 14 could make the downpayment and carry
the loan on a nonexpansion acquisition without
impairing consumption, if not the effectiveness
of the farm operation. By a stringent application
of the financial criteria set forth here, then,
less than one-third of the sample farm opera-
tors are unequivocal prospects for the purchase
of a 250-acre land parcel at the average market
price of 1964.

A comparison of this 11-farm subset with the
remainder of the sample reveals striking dif-
ferences that tend to confirm Scofield's hypo-
thesis. In common with the actual investors
surveyed, the 11 potential investors farm an




above-average acreage. The subset averaged
10 cropland acres, about two-fifths of which
farmed under lease. Although this average
1s almost 200 acres smaller than the 1,000-acre
average for the farm investors surveyed, the
average wealth and incomes of the 11 farms
probably was not much, if any, less than that of
the actual investors, whose operations included
560 acres under lease.

In contrast, the remaining farms of the sam-
ple averaged 625 cropland acres.

The disparity in wealth between the l1-farm

subset and the remainder of the sample is even
greater than the difference in farm size would
indicate. The average net worth for the 11-farm
group is approximately $209,000 while that of
the remaining 24 operators is $60,000. This
difference exists in part because the 11 farmers
owned an average of 459 acres while the re-
mainder averaged 211 owned acres. Moreover,
the average investment in buildings and equip-
ment for the 11 large farms was $3,201 greater
and the outstanding debt averaged about $6,000
a farm less than for operators not effectively
in the market for land. Perhaps the most in-
teresting difference is the fact that the potential
investor group had an average of $62,000 in
f-farm investments compared with $4,200 for
e remaining farmers.
The greater wealth of the potential investor
subset is accompanied and possibly explained
by greater than average farming success. The
1962-64 average net rent, as adjusted to terms
of the standard lease, is $13.50 per acre. The
remaining 24 operators averaged $10.34 per
acre. ? Judging from this sample, farmers who
were effectively in the market for land at the
1964 price level could expect a slightly above
average current return of 4.2 percent. The 24
farmers who were not in the market had a
current return of only 3.3 percent.

9 A test of the statistical significance of the difference
between the two average net rents was made, The $3,16
difference is significant at the S percent level of con-
fidence, The difference is explained by higher crop
revenue per acre and by lower crop expenses per acre,
Property taxes per acre vary little from farm to farm
because of assessment practices, The crop revenue of
the ll-farm subset was $6 per acre higher and their
crop expenses were $3 per acre lower than those of the
remaining farmers, Both component differences are
statistically significant at the 5 percent level,

Because of their farming success, greater
wealth, and larger scale of operations, the 11-
farm subset had much higher incomes. The
average cash income per farm for the 3 years
was $27,884 for this subset and $10,282 for the
remaining operators. Net farm income after
taxes averaged $18,634 and $6,466 respectively.
Given the assumed level of consumption spend-
ing, the average annual flow of savings gen-
erated by the 11 farms was a remarkable
$10,200.10 For the remaining 24 operators the
average income, net of capital depreciation and
taxes, annually fell short of the assumed con-
sumption level by more than $800.

These financial contrasts are so marked that
they tend to justify the partitioning assumptions
of the study as well as confirming Scofield's
hypothesis. If it were assumed that the offering
price of land were lower, the terms of financing
easier, or the size of parcel offered smaller,
many more of the sample operators might be
included in the potential investor subset. But as
a matter of fact, the effective demand for land
in this region is probably limited to farmers
with the characteristics of the chosen subset.
This is simply because the supply of land for
public sale is so limited that any parcel is apt
to have several farmers bidding for it. And
though only a minority of wheat-pea farmers
are wealthy, these potential investors are suf-
ficiently numerous that one or more of them
would be operating in the immediate locality of
sale.

Summary and Conclusions

In the wheat-pea region as in the Nation, there
has been a disparity between the trends of land
prices and farm returns. But much of the land
price rise has occurred in recent years when
the expectation emerged that future land returns
would increase markedly because of improved
yields and the lessening of production controls.
Moreover the use of regional averages to depict
these trends is misleading. As Scofield sur-
mised, the average market price of this region's
farmland reflects the competitive bidding of a
minority of wheat-pea farmers who are larger,
wealthier, and more successful than average.

10 Three of the 11 farms are partnerships, Even so
the average saving per family is $8,300 annually,
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The disparity of income between this small
group and the majority of the region's family
farms, not to mention part-time farms, is so
great that land value cannot be viewedasa valid
indicator of the region's general economic
welfare. For that matter, it is not a valid in-
dicator of the average wealth of regional farm
operators because they lease so much of the
land they operate. At the same time the region's
low current rate of land return does not signify
a general misallocation of resources to the
bidding up of the price of land. If the large in-
vesting farmers are not spending enough for
other productive inputs, the sheer magnitude
of their off-farm investments and annual
savings argues that the deficiency can seldom
be attributed to the budgetary constraint im-
posed by a land purchase. For the majority
of farmers not in the effective demand for
land, however, the close competition of
funds for operational and consumption needs
may signify that they are not spending suf-
ficient amounts for equipment, fertilizer, and
other productivity-increasing inputs. Indeed,
the significantly lower land returns being

16

earned by these farmers may reflect such a
deficiency.
Finally, the findings suggest that the des

of farmers to reap the additional income and
prospective economies from expansion is not
an important reason for the land price being
so high relative to current returns. In the first
place, as attested to by both samples, most of
the expansion of operations in this region has
been accomplished with leased land. Secondly,
of the land transactions surveyed, 40 percent
involved no expansion of operations. Moreover,
the partitioning of the second sample revealed
that the subset of the wheat-pea farmer universe
that is effectively bidding for land offerings at
current prices can well afford to buy land on
the basis of its return alone. To put it more
forcefully, the subset of potential farmer in-
vestors cannot be enlarged significantly by
assuming that a farmer can meet his annual
loan payment with the additional income from
expansion under decreasing costs. If the wheat-
pea farmer cannot afford to buy landheis pres-
ently operating under lease he cannot afford to
expand his operation with a land purchase.
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