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Value of Farm
Real Estate
Climbs Again
In 1997

gricultural real estate values in th
A U.S. continued to climb during

1996. USDA's estimate for the
national average value of all agricultural
real estate as of January 1, 1997 is $94
per acre, up 5.8 percent from a year ea
er. The major factor in the value of mos
agricultural land continues to be the lon
run returns expected from commodity
production. However, nonfarm factors,
such as pressure from residential and
commercial development, or the potenti
for recreational use, play an increasingly
important role.

The 1997 average per-acre agricultural
real estate value (land and buildings) we
up 3.8 percent, in inflation-adjusted tern
from 1996. Several states showed doub
digit growth, with the largest increase
estimated at 11 percent. Average valueg
for the Lake States, Corn Belt, Mountain
and Pacific regions all increased at rate
that equaled or exceeded the national
average. No states showed a decrease
average farm real estate value, though
several were steady or up only slightly
over 1996.

State average cash rents for cropland apdVhile the national average value bot-
pasture in 1997 were generally up from| tomed out in 1987 at $599 per acre, a
1996. Only four states registered a declineumber of states had reached their lows
in irrigated or nonirrigated cropland. The before then, and many others, located
Appalachian region reported the largest| mostly in the West, did not reach their
gains in cropland rents, followed by the | lowest levels until several years later. Four
Lake States region. states in the Northeast never actually
experienced a decline in agricultural real

USDA surveys, based on information | estate values during the 1980's.

obtained from farm operators, have gengr-

ally been consistent with the results of | Patterns of growth in farm real estate
regional surveys which rely on alternativevalues reflect the diverse nature of agri-
procedures and respondents. For exampleulture across the U.S. States in the
recent information from regional Federal Northeast, Lake States, Corn Belt,
Reserve surveys of agricultural lenders | Northern Plains, Appalachian, and
indicate that agricultural real estate valueSoutheast regions all began their recover-
have continued to increase in 1997. ies in 1987 or before. Since then, four of
Results from the Florida Land Value these regions have exhibited gains of 20
Survey, conducted by the University of | percent or greater, in inflation-adjusted
Florida, note that the state has struggled terms, for the period. The other two, the
recently with poor market prices for citrusSoutheast and Northern Plains, showed
products and strong competition from far-growth of 17 and 11 percent.

eign vegetable producers, which have

been reflected in a leveling of average | states in the western regions followed a
prices for farmland. These conditions | diferent trend. Texas, Oklahoma, and sev-
most likely will continue to impede eral of the Mountain States did not reach
increases in average land values in the | their low values until the early 1990's.
southern and central parts of Florida. | Agricultural real estate values in Texas in
particular have tended to move in a coun-
The increase in agricultural real estate | tercyclical pattern. Values in the state are
values during 1996 marks the 10th con- currently 41 percent, in inflation-adjusted
Esecutive year that values have risen singderms, below the high value of 1985, a
the low point in the national average in | year when most other states were already
1987 following the farm financial crisis gf experiencing falling values. The inflation-
the 1980’s. Since 1987, the national aver-adjusted value in 1997, however, is 10
P age agricultural real estate value has rigepercent above the low set for the state in
li57 percent, which translates into a 15- | 1993, when most other states had already
t percent gain when adjusted for inflation! shown significant recovery.
J_

Hedonic Analysis of Farmland Values

=

Hedonic analysis is a method of economic modeling especially suited to valuing the
various characteristics that are bundled in one marketable asset or product. This
method is often used to study house sales, since a house is sold as a bundled pack
age of individual characteristics (e.g., square footage, number of rooms, proximity
< to schools). Hedonic analysis facilitates the determination of underlying implicit
values (prices) that each characteristic contributes to the overall value of the bundle
e Mmaking up a particular good or service.

wn

Application of hedonic methods to the analysis of farmland is straightforward, as
, farmland also consists of bundled characteristics that are valued and sold as a unit. #
5 parcel of farmland consists of unique amounts of various characteristics that con-
tribute to agriculture-related returns, including soil properties, climate, suitability for
r high-value crops, potential for irrigation, and eligibility for enrollment in govern-
ment programs. Farmland may also possess other characteristics that are not agricul
tural in nature yet contribute to the value of the land, such as proximity to urban
areas, recreation sites, or major highways, or location in a particularly scenic area.




Agricultural Outlook/December 1997

Economic Research Service/USDA 17

Resources & Environment

Farmland Values Rose in Nearly All States in 1997,
and Are Up Dramatically from 1987 in Most States

Percent increase from 1987:
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Average value per acre on January 1, 1997, and percent increase from 1996
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Farm & Nonfarm Factors
In Real Estae Values

The causes of dérences in landalues
among sties and egions ae as waried as
agricultural land itself Some of the diér-
ence is eally the esult of \arying mar
ket and gowing conditions thiafavor cer
tain commodities tagiven timesand con
sequent} the stées and egions tha pro-
duce them. &r example strong eport
markets br grains hae contibuted to
optimistic eanings &pectdions for land
suited to gowing grains.

While a major component of thalue

of famland in mag areas eflects the
retums pected fom commaodity poduc
tion, nonfamm factoss play a pimary role
in other aeas. USIA's Economic
Researh Sewice (ERS) has been stud

ing agricultural land \alues in oder to
detemine the infuences of gricultural
and nongricultural factos on this dtical
asset. N& reseach using hedonic angal
sis,a method dér valuing the indiidual
attributes of one méetable asset or md-
uct, has helped to deteine the elative
land alue contibuted ty charmacterstics
sud as soil popeties, climate, and pox-
imity to urban agas.

Not suprisingly, the elative contibutions
of the various agyricultural and nongricul-
tural characteistics to werall value \ary
significantly acioss the nigon. A mild cli-
mate, plentiful precipitaion, and poduc
tive soils tend to be positly related to
the \alue of the landThe istence of
fruit or rut trees,and vingards, con
tributes aditional value to a parel.

The pesence of aniiigation infrastuc-
ture on a parel of farmland is a sting
contiibutor to the wlue of thaparcel.
This influence is especigllstrong in
mary westen stdes,where irrigation is
vital to the vidility of any agriculture
enteprise In the Eastwhere irrigation is
less essentialt provides a means of
reducing isk by limiting the impact of
fluctuaions in pecipitaion tha naurally
occur

The stées with the geaest eliance on
irrigation, and thus Wer it has the
largest impact on landalues,can be
found in the Mountainegion. Irrigation is
important tut less vital to prduction in
the Racific and Nothem and Souther
Plains egions.While land \alues in the
Pacific region tend to be higher orver-
age than those in the Mountaiegion, the
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About the Survey

USDA's JuneAgricultural Survey (JAS), conducted  the Naional Agricultural
Stdistics Sevice (NASS) and the soue of aimland \alues used in ER®seach,
is based on an @a fame wich divides the US. into “segments”representtive

of land uses aoss the ni@on. This aea fame designgoupled with MSS’s ¢eo-
referencing of sample genents with I&itude and longude information, makes it
possilte to link famland \alue d&a with other gagraphically based d& sets,
notebly USDA’'s Ndional Resouwres Irventoly (NRI) and the Census éfgriculture.
These dta sets contain considbte information on faim production pactices and

site-specitt ervironmental conditions.

As a esult,the AS is not ony a suvey of crop aceaye, livestok inventoiies,and
famrmland \alues,but also povides the mierial for a ich daa set one&souce use
and poduction pactices 6r the entie ndion. These dta will facilitate reseatch on
land resouce and ermironmental issues impiant to the gricultural comnunity.

This is the irst year tha NASS has prduced the cuent-year estimges of &rm
real estte value tha updde the USIA selies on gricultural real estte values.
Previously, ERS povided USDN's stae-level land \alue estimges using the
Agricultural LandValues Swey (1984-94) and theAb (1995-97). MSS was pi-
maiily responsike for suvey design and implemeritan, while ERS paiicipated in
questionnaie design and ppared estim#es. This year and in futue yeais, NASS
will prepare the estimi@s as wll as conduct the sumy.

Stae estimées br 1997 ae available from NASS ly calling the oder desk &(800)
999-6779 or the USBAuUtoFAX & (202) 720-2000. Estintes ae also aailable on
the NASS Home d@ge & http://wwwusda.@v/nass/.

propottion of the land &lue contibuted
by irrigation is much greder in the
Mountain St&es. lrigation is a &ctor in
land \alues in the Delta and Southeast
regions, but relative to other ingated
regions, its impact is vealest thee.

The infuence of diect ggvemment pg-
ments on landalues,ERS bund is
strongest in the Nahem Plains and the
Com Belt,as well as in scdered aeas of
the Souther Plains,Northeastand
Mountain egions. These indings suppdr
the contention thagovemment pgments,
to the atent tha they are stdble and pe-
dicteble, contibute to epected etuns
and ae theefore caitalized into the

value of the landAs govemment pgment
programs ae phased den over the ngt 5
yeass, a commens#e decaitalizaion of
payments vould be &pected to occyr
contibuting davnward pressue on \al-
ues. Havever, obseved maket values
might not actuaj} fall, because ltanges
in other \alue deteminants myg have an
offsetting upverd efect.

Among nonaricultural elements deter
mining famland \alues,ERS hasdund
that the demanddr famland in urban anc
urbanizing aeas,genested ly residential,
commecial, and industal development,
is the pedominant infuence ondmland
values.The \alue of land thiahas deel-

opment potential tends to beudh higher
than its \alue in gricultural use

The impact of poput#n is olviously
important in hesily populded aeas of
the NotheastCalifornia, lllinois, Ohio,
Florida, and Texas,and to a lesseixg&ent
in theAppaladian egion and seeral of
the Mountain St@s—notaly Utah,
Arizona,and Nev Mexico. These moun
tainous egions hae seen wing popu
lations and #tendant upwrd pressue on
the \alue of limited pivate land—paticu-
larly land with potential asesidential
sites ofering scenic mountain wes or
remoteness éMm heaily populded aeas.

Demand ér land br recredional puposes
has also beerofind to conibute to land
values,but this is a mch less impa@ant
deteminant of \alue in most aas of the
county. The famland itself m& be joint
ly used or recredional actvities sut as
hunting or fshing Some &mland is also
locaed neardcilities tha provide recre-
ation sewices,sud as paks for camping
or boding, ski resots, beades,cultural
amenitiesand histoic sites.

Development of ecredional facilities,
campgounds,ski lodges,beat houses,
and the accompgimg commecial enter
prises (eg. recredional equipment suppli
ers, gas stéons,and gocer stoes)
require adlitional land ERS hasdund
that while recredional pressue is d work
throughout the rigon, it is especialf
prevalent in the Mountain and Niieast
regions.

Retuns fom commodity poduction ae
still the major deteninant of the alue of
most gricultural land However, as the
naion’s populéion grows, nonfam
demands will inceasingy conttibute to
the \alue of aricultural land

David Westenbager (202) 694-5626
dwest@econggov



1996/97 edition

Agricultural Resources
and Environmental Indicators

Over 300 pages of data, information, and analysis that examine:

@ Agriculture's use of natural resources (land and water) and
commercial inputs (energy, pesticides, nufrients, and machinery)

@ Agriculture's impact on the environment

@ Fublic policies affecting conservation and environmental quality

@ Economic factors affecting resource use and conservation practices
@ The role of farm management and technology in conservation

@ Costs and benefits of meeting conservation and environmental goals

For information on Also available on the
price and orders ERS home page
1-800-999-6779 www.econ.ag.gov



