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Cash rent as a percent of farmland price sometimes is used as a benchmark for determining the
appropriateness of a cash rent level. Over time, cash rents as percentages of land prices have declined,
with declines corresponding to decreases in returns of interest bearing financial assets. Until interest
rates increase, cash as a percent of land price likely will remain at historically low levels.

The Percentage Benchmark

An approach sometimes used in evaluating the appropriateness of a cash rent begins with two pieces of
data: 1) land price and a 2) desired percent return. The desired return is the current, cash return desired
from farmland and does not include capital gains (losses) due to increases (decreases) in farmland
prices. A $9,000 per acre farmland price and a 3.0% desired return gives a benchmark cash rent of $270
per acre ($9,000 land price x .03 return).

Besides issues associated with determining the appropriate levels of farmland prices and returns, two
issues complicate using this approach. The first is that theory suggests causality runs from farmland
returns to land prices and not the other way around. Increases in cash rents lead to increases in
farmland prices. Similarly, decreases in cash rents lead to decreases in farmland prices. If the “market”
cash rent is below the benchmark cash rent, the price of farmland simply may be too high and needs to
adjust downward. In the above example, suppose the desired return is 3%, but the “market” cash rent is
$220 per acre rather than the $270 benchmark cash rent. A 3% return on the farmland investment results
if farmland price decreases from $9,000 per acre down to $7,333 ($220 cash rent / .03 return).

Decreasing Cash Rents as Percentages of Farmland Prices

The second issue is that the desired return varies with changes in market conditions. Since the mid-
1980s, cash rents as percentages of land values have decreased. For state-level averages in lllinois,
cash rent as a percent of land value averaged 8.0% in 1985. From these high levels, cash rents as
percentages of land values had a consistent downward trend, reaching a low of 3.0 in 2016 (see Figure
1).
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Flgure 1. Cash Rents as A Percent of Farmalnd Values for lllinois and ‘Fdd
Yields on Ten-year Constant-Maturity Treasury Notes
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This downward trend corresponds to decreases in yields on interest bearing financial assets. For
example, yields on the ten-year constant maturity Treasury note fell during the same period. Ten-year
notes averaged a 10.62% vyield in 1985, falling to 2.14% in 2015.

Yields on ten-year Treasury notes provide an indication of returns of competing investments to farmland.
Moreover, ten-year yields provide an indicator of changes in interest rates on farm mortgages. Between
1985 and 2015, the correlation coefficient between cash rents as percentages of land values and ten-year
yields is .93. When returns on interest-bearing assets are low, cash rent as a percent of land price
should be expected to be low as well.

How Long will Low Interest Rates Exist?

Interest rates have been on a declining trend from 1985 to the present, with rates being particularly low
since the 2008 financial crisis. Since 2008, U.S. Federal Reserve Bank (FED) actions have been
designed to encourage low interest rates.

Now a question exists on how long “low” interest rates will persist. The FED has stopped increasing its
aggregate holdings of bonds and seems poised to increase rates the Federal funds rates. The
aggressiveness of FED actions remains to be seen.

Even if FED begins increasing short-term rates, there are reasons to believe longer-termed rates will
remain relative low into the foreseeable future. Growth is occurring in the U.S. economy, with real Gross
Domestic Product (GDP) increasing by 2.9% in the third quarter of 2016. While the U.S. economy has
been growing for the past several years, growth rates have not reached levels that occurred during the
1960s through 1980s. Moreover, much of the growth currently taking place does not appear to require
much capital. Low demand for capital then leads to low interest rates. Furthermore, interest rates are
higher in the U.S. than in many countries. For example, Germany and Japan currently have negative
yields on some sovereign debt issues.

Further declines in cash rent as a percent of land price are possible given current levels of yields on ten-
year Treasury notes. Currently, cash rent as a percent of land price is above the yield on the ten-year
Treasury (see Figure 1). From 1985 to 2015, cash rent as a percent of land price averaged .3% below
the ten-year yield. If the -.3 relationship holds in the future, cash rents as percentages of land prices
could decrease to near 2%.
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Summary

Cash rents as percentages of land prices have trended down as yields on Treasury notes have
decreased. Further declines in cash rent as a percent of land prices are possible. Cash rents as
percentages of land prices likely will remain low as long as interest rates remain low.

Source of Data

Cash rents and farmland values are from National Agricultural Statistical Service, Quick Stats 2.0,
https://www.nass.usda.gov/Quick_Stats/

Ten-year Constant maturity Treasury yields from FRED, Economic Data, Federal Reserve Bank of St.
Louis, https://fred.stlouisfed.org/
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