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Audio

Poor Audio
• Normal function of your internet connection
• Solution: Call in by following 

instructions in email 

No Audio on computer
• Ensure computer audio is selected and check output device
• Check that speakers are not muted or very low volume
• If all else fails call in by following instructions in email



Housekeeping
• Handout available via GoToWebinar control panel
• Webinar will be archived and available on farmdoc
• Submit questions during the webinar 
• Please complete the survey after the webinar
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Poll Question
Do you expect farmland values in one year to:
o Decrease by more than 3%

o Decrease 0-3%

o Remain unchanged

o Increase 0-3%

o Increase by more than 3% 



Today:  Farmland and Macro market linkages

Setup:  Ag sector has had massive trade disruptions, exchange rate fluctuations, interest 
rate market intervention, and changing consumer preferences/demands resulting from 
coronavirus and control measures (e.g., food at home, ethanol demand); while buoyed by a 
variety of federal payments including MFP, PPP, CFAP, and related programs.
• Macro Epochs of past, present, and future  (and changing administration priorities?)

⁃ Impacts of inflation, trade, cost of capital?
⁃ Possible modification of farm programs 

(e.g., sustainability and eco- services payments)?
⁃ FOMC monetary (inflation) targets and policy levers?
⁃ Tax policy?

What will be the impact on farm asset values and farm incomes?



Historic Inflation and Interest Rate Relationships
Major Events and epochs:

• 1970s – Gold standard ends and 
inflation increases

• 1980s – Volcker targets inflation, 
active rate management

• 1990s – Greenspan era (’87-’06) 
transparency/economy-driven

• 2000s - post dot.com “normal” 
• 2008 – housing crisis and active 

FOMC/Treasury partnership
• 2015 – “All Clear” in banking 

signaled, normalization begins
• 2020 –World Takes Flight  -

coronavirus pandemic changes 
farm programs, interest rate 
management, trade, exchange 
rates, food demand channels, 
education, and, well… 

• The Fed Survey says…

gray bars are recessions



Food components of inflation – return to never?
Food and Beverage and related 
components of inflation:

• Share of food at Home - up

• Cost of Food at Home  - up

• Share of food away from Home -
down

• Cost of food away from Home -
up

• Energy costs – way down 

• Housing – up

• Automobiles – up

• Offices and retail inflation?

• Education costs?
gray bars are recessions



Poll Question
Do you expect inflation in the next 3-4 years to:
o Be negative (experience deflation)

o Average 0-1% inflation/year

o Average 1-2% inflation/year

o Average 2-3% inflation/year

o Exceed 3% inflation/year



Balance Sheet of Ag Sector -- US



Balance Sheet of US Ag Sector



Permanent CropsAll Farmland Annual Crops

SoutheastPacific NW Pacific West

Delta Lake States Corn Belt



Farmland Returns in context – 1990 - 2019 (Q4)

Standard Coefficient US Ag 32 States Minimum Maximum 
Asset/Index Return Deviation of Variation Correlation Return Return

  -------------- 1990 - 2019--------------
US Ag 32 States 8.8% 3.65% 0.415 1 -1.2% 19.3%
Illinois 9.3% 5.57% 0.597 0.791 0.9% 26.0%
Iowa 10.9% 7.17% 0.657 0.641 -5.2% 24.9%
Indiana 9.1% 4.97% 0.545 0.647 -1.0% 22.0%
EAFE 2.2% 19.76% 8.917 0.031 -59.9% 30.2%
S&P500 7.4% 16.97% 2.301 -0.104 -48.6% 29.3%
NASDAQ 9.9% 26.09% 2.625 -0.149 -52.0% 61.8%
TCM10Y 4.5% 1.89% 0.419 0.319 1.8% 8.6%
AAA 5.9% 1.66% 0.281 0.252 3.4% 9.3%
BAA 6.9% 1.62% 0.235 0.178 4.4% 10.4%
Mort30F 5.8% 2.54% 0.442 0.401 0.0% 10.1%
Muni20 4.53% 1.77% 0.390 0.339 0.0% 7.3%
Gold 4.45% 13.86% 3.114 0.038 -31.9% 27.7%
PPI 1.89% 3.96% 2.094 0.142 -7.4% 8.2%
CPI 2.37% 1.08% 0.455 0.240 0.1% 5.9%

Annual Ave.
Table 1.  Asset Return Characteristics

• Source: USDA, TIAA Center for Farmland Research MSCI, FRED, NAREIT, London Bullion Market Association/GoldHub, U.S. Bureau of Labor Statistics (BLS).



$1,000 invested in 1990 would be……



Roll 
length PPI CPI Gold

U.S. 
10-year 
bonds 

U.S. 
corporate 

bonds 
U.S. listed 
real estate

European 
equities

U.S. 
equities

1 65.3% 59.6% 29.9% 15.1% 9.2% -12.7% -22.7% -24.7%
2 70.3% 70.0% 31.6% 16.2% 10.5% -11.8% -19.7% -23.9%
3 75.7% 71.4% 38.8% 17.1% 12.1% -11.8% -18.6% -27.8%
4 80.4% 72.3% 45.6% 18.6% 14.3% -14.5% -20.6% -35.5%
5 84.0% 72.9% 52.3% 20.9% 17.1% -15.4% -21.9% -41.1%
6 86.2% 72.6% 57.5% 23.5% 20.2% -13.8% -21.1% -46.9%
7 87.4% 72.1% 60.3% 26.3% 23.6% -15.5% -20.3% -52.2%
8 86.9% 71.6% 60.1% 29.5% 27.4% -17.4% -18.7% -55.2%
9 86.7% 71.1% 57.7% 33.0% 32.1% -13.1% -21.3% -54.3%

10 86.3% 70.6% 54.9% 37.1% 36.6% -8.8% -21.7% -52.5%

U.S. Ag Returns - correlation by rolling period intervals



Farmland and Inflation through the ages –
And into the future?

• Farmland relative to inflation 
has been fairly constant

• 1980s “ag crisis”

• 2009 not an “ag crisis”

• Margin depends on level

• Insurance epochs differ

• Little reason to expect 
changing relationships

• Strength of dollar and forms of 
inflation by trading partner 
(more later)



Decade Average farmland to CPI Spread
1970 to 1979 11.1%
1980 to 1989 1.0%
1990 to 1999 6.6%
2000 to 2009 7.6%
2010 to 2019 4.8%

• Farmland returns have been 
remarkably stable with positive alpha

• Perfect Storm in 1980s – still relatively 
good performance

• Low volatility annual returns, 
appreciation positive except 1980s

• Different Monetary Regimes

• Different Insurance Regimes

• Different Demand Regimes?

• Different Production Regimes?

Farmland Returns and farmland returns minus inflation (spread)



Yield Curve June 2002- Dec. 04, 2020  (weekly)

Recent FOMC Rate hikes|cuts

Sept. 19, 2008

(12/15,  12/16,  3/17,  6/17,  12/17, 3/18, 6/18, 9/18, 12/18, 7/19, 9/19, 10/19, 3/20, 3/20)

• Credit easing events (TARP, 
TALF, QE1-3, Twist, Buyback, 
and DFA+Basel-III) since 
2008+,and since 3/20 

• Flattened Yield Curve
• Low Term Premium
• Multiple expansion
• Massive stimulus 2021?
• Empirical drivers adopted?

IMPACT ON REAL ESTATE?



Term Premium vs. level of rates, 
and the appropriate discount rate for Ag

US Treasury Yield Curve 



Do Farm Assets behave like 
Financial Assets yet?  Why/Not

• Farmland returns are positively 
correlated with inflation in long run, 
but low recent inflation…income 
expectations and growth drivers 
uncertain, but “room to run”

• Very different than 1980s – only 
negative divergence

• Low cap rates supportive of values

• Relative yield now attractive

• Income prospects reasonable over 
long period forward



What About the Strength of the Dollar?...   “well, it’s complicated….”



Big Questions Remain: Hindsight of 2020
• The 2020 election finally happened – what will change materially in farm policy?

• Reliance on government payments – transition back to ad hoc?

• Does source of income matter in asset valuation?

• Farm Bill Titles and use of federal programs for new agendas?

• Ag increasingly part of climate and carbon conversations.

• Return of inflation?  If so, relative term structure and productivity growth?

• FOMC stance seems clear, but world markets are coordinated.

• Return of demand growth for commodities?  Post pandemic time path?

• Transactions and market strength – new sources for new demands?



Best summary I have ever seen – source: Jackson Tackach, Chief Economist, Farmer Mac

Impact of party in control of Senate, House, and White House through time



Other key issues to monitor in agriculture

 Trade and ability to exercise comparative advantages- critical for US, changed world flows

 Consumer preferences, policy responses, attribute-proxies (Covid-19, organic, sustainable, 
frack-free, social characteristics, downstream externalities, ESG and Blackrock, greenbond, 
carbon, regenerative, biodynamic, SI, etc. )  
 Punchline:  increasing share of $ to ag and food in many cases

 Role of ag in climate debate pivotal – counterfactuals matter

 Litmus Issues emerge from stress and from recovery

 Massive opportunities in next ≈ 3-5 years in reorganizing ownership and professionalizing 
management of investments in asset class, rationalizing capital stack under today’s rates



Poll Question
Do you expect farmland values in next 4 years to:
o Decrease by more than 5% in total

o Decrease 0-5% in total

o Remain unchanged

o Increase 0-5% in total

o Increase by more than 5% in total



We would like to thank all of our farmdoc sponsors



For the webinar archives and 5-minute farmdoc
Subscribe to our channel YouTube.com/farmdocVideo

. I l l inois .edu

Thank You for joining us!
Please submit your questions

Visit us at 
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