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CHAPTER 1 

INTRODUCTION 

1.1  BACKGROUND 

 Institutional investors must select investments for their portfolios from a vast array of 

opportunities.  These investment opportunities differ in terms of risk, return, and liquidity characteristics.  

Historically, institutional investors have placed the majority of their funds in stocks and bonds while 

allocating a small proportion of their holdings to real estate. 

 Portfolio managers select assets in an attempt to increase or maintain returns and simultaneously 

reduce volatility or risk.  To achieve these goals, managers implement Modern Portfolio Theory (MPT).  

MPT provides a mechanism for maximizing returns for a given level of risk, or alternatively minimizing 

risk for a given level of returns.  Portfolio managers reduce the risk of portfolio returns by acquiring 

assets that have a low or negative correlation with returns of other portfolio components (Kaplan). 

 The current interest in farmland as a portfolio investment is partially a result of institutional 

investors' needs for diversification in their portfolios.  Farmland returns have been shown to be low or 

negatively correlated with returns on other asset classes, and positively correlated with inflation.  

Conceptually, these characteristics make farmland an ideal diversification vehicle and a hedge against 

inflation. 

 The strong current returns from farmland as well as the upturn in the farmland market have also 

helped to raise interest in farmland as a portfolio investment.  The "Farm Crisis" and the dramatic fall of 

farmland values of the early 1980's made many investors leery of investing in farmland.  Now the farm 

economy has improved substantially along with the market for farmland.  The farmland market hit its 

lows in the mid-1980's and has risen steadily since then.  Still well under its highs of the early 1980's, 

many potential buyers feel that the market has the capacity to go higher.  This appreciation potential may 

bring more investors into the market. 
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1.2  THE PROBLEMS 

 Many articles have been written that show how the farmland market has turned around since the 

mid-1980's and how returns to farmland compare favorably with returns of other investments.  Other 

articles have demonstrated how an investment in farmland can improve the performance of portfolios that 

are currently comprised of stocks, bonds, and commercial real estate holdings.  However, little work has 

been done to determine why most institutional investors have not invested in farmland to the extent that 

current research findings suggest would be optimal for their portfolios. 

 The value of U.S. farmland that institutional investors own is difficult to determine exactly 

because data is not available on this specific asset class.  Several sources have estimated the value of 

their farmland holdings at $600 to 700 million (Wise, Bergsman).  This value represents roughly 1/10 of 

1 percent of the total value of U.S. farmland which is estimated at $685 billion by the Economic 

Research Service of the U.S.D.A.  One of the main groups of institutional investors is pension funds.  

The total value of the farmland held by institutional investors accounts for a very small portion of 

pension funds' total assets which are valued at $4.44 trillion by the Federal Reserve System (Chernoff).  

Analyzing this low level of institutional investment in farmland is the main focus of this thesis. 

 Table 1.1 lists potential factors that may make farmland unattractive to institutional investors.  

This list will be used as a starting point in the process of determining institutional investors' perceptions 

about investing in farmland. 

 Another issue that will be analyzed in this thesis is the current focus on high quality farmland in 

the institutional investment market.  Many of the agricultural asset managers who help locate and manage 

farmland investments for institutional investors feel that their clients should only invest in high quality 

land.  These asset managers believe that high quality farmland offers the greatest potential for the best 

long term returns compared to other classes of farmland (Dubashi, Smith, Wise).  Historical returns to 

three quality classes of Illinois farmland will be analyzed to determine if the emphasis on high quality 

farmland is justified. 
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Table 1.1 Potential Factors that May Make Farmland Unattractive to Institutional 
Investors 

Lack of Knowledge:  institutional investors have little experience in farmland investment. 

Lack of Return Data:  there is not enough information on historical returns to farmland. 

Short Term Liquidity Problems:  it may require considerable time (3 months to 1 year) to find a buyer 
for the farmland investment. 

Long Term Liquidity Problems:  investors must commit to the investment for a considerable amount 
of time and they can't change their mind if returns are poor. 

Returns are Risky:  institutional investors perceive that returns to farmland are riskier than the returns 
to other investments. 

Lack of a Solid Index:  there is no index that can be used to analyze farmland returns as there are for 
other types of investments. 

Valuation Problems:  it is difficult to determine the value of farmland during the investment period. 

Low Returns:  institutional investors perceive that the returns to farmland are low compared to other 
similar investments. 

Loss of Control due to the Need for External Management:  since most institutional investors do not 
have experience in managing farmland they must obtain the services of an external manager.  
Therefore they may feel that they do not have as much control over the investment decisions 
as they do with their other investments. 

Transaction Costs:  the costs of buying and selling farmland make it less attractive than other 
investments such as stocks and bonds. 

Setting the Market:  institutional investors feel that if they invested too heavily in the farmland market 
that they may influence the market price for farmland. 

Competition Factor:  institutional investors do not want to compete with farmers for land.  
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1.3  OBJECTIVES 

 The overall objective of this study is to determine why institutional investors as a whole have not 

invested in farmland to a great extent even though research findings have shown that it would be 

beneficial for them to hold farmland in their portfolios. 

Specific objectives include: 

1) Determine the possible reasons for the relatively low level of institutional investment in 

farmland. 

2) Identify differences in perceptions among various participants in the farmland investment 

process about issues surrounding farmland investment.  The groups involved in the 

farmland investment process include institutional investors, institutional asset managers, 

and farm real estate broker/managers. 

3) Determine if the current focus on high quality farmland for institutional investment is 

justified. 

1.4  PROCEDURES 

 To meet the objectives mentioned above, the following steps will be carried out. 

1) Review literature on the subject of investing in farmland as a portfolio investment. 

2) Review the current process of investing in farmland by institutional investors. 

3) Survey individuals involved in the farmland investment process.  The objective of the 

survey will be to determine what respondents feel are the perceptions of institutional 

investors about farmland as a portfolio investment. 

4) Compare landowner returns from three classes of Illinois farmland. 

5) Use programming techniques to identify efficient portfolios consisting of three different 

quality classes of Illinois farmland, S&P 500 stock, business real estate, U.S. farmland, 

long term government bonds, and long term corporate bonds. 
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1.5  THESIS STRUCTURE 

 The thesis includes five chapters.  An introduction to the issues surrounding investing in 

farmland as part of an institutional portfolio was presented in this chapter.  The general and specific 

objectives of the study, and the procedures that will be followed were also provided in this chapter.  A 

literature review is presented in Chapter Two.  This review focuses on the benefits and drawbacks of 

investing in farmland as well as on other issues that surround institutional investment in farmland.  

Chapter Three deals with the farmland investment survey that was used to gather data for this study.  The 

chapter gives a description of the farmland investment process, a description of the survey methods, and 

an analysis of the survey results.  Chapter Four analyzes the current focus on high quality farmland in the 

institutional investment market.  The returns to three different quality categories of Illinois farmland are 

compared to determine if the focus on high quality farmland is justified.  The Summary and Conclusions 

of the thesis and some suggestions for future research projects are given in Chapter Five. 
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CHAPTER 2 

LITERATURE REVIEW 

2.1  INTRODUCTION 

 In Chapter One it was stated that farmland may provide certain beneficial characteristics as part 

of an institutional investment portfolio.  It was also suggested that there may be factors that make 

farmland unattractive to institutional investors. 

 This chapter provides support for the proposals made in Chapter One through a review of the 

literature that addresses the benefits and drawbacks associated with investing in farmland as well as other 

issues surrounding institutional investment in farmland.  The literature review is divided into the 

following five sections: 

1) Background of the farmland market 

2) Benefits of farmland as part of an institutional investment portfolio 

3) Drawbacks of an investment in farmland 

4) Social issues surrounding institutional investment in farmland 

5) Summary 

2.2  BACKGROUND OF THE FARMLAND MARKET 

2.2.1  Farmland's Rise and Fall 

 The recent history of the farmland market partially explains why many institutional investors 

have been apprehensive about investing in farmland.  The dramatic rise and fall in farmland values that 

occurred in the 1970's and 1980's is still on the minds of many investors.  During the 1970's and early 

1980's, farmers and other buyers bid up the price of land to record levels.  In the mid-1980's the farmland 

market collapsed and many farmland owners took tremendous losses on their holdings. 

 Figure 2.1 shows the average farm real estate values in the U.S. for the period 1950 to 1993.  The 

figure shows the dramatic rise in the average value of farm real estate that occurred in the 1970's as well 
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as the fall in values of the 1980's.  The average value of farm real estate reached a record high of $823 an 

acre in 1982 and fell to $599 an acre by 1987. 

 The average value of U.S. farm real estate fell by 27 percent during the "farmland crash."  Land 

values fell in most states across the nation but the collapse was most significant in the Midwest where 

farmland values fell by up to 60 percent (U.S.D.A.). 

2.2.2  The Farm Crisis 

 The cause of the rise and fall of farmland values lies in the same factors that contributed to the 

"farm crisis" of the early 1980's.  Rising commodity prices, higher farm incomes, and the expectations of 

ever increasing agricultural exports encouraged farmers and others to bid up farmland prices starting in 

the early 1970's.  Figure 2.2 shows the dramatic rise in the level of U.S. agricultural exports that occurred 

in the 1970's. 

 Low real interest rates and anticipated appreciation in land values also encouraged farmers to 

buy land and other assets with debt.  Figure 2.3 shows the total outstanding farm debt in the U.S.  The 

figure shows that farm debt increased similarly to farm real estate values up to the early 1980's. 

Figure 2.1 Average Value of U.S. Farm Real Estate 
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0

100

200

300

400

500

600

700

800

900

1950 1954 1958 1962 1966 1970 1974 1978 1982 1986 1990

$ per Acre

Source:  U.S.D.A.

(Value of farmland and buildings in nominal dollars)

 

 



 

8 

 
 

 The farm crisis began in the early 1980's when agricultural exports, commodity prices, and farm 

incomes fell.  These factors combined with heavy debt loads forced many farmers into bankruptcy.  The 

Kansas City Federal Reserve estimated that between 10 and 15 percent of the farms that entered the 

1980's failed (Laing).  Farm bankruptcies were frequent and the crisis attracted extensive news coverage. 

Figure 2.2 Total U.S. Agricultural Exports 
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Figure 2.3 Total U.S. Farm Debt 
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2.2.3  Return of Investor Interest in Farmland 

 The farm crisis and the collapse of farmland values kept many investors out of the farmland 

market during the early 1980's.  In 1985, Hemmerick reported that investors had little interest in farmland 

even though prices had collapsed.  Many of the pension funds reported owning no farmland and the few 

that did were bitter about the money they had lost.  Hemmerick also found that, "Pension funds owned 

$60 million or less of farmland," in 1985. 

 Institutional investors' interest in farmland did improve over the next few years as was 

documented by several articles.  In 1985, Kaplan explained how farmland could be used as a portfolio 

investment.  He showed how farmland had both high returns and high value as a diversification tool in an 

investment portfolio.  In 1987, Smith proclaimed the benefits of investing in farmland and explained the 

factors behind the rise and fall in farmland values.  He concluded that farmland prices had hit bottom and 

that it was time for investors to start buying land again.  Also in 1987, McCandless proposed that 

farmland was ready for a turnaround.  He also reviewed the history of the farmland "boom and bust" and 

pointed out the factors that indicated a possible recovery in the farmland market.  McCandless explained 

that declining acres in production, higher exports, lower farm debt, and the creation of a secondary 

market for farm loans could revive the farmland market.  He concluded that farmland was a viable 

investment alternative for institutional investors seeking diversification and an inflation hedge. 

 There have been many articles written during the period from 1988 until the present, which point 

out the benefits of investing in farmland (Biggs; Conrad and Koeninger; Feinberg; Kaplan; Laing; Lins, 

Sherrick, and Venigalla; Wilkinson; Williams).  Most of them show how farmland has performed over 

time and review the unique aspects of farmland as an institutional investment. 

 Institutional investment in farmland has continued to grow to the present time.  As mentioned in 

the previous chapter, it is estimated that the value of all institutional investors' farmland holdings are 

currently $600 to 700 million.  This is ten times the reported amount of pension fund farmland holdings 

in 1985.   
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 Laing pointed to several factors to explain the rise in pension fund holdings.  He stated that the 

strong current returns along with farmland's appreciation potential and diversification characteristics 

have attracted investors.  He pointed to the actions of several investment firms to back up his claims.  He 

reported in 1991 that Morgan Stanley ranked "U.S. farmland as one of the three highly attractive 

investment areas out of some 40 asset classes in the firm's asset allocation model."  He also found that 

major insurance companies such as Equitable, Prudential, John Hancock, and Metropolitan Life had 

begun investing institutional funds they manage in farmland. 

2.2.4  Institutional Ownership in Farmland is still Minimal 

 Even though interest in farmland by institutional investors has been growing over the past several 

years, their farmland holdings are still minimal when the overall ownership structure of farmland is 

analyzed.  With an estimated value of $600 to 700 million, institutional investors' farmland holdings 

account for approximately 1/10 of 1 percent of the $685 billion total value of farmland.  These farmland 

holdings are an even smaller percentage of pension funds' total assets that are valued at $4.44 trillion. 

 The question of whether the relatively low level of farmland ownership by institutional investors 

is justified, is subject to debate.  There is a wide range of attitudes toward farmland investment ranging 

from those investors and researchers who praise farmland as an investment opportunity to those who 

would not even consider it.   

 There are many aspects of farmland that must be analyzed to make a farmland investment 

decision.  The following sections outline some of the beneficial and negative aspects of farmland as an 

institutional investment. 

2.3  BENEFITS OF FARMLAND AS AN INSTITUTIONAL INVESTMENT 

 Farmland has been shown to provide several benefits as part of an institutional investment 

portfolio.  Those benefits most frequently mentioned include attractive returns, inflation hedge, 

diversification tool, low volatility, and minimal downside risk (Conrad and Koeninger; Kaplan; Wise).  

The following sections outline these benefits and review several authors' findings in these areas. 
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2.3.1  Attractive Returns 

 The total return to farmland can be divided into two parts:  annual income and change in market 

value.  The income or cash return consists of the annual operating income from the property while the 

change in market value accounts for the increase/decrease in the value of the property over the 

investment period. 

 The relatively high returns to farmland have caught the interest of investors, investment advisors, 

and researchers.  Wise explains that institutional investors are now looking at farmland as an investment 

vehicle due to its "stable cash-on-cash returns and, most importantly, very desirable total returns."  Many 

others also point to farmland's stable income flow and strong appreciation potential as motivations for 

investment (Conrad and Koeninger; Kaplan; Biggs; Laing; Wilkinson).   

 Many authors point toward historical returns to farmland to show how attractive farmland returns 

are for investors.  Wise writes about several sources of return data including a study done by the 

U.S.D.A. that showed that the total return for all U.S. farmland cash rented between 1940 and 1982 

averaged 12.5 percent per year in nominal terms and 7.7 percent in real terms.  To counter arguments that 

this first study didn't include data from the years of the farm crisis, he also quotes a report from 

Institutional Property Consultants, Inc.  It showed that between 1965 and 1990, "Agricultural real estate 

equity investment generated total returns of 11.0 percent...compared to 9.7 percent for commercial real 

estate and 9.5 percent for the S&P 500."  Finally, Wise shows the internal rates of return on three of his 

firm's farmland investment limited partnerships.  The returns on each of the partnerships were higher 

than 14 percent for the years 1988 through 1991. 

 Kaplan used data generated by Ibbotson Associates to show how farmland was a reasonable 

investment.  The data indicated that from 1960 to 1987, farmland returned 8.74 percent which was 

comparable to the 9.13 percent return for the Standard & Poor's 500 Stock Index for the same period. 

 Conrad and Koeninger state in their report that, "From 1940 to 1989, an investment in U.S. 

farmland, in aggregate, would have provided an annualized total return of 11.3% - a 4.9% income return 
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plus 6.4% appreciation."  They also used a price to earnings ("p/e") ratio that is traditionally used on 

other types of equity investments to show the current strong position of farmland.  They showed that 

farmland's "p/e" ratio had dropped from more than 50 at the beginning of the farm crisis to an average of 

19 during the past three years.  Other sources report that farmland's "p/e" ratio has hit a 40 year low and 

that its current value relative to its earnings potential make it an attractive investment (Laing). 

 After reviewing several sources of return data, the returns reported for farmland seem to be quite 

impressive but there are several important points that need to be made concerning this data.  Lins, 

Sherrick and Venigalla explain the importance of using cash rental data for investment analysis as well as 

raise concerns about adjusting for real estate taxes, using aggregate returns, and accounting for 

"smoothing bias" in appraisal returns.  They explain how many studies that have looked at farmland as an 

investment, have used "reported income from farming rather than cash rents" as "the measure of current 

income to the investment."  One can see the problems with using reported income from farming since 

most institutional investors rent the farmland they own (Lins, Sherrick and Venigalla; Wise).  The studies 

that use returns to farming rather than actual returns to the farmland owner such as cash rents, assume 

that the investors are engaged in the farming operation whereas in most cases they are not.   

 In their study, Lins, Sherrick, and Venigalla found annual returns on farmland for individual 

states by adding U.S.D.A. reported cash rents and capital gains, and deducting property taxes.  By using 

individual state data instead of U.S. aggregate farmland return data, they were able to identify in which 

states to invest in farmland.  Their study used programming techniques to identify efficient portfolios 

consisting of farmland in specific states, S&P 500 stock, business real estate, and long term corporate 

bonds at different levels of risk and return.  Using the information generated by the efficient portfolio, an 

investor still has to determine the specific location in the chosen state to invest, but the choices are 

defined more clearly than looking at the U.S. farmland market as a whole.  Aggregate return data may be 

interesting but it is not practical for making specific investment decisions. 

 It should be mentioned that even after Lins, Sherrick, and Venigalla made their adjustments to 

farmland returns, farmland performed very well compared with the other investments in their analysis.  



 

13 

Their study showed that farmland had a higher return than that of stocks and bonds for the period 1967 

through 1988 and it held a relatively high proportion of the efficient portfolios they developed. 

 There are still several other problems with farmland return data that need to be addressed in 

order to make them applicable to institutional investment.  First, the return data for farmland is usually 

based on the average quality land.  Wise stresses in his book that investors should be buying high quality 

land.  Both the market value and returns to high quality land will be different from the aggregate data and 

therefore the returns may be different as well.  Second, the lack of quality return data is a problem.  Cash 

rental data may not be available in some areas or it may not be accurate when it is available due to the 

limited reporting of this usually private transaction.  Finally, in some areas cash renting may not be 

prevalent and other forms of return information need to be gathered.  Crop share leases are popular in 

many areas and a data series that only covers cash rent will obviously not cover these returns. 

 The problem of an accurate return series for farmland investments is being looked at by the 

National Council of Real Estate Investment Fiduciaries (NCREIF).  NCREIF, whose members include 

the main agricultural asset managers in the U.S., is in the process of developing an Agricultural Property 

Index.  The index will be calculated using return data from actual investor held farm properties.  The 

developers of the index believe that it will provide a more accurate source of return data for investors as 

they analyze farmland as an investment option (Diehl). 

 In summary, even though there are problems associated with farmland return data, the available 

information indicates that returns to farmland have been good in the past and could attract investors. 

2.3.2  Inflation Hedge 

 Another major attraction to farmland is its use as an inflation hedge.  Pension fund managers 

must protect the value of their holdings against inflation because the payments that they make to their 

recipients are often adjusted for inflation (Kaplan).  One method of protecting the purchasing power of 

an investment is to enter into an inflation hedge.  According to Kaplan, "An inflation hedge is an 

investment that investors expect will maintain or increase its purchasing power in the event of inflation."  
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He goes on to explain that, "Real estate makes intuitive sense as an inflation hedge, because it is a 

tangible asset whose replacement cost increases with inflation." 

 Historically, real estate and specifically farmland has shown its value as an inflation hedge by 

having returns that are highly correlated with the Consumer Price Index (CPI) (Kaplan; Wilkinson).  

Conrad and Koeninger explained how an investment in farmland can provide many of the same 

investment benefits as commercial real estate including a strong appreciation potential.  Their data from 

the period of 1970 through 1990 indicated that farmland's historical correlation with inflation was 0.52. 

 Wise notes that farmland normally appreciates at about 150 percent the rate of inflation and has 

appreciated at about 200 percent the rate of inflation during periods of rapid inflation.  He explains how, 

with the exception of the early 1980's, farmland has outpaced the rate of inflation since 1940.  He also 

stresses that due to the corrections that occurred in the market with the fall in land values in the early 

1980's, farmland should return to its steady appreciation rate of 3 to 6 percent per year. 

 Farmland has a unique value over commercial real estate as an inflation hedge for several 

reasons.  Wise explains that the differences between commercial and farm real estate are based mainly on 

the difference in the supply and demand.  The supply of farmland is finite whereas more commercial 

buildings can be built over time.  As Hylton explains, the oversupply of commercial holdings such as 

office buildings hit the commercial real estate market hard in the late 1980's and early 1990's.  He states 

that many of the commingled real estate funds have had to write down the value of their commercial 

property by 25 percent during the last few years.  He explains how pension funds had initially invested in 

commercial real estate due to its characteristics as an inflation hedge and as a diversification tool but they 

were now looking to sell their holdings due to low returns. 

 Wise also reviews the history of over-building and low occupancy in commercial real estate and 

contrasts this with a finite supply of quality farmland and an abundant supply of qualified farm tenants.  

He concludes that farmland may not be as "romantic" as commercial real estate, but it is a sound 

investment and the economics of supply and demand support it as a valuable inflation hedge. 
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2.3.3  Diversification Tool 

 Farmland investment has been shown to be a powerful diversification tool.  Its historical returns 

correlate negatively with the returns to other portfolio investments like stocks and bonds.  This 

characteristic makes it an ideal investment vehicle for diversification.  Conrad and Koeninger reported 

that farmland's returns were low or negatively correlated with several major investment classes over the 

period 1970-1989.  Their reported correlation coefficients are show in Figure 2.4.   

 

 

 Several articles have been written that show farmland's value as a diversification tool including 

one by Lins, Sherrick, and Venigalla.  Their study concluded that farmland can enhance the overall 

performance of institutional portfolios that are currently dominated by stocks, bonds, and commercial 

real estate.  Their findings were significant since farmland continued to enter the optimal portfolio even 

when they introduced large increases in the variance of farmland returns or large reductions in farmland's 

annual returns. 

 Kaplan found that aggregate farmland returns had a low correlation with other investments 

making it an excellent diversification vehicle.  His study compared farmland returns to S&P 500 stock, 

Figure 2.4 Farmland's Historical Correlation 
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small stock, corporate bond, government bond, and T-Bill returns for the period 1947-1980.  Kaplan did 

not generate optimal portfolios with the six asset sets in his study but he did generate an optimal portfolio 

of farmland holdings across the U.S.  Using per acre net farm income figures from 81 different crop-

regions, his findings indicated which crop-regions should be invested in and farmed in order to maximize 

a portfolio of farmland holdings.  His findings show the importance of diversifying farmland holdings 

across different regions as is suggested by many agricultural asset managers (Wise). 

 Lins, Kowalski, and Hoffman compared the benefits of diversifying domestic portfolios with 

international stocks and/or U.S. farmland holdings.  They used historical data from the period 1970-1990 

to generate optimal portfolios composed of business real estate, long term corporate bonds, long term 

government bonds, farmland, and foreign and domestic equities.  They showed that "farmland offers 

good diversification potential for portfolios currently dominated by domestic stocks and bonds."  Lins, 

Kowalski, and Hoffman stressed that farmland's value as a diversification tool comes from the fact that 

farmland returns are low or negatively correlated with the returns on other assets.  Foreign equities also 

performed well as a diversification tool in their analysis, but they stated that there are information 

problems, added costs, and additional risks associated with foreign investments that must be considered.  

 Research done by Webb and Rubens also shows how the low correlation between farmland 

returns and traditional financial assets makes farmland a powerful diversification tool.  They used returns 

from 1967 through 1986 on residential real estate, farmland, corporate bonds, government bonds, NYSE 

common stocks, and small stocks to develop optimal portfolios.  Their study was unique in that they 

accounted for income and capital gains taxes, closing costs, and the understatement of real estate return 

variances.  Webb and Rubens also used three different sources of real estate returns and optimized their 

portfolios over four different tax brackets.  Their consideration of many of the factors involved with 

actual investment decisions make their findings significant.  Farmland accounted for a range of 5 to 39 

percent of the total assets in the optimal portfolios they generated. 

 A study done by Moss, Featherstone, and Baker shows that the historical risk/return 

characteristics of farm assets make these assets attractive as part of a portfolio investment.  They 

developed optimal portfolios for one, five, and ten year holding periods.  The data used in their analysis 
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was from the period 1926 to 1984 on corporate bonds, common stock, farm assets, government bonds, 

money, small stocks, T-bills, and the prime interest rate.  They showed that even though farm assets had 

lower returns than some of the financial assets in the study, it held a high proportion of the optimal 

portfolio for all three holding periods.  Even though their study did not analyze farmland returns 

specifically, it showed that farm assets have value as a diversification tool. 

2.3.4  Low Volatility 

 Farmland returns have been shown to display low volatility or risk characteristics as measured by 

the standard deviation of the returns.  Wise reported that farmland had an average annual return of 9.8 

percent with a standard deviation of 7.5 percent while S&P 500 stocks had a return of 11.6 percent with a 

standard deviation of 16.1 percent over the period of 1940 through 1990.  He concluded that the 

"return/risk profile" of farmland made it an attractive asset class for portfolio diversification. 

 Kaplan showed that farmland's low volatility and more importantly its low coefficient of 

variation made it attractive compared to the other asset classes in his study.  Conrad and Koeninger also 

showed that farmland had attractive risk/return characteristics compared with other financial assets. 

 Historical data indicates that farmland returns display low volatility but several authors caution 

that the actual returns to farmland may be more volatile (Kaplan; Lins, Sherrick, and Venigalla; Webb 

and Rubens)  Kaplan noted that poor liquidity in periods of declining values may cause more volatility in 

the returns to farmland than are actually reported.  Webb and Rubens multiplied the variance of farmland 

returns by five to offset the possible understatement of risk associated with real estate investments.  It 

should be mentioned that even with this risk adjustment, farmland still appeared strongly in the optimal 

portfolios that they generated.   

 Lins, Sherrick, and Venigalla analyzed the problem of "smoothing bias" associated with 

appraisal based returns.  Smoothing bias can occur when appraisals that are less volatile than actual 

market value fluctuations, are used to value an asset.  Lins, Sherrick, and Venigalla stated that appraisal 

bias may be a problem with farmland returns since the capital gain (loss) portion of the return is 

estimated from appraisals rather than actual sales.  They tested the effects of smoothing bias on the 
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estimation of farmland returns through a process of correcting for the bias and found that the results were 

not significantly altered by this bias.  They found some differences between the variances of the raw data 

and the "corrected" data.  To correct for these differences, they increased the farmland return variances 

used in their optimal portfolio development.  Lins, Sherrick, and Venigalla further demonstrated that the 

understatement of variance to farmland returns had a small impact on the optimal portfolio since 

farmland continued to enter the portfolio when large increases were made to the variance of farmland 

returns. 

2.3.5  Minimal Downside Risk 

 Besides all of the fundamental benefits of investing in farmland mentioned in the previous 

sections, a key factor behind the current rise in interest in farmland is due to the fact that it is relatively 

low priced.  As was shown in Figure 2.1, the price of farm real estate has fallen from its high levels, but 

it now appears to be back on its long term upward trend.  The low price gives investors a greater chance 

for appreciation in value and low downside risk.   

 Wise stressed that the current farmland market has "minimal downside risks at this stage of the 

investment cycle."  The minimal downside risk comes from the fact that farmland values are still well 

below their highs of the early-1980's.  U.S. farm real estate values are still nearly 50 percent below their 

1982 peak in real terms (U.S.D.A.).  Wise believes that farmland is still near the bottom of its investment 

cycle and poised for steady growth.  He cites the regained strength of the farm economy, farmland's 

benefits compared to other investments, and farmland's potential stable appreciation as solid reasons for 

investment. 

 Many articles cite how the farmland market has turned around and how farmland may start 

attracting more investors (Biggs, McCandless, Feinberg).  Biggs concluded that the farmland market had 

hit its low and that there are many factors pointing toward a steady rise in the market.  McCandless also 

showed the signs of a turnaround in the market including the regained strength of the farm economy. 
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2.4  DRAWBACKS OF AN INVESTMENT IN FARMLAND 

 Farmland does have several drawbacks as an institutional investment.  A review of those most 

frequently mentioned in the investment literature is provided in the following sections.  These drawbacks 

can make investment in farmland prohibitive and may be the cause for the low level of institutional 

investment in farmland. 

2.4.1  Long Term Investment 

 Unlike many financial assets held by institutional investors, farmland is a long term investment.  

Investors adept at quick short term gains and quick transactions in the stock and bond markets may be 

slow to invest in farmland.  Farmland is better suited for pension funds and other institutional investors 

who don't mind having a portion of their holdings tied up for several years (Dubashi). 

 Biggs uses phrases like, "Farmland is a slow but sure winner," and "Buy a farm and get rich 

slowly," to describe farmland investment.  Admitting its long term nature, he still feels that farmland 

should make up 3 to 5 percent of the assets of a large institutional portfolio. 

 Wise claims that investors' failure to see farmland as a long term investment is what partially 

caused the "bidding wars" and rapid rise in farmland values that occurred in the 1970's.  He notes how 

many farmland buyers during this period "seemed to be interested in pursuing a get-rich-quick game 

plan."  Wise says that this is evident in their willingness to enter into highly leveraged farmland 

transactions and accept low cash returns in expectation of receiving gains from continued appreciation.  

As indicated by the collapse of farmland values, this mentality was flawed.  Wise indicates that today's 

farmland investors realize that farmland is a long term investment that can provide stable returns over 

time. 

2.4.2  Lack of Liquidity 

 Another possible drawback that relates to the long term investment nature of farmland is the lack 

of liquidity in the farmland market.  Because farm properties are unique and there are a relatively small 

number of buyers and sellers in the market, the market by definition may lack liquidity.  As was 

mentioned earlier, many researchers have adjusted variance estimates of farmland returns upwards to 
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account for factors such as low liquidity in the farmland market (Kaplan; Lins, Sherrick, and Venigalla; 

Webb and Rubens).   

 However, there is still a considerable amount of debate as to the extent of the illiquidity in the 

farmland market.  Wise argues that, "Prime farmland is actually quite liquid," as long as sellers are 

realistic about the selling price.  He states that in Champaign County, Illinois during the mid 1980's, 

"There was never a time when you couldn't take a tract of farmland to public auction and have it 

converted to cash within 30 days." 

2.4.3  Management Issues 

 Because farmland is a unique asset class, an investment in farmland may require the use of an 

outside agricultural asset management firm.  Institutional investors usually rely on agricultural asset 

managers to select and acquire farm properties, and provide or locate farm management services.  This is 

not unlike the asset management process that occurs in other asset classes where a management firm is 

assigned to manage a category of the investor's holdings (Wise). 

 An issue that arises with this type of management structure is raised by two articles (Lins, 

Sherrick, and Venigalla; Firstenberg, Ross, and Zisler).  They both report the possible problems 

associated with having different managers assigned to specific asset classes and the overall portfolio.  

They emphasize the need to select and manage asset classes as part of overall portfolio and not as if they 

were a separate portfolio.  Firstenberg, Ross, and Zisler explain a need for "two-tiered" management 

when dealing with this type of issue.  They prescribe that macro level management should be concerned 

with how each property will affect the overall portfolio and micro level management should implement 

macro level decisions and manage the general operation of the property. 

2.4.4  Small Size of Parcels 

 Laing notes that the relatively small size of farms makes it difficult for institutional investors "to 

achieve critical mass in the [agricultural] sector."  He compares the ability of pension funds to invest a 

large lump sum into commercial real estate with the need to make numerous transactions to acquire the 

same value of farmland. 
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 U.S.D.A. data show that the average size of a tract of farmland sold during the last four months 

of 1992 was 296 acres at a price of $599 per acre.  This gives an average investment per sale of less than 

$200,000. 

2.4.5  Special Risks Associated with Agriculture 

 There are several unique risks associated with agricultural production that may dampen 

investment in farmland.  Potential farmland investors should be aware of the risks associated with 

weather, pests, and disease that can affect farm production.  They also need to understand the farm 

economy's reliance on government subsidies and foreign trade (Laing). 

 Unique or unsystematic risks associated with agricultural production can be addressed through 

diversification.  Wise suggests that a well-diversified farmland portfolio should contain a mixture of row 

and permanent crops spread through the major growing areas of the U.S.  Conrad and Koeninger also 

suggest diversifying across crop types when constructing farmland portfolios. 

 Wise also stresses that investors can also reduce risk by only purchasing high quality land.  He 

explains how marginal quality farmland may be less expensive but it can also have higher risks 

associated with it.  This focus on high quality land will be analyzed in Chapter Four. 

 Many of the risks associated with actual farm production may not affect the returns for investors 

since most institutionally owned farmland is rented.  Therefore as long as the weather or other problems 

are short term, they will not dramatically affect the income or long term value of the property.  

2.4.6  Environmental Issues 

 Environmental issues are becoming a major concern for both agricultural production and farm 

ownership.  The regulation of chemical use, pollutants, and waste disposal continue to be major issues in 

agriculture.  Wise devotes an entire chapter of his book on farmland investment to environmental issues.  

He notes that farmland investors must keep informed about the issues and be extremely cautious of 

environmental problems when evaluating a potential purchase. 
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2.4.7  Risks of Alternative Investment Strategies 

 A final drawback of farmland as an institutional investment may be its label as an alternative 

asset class.  Speidell argues that institutional investors have become too risk averse and unwilling to 

invest in alternative investments.  He challenges investors to change from the current pattern of risk 

averse, short term investment strategies and he contends that they need to be investing in alternative asset 

classes such as farmland to achieve higher returns.  Speidell  proposes that investors diversify 

aggressively, take some risks, and focus on the long term to differentiate their funds from the others. 

 Speidell's article could explain why investors have been leery of farmland investments in the 

past.  As was stated previously, farmland is a long term investment and it has many characteristics that 

make it different from other more traditional investments. 

2.5  SOCIAL ISSUES SURROUNDING INSTITUTIONAL INVESTMENT IN FARMLAND 

 Public concerns over corporate ownership and institutional investment in farmland have 

prompted government hearings and the development of laws that prohibit such activities.  The concerns 

stem mainly from the desire to protect small family farms and discourage the formation of large 

corporate farms.  Concerns about the declining number of farms and increasing farm size are supported 

by Figure 2.5.  It shows the opposing trends in farm numbers and size that have occurred over the last 

fifty years.  Figure 2.6 indicates that fears over increased corporate ownership of farmland may not be 

valid since nonfamily corporations only held 4 percent U.S. farmland in 1988.  Individual owners control 

a vast majority of U.S. farmland. 
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 State laws and general public concerns have made institutional investment in farmland 

prohibitive in some areas.  The following sections review the history of these concerns and analyze the 

current views on institutional investment in farmland. 

Figure 2.5 Number of Farms and Average Farm Size 
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Figure 2.6 Distribution of Farmland Ownership Across Organization Types 

Distribution of Farmland Ownership Across Types of Organizations by
Amount of Land Owned, 1988
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2.5.1  State Laws Prohibiting Corporate Ownership of Farmland 

 Corporate ownership restrictions in some states prohibit institutional investment in farmland.  

These restrictions are an attempt to preserve traditional small land ownership patterns that have been 

claimed to be the foundation of a democratic society (Fiske, Batte, and Lee).  Many of the individual 

state laws were written during the 1970's and early 1980's when there was a major concern over the 

declining number of family farms, the concentration of land ownership, and the rise in the amount of 

farmland held by corporations.   

 According to a U.S.D.A. report on state ownership laws, twelve states have laws that restrict 

certain types of business entities from owning land or engaging in the business of farming (Aiken).  Nine 

of the twelve states specifically restrict farmland ownership or operation by nonfarm corporations.  Table 

2.1 is a list of these nine states. 

 
Table 2.1 States that Restrict the Corporate Operation or Ownership of Farmland 

Iowa 

Kansas 

Minnesota 

Missouri 

Nebraska 

North Dakota 

Oklahoma 

South Dakota 

Wisconsin 

Source:  Aiken, U.S.D.A. 

 

 Because the laws in these states prohibit the ownership of land by corporations, they effectively 

eliminate farmland institutional investments in these areas.  The nine states that restrict the corporate 

operation or ownership of farmland make up a sizable portion of the of the Midwest and Great Plains 

regions of the U.S. 
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2.5.2  Senate Hearings on Pension Fund Investment in Farmland 

 In 1980 the U.S. Senate held a hearing to investigate the possible effects of pension fund 

investment in farmland.  The hearing was a result of concerns over American Agricultural Investment 

Management Company's proposal to use pension funds to purchase farmland around the country.  Under 

their proposal, American Ag. would assist its clients, employee benefit funds, in acquiring and managing 

agricultural properties.  The properties would be then be leased and operated by farm tenants.  American 

Ag. believed that the proposed investments would be beneficial to farmers and investors; it would 

provide needed capital to the agricultural and investors would receive an attractive return from the 

farmland (U.S. Senate). 

 At the hearing, written and oral statements concerning the possible effects of pension fund 

investment in farmland were presented by U.S.D.A. officials, agricultural organizations, and other 

groups.  The main concern was that the system of agriculture in the U.S. could be disrupted by corporate 

ownership of farmland.  It was believed that the massive financial resources of pension funds would 

enable them to purchase large quantities of farmland and bid up land prices which were already inflated 

(U.S. Senate).  Higher land prices would make it harder for young farmers to enter the business.  It was 

also generally believed that farmers should own their land and that pension fund farm ownership would 

make many farmers into tenants (U.S. Senate).  Other statements claimed that absentee land ownership 

could result in poor farming practices as well as lead to the further deterioration of rural communities 

(U.S. Senate). 

 Public awareness of the potential problems associated with pension fund investment in farmland 

was raised by the hearing.  However, no federal laws were passed to prohibit such investments. 

2.5.3  Current Views on the Impacts of Farmland Investment 

 There has been a shift in attitudes towards nonfarm investment in farmland during the last ten 

years.  Fiske, Batte, and Lee stated in 1986 that, "The older view generally concentrated on the 

potentially negative consequences of nonfarm equity capital for the structure of agriculture...while the 

emerging view, shaped by recent events that have highlighted the vulnerability of that structure, suggests 

the potential for nonfarm equity capital as a solution to financial stress."  Dodson notes several benefits 
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from the use of nonfarm equity including less reliance on debt financing, lower risk for farmers, and 

attractive investment opportunities for investors. 

 Moss, Featherstone, and Baker stated that, "Nonfarm investment in agriculture would provide 

equity capital and might improve liquidity in markets for agricultural assets."  They also stated that 

nonfarm investment in agriculture would enable farmers to decrease their reliance on debt. 

 Figure 2.7 shows that there has been a major shift in the percentage of the total farmland acres 

owned by nonoperators.  Nonoperators went from owning 22 percent of the farmland in 1945 to 41 

percent in 1988.  In response to the rising level of nonoperator owners of farmland, the U.S.D.A. notes 

that many farm operators who wish to expand their operations, choose to rent additional land and 

therefore distribute the risk of farming and investing.  This may partially explain the shift toward a 

greater percentage of nonoperator owners. 

 The current trend in farmland sales indicates farm operators may be gaining control of more of 

the land and therefore reversing the trend seen in Figure 2.7.  The U.S.D.A. reported based on 

information from sales during the last four months of 1992, owner-operators controlled nearly 50 percent 

Figure 2.7 Percentage of Farmland Acres Owned by Operators and Nonoperators 
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of the farmland sold prior to sale during this period.  However, the amount they controlled after the sale 

was 70 percent of the farmland sold. 

 A recent article in Top Producer magazine supports a change in attitudes toward investments in 

agriculture and shows how nonfarm capital can be used effectively.  It focused on the benefits to farmers 

from leasing a portion of the land they operate.  Using example farmer and investor relationships, the 

article explains how operators have been able to reduce risks and improve their returns by selling some of 

their property to investors and leasing it back (Davis). 

 Wise makes several points applicable to the social issues surrounding nonfarm investments in 

farmland.  He shows throughout his book how farmers and agriculture in general can benefit from 

nonfarm equity investments in farmland.  He contends that due to the high capital requirements of 

farming and the desire to decrease debt levels, farmers will continue to find it profitable to lease some of 

the farmland they operate.  Wise shows how farmers can spread their costs over more acres and increase 

returns by renting some of their land.  He stresses that investors can provide stable capital for the 

agricultural sector in the form of equity based farmland ownership.  However, he is quick to point out 

that unlike the farmland investors of the late 1970's, today's investors can provide a stable, long term 

source of capital since they understand the long term nature of farmland investments. 

 Many groups including those who were involved with the Senate hearing mentioned previously, 

have felt that institutional investments in farmland could eliminate the family farm.  However, most 

institutional investors lease their land to farmers.  These investors are not interested in starting corporate 

farms, rather they want the returns from these properties in the form of rents or capital gains.  Farmers, 

and in many cases family farms, can benefit from their relationship with investors since they can provide 

a stable source of capital (Davis; Wise).  Wise notes that family farms will continue to be the "backbone 

of American agriculture" but that they need capital and an attempt to keep outside investors out of 

agriculture could hurt family farms more than anyone else. 

 One of the farm organizations that strongly opposed the plan to invest pension funds in farmland 

during the Senate hearing mentioned previously was the Farm Bureau.  Their main concerns then were 

that pension funds would bid up land prices, institutional ownership of farmland would produce major 
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damaging structural changes in agriculture, and that pension funds received tax advantages over farmers 

that gave them an unfair advantage over farmers when buying farmland (U.S. Senate).  According to their 

1993 policies, both the American Farm Bureau Federation and the Illinois Farm Bureau are still opposed 

to, "The use of agricultural land as a long-term, tax-sheltered investment by pension and profit-sharing 

funds" (American Farm Bureau; Illinois Farm Bureau). 

 Even though there has been shown to be several social benefits from institutional investments in 

farmland including providing equity capital to agriculture, there are still mixed views about it.  As seen in 

the policies of farm organizations like the Farm Bureau, the agricultural sector will continue to monitor 

the effects of nonagricultural interests in farming.  Issues surrounding absentee land ownership, changing 

land ownership patterns, and the possible tax advantages of pension funds will continue to be watched. 

2.6  SUMMARY 

 The background information about farmland investment has been presented and now the reasons 

behind the relatively low level of institutional investment in farmland can be examined.  This chapter 

began with a review of the benefits associated with investing in farmland as part of an institutional 

portfolio.  The cited research showed that historically farmland has been a good investment compared to 

other investment vehicles.  Next, the drawbacks of farmland investment were analyzed.  The real impact 

the drawbacks have on farmland investments is debatable as was also shown by the literature reviewed.  

Finally, several of the social issues surrounding farmland investments were considered.  Current 

literature shows that there has been a shift in attitudes toward institutional farmland investments but there 

are still some basic concerns about its effects on the agricultural sector. 
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CHAPTER 3 

FARMLAND INVESTMENT SURVEY 

3.1  INTRODUCTION 

 In Chapter One it was suggested that institutional investors could benefit from adding farmland 

to their portfolios due to its potential as a diversification tool.  Possible reasons why most institutional 

investors have not invested in farmland to the extent that current research findings suggest would be 

optimal for their portfolios were also raised.  It was shown that pension fund farmland holdings account 

for a very small portion of the total value of U.S. farmland and an even smaller portion of the total value 

of pension fund assets. 

 In Chapter Two, literature was cited that showed the benefits, drawbacks, and social issues 

associated with investing in farmland as part of an institutional portfolio.  This chapter will analyze the 

relatively low level of institutional investment in farmland through the use of a survey of the main 

participants in the farmland investment process.  The analysis is divided into the following four sections: 

1) Description of the farmland institutional investment process 

2) Description of the survey 

3) Survey responses and analysis 

4) Summary 

3.2  DESCRIPTION OF THE FARMLAND INSTITUTIONAL INVESTMENT PROCESS 

 The purpose of the following sections is to outline the typical process and participants involved 

with institutional farmland investment.  The framework of the investment process will be used later in 

this chapter to guide the development of the survey and the analysis of its results. 

3.2.1  Participants in the Process 

 The number of participants involved with a specific farmland investment depends on the 

characteristics of the farmland tract and the resources and abilities of the parties involved in the 



30 

transaction.  However, there are typically three main groups involved in the farmland institutional 

investment process: 

1) Institutional Investors 

2) Institutional Asset Managers 

3) Farm Real Estate Brokers/Managers 

 The institutional investors that are primarily involved in farmland investment are pension funds, 

insurance companies, and banks.  Pension fund holdings are generally all-cash equity investments while 

insurance company and bank holdings are typically in the form of farmland mortgages and repossessed 

properties (Laing; Wise).  Pension funds hold a substantial portion of the institutional equity investments 

in farmland.  Therefore, the issues that affect pension funds will be focused on throughout this thesis. 

 As shown in Chapter Two, there are several aspects of farmland investment that make it 

attractive to pension funds.  The unique risk/return characteristics of farmland as well as its long term 

nature make it especially attractive to pension funds. 

 Institutional asset managers manage specific classes of investments for institutional investors.  

Asset managers usually specialize in a certain asset class like stocks or bonds.  The asset managers 

considered in this thesis specialize in farmland and are often referred to as agricultural asset managers 

(Wise). 

3.2.2  Description of the Process 

 As with the number of participants, the specific investment process depends on the resources of 

the parties involved.  However, institutional investors commonly select an institutional asset manager to 

manage their farmland holdings.  The asset managers then work with regional farm real estate 

brokers/managers to locate and acquire individual farm properties.  

 The farmland institutional investment process can be summarized by the following steps (Lins, 

Sherrick, and Venigalla; Wise): 

1) The institutional investor allocates a set amount of funds to be placed in farmland. 
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2) The investor selects an institutional asset manager to acquire farmland and provide for its 

subsequent management. 

3) The asset manager works with "geographically dispersed" farm real estate 

broker/managers to identify prospective properties for purchase. 

4) The asset manager provides "due diligence" throughout the selection process. 

5) Once the property is acquired, the asset manager works with the local farm 

broker/manager to find tenants and manage the property. 

 Figure 3.1 shows the typical relationship between parties involved in institutional farmland 

investment.  The figure shows three broker/manager groups only to signify that a single asset manager 

may work with many broker/managers. 

 Fees charged by institutional asset managers for their services vary between 1/2  to 1 percent of 

the market value of the property under management (Lins, Sherrick, and Venigalla).  Most fees are 

charged annually but some managers have "back-end" fees paid at liquidation that are based on the 

performance of the asset.  These performance-based fees give the managers an incentive to manage the 

properties well (Wise). 

Figure 3.1 Farmland Institutional Investment Process 
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 The process of acquiring farmland for an institutional investor may take a considerable amount 

of time and effort.  In his book, Wise reviews the due diligence process that his asset management firm, 

Cozad/Westchester, uses when evaluating properties for acquisition.  The process that they use is in-

depth and he states that it serves to protect the long term interests of their clients.  Wise stated that only 

7.5 percent of properties that were inspected for their institutional clients were purchased during a period 

from 1990 to 1992. 

3.3  DESCRIPTION OF THE SURVEY 

 There were two main goals of the farmland investment survey used to collect data for this thesis.  

The first goal was to determine what perceptions institutional investors have about farmland as an 

investment.  The survey helped identify reasons behind the relatively low level of institutional investment 

in farmland.  Possible methods to overcome or offset these factors were also identified. 

 The second goal was to compare the responses of the institutional investors to the responses of 

the other groups involved in the farmland investment process.  The other groups were asked to give what 

they felt are the perceptions of institutional investors about farmland.  It was expected that there would 

be differences between the actual perceptions of institutional investors and what the other groups 

perceive institutional investors to believe.  The differences could cause problems in the investment 

process because institutional asset managers and farm real estate brokers/managers rely on these 

perceptions when working with institutional investors. 

3.3.1  Groups Surveyed 

 The farmland institutional investment process and the general groups involved in the process are 

clearly defined.  The major firms who act as institutional agricultural asset managers are also clearly 

defined.  However, the specific institutional investors and farm real estate broker/managers that engage 

in institutional farmland investments are not.  Therefore, the firms to be surveyed in these groups had to 

be selected from the overall groups of institutional investors and farm real estate broker/managers. 

 As stated previously, one of the main groups of institutional investors that has shown interest in 

farmland investments is pension funds.  Due to their interest in farmland and the large volume of 
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investment funds they have, U.S. pension funds were selected to represent the institutional investor 

position in the farmland investment process.  Because there are a very large number of pension funds, a 

selection process was used to narrow the number of funds surveyed to a manageable number.  The list 

was narrowed to include only those funds that were large enough to consider farmland as an investment 

and those funds that had some experience in real estate investments.  Large pension funds with 

experience in real estate investments were assumed to be the most likely to be considering farmland as an 

investment. 

 A list of pension funds with these characteristics was located in Pension & Investments 

magazine.  In conjunction with its list of the top 200 pension funds as ranked by total holdings, the 

magazine ranked these funds by their total real estate holdings.  It provided a list of 122 pension funds 

out of the original 200 that had the largest real estate holdings as of September 30, 1992.  

 Because the list of pension funds only gave the names of funds and the amount of their real estate 

holdings, the address and contact person had to be located for each of these funds.  The Money Market 

Directory of Pension Funds and their Investment Managers was used to locate this information.  

Whenever possible, the survey was directed toward the person responsible for real estate investments 

because they would be in the best position to answer the survey.  One hundred sixteen of the original 122 

pension funds were located and surveyed. 

 The overall group of farm real estate broker/managers also had to be narrowed for the purpose of 

the survey.  The objective when selecting broker/managers to survey was to select those who were 

involved with institutional investments in farmland.  Those firms would be in the best position to respond 

to the survey questions.  The problem with the overall group of broker/managers is that they are involved 

in a broad range of farm management and/or real estate services and there is no list of those who deal 

specifically with institutional farmland investments.   

 To deal with this problem, two different groups of farm real estate broker/managers were 

surveyed.  The first group is a broad-based selection.  This group was chosen to get the overall responses 

of broker/managers while still limiting the survey to those who had a greater possibility of dealing with 

institutional farmland investors.  A national list of farm real estate brokers was sought to use as a 



34 

possible source for contacts.  The closest list of this nature was found in the Realtors Land Institute (RLI) 

1993 membership roster.  The problem with this list is that there are many members of the institute, over 

1,300, and many of the members do not specialize in farm property management or brokerage.  

 The list of Realtors Land Institute members was narrowed for the survey.  First, the names of 

members from states in which institutional farmland ownership is prohibited were excluded.  Second, 

those remaining members who specialized in managing farms, ranches, and rural lands were selected.  

There were 195 members in this final selection who were then surveyed.  The respondents are referred to 

as "RLI broker/managers" in the remainder of this thesis.  The list contains farm real estate 

broker/managers from across the country who deal with a wide range of agricultural properties.  Due to 

their geographical diversity and possible dealings with institutional investors, the responses of these 

members should provide an overall view of the perceptions of the farm real estate broker/manager 

segment of the farmland investment process. 

 The second group of farm real estate broker/managers is defined as those who were known to 

have dealt with institutional investors.  They are referred to as "Other broker/managers" in the remainder 

of this thesis.  These names were collected from the surveys sent to institutional asset managers who 

were asked to give the names of farm real estate broker/managers they dealt with.  It would have be 

preferable to only use the names of broker/managers who had dealt with institutional investors.  

However, due to the lack of names and possible bias in collecting contacts in this manner, it was decided 

to use this list separate from the RLI list defined previously.  The responses from this group were used in 

the analysis, but the sources of these names and the fact that there are only 17 contacts in this group 

should be kept in mind when analyzing their responses. 

 The final group to be defined for the survey is the institutional asset managers.  This group is 

more clearly defined than the other groups in the farmland investment process mainly because there are 

not as many players in this segment of the process.  It is debatable which specific firms should be 

included in this segment, but those found to perform institutional agricultural asset management as 

described in the beginning of this chapter were placed in this segment for the purpose of the survey.  All 

of those firms that are involved in agricultural asset management, as cited by writings on the subject 
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(Wise), were included in the survey.  It should be explained that the institutional manager surveys were 

not responded to by firms but rather by individuals who work in or operate the firms.  The goal of the 

surveys was to determine the perceptions of the individuals and that is why in some cases more than one 

person was surveyed per firm.  In total, 14 people involved with institutional agricultural asset 

management were surveyed. 

3.3.2  Survey Format 

 The farmland investment survey was performed during the Summer of 1993.  Surveys were first 

mailed to institutional asset managers and then to pension fund managers and farm real estate 

broker/managers.  Slightly different survey formats were used for each group but the questions were 

virtually identical on each of the formats.  The surveys used for each of the groups are shown in the 

Appendix.   

 Unlike the other survey formats, the one used for institutional asset managers included a section 

to indicate the names of farm real estate brokers and institutional investors that are involved with the 

farmland investment process.  The purpose of this section was to determine what types of farm real estate 

brokers and institutional investors the asset managers dealt with and to gain contacts for the other survey 

groups.  The information gathered in this section did reveal that the asset managers worked with many 

pension funds, further supporting the decision to focus on the perceptions of pension fund managers in 

this thesis.  However, not enough farm real estate broker or institutional investor contacts were gathered 

to be able to use only these lists for the study.  Therefore, the other lists for farm real estate 

broker/managers and pension funds were then obtained as mentioned previously. 

 The survey format used for the RLI broker/managers was also slightly different from the other 

surveys.  Because there was no method found to limit the broker/managers surveyed to ones that had 

dealt with institutional investors before, there was a concern that those broker/managers without this 

experience would not be able to respond to the survey appropriately.  To deal with this problem, the 

broker/managers were given the option on each of the questions to mark that they had no basis for 
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responding.  In this way the results of the survey would be based more clearly on the perceptions of 

broker/managers who had dealt with institutional investors.   

3.3.3  Survey Questions 

 The survey was composed of five main questions.  The first question was the most detailed and is 

the one on which most of the comparisons between the groups can be made.  Table 3.1 shows question 

one which asked respondents to rank individual issues surrounding institutional investment in farmland 

on a scale from 5 to 1 with a score of 5 indicating that the issue is very important to institutional 

investors and a score of 1 meaning that the issue is not a factor in the investment decision.  As was 

mentioned earlier, the RLI broker/manager group was given the option on each of the issues to mark a 0 

to indicate that they had no basis for ranking the issue. 

 The issues outlined in question one were found in the literature reviewed in Chapter Two and by 

talking to experts in the agricultural asset management field.  The main point of each issue is shown in 

bold face type and is followed by a brief explanation.  Each issue will be referred to by this main point 

throughout the remainder of this thesis.   

 Table 3.2 shows questions two, three, and four of the survey.  Question two was designed to 

supplement question one and allow the respondents to include any additional factors that make farmland 

unattractive to institutional investors.  Question three allowed respondents to list mechanisms needed to 

make the farmland market more attractive to institutional investors.  These suggestions may help to 

overcome or offset the factors that have led to the relatively low level of institutional investment in 

farmland.  Question four gave respondents the opportunity to state any of the unique benefits of investing 

in farmland as compared to other investments.   

 Questions two, three, and four allowed respondents to give their own views on the issues.  The 

results from these questions can not be analyzed statistically, but the open input from the respondents did 

provide valuable information. 
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Table 3.1 Survey Question One 

1. The following issues are frequently mentioned as factors that make farmland investments unattractive to 
institutional investors.  We would like your perceptions of how important these issues are to institutional 
investors.  Rank each issue on a scale from 5 to 1 with a score of 5 indicating that the issue is very 
important to institutional investors and a score of 1 meaning that the issue is not a factor in the investment 
decision.  

Score Issues 
Very  

Important 

Issue 

 
Not a  

Factor 

 

 

5   4   3   2   1 Lack of Knowledge - institutional investors have little experience in farmland 
investment. 

 
5   4   3   2   1 Lack of Return Data - there is not enough information on historical returns to 

farmland. 
 

5   4   3   2   1 Short Term Liquidity Problems - it may require considerable time (3 months to 1 
year) to find a buyer for the farmland investment. 

 
5   4   3   2   1 Long Term Liquidity Problems - investors must commit to the investment for a 

considerable amount of time and they can't change their mind if returns are poor. 
 

5   4   3   2   1 Returns are Risky - institutional investors perceive that returns to farmland are 
riskier than the returns to other investments. 

 
5   4   3   2   1 Lack of a Solid Index - there is no index that can be used to analyze farmland 

returns as there is for other types of investments. 
 

5   4   3   2   1 Valuation Problems - it is difficult to determine the value of farmland during the 
investment period. 

 
5   4   3   2   1 Low Returns - institutional investors perceive that the returns to farmland are low 

compared to other similar investments. 
 

5   4   3   2   1 Loss of Control due to the Need for External Management - since most 
institutional investors do not have experience in managing farmland they must 
obtain the services of an external manager.  Therefore they may feel that they do 
not have as much control over the investment decisions as they do with their 
other investments. 

 
5   4   3   2   1 Transaction Costs - the costs of buying and selling farmland make it less attractive 

than other investments such as stocks and bonds. 
 

5   4   3   2   1 Setting the Market - institutional investors feel that if they invested too heavily in 
the farmland market that they may influence the market price for farmland. 

 
5   4   3   2   1 Competition Factor - institutional investors do not want to compete with farmers for 

land.  
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 Question five, shown in Table 3.3, asked the respondents to indicate what percentage of the 

institutional investors that they dealt with fell into various risk/return categories when they choose 

farmland investments.  The objective of this question was to determine the relative amount of investors 

who were interested in the different risk/return classes of farmland according to the different groups.  

Comparisons could then be made across the combined group responses.  Similar to question one, the RLI 

broker/managers were given the option to leave this question blank if they had no knowledge of the 

investment preferences of institutional investors. 

 

Table 3.2 Survey Questions Two, Three, and Four 

2. What additional factors do you feel make investment in farmland unattractive to institutional 
investors?  Please explain. 

 
 
3. What mechanisms do you feel are needed to make the farmland market more attractive to institutional 

investors?  These would include solutions to the problems mentioned above. 
 
 
4. What do you feel are the unique benefits of investing in farmland as compared to other investments? 
 
 

Table 3.3 Survey Question Five 

5. In most investment decisions there are tradeoffs between risk and return.  From your perspective, 
what are institutional investors looking for in terms of a risk/return combination in their farmland 
investments?  Please indicate what percentage of the institutional investors that you deal with fall in 
the following risk/return categories when they choose farmland investments. 

 
_____   High Risk / High Return 

_____   Above Average Return / Above Average Risk 

_____   Medium Risk / Medium Return 

_____   Low Risk / Low Return 
             _______ 
              100 % 
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3.4  SURVEY RESPONSES AND ANALYSIS 

 The following sections outline the results of the survey and provide some of the possible 

implications of the findings.  The results of the survey are presented for a given question across all four 

survey groups and then the implications of these results are examined.  All of the questions are reviewed 

in this manner on a question by question basis.   

 The overall response rate to the survey was very good.  A total of 342 surveys were sent and 170 

responses were received -- a response rate of nearly 50 percent.  The number of individuals surveyed and 

the number of responses for each group are summarized in Table 3.4.  The 50 percent response rate from 

the pension fund managers surveyed is especially surprising because many of them are not directly 

involved in farmland investment currently while the other groups are.  The high interest in the survey by 

pension fund managers may indicate that they are becoming more interested in farmland as an investment 

vehicle as mentioned in Chapter Two. 

3.4.1  Question One - Issues that Make Farmland Investments Unattractive 

 The goal of question one was to determine each individual group's perceptions of how important 

the issues presented are to institutional investors.  These perceptions could then be compared to see if 

there are significant differences in the perceptions of the groups.  Analysis of the possible differences in 

perceptions could partially explain the low level of institutional investment in farmland and could help to 

Table 3.4 Survey Size and Number of Responses 

 
Group 

 
Individuals 
Surveyed 

 
Number of 
Responses 

 
Response 

Rate 

Pension Fund Managers 116  58  50.0% 

Institutional Asset Managers 14  11  78.6% 

RLI Broker/Managers 195  87  44.6% 

Other Broker/Managers 17  14  82.4% 

     Total: 342  170  49.7% 
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realign the perceptions of asset managers and broker/managers so that they can better serve the needs of 

institutional investors. 

 The responses to question one are straight forward but the presentation and the analysis of these 

responses are more complicated.  As mentioned previously, each respondent ranked each issue on a scale 

from 5 to 1 with a score of 5 indicating that the issue is very important to institutional investors and a 

score of 1 meaning that the issue is not a factor in the investment decision.  This ranking system is a 

Likert-scale which gives ordinal data for analysis (Gregoire and Driver).   

 There are two conflicting opinions about how ordinal data should be analyzed.  One opinion is 

that only nonparametric techniques can be used to analyze ordinal data.  Proponents of this theoretical 

view contend that the level of measurement determines the transformations that can be used and therefore 

they feel that transformations such as averages can not be used with any meaning on ordinal data.  The 

other opinion is that parametric procedures can be used on ordinal data without causing substantial bias.  

Proponents of this view point to the robustness of many parametric procedures and to the similarity of 

results of the two types of procedures in support of their arguments (Gregoire and Driver). 

 It was decided that the analysis of the ordinal data gathered from question one should be 

analyzed with nonparametric techniques because this follows the theoretical view described above which 

is supported by many researchers.  This decision created a problem because it implied that averages and 

t-tests to determine the differences between the responses of the groups could not be used.  A test had to 

be located that could be used on ordinal data to detect significant differences in the underlying 

populations of the respondents.  There are several such tests, but the Mann-Whitney test was selected 

because it was shown to be reliable by Gregoire and Driver and because it is mentioned frequently as a 

method to analyze ordinal data (Agresti; Conover). 

 The Mann-Whitney test, which is described in detail in Conover (1980), can be summarized as 

follows.  The data for the test consists of random samples from two populations.  Let X X Xn1 2, ,...,  

denote n random samples from population one and let Y Y Ym1 2, ,...,  denote m random samples from 

population two.  The testing procedure begins by combining the two samples into a group of size 

N n m= + .  The samples in this combined group are then ranked from 1 to N according to the values of 
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the individual samples.  If there are samples that have equal values, then their rankings are averaged and 

this average score is used as an adjusted rank.  The ranking is done independent of the original groups 

but the group identity of the samples, from population one or two, is retained (Conover). 

 The two-tailed hypothesis test for the Mann-Whitney test can be stated as follows. 

H F x G x x
H F x G x x

0

1

: ( ) ( )
: ( ) ( )

=

≠

     for all 
     for some 

 

In this hypothesis test, F(x) and G(x) are the distribution functions corresponding to populations one and 

two, respectively, and of X and Y, respectively.  The null hypothesis states that the two distributions are 

the same while the alternative hypothesis states that distributions are not the same for some values of x. 

 The computation of the test statistic used for the Mann-Whitney test is slightly complicated.  

First, the sum of all the adjusted rankings assigned to population one is found as defined by T in the 

following equation. 
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 Second, T1 which is the actual test statistic is found according to the next equation. 
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In the equation for T1, Ri
2∑  refers to the sum of squares of all N of the adjusted ranks used in both 

samples. 

 The quantiles, or "Z-scores", that correspond to values of T1 can be found in a normal 

distribution table.  For the two-tailed test, H0 is rejected at the significance level of α if T1 is less than 

the α 2 quantile or if T1 is greater than the 1 2− α  quantile.  H0 is accepted if T1 is between or equal to 

the two quantiles. 
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 The following example will help clarify the Mann-Whitney test procedure and how it was used 

on the type of data gathered in the survey.  The data for this example is provided in Table 3.5.  From this 

data the following variables used to calculate the test statistic, T1, can be calculated. 

T = + + + + + + + + + + =7 7 7 15 5 15 5 15 5 15 5 22 22 22 22 171. . . .  

Ri
i

N
2

1
4 787 5

=
∑ = , .  

 T1 can then be calculated as follows. 

Table 3.5 Mann-Whitney Test Example Data 
 Group: A B Simple 

Rank 
Adjusted 

Rank 
 

 Scores:  2 1 1.5  
   2 2 1.5  
  3  3 7.0  
  3  4 7.0  
  3  5 7.0  
   3 6 7.0  
   3 7 7.0  
   3 8 7.0  
   3 9 7.0  
   3 10 7.0  
   3 11 7.0  
  4  12 15.5  
  4  13 15.5  
  4  14 15.5  
  4  15 15.5  
   4 16 15.5  
   4 17 15.5  
   4 18 15.5  
   4 19 15.5  
  5  20 22.0  
  5  21 22.0  
  5  22 22.0  
  5  23 22.0  
   5 24 22.0  

       
 Sample Size n = 11 m = 13  N = 24  
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 The critical value for a two-tailed test at the 5 percent significance level is ±1.96.  The T1 value 

of 2.04 falls in the critical region and therefore indicates that scores of groups A and B did come from 

different distributions at the 5 percent significance level.   

 Now that the test used to determine if there are significant differences in the perceptions of the 

groups has been explained, the results of the survey and the statistical test can be presented.  As with the 

statistical tests used, presenting the data gathered from question one is slightly more difficult than if 

parametric procedures had been used because the responses can not be shown as averages for each group.  

Instead, relative frequencies of the scores were calculated by tallying the respective scores and dividing 

by the total number of respondents.  This process was done for each of the five possible scores for each 

group across all of the issues.   

 The relative frequencies permit better comparison of the components of the overall responses 

than simple averages.  The reviewer can see what percentage of a given group responded with each of the 

five possible scores.  In this way outlying responses can be seen and used in the analysis. 

 Tables 3.6 through 3.17 summarize the responses to question one and the results of the Mann-

Whitney tests.  Each of the tables corresponds to a specific issue and provides a summary of the 

responses, a chart of the distribution of the responses, and statistical test scores across all four of the 

groups surveyed. 
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 Table 3.6 presents the survey results on lack of knowledge.  The relative frequencies of the 

survey scores and the corresponding charts below the data, show that pension fund managers did not feel 

Table 3.6 Lack of Knowledge - Response Frequencies and Test Scores 

Relative Frequency 
 

Score 
Pension  

Fund Mgrs. 
Inst. Asset  

Mgrs. 
RLI 

Broker/Mgrs. 
Other  

Broker/Mgrs. 
Very       

Important 
Issue 5 0.31 0.55 0.38 0.69 

 4 0.50 0.36 0.38 0.31 
 3 0.10 0.00 0.18 0.00 
 2 0.07 0.09 0.04 0.00 
Not a Factor 1 0.02 0.00 0.01 0.00 

Pension Fund
Mgrs.

Inst. Asset
Mgrs.

RLI
Broker/Mgrs.

Other
Broker/Mgrs.

5

4

3

2

1

Score

 
     
Mann-Whitney Test Scores     
 Pension 

Fund 
Mgrs. 

Inst. 
Asset 
Mgrs. 

RLI 
Broker/
Mgrs. 

Other 
Broker/
Mgrs. 

 Pension Fund Mgrs.     
 Inst. Asset Mgrs. -1.42    
 RLI Broker/Mgrs. -0.45 1.26   
 Other Broker/Mgrs. *-2.69 -0.59 *-2.34  
       * Value of the test statistic falls in the rejection region at the 5% significance level. 
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that this was as important of an issue as some of the other groups did.  The importance that each group 

placed on the issue can be seen by comparing the relative frequencies for the various scores across the 

groups.  Institutional asset managers and Other broker/managers responded heavily with a score of 5 with 

relative frequencies of 0.55 and 0.69 respectively.  This means that 55 percent of the asset managers and 

69 percent of the Other broker/managers marked a score of 5 for this issue.  The pension fund managers 

and the RLI broker/managers responded heavily with scores of 5 and 4 but not as heavily with scores of 5 

as the other two groups.   

 Determining the relative importance that each group placed on an issue is difficult when only 

relative frequencies are analyzed.  This process is made more systematic by using the Mann-Whitney test 

mentioned above.  With this test, one can determine if the responses are significantly different as well as 

the direction of the difference.  For example, one of the Mann-Whitney test scores given in Table 3.6 is a 

score for the comparison between pension fund managers and Other broker/manager responses.  It has a 

value of -2.69 which means that the distributions of the two sets of responses are significantly different at 

the 5 percent significance level. 

 Scores that indicate a significant difference at the 5 percent significance level are marked with an 

asterisk (*) in all the tables.  The test scores that are greater than 1.96 and less than -1.96 fall in the 

critical area at the 5 percent significance level.  A 5 percent significance level means that if the 

populations of the two distributions are the same, then there is a 5 percent chance that the test, which 

uses samples from these populations, would indicate that the distributions are different.  Other 

significance levels and corresponding critical values can be found in tables on normal distributions.  Two 

of the other popular significance levels are 1 and 10 percent which have critical values of ±2.58 and 

±1.65 respectively.  Lower significance levels indicate a more powerful test conclusion because there is 

less chance of error. 

 Referring to the example at hand, the score of -2.69 between pension fund and institutional asset 

managers also shows the direction of the difference between the scores of the two groups.  A negative 

score indicates that the group listed on top of the Mann-Whitney test score table has a lower distribution 

than the group being compared to on the side of the table.  On the other hand, a positive score indicates 
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that the group listed on top of the table has a higher distribution than the group being compared to on the 

side of the table.  In this case, pension fund managers are shown to have a lower distribution of scores 

relative to Other broker/managers.  This result is similar to stating that pension fund managers have 

lower average score for this issue compared to Other broker/managers.  The finding that pension fund 

managers' scores are lower than Other broker/managers' scores on lack of knowledge are supported by the 

frequency distributions shown at the top of Table 3.6.  

 It should be emphasized that even though the scores on lack of knowledge varied between the 

groups, the scores indicated that lack of knowledge is a very important issue according to all the groups.  

This item had by far the highest overall scores of all the issues presented.  These findings are supported 

by responses to the other questions in the survey that also indicated that lack of knowledge is an 

important issue.  These results indicate that more needs to be done in the way of educating institutional 

investors about farmland investments. 

 There are only two significant differences in scores on lack of knowledge as shown at the bottom 

of Table 3.6.  The one difference that was mentioned previously was the comparison between pension 

fund manager and Other broker/manager responses.  The Mann-Whitney test score for this comparison 

was -2.69 which is significant even at the 1 percent level.  The other difference is between the RLI 

broker/managers and the Other broker/managers.  This difference is surprising because these two groups 

are presumed to be about the same.  However, as stated in the section on group selection, the Other 

broker/managers are known to have worked with institutional investors in the past while the RLI group 

was a sample from real estate brokers across the country who might not have had the same experience 

with institutional investors.  As is evident in the data presented later, the responses of RLI 

broker/managers frequently differed from those of institutional asset managers and Other 

broker/managers. 

 The relatively high scores of institutional asset managers and Other broker/managers on lack of 

knowledge may indicate that these groups feel the issue is more important than pension fund managers 

do.  As a result of this difference the asset managers and Other broker/managers may be focusing too 

much on this problem.  However, these small differences in perceptions on lack of knowledge are 
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overshadowed by the fact that the overall scores on this issue were higher than the scores on any other 

issue.  Therefore, more emphasis should be placed on informing institutional investors about farmland 

investments. 

 Table 3.7 shows the survey results on lack of return data.  The relative frequencies of the survey 

scores and the corresponding charts below the data show that this is a fairly important issue to 

institutional investors as perceived by all the groups.  However, there is a noticeable difference between 

the distributions of pension fund manager responses and the responses of the other groups.  Pension fund 

respondents felt that lack of return data was a more important issue than some of the other groups did 

which can be seen in the pension fund group's high relative frequencies at the scores of 5 and 4.  Thirty-

one and 41 percent of the pension fund respondents marked a score of 5 and 4 respectively which are 

higher frequencies than any of the other groups for these scores. 

 The differences in perceptions on lack of return data are further supported by the results of the 

Mann-Whitney test that are also shown in Table 3.7.  The test score for the comparison between pension 

fund managers and RLI broker/managers shows that their responses are significantly different and that 

pension fund manager responses were higher than those of the RLI broker/managers.  The scores 

between pension fund managers and the other two groups also show that there are differences between 

the perceptions of pension fund managers and these groups but only at the 10 percent significance level.  

The fact that scores between pension fund managers and both institutional asset managers and Other 

broker/managers are positive, means that pension fund manager responses were higher than the other 

groups' responses.   
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Table 3.7 Lack of Return Data - Response Frequencies and Test Scores 

Relative Frequency 
 

Score 
Pension  

Fund Mgrs. 
Inst. Asset  

Mgrs. 
RLI 

Broker/Mgrs. 
Other  

Broker/Mgrs. 
Very       

Important 
Issue 5 0.31 0.09 0.13 0.23 

 4 0.41 0.36 0.35 0.15 
 3 0.24 0.45 0.33 0.46 
 2 0.03 0.00 0.13 0.08 
Not a Factor 1 0.00 0.09 0.06 0.08 

Pension Fund
Mgrs.

Inst. Asset
Mgrs.

RLI
Broker/Mgrs.

Other
Broker/Mgrs.

5

4

3

2

1

Score

 
     
Mann-Whitney Test Scores     
 Pension 

Fund 
Mgrs. 

Inst. 
Asset 
Mgrs. 

RLI 
Broker/
Mgrs. 

Other 
Broker/
Mgrs. 

 Pension Fund Mgrs.     
 Inst. Asset Mgrs. 1.96    
 RLI Broker/Mgrs. *3.56 0.06   
 Other Broker/Mgrs. 1.86 0.09 -0.02  
       * Value of the test statistic falls in the rejection region at the 5% significance level. 
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 The test scores and the frequency distributions show that pension fund respondents felt the lack 

of return data was a more important issue than the other groups did.  This factor may be a result of the 

lack of knowledge because pension fund respondents may not know of the sources of return data that are 

available.  The other groups surveyed may know of these sources and therefore they did not feel that this 

was as important of an issue.  The overall finding that pension fund managers feel that this is an 

important issue indicates that more sources of reliable return data are needed and more importantly 

potential farmland investors should be made aware of these data sources.   

 Table 3.8 shows the survey results on short term liquidity problems.  This issue concerns the 

time that it takes to find a buyer for a farmland investment.  The data shows that there were mixed 

responses to this issue.  The responses of pension fund managers were spread fairly evenly across all five 

scores with a bulk of the responses in the mid-range.  The distributions of the scores given by the asset 

managers were very similar to those given by the pension fund managers as shown by the low Mann-

Whitney test score of 0.03.   

 Both of the broker/manager groups thought that short term liquidity problems was more 

important than the other groups did.  Once again the responses of the RLI broker/manager group were the 

most different from the other groups as shown by the test scores between their group and the pension 

fund and institutional asset managers.  This finding may be a result of their lack of experience in 

institutional investment as previously stated.  One of the reasons that both of the broker/manager groups 

felt that short term liquidity problems is an important issue may be due to their role as brokers trying to 

make sales on property quickly.  Their experiences may lead them to believe that this is an important 

issue.   

 The implications of the findings on short term liquidity problems are that there may be too much 

emphasis placed on short term liquidity.  Pension fund managers feel that it is an issue, but not an 

extremely important one.  Institutional asset managers seem to be in-tune with institutional investors on 

this issue but broker/managers may be placing to much emphasis on liquidity. 
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 Table 3.9 shows the survey results on long term liquidity problems.  Unlike the previous issue, 

this one deals with the length of time that an investor must commit to the farmland investment.  This 

Table 3.8 Short Term Liquidity Problems - Response Frequencies and Test Scores 

Relative Frequency 
 

Score 
Pension  

Fund Mgrs. 
Inst. Asset  

Mgrs. 
RLI 

Broker/Mgrs. 
Other  

Broker/Mgrs. 
Very       

Important 
Issue 5 0.19 0.09 0.44 0.15 

 4 0.16 0.18 0.32 0.46 
 3 0.29 0.36 0.11 0.23 
 2 0.19 0.36 0.06 0.15 
Not a Factor 1 0.17 0.00 0.06 0.00 

Pension Fund
Mgrs.

Inst. Asset
Mgrs.

RLI
Broker/Mgrs.

Other
Broker/Mgrs.

5

4

3

2

1

Score

 
     
Mann-Whitney Test Scores     
 Pension 

Fund 
Mgrs. 

Inst. 
Asset 
Mgrs. 

RLI 
Broker/
Mgrs. 

Other 
Broker/
Mgrs. 

 Pension Fund Mgrs.     
 Inst. Asset Mgrs. 0.03    
 RLI Broker/Mgrs. *-4.48 *-2.92   
 Other Broker/Mgrs. -1.56 -1.54 1.74  
       * Value of the test statistic falls in the rejection region at the 5% significance level. 
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length of commitment is a result of farmland's long term investment nature.  The relative frequencies and 

corresponding charts show that pension fund respondents feel that this is a more important issue than 

asset managers do.  The pension fund manager frequencies were higher for both the scores of 5 and 4 

than institutional asset manager frequencies were.  Twenty-six and 17 percent of the pension fund 

respondents marked the scores of 5 and 4 respectfully compared to 9 and 18 percent of the asset 

managers for the same scores.  These results may indicate that pension fund managers feel that long term 

liquidity problems is more important than asset managers do.  However, the Mann-Whitney test scores do 

not indicate a highly significant difference between the distribution of the scores of these two groups.   

 The distribution of responses of the Other broker/manager group is fairly close to those of the 

pension fund managers while the distribution of RLI broker/manager responses is much higher than any 

of the other groups.  These findings are supported by the Mann-Whitney test scores that show a close 

relationship between the pension fund manager and Other broker/manager responses and a wide 

difference between the responses of the RLI group and the other groups. 

 The important findings from the responses to long term liquidity problems are that pension fund 

respondents and broker/managers see this as a fairly important issue while asset managers do not.  

Institutional asset managers may need to become more aware of long term liquidity problems and how 

important it is to institutional investors in order to cope with the investors' concerns. 
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Table 3.9 Long Term Liquidity Problems - Response Frequencies and Test Scores 

Relative Frequency 
 

Score 
Pension  

Fund Mgrs. 
Inst. Asset  

Mgrs. 
RLI 

Broker/Mgrs. 
Other  

Broker/Mgrs. 
Very       

Important 
Issue 5 0.26 0.09 0.41 0.00 

 4 0.17 0.18 0.20 0.54 
 3 0.28 0.18 0.28 0.23 
 2 0.22 0.45 0.07 0.15 
Not a Factor 1 0.07 0.09 0.04 0.08 

Pension Fund
Mgrs.

Inst. Asset
Mgrs.

RLI
Broker/Mgrs.

Other
Broker/Mgrs.

5

4

3

2

1

Score

 
     
Mann-Whitney Test Scores     
 Pension 

Fund 
Mgrs. 

Inst. 
Asset 
Mgrs. 

RLI 
Broker/
Mgrs. 

Other 
Broker/
Mgrs. 

 Pension Fund Mgrs.     
 Inst. Asset Mgrs. 1.48    
 RLI Broker/Mgrs. *-2.60 *-2.90   
 Other Broker/Mgrs. 0.20 -1.21 *2.01  
       * Value of the test statistic falls in the rejection region at the 5% significance level. 
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 Table 3.10 presents the survey results on returns are risky.  This issue is based on the problem 

that institutional investors may perceive that returns to farmland are riskier than the returns to other 

investments.  The high frequencies for the scores of 5 and 4 for all the groups show that this is a fairly 

important issue.   

 The response distributions for returns are risky are distributed very similarly as shown by the 

frequency distributions and the Mann-Whitney test scores in Table 3.10.  The test scores are all at very 

low levels which indicate that the distributions are similar. 

 Overall, the data shown in Table 3.10 indicate that the perceptions across the groups about the 

importance of returns are risky are correct.  The three groups besides pension fund managers involved in 

the institutional farmland investment process seem to understand the investors' feelings toward this issue.  

Therefore they should be able to help institutional investors deal with this issue.  Because the issue was 

found to be fairly important to investors, others involved in the process should help investors understand 

how the risks associated with farmland investment can be offset or lowered. 

 Table 3.11 shows the survey results for lack of a solid index.  This issue is based on the problem 

that, unlike many other investments, there is no index that can be used to analyze farmland returns.  The 

lack of a solid index issue is similar to the lack of return data issue which was discussed previously.  The 

importance that the four survey groups placed on lack of a solid index was nearly the same as the 

importance they placed on lack of return data.  In this case, however, there were not as many 

discrepancies across the groups as there were on lack of return data issue.  The response frequency 

distributions were fairly equal across all the four groups for lack of a return index.   

 The Mann-Whitney test scores also show that there was little discrepancy between the 

distributions of the scores across all four groups.  None of the test scores were significant at the 5 or 10 

percent levels. 
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Table 3.10 Returns are Risky - Response Frequencies and Test Scores 

Relative Frequency 
 

Score 
Pension  

Fund Mgrs. 
Inst. Asset  

Mgrs. 
RLI 

Broker/Mgrs. 
Other  

Broker/Mgrs. 
Very       

Important 
Issue 5 0.28 0.27 0.39 0.15 

 4 0.22 0.45 0.20 0.54 

 3 0.45 0.18 0.26 0.15 

 2 0.05 0.00 0.10 0.00 

Not a Factor 1 0.00 0.09 0.06 0.15 

Pension Fund
Mgrs.

Inst. Asset
Mgrs.

RLI
Broker/Mgrs.

Other
Broker/Mgrs.

5

4

3

2

1

Score

 
     
Mann-Whitney Test Scores     
 Pension 

Fund 
Mgrs. 

Inst. 
Asset 
Mgrs. 

RLI 
Broker/
Mgrs. 

Other 
Broker/
Mgrs. 

 Pension Fund Mgrs.     
 Inst. Asset Mgrs. -0.70    
 RLI Broker/Mgrs. -0.61 0.08   
 Other Broker/Mgrs. -0.05 0.56 0.62  
       * Value of the test statistic falls in the rejection region at the 5% significance level. 
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Table 3.11 Lack of a Solid Index - Response Frequencies and Test Scores 

Relative Frequency 
 

Score 
Pension  

Fund Mgrs. 
Inst. Asset  

Mgrs. 
RLI 

Broker/Mgrs. 
Other  

Broker/Mgrs. 
Very       

Important 
Issue 5 0.26 0.09 0.20 0.15 

 4 0.21 0.18 0.34 0.46 
 3 0.34 0.55 0.23 0.15 
 2 0.17 0.18 0.10 0.23 
Not a Factor 1 0.02 0.00 0.13 0.00 

Pension Fund
Mgrs.

Inst. Asset
Mgrs.

RLI
Broker/Mgrs.

Other
Broker/Mgrs.

5

4

3

2

1

Score

 
     
Mann-Whitney Test Scores     
 Pension 

Fund 
Mgrs. 

Inst. 
Asset 
Mgrs. 

RLI 
Broker/
Mgrs. 

Other 
Broker/
Mgrs. 

 Pension Fund Mgrs.     
 Inst. Asset Mgrs. 0.97    
 RLI Broker/Mgrs. 0.24 -0.95   
 Other Broker/Mgrs. -0.09 -1.00 -0.25  
       * Value of the test statistic falls in the rejection region at the 5% significance level. 
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 The responses to lack of a solid index indicate that it is also a fairly important issue and that asset 

managers and broker/managers generally know how important this issue is to institutional investors.  

This finding is supported by the recent actions of many of the institutional asset managers surveyed who 

are currently in the process of creating an index of farmland returns based on the farmland that they 

manage.  This index referred to as the NCREIF/Russell Farmland Index, was briefly described in Chapter 

Two. 

 Table 3.12 shows the survey results for valuation problems.  These results are quite surprising 

because the responses of the pension fund managers differ so dramatically from those of the other four 

groups.  These differences can be seen clearly in the frequency distributions and the corresponding charts 

given in Table 3.12.  A much higher percentage of the pension fund respondents marked scores of 5 and 

4 than did the respondents in the other groups.  Thirty-one percent of the pension fund respondents 

marked a score of 5 which indicates that valuation problems is a very important issue.   

 The differences in responses to valuation problems are supported by the Mann-Whitney test 

scores also given in Table 3.12.  The first column of the test scores shows that the distributions of the 

scores from the other groups are all significantly different from those of the pension fund managers at the 

5 percent level.  They also show the direction of the difference.  Because all the values are positive, the 

test scores indicate that the pension fund manager distributions are higher than the asset manager, RLI 

broker/manager, and Other broker/manager response distributions. 

 The results of the survey indicate that asset managers and broker/managers need to be more 

aware of the concerns that institutional investors have about determining the value of farmland during the 

investment period.  Changes may need to be made to the appraisal process to meet the needs of the 

institutional investors.  The differences in responses on this issue were more dramatic than on any other 

issue analyzed and therefore this is an issue that should be analyzed further by the participants in the 

farmland investment process. 
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Table 3.12 Valuation Problems - Response Frequencies and Test Scores 

Relative Frequency 
 

Score 
Pension  

Fund Mgrs. 
Inst. Asset  

Mgrs. 
RLI 

Broker/Mgrs. 
Other  

Broker/Mgrs. 
Very       

Important 
Issue 5 0.31 0.00 0.09 0.08 

 4 0.16 0.36 0.17 0.23 
 3 0.38 0.18 0.24 0.15 
 2 0.14 0.27 0.24 0.38 
Not a Factor 1 0.02 0.18 0.26 0.15 

Pension Fund
Mgrs.

Inst. Asset
Mgrs.

RLI
Broker/Mgrs.

Other
Broker/Mgrs.

5

4

3

2

1

Score

 
     
Mann-Whitney Test Scores     
 Pension 

Fund 
Mgrs. 

Inst. 
Asset 
Mgrs. 

RLI 
Broker/
Mgrs. 

Other 
Broker/
Mgrs. 

 Pension Fund Mgrs.     
 Inst. Asset Mgrs. *2.06    
 RLI Broker/Mgrs. *4.46 0.45   
 Other Broker/Mgrs. *2.40 0.12 0.31  
       * Value of the test statistic falls in the rejection region at the 5% significance level. 
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 Table 3.13 presents the survey responses for low returns.  This issue deals with the perception 

that returns to farmland may be low compared to other investments.  The results show that low returns is 

a fairly important issue to all the groups but that there are some significant differences between the 

distributions of the various group responses.  The response frequency distributions for the asset managers 

and RLI broker/managers were higher than the distributions for the pension fund managers and the Other 

broker/managers. 

 The Mann-Whitney test scores given in Table 3.13 also show that there is a significant difference 

between the scores of some of the groups.  The asset manager and RLI broker/manager scores were 

significantly different from the pension fund manager scores at the 10 and 1 percent significance levels 

respectfully.  Another surprising difference is evident between the asset manager scores and the Other 

broker/managers.  For most of the issues these two groups have had similar responses but in this case the 

broker/managers scored the issue lower than the asset managers did. 

 The implication of the results on low returns may be that asset managers are focusing too heavily 

on it.  Pension fund managers do not seem to be as concerned with low returns as asset managers.   

 Table 3.14 shows the survey results for loss of control due to the need for external management.  

As was explained in the survey, this issue can arise when institutional investors, who do not have 

experience in managing farmland, have to obtain the services of an external manager to manage their 

farmland holdings.  When they use an external manager, investors may feel that they do not have as much 

control over the investment decisions as they do with their other investments. 

 The frequencies shown in Table 3.14 indicate that this is not a very important issue to the 

pension fund respondents who had the lowest distribution of scores of all four of the groups.  The 

frequencies and corresponding charts also show that asset managers had nearly the same response 

distributions as the pension fund managers and that both of the broker/manager groups had higher 

distributions than the pension fund managers. 
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Table 3.13 Low Returns - Response Frequencies and Test Scores 

Relative Frequency 
 

Score 
Pension  

Fund Mgrs. 
Inst. Asset  

Mgrs. 
RLI 

Broker/Mgrs. 
Other  

Broker/Mgrs. 
Very       

Important 
Issue 5 0.24 0.36 0.41 0.08 

 4 0.19 0.36 0.32 0.31 
 3 0.41 0.27 0.17 0.46 
 2 0.12 0.00 0.04 0.15 
Not a Factor 1 0.03 0.00 0.06 0.00 

Pension Fund
Mgrs.

Inst. Asset
Mgrs.

RLI
Broker/Mgrs.

Other
Broker/Mgrs.

5

4

3

2

1

Score

 
     
Mann-Whitney Test Scores     
 Pension 

Fund 
Mgrs. 

Inst. 
Asset 
Mgrs. 

RLI 
Broker/
Mgrs. 

Other 
Broker/
Mgrs. 

 Pension Fund Mgrs.     
 Inst. Asset Mgrs. -1.75    
 RLI Broker/Mgrs. *-2.96 -0.08   
 Other Broker/Mgrs. 0.55 *2.04 *2.56  
       * Value of the test statistic falls in the rejection region at the 5% significance level. 
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Table 3.14 Loss of Control due to the Need for External Management - Response Frequencies 
and Test Scores 

Relative Frequency 
 

Score 
Pension  

Fund Mgrs. 
Inst. Asset  

Mgrs. 
RLI 

Broker/Mgrs. 
Other  

Broker/Mgrs. 
Very       

Important 
Issue 5 0.09 0.09 0.36 0.00 

 4 0.12 0.18 0.31 0.54 
 3 0.28 0.36 0.19 0.08 
 2 0.26 0.18 0.07 0.38 
Not a Factor 1 0.26 0.18 0.07 0.00 

Pension Fund
Mgrs.

Inst. Asset
Mgrs.

RLI
Broker/Mgrs.

Other
Broker/Mgrs.

5

4

3

2

1

Score

 
     
Mann-Whitney Test Scores     
 Pension 

Fund 
Mgrs. 

Inst. 
Asset 
Mgrs. 

RLI 
Broker/
Mgrs. 

Other 
Broker/
Mgrs. 

 Pension Fund Mgrs.     
 Inst. Asset Mgrs. -0.80    
 RLI Broker/Mgrs. *-5.45 *-2.47   
 Other Broker/Mgrs. -1.83 -0.76 *2.11  
       * Value of the test statistic falls in the rejection region at the 5% significance level. 
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 The Mann-Whitney test scores shown at the bottom of Table 3.14 also indicate the similarities 

and differences in the distribution of the responses for loss of control due to the need for external 

management.  The low score between the pension fund managers and the institutional asset managers 

shows that the asset managers are in-tune with the institutional investors' concerns on this issue.  The 

high scores between the RLI broker/managers and all the other groups indicates that they are not in-tune 

with investors on this issue.  The Mann-Whitney test score of -1.83 between the pension fund manager 

and the Other broker/manager groups indicates that there is a significant difference between the 

responses of these two groups at the 10 percent significance level and the negative direction of this score 

indicates that the scores of the Other broker/managers are higher than the pension fund manager scores. 

 The implications of the results on loss of control due to the need for external management are as 

follows.  First, institutional asset managers are in-tune with the concerns of institutional investors on this 

issue and therefore the asset managers should be able to deal with these concerns effectively.  Second, 

both of the broker/manager groups think that the management issue is important but this may be because 

they are not in direct contact with the investors during the farmland investment process.  This lack of 

contact may give broker/managers the perception that there is a loss of control on the part of the investors 

when external management is used. 

 Table 3.15 presents the survey results for transaction costs.  This issue deals with the costs of 

buying and selling farmland and how these costs could make it less attractive than other investments such 

as stocks and bonds.  The frequency distributions shown in Table 3.15 indicate that this is a moderately 

important issue to pension fund respondents.  The issue is seen as slightly more important by the asset 

managers and slightly less important by broker/managers compared to the pension fund respondents.  The 

score distributions also show a wide difference between the asset manager and the other/broker manager 

groups. 
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 The findings from the review of the frequency distributions are supported by the Mann-Whitney 

test scores shown on the bottom of Table 3.15.  The scores show that the only significant difference 

Table 3.15 Transaction Costs - Response Frequencies and Test Scores 

Relative Frequency 
 

Score 
Pension  

Fund Mgrs. 
Inst. Asset  

Mgrs. 
RLI 

Broker/Mgrs. 
Other  

Broker/Mgrs. 
Very       

Important 
Issue 5 0.12 0.18 0.05 0.00 

 4 0.21 0.18 0.22 0.08 
 3 0.28 0.45 0.26 0.38 
 2 0.24 0.09 0.26 0.31 
Not a Factor 1 0.16 0.09 0.22 0.23 

Pension Fund
Mgrs.

Inst. Asset
Mgrs.

RLI
Broker/Mgrs.

Other
Broker/Mgrs.

5

4

3

2

1

Score

 
     
Mann-Whitney Test Scores     
 Pension 

Fund 
Mgrs. 

Inst. 
Asset 
Mgrs. 

RLI 
Broker/
Mgrs. 

Other 
Broker/
Mgrs. 

 Pension Fund Mgrs.     
 Inst. Asset Mgrs. -0.93    
 RLI Broker/Mgrs. 1.22 1.61   
 Other Broker/Mgrs. 1.52 *2.03 0.84  
       * Value of the test statistic falls in the rejection region at the 5% significance level. 
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between the scores of the groups occurred between asset manager and Other broker/manager groups.  

The reason for this difference may be that asset managers have heard concerns about the high costs of 

farmland transactions as they have worked with institutional investors while brokers who are not in direct 

contact with investors have not heard these concerns.  The relatively low response scores of both of the 

broker/manager groups may also be due to the fact that the transaction costs are how real estate brokers 

make their incomes and therefore they are less likely to indicate that high transaction costs are an 

important issue to investors. 

 High farmland transaction costs and liquidity problems are often cited as reason for the need for 

real estate investment trusts (REIT's) in farmland.  As was shown in the survey results, both transaction 

costs and the liquidity issues are moderately important issues to institutional investors that may support 

the need for REIT's in farmland.  Investors could buy and sell shares of a farmland REIT similar to shares 

of a stock mutual fund.  A REIT may lower transactions costs and provide liquidity for a farmland 

investment when shares in a REIT are non-differentiable and actively traded. 

 Table 3.16 presents the survey results for setting the market.  This issue could arise if an investor 

felt that a large investment in the farmland market could influence the market price for farmland.  This 

can become an issue when institutional investors allocate large sums of money into farmland investments 

and therefore have the potential to influence the farmland market in a given area with their purchases.   

 The relative frequencies shown in Table 3.16 show that setting the market is relatively low in 

importance to pension fund respondents and the other groups.  The one difference between the responses 

of the groups that can be noticed is the relatively high scores of the institutional asset managers compared 

to the other groups. 
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Table 3.16 Setting the Market - Response Frequencies and Test Scores 

Relative Frequency 
 

Score 
Pension  

Fund Mgrs. 
Inst. Asset  

Mgrs. 
RLI 

Broker/Mgrs. 
Other  

Broker/Mgrs. 
Very       

Important 
Issue 5 0.05 0.00 0.04 0.00 

 4 0.07 0.27 0.05 0.15 

 3 0.31 0.36 0.25 0.15 

 2 0.40 0.27 0.35 0.31 

Not a Factor 1 0.17 0.09 0.31 0.38 

Pension Fund
Mgrs.

Inst. Asset
Mgrs.

RLI
Broker/Mgrs.

Other
Broker/Mgrs.

5

4

3

2

1

Score

 
     
Mann-Whitney Test Scores     
 Pension 

Fund 
Mgrs. 

Inst. 
Asset 
Mgrs. 

RLI 
Broker/
Mgrs. 

Other 
Broker/
Mgrs. 

 Pension Fund Mgrs.     
 Inst. Asset Mgrs. -1.33    
 RLI Broker/Mgrs. 1.64 *2.09   
 Other Broker/Mgrs. 1.18 1.68 0.31  
       * Value of the test statistic falls in the rejection region at the 5% significance level. 
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 The Mann-Whitney test scores in Table 3.16 show that the only significant difference between 

the response distributions at the 5 percent level was between the asset managers and the RLI 

broker/managers.  The asset managers feel this issue is more important than the RLI broker/managers do 

as shown by the positive test score. 

 The results on setting the market indicate that the issue does not seem to be that important and 

that asset managers may be too concerned about this issue.  However, the findings on the differences 

between the scores of the pension fund managers and the asset managers are not very conclusive in that 

the difference was found to be insignificant even at the 10 percent level.   

 Overall, setting the market was scored very low compared to the other issues analyzed.  It had a 

lower overall distribution of scores than any of the other issues, except the competition factor issue. 

 Table 3.17 shows the results for the last issue presented in survey which was the competition 

factor.  The competition factor may become an issue when an institutional investor does not wish to 

compete with farmers for land.  The frequency distributions for this issue shown on the top of Table 3.17 

indicate that this is not a very important issue as perceived by all the groups surveyed.  At least 60 

percent of the respondents in each group marked scores of 2 or 1 for this issue which indicates that it is 

nearly not a factor to investors.  This issue had the lowest distribution of scores of any of the issues 

analyzed from the survey.  The Mann-Whitney test scores shown at the bottom of Table 3.17 indicate 

that the distributions of the scores were not significantly different across all the groups on competition 

factor. 
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Table 3.17 Competition Factor - Response Frequencies and Test Scores 

Relative Frequency 
 

Score 
Pension  

Fund Mgrs. 
Inst. Asset  

Mgrs. 
RLI 

Broker/Mgrs. 
Other  

Broker/Mgrs. 
Very       

Important 
Issue 5 0.07 0.00 0.05 0.00 

 4 0.07 0.09 0.06 0.00 
 3 0.21 0.27 0.19 0.15 
 2 0.29 0.55 0.19 0.62 
Not a Factor 1 0.36 0.09 0.50 0.23 

Pension Fund
Mgrs.

Inst. Asset
Mgrs.

RLI
Broker/Mgrs.

Other
Broker/Mgrs.

5

4

3

2

1

Score

 
     
Mann-Whitney Test Scores     
 Pension 

Fund 
Mgrs. 

Inst. 
Asset 
Mgrs. 

RLI 
Broker/
Mgrs. 

Other 
Broker/
Mgrs. 

 Pension Fund Mgrs.     
 Inst. Asset Mgrs. -0.90    
 RLI Broker/Mgrs. 1.24 1.66   
 Other Broker/Mgrs. 0.34 1.37 -0.56  
       * Value of the test statistic falls in the rejection region at the 5% significance level. 
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 There are several major findings that can be drawn from the analysis of the responses to the 

issues presented in question one of the survey.  The first eight issues that were analyzed seem to be fairly 

important to institutional investors.  Some of the most important of these are lack of knowledge, lack of 

return data, returns are risky, valuation problems, lack of a solid index, and low returns.  Lack of 

knowledge and lack of return data had the two highest score distributions.   

 There were two issues that had dramatic differences in responses between pension fund 

respondents and the other groups.  On both the lack of return data and valuation problems issues, 

pension fund managers scored significantly higher than the other groups did.  This finding indicates that 

these issues are not considered as important by the other groups in the survey as they are by the pension 

fund respondents.  Asset managers and the broker/managers need to realign their perceptions on these 

issues in order to meet the needs and concerns of institutional investors. 

 There were several trends in the responses.  First, the institutional asset managers' responses 

were fairly close to the responses of the pension fund managers on most issues except for a few notable 

exceptions stated above.  As was stated earlier, this may be a result of the close relationship between 

these two groups.  Second, the scores of both of the broker/manager groups were significantly different 

from the scores of pension fund managers on some of the issues.  This may be a result of their position in 

the investment process which is away from institutional investors and therefore they may not be in-touch 

with some of the investors' concerns.   

3.4.2  Question Two - Additional Factors that Make Farmland Investments Unattractive 

 The responses to question two were fairly similar across all four groups.  The most common 

responses are shown in Table 3.18.  Some of the responses were issues repeated from question one which 

indicates that these are important factors that need to be dealt with to make farmland more attractive to 

institutional investors.  The lack of knowledge and lack of historical data problems were mentioned 

frequently by those surveyed.  The survey indicated that the lack of knowledge and unfamiliarity on the 

part of institutional investors about farmland investments and agriculture in general are the major barriers 
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preventing investors from considering farmland investments.  The responses to question three, covered in 

the next section, give some solutions to these problems. 

 Many of the responses given to question two were not covered in the issues presented in question 

one and therefore provide some additional reasons for the low level of investment in farmland.  Concerns 

were frequently mentioned over changes in environmental regulations that affect agricultural production.  

New regulations may affect production costs and the liability of farm owners which will directly affect 

the value of farmland.  Investors will continue to be cautious about environmental issues when they look 

at farmland investment as public concern about these issues grows.  Institutional asset managers and farm 

real estate broker/managers must also be aware of these issues as they work with investors in the 

investment process. 

 Concerns over government intervention into agriculture and the uncertainties about government 

programs were also raised as additional reasons for low investment.  Some investors are uneasy about 

how government farm program changes will affect the value of prospective farmland investments.  Asset 

managers and real estate broker/managers also stated that uncertainties about the future of farm 

programs, as well as stipulations such as government program payment limits in the current federal farm 

program, have made farmland investments unattractive to institutional investors.   

 Asset managers and both groups of farm real estate broker/managers pointed toward the 

publicized losses of the "Farm Crisis" and the perception that the farm sector is still struggling as 

Table 3.18 Summary of Overall Responses to Question Two - Additional Factors that 
Make Investment in Farmland Unattractive to Institutional Investors 

• Lack of knowledge and unfamiliarity 

• Environmental concerns 

• Government intervention into agriculture 
and the uncertainties about government 
programs 

• Publicized losses of the "Farm Crisis" 

 

• Weather and commodity market risks 

• Lack of historical data on farmland 
returns 

• Small size of farmland market and the 
small size of individual tracts available 
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additional deterrents to institutional investment.  Many respondents claimed that the press is blame for 

this perception because it focuses on the stories of financially stressed family farms and weather related 

disasters that affect farmers.  No matter who is to blame for this perception, many investors will not 

consider farmland investments until they believe the farm economy has turned around.  This is tied to the 

lack of knowledge and data problems.  Potential investors should be shown how the farm economy has 

turned around through the use of concrete data.  

 Other factors raised were weather and commodity market risks associated with farm production.  

These risks are factors in an investment decision but their importance depends on the type of lease and 

diversification in farm holdings that an investor has.  As explained in Chapter Two, if an investor cash 

leases its property, the investor's returns will not likely be affected by short term weather changes or 

commodity price fluctuations.  Other lease or farm operation agreements may provide more risk for the 

investor but they also offer chances for higher returns and the risk may be offset through geographical 

and crop diversification.   

 Many investors surveyed perceived that farmland investment meant that an investor would 

actually be running a farm business.  This may be the case, for example, when an investor hires someone 

to custom farm its operation.  However, most non-farm investors choose to lease their property to a farm 

operator under a cash or share rent agreement.  Both the perceptions about farm operation and taking on 

weather and commodity price risks can be dealt with by educating investors about agriculture and how 

their farmland investments could be arranged. 

 Another factor the makes farmland investments unattractive that was mentioned by all the groups 

was the relatively small size of the farmland market and the small size of individual tracts available.  This 

is a problem for large institutional investors who want to allocate a significant portion of their holdings to 

farmland.  It may take many transactions in order to acquire the desired amount of farm property.  The 

cost and the management time required to make these transactions may make farmland investments 

prohibitive.  Investors, asset managers, and farm real estate broker/managers may need to work together 

to make large purchases feasible and costs effective for all the parties involved.   
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 Besides the issues mentioned above which were raised by all four groups in question two, several 

distinct issues were raised by pension fund respondents.  First, pension fund managers seemed to stress 

the need for more historical data.  Before they make an investment decision they are going to want 

accurate historical data on farmland returns.  It may be the responsibility of the other players in the 

investment process to provide this information because many investors do not believe farmland is worth 

analyzing due to its poor perceived track record.  It may also be the responsibility of the research 

community to do more research in this area or make the results of previous studies know to investors. 

 Second, many pension fund managers asked for improved communication between themselves 

and asset managers.  They stressed the need for more investment advisors who understand farming and 

the needs of pension funds.  This finding shows that there is a need for additional asset manager services 

that can provide the funds with the desired service and information.  This finding may also indicate that 

pension fund managers would consider investing in farmland if they knew of an agricultural asset 

manager to deal with and if they had more information.   

 Finally, several pension fund managers stressed their concern about how their investment would 

affect farmers.  They did not want to compete with small farmers for land or go against the "politically 

sensitive" family farm.  There has been a shift in attitudes toward non-farm investment in agriculture.  

Many researchers now see non-farm investments as sources of equity for farms and a way for farmers to 

decrease debt (Fiske, Batte, and Lee).  Potential investors with concerns about how their investments will 

affect farmers should be informed about this shift in attitudes. 

3.4.3  Question Three - Mechanisms Needed to Make the Farmland Market More Attractive 

 The goal of question three was to find some solutions or ways to offset the factors that make 

farmland unattractive to institutional investors that were found in questions one and two.  However, 

many of the responses given were simply reversals of the issues stated in question one.  For example, if a 

respondent felt that the illiquidity of the farmland market made it unattractive, then he or she stated that 

providing liquidity would make it more attractive.  It was hoped that actual mechanisms would be found 
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to overcome the issues that make farmland unattractive to institutional investors.  In some cases these 

mechanisms were found but many problems were left unanswered. 

 The responses to this question varied somewhat between the groups and therefore three different 

tables are used to summarize the results of the question.  Table 3.19 summarizes the pension fund 

managers responses to question three.  Many pension fund respondents stressed the need for more 

information about farmland as an investment.  It seems as though pension fund managers would be more 

interested in investing in farmland if they had enough information to make a decision.  The respondents 

wanted more information and better communication with asset managers.  Part of the problem may be 

that they don't know of any asset managers who specialize in farmland.  Some of the pension fund 

managers indicated a need for asset managers who understand the needs of pension funds and the 

farmland market. 

 Pension fund respondents also stated that they wanted to see other institutional investors with 

successful track records in farmland before they would consider it as an investment.  This is referred to 

as the "herd mentality" by some respondents which may be a result of the investors' conservative nature 

and unwillingness to invest in unproven asset categories.  This trait indicates that those marketing 

farmland as an institutional investment should focus on the performance of the farmland portfolios held 

Table 3.19 Summary of Pension Fund Manager Responses to Question Three - 
Mechanisms Needed to Make the Farmland Market More Attractive to 
Institutional Investors 

• More marketing, education, and 
information about farmland as an 
investment 

• Farmland return index 

• Other institutional investors with 
successful track records in farmland 

• Active trade / liquidity in the market 

• Decrease transaction costs 

 

• Better communication with asset 
managers 

• Remove state ownership restrictions 

• Improved / standardized methods of 
measuring returns 

• Commingled funds like REIT's. 

• Larger tracts 
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by other institutional investors and not as much on the general benefits of the investment.  It also 

indicates that it may be difficult to get pension funds to invest in farmland for the first time and this may 

be a reason for the relatively low level of institutional investment in farmland. 

 Some pension fund respondents called for commingled funds in farmland like REIT's.  This 

preference is surprising because most institutional investor's farmland holdings are currently set up in 

separate rather than commingled accounts.  Commingled accounts are now used in farmland for small 

investors so that they can pool their funds together.  Commingled funds may offer investors more 

liquidity, better diversification, and less management than a fund that is held separately.  If commingled 

funds were used for institutional investors, they would have to be large enough to meet the needs of these 

large investors. 

 Pension fund managers also want more return information.  They specifically want standardized 

return information so that they can compare different individual farm investments as well as compare 

farmland investments to other investment classes.  Institutional investors are use to dealing with 

standardized return indexes and data on other more traditional asset classes like stocks and bonds.  They 

want to have this same type of standardization in farmland.  One can see the lack of standardization in 

farmland returns because there are numerous figures used to analyze these returns.  Cash rent, share 

rents, farm income, and figures on land appreciation are all used to analyze farmland returns which can 

make the assessment of farmland complicated. 

 The rest of the main issues mentioned by pension fund managers are reversals of the issues they 

stated in question two.  They would like to see lower transaction costs, better liquidity, removal of state 

ownership restrictions, and larger tracts.  The respondents did not give any mechanisms that would cause 

these changes.  These issues may be dealt with through negotiations between the parties involved in the 

investment process, education, initiating REIT's, or through other means. 

 Table 3.20 summarizes the institutional asset manager responses to question three.  The main 

mechanism mentioned by asset managers was a farmland return index.  Many of them specifically 

pointed to the NCREIF/Russell Farmland Index which is under development.  The respondents claim that 

the index, which is based on the performance of farmland investments managed for institutional clients, 
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will provide the investment community with a broad farmland return benchmark.  The respondents seem 

too focused on the index as a cure for the problems facing farmland investment.  There are other 

important issues that need to be dealt with as was shown in the responses of pension fund managers. 

 Educating institutional investors and providing information about farmland as an investment was 

also mentioned by asset managers.  They suggest seminars, tours, articles, and one on one discussions 

about farmland investments as mechanisms to inform investors.  One respondent suggested institutional 

investor academic forums to educate staff personnel and analysts, but he stresses that it should be 

marketing neutral.  Investors may be leery of farmland investments when they are proposed solely by 

brokers and managers because brokers and managers may have a vested interest in the investment. 

 Educating investors would also lower concerns about the lack of liquidity in the farmland market 

according to asset managers.  Asset managers believe that the liquidity of quality farmland should be 

demonstrated and compared to the liquidity in other real estate markets. 

 Asset managers generally seem to be in-touch with pension funds' needs.  Several of the asset 

managers remarked that published reports by institutional investors on their actual investment experience 

with their farmland holdings would encourage others to consider farmland investments.  This need was 

specifically mentioned by pension fund managers.  Asset managers may need to encourage their current 

Table 3.20 Summary of Institutional Asset Manager Responses to Question Three - 
Mechanisms Needed to Make the Farmland Market More Attractive to 
Institutional Investors 

• Farmland return index (NCREIF/Russell 
Farmland Index) 

• Unbiased academic reports on the risks 
and rewards of farmland investment 

• Published reports by institutional 
investors on their actual investment 
experience with their farmland portfolio 
and the reasons they chose to invest 

 

• Institutional investor academic forums to 
educate staff personnel and analysts about 
farmland as an investment 

• Demonstrate the liquidity of quality 
farmland 

• REIT's in farmland 
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institutional clients to publish such reports or talk with other investors about their farmland holdings in 

order to promote additional farmland investments.   

 Asset managers also see the need for more REIT's in farmland.  Asset managers may have to set 

up or sponsor such mechanisms in order to attract institutional investors to the farmland market.  Some 

managers already have such farmland trusts or partnerships, but as mentioned earlier, the trusts are 

mainly set up for individual investors. 

 Finally, asset managers would like to see unbiased academic reports on the risks and rewards of 

farmland investments.  As was shown in Chapter Two, there have been many articles in both the 

academic and popular press about investing in farmland.  Pension fund and asset managers may not be 

aware of some of these articles or they may feel that there still hasn't been enough published on this 

issue.  Asset managers may need to make their desire for more academic reports on the subject of 

farmland investment known to researchers. 

 Table 3.21 summarizes the responses of RLI and Other broker/managers to question three.  The 

responses of these two groups are combined because their responses were very similar.  The responses of 

the broker/managers were also similar to the overall responses of the pension fund managers and the 

asset managers but there are some apparent differences.  These differences mainly stem from the 

broker/managers' position in the farmland investment process and their familiarity with the issues that 

affect the actual purchasing and managing of the farm properties. 

 The broker/managers mentioned education of investors, better sources of return data, investment 

trusts in farmland, and standardized return data as mechanisms to make farmland more attractive to 

institutional investors.  All of these mechanisms were also stated by the other groups surveyed.  This 

indicates that even though broker/managers may not always deal directly with institutional investors, they 

are aware of the main concerns in the investment process and possible remedies for these concerns. 
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 Making investors aware of management available was one of the mechanisms mentioned by 

broker/managers that was not stated by asset managers.  As shown in the summary of pension fund 

manager responses, the lack of qualified management is a concern of institutional investors.  Investors 

need to be shown that there are experienced managers and farm operators who can manage and operate 

their properties efficiently.  Managers first need to understand the needs of investors and then show 

investors their abilities.  This message may be provided through the education process mentioned earlier 

or it may need to be shown through some type of marketing. 

 Broker/managers are also aware of the need to diversify the agricultural portfolio of institutional 

investors.  They see the need to diversify both over crop types and geographically, and feel that 

diversification can make farmland investments more attractive. 

 Government intervention in agriculture was cited by broker/managers more than the other groups 

as a factor making farmland unattractive to investors.  In their responses to question three, 

broker/managers strongly supported the removal of government policies that influence agricultural 

production.  Their strong opposition to government influence in agriculture may be due to their 

Table 3.21 Summary of RLI and Other Broker/Managers Responses to Question 
Three - Mechanisms Needed to Make the Farmland Market More 
Attractive to Institutional Investors 

• Make investors aware of management 
available 

• Educate investors about the benefits of 
farmland investments 

• Better source of return data 

• Higher return from the land 

• Stabilize farmland and commodity 
markets 

• Remove government farm program 
payment limits and free up regulations to 
allow more risk-sharing farming/lease 
arrangements 

 

• Diversify the agricultural portfolio 

• Remove government policy influence in 
agricultural production 

• Experienced management and farmers 

• Better way of comparing farmland 
investments with other investments 

• Change capital gains tax policy and give 
investment credits 

• Standardized return information and 
appraisals 

• Investment trusts in farmland 
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experiences as farm managers dealing with government farm programs and other regulations.  

Broker/managers suggest changes in farm program payment limitations, tax policies, and governmental 

policies in general as ways to make farmland more attractive as an institutional investment.   

 Finally, broker/managers pointed to some of what they considered to be the underlying problems 

with farmland investments.  Some broker/managers felt that higher returns to farmland as well as 

stabilized farmland and commodity markets would make farmland more attractive to investors.  These 

changes would make farmland more attractive, but they deal with the underlying commodity market 

factors that affect the farmland market.   

3.4.4  Question Four - Unique Benefits of Investing in Farmland 

 There were two main goals of question four.  The first one was to determine the level of 

familiarity that the pension fund respondents had with the possible benefits of investing in farmland.  

Their responses to question four were used as a gauge to measure their familiarity with farmland 

investments.  The second goal of question four was to identify additional benefits of investing in 

farmland as part of an institutional portfolio that were not cited in Chapter Two. 

 The pension fund manager responses to question four showed that the respondents could be 

divided into two distinct subgroups.  The first subgroup mentioned many of the commonly stated benefits 

of investing in farmland such as diversification, inflation hedge, and low return correlation with other 

investments.  This subgroup seemed to be very familiar with the benefits of investing in farmland and 

more likely to invest in farmland in the future.  The second subgroup, on the other hand, gave very few 

benefits of investing in farmland and many of them gave responses such as "not sure," "I have no idea," 

and "none." 

 The wide range of responses given by pension fund respondents was surprising.  However, this 

finding may support the claims made in the responses to questions one and two that lack of knowledge is 

one of the main factors that makes farmland investments unattractive.  Those pension fund respondents 

that seemed to be familiar with farmland investments gave positive responses while those who seemed to 

be less familiar gave negative responses. 
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 Question four did identify many unique benefits of investing in farmland including those that 

were reviewed in Chapter Two.  Table 3.22 provides a summary of the unique benefits mentioned by all 

the groups.   

 Several benefits were mentioned that were not outlined in Chapter Two.  One of the benefits 

found by question four was the possibility of farmland being a socially responsible investment.  Some of 

the respondents felt that farmland investments could help farmers and provide for the stability of the 

agricultural sector.  Another benefit stated was the fact that farmland is a tangible, durable asset.  It is 

much more durable than many other types of investments according to some of the respondents.  Finally, 

the agricultural sector makes up a significant portion of the U.S. economy and investing in farmland is a 

direct method of investing in this sector.  Investors who wish to diversify their holdings into the major 

economic sectors of the economy may find that farmland is a good way to invest in the agricultural 

sector. 

Table 3.22 Summary of Overall Responses to Question Four - Unique Benefits of 
Investing in Farmland 

• Diversification 

• Inflation hedge, positive correlation with 
the Consumer Price Index (CPI) 

• Low return correlation with other asset 
classes 

• Declining supply of farmland - increasing 
demand for farm products 

• Attractive risk-adjusted returns 

• Stable and rational market today 

• Low farm debt loads 

• Investing in a significant part of the U.S. 
economy 

• Current market position, low end of the 
historic market value 

• Long term economic fundamentals are 
favorable 

• Practically zero vacancy rate 

• Reasonable cash flow 

• Stability 

• Social investment 

• Appreciation potential 

• Tangible, durable asset 

• Low management 

• Anti-cyclical investment 
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3.4.5  Question Five - Level of Interest in the Different Risk/Return Categories of Farmland 

 As was stated in the section used to described the survey, question five asked the respondents to 

indicate what percentage of the institutional investors that they dealt with fell in the provided risk/return 

categories when they choose farmland investments.  The objective of the question was to determine the 

relative amount of investors who were interested in the different risk/return classes of farmland according 

to the different groups surveyed.  Comparisons could then be made across the combined group responses 

to determine if there are any significant differences between the perceptions of the groups.   

 Some of the respondents commented that they did not understand what was being asked on this 

question and therefore they did not know how to respond to it correctly.  The general confusion about 

this question may make it an unreliable indicator of the true perceptions of the respondents on this issue 

of risk/return category preferences.  Due to the uncertainty about the reliability of these responses, the 

results to question five will not be emphasized.   

 Figure 3.2 shows the average responses for each of the groups across the four different risk 

return categories listed in question five.  The average responses are surprisingly close together for each 

of the risk/return categories.  It was expected that there would be a higher degree of variation between the 

combined responses of the groups.  However, there does seem to be a noticeable difference between the 

Figure 3.2 Risk/Return Category Comparisons Between Groups 
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average responses of pension fund managers and some of the other groups in some of the risk/return 

classes.   

 There are several trends that can be seen in Figure 3.2.  First, the pension fund managers' average 

responses were higher than the other groups' responses in the above average risk/return class.  The 

pension fund managers' average responses were also lower than the other groups' in the low risk/return 

category.  This result may indicate that pension fund managers are interested in higher risk/return classes 

of farmland investments while the other groups who find farmland for investors are focusing on low 

risk/return classes of farmland.  Pension fund managers may be willing to take on more risk in their 

farmland investments than they are currently.   

 On the other hand, the high responses given by the pension fund managers in the above average 

risk/return class may be an indication that institutional investors feel that farmland investments are 

generally above average risk investments.  They may not consider farmland as a low risk/return asset as 

do some of the other groups.  The relatively high scores that the pension fund respondents gave the issue 

of risky returns in question one of the survey also support this explanation.  If this second explanation is 

correct, it supports the need for additional communication and information transfer between the groups 

involved in the farmland investment process so that investors can see the actual risk and returns that are 

associated with farmland. 

 The second trend in the data shown in Figure 3.2 is the similarity between the responses of the 

asset manager and broker/manager groups.  The average responses for these groups are fairly similar 

across all the risk/return categories except a few cases. 

 Figure 3.3 also shows the average risk/return category responses, but unlike Figure 3.2 it presents 

them on a group-by-group basis so that the overall perceptions of each group can be seen more clearly.  

The pension fund manager chart shows that those respondents indicated that a large portion of the 

investors that they dealt with fell in the two highest risk/return categories, the high risk/return and above 

average risk/return classes.  The pension fund managers had 48 percent of the institutional investors that 

they dealt with in the two highest risk/return classes while the asset managers, RLI broker/managers, and 

Other broker/managers had 38, 22, and 29 percent in these two classes respectively.  These findings 
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support the conclusions made from the analysis of Figure 3.2.  However, the reasons behind the 

differences in the responses of the groups are still questionable. 

 The next step in analyzing the data from question five was to determine if there were any 

significant differences between the responses of the groups in each of risk/return classes.  A t-test was 

performed between each of the group's average responses for each risk/return class.  A t-test was used 

instead of the Mann-Whitney test because the data gathered from question five was on a cardinal number 

Figure 3.3 Risk/Return Category Percentages 

Pension Fund Mgrs.

6%8%

44%
42%

Low Risk/Low
Return

High Risk/High
Return

Med. Risk/Med.
Return

Above Ave.
Risk/Above
Ave. Return

Institutional Asset Managers

30%

42%

20%
8%

Low Risk/Low
Return

High Risk/High
Return

Above Ave.
Risk/Above Ave.

Return
Med.

Risk/Med.
Return

 

RLI Broker/Managers

14%

55%

23%
8%

High Risk/High
Return

Low Risk/Low
Return

Med. Risk/Med.
Return

Above Ave.
Risk/Above Ave.

Return

Other Broker/Managers

24%

53%

18%
5%

Low Risk/Low
Return

High Risk/High
Return

Above Ave.
Risk/Above
Ave. Return

Med. Risk/Med.
Return

 



81 

scale unlike the data collected from question one that was on an ordinal scale.  A t-test is a statistical test 

that can be used to determine if there is a significant difference between the means of two populations. 

 The test statistic that was use for this test was calculated as follows. 

t
s n s n

X X=
−

+
1 2

1
2

1 2
2

2( ) ( )  

In this equation, X1 and X2 are the means of the samples from populations one and two, s1
2 and s2

2 

represent the variances of the samples, and n1 and n2  are the sample sizes (Kmenta). 

 Only two of the t-tests performed gave significant conclusions.  At the 5 percent level of 

significance, there was found to be significant differences between the average responses of the RLI 

broker/managers and the pension fund respondents in the low and above average risk/return classes.  

Figure 3.2 supports these findings.  It shows that there are wide differences between the responses of the 

RLI broker/managers and the pension fund managers in both of these risk/return classes.  

 The other t-tests may not have found any other significant differences in the means of the 

responses because the variances of the responses were so high.  The high variances caused the value of 

the test statistics to be low, and therefore, most of the tests indicated no significant differences in the 

means.  The variances were high because the responses in each of the categories varied dramatically 

within the groups.  For example, in the same group, one respondent may have stated 100 percent while 

another one stated 0 percent which greatly increases the variance in the distribution of responses for a 

given risk/return class.  Due to the high variance in the responses and the small sample sizes, statistically 

significant comparisons between the group responses on question five are difficult to determine.   

 The main conclusions that can be drawn from question five are the ones that can be seen by 

analyzing Figures 3.2 and 3.3.  On average, the pension fund managers placed a high percentage of the 

institutional investors that they dealt with in the two highest risk/return classes when these investors 

choose farmland investments.  This finding along with the results on the issue of risky farmland returns 

from question one, seem to indicate that institutional investors generally think that farmland is a risky 

investment.   



82 

3.5  SUMMARY 

 This chapter began with a review of the farmland investment process.  This review was 

performed to support the format of the survey and the selection of the groups surveyed.  Next, the survey 

used to collect data on the possible reasons for the low level of institutional investment in farmland was 

described.  The analysis of the results from this survey comprised the remainder of this chapter.    

 It was shown that there are several possible reasons for the relatively low level of institutional 

investment in farmland.  Some of the most important reasons found in the survey include: 

1) Lack of knowledge about farmland investments  

2) Lack of farmland return data  

3) The perception that farmland returns are risky  

4) Farmland valuation problems  

5) Lack of a solid farmland return index  

6) The perception that farmland returns are low compared to other investments 

7) Government policy concerns including environmental regulations 

 The results of the survey also showed some of the differences between the perceptions of the 

groups involved in the farmland investment process.  The main differences in perceptions occurred over 

the issues of valuation and return data.  From the written responses in the survey, additional insight was 

gathered on other factors that make farmland investments unattractive to institutional investors as well as 

possible mechanisms to help offset these factors.  Finally, the responses to the question on risk/return 

categories indicated that there were some differences between the perceptions of the groups on this issue 

but the statistical significance of these results was shown to be questionable. 
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CHAPTER 4 

RETURNS TO DIFFERENT QUALITY CLASSES OF FARMLAND 

4.1  INTRODUCTION 

 In Chapter Three, results of the farmland investment survey helped identify several reasons for 

the current relatively low level of institutional investment in farmland.  The reasons included lack of 

knowledge about farmland investments, lack of farmland return data, and unfavorable perceptions about 

farmland investments in general.   

 The purpose of this chapter is to determine if the current focus on high quality farmland for 

institutional investment is justified.  Several of the authors cited in Chapter Two, as well as some of the 

survey respondents, stated that institutional investors should only invest in high quality farmland.  This 

chapter includes a comparison of historical returns for three quality classes of Illinois farmland and 

attempts to determine if the focus on high quality farmland is justified. 

 This chapter also includes estimates of efficient portfolios when the choice of assets includes 

three different quality classes of Illinois farmland, U.S. farmland, S&P 500 stock, business real estate, 

long term government bonds, and long term corporate bonds.  Efficient portfolios are generated based 

upon total returns for one-, five-, and ten-year holding periods.   

 This chapter is divided into the following four sections: 

1) Current emphasis on high quality farmland 

2) Methods and data sources used to find efficient portfolios 

3) Efficient portfolios 

4) Summary 

4.2  CURRENT EMPHASIS ON HIGH QUALITY FARMLAND 

 There is a strong emphasis on high quality land in the institutional investment segment of the 

farmland market.  Many articles and books written on the subject stress that investors should only 

consider high quality farmland.  The authors of these works typically point toward the higher annual 
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returns and greater appreciation that can be expected from high quality land compared to lower classes of 

land.   

 In his book on farmland investment, Wise states that quality land is the most important factor in 

determining the long term viability of agricultural investments.  Wise concludes that farmland buyers 

should seek quality in all the defining characteristics of farmland including soils, location, water 

availability, and drainage.   

 Wise supports the need for quality with two main reasons.  First, he claims that, "The most 

productive land will appreciate in value more rapidly than the lesser quality land," due to the rise in 

demand for farm products and further intensification of production.  Second, he states that the, 

"Increasing awareness on the part of farmers and policy makers of the environmental impacts of intensive 

agriculture will result in many more marginal quality acres being taken out of production." 

 Other authors also state that investors should consider only high quality farmland since it usually 

appreciates in value before marginal land (Eisenberg) and since the returns to high quality land are less 

volatile (Smith).  Smith states that investors should consider property with the highest yields, lowest 

operating costs, and the greatest overall stability.   

 An article in the August 9, 1993 edition of Pension & Investments also suggested that 

institutional investors hold mostly high quality farmland.  The article reviewed the possible impact that 

the 1993 floods had on the farmland holdings of pension funds.  Some asset managers interviewed for the 

article stated that they only buy high quality land, and therefore, very little of their property was affected 

by the flood.  The article concluded that quality farmland would appreciate in value due to the 

"devastation that afflicted other farmland" (Williams).  

 The focus on quality farmland was also found in the results of the survey discussed in Chapter 

Three.  Many respondents felt that institutional investors should invest in high quality farmland.  

Respondents mentioned faster appreciation and higher rents as reasons to focus on quality land.  Some 

respondents also claimed that one reason for the low level of institutional investment in farmland was the 

lack of "investment grade" farmland.  They claimed that the relatively low supply and low turnover rate 

of high quality farmland prohibits institutional investors from investing. 
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 Many investors and investment advisors believe that high quality farmland will yield higher 

overall returns than lower quality land.  The following sections compare the total returns to three 

different classes of Illinois farmland to determine the validity of these arguments.  Efficient portfolios are 

also constructed to determine how farmland fits into a more diversified portfolio. 

4.3  METHODS AND DATA SOURCES USED TO FIND EFFICIENT PORTFOLIOS 

 An efficient portfolio is constructed by allocating portions of the total portfolio to each asset 

under consideration.  The objective of the allocation is to achieve the minimum level of risk for a given 

rate of return or, alternatively, the maximum portfolio return for a given level risk.  An efficient or E-V 

frontier shows the efficient risk/return combinations for all the efficient portfolios that can be attained 

from a given set of assets.  Figure 4.1 shows an example efficient frontier were risk is measured by the 

standard deviation of returns.   

 Efficient portfolios were generated with various combinations of three different quality classes of 

Illinois farmland, business real estate, S&P 500 stock, long term corporate bonds, long term government 

bonds, and U.S. farmland.  The efficient portfolios were generated based on total returns over one-, five-, 

Figure 4.1 Example Efficient Frontier. 
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and ten-year holding periods.  The following sections outline the methods used to generate efficient 

portfolios, the data sources, and results.   

4.3.1  Methods Used to Generate Efficient Portfolios 

 The efficient portfolios were generated using the General Algebraic Modeling System (GAMS) 

on an IBM personal computer.  The GAMS program was used to run an E-V (expected value-variance) 

model capable of finding the minimum portfolio variance for a given level of return.  The E-V model was 

used to "map" the efficient frontier across the feasible levels of return.  Portfolios that are on the efficient 

frontier are portfolios that have the minimum level of risk for a given rate of return.  Output from the E-V 

model gives the percentage of each alternative investment that should be placed in a portfolio to achieve 

a given level of return at the minimum level of risk as measured by the standard deviation of returns. 

4.3.2  Source of Return Data 

 The data on Illinois farmland returns used in this analysis came from a series on farm returns 

published by the Department of Agricultural Economics at the University of Illinois at Urbana-

Champaign.  This publication was titled Landlord and Tenant Shares until 1986 when it was renamed 

Lease Shares and Farm Returns.  The report is published annually and is based on data collected from 

Illinois tenant-operated and part-owner farms enrolled in the Farm Business Farm Management (FBFM) 

record-keeping program.   

 The data series found in the Lease Shares and Farm Returns reports were selected for several 

reasons.  First, the reports give annual returns and value of investment for owners of leased farmland.  

These figures can be used to determine the annual return, change in value, and total returns for the 

absentee farm owner.  Second, the data series is segmented by Soil Productivity Indexes or SPI.  

Therefore, returns to different quality classes of farmland can be compared.  Finally, the report contains 

data from a fairly large sample of farms throughout Illinois.  In 1991, for example, the report consisted of 

data from 1,338 farms from Northern, Central, and Southern Illinois. 



 

87 

 The soil productivity rating for a given farm is an average index representing the inherent 

productivity of all tillable land in the farm.  Individual soil types on a farm are assigned indexes ranging 

downward from 100, and a weighted average index is calculated for the farm. 

 The SPI values provided in the data series were used to segment the return information into three 

farmland quality classes for Illinois grain farms.  The three classes were selected because that is how 

results have been reported in Lease Shares and Farm Returns since 1980.  Those three classes are:  North 

and Central Illinois with a SPI of 86-100, North and Central Illinois with a SPI of 56-85, and Southern 

Illinois with a SPI of 36-85.  However, data for the period 1961-91 were collected for this study and 

reported SPI categories were not consistent over this period.  For example, from 1972-79 SPI classes of 

93-100, 80-92, 65-79, and less than 65 were used to group farmland returns. 

 Return data were also divided by size of farm, lease type, and tenant characteristics.  It was 

decided that this analysis would focus only on the returns for crop-share leases since there were no 

reported returns for cash leases for some of the years included in the analysis.  Next, inconsistent SPI 

classes were dealt with by matching the SPI classes from years prior to 1980 as close as possible with the 

post 1980 classes.  Finally, weighted averages were used to combine the return data across the grouped 

SPI classes, farm sizes, and tenant characteristics.  The weighted average historical returns over the 

period 1961-91 were calculated by weighting the average class returns by the number of farms in the 

respective groups.   

 The data was used to generate a return series for three classes of Illinois farmland.  The three 

classes are defined here as Illinois Class 1, 2, and 3 farmland.  The average annual number of farms and 

the weighted average SPI's for the three classes of farmland are shown in Table 4.1.  The average SPI's 

fall in a broad range, making the three classes distinct.  The raw data and the process used to combine the 

data for the three classes of farmland is explained in the Appendix.  

 The annual return data on business real estate, S&P 500 stock, long term corporate bonds, long 

term government bonds, U.S. farmland, and inflation were obtained from Ibbotson and Associates.  

These returns also cover the period 1961 through 1991.  
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 There may be a problem with using the type of farmland return data used in this analysis.  Both 

the Illinois and U.S. farmland data series are average returns from throughout the respective regions.  It 

may be difficult for an individual investor to achieve the average return and corresponding level of 

standard deviation of the overall return series because the return series is composed of returns from a 

diversified set of farmland holdings.  The averaging process used to find the return series may lower the 

actual level of standard deviation of returns that could be expected from an individual farmland 

investment.  This issue may be less of a factor with the Illinois data than the U.S. series because the 

Illinois data contain a narrow range of farms in specific quality classes.   

 To deal with this problem, more specific classes of farmland could be chosen to eliminate the 

diversifying effects that occur in a broad-based data series.  Return series from specific geographical 

regions and farm types may be more representative of the types of returns that investors could expect 

from farmland investments.  For example, farmland returns series could be gathered from specific 

counties and farm types to make the analysis more like a real-world investment decision.  The problem 

with this type of specific farmland analysis is that there may not be information available for very 

specific types of farms.  In addition, the analysis would have to include a nearly unmanageable amount of 

investment choices to account for all the possible type, quality, and location characteristics of farms. 

 The same type of averaging process that may be a problem in the farmland return data also may 

also occur in the other data.  However, an investor can more likely achieve the average return and level of 

standard deviation for assets such as stocks and bonds because he or she can invest in a mutual fund of 

Table 4.1 Summary Data on the Three Classes of Illinois Grain Farms. 

  
 
Farmland Class 

Average 
Number of 

Farms 

 
Average 

SPI 

 Illinois Class 1 360  90.0  

 Illinois Class 2 167  73.8  

 Illinois Class 3 75  55.2  
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these assets.  Mutual funds may offer a diversified return to an asset because the funds can contain a 

diversified set of investments in an asset class. 

 The averaging process used to find the data series and the possible lowering of standard 

deviation levels should be kept in mind when analyzing the results of this analysis.  No adjustment was 

made to account for this issue since it is difficult to determine if and to what extent the issue affects the 

return series and the efficient portfolio results. 

4.4  EFFICIENT PORTFOLIOS 

 Efficient portfolios were estimated under various conditions to demonstrate the impacts of 

different holding periods and restrictions on the formation of the portfolios.  Efficient portfolios were 

generated based upon total returns for one-, five-, and ten-year holding periods.  The multiple holding 

period results make the analysis more applicable to real-world investment situations because an investor 

would likely hold an investment in real estate for more than a single year.   

 Table 4.2 shows the average annual returns and standard deviations of returns for a one-year 

holding period.  These average returns were found by taking the simple average of the total returns to the 

alternative assets over the period 1961-91.  The data series used to find these figures are in the Appendix.  

All of the return data used in this study are total returns which include both the income and capital gain 

or loss returns. 

 
Table 4.2 Average Annual Returns and Standard Deviations of Returns for a One-Year 

Holding Period, 1961-1991. 
          

 Business  Long term Long term  Illinois Illinois Illinois  
 Real 

Estate 
S&P 500 

Stocks 
Corp. 
Bonds 

Govt. 
Bonds 

U.S. 
Farmland 

Class 1 
Farmland 

Class 2 
Farmland 

Class 3 
Farmland 

 
Inflation 

          
Average Annual 

Return 
(%) 

8.31   11.96   7.74   7.10   11.35   10.53   10.76   12.20   5.12   

Standard 
Deviation 

(%) 
5.50   16.09   11.32   11.04   8.06   15.61   15.10   16.74   3.35   
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 One of the notable figures in Table 4.2 is the high rate of return to Illinois Class 3 farmland 

relative to the other investment options.  It had an average return of 12.2 percent -- higher than any of the 

other assets.  But it also had a slightly higher standard deviation of returns than the other farmland 

classes.  Notice also that Class 2 farmland has both a higher average return and a lower standard 

deviation of returns than Class 1 farmland for the one-year holding period.   

 Geometric means were used to find the multiple-year holding period returns.  The geometric 

mean of a return series over a period is the compound rate of return over the investment period (Ibbotson 

Associates).  The equation used to find the geometric mean is: 
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RG = the geometric mean return 

T1 = the beginning period 

T2 = the ending period 

∏ = the product of the terms  ( )( )...( )1 1 11 2+ + +R R RT T TN  

Rt  = the series return in period t 

n = the inclusive number of periods from T1 to T2 

The five- and ten-year holding period return series used in the analysis, computed as moving averages, 

are shown in the Appendix. 

 The correlation coefficients between the returns of the investment alternatives for one-, five-, and 

ten-year holding periods are shown in Tables 4.3, 4.4, and 4.5 respectively.  All the farmland return 

categories are shown to be negatively correlated with S&P 500 stocks, long term corporate bonds, long 

term government bonds, and inflation.  These highly negative correlation coefficients were mentioned in 

Chapter Two as a characteristic that makes farmland an attractive institutional investment.  A related 

feature that can be noticed when comparing the farmland correlation coefficients across the holding 

periods is that the coefficients between all four categories of farmland and the other assets become 

consistently more negative as the holding period lengthens.  This finding supports the claims that 

farmland should be held as a long term asset in a portfolio.  Finally, the high correlation coefficients 
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between farmland and inflation, especially in the multiple holding periods, show farmland's potential as 

an inflation hedge. 

 In Tables 4.3, 4.4, and 4.5, the high correlation coefficients between the three classes of Illinois 

farmland show that their returns are highly correlated as would be expected.  As the holding period 

lengthens, the returns to the Illinois farmland classes become more correlated and in the ten-year holding 

period case the returns are nearly perfectly correlated. 
 

 

Table 4.3 Correlations of Returns Between Investment Alternatives for a One-Year 
Holding Period, 1961-1991. 

          
 Business  Long term Long term  Illinois Illinois Illinois  

 Real 
Estate 

S&P 500 
Stocks 

Corp. 
Bonds 

Govt. 
Bonds 

U.S. 
Farmland 

Class 1 
Farmland 

Class 2 
Farmland 

Class 3 
Farmland 

 
Inflation 

Business R.E. 1.000         
S&P 500 .002 1.000        
LT Corp. Bonds -.143 .426 1.000       
LT Govt. Bonds -.121 .329 .963 1.000      
U.S. Farmland .096 -.222 -.535 -.562 1.000     
IL Class 1 .019 -.339 -.412 -.343 .623 1.000    
IL Class 2 .027 -.348 -.407 -.338 .666 .987 1.000   
IL Class 3 .031 -.389 -.443 -.424 .676 .888 .882 1.000  
Inflation .601 -.274 -.352 -.294 .429 .560 .524 .575 1.000 
          

Table 4.4 Correlations of Returns Between Investment Alternatives for a Five-Year 
Holding Period, 1961-1991. 

          
 Business  Long term Long term  Illinois Illinois Illinois  

 Real 
Estate 

S&P 500 
Stocks 

Corp. 
Bonds 

Govt. 
Bonds 

U.S. 
Farmland 

Class 1 
Farmland 

Class 2 
Farmland 

Class 3 
Farmland 

 
Inflation 

Business R.E. 1.000         
S&P 500 .144 1.000        
LT Corp. Bonds .083 .546 1.000       
LT Govt. Bonds .075 .540 .995 1.000      
U.S. Farmland .004 -.718 -.703 -.701 1.000     
IL Class 1 .057 -.612 -.587 -.582 .925 1.000    
IL Class 2 .036 -.636 -.576 -.572 .940 .997 1.000   
IL Class 3 .088 -.626 -.576 -.568 .928 .993 .991 1.000  
Inflation .773 -.185 -.169 -.163 .482 .584 .564 .618 1.000 
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 The following sections outline the efficient portfolios that were generated.  Portfolios were first 

generated with only the three classes of Illinois farmland.  These results help determine if the current 

emphasis on high quality farmland for institutional investment is justified.  Next, unrestricted and 

restricted portfolios consisting of the three classes of Illinois farmland, business real estate, S&P 500 

stock, long term corporate bonds, and long term government bonds were generated.  Finally, unrestricted 

and restricted portfolios were generated consisting of U.S. farmland and the other alternative investments 

except Illinois farmland. 

4.4.1  Efficient Illinois Farmland Portfolios 

 Table 4.6 shows efficient portfolios that were generated from three classes of Illinois farmland 

for one-, five-, and ten-year holding periods.  Results for each holding period are reported for the 

maximum return portfolio and the minimum standard deviation portfolio, and with portfolios shown at 

.25 percent return intervals between these two end points.  Results give the efficient frontier for each 

holding period portfolio. 

 Table 4.6 shows that Class 3 farmland dominates the portfolio at the high risk/high return 

combinations in all holding periods.  This feature was expected since Class 3 farmland was shown 

previously to have the highest return for the three classes of Illinois farmland. 

Table 4.5 Correlations of Returns Between Investment Alternatives for a Ten-Year 
Holding Period, 1961-1991. 

          
 Business  Long term Long term  Illinois Illinois Illinois  

 Real 
Estate 

S&P 500 
Stocks 

Corp. 
Bonds 

Govt. 
Bonds 

U.S. 
Farmland 

Class 1 
Farmland 

Class 2 
Farmland 

Class 3 
Farmland 

 
Inflation 

Business R.E. 1.000         
S&P 500 .336 1.000        
LT Corp. Bonds .253 .825 1.000       
LT Govt. Bonds .274 .816 .996 1.000      
U.S. Farmland -.039 -.865 -.826 -.826 1.000     
IL Class 1 .176 -.744 -.677 -.674 .946 1.000    
IL Class 2 .139 -.771 -.693 -.690 .961 .998 1.000   
IL Class 3 .208 -.738 -.659 -.651 .937 .995 .992 1.000  
Inflation .841 -.081 -.017 .005 .396 .619 .587 .651 1.000 
          



 

93 

 There are several interesting findings shown in Table 4.6.  First, Class 1 farmland doesn't enter 

the efficient portfolio at any point along the E-V frontier in the one-year holding period case.  Second, 

Class 1 farmland competes better in the longer holding periods.  It appears throughout the five and ten-

year holding period portfolios and dominates in the low risk/low return combinations in both of these 

cases.  These findings indicate that Class 1 Illinois farmland returns are more competitive with other 

classes when calculated over multiple holding periods.  Finally, the standard deviations of returns do not 

seem to fall dramatically as the return levels are lowered.  In other words, an investor does not lower 

portfolio risk significantly by choosing a lower return portfolio.  This finding will become more evident 

Table 4.6 Efficient Portfolios when Asset Classes are Restricted to the Three Classes 
of Illinois Farmland for One-, Five-, and Ten-Year Holding Periods. 

    Portfolio Composition  
    Illinois Illinois Illinois   
 Annual 

Returns 
Standard 
Deviation 

 Class 1 
Farmland 

Class 2 
Farmland 

Class 3 
Farmland 

Total 
Portfolio 

 

 % %  % % % %  
 One-Year Holding Period  
 *12.20 16.47  0.00 0.00 100.00 100 
 12.00 16.02  0.00 14.01 85.99 100 
 11.75 15.56  0.00 31.35 68.65 100 
 11.50 15.21  0.00 48.69 51.31 100 
 11.25 14.97  0.00 66.03 33.97 100 
 11.00 14.85  0.00 83.37 16.63 100 
 10.88 **14.84  0.00 91.70 8.30 100 
        
 Five-Year Holding Period  
 *12.20 12.00  0.00 0.00 100.00 100 
 12.00 11.93  11.81 0.00 88.19 100 
 11.75 11.83  26.12 0.00 73.88 100 
 11.50 11.74  40.43 0.00 59.57 100 
 11.25 11.65  54.74 0.00 45.26 100 
 11.00 11.56  69.05 0.00 30.95 100 
 10.75 11.47  83.36 0.00 16.64 100 
 10.50 11.40  97.67 0.00 2.33 100 
 10.46 **11.38  100.00 0.00 0.00 100 
        
 Ten-Year Holding Period  
 *13.24 8.56  0.00 0.00 100.00 100 
 13.00 8.49  12.94 0.00 87.07 100 
 12.75 8.42  26.41 0.00 73.59 100 
 12.50 8.35  39.88 0.00 60.12 100 
 12.25 8.28  53.36 0.00 46.64 100 
 12.00 8.21  66.83 0.00 33.17 100 
 11.75 8.15  80.30 0.00 19.70 100 
 11.50 8.09  93.78 0.00 6.22 100 
 11.39 **8.06  100.00 0.00 0.00 100 

* Maximum Return Portfolio 
    

** Minimum Standard Deviation Portfolio     
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when the other portfolios are analyzed.  The result stems from the relatively high correlation of returns 

between different classes of Illinois farmland. 

 Table 4.6 shows that standard deviations are significantly lower for the five and ten-year holding 

periods compared to the single year period.  These values are lower because of the geometric moving 

average procedure that was used to calculate the data for the multiple-period analysis.  The moving 

average process used to calculate the multiple-period returns data artificially lowers the standard 

deviation values for multiple-period returns.  Therefore, standard deviations should not be compared 

across different holding periods. 

4.4.2  Efficient Overall Portfolios Using Illinois Farmland Return Data 

 Tables 4.7, 4.8, and 4.9 show the results of the overall portfolio analysis.  In these runs, the three 

classes of Illinois farmland were allowed to compete with business real estate, S&P 500 stocks, long term 

corporate bonds, and long term government bonds.   

Unrestricted Overall Portfolios 

 Table 4.7 shows the results of the unrestricted overall portfolio analysis for the three holding 

periods.  Illinois Class 3 farmland and S&P 500 stocks dominated the high risk/high return portfolios for 

all the holding periods.  Table 4.7 also shows how the standard deviation, or risk level, falls significantly 

as other assets are combined with Illinois Class 3 farmland.   

 A surprising feature shown in Table 4.7 is Illinois Class 3 farmland's strong performance 

throughout a wide range of risk/return levels in all three holding periods.  Illinois Class 2 farmland 

appeared in the lower risk/return categories, but Class 1 farmland did not enter any of the efficient 

portfolios.  This finding conflicts with the current emphasis on high quality farmland and indicates that 

investors should also consider lower quality farmland.  
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Table 4.7 Efficient Portfolios when Asset Classes are Unrestricted, Using Illinois Farmland 
Return Data; One-, Five-, and Ten-Year Holding Periods. 

   Portfolio Composition 
   Business  Long term Long term Illinois Illinois Illinois  

Annual 
Returns 

Standard 
Deviation 

 Real 
Estate 

S&P 500 
Stocks 

Corp. 
Bonds 

Govt. 
Bonds 

Class 1 
Farmland 

Class 2 
Farmland 

Class 3 
Farmland 

Total 
Portfolio 

% %  % % % % % % % % 
One-Year Holding Period 

*12.20 16.47  0.00 0.00 0.00 0.00 0.00 0.00 100.00 100 
12.00 8.74  2.05 49.68 0.00 0.00 0.00 0.00 48.27 100 
11.75 8.18  8.69 46.36 0.00 0.00 0.00 0.00 44.96 100 
11.50 7.63  15.32 43.03 0.00 0.00 0.00 0.00 41.65 100 
11.25 7.10  20.08 39.46 1.65 0.00 0.00 0.00 38.82 100 
11.00 6.58  24.17 35.79 3.88 0.00 0.00 0.00 36.16 100 
10.75 6.09  28.27 32.12 6.12 0.00 0.00 0.00 33.50 100 
10.50 5.63  32.36 28.46 8.35 0.00 0.00 0.00 30.84 100 
10.25 5.20  36.45 24.79 10.58 0.00 0.00 0.00 28.18 100 
10.00 4.82  40.55 21.12 12.82 0.00 0.00 0.00 25.52 100 

9.75 4.49  44.64 17.45 15.05 0.00 0.00 0.00 22.86 100 
9.50 4.22  48.28 13.96 17.12 0.00 0.00 1.72 18.93 100 
9.25 4.03  51.78 10.52 19.13 0.00 0.00 3.99 14.59 100 
9.00 3.93  55.07 7.31 19.02 2.11 0.00 5.85 10.65 100 
8.83 **3.90  57.17 5.29 16.68 5.83 0.00 6.71 8.32 100 

           
Five-Year Holding Period 

*12.20 12.00  0.00 0.00 0.00 0.00 0.00 0.00 100.00 100 
12.00 10.38  0.00 10.37 0.00 0.00 0.00 0.00 89.63 100 
11.75 8.45  0.00 22.93 0.00 0.00 0.00 0.00 77.07 100 
11.50 6.61  0.00 35.50 0.00 0.00 0.00 0.00 64.50 100 
11.25 4.96  0.00 48.06 0.00 0.00 0.00 0.00 51.94 100 
11.00 3.76  0.00 60.63 0.00 0.00 0.00 0.00 39.37 100 
10.75 3.30  8.68 60.36 0.00 0.00 0.00 0.00 30.96 100 
10.50 3.03  23.04 51.69 0.00 0.00 0.00 0.00 25.28 100 
10.25 2.84  25.49 45.00 5.98 0.00 0.00 0.00 23.53 100 
10.00 2.69  27.51 38.38 12.17 0.00 0.00 0.00 21.94 100 

9.75 2.59  29.43 33.83 15.83 0.00 0.00 6.58 14.32 100 
9.50 2.51  31.27 31.07 17.33 0.00 0.00 18.84 1.50 100 
9.25 2.47  32.01 25.13 19.54 3.89 0.00 19.44 0.00 100 
9.11 **2.46  32.25 23.97 2.37 22.20 0.00 19.21 0.00 100 

           
Ten-Year Holding Period 

*13.24 8.56  0.00 0.00 0.00 0.00 0.00 0.00 100.00 100 
13.00 7.76  0.00 6.55 0.00 0.00 0.00 0.00 93.45 100 
12.75 6.94  0.00 13.38 0.00 0.00 0.00 0.00 86.62 100 
12.50 6.13  0.00 20.20 0.00 0.00 0.00 0.00 79.80 100 
12.25 5.33  0.00 27.03 0.00 0.00 0.00 0.00 72.97 100 
12.00 4.56  0.00 33.86 0.00 0.00 0.00 0.00 66.15 100 
11.75 3.84  0.00 40.68 0.00 0.00 0.00 0.00 59.32 100 
11.50 3.18  0.00 47.51 0.00 0.00 0.00 0.00 52.49 100 
11.25 2.64  0.00 54.33 0.00 0.00 0.00 0.00 45.67 100 
11.00 2.32  0.00 61.16 0.00 0.00 0.00 0.00 38.84 100 
10.75 2.20  14.28 54.01 0.00 0.00 0.00 3.72 27.99 100 
10.50 2.11  18.58 50.98 0.38 0.00 0.00 17.05 13.00 100 
10.25 2.03  20.99 46.89 3.31 0.00 0.00 26.30 2.51 100 
10.00 1.96  21.29 40.49 10.50 0.00 0.00 27.72 0.00 100 

9.75 1.91  20.92 33.37 19.04 0.00 0.00 26.67 0.00 100 
9.50 1.88  20.56 26.24 27.57 0.00 0.00 25.63 0.00 100 
9.31 **1.87  20.28 20.90 33.98 0.00 0.00 24.84 0.00 100 

* Maximum Return Portfolio 
    

** Minimum Standard Deviation Portfolio     



 

96 

 The findings in Tables 4.6 and 4.7 seem to give conflicting results.  The results of the farmland 

only analysis in Table 4.6 show that Class 1 Illinois farmland is competitive at the low risk/low return 

levels.  However, Class 1 farmland does not enter any efficient portfolios in the overall portfolio case 

shown in Table 4.7.  This dilemma may suggest a problem in the way pension funds currently allocate 

money.  Pension fund managers typically allocate a portion of their funds to various specialized 

managers like agricultural asset managers and stock managers.  These managers then optimize these 

individual asset class portfolios.  This is called the "two-tiered" approach to management (Firstenberg, 

Ross, and Zisler).  The conflicting results that were shown by finding efficient portfolios in farmland 

alone compared to the overall portfolio analysis, indicate that a single-tiered management approach may 

be preferable.  Investment decisions should be made simultaneously across the alternative asset classes.   

Restricted Overall Portfolios 

 Table 4.8 shows the efficient portfolios when business real estate and each class of Illinois 

farmland are restricted to 10 percent or less of the portfolio.  These restrictions were set to make the 

analysis more applicable to real-world investment decisions.  Investors would not likely be willing to 

invest a high portion of their funds in business real estate or any one class of Illinois farmland.   

 The results in Table 4.8 show that, when the restrictions are set, the three classes of Illinois 

farmland entered many of the efficient portfolios.  The restrictions caused the efficient portfolios to 

include all three classes of farmland instead of mainly Class 3 farmland as was the case in the 

unrestricted models.  The results also show how the restrictions reduced the number of risk/return 

combinations.  This can be seen by comparing the respective efficient frontiers in Tables 4.7 and 4.8.  

The unrestricted model results shown in Table 4.7 had a wider range of risk/return combinations than the 

restricted model results shown in Table 4.8. 
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 Table 4.9 shows the efficient portfolios under two restrictions.  First, the amount of business real 

estate was not allowed to exceed 10 percent of the portfolio.  Second, the total amount of farmland in the 

portfolio was limited to less than or equal to 10 percent.  This constraint further restricts the total amount 

of farmland that can enter the portfolio.  The additional limits on business real estate and farmland again 

make the results more applicable to real-world investment decisions. 

Table 4.8 Efficient Portfolios when Business Real Estate and Each Class of Illinois 
Farmland are Restricted to 10% of the Portfolio; One-, Five-, and Ten-Year 
Holding Periods. 

   Portfolio Composition 
   Business  Long term Long term Illinois Illinois Illinois  

Annual 
Returns 

Standard 
Deviation 

 Real 
Estate 

S&P 500 
Stocks 

Corp. 
Bonds 

Govt. 
Bonds 

Class 1 
Farmland 

Class 2 
Farmland 

Class 3 
Farmland 

Total 
Portfolio 

% %  % % % % % % % % 
One-Year Holding Period 

*11.98 13.68  0.00 89.94 0.00 0.00 0.00 0.06 10.00 100 
11.75 10.61  0.00 72.19 0.00 0.00 7.81 10.00 10.00 100 
11.50 9.46  6.00 64.00 0.00 0.00 10.00 10.00 10.00 100 
11.25 8.63  10.00 57.53 2.47 0.00 10.00 10.00 10.00 100 
11.00 7.99  10.00 51.60 8.40 0.00 10.00 10.00 10.00 100 
10.75 7.41  10.00 45.68 14.32 0.00 10.00 10.00 10.00 100 
10.50 6.89  10.00 39.75 20.25 0.00 10.00 10.00 10.00 100 
10.25 6.45  10.00 33.83 26.17 0.00 10.00 10.00 10.00 100 
10.00 6.11  10.00 27.90 32.10 0.00 10.00 10.00 10.00 100 

9.75 5.87  10.00 23.66 25.26 11.09 10.00 10.00 10.00 100 
9.50 5.73  10.00 19.64 16.73 23.63 10.00 10.00 10.00 100 
9.30 **5.70  10.00 16.41 9.90 33.69 10.00 10.00 10.00 100 

           
Five-Year Holding Period 

*10.49 3.41  0.76 69.24 0.00 0.00 10.00 10.00 10.00 100 
10.25 3.06  10.00 57.59 4.57 0.00 7.85 10.00 10.00 100 
10.00 2.87  10.00 50.59 12.30 0.00 7.11 10.00 10.00 100 

9.75 2.74  10.00 43.59 20.03 0.00 6.38 10.00 10.00 100 
9.50 2.67  10.00 36.59 27.76 0.00 5.65 10.00 10.00 100 
9.25 2.65  10.00 32.68 26.29 5.73 10.00 10.00 5.31 100 
9.22 **2.65  10.00 32.48 22.96 9.30 10.00 10.00 5.26 100 

           
Ten-Year Holding Period 

*10.38 2.15  10.00 59.70 0.30 0.00 10.00 10.00 10.00 100 
10.25 2.10  10.00 54.79 5.21 0.00 10.00 10.00 10.00 100 
10.00 2.02  10.00 45.33 14.67 0.00 10.00 10.00 10.00 100 

9.75 1.97  10.00 36.20 23.94 0.00 10.00 10.00 9.86 100 
9.50 1.95  10.00 29.60 31.74 0.00 10.00 10.00 8.67 100 
9.31 **1.95  10.00 24.62 37.61 0.00 10.00 10.00 7.77 100 

* Maximum Return Portfolio 
    

** Minimum Standard Deviation Portfolio     
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 Table 4.9 shows that Illinois Class 3 farmland dominated the three farmland classes.  The 10 

percent maximum amount of farmland was allocated to Class 3 farmland in nearly all of the efficient 

portfolios in each of the holding periods.  Class 2 farmland did enter the low risk/low return portfolios of 

the ten-year holding period.  Class 3 farmland's dominance in the portfolios is not surprising considering 

Table 4.9 Efficient Portfolios when Business Real Estate is Restricted to 10% and the Sum 
of the Amounts in Each Class of Illinois Farmland is Restricted to 10% of the 
Portfolio; One-, Five-, and Ten-Year Holding Periods. 

   Portfolio Composition 
   Business  Long term Long term Illinois Illinois Illinois  

Annual 
Returns 

Standard 
Deviation 

 Real 
Estate 

S&P 500 
Stocks 

Corp. 
Bonds 

Govt. 
Bonds 

Class 1 
Farmland 

Class 2 
Farmland 

Class 3 
Farmland 

Total 
Portfolio 

% %  % % % % % % % % 
One-Year Holding Period 

*11.98 13.69  0.02 89.98 0.00 0.00 0.00 0.00 10.00 100 
11.75 12.70  6.33 83.67 0.00 0.00 0.00 0.00 10.00 100 
11.50 11.82  10.00 77.25 2.75 0.00 0.00 0.00 10.00 100 
11.25 11.17  10.00 71.32 8.68 0.00 0.00 0.00 10.00 100 
11.00 10.55  10.00 65.40 14.60 0.00 0.00 0.00 10.00 100 
10.75 9.97  10.00 59.47 20.53 0.00 0.00 0.00 10.00 100 
10.50 9.45  10.00 53.55 26.46 0.00 0.00 0.00 10.00 100 
10.25 8.97  10.00 48.27 27.45 4.28 0.00 0.00 10.00 100 
10.00 8.55  10.00 44.25 18.93 16.83 0.00 0.00 10.00 100 

9.75 8.18  10.00 40.23 10.40 29.37 0.00 0.00 10.00 100 
9.50 7.88  10.00 36.20 1.88 41.92 0.00 0.00 10.00 100 
9.25 7.64  10.00 31.31 0.00 48.69 0.00 0.00 10.00 100 
9.00 7.49  10.00 26.16 0.00 53.84 0.00 0.00 10.00 100 
8.75 7.42  10.00 21.02 0.00 58.98 0.00 0.00 10.00 100 
8.70 **7.42  10.00 19.94 0.00 60.06 0.00 0.00 10.00 100 

           
Five-Year Holding Period 

*10.41 4.81  0.59 89.41 0.00 0.00 0.00 0.00 10.00 100 
10.25 4.26  10.00 77.81 2.19 0.00 0.00 0.00 10.00 100 
10.00 4.04  10.00 70.03 9.98 0.00 0.00 0.00 10.00 100 

9.75 3.85  10.00 62.24 17.76 0.00 0.00 0.00 10.00 100 
9.50 3.71  10.00 54.46 25.54 0.00 0.00 0.00 10.00 100 
9.25 3.62  10.00 46.67 33.33 0.00 0.00 0.00 10.00 100 
9.00 3.57  10.00 38.89 41.11 0.00 0.00 0.00 10.00 100 
8.81 **3.57  10.00 37.15 24.25 18.59 0.00 2.44 7.56 100 

           
Ten-Year Holding Period 

*9.99 3.50  10.00 79.99 0.02 0.00 0.00 0.00 10.00 100 
9.75 3.35  10.00 70.91 9.09 0.00 0.00 0.00 10.00 100 
9.50 3.21  10.00 61.45 18.55 0.00 0.00 0.00 10.00 100 
9.25 3.09  10.00 51.99 28.01 0.00 0.00 0.00 10.00 100 
9.00 2.98  10.00 42.54 37.47 0.00 0.00 0.00 10.00 100 
8.75 2.90  10.00 33.08 46.92 0.00 0.00 0.00 10.00 100 
8.50 2.84  10.00 24.19 55.81 0.00 0.00 1.00 9.00 100 
8.25 2.79  10.00 19.83 60.18 0.00 0.00 10.00 0.00 100 
8.00 2.76  10.00 10.37 69.63 0.00 0.00 10.00 0.00 100 
7.84 **2.75  10.00 4.33 75.67 0.00 0.00 10.00 0.00 100 

* Maximum Return Portfolio 
    

** Minimum Standard Deviation Portfolio     
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its performance in the less restricted models.  However, the overall performance of Illinois Class 3 

farmland in this study is surprising.  These findings suggest that Class 3 farmland may have been 

undervalued as an investment and that investors should consider low grade farmland as an investment.  

Possible reasons for the apparent emphasis on high quality land will be given later. 

 The level of investment in the non farmland asset categories did not change significantly from 

the results in Table 4.7 to Table 4.8.  The 10 percent restriction on business real estate was binding  and 

the level of investment in S&P 500 stock was high in most of the portfolios.  One important trend that 

can be seen by comparing the risk/return combinations across the results of the restricted and unrestricted 

models is that standard deviations for a given rate of return increase as the investment choices become 

more restricted.   

4.4.3  Possible Reasons for the Emphasis on High Quality Farmland 

 Even though the results of the portfolio analysis indicate that investors should consider low 

quality farmland, there are several reasons why investors may be justified in choosing high quality land.  

Some of these reasons include: 

1) There may be higher management costs for absentee owners of low quality farmland. 

2) There may be less liquidity in the low quality farmland market if it is harder to sell. 

3) Low quality farmland has a greater potential to be ruined by erosion or mismanagement. 

4) Environmental laws may force low quality land out of production. 

5) As overall farm productivity grows, low quality farmland may be taken out of 

production. 

 These factors may not have been accounted for in the data that was used to generate the efficient 

portfolios in the previous sections.  To account for these factors, arbitrary reductions in annual returns 

were made to the annual returns of Class 3 Illinois farmland.  Several of the portfolios that were 

generated in the pervious sections were re-computed to determine what effect the reductions in annual 

returns had on the efficient portfolios.  Only the one-year holding period portfolios were re-computed 

because the Class 3 farmland performed especially well in the one-year holding period runs. 
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 Table 4.10 shows efficient portfolios that were generated from the three Illinois farmland classes 

for the one-year holding period after the annual returns to Class 3 farmland were reduced by 1 percentage 

point -- 100 basis points -- per year.  The results show that Class 3 farmland still competed well after the 

reduction.  However, when the reduction was increased to 2 percentage points, Class 3 farmland was not 

a significant portion of any of the efficient portfolios.  

 Table 4.11 shows the results of the restricted overall portfolio analysis after the annual returns to 

Class 3 farmland were reduced by 3 percentage points per year.  The restrictions were the same as the 

most restricted case in the previous sections which limited both the amount of business real estate and the 

total amount of Illinois farmland to less than or equal to 10 percent of the portfolio.  The results show 

that even after the 3 percentage point reduction in annual returns, Class 3 Illinois farmland dominated 

over the other farmland classes in the low risk/low return efficient portfolios.  

 The results show that the reductions made to the annual returns of Class 3 farmland did have an 

effect on its inclusion in optimal portfolios, but not until the reduction were relatively high.  Class 3 

farmland's strong performance may support its value as an investment even when some of its negative 

features are accounted for.  However, it is difficult to determine the correct type and level of adjustment 

required to account for such features.   

 

Table 4.10 Annual Returns to Illinois Class 3 Farmland Reduced by One Percentage 
Point - Efficient Portfolios when Asset Classes are Restricted to the Three 
Classes of Illinois Farmland for a One-Year Holding Period. 

    Portfolio Composition  
    Illinois Illinois Illinois   
 Annual 

Returns 
Standard 
Deviation 

 Class 1 
Farmland 

Class 2 
Farmland 

Class 3 
Farmland 

Total 
Portfolio 

 

 % %  % % % %  
 One-Year Holding Period  
 *11.20 16.47  0.00 0.00 100.00 100 
 11.00 15.26  0.00 45.73 54.27 100 
 10.80 **14.84  0.00 91.72 8.28 100 

* Maximum Return Portfolio 
    

** Minimum Standard Deviation Portfolio     
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4.4.4  Efficient Overall Portfolios Using U.S. Farmland Return Data 

 This section provides an analysis of efficient portfolios that include U.S. farmland, business real 

estate, S&P 500 stock, long term corporate bonds, and long term government bonds.  Previous studies, 

such as the ones reviewed in Chapter Two, have generated these types of efficient portfolios but most 

have not generated these portfolios for multiple holding periods.  The Illinois classes of farmland were 

left out of this portion of the analysis since the Illinois data is not directly comparable to the U.S. 

farmland data.  The U.S. farmland data covers many regions and is not divided by productivity classes. 

Table 4.11 Annual Returns to Illinois Class 3 Farmland Reduced by Three Percentage Points 
- Efficient Portfolios when Business Real Estate is Restricted to 10% and the Sum 
of the Amounts in Each Class of Illinois Farmland is Restricted to 10% of the 
Portfolio; One-Year Holding Period. 

   Portfolio Composition 
   Business  Long term Long term Illinois Illinois Illinois  

Annual 
Returns 

Standard 
Deviation 

 Real 
Estate 

S&P 500 
Stocks 

Corp. 
Bonds 

Govt. 
Bonds 

Class 1 
Farmland 

Class 2 
Farmland 

Class 3 
Farmland 

Total 
Portfolio 

% %  % % % % % % % % 
One-Year Holding Period 

*11.95 15.72  0.00 100.00 0.00 0.00 0.00 0.00 0.00 100 
11.75 13.42  2.37 87.63 0.00 0.00 0.00 10.00 0.00 100 
11.50 12.36  9.23 80.77 0.00 0.00 0.00 10.00 0.00 100 
11.25 11.65  10.00 74.74 5.26 0.00 0.00 10.00 0.00 100 
11.00 11.02  10.00 68.81 11.19 0.00 0.00 10.00 0.00 100 
10.75 10.42  10.00 62.89 17.11 0.00 0.00 10.00 0.00 100 
10.50 9.87  10.00 56.96 23.04 0.00 0.00 10.00 0.00 100 
10.25 9.36  10.00 51.04 28.96 0.00 0.00 10.00 0.00 100 
10.00 8.92  10.00 45.43 32.48 2.09 0.00 10.00 0.00 100 

9.75 8.54  10.00 41.41 23.96 14.64 0.00 10.00 0.00 100 
9.50 8.21  10.00 37.61 15.23 27.16 0.00 9.39 0.61 100 
9.25 7.92  10.00 35.49 4.97 39.54 0.00 4.18 5.82 100 
9.00 7.68  10.00 32.34 0.00 47.66 0.00 0.00 10.00 100 
8.75 7.51  10.00 27.19 0.00 52.81 0.00 0.00 10.00 100 
8.50 7.43  10.00 22.05 0.00 57.95 0.00 0.00 10.00 100 
8.40 **7.42  10.00 19.94 0.00 60.06 0.00 0.00 10.00 100 

           

* Maximum Return Portfolio 
    

** Minimum Standard Deviation Portfolio     
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Unrestricted Portfolios 

 Table 4.12 shows the unrestricted efficient portfolios generated for the one-, five-, and ten-year 

holding periods.  The results, as in previous studies, show that farmland is a significant part of efficient 

portfolios throughout a broad range of risk and return levels.  Next, the findings in the multiple-year 

Table 4.12 Efficient Portfolios when Asset Classes are Unrestricted, Using U.S. Farmland 
Return Data; One-, Five-, and Ten-Year Holding Periods. 

    Portfolio Composition  
    Business  Long term Long term   
 Annual 

Returns 
Standard 
Deviation 

 Real 
Estate 

S&P 500 
Stocks 

Corp. 
Bonds 

Govt. 
Bonds 

U.S. 
Farmland 

Total 
Portfolio 

 

 % %  % % % % % % 
 One-Year Holding Period 
 *11.96 15.83  0.00 100.00 0.00 0.00 0.00 100 
 11.75 10.18  0.00 65.90 0.00 0.00 34.10 100 
 11.50 6.35  0.00 26.72 0.36 0.00 72.91 100 
 11.25 5.81  0.00 22.71 6.61 0.00 70.68 100 
 11.00 5.33  1.43 19.07 11.71 0.00 67.79 100 
 10.75 4.89  7.03 16.50 13.49 0.00 62.98 100 
 10.50 4.48  12.62 13.93 15.27 0.00 58.18 100 
 10.25 4.11  17.88 11.55 15.17 1.86 53.54 100 
 10.00 3.80  22.57 9.47 11.84 6.93 49.20 100 
 9.75 3.55  27.25 7.40 8.51 11.99 44.86 100 
 9.50 3.38  31.93 5.32 5.18 17.05 40.51 100 
 9.25 3.30  36.62 3.25 1.85 22.11 36.17 100 
 9.17 **3.29  38.15 2.57 0.76 23.77 34.75 100 
          
 Five-Year Holding Period 
 *11.51 6.79  0.00 0.00 0.00 0.00 100.00 100 
 11.50 6.70  0.00 1.31 0.00 0.00 98.69 100 
 11.25 4.62  0.00 20.54 0.00 0.00 79.47 100 
 11.00 2.92  0.00 39.76 0.00 0.00 60.24 100 
 10.75 2.33  2.30 48.26 1.94 0.00 47.50 100 
 10.50 2.11  4.98 42.15 7.91 0.00 44.96 100 
 10.25 1.93  7.65 36.05 13.87 0.00 42.43 100 
 10.00 1.81  10.33 29.95 19.84 0.00 39.89 100 
 9.75 1.77  12.66 24.75 17.86 7.02 37.71 100 
 9.65 **1.77  13.13 23.91 5.64 20.03 37.30 100 
          
 Ten-Year Holding Period 
 *12.15 5.39  0.00 0.00 0.00 0.00 100.00 100 
 12.00 4.83  0.00 5.98 0.00 0.00 94.02 100 
 11.75 3.91  0.00 15.68 0.00 0.00 84.32 100 
 11.50 3.01  0.00 25.38 0.00 0.00 74.62 100 
 11.25 2.18  0.00 35.09 0.00 0.00 64.91 100 
 11.00 1.54  0.00 44.79 0.00 0.00 55.21 100 
 10.75 1.31  0.00 48.33 3.04 0.00 48.63 100 
 10.50 1.22  0.00 41.85 11.03 0.00 47.12 100 
 10.25 1.16  0.00 35.38 19.01 0.00 45.61 100 
 10.00 1.13  0.00 30.50 14.41 10.61 44.48 100 
 9.77 **1.12  0.00 27.15 0.00 29.11 43.74 100 

* Maximum Return Portfolio 
    

** Minimum Standard Deviation Portfolio     
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scenarios show that, as with the Illinois farmland, U.S. farmland is more competitive in the longer 

holding periods.  Farmland holds 100 percent of the maximum return portfolios in the five- and ten-year 

holding periods.  These results further support farmland's value as a long term institutional investment 

and as a diversification vehicle. 

 The results given in Table 4.12 also show how other assets in the analysis perform in the three 

different holding periods.  Business real estate appears in the lower risk portfolios of the one-year 

holding period case, but it becomes less competitive in the longer holding periods.  Business real estate 

does not appear in any of the ten-year holding period portfolios.  S&P 500 stocks dominate the high 

return portfolios of the one-year case, but it shifts to the middle range risk/return portfolios in the 

multiple-year cases.  Stocks constitute a significant portion of many of the portfolios, but the stock levels 

are almost always less than the level of U.S. farmland.  Both long term corporate and government bonds 

only hold significant portions of the portfolios at low risk/low return levels.  The performance of the 

bonds in the portfolios did not change significantly among various holding periods. 

Restricted Portfolios 

 Investors would not likely commit as high a proportion of their assets to business real estate or 

farmland as was indicated in the results shown in Table 4.12.  Therefore, the model was restricted so that 

both the levels of business real estate and U.S. farmland could not exceed 10 percent of the portfolio.  

Table 4.13 shows the restricted portfolios when business real estate and U.S. farmland were each 

restricted to a maximum of 10 percent of the portfolio. 

 The results show that, in all but a few portfolios, the levels of both business and farm real estate 

are set at their maximum values for all the holding periods.  The levels of the other assets increased to 

offset the restrictions on business real estate and farmland. 

 There was a significant rise in the levels of standard deviation for each level of return between 

the unrestricted and unrestricted models.  As can be seen by comparing the returns and the corresponding 

standard deviation values between Tables 4.12 and 4.13, the levels of standard deviation doubled for 

many of the return levels when the model was restricted.   
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4.5  SUMMARY 

 Using historical landowner returns to three different classes of Illinois share rented farmland, the 

analysis showed that low quality farmland may be a better investment for institutional investors than high 

quality farmland.  Low quality farmland was shown to outperform high quality land in diversified 

Table 4.13 Efficient Portfolios when Business Real Estate and U.S Farmland are Restricted 
to 10% of the Portfolio; One-, Five-, and Ten-Year Holding Periods. 

    Portfolio Composition 
    Business  Long term Long term   
 Annual 

Returns 
Standard 
Deviation 

 Real 
Estate 

S&P 500 
Stocks 

Corp. 
Bonds 

Govt. 
Bonds 

U.S. 
Farmland 

Total 
Portfolio 

 

 % %  % % % % % % 
 One-Year Holding Period 
 *11.96 15.83  0.00 100.00 0.00 0.00 0.00 100 
 11.75 13.46  4.00 86.00 0.00 0.00 10.00 100 
 11.50 12.44  10.00 79.26 0.74 0.00 10.00 100 
 11.25 11.78  10.00 73.34 6.66 0.00 10.00 100 
 11.00 11.15  10.00 67.41 12.59 0.00 10.00 100 
 10.75 10.56  10.00 61.49 18.51 0.00 10.00 100 
 10.50 10.02  10.00 55.56 24.44 0.00 10.00 100 
 10.25 9.52  10.00 49.71 29.79 0.50 10.00 100 
 10.00 9.08  10.00 45.69 21.27 13.04 10.00 100 
 9.75 8.68  10.00 41.67 12.74 25.59 10.00 100 
 9.50 8.33  10.00 37.65 4.22 38.13 10.00 100 
 9.25 8.05  10.00 33.06 0.00 46.94 10.00 100 
 9.00 7.85  10.00 27.91 0.00 52.09 10.00 100 
 8.75 7.73  10.00 22.77 0.00 57.23 10.00 100 
 8.53 **7.69  10.00 18.14 0.00 61.86 10.00 100 
          
 Five-Year Holding Period 
 *10.34 4.99  0.70 89.30 0.00 0.00 10.00 100 
 10.25 4.50  10.00 79.96 0.04 0.00 10.00 100 
 10.00 4.27  10.00 72.17 7.83 0.00 10.00 100 
 9.75 4.04  10.00 64.39 15.61 0.00 10.00 100 
 9.50 3.92  10.00 56.60 23.40 0.00 10.00 100 
 9.25 3.81  10.00 48.82 31.18 0.00 10.00 100 
 9.00 3.75  10.00 41.03 38.97 0.00 10.00 100 
 8.75 3.73  10.00 36.60 23.11 20.29 10.00 100 
 8.68 **3.73  10.00 36.03 14.23 29.74 10.00 100 
          
 Ten-Year Holding Period 
 *9.88 3.61  10.00 79.93 0.07 0.00 10.00 100 
 9.75 3.53  10.00 75.01 4.99 0.00 10.00 100 
 9.50 3.37  10.00 65.56 14.44 0.00 10.00 100 
 9.25 3.24  10.00 56.10 23.90 0.00 10.00 100 
 9.00 3.12  10.00 46.64 33.36 0.00 10.00 100 
 8.75 3.01  10.00 37.19 42.81 0.00 10.00 100 
 8.50 2.93  10.00 27.73 52.27 0.00 10.00 100 
 8.25 2.87  10.00 18.27 61.73 0.00 10.00 100 
 8.00 2.84  10.00 8.82 71.18 0.00 10.00 100 
 7.76 **2.82  10.00 0.00 80.00 0.00 10.00 100 

* Maximum Return Portfolio 
    

** Minimum Standard Deviation Portfolio     
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portfolios for one-, five-, and ten-year holding periods.  However, there was also shown to be factors that 

make low quality farmland unattractive that may not have been accounted for in the return data.  After 

relatively high reductions were made from the annual returns of Class 3 Illinois farmland to account for 

some of these factors, it still performed well in diversified portfolios. 

 Low quality farmland's relatively strong performance in this study contradicts the current views 

of many players in the institutional investment process.  As shown in the beginning of this chapter, many 

asset managers and institutional investors believe that investors should only consider high quality 

"investment grade" farmland.  The emphasis on high quality farmland appears justified only if factors 

associated with low quality land such as increased management costs and the possibility of being taken 

out of production are considered.  The impact these factors have on the performance of low quality 

farmland is difficult to determine.   

 The results of the portfolio analysis also showed that farmland competes well with other assets 

such as business real estate, stocks, and bonds in multiple-period investments.  Efficient portfolios were 

generated for one-, five-, and ten-year holding periods.  Farmland appeared strongly in the multiple-year 

analyses making it a good long term diversification tool. 

 Finally, the results supported many of the benefits of farmland as an institutional investment that 

were stated in Chapter Two.  The historical returns to both the three classes of Illinois farmland and U.S. 

farmland were shown to be negatively correlated to the other assets in the analysis and positively 

correlated with inflation.  The overall risk/return characteristics of farmland were also shown to be 

favorable.  All of these characteristics enabled farmland to perform well in the efficient portfolios that 

were generated. 
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CHAPTER 5 

SUMMARY AND CONCLUSIONS 

5.1  INTRODUCTION 

 Institutional investors select assets for their portfolios from a vast array of opportunities.  As they 

select assets, they attempt to increase or maintain overall portfolio returns and simultaneously reduce 

volatility or risk.  Institutional investors reduce the risk of portfolio returns by acquiring assets that have 

a low or negative correlation with returns of other portfolio components.  Historically, institutional 

investors have placed the majority of their funds in stocks and bonds while allocating a small proportion 

of their holdings to real estate.   

 Several articles have shown that an investment in farmland can improve the performance of 

portfolios that are currently composed of stocks, bonds, and commercial real estate.  These articles 

demonstrated how the unique characteristics of farmland make it an attractive investment for institutional 

investors.  Some of these characteristics include attractive returns, inflation hedge, diversification tool, 

low volatility, and minimal downside risk. 

 Institutional investors as a whole have not invested in farmland to the extent that current research 

findings suggest would be optimal for their portfolios.  The value of U.S. farmland that institutional 

investors own is estimated at $600 to 700 million (Wise, Bergsman).  One of the main groups of 

institutional investors is pension funds.  The total value of the farmland held by institutional investors 

accounts for a very small portion of pension funds' total assets that are valued at $4.44 trillion by the 

Federal Reserve System (Chernoff).   

 The overall objective of this thesis was to determine why institutional investors have not invested 

in farmland to a great extent even though research findings have shown that it would be beneficial for 

them to hold farmland in their portfolios.  The specific objectives were: 

1) Determine the possible reasons for the relatively low level of institutional investment in 

farmland. 
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2) Identify differences in perceptions among various participants in the farmland investment 

process about issues surrounding farmland investment.  The groups involved in the 

farmland investment process include institutional investors, institutional asset managers, 

and farm real estate broker/managers. 

3) Determine if the current focus on high quality farmland for institutional investment is 

justified. 

The following sections outline the results of these objectives. 

5.2  POSSIBLE REASONS FOR THE RELATIVELY LOW LEVEL OF INSTITUTIONAL 

INVESTMENT IN FARMLAND 

 Chapter Three reported results of a farmland investment survey that was used to gather data for 

this study.  Results of the survey indicate that there are several possible reasons for the relatively low 

level of institutional investment in farmland.  Some of the most important reasons found in the survey 

include: 

1) Lack of knowledge about farmland investments  

2) Lack of farmland return data  

3) The perception that farmland returns are risky  

4) Farmland valuation problems  

5) Lack of a solid farmland return index  

6) The perception that farmland returns are low compared to other investments 

7) Government policy concerns including environmental regulations 

 The issues of lack of knowledge and lack of return data were shown to be the most important 

issues to institutional investors.  To deal with these issues, more emphasis should be placed on informing 

institutional investors about farmland investments and providing them with additional sources of reliable 

return data.  The results of the survey indicate that institutional investors with some knowledge of 

farmland investments are generally interested in farmland as an investment.   
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 Many of the respondents mentioned several mechanisms that could make farmland more 

attractive to institutional investors.  Some of these mechanisms included a standardized return index, 

education about farmland as an investment, real estate investment trusts in farmland, and reports from 

institutional investors with successful track records in farmland. 

5.3  DIFFERENCES IN PERCEPTIONS ABOUT ISSUES SURROUNDING FARMLAND 

INVESTMENT 

 Results of the survey show that there were significant differences in perceptions over two issues 

affecting farmland investment.  The pension fund managers, who represented the institutional investor 

position in the survey, felt that lack of returns data and valuation problems were significantly more 

important than the institutional asset managers and farm real estate broker/managers did.  Institutional 

investors want more unbiased farmland return information and better methods to determine the value of 

their farmland investments during the investment period. 

 There were several trends throughout the responses to the survey that indicate how well the 

perceptions of the asset managers and real estate broker/mangers match the actual perceptions of 

institutional investors.  First, the institutional asset managers' responses were fairly close to the responses 

of the pension fund managers on most issues except for a few notable exceptions stated above.  This 

finding may be a result of the close relationship between these two groups and it shows that institutional 

asset managers are generally in touch with the needs of institutional investors.  Second, the responses of 

the real estate broker/manager groups were significantly different from the responses of the pension fund 

managers on some of the issues.  This finding may be a result of their position in the investment process 

that is away from institutional investors and therefore they may not be in touch with some of the 

investors' concerns. 

5.4  CURRENT FOCUS ON HIGH QUALITY FARMLAND 

 Returns to three different quality classes of Illinois farmland were analyzed in Chapter Four.  

Using historical landowner returns to three different classes of Illinois share rented farmland, the analysis 

showed that low quality farmland may be a better investment for institutional investors than high quality 
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farmland in diversified portfolios for one-, five-, and ten-year holding periods.  However, there are some 

factors that make low quality farmland unattractive that may not have been accounted for in the return 

data.  The impact these factors have on the performance of low quality farmland is difficult to determine.  

It was shown that the emphasis on high quality farmland may be justified if negative factors associated 

with low quality land such as increased management costs and the possibility of being taken out of 

production lower returns to low quality land by more than 100 basis points per year.   

 The results of the portfolio analysis also showed that farmland in general competes well with 

other assets such as business real estate, stocks, and bonds in multiple-period investments.  Efficient 

portfolios were generated for one-, five-, and ten-year holding periods.  Farmland appeared strongly in 

the multiple-year analyses making it a good long term diversification tool.  The efficient portfolio results 

supported many of the benefits of farmland as an institutional investment that were stated in Chapter 

Two.  The historical returns to both the three classes of Illinois farmland and U.S. farmland were shown 

to be negatively correlated to the other assets in the analysis and positively correlated with inflation.   

5.5  SUGGESTIONS FOR FUTURE RESEARCH 

 There are several topics highlighted in this thesis that could be researched further.  Some of these 

topics include: 

1) Analyze the quality and usefulness of the NCREIF farmland return data 

2) More in-depth research of the problems found in the survey 

3) Determine the specific adjustments that need to be made to the returns of low quality 

farmland 

4) Analyze the returns to different quality classes of farmland across the U.S. 

5) Analyze the effects of averaging on the usefulness of data series 

6) Determine how to account for different transaction costs and holding periods 

The following sections outline areas that could be looked at under these topics. 
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5.5.1  Analyze the Quality and Usefulness of the NCREIF Farmland Return Data 

 It was shown in Chapter Two that the problem of an accurate return series for farmland 

investments is being looked at by the National Council of Real Estate Investment Fiduciaries (NCREIF).  

NCREIF, whose members include the main agricultural asset managers in the U.S., is in the process of 

developing an Agricultural Property Index.  The index will be calculated using return data from actual 

investor held farm properties.  The developers of the index believe that it will provide a more accurate 

source of return data for investors as they analyze farmland as an investment option. 

 In Chapter Three, it was shown that many of the survey respondents felt that a standardized 

farmland return index was needed to solve the return data problem in the farmland investment market.  

Several respondents specifically mentioned the NCREIF farmland index.   

 Future research could analyze the quality and usefulness of the NCREIF farmland index.  Some 

of the possible drawbacks of the index should be considered, such as the short sample period of the data 

and the relatively small number of properties included in the index.  The possible positive impacts the 

NCREIF index will have on the institutional farmland market should also be considered.  Data problems 

were shown to be one of the most important issues making farmland unattractive to institutional investors 

and the NCREIF index may help to solve these problems. 

 Future research could also involve using the NCREIF farmland data to generate efficient 

portfolios similar to the ones in Chapter Four.  The solutions to the new portfolios may provide investors 

with valuable information because the farmland returns used in the analysis would be from actual 

investor held properties.   

5.5.2  More In-depth Research of the Problems Found in the Survey 

 The results of the survey discussed in Chapter Four show that there are several possible issues 

that make farmland unattractive to institutional investors.  Some solutions to these problems were 

mentioned but many problems were not solved.  Future research could analyze these problems in more 

detail and determine possible solutions.   

 One of the main issues facing institutional farmland investment is investors' lack of knowledge 

about farmland investments.  More research is needed to determine the true impacts of this issue and 
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specific methods to overcome it.  Some of the solutions to this issue that were mentioned in the survey 

were educational programs, unbiased academic reports on the risks and rewards of farmland investment, 

and published reports by institutional investors on their actual farmland investment experience.   

5.5.3  Determine the Specific Adjustments that Need to be Made to the Returns of Low Quality 
Farmland 

 It was shown in Chapter Four that the apparent emphasis on high quality farmland in the 

investment market may be justified when the possible negative features associated low quality farmland 

are considered.  Adjustments were made to the returns of low quality farmland to account for these 

features.  However, it is difficult to determine what type or level of adjustment needs to be made to the 

returns of low quality farmland to compensate for possible negative features.  Therefore it is difficult to 

accurately compare the returns of high and low quality farmland.   

 Future research could determine more precisely if and to what extent the returns to low quality 

farmland need to be adjusted to reflect the asset's true value as an investment.  Adjustments may need to 

be made to account for increased management costs, lower liquidity, high erosion potential, and the 

possibility of being taken out of production.  A more accurate comparison could then be made between 

quality classes of farmland. 

5.5.4  Analyze the Returns to Different Quality Classes of Farmland Across the U.S. 

 The analysis of returns to different quality classes of farmland done in Chapter Four only 

covered three classes of Illinois farmland.  Future research may consider various quality classes of 

farmland across the U.S.  Return data may be gathered on a state by state basis and then further 

subdivided in each state by quality.  Diversified efficient portfolios could then be generated using this 

farmland data and returns to traditional investments like stocks, bonds, and business real estate.  This 

type of nation-wide farmland analysis would add to the work done in this thesis and to work done 

previously on multiple-state farmland analysis. 

5.5.5  Analyze the Effects of Averaging on the Usefulness of Data Series 

 In Chapter Four it was stated that it may not be as easy to achieve the average farmland return as 

it is to achieve the average stock or bond return.  The averaging process used to generate the farmland 
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return series may understate the actual level of standard deviation that an investor could expect from a 

farmland investment.  The averaging process may not effect the stock and bond series to a great extent 

because investors can buy shares in diversified mutual funds in these asset classes.  Future research could 

analyze the effects that the averaging process has on various data series and determine what adjustments 

need to be made so that the data reflect the actual risks and returns that an investor could expect from an 

investment.   

5.5.6  Determine How to Account for Different Transaction Costs and Holding Periods 

 One factor that was not considered in the computation of the single and multiple-year efficient 

portfolios generated in Chapter Four was the transaction costs associated with buying and selling the 

assets.  The transaction costs may be different for the various assets and the typical holding periods may 

also be different.  Therefore it is difficult to determine what type of adjustments to make for transaction 

costs.  For example, stocks typically have relatively short holding periods and low transaction costs while 

farmland is held for a relatively long period and has high transaction costs.  The high transaction costs of 

farmland may be spread over several years while the transaction costs of stocks may be incurred every 

year.  Future research could determine how to account for transaction costs when generating efficient 

portfolios consisting of assets with different typical holding periods. 
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Pension Fund Manager Survey 
 

Farmland Investment Survey 
 

Please respond to the following questions about investing in farmland as a portfolio investment.  The results of this 
survey will be used in research for a master's thesis that is analyzing the reasons behind the relatively low level of 
institutional investment in farmland.  The individual responses to the survey will be kept strictly confidential. 
 
1. The following issues are frequently mentioned as factors that make farmland investments unattractive to 

institutional investors.  We would like your perceptions of how important these issues are to institutional 
investors.  Rank each issue on a scale from 5 to 1 with a score of 5 indicating that the issue is very important to 
institutional investors and a score of 1 meaning that the issue is not a factor in the investment decision.  
 

Score Issues 
Very  

Important 

Issue 

 

Not a  

Factor 

 

 

5   4   3   2   1 Lack of Knowledge - institutional investors have little experience in farmland investment. 
 

5   4   3   2   1 Lack of Return Data - there is not enough information on historical returns to farmland. 
 

5   4   3   2   1 Short Term Liquidity Problems - it may require considerable time (3 months to 1 year) to find 
a buyer for the farmland investment. 

 
5   4   3   2   1 Long Term Liquidity Problems - investors must commit to the investment for a considerable 

amount of time and they can't change their mind if returns are poor. 
 

5   4   3   2   1 Returns are Risky - institutional investors perceive that returns to farmland are riskier than the 
returns to other investments. 

 
5   4   3   2   1 Lack of a Solid Index - there is no index that can be used to analyze farmland returns as there 

are for other types of investments. 
 

5   4   3   2   1 Valuation Problems - it is difficult to determine the value of farmland during the investment 
period. 

 
5   4   3   2   1 Low Returns - institutional investors perceive that the returns to farmland are low compared to 

other similar investments. 
 

5   4   3   2   1 Loss of Control due to the Need for External Management - since most institutional investors 
do not have experience in managing farmland they must obtain the services of an external 
manager.  Therefore they may feel that they do not have as much control over the investment 
decisions as they do with their other investments. 

 
5   4   3   2   1 Transaction Costs - the costs of buying and selling farmland make it less attractive than other 

investments such as stocks and bonds. 
 

5   4   3   2   1 Setting the Market - institutional investors feel that if they invested too heavily in the farmland 
market that they may influence the market price for farmland. 

 
5   4   3   2   1 Competition Factor - institutional investors do not want to compete with farmers for land.  

 



118 

Pension Fund Manager Survey (continued) 
 
 
2. What additional factors do you feel make investment in farmland unattractive to institutional investors?  Please 

explain. 
 
 
 
 
 
 
 
3. What mechanisms do you feel are needed to make the farmland market more attractive to institutional investors?  

These would include solutions to the problems mentioned above. 
 
 
 
 
 
 
 
4. What do you feel are the unique benefits of investing in farmland as compared to other investments? 
 
 
 
 
 
 
 
5. In most investment decisions there are tradeoffs between risk and return.  From your perspective, what are 

institutional investors looking for in terms of a risk/return combination in their farmland investments?  Please 
indicate what percentage of the institutional investors that you deal with fall in the following risk/return 
categories when they choose farmland investments. 

 
_____   High Risk / High Return 

_____   Above Average Return / Above Average Risk 

_____   Medium Risk / Medium Return 

_____   Low Risk / Low Return 
             _______ 
              100 % 

 
 
Would you like to receive a copy of the results of this survey when it is completed?   Yes   or   No 
 

If you are interested in receiving a copy of the survey results, please indicate your name and the 
address where you would like it to be sent. 

 
Name:       
Address:       
      
      

 
Thank you for your cooperation.
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Institutional Asset Manager Survey 
 

Farmland Investment Survey 
 

Please respond to the following questions about investing in farmland as a portfolio investment.  The results of this 
survey will be used in research for a master's thesis that is analyzing the reasons behind the relatively low level of 
institutional investment in farmland.  The individual responses to the survey will be kept strictly confidential. 
 
1. The following issues are frequently mentioned as factors that make farmland investments unattractive to 

institutional investors.  We would like your perceptions of how important these issues are to institutional 
investors.  Rank each issue on a scale from 5 to 1 with a score of 5 indicating that the issue is very important to 
institutional investors and a score of 1 meaning that the issue is not a factor in the investment decision.  
 

Score Issues 
Very  

Important 

Issue 

 

Not a  

Factor 

 

 

5   4   3   2   1 Lack of Knowledge - institutional investors have little experience in farmland investment. 
 

5   4   3   2   1 Lack of Return Data - there is not enough information on historical returns to farmland. 
 

5   4   3   2   1 Short Term Liquidity Problems - it may require considerable time (3 months to 1 year) to find 
a buyer for the farmland investment. 

 
5   4   3   2   1 Long Term Liquidity Problems - investors must commit to the investment for a considerable 

amount of time and they can't change their mind if returns are poor. 
 

5   4   3   2   1 Returns are Risky - institutional investors perceive that returns to farmland are riskier than the 
returns to other investments. 

 
5   4   3   2   1 Lack of a Solid Index - there is no index that can be used to analyze farmland returns as there 

are for other types of investments. 
 

5   4   3   2   1 Valuation Problems - it is difficult to determine the value of farmland during the investment 
period. 

 
5   4   3   2   1 Low Returns - institutional investors perceive that the returns to farmland are low compared to 

other similar investments. 
 

5   4   3   2   1 Loss of Control due to the Need for External Management - since most institutional investors 
do not have experience in managing farmland they must obtain the services of an external 
manager.  Therefore they may feel that they do not have as much control over the investment 
decisions as they do with their other investments. 

 
5   4   3   2   1 Transaction Costs - the costs of buying and selling farmland make it less attractive than other 

investments such as stocks and bonds. 
 

5   4   3   2   1 Setting the Market - institutional investors feel that if they invested too heavily in the farmland 
market that they may influence the market price for farmland. 

 
5   4   3   2   1 Competition Factor - institutional investors do not want to compete with farmers for land.  
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Institutional Asset Manager Survey (continued) 
 
 
2. What additional factors do you feel make investment in farmland unattractive to institutional investors?  Please 

explain. 
 
 
 
 
 
 
 
 
 
 
3. What mechanisms do you feel are needed to make the farmland market more attractive to institutional investors?  

These would include solutions to the problems mentioned above. 
 
 
 
 
 
 
 
 
 
 
4. What do you feel are the unique benefits of investing in farmland as compared to other investments? 
 
 
 
 
 
 
 
 
 
 
5. In most investment decisions there are tradeoffs between risk and return.  From your perspective, what are 

institutional investors looking for in terms of a risk/return combination in their farmland investments?  Please 
indicate what percentage of the institutional investors that you deal with fall in the following risk/return 
categories when they choose farmland investments. 

 
_____   High Risk / High Return 
 
_____   Above Average Return / Above Average Risk 
 
_____   Medium Risk / Medium Return 
 
_____   Low Risk / Low Return 

             _______ 
              100 % 
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Institutional Asset Manager Survey (continued) 
 
 
6. Please indicate which of the following groups you consider yourself to be a part of. 
 

_____   Institutional Asset Managers 
 
_____   Farm Real Estate Brokers 
 
_____   Institutional Investor 
 
_____   Other (Please specify.)  ____________________________ 

 
 
 
To facilitate the process of surveying additional individuals who are involved with the farmland investment process, 
please list in the categories below any possible contacts that you deal with in these areas and their addresses. 
 
 Institutional Investors      Farm Real Estate Brokers 
 
Name:          Name:        
Organization:         Organization:       
Address:         Address:       
              
              
 
Name:          Name:        
Organization:         Organization:       
Address:         Address:       
              
              
 
Name:          Name:        
Organization:         Organization:       
Address:         Address:       
              
              
 
Please attach an additional list of contacts if there are not enough spaces provided above. 
 
 
 
Would you like to receive a copy of the results of this survey when it is completed?   Yes   or   No 
 

If you are interested in receiving a copy of the survey results, please indicate your name and the 
address where you would like it to be sent. 

 
Name:        
Address:       
      
      

 
Thank you for your cooperation. 
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Farm Real Estate Broker/Manager Survey 
 

Farmland Investment Survey 
 

Please respond to the following questions about investing in farmland as a portfolio investment.  The results of this 
survey will be used in research for a master's thesis that is analyzing the reasons behind the relatively low level of 
institutional investment in farmland.  The individual responses to the survey will be kept strictly confidential. 
 
1. The following issues are frequently mentioned as factors that make farmland investments unattractive to 

institutional investors.  We would like your perceptions of how important these issues are to institutional 
investors.  Rank each issue on a scale from 5 to 1 with a score of 5 indicating that the issue is very important to 
institutional investors and a score of 1 meaning that the issue is not a factor in the investment decision.  Please 
mark a score of 0 if you have no basis for ranking the issue. 

Score Issues 
Very  

Important 

Issue 

 

Not a  

Factor 

 

No Basis 

for 

Ranking 

5   4   3   2   1             0  Lack of Knowledge - institutional investors have little experience in farmland investment. 
 

5   4   3   2   1             0  Lack of Return Data - there is not enough information on historical returns to farmland. 
 

5   4   3   2   1             0  Short Term Liquidity Problems - it may require considerable time (3 months to 1 year) to 
find a buyer for the farmland investment. 

 
5   4   3   2   1             0  Long Term Liquidity Problems - investors must commit to the investment for a 

considerable amount of time and they can't change their mind if returns are poor. 
 

5   4   3   2   1             0  Returns are Risky - institutional investors perceive that returns to farmland are riskier than 
the returns to other investments. 

 
5   4   3   2   1             0  Lack of a Solid Index - there is no index that can be used to analyze farmland returns as 

there are for other types of investments. 
 

5   4   3   2   1             0  Valuation Problems - it is difficult to determine the value of farmland during the investment 
period. 

 
5   4   3   2   1             0  Low Returns - institutional investors perceive that the returns to farmland are low compared 

to other similar investments. 
 

5   4   3   2   1             0  Loss of Control due to the Need for External Management - since most institutional 
investors do not have experience in managing farmland they must obtain the services of 
an external manager.  Therefore they may feel that they do not have as much control 
over the investment decisions as they do with their other investments. 

 
5   4   3   2   1             0  Transaction Costs - the costs of buying and selling farmland make it less attractive than 

other investments such as stocks and bonds. 
 

5   4   3   2   1             0  Setting the Market - institutional investors feel that if they invested too heavily in the 
farmland market that they may influence the market price for farmland. 

 
5   4   3   2   1             0  Competition Factor - institutional investors do not want to compete with farmers for land.  
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Farm Real Estate Broker/Manager Survey (continued) 
 
 
2. What additional factors do you feel make investment in farmland unattractive to institutional investors?  Please 

explain. 
 
 
 
 
 
 
 
3. What mechanisms do you feel are needed to make the farmland market more attractive to institutional investors?  

These would include solutions to the problems mentioned above. 
 
 
 
 
 
 
 
4. What do you feel are the unique benefits of investing in farmland as compared to other investments? 
 
 
 
 
 
 
5. In most investment decisions there are tradeoffs between risk and return.  From your perspective, what are 

institutional investors looking for in terms of a risk/return combination in their farmland investments?  Please 
indicate what percentage of the institutional investors that you believe fall in the following risk/return categories 
when they choose farmland investments.  If you have no knowledge of the investment preferences of institutional 
investors, place a check here ____ and leave the rest of the question blank. 

 
_____   High Risk / High Return 

_____   Above Average Return / Above Average Risk 

_____   Medium Risk / Medium Return 

_____   Low Risk / Low Return 
             _______ 
              100 % 

 
 
Would you like to receive a copy of the results of this survey when it is completed?   Yes   or   No 
 

If you are interested in receiving a copy of the survey results, please indicate your name and the 
address where you would like it to be sent. 

 
Name:       
Address:       
      
      

 
Thank you for your cooperation.
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Illinois Class 1 Farmland Return Calculation 
 
 
Farmla nd Owner Returns to Crop-Share Leases on Grain Farms in Illinois 

Summary Figures on a per total acre basis.

Weighted Average
Change in

Number Net income Investment Average Current value of Total 
Year of farms per acre per acre SPI return Investment return

1960 302 $21 $497 85.95 4.21% 4.21%
1961 372 $24 $493 85.00 4.83% -0.71% 4.12%
1962 274 $28 $505 84.83 5.48% 2.38% 7.85%
1963 426 $29 $530 84.83 5.49% 5.07% 10.56%
1964 320 $27 $557 85.06 4.86% 5.09% 9.96%
1965 415 $30 $587 85.30 5.16% 5.32% 10.48%
1966 385 $33 $657 84.99 5.09% 11.83% 16.92%
1967 438 $29 $704 85.29 4.16% 7.28% 11.44%
1968 426 $24 $731 78.14 3.35% 3.75% 7.10%
1969 339 $35 $756 85.47 4.62% 3.41% 8.03%
1970 143 $31 $749 85.22 4.07% -0.84% 3.23%

Weighted Average
Change in

Number Net income Investment Average Current value of Total 
of farms per acre per acre SPI return Investment return

1971 415 $38 $718 91.25 5.24% -4.14% 1.10%
1972 245 $51 $733 92.70 6.96% 1.99% 8.95%
1973 241 $89 $733 92.79 12.17% 0.02% 12.19%
1974 296 $108 $1,173 92.41 9.25% 60.03% 69.28%
1975 246 $86 $1,420 92.74 6.04% 21.04% 27.08%
1976 261 $105 $1,748 93.29 6.01% 23.12% 29.13%
1977 264 $68 $2,328 92.78 2.93% 33.17% 36.10%
1978 250 $90 $2,545 92.29 3.54% 9.36% 12.91%
1979 235 $108 $2,854 92.40 3.78% 12.10% 15.88%

Weighted Average
Change in

Number Net income Investment Average Current value of Total 
of farms per acre per acre SPI return Investment return

1980 537 $103 $3,488 93.00 2.94% 22.24% 25.17%
1981 501 $89 $3,705 93.46 2.40% 6.22% 8.62%
1982 483 $90 $3,382 93.00 2.65% -8.73% -6.08%
1983 471 $101 $3,079 93.00 3.27% -8.96% -5.69%
1984 388 $87 $2,641 93.00 3.30% -14.20% -10.91%
1985 409 $109 $2,227 93.00 4.91% -15.67% -10.76%
1986 425 $81 $1,935 93.00 4.19% -13.12% -8.93%
1987 364 $91 $1,785 93.00 5.10% -7.77% -2.66%
1988 380 $59 $1,856 92.59 3.16% 3.98% 7.14%
1989 396 $93 $2,055 92.60 4.55% 10.73% 15.28%
1990 424 $96 $2,125 92.00 4.51% 3.42% 7.94%
1991 404 $80 $2,154 92.00 3.72% 1.37% 5.09%

1961-91
Average 360 $68 $1,644 90.01 4.76% 5.77% 10.53%

Std. Dev. 93.66 31.59 1014.16 4.13 0.02 0.15 0.16
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Illinois Class 1 Farmland Return Calculation (continued) 
 
 

Data used to find averages.

Years: 1960-70 SPI: 76-100 Years: 1960-70 SPI: 76-100
Acres <180 Acres 180-259

Number Net income Investment Ave. Number Net income Investment Ave.
of farms per acre per acre Return SPI of farms per acre per acre Return SPI

15 $16 $517 3.10% 85 88 $20 $504 3.93% 86
21 $20 $509 3.96% 85 88 $22 $499 4.39% 85

54 $26 $508 5.03% 85
29 $22 $563 3.95% 85 87 $27 $542 5.00% 85
11 $23 $580 3.97% 87 56 $26 $577 4.47% 86
13 $26 $632 4.07% 87 74 $29 $596 4.93% 85

7 $28 $708 3.93% 84 66 $33 $677 4.84% 86
14 $24 $749 3.20% 86 75 $28 $729 3.84% 86
10 $20 $786 2.50% 88 65 $23 $753 3.08% 86

41 $31 $773 3.97% 87
32 $26 $771 3.35% 86

Years: 1972-79 SPI: 93-100 Years: 1972-79 SPI: 93-100
Full tenant Full tenant
Acres 40-339 Acres 340-659

Number Net income Investment Ave. Number Net income Investment Ave.
of farms per acre per acre Return SPI of farms per acre per acre Return SPI

79 $38 $752 5.02% 96 134 $40 $752 5.37% 96
49 $51 $778 6.59% 97 68 $56 $758 7.32% 97
42 $93 $769 12.13% 97 71 $94 $764 12.25% 97
53 $115 $1,210 9.47% 96 82 $115 $1,209 9.52% 97
46 $86 $1,490 5.78% 97 70 $86 $1,476 5.85% 97
52 $108 $1,813 5.98% 97 82 $110 $1,803 6.11% 97
47 $65 $2,449 2.64% 97 79 $72 $2,378 3.02% 97
37 $93 $2,683 3.47% 96 65 $95 $2,624 3.64% 97
36 $106 $2,941 3.60% 96 72 $113 $2,968 3.81% 97

Net income = net rent

Years: 1980-91 SPI: 86-100 Years: 1980-91 SPI: 86-100
Part Owner Full tenant

Number Net income Investment Ave. Number Net income Investment Ave.
of farms per acre per acre Return SPI of farms per acre per acre Return SPI

298 $104 $3,468 2.99% 93 239 $101 $3,513 2.88% 93
272 $89 $3,696 2.42% 93 229 $88 $3,716 2.37% 94
255 $91 $3,400 2.68% 93 228 $88 $3,361 2.62% 93
261 $103 $3,084 3.35% 93 210 $98 $3,072 3.18% 93
225 $89 $2,646 3.35% 93 163 $85 $2,635 3.22% 93
232 $113 $2,227 5.05% 93 177 $105 $2,228 4.72% 93
246 $85 $1,944 4.36% 93 179 $76 $1,923 3.95% 93
207 $95 $1,790 5.29% 93 157 $86 $1,778 4.86% 93
223 $59 $1,824 3.21% 93 157 $59 $1,901 3.09% 92
236 $95 $2,065 4.61% 93 160 $91 $2,040 4.45% 92
249 $98 $2,131 4.62% 92 175 $92 $2,117 4.37% 92
234 $82 $2,154 3.80% 92 170 $78 $2,155 3.61% 92

All data for 1980-91 taken from back tables under that category of "All farms".
Net income per acre found by dividing landlords farm income by total acres.
Sources: 1986-91 - Lease Shares and Farm Returns, Dept. of Ag. Econ., University of Illinois at Urbana-Champaign.

1960-85 - Landlord and Tenant Shares, Dept. of Ag. Econ., University of Illinois at Urbana-Champaign.
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Illinois Class 1 Farmland Return Calculation (continued) 
 

Data used to find averages (Continued).

Years: 1960-70 SPI: 76-100 Years: 1960-70 SPI: 76-100
Acres 260-339 Acres 340-499

Number Net income Investment Ave. Number Net income Investment Ave.
of farms per acre per acre Return SPI of farms per acre per acre Return SPI

88 $21 $502 4.28% 86 111 $22 $484 4.54% 86
109 $24 $498 4.80% 85 154 $25 $484 5.24% 85

95 $27 $509 5.22% 85 78 $28 $502 5.53% 85
118 $29 $526 5.55% 85 121 $30 $529 5.76% 85

86 $28 $560 4.97% 85 109 $27 $552 4.98% 85
97 $30 $589 5.13% 86 136 $30 $587 5.19% 85

113 $34 $657 5.12% 85 137 $35 $650 5.32% 85
118 $29 $703 4.18% 86 151 $31 $701 4.39% 85
104 $24 $734 3.29% 56 161 $25 $719 3.49% 85

79 $35 $760 4.60% 86 145 $34 $748 4.55% 85
30 $34 $762 4.43% 86 30 $30 $729 4.17% 84

Years: 1972-79 SPI: 93-100 Years: 1972-79 SPI: 80-92
Full tenant Full tenant
Acres 660+ Acres 40-339

Number Net income Investment Ave. Number Net income Investment Ave.
of farms per acre per acre Return SPI of farms per acre per acre Return SPI

34 $42 $741 5.61% 96 57 $32 $689 4.58% 84
11 $56 $723 7.69% 97 35 $46 $711 6.48% 88
11 $93 $735 12.63% 96 36 $79 $719 10.94% 89
16 $119 $1,244 9.54% 97 30 $100 $1,156 8.63% 88
12 $88 $1,460 6.05% 96 27 $74 $1,367 5.41% 89
14 $115 $1,774 6.46% 97 33 $98 $1,718 5.68% 89
14 $86 $2,363 3.62% 96 35 $66 $2,276 2.89% 88
17 $112 $2,616 4.29% 97 39 $79 $2,479 3.21% 88
11 $133 $2,970 4.47% 97 33 $103 $2,785 3.68% 88
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Illinois Class 1 Farmland Return Calculation (continued) 
 
 

Data used to find averages (Continued).

Years: 1960-70 SPI: 76-100
Acres >500

Number Net income Investment Ave.
of farms per acre per acre Return SPI

47 $32 $497 6.48% 84
71 $32 $514 6.22% 84
58 $27 $541 5.07% 84
95 $31 $572 5.48% 85
62 $32 $642 4.95% 84
80 $28 $682 4.17% 84
86 $25 $726 3.46% 85
74 $39 $756 5.14% 85
51 $32 $740 4.28% 85

Years: 1972-79 SPI: 80-92 Years: 1972-79 SPI: 80-92
Full tenant Full tenant
Acres 340-659 Acres 660+

Number Net income Investment Ave. Number Net income Investment Ave.
of farms per acre per acre Return SPI of farms per acre per acre Return SPI

89 $35 $667 5.27% 84 22 $40 $642 6.17% 86
73 $48 $698 6.84% 88 9 $55 $672 8.19% 88
67 $85 $691 12.26% 88 14 $100 $700 14.27% 89
87 $102 $1,124 9.06% 88 28 $102 $1,125 9.03% 88
74 $85 $1,350 6.31% 88 17 $100 $1,354 7.41% 88
64 $98 $1,656 5.91% 88 16 $103 $1,658 6.23% 89
74 $65 $2,246 2.89% 88 15 $67 $2,170 3.09% 89
73 $86 $2,451 3.52% 88 19 $84 $2,445 3.43% 90
72 $103 $2,735 3.78% 88 11 $100 $2,683 3.72% 88
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Illinois Class 2 Farmland Return Calculation 
 
 
Farmland Owner Returns to Crop-Share Leases on Grain Farms in Illinois 

Summary Figures on a per total acre basis.

Weighted Average
Change in

Number Net income Investment Average Current value of Total 
Year of farms per acre per acre SPI return Investment return

1960 179 $15 $374 68.15 3.99% 3.99%
1961 202 $19 $375 68.66 4.93% 0.23% 5.16%
1962 112 $20 $388 69.29 5.10% 3.36% 8.46%
1963 216 $23 $411 69.52 5.56% 5.95% 11.51%
1964 155 $21 $428 69.49 4.90% 4.14% 9.04%
1965 155 $26 $452 69.45 5.68% 5.65% 11.33%
1966 164 $27 $507 69.74 5.28% 12.18% 17.46%
1967 186 $25 $533 69.51 4.64% 5.03% 9.67%
1968 161 $19 $565 69.43 3.39% 6.09% 9.48%
1969 141 $27 $572 69.42 4.80% 1.11% 5.92%
1970 87 $25 $556 68.51 4.50% -2.72% 1.78%

Weighted Average
Change in

Number Net income Investment Average Current value of Total 
of farms per acre per acre SPI return Investment return

1971 47 $33 $557 70.00 5.84% 0.19% 6.02%
1972 53 $42 $608 74.40 6.91% 9.08% 15.99%
1973 64 $70 $614 74.59 11.38% 0.97% 12.35%
1974 59 $78 $967 74.68 8.08% 57.58% 65.66%
1975 64 $81 $1,173 75.38 6.92% 21.27% 28.19%
1976 57 $88 $1,454 74.70 6.07% 24.03% 30.10%
1977 61 $58 $1,947 75.13 2.97% 33.87% 36.83%
1978 69 $76 $2,158 75.13 3.54% 10.83% 14.37%
1979 52 $100 $2,455 75.33 4.08% 13.79% 17.87%

Weighted Average
Change in

Number Net income Investment Average Current value of Total 
of farms per acre per acre SPI return Investment return

1980 302 $91 $2,798 77.00 3.24% 13.97% 17.21%
1981 248 $79 $2,986 77.81 2.66% 6.71% 9.37%
1982 280 $79 $2,724 77.43 2.91% -8.78% -5.88%
1983 270 $82 $2,468 77.00 3.31% -9.40% -6.09%
1984 256 $72 $2,093 77.00 3.43% -15.21% -11.78%
1985 216 $90 $1,775 77.44 5.05% -15.17% -10.12%
1986 259 $68 $1,548 77.81 4.38% -12.77% -8.39%
1987 227 $72 $1,449 77.79 4.95% -6.45% -1.49%
1988 210 $45 $1,499 76.40 3.01% 3.46% 6.47%
1989 282 $84 $1,640 76.79 5.15% 9.43% 14.58%
1990 247 $86 $1,712 77.00 5.01% 4.36% 9.37%
1991 265 $61 $1,704 77.00 3.59% -0.47% 3.13%

1961-91
Average 167 $57 $1,326 73.83 4.88% 5.88% 10.76%

Std. Dev. 86.12 27.64 833.12 3.51 0.02 0.15 0.15
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Illinois Class 2 Farmland Return Calculation (continued) 
 
 

Data used to find averages.

Years: 1960-70 SPI: 75-56 Years: 1960-70 SPI: 75-56
Acres <180 Acres 180-259

Number Net income Investment Ave. Number Net income Investment Ave.
of farms per acre per acre Return SPI of farms per acre per acre Return SPI

27 $12 $409 3.01% 69 97 $15 $374 3.89% 68
28 $14 $411 3.40% 69 106 $19 $378 5.06% 69

32 $18 $404 4.39% 70
25 $17 $431 3.94% 70 49 $21 $422 4.91% 69
15 $17 $457 3.63% 70 24 $21 $443 4.70% 69
11 $25 $481 5.19% 70 32 $25 $471 5.34% 70

6 $17 $545 3.12% 71 26 $25 $514 4.82% 70
13 $18 $533 3.36% 69 29 $24 $550 4.42% 71
11 $14 $614 2.20% 73 24 $17 $569 2.96% 69

7 $18 $631 2.87% 71 15 $26 $557 4.72% 67
13 $16 $562 2.79% 66

Years: 1971 SPI: 60-74 Years: 1971 SPI: 60-74
Years: 1972-79 SPI: 65-79 Years: 1972-79 SPI: 65-79

Full Tenant Full Tenant
Acres 40-339 Acres 340-659

Number Net income Investment Ave. Number Net income Investment Ave.
of farms per acre per acre Return SPI of farms per acre per acre Return SPI

16 $31 $543 5.76% 70 31 $33 $564 5.87% 70
21 $39 $637 6.14% 75 32 $44 $588 7.46% 74
26 $68 $622 10.86% 74 38 $71 $608 11.75% 75
20 $80 $1,004 7.94% 76 39 $77 $948 8.16% 74
24 $80 $1,192 6.67% 76 40 $82 $1,161 7.07% 75
20 $90 $1,503 5.96% 76 37 $87 $1,428 6.13% 74
23 $51 $2,026 2.52% 77 38 $62 $1,899 3.26% 74
26 $73 $2,225 3.30% 77 43 $78 $2,117 3.69% 74
23 $96 $2,521 3.79% 77 29 $104 $2,403 4.33% 74

Years: 1980-91 SPI: 56-85 Years: 1980-91 SPI: 56-85
Part Owner Full Tenant

Number Net income Investment Ave. Number Net income Investment Ave.
of farms per acre per acre Return SPI of farms per acre per acre Return SPI

157 $91 $2,808 3.24% 77 145 $90 $2,788 3.23% 77
147 $83 $2,963 2.79% 77 101 $75 $3,020 2.47% 79
160 $81 $2,694 3.00% 77 120 $77 $2,764 2.78% 78
136 $90 $2,450 3.67% 77 134 $73 $2,486 2.95% 77
147 $76 $2,110 3.62% 77 109 $65 $2,069 3.16% 77
121 $93 $1,739 5.37% 77 95 $85 $1,821 4.67% 78
154 $72 $1,531 4.69% 77 105 $62 $1,574 3.95% 79
137 $72 $1,428 5.03% 77 90 $72 $1,480 4.85% 79
126 $48 $1,490 3.21% 76 84 $41 $1,512 2.72% 77
171 $86 $1,646 5.20% 76 111 $83 $1,631 5.08% 78
148 $90 $1,714 5.25% 77 99 $80 $1,708 4.67% 77
152 $66 $1,716 3.83% 77 113 $55 $1,687 3.27% 77

All data for 1980-91 taken from back tables under that category of "All farms".
Net income per acre found by dividing landlords farm income by total acres.
Sources: 1986-91 - Lease Shares and Farm Returns, Dept. of Ag. Econ., University of Illinois at Urbana-Champaign.

1960-85 - Landlord and Tenant Shares, Dept. of Ag. Econ., University of Illinois at Urbana-Champaign.
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Illinois Class 2 Farmland Return Calculation (continued) 
 
 

Data used to find averages (Continued).

Years: 1960-70 SPI: 75-56 Years: 1960-70 SPI: 75-56
Acres 260-339 Acres 340-499

Number Net income Investment Ave. Number Net income Investment Ave.
of farms per acre per acre Return SPI of farms per acre per acre Return SPI

55 $17 $359 4.72% 68
68 $19 $357 5.45% 68
40 $21 $390 5.28% 70 40 $21 $373 5.52% 68
62 $24 $411 5.94% 70 54 $24 $404 6.02% 69
37 $22 $436 5.03% 70 55 $21 $418 5.03% 69
36 $26 $459 5.71% 69 49 $24 $431 5.54% 69
48 $27 $516 5.18% 69 48 $27 $499 5.39% 70
56 $26 $541 4.79% 69 62 $26 $525 4.88% 70
46 $20 $577 3.40% 69 55 $20 $543 3.60% 69
44 $29 $581 4.96% 69 49 $27 $559 4.86% 70
26 $25 $566 4.39% 69 26 $27 $539 5.03% 68

Years: 1960-70 SPI: 75-56
Acres >500
Number Net income Investment Ave.
of farms per acre per acre Return SPI

26 $26 $386 6.69% 70
24 $22 $406 5.50% 70
27 $29 $448 6.53% 70
36 $30 $496 6.02% 70
26 $24 $515 4.68% 68
25 $22 $568 3.92% 70
26 $29 $572 5.06% 70
22 $28 $561 5.02% 70
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Illinois Class 3 Farmland Return Calculation 
 
 
Farmland Owner Returns to Crop-Share Leases on Grain Farms in Illinois 

Summary
Figures on a per total acre basis.

Weighted Average
Change in

Number Net income Investment Average Current value of Total 
Year of farms per acre per acre SPI return Investment return

1960 48 $10 $224 47.54 4.54% 4.54%
1961 51 $15 $217 47.29 6.80% -3.32% 3.48%
1962 44 $14 $226 47.23 6.02% 4.25% 10.27%
1963 49 $18 $230 45.71 8.04% 1.69% 9.73%
1964 40 $13 $245 46.58 5.44% 6.59% 12.03%
1965 36 $17 $254 46.00 6.51% 3.87% 10.38%
1966 32 $19 $285 46.88 6.53% 12.01% 18.53%
1967 28 $21 $309 47.50 6.74% 8.29% 15.03%
1968 30 $17 $320 47.50 5.19% 3.57% 8.76%
1969 28 $16 $317 45.00 4.94% -0.82% 4.12%
1970 22 $17 $322 46.59 5.22% 1.64% 6.86%

Weighted Average
Change in

Number Net income Investment Average Current value of Total 
of farms per acre per acre SPI return Investment return

1971 13 $20 $274 52.00 7.25% -15.00% -7.74%
1972 5 $22 $302 54.00 7.30% 10.41% 17.71%
1973 13 $42 $388 59.00 10.81% 28.35% 39.16%
1974 15 $53 $577 57.00 9.26% 48.71% 57.97%
1975 10 $35 $724 59.00 4.88% 25.47% 30.35%
1976 8 $36 $775 54.00 4.59% 7.09% 11.68%
1977 10 $41 $1,175 56.00 3.45% 51.55% 55.00%
1978 10 $39 $1,350 59.00 2.90% 14.85% 17.75%
1979 7 $75 $1,514 59.00 4.94% 12.16% 17.09%

Weighted Average
Change in

Number Net income Investment Average Current value of Total 
of farms per acre per acre SPI return Investment return

1980 269 $84 $1,871 61.09 4.50% 23.59% 28.09%
1981 228 $73 $1,986 61.19 3.69% 6.16% 9.85%
1982 192 $72 $1,849 61.02 3.92% -6.90% -2.99%
1983 144 $65 $1,744 63.75 3.74% -5.69% -1.95%
1984 149 $58 $1,421 61.35 4.08% -18.49% -14.41%
1985 161 $62 $1,212 61.30 5.12% -14.73% -9.61%
1986 127 $56 $1,046 62.44 5.32% -13.65% -8.33%
1987 110 $60 $975 61.20 6.11% -6.80% -0.69%
1988 119 $59 $998 60.01 5.92% 2.29% 8.21%
1989 129 $82 $1,138 61.62 7.23% 14.11% 21.34%
1990 122 $68 $1,184 61.69 5.76% 4.00% 9.76%
1991 115 $64 $1,126 60.13 5.71% -4.88% 0.83%

1961-91
Average 75 $43 $850 55.23 5.74% 6.46% 12.20%

Std. Dev. 72.80 23.92 577.96 6.55 0.02 0.16 0.17
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Illinois Class 3 Farmland Return Calculation (continued) 
 

Data used to find averages.

Years: 1960-70 SPI: 55-36 Years: 1960-70 SPI: 55-36
Acres 180-339 Acres 340-499
Number Net income Investment Ave. Number Net income Investment Ave.
of farms per acre per acre Return SPI of farms per acre per acre Return SPI

34 $11 $236 4.56% 49 14 $9 $196 4.47% 44
33 $16 $227 6.93% 48 18 $13 $197 6.55% 46
27 $14 $235 5.88% 48 17 $13 $212 6.27% 46
28 $20 $246 7.94% 47 21 $17 $208 8.19% 44
23 $14 $261 5.37% 47 17 $12 $223 5.55% 46
21 $17 $276 6.30% 46 15 $15 $224 6.88% 46
14 $21 $304 6.83% 48 18 $17 $270 6.26% 46
14 $22 $316 7.03% 48 14 $19 $301 6.43% 47
15 $16 $329 4.84% 48 15 $17 $310 5.57% 47
15 $15 $322 4.81% 45 13 $16 $311 5.09% 45
13 $16 $318 5.00% 47 9 $18 $328 5.53% 46

All figures from only Southern Illinois farms except for 1960-62. 

Years: 1971 SPI: <60
Full Tenant Years: 1972-79 SPI: <65

Number Net income Investment Ave.
of farms per acre per acre Return SPI

13 $20 $274 7.25% 52
5 $22 $302 7.30% 54

13 $42 $388 10.81% 59
15 $53 $577 9.26% 57
10 $35 $724 4.88% 59

8 $36 $775 4.59% 54
10 $41 $1,175 3.45% 56
10 $39 $1,350 2.90% 59

7 $75 $1,514 4.94% 59
All figures from only Southern Illinois farms except for 1973-75. 

Years: 1980-91 SPI: 36-85 Years: 1980-91 SPI: 36-85
Part Owner Full Tenant

Number Net income Investment Ave. Number Net income Investment Ave.
of farms per acre per acre Return SPI of farms per acre per acre Return SPI

227 $85 $1,827 4.65% 60 42 $80 $2,106 3.79% 67
194 $74 $1,934 3.80% 60 34 $71 $2,281 3.13% 68
164 $72 $1,802 4.02% 60 28 $72 $2,122 3.42% 67
108 $68 $1,695 4.02% 62 36 $57 $1,889 3.00% 69
114 $61 $1,366 4.44% 59 35 $49 $1,601 3.07% 69
131 $61 $1,163 5.26% 60 30 $66 $1,425 4.64% 67

99 $58 $1,023 5.69% 62 28 $47 $1,129 4.14% 64
88 $61 $941 6.48% 60 22 $54 $1,112 4.84% 66
99 $59 $952 6.23% 59 20 $58 $1,223 4.72% 65

109 $84 $1,138 7.38% 61 20 $73 $1,140 6.40% 65
101 $70 $1,178 5.92% 61 21 $60 $1,212 4.99% 65
100 $66 $1,122 5.87% 60 15 $54 $1,153 4.66% 61

All data for 1980-91 taken from back tables under that category of "All farms".
Net income per acre found by dividing landlords farm income by total acres.
Sources: 1986-91 - Lease Shares and Farm Returns, Dept. of Ag. Econ., University of Illinois at Urbana-Champaign.

1960-85 - Landlord and Tenant Shares, Dept. of Ag. Econ., University of Illinois at Urbana-Champaign.
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Data Series for Assets Used in the Portfolio Analysis, 1961-91 
One-Year Holding Period Returns

Illinois Illinois Illinois

S&P 500 Long-term Long-term Class 1 Class 2 Class 3

Year Stocks Corp. Bonds Govt. Bonds Farmland Farmland Farmland Inflation

1961 26.89% 4.82% 0.97% 4.12% 5.16% 3.48% 0.67%

1962 -8.73% 7.95% 6.89% 7.85% 8.46% 10.27% 1.22%

1963 22.80% 2.19% 1.21% 10.56% 11.51% 9.73% 1.65%

1964 16.48% 4.77% 3.51% 9.96% 9.04% 12.03% 1.19%

1965 12.45% -0.46% 0.71% 10.48% 11.33% 10.38% 1.92%

1966 -10.06% 0.20% 3.65% 16.92% 17.46% 18.53% 3.35%

1967 23.98% -4.95% -9.18% 11.44% 9.67% 15.03% 3.04%

1968 11.06% 2.57% -0.26% 7.10% 9.48% 8.76% 4.72%

1969 -8.50% -8.09% -5.07% 8.03% 5.92% 4.12% 6.11%

1970 4.01% 18.37% 12.11% 3.23% 1.78% 6.86% 5.49%

1971 14.31% 11.01% 13.23% 1.10% 6.02% -7.74% 3.36%

1972 18.98% 7.26% 5.69% 8.95% 15.99% 17.71% 3.41%

1973 -14.66% 1.14% -1.11% 12.19% 12.35% 39.16% 8.80%

1974 -26.47% -3.06% 4.35% 69.28% 65.66% 57.97% 12.20%

1975 37.20% 14.64% 9.20% 27.08% 28.19% 30.35% 7.01%

1976 23.84% 18.65% 16.75% 29.13% 30.10% 11.68% 4.81%

1977 -7.18% 1.71% -0.69% 36.10% 36.83% 55.00% 6.77%

1978 6.56% -0.07% -1.18% 12.91% 14.37% 17.75% 9.03%

1979 18.44% -4.18% -1.23% 15.88% 17.87% 17.09% 13.31%

1980 32.42% -2.62% -3.95% 25.17% 17.21% 28.09% 12.40%

1981 -4.91% -0.96% 1.86% 8.62% 9.37% 9.85% 8.94%

1982 21.41% 43.79% 40.36% -6.08% -5.88% -2.99% 3.87%

1983 22.51% 4.70% 0.65% -5.69% -6.09% -1.95% 3.80%

1984 6.27% 16.39% 15.48% -10.91% -11.78% -14.41% 3.95%

1985 32.16% 30.90% 30.97% -10.76% -10.12% -9.61% 3.77%

1986 18.47% 19.85% 24.53% -8.93% -8.39% -8.33% 1.13%

1987 5.23% -0.27% -2.71% -2.66% -1.49% -0.69% 4.41%

1988 16.81% 10.70% 9.67% 7.14% 6.47% 8.21% 4.42%

1989 31.49% 16.23% 18.11% 15.28% 14.58% 21.34% 4.65%

1990 -3.17% 6.78% 6.18% 7.94% 9.37% 9.76% 6.11%

1991 30.55% 19.89% 19.30% 5.09% 3.13% 0.83% 3.06%

1961-91

Simple Average
11.96% 7.74% 7.10% 10.53% 10.76% 12.20% 5.12%

Standard Deviation
16.09% 11.32% 11.04% 15.61% 15.10% 16.74% 3.35%

Source:  Ibbotson Associates.  Stocks, Bonds, Bills, and Inflation:  1993 Yearbook.   

(All data except data on Illinois farm returns.)
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Five-Year Holding Period Returns for Assets Used in the Portfolio Analysis 
 
 

Five-Year Holding Period Returns (Geometric means over holding period)

Illinois Illinois Illinois

5 yr. Holding Per. S&P 500 Long-term Long-term Class 1 Class 2 Class 3

Beg. End Stocks Corp. Bonds Govt. Bonds Farmland Farmland Farmland Inflation

1961 1965 13.25% 3.82% 2.63% 8.57% 9.08% 9.14% 1.33%

1962 1966 5.72% 2.88% 3.17% 11.11% 11.52% 12.14% 1.86%

1963 1967 12.39% 0.30% -0.14% 11.84% 11.76% 13.09% 2.23%

1964 1968 10.16% 0.37% -0.43% 11.13% 11.36% 12.89% 2.84%

1965 1969 4.97% -2.22% -2.14% 10.74% 10.71% 11.25% 3.82%

1966 1970 3.34% 1.23% -0.02% 9.25% 8.74% 10.53% 4.54%

1967 1971 8.42% 3.32% 1.77% 6.12% 6.53% 5.13% 4.54%

1968 1972 7.53% 5.85% 4.90% 5.64% 7.74% 5.62% 4.61%

1969 1973 2.01% 5.55% 4.72% 6.62% 8.29% 10.95% 5.41%

1970 1974 -2.35% 6.68% 6.72% 16.65% 18.43% 20.60% 6.60%

1971 1975 3.21% 6.00% 6.16% 21.60% 24.02% 25.49% 6.90%

1972 1976 4.87% 7.42% 6.81% 27.70% 29.20% 30.38% 7.20%

1973 1977 -0.21% 6.29% 5.49% 33.51% 33.54% 37.75% 7.89%

1974 1978 4.32% 6.03% 5.48% 33.68% 34.02% 33.23% 7.94%

1975 1979 14.76% 5.78% 4.33% 23.92% 25.20% 25.48% 8.15%

1976 1980 13.95% 2.39% 1.68% 23.55% 22.98% 25.04% 9.22%

1977 1981 8.08% -1.24% -1.06% 19.35% 18.78% 24.63% 10.06%

1978 1982 14.05% 5.84% 6.03% 10.81% 10.22% 13.48% 9.46%

1979 1983 17.27% 6.83% 6.42% 6.89% 5.96% 9.40% 8.39%

1980 1984 14.76% 11.06% 9.80% 1.42% -0.01% 2.76% 6.54%

1981 1985 14.71% 17.83% 16.83% -5.22% -5.18% -4.16% 4.85%

1982 1986 19.87% 22.41% 21.62% -8.50% -8.48% -7.57% 3.30%

1983 1987 16.49% 13.78% 13.02% -7.84% -7.64% -7.14% 3.41%

1984 1988 15.38% 15.05% 14.98% -5.46% -5.29% -5.29% 3.53%

1985 1989 20.40% 15.02% 15.50% -0.47% -0.21% 1.56% 3.67%

1986 1990 13.14% 10.43% 10.75% 3.39% 3.79% 5.58% 4.13%

1987 1991 15.36% 10.44% 9.81% 6.40% 6.27% 7.61% 4.53%

Over all 5 yr. Holding Periods

Simple Average
10.22% 7.01% 6.48% 10.46% 10.79% 12.21% 5.44%

Standard Deviation
6.23% 5.94% 5.95% 11.60% 11.85% 12.24% 2.47%
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Ten-Year Holding Period Returns for Assets Used in the Portfolio Analysis 
 
 

Ten-Year Holding Period Returns (Geometric means over holding period)

Illinois Illinois Illinois

10 yr. Holding Per. S&P 500 Long-term Long-term Class 1 Class 2 Class 3

Beg. End Stocks Corp. Bonds Govt. Bonds Farmland Farmland Farmland Inflation

1961 1970 8.18% 2.51% 1.30% 8.91% 8.91% 9.83% 2.92%

1962 1971 7.06% 3.10% 2.47% 8.59% 9.00% 8.58% 3.19%

1963 1972 9.93% 3.04% 2.35% 8.70% 9.73% 9.29% 3.41%

1964 1973 6.01% 2.93% 2.11% 8.85% 9.81% 11.92% 4.12%

1965 1974 1.24% 2.13% 2.20% 13.65% 14.50% 15.83% 5.20%

1966 1975 3.27% 3.59% 3.03% 15.26% 16.13% 17.77% 5.71%

1967 1976 6.63% 5.35% 4.26% 16.41% 17.32% 17.08% 5.86%

1968 1977 3.59% 6.07% 5.20% 18.76% 19.95% 20.62% 6.24%

1969 1978 3.16% 5.79% 5.10% 19.39% 20.47% 21.58% 6.67%

1970 1979 5.86% 6.23% 5.52% 20.23% 21.77% 23.02% 7.37%

1971 1980 8.44% 4.18% 3.90% 22.57% 23.50% 25.27% 8.05%

1972 1981 6.47% 3.00% 2.80% 23.45% 23.88% 27.47% 8.62%

1973 1982 6.68% 6.06% 5.76% 21.63% 21.32% 25.03% 8.67%

1974 1983 10.61% 6.43% 5.95% 19.54% 19.17% 20.73% 8.16%

1975 1984 14.76% 8.39% 7.03% 12.11% 11.89% 13.55% 7.34%

1976 1985 14.33% 9.84% 8.99% 8.21% 7.99% 9.47% 7.01%

1977 1986 13.82% 9.95% 9.70% 4.50% 4.26% 7.33% 6.63%

1978 1987 15.26% 9.73% 9.47% 1.05% 0.89% 2.65% 6.39%

1979 1988 16.33% 10.86% 10.62% 0.52% 0.17% 1.79% 5.93%

1980 1989 17.55% 13.02% 12.61% 0.47% -0.11% 2.15% 5.09%

1981 1990 13.93% 14.07% 13.75% -1.01% -0.80% 0.59% 4.49%

1982 1991 17.59% 16.27% 15.56% -1.33% -1.38% -0.27% 3.91%

Over all 10 yr. Holding Periods

Simple Average
9.58% 6.93% 6.35% 11.38% 11.74% 13.24% 5.95%

Standard Deviation
5.08% 4.07% 4.11% 8.25% 8.59% 8.76% 1.75%  
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