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Listening to the Marketplace

By: John D. Moss, President

have the opportunity to speak with people every day

about the farmland market. Some days, the conversation

focuses on the process and mechanics of buying or selling

a specific tract of land. These discussions are relatively
straightforward. The client tells me what his or her goals are,
and then I advise them of the best way to achieve them, based
upon what I've seen work successfully in the past. Other
days the questions, and corresponding answers, can be more
subjective. For example, clients often ask if I can tell them
what land values are going to do in the future.

Is the latter question answerable? If I was to be totally honest,
I would probably say no. Why? First, you have to understand
all the variables that can potentially impact land prices — vari-
ables such as grain prices, interest rates, returns on alternative
investments, and tax laws. Then you have to calculate how
much each variable will ultimately influence the overall market
equation. Finally, you have to hope that nothing changes in
the interim that will make your forecasts appear ridiculous or
uninformed.

All that said, I am still paid to make predictions and I am
willing to do so. But I think I'm going to start simplifying my
approach. Because despite all the in-depth analysis that many
land market economists undertake, there’s another method
of predicting price trends that is not complicated — simply
determine if there are more people interested in buying land
(like we have now) or selling it (like we saw in the mid 1980’s).
Yes, everything you need to know about farmland price trends
you learned in your first economics course! If the demand
for land exceeds supply then prices will trend up. If supply
exceeds demand then prices will trend down.

When I stop and listen to what the players in the market are
saying, my forecasts become much more accurate as I concen-
trate less on analyzing all of the variables and more on the
simple relationship between supply and demand. Here are a
couple of examples:

In the fall of 2008, we conducted several auctions in early
October. Earlier that summer, all the land market indicators
were still positive and we had no reason to believe that the
market might be softer. After the first sale was more difficult
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than we expected because farmers were just not bidding, we
wondered if this particular auction was simply an anomaly.
However, after the second and third sales were more difficult
than expected, we knew that we were seeing a trend and we
were one of the first marketing firms to publicly raise the
caution flag. Why? We saw that farmer demand was weak-
ening, which would lead to softer land prices.

During the fall and winter of 2009, we talked to many
potential land buyers and got a sense that demand might be
slowly rebounding. Perhaps most importantly, we talked to
numerous potential sellers who were content to hold on to
their farm for another year, thus reducing the available supply
ofland. That led us to believe that prices would likely stabilize
into 2010 as there would not be enough farms on the market
to meet the increased demand. True to form, prices firmed up
and the market is much stronger than it was 12 months prior.

So what can we expect in the next 12 months? Based upon
conversations I've had with land buyers and sellers during the
past several weeks, I believe that land prices will continue to
move higher this fall and winter. Farmers and investors both
seem much more eager to bid on land, and the supply of avail-
able tracts in most areas will likely remain tight. Of course,
there will be exceptions because the overall land market is
still comprised of a number of micro-markets. Some of these
micro-markets will not see the best crop yields this year due
to excessive rain. Others may be saturated with too much
available land or land that is not efficient to farm. In general,
however, I am optimistic that there will be enough buyers to
absorb the land that becomes available for sale.

Finally, I am the first to admit that all the market variables that
I noted earlier will influence the decisions that land buyers
and sellers will make. That said, I'll let the players filter the
information and make the decision, and I'll listen closely to
what they’re saying. After all, they are the ones writing the
checks and signing the deeds, and their opinions and

actions are what ultimately count the most.
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FOLLOW LORANDA FOR THE LATEST NEWS
IMPACTING THE FARMLAND MARKET!

Market Update Blog: http://blog.loranda.com
Twitter: http://twitter.com/LorandaGroup
Facebook: Key Search - “Loranda Group”

The Loranda Group is a diversified agricultural
real estate firm headquartered in Bloomington, IL.

Follow Loranda on

Ewittec

Looking to keep current on news related to
the farmland real estate industry? From our
Twitter account we will be sharing links to
timely and informative news articles relating
to the agricultural real estate market, information
about recent sales around the Midwest, and much
more. Not sure what Twitter is? It is a social media site that
allows users to post updates, or “tweets”, that all of their fol-
lowers will see in real-time. It is easy to use and free to sign-up
for. Look for our page at http://twitter.com/LorandaGroup.

We offer auction, brokerage, sale/leaseback, and
‘ consulting services to agricultural, transitional,
and recreational land owners.

NEED HELP WITH A FARMLAND PROBLEM?

LET US HELP YOU SOLVE IT!

Call: 1-800-716-8189
Email: loranda@loranda.com
Write: 211 S. Prospect Road, Suite 2

Bloomington, IL 61704

8 North Third Street, Suite 303
Lafayette, IN 47901

Farmland Lease Trends

One of the most interesting changes I've seen since I've been
involved with Midwestern farmland involves the farm lease.
Thirty years ago, the vast majority of the farm rental arrange-
ments were based upon the sharing of the crop income and crop
expenses. Fifteen years ago, the cash rent lease became more
prevalent, as farmers were willing to assume more risk in their
operations and wanted more returns from their management.
This type of agreement appealed to many absentee investors as
they no longer had to write checks for crop expenses or worry
about marketing their grain, and they knew exactly how much
they were to receive each year.

The volatility we've seen in the grain markets the past 4 years is
creating the need for another type of lease — the flex lease. This
lease type is not new. There have been variations of it around
for several years. Essentially the flex lease tries to incorporate
the aspect of the cash lease that landlords found appealing (no

expense checks to write and guaranteed payment amount)
with the revenue sharing aspect of the crop share lease (when
grain prices go up, rent can go up). All this is accomplished
by setting a floor rent that the farmer is willing to pay for the
land, and then incorporating a formula that calculates a bonus
based upon crop prices, actual yields, or both. Sometimes the
formula is simple, and sometimes its quite complex. Most
times, it’s quite fair.

Keep in Mind: As we've stated in this letter many times,
if either the Landlord or the Tenant wants a change in
lease terms for the future, then the current year lease must
be properly terminated. Each state has its own specific
requirements for terminating a lease. The date that the
notice must be sent is fast approaching, so be sure to
contact your attorney or a knowledgeable real estate
professional for details.




