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Comparing the indices of real farmland prices and prices received by farmers
reveals a strong negative correlation, with the exception of the short period
1972-74. 1t is not plausible, therefore, to impute rising land values to favorable
agricultural prices alone. Of course, farm revenues are the product of prices and
output. Changes in output per unit of input will be related to land prices shortly.

The other component in net income is cost, the product of input prices and
input guantities. Could it be that net incomes have risen in the face of
declining output prices because either productivity has increased or input
prices have declined more than output prices? In either case, per unit costs
probably would have declined.

Consider the question of input prices first. A composite of prices paid
by farmers for nonland production inputs in real terms is found in column 4
of Table 1. This series is much steadier than the two output price series
discussed above, although similar in directlon. The high value occurred
in 1951 and the low in 1970 and 1971. There was a declining trend through
the 1950's and the 1960's and a sharp rise after 1972, The figures for
1974-75-76 were 121-121-124 respectively. One must go back so far as 1954
to find the numbers so high as 124,

A comparison of prices received and prices paid reveals that the relative
prices received by farmers dropped much faster before 1970 than prices paid.
During the early 1970's, prices received rose faster but by 1975 prices -
paid had caught up. This evidence suggests:that increasing land values
may not be attributed simply to farm output prices rising relative to farm
input prices. Indeed, the terms of trade have been steadily worsening for
agriculture throughout most of the post-World War II period except for a

couple of years after 1972,



1f the explanation for rising land values cannot be found in prices of
outputs and inputs, perhaps it can be found in the productivity of the inputs.
The USDA average index of crop production per acre of cropland, one measure of
productivity change, appears in column 5 of Table 1. There is little change in
the index from the mid-1940's to the mid-1950's. From the mid-1950's onward,
however, there is an upward trend until 1972, when an apparent leveling off
occurred. It is too early to tell whether the series will continue its historical
two-decade upward climb. Much depends on the quantity of private and public
investment in agricultural research and extension, the weather, pest control,
and the availability and prices of critical inputs such as energy to agriculture.
Also, regulations imposed on agriculture in the form of labor, health and safety,
and environmental policies are important determinants of input productivity. In
any case, the index series of productivity and the series of real land values
tend to move together through time.

Let us now consider net farm income directly. The relationship between
land prices and net farm income was studied by Schofield in 1964.§/ He calculated
the secular trend in net farm income and the ratio of per acre values of farm
real estate to per acre net farm income. Net farm income was defined as per acre
revenues minus per acre nonland cost, where land included the value of capital
improvements. The ratio was approximately six for the late 1930's, primarily
because net farm income was very low. The ratio dropped to approximately four
for 1943-47, a period when farm income rose but land prices did not respond
proportionately. From 1948 to the early 1960's there was a steady rise in the
ratio from about four to nearly ten. I made an analogous calculation for 1975

and the ratio was 14.5. 1 am predicting that the 1976 ratio will be even

6/ schofield, William H. '"Land Prices and Farm Income Relationships"
Agricultural Finance Review, Vol 25, August 1964.




