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Farmland values in Canada have been 
increasing despite the downward trend in net 
farm income
Government payments have been considered 
one of the primary factors behind rising land 
values 
◦ (Roberts, Kirwan, and Hopkins, 2003; Shaik, 

Helmers, and Atwood, 2005; Weersink et al., 1999)
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Adjusted net farm income – gov’t payments subtracted, depreciation and rent costs added back inWithout these adjustments the downward trend is even more pronounced



To estimate the impacts of various 
determinants on farmland values across 
Canada, focusing in particular on market 
returns and government payments
To determine whether the shift to partially 
decoupled farm support programs in Canada 
has influenced the capitalization of 
government payments into farmland values
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Similar studies have been performed in the US – given the differences in policy regimes between the US and Canada, it is useful to determine whether similar effects of market returns and government payments on farmland values are observed in CanadaThis is the first comprehensive study of farmland values across Canada – prior studies had focused on individual provinces



Statistics Canada provincial-level farm 
financial data: 1959-2009
Includes all provinces except Nfld
Adjusted for inflation using the GDP deflator 
(1997=100)



Simultaneous equation model
◦ (1) Farmland Values
◦ (2) Government Payments
Instrumental variable approach
◦ (2) is estimated initially – predicted values are used 

as an instrument for government payments in (1)



Farmland Values Government Payments

Expected market 
returns
Government payments
Population density
Population growth rate
Real interest rate
Risk
Time trend
Provincial dummy 
variables

Market returns
Risk
Time trend
Provincial dummy 
variables
Policy regime variables



PR1: 1959-1974
◦ Payments are coupled to output but relatively low
PR2: 1975-1990
◦ Payments are mainly commodity specific and rising 

rapidly
PR3: 1991-2009
◦ Shift to payments that are at least partially 

decoupled
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This allows us to examine for differences in the capitalization of government payments into farmland values over time



Alternative approaches to market returns
◦ Model 1: Net farm income
◦ Model 2: Net crop returns
◦ Model 3: Crop receipts & crop expenses
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Empirically, the third specification is found to be the most suitable for accounting for the impacts of market returns on farmland values





Government Payments equation



Farmland Values equation
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Estimated elasticities for government payments are lower than similar estimates across previous studies. For example, Shaik, Helmers, and Atwood (2005) estimated the elasticity of farm program payments in the U.S. to be 0.30, while Barnard et al. (1997) found elasticities of government payments ranging from 0.12 to 0.69, with an average of 0.27, across various regions in the U.S. The larger impact of government payments on land values in the U.S. than in Canada is not a result of greater levels of overall support in the U.S. (16.5% of gross farm receipts) than in Canada (22.4% of gross farm receipts) based on their average (1986-2010) percentage producer support estimates (OECD, 2011). However, in the U.S. nearly all direct domestic support is made to the crop sector whereas in Canada it is spread over the entire agricultural sector. In addition, there are differences between the two countries in the nature of farm support programs, which tend to be commodity-specific in the U.S. and, particularly in recent years, whole-farm based in Canada. 



Model 3 is modified by adding interaction 
terms to the farmland values equation
◦ PR1*Gov’t Payments; PR3*Gov’t Payments
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This follows the approach of Shaik, Helmers, and Atwood (2005), who found that the share of land values generated by farm program payments dropped substantially between the 1970s and the 1990sConversely, it appears that the policy shift in Canada to more decoupled farm support programs has not resulted in lower capitalization of government payments into farmland valuesThe magnitude of the coefficient (-18.33) for PR1*Gov’t Payments relative to that of Gov’t Payments (4.67) was initially a concern. However, the sum of these two coefficients is not found to be statistically different from zero. Hence, while the impacts of government payments in the first regime are significantly lower than the impacts in the second regime, the impacts in the first regime are not significantly different from zero. The lack of significant impacts on farmland values could be due to two factors: 1) this regime represents the first years that producers in Canada received government payments; and 2) payments were relatively low during these years



Farmland values are found to be more 
responsive to changes in market returns than 
in government payments
Elasticity of farmland values with respect to 
government payments is found to be lower 
than has been observed in the United States
The shift to partially decoupled programs in 
the third policy regime did not reduce the 
rate of capitalization of payments into 
farmland values
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