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Portfolio diversification tool
Farmland as an asset class has had low/negative cor-
relation with other investment classes, which provides 
diversification benefits to its investors. See Fig. 2

Inflation hedging tool
Farmland returns demonstrate a positive correlation 
with inflation, making farmland an effective tool for 
hedging this risk (farmland, which produces food, has 
inelastic demand and is capable of producing better 
returns during inflationary periods). According to a 
Hancock Agricultural Investment Group study, farm-
land returns have consistently beaten inflation.

During periods of very high inflation, we believe that 
this hedging quality is even more pronounced. In the 
1970s, western Canadian farmland increased from 

INTRODUCTION:
Farmland investments are attractive as they provide 
competitive returns, are effective inflation hedge vehi-
cles and add diversification to investment portfolios. 

DISCUSSION:

Competitive returns
Farmland investment has generated an average return 
of 14.5% over the five years period of (2010–2014) and 
16.0% in the 10 years period of (2005–2014) . This is 
higher than the five-year average return of 13.4% and 
the 10-year average return of 7.2% for the S&P 500 
index over the same periods.

Based on the Sharpe ratio, farmland investments 
have given a superior return for the same amount of 
risk compared to most asset classes.

Fig. 1 – NCREIF farmland returns
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Source:  National Council of Real Estate Investment Fiduciaries

Fig. 2 – Correlation of asset returns (1970–1998)
T-Bills Bonds Farmland Canada France Germany Italy Japan UK USA

T-Bills 1.00 0.93 0.08 -0.16 -0.12 -0.11 0.04 -0.13 -0.09 -0.04
Bonds 1.00 0.00 -0.18 -0.12 -0.08 0.06 -0.03 -0.06 -0.01
Farmland 1.00 -0.03 -0.21 -0.21 -0.34 0.32 0.40 0.61
Canada 1.00 0.49 0.19 0.34 0.32 0.40 0.61
France 1.00 0.70 0.74 0.45 0.46 0.45
Germany 1.00 0.63 0.30 0.39 0.38
Italy 1.00 0.43 0.29 0.38
Japan 1.00 0.23 0.17
UK 1.00 0.57
USA 1.00

Source:  Efficient Investment in Saskatchewan Farmland by Marvin J. Painter Ph.D. (University of Saskatchewan)

Fig. 3 – Farmland versus inflation  
(period ending Dec. 31, 2009)

Timeframe
US farmland 
appreciation 

return
Inflation Farmland 

advantage

3 years 5.40% 2.37% 3.03%
5 years 9.80% 2.61% 7.19%
10 years 5.84% 2.55% 3.29%
20 years 3.92% 2.74% 1.18%
40 years 5.11% 4.47% 0.65%
60 years 5.30% 3.76% 1.54%

Source:  Hancock Agricultural Investment Group
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around $100/acre to over $500/acre in a decade - 
significantly outperforming equities.

Generation of income 
Farmland investments help in generating income for 
investors either from rental payments (collected from 
leasehold farmers), or as a percentage of harvest rev-
enue as a part of a crop sharing arrangement, which 
is basically a joint-venture between the landowner 
and the farm operator. Farmland enjoys almost 100% 
tenant occupancy rates as rental demand for quality 
farmland is consistently high, ensuring that farmland 
investment incomes remain stable irrespective of 
most market conditions, further reducing return vola-
tility within a diversified investment portfolio.
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Note: Graph rebased to make prices in 1970=0
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Fig. 4  - Farmland verus S&P during 1970s inflation

DISCLAIMER:
Our reports, including this paper, express our opinions 
which have been based, in part, upon generally avail-
able public information and research as well as upon 
inferences and deductions made through our due 
diligence, research and analytical process. 

The information contained in this paper includes 
information from, or data derived from, public third 
party sources including industry publications, reports 
and research papers. Although this third-party in-
formation and data is believed to be reliable, neither 
Veripath Partners nor it agents (collectively “Veripath”) 
have independently verified the accuracy, currency or 
completeness of any of the information and data con-
tained in this paper which is derived from such third 
party sources and, therefore, there is no assurance 
or guarantee as to the accuracy or completeness of 
such included information and data. Veripath and its 
agents hereby disclaim any liability whatsoever in 
respect of any third party information or data.

While we have a good-faith belief in the accuracy of 
what we write, all such information is presented “as 
is,” without warranty of any kind, whether express or 
implied. The use made of the information and conclu-
sions set forth in this paper is solely at the risk of the 
user of this information. This paper is intended only 
as general information presented for the convenience 
of the reader, and should not in any way be construed 
as investment or other advice whatsoever. Veripath 
is not registered as an investment dealer or advisor 
in any jurisdiction and this report does not represent 
investment advice of any kind. The reader should 
seek the advice of relevant professionals (including 
a registered investment professional) before making 
any investment decisions.

The opinions and views expressed in this paper are 
subject to change or modification without notice, and 
Veripath does not undertake to update or supplement 
this or any other of its reports or papers as a result of 
a change in opinion stated herein or otherwise.


