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Portfolio Construction 201:   

PE investments in Agriculture and Timber 

Iowa farmland in Sioux County traded at a record $20,000 per acre in December 2011.  Statewide, 

prices rose a record 32.5% over the 2010 levels.  On the timber side, the NCREIF Timber Index 

dropped from just -1.2% from June 2008 to December 2009, compared to a -23.9% decline for the 

broader NCREIF Property Index. 
 

This workshop will explore the fundamentals for agriculture and timber investments in an effort to 

identify the dynamics driving the appreciation in property valuations and strategies for investing in this 

space.  There will be a focus on reviewing commodity and property price histories in order to 

determine whether the investment case can be supported. 
 

A review of population, urbanization, climate, energy and trade policy trends around the world will 

identify areas of opportunity for various types of investments. 
 

Learning Objectives - Participants will be able to: 

Å Differentiate between the various property types based on location and yield. 

Å Identify sources and amounts of cash flows available by property type. 

Å Evaluate the inflation hedging capabilities of agriculture and timber investments. 

Å List the pros and cons of incorporating a real asset investment strategy  

Å Estimate the diversification and return potential associated with the inclusion of agriculture and 

timber investments into a broader asset allocation. 
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Risk / Return Array: 20 Years as of 12/31/11 

Source: NCREIF, Cambridge Associates, Bloomberg,  Courtland Partners, Ltd.  

US Stocks 0.26

Intl Stocks 0.08

Private Equity 1.08

Hedge Funds 0.34

Private Real Estate 0.93

Timberland 0.86

Farmland 1.19

REITs 0.36

US Bonds 0.74

3 Mo T-Bills 0.00

Sharpe Ratio

Note: Calculations are gross of fees.  Sharpe Ratio is a 

measure of risk-adjusted return. 
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Source: NCREIF, Courtland Partners, Ltd. ï as of 12/31/11 

NCREIF: Assets By Property Type (mil.) 

Note: NCREIF is comprised of office, apartment, retail, industrial, and hotel assets.   

6 

Timberland refers to the 

amount of assets 

comprising the NCREIF 

Timberland Index 

Farmland refers to the 

amount of assets 

comprising the NCREIF 

Farmland Index 



Performance By Property Type 

Source: NCREIF, Courtland Partners, Ltd. 

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Timber Office Hotel Office Apartment Retail Retail Retail Farm Hotel Office Farm Farm ApartmentApartment

18.9% 19.6% 12.7% 14.1% 9.4% 13.7% 17.2% 23.0% 33.9% 23.6% 20.5% 15.8% 6.3% 18.2% 15.5%

Office Industrial Office Industrial Industrial Apartment Farm Farm Apartment Farm Timber Timber Timber Retail Farm

17.9% 15.9% 12.2% 14.0% 9.3% 8.8% 9.7% 20.5% 21.2% 21.2% 18.4% 9.5% -4.8% 12.6% 15.2%

Industrial Hotel ApartmentApartment Retail Hotel ApartmentApartment Industrial Office Hotel Retail Retail Office Industrial

15.9% 15.8% 11.7% 13.0% 6.7% 7.6% 8.9% 13.0% 20.3% 19.2% 18.1% -4.1% -11.0% 11.7% 14.6%

ApartmentApartment Industrial Retail Office Farm Industrial Industrial Retail Industrial Farm Industrial Apartment Industrial Retail

12.9% 14.1% 11.7% 7.8% 6.2% 6.9% 8.2% 12.1% 20.0% 17.0% 15.9% -5.8% -17.5% 9.4% 13.8%

Farm Retail Timber Hotel Farm Industrial Timber Office Office Apartment Industrial Apartment Industrial Hotel Office

8.8% 12.9% 10.9% 7.6% 2.0% 6.7% 7.7% 12.0% 19.5% 14.6% 15.0% -7.3% -17.9% 9.0% 13.8%

Retail Farm Retail Farm Hotel Office Hotel Timber Timber Timber Retail Office Office Farm Hotel

8.5% 7.2% 9.6% 7.0% -3.6% 2.8% 6.1% 11.2% 19.4% 13.7% 13.5% -7.3% -19.1% 8.8% 11.8%

Hotel Timber Farm Timber Timber Timber Office Hotel Hotel Retail Apartment Hotel Hotel Timber Timber

-- 5.9% 7.0% 4.4% -5.2% 1.9% 5.7% 10.2% 19.0% 13.4% 11.4% -9.4% -20.4% -0.2% 1.6%
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Oil Gushes and Corn Pops 

Source: Bloomberg,  Courtland Partners, Ltd.  

8 



Correlation to Inflation (1992-2011) 

Source: NCREIF, Cambridge Associates, Bloomberg,  Courtland Partners, Ltd.  
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Returns During Inflationary Periods 

Inflationary Period 
Private Real Estate 

Nominal  Returns 
Consumer Price Index 

Private Real Estate   

Real Returns 

Low Inflation 8.5% 1.4% 7.1% 

Moderate Inflation 6.8% 3.1% 3.7% 

High Inflation 12.6% 7.1% 5.5% 

Real Estate Comparison Period 1978-2010 

Inflationary Period 
Timber 

 Nominal  Returns 
Consumer Price Index 

Timber  

Real Returns 

Low Inflation 4.9% 1.3% 3.6% 

Moderate Inflation 9.8% 3.2% 6.6% 

High Inflation 21.9% 7.4% 14.5% 

Inflationary Period 
Farmland  

Nominal  Returns 
Consumer Price Index 

Farmland 

Real Returns 

Low Inflation 6.9% 1.6% 5.3% 

Moderate Inflation 8.7% 3.1% 5.6% 

High Inflation 15.1% 7.5% 7.6% 

Timber Comparison Period 1960-2010 

Farmland Comparison Period 1970-2010 

High Inflation = CPI 4% and above 

Moderate Inflation = CPI between 2% and 4% 

Low Inflation = CPI less than 2% 

Long-term average inflation rate 4.0% 

Source: NCREIF, Hancock Timber Resource Group, Bureau of Labor Statistics, Courtland Partners 
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U.S. Farmland Returns & Inflation 

Source: Hancock, NCREIF, Courtland Partners 

Calendar Year Returns 1965-2010 
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Source: Hancock Timber Resource Group (1960-1986), NCREIF (1987-2010), Bureau of Labor Statistics 

Calendar Year Returns 1960-2010 
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II. Investing in Agricultural Properties 
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Graphs & Pie Charts 
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Burlington Colorado via Google Maps 



Introduction: Agriculture 

ÅNew asset class for institutional involvement 
 

ÅSeveral ways to gain exposure 

ÅPrivate equity 

ÅDomestic 

ÅGlobal 

ÅListed securities 

ÅCommodities/futures 
 

ÅStructures 

ÅOwning farmland and leasing the asset to operators 

ÅOperating a farming business 

ÅOwner/operator combination 
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Introduction: Agriculture (cont.) 

ÅFarming output results in a range of end products 

ÅFood 

ÅFuel (ethanol and other bio-fuels) 

ÅFeed (to support livestock) 

 

ÅDemand drivers from increasing world population, 

changing consumption patterns in emerging markets, and 

the increasing scarcity of arable land 

 

ÅInvestable areas include the U.S., Canada, Australia, 

Brazil, and Europe 
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Agricultural Demand Drivers 

Source: UN, Macquarie, UBS, USDA, UN Secretariat 

Å  Agricultural end products include foodstuffs, fuel inputs, and feed for livestock 

Å  Growing demand for agricultural products over the foreseeable future 

Å  World population growth 

Å  Over 9 billion people by 2050 

Å  Nearly 80 million new people each year 

Å  Rising incomes and changing tastes in high growth emerging markets 

Å  China 

Å  India 

Å  Latin America 

Å  Energy policies in developed markets 

Global Population Growth, 

1950-2050 

U.S. Agricultural Exports, Four 

Largest Buyers, 2000-2010 
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Protein Consumption by GDP 

Source: CIA World Factbook, Food and Agriculture Organization of the United Nations 
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Bio-fuel Policies 

Source: USDA 

Country / 

Region 
Targets 

Brazil  
Mandatory blend of 20ï25% anhydrous ethanol with petrol; minimum blending of 3% 

biodiesel to diesel by July 2008 and 5% (B5) by end of 2010 

Canada  5% renewable content in petrol by 2010 and 2% renewable content in diesel fuel by 2012 

China  15% of transport energy needs through use of bio-fuels by 2020 

France  5.75% by 2008, 7% by 2010, 10% by 2015 (V), 10% by 2020 

Germany  6.75% by 2010, set to rise to 8% by 2015, 10% by 2020 

India  Proposed blending mandates of 5ï10% for ethanol and 20% for biodiesel 

Italy  5.75% by 2010, 10% by 2020  

Japan  500 000 kilolitres, as converted to crude oil, by 2010  

South Africa  Up to 8% by 2006  (10% target under consideration) 

United 

Kingdom  
5% bio-fuels by 2010, 10% by 2020 

United 

States 

 

9 billion gallons by 2008, rising to 36 billion by 2022 . Of the 36 billion gallons, 

21 billion to be from advanced bio-fuels (of which 16 billion from cellulosic 

bio-fuels) 

European 

Union  
10% by 2020 
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Annual U.S. Production of Ethanol 
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Source: Renewable Fuels Association, Bloomberg, BP 



Arable Land Per Capita 

Source: FAO, OECD, Macquarie 

Productive agricultural land 

has decreased due to a range 

of factors 

ÅGrowing urbanization 

ÅPolitical issues 

ÅClimate change 

ÅLand degradation 

ÅPollution and 

environmental problems 

ÅDesertification 

ÅWater supply constraints 

ÅNutrient loss 
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Necessity-Based Demand 

Source: USDA, AEW 

The need for additional 

cultivated land per annum 

continues to increaseé 

éas global storage levels of 

major agricultural commodities 

continue to fall 
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Improvements in Productivity 

Source: AEW 
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Types of Crops 

Annual 

Å Planted and harvested each year 

Å Corn, soybeans, wheat 

ÅCommodity-based 

Å Generally exhibit a lower risk profile 

Å Heavy concentration in the U.S. 

Midwest 

Å Production is easily shifted 

Å Often leased 

 
  Permanent 

Å  Pistachios, lemons, oranges, etc. 

Å  Grown in the U.S. West and Southeast 

Å  Production cannot be quickly changed 

Å  Maturation takes 3-7 years following planting 

Å  Riskier 

Å Potential for higher short term returns 

ÅHistorically has underperformed over 

extended periods  

Å  Often owner/operated 

Annual row crops: corn 

Permanent tree crops: pistachios 
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Investment Opportunity Set 

Source: USDA, UBS, Hancock Agricultural Investment Group 

Å The universe of investable farmland 

in the U.S. is estimated to be 

between $1.3-$1.8 trillion 

Å One manager has identified 

approximately $300-$500 billion of 

domestic agricultural land which is 

of institutional quality 

Å Annual and commodity crops are 

concentrated in the Midwest and 

South 

Å Areas of the West Coast and 

Southeast offer diversification 

opportunities with both annual and 

permanent crops 

Å Globally, Australian farmland 

represents a $60 billion market, 

while Canadian land is estimated to 

represent $230 billion of market 

value 
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2011 Cropland Value by State ($/acre) 
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Source: US Dept of Agriculture 



Percent of Farms Operated by Family (86.5%) 
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Source: USDA 


