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Get-in price is key to making money in land when the future is uncertain
By Curtis Seltzer
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During football season, we are bombarded with “analysts” telling us that the key to
victory for one team or another is the offensive line, or “making plays,” or winning a
match up, or controlling turnovers, or remembering that the “other team puts its pants on
one leg at a time just like us.”
Only one factor determines a winner in football—which team scores the most points. One
analyst summed up his insight into a game between two low-scoring NFL teams: “Points
are going to count in this one.” Can’t quarrel with that. This commentator appears to be
paid real dollars for his wisdom.
I’m not sure how the Harvard Business School would analyze land investing, but what
I’ve seen over 40 years is that there is one factor that almost always determines the
degree of success or failure: the buyer’s get-in price.
The longer land is held, the more likely it is that it will appreciate. But the net profit after
all the carrying costs are counted in may not be as much as you might expect.
It is, of course, easy to offer advice like, “Don’t buy at the top of the market cycle.”
(Which, by the way, is excellent advice.) Unfortunately, no one know where the top is
until it appears in the rear-view mirror. And the normal tendency for buyers in an up
market is to assume that “up” will continue, so it’s hard not to buy high when higher
appears to be the future. We are all subject to buying high in order not to be left out.
While I, too, believe that over the long term land prices must trend up owing to
population growth, I also believe that within that long-term trend, dips will occur and
some will take several years to shake out.
It’s also likely that certain types of land will lose a portion of their economic utility as
technology changes. Coal properties, for example, will lose value if federal policy starts
to back out coal as a utility steam fuel. Certain types of timberland could be devalued by
a market shift away from particular finished products, such as newsprint. While new uses
could create demand for those timber resources, a significant time lag could occur. Goodquality crop land may be overvalued owing to recent ethanol demand, but over time I
think it should continue to be an inflation hedge because other crops can be grown on it if
corn demand declines as a result of lower ethanol demand or a shift away from corn
products in food.

Different types of land follow different valuation trends, because they are driven by their
own markets. The fact that prime farmland has been appreciating doesn’t mean that
marginal farmland will too, or that Maine timberland will go up. A land investor has to
know how a particular property fits in its particular market.
This means he has to keep one eye on national (and even international trends), another
eye on trends within the industry that affects the type of land he’s evaluating and, finally,
a third eye on local factors, such as markets for the land’s products, zoning, neighbors
and future developments that affect the parcel’s value, both negatively and positively.
Land investments are affected by the most macro of factors as well as those factors that
are entirely local and property-specific.
And when all is said and done, a low get-in price is the factor that both protects an
investor against adverse trends and assures profitability.
The get-in price must be judged against the intrinsic value of the property’s immediate
and long-term assets, not whether a sale price matches recent selling prices of comparable
properties. When the get-in price is lower than the intrinsic asset valuation by at least 25
percent, the property is likely to be a good candidate for investment, other things being
equal.
I’ve noticed a number of properties cutting their asking prices by 20 percent during the
last month or two. This is a necessary market corrective, and buyers should be paying
attention to this trend.
Get-in price to a land investor is not the final score, but it usually determines the degree
of win or loss.

