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ABSTRACT:

There has been much debate in recent years regarding the impact of high farmland prices on the profitability
of the farming industry in Australia. On one hand, some observers contend that these high values have
adversely affected the industry's profitability. On the other hand, some argue that increases in farmland prices
can be attributed to strong agricultural seasons across multiple crops and regions, along with low interest rates.
This study seeks to examine the nexus between farmland prices and profitability of the farming industry
(measured by the rate of return) in Australian states. To accomplish this, we estimate a vector autoregression
(VAR) model using annual data from 1990 to 2020. Our analysis reveals that profitability of the farming industry,
with some lags, has a significant impact on farmland prices in most Australian states. However, farmland prices
are not the major driver of profitability of the industry in Australia.
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