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= The payment for theuse of real estate resources

ISreferred toas rental payments or economic
return.
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surplus of total value proguct (tvp)ahove the total
factor cost(tic)

= This aiso reierrefitoas landrent itisakey
conceptiniand economics: it providesihe
theoretical hase for expiaining the value we
place onrealestate resource and the incentive
we havefor their ownership.
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I. Nature of Land Rent

ﬁl. = Theterm rentis much used i everyday
language. Itis anotherterm, which reguires
carefulidefimtion interms ol lani
economics. itisimportant todistinguish
petween contractrentand iand rent




N,

l. contractrent

= This refers to the actual paymentsitenants

pay forthe use of ol property of others.
Usuallytms amountis agreed hetweenthe
landiord and tenant before the tenant
commences tousetheproperty. The
payment of this rentis ajlegal contractual
obligation onthetenant.



N,

I. Land kent

= This representsithe theoretical earnings of

land resource. It maybe definenas the
economic return thataccrues, or shouid
accrue; tolandiorits use in production. it
apnlies tocombined earmngs ol Iandiplus
any improvements onthatiand.



W Economic Rent

= This hatd a meaning more or 1ess synonymous

with the presentconcepntofiand'rent. With the
refinementsineconomicthinkingthetermismow
fiefined as the surplus of income ahove minimum
supply price it takes to bring a factorinto
production. itisa short run economic surplus
that a protluctive factor or anoperator can earn
hecause of unexpected demand and supply
conditions. Over longertime periods, the supply
antl demand conditions atfiecting the factorare
expecterito come into halance and the economic
rentdisanpnears



N

Wy Bilkent

ﬁl. = ThIS IS the maximum amount someone Is
willing to bid forajland atvarious/iocations,
representing the maximum amount thatthe
bidderiswillingtopay to obiain the lanl.
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N\ Lani Rent as Economic Surplus

ﬁ... + Land rent= Total Value Product - Gosts of
Variable Inputs

|
-
3
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FIGURE 6-1. Use of value product and cost curve diagrams to illustrate the concept of land

rent as a residual economic surplus that remains after the payment of produc-
tion costs.
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‘!. Rent theories

ﬁ. = Ricardoisrent theory

= Hon Thunenlocationtheory

= Henry George-Progress and Loverty
= Marxandirent

= Motlerntheories ol rent



Ricardo’s rent theory
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z Hestarted hisanalysis by assuminganewsettiegd
countrywithan abundance ofrich fertile land, a
very smallproportion ol whichis requiren to he
cultivated to supportthe actual popuiation. He
then arguet that only'the most fertile Iandwould
e brought into cultivation and thatno payment of
rentwould be associated withjits use: Rent arise
on this Iantd only when increases in gdemana
justiiying the bringingofless fertile iantsinto
USE.



-\ Ricardo’s explanation of land
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FIGURE 6-4. Ricardo’s explanation of land rent.
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Wy Vonihunen locationtheory

= Incontrast to Ricarto’'s emphasis on tifierence in

land quality, VonThunen stresset the fact that rent
also arises hecause of differencesin location. He
ohserved that when crops produced for a central
citymarkets are grown on/lands of like fertility;
the Iand located nearthe city'enjoy a definite rent
advantage overthose located at greater distance:
Theextent of advantage corresponds with
differencesin transportation/costs



‘ giagram showing von
I. Locationtheory
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Rent stops and production
costs exceed tofal market
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FIGURE 6-6. Effects of transportation costs associated with shipment of products from vari-

ous locations to market on land rent.
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N,

I. Introguction

ﬁl. + Henry George published Progress ant
oo o et
< Aus:]ralian‘:s but did not find favour in

, 26 10 are AmportaNtin tAtmich of
.I today’s Iegisiation regarding rents and
f“ :::sull dt::gs in the South Pacific are hased on




‘\ The Nature of Rent

. + (eorge distinguishes hetweeninterest on capital
L,
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e
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h Nature of Rent [contd}

+ George also pointed out that it did not matterwhetherthe
owner anidoccupier were the same ornot, rent existetl.

= HIS definition of'rent 1s thatit a'share in the' wealth

profducedwhich the exclusive right to the use of the
natural capabiities gives the owner. Land will, not yielu
rentuntiiisomeone s willing to give iahour; or the resuits
ol Iabour; forthe priviiege of using itand what anyone will
give tioes notdepent uponithe capacity of the land, but
upon itscapacity compared with that ot land that can be
heldfornothing

= Healsopostulated that rent 1S'the price of mononoly

arisingirom the reduction to ndindualiownershipof the
natural elements which human exertion canneither
protiuce nor imcrease.



™ Theory of Rent

+ (3eorge ditl not considerit necessary to discuss
the theory ofirent Simce in s view this conciget
with.common_sense.He assumeil that the
acceptet theory was that of Ricardo:

- - -
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ol Ricario’s theory.

= He stated that the ownersip of natural agent of

productiontiand) will give the power'of
appropriating so much of the wealth produced by
the exertion of Iahour andcapital uponitas
exceerls the returnwhich the same application of
lahourand capitalicould secure inthe least

profictive occupation inwhich they'ireely
angage



-\ Theoryof Rent (contd}

= Ricardorelaterrent tothe iertility or the

land; George extend'the concepts toany
land and this/statementisrelatertoone
lse of land 1o another: iifor exampiethe
value ol produceim industry falis helow'the
valie ol progucein agriculture then labour
and camalwill he attracted to agriculture
atthe expense orindustry untl emulbrinm
IS again reached. George arguet gquite
logically that:

= Proguce=rent+wages tinierest
+ Tnerefore Proguce - rent= wanes +interest



™ Theory ofrent (conta

= Fromthis he gdeduce that wages andimterest o not
dependuponthe produce orlahourandinterestbutupon
whatis leftafter taking out rent;or the proguce they.could
obtam without the the payment ofrent

interest can increase
+ ltiem Ol rent New Rent
= Grossincome 1000 1000
+ |ess rent 280 1183
= Interest ani wages 6720 a6l
=+ less interest Ja00 Ja00

% Wages 3220 2311



N,

Wy [heoryorrenticontdl

renumeration, which willfiuctuate
according to the price of the cane. The
efiectof the rent review s to retduce the
wages; Sinceiris assumetimn thisinstance
thatinterest remainsthe same



-\ Conclusion

= Iiithis IS the case then it follows, as/George
argued, that as long:as property remains i
private ownersinip, and that ownersninis in
thenature ofimonopoly, then Iabourwouli
pecome ensiaved by the lantdownersianil
wagesandinterest would remain low
whilstrents would rise to absorhithe
Surpius.
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I. Remeties

ﬁl. + (eorge, however rejected theidea of
expropriation of private property'ass being
the answer, but instead atdvancedthe itea
ol expropriating the rent, by’ means ol a tax
liponithe rent.




‘\ Marx and Rent

. » Marx deals with rentin Gapital Book 111. In general he
. agrees with Ricardoani, for much of his dissertation he

ﬁ‘. EEE; o s arquments. Wark defnes rent a diferential

N e e

ﬂ group of landowners. He tloes not consiter the situation
~ I the colomes hutthat is somewhat secontaryto s
> main line of thought:

. + HIS Main contributionto the development of the theory of
N rentisanalysis ofabisolute rent. He develons his
ﬁ argument that the poorest 1and will attract rent even
.. though the cost of production equals production since the
Iandownerwiliinot release his 1and uniess rent1s paitl.




h Marx and Rent (conti)

“Ii the worst soil cannot be cultivater- althoughits
Glllllllallllll would yield the price of profuction- until it
produces 'sometiinginexcess of'the price of proauction,
rent;thenlandedpropertyisithe creative cause of therise
Il price. Landed property itselfhas creaternrent”

= Intisrespect Marxiogicallyarguesithatrent causetl the

+ He goes onto expiain eventhougha farmer may be paying

contract rentthat may not bethe landrentsince it may he
paitd outof the farmers profit or the wages ol the 1aholir.
Tihis argument he supported hy'referring to thetepressen
state of agricultural wages atthat ime

+ Butiangd inUKwas broughtin production of corn by

change of use- it previousiy needen rentforold use.



‘\ Mary and Rent (contd

+ Ii'then Marx argument that Ianderd property

caused rentis correctand thatrentraiserfihe
price of the protuce;how.canthis e avoideds?

-
.o.o.
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protuction onthe poorest landthenthere must
pe a surplusonthe hetter land. But farmer A will
not'sell ms proguctiorthe cost of proguction;
George argues that the rent should be taxed, Marx
expropriates the land. Either way surplus still
exists. If the state 1akes proguce at cost state
lakesrent

= Ii'the priceis subsidized rent still exists.



J.: Modern Concepts of Rent

ﬁ... = The mofern defimton orrent

P

-
3
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‘\ The motern definitionof rent

= The classical economists identined lanid rentas
surplus; isithe dirierence hetween the cost of
protuctionand theprice of.the produce-Most
used motel hasedonthe fertility orland and 100K
Into accountone mtiuencing factor only.

= Modernianid economists view landrentasia
residualisurplusi.e. thatportion of the total value
profiict remaimng after the total factor costs are
fetucted.

= Land rentis uset asa tool of analysis

-
.o.o.
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Ny Aoriculturalrents
\

Rent ol agriculturalianid are determinen/iromtne
gemandiorprotuce and realizetdin the sale of
OUipuL

= Intins case rentis/tirectly reiaterl to the protuce

= Factorswhichntiuence rent are;
= fertility-tms can beancreased hythe input of

capital, and may intluence the type of protuce.

= Location-primarily relatentothe market
= arket-the essenceof demantl
+ externalities



‘\ Urhan rents

.. Isl:]::zall areas the demandiforiandisthe demanil for

N D
ﬁ|~ :I!:::ln!l: :::::Il:: ‘t'lllll; :::llll::l I.II suhstantial capital, which is

% slich adevelopmentis iongiierm; and the developerwill
~ seck the mosteconomical scheme, inithe long term.
<

.. @ ::‘I,I;II‘?I::::::II'Z‘I;(I In theuseof space created hy

ﬁ“ services, which create demandfor space inurban areas

% The principie lacior atiecting rentinurban areasis
location




\~ UIIdN TGS GO

« LIS possibie, particulariyinurbanareasio
capiahise lantd rentinoridertouseirasa
decision making tool

+ The decision todevelop Iand foraparticular
functionis basetl ontwo'stage process:

= Imtially the deman for' good and'Services must
neidentiied, and quantiiied- this will determine
the demand forspace and the level ol rent

= seconiiy the expected Iandrent can be capitalise
and regarderas Total Value Productoi the
pilding: The total iactor cost ol protfiucingthe
nniding is'deducteriieaving a resitdue Whichis

capitalise Iandirent pertaining tothe aliocation of
The Iand foar that narficniar iicg




h Land Use Capacity and Rent
.. Paying Ability

f.‘ + Differences inrent paying capacity are
e

= By themselues, neither ol these factors

~ provides completely satisiactory
< explanationofthe ability of Iandito pay
.. rent: and even when the two are considerer
< together, they can leave significant

“ aspects of rent paying unexplained




N contd

= langrentievels canretiecrievels of
property improvement oramenity
consiaerations siichasa gesirable
neighboturnoon, a pleasingview; ready
4CCEsS 10 Water supply ornearness o
efucational and recreational facilimes:

+ GOnuenience of access and possibie
savings in time tistance ol travel can aiso
nfluencethe rent potential orvarious
sites.




N contd

= The cumulative Impact orthe various

factors including soilfertility that atiect
land quality’ andiof the items inclugding
locationthat afliectaccessSininyis
measirenby'the conceptoriand use
capacity.

= TS concept has particular value hecause

It Nermits relatively compiete comparison
ol the Income profucing potential of
Uarious sites.



™ cont

+ TN0Se areas with highest use use- capacity
ordimariiy‘have the‘highestvalue, the
greatest profuction potential andyieldthe
mostrent.

= Therelationshiphetween landuse-
capacity and the andithe anpearance ol
land rentis'shownbelow.




W Land Rent asa Return on Investment

= Most lantdowners, iInvestorsitendtoregard land rentasa

return oninvestment ratherthan as the economic return
to land resources as factor of production. To such
operators, landresources awneof capital and landrent
IS viewed as a retiirn on the capital investment maie in
landiresources hy wayof time, effort ant money.

= NMosttenants see their contract payment asan operating

costnoras economic surplusiduetolandiownersasa
resuitofithe part ime income profucingatvanitages of
the property.

+ Owners tendto think of their'contract renial returns as

return on capital invested and/compare these returns
withithose they couldireceive in alternative iInvestments.



W Land Rentas Unearne
Ny increment

D bl et e
thel;and In production. lt1sto conclude frm tlli§
ﬁ
l‘ thatiand rentisian unearl_led increme_nt lﬂ_l' which
T ol o e
> economic sense_otl_ler OWNerIs ho_llling similar
P
ﬁ [andownerhas some atvantage: over a particuiar
.. Individuals through perhans by virtiie of the
® ™ Iocationof quality of his land.



N

Rent canhbe regarderd as anunearned
INncrementany time it arises from the mere
holding of Iand e.g9. when alandowner
enjoys an increase in s land rent through
the actionof others'inthe economy.
Unearnedincrements like this are very
flifficuitto identify and are complicatedin
the.caseofland hy'the fact ownersitend to
improve their properties inwhich case the
landownerhasaclaim topartof the
INcrease inrent as areturnon his
expenditure.



W significance of land Rent

= Any'rental arrangement mustinciute an

agreement betweeniandiord andtenantasitothe
amount.oirent.tohe paidforthe use ol pronerty.
AS mentioned above tenants tend toew rental
payments asia ixed factor of protuction costs
rather’than an economic surplus accruing to
land. As such they'see itasanincome or prontio
the landiord. I the tenantpays'a contract rent
whichisless than the landrentthen he benefts
and pockets the difierence. Howeverhe view this
as part of his own profit or INCOME.



N contd
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= Underperiect conditions hoth landiord and

tenantwill'nave priorknowledge and will'hoth
knowthe amountoffthe landattributabie tothe
piece o land ingquestion. Inthese circumsiances
the Iandiord would try todemani as contractrent
theiuli rent plusany additional rent get. The
tenant; on the other hant; knows the amount ol
actual land rentand ifhe agrees topaya mgher
amount, the difierence will have to be paidirom
the returns that should normally be paiditohis
labouranid management.



4‘\ contl

= Howeyer, in practice this ideal situation seltiom
exists. Often1andiords and tenants do'have a
gooil idea ol the Iaireconomic return that should
e paid for the Iandiin gquestionand in'sch
circumstances the contract rentagreed agreet
willofien approximate the amount required to
coverland rent(atthe time of agreementl. Mich
gependontherelative hargaiming positionof the
iwo groups thoughani oftentms' will depends on
the conditions of supply and demand.




4‘\ cfmul

= Landiords oftenraise theirrents in periods ol
increasing demanil. Competition hetween
tenants in such periods may help raise through
the bidding process. Attime s like this Iandlords

enjoyasuperiorhargaining position.

= Inperiods when demandis low relative tosupply,
landiords may have to offerrent concessions ant
otherincentives totry andobtain tenants.

= The rental hargaming process in Fprisirestricten
I Many areas by statutory provisions




h Relation to Land Value

= The proguctive life orvarious land

resourceswilldifier. Some such farms can
e regarded as having aimost unliimited
proguctive lives while others'such as
puildings have limited lives. Howeyer, in
poth cases Itis possibie to foresee atrem
ol landirentsin the future. ASwellas seeing
the Iand rent atiributable tothe present
liSe of the 1and, owners can often visualise
the 1and rent that could accrie from some
fhiierentuse oi the land in the future:.



W RelationtoLand Value (contd)

.. + Thetuture landuse mayhe a higher: use,
ﬁ L the'rentiromwhich'would'he greaterthan
I. dl n_re_sel_lt. ownersareusuallyfairly
ﬁ optimistic aboutthe Iulur_e 1]1]1 Wllﬂ“lﬂl_‘ the
N Coociatorstsusualymeoran.
~ KIIII'IWM[I!IB oithe Iuture_higlllv imileriect
S\ heirskill and experince market rends.
when estimating future lana rents.




4‘\ Relation to Land Values [contd)

= Theoretically; the current marketvalue ofaland
resource|is equal’tothe presentvalue orthe
expected future land rents: (Youshould recognise
this as the Gapitalisation methodof valuation).
jetermination of current marketvalue thereiore
calis’ior an estimate of the expected annual
levels of the presentvalue of future rentals
Fetirns.

= Inthe hands ol a good valuer this methot can he
mothiied to take account of various factorssiuch
as protfuctive hife of aresource and anticipated
variations inannual income.




‘\ Relation toLand Values (contd)

% Attention mustalwayshe givento theimpactof
changing supply and demand conditions and as
1o withwhom the atdvantage liesinreit
hargaining(l.e. the landiord or the tenantl.

= The demand for the value of ilanid depend uponits
LISE capacity toearn anetreward over andahove
thecost of the factorsof proguction used in
comunction with the land: Theoretically mghland
valies periormauseiulinction in ensuring that

scarce landis putto s “mghestant hestuse .




'\ Eriects onLand Use Allocation

+ Generallyareas of high use capacity
usually produce mgh’landrents. Those
ses which produce the highestiand rents
are able to compete for:andclaim areas ol
mghestuse capacity. Uses having/lower
rent producing capacity fingd itimpossibie
to compete with successiil with/more
profuctive usesjiorthese areas ant
consenuentiyare pushed tothe outskirts
[Sayof atown. At any one location some lse
canalways returnamgheriand rent than
any alternative use.




-\ Eifects on Land Use Allocation
.. (conta)

ﬁ.‘. +-THe GI_IIIGGI“ )] Iaml_ I’_ﬂlll canbeusedio
N ant the resulin allocationot and.
N ienbadtenrwatlnt,
.

< » Urhan land uses- Use capacity of urhan
.. land and hence its abilityto.earn Iand rent
< IS influenced most by the location of Iand. *
“ Quality” as measured by fertility is obviosly
a’ of norrelevance.
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“ Ilrhan jJand uses (conti}

+ However the quahty of urhan/iani usescan he thought of
N terms ofits “accessibility”(or nearnessl. Accessibility
will affect the profuctive capacityor the abilityorlandin
urban.areas to protguce anet return.{Again accessibility
IS 4 lunction of the location of landwithinthe urban
settingi.e. inrelation to the urban structure o transport
networks,etc)

= [he mostaccessible landi.e. thatland which has the
greatest capacity toprotiuce a net return tent to be
located inithe city or town centre. Landin the centre IS
very hmited insupply andis suitable for a great variety ol
uses. Thereisithereiore strong competition amongst
potential users to gain control of this Iand. How'much
potential users willine preparet topay aepends on nis
estimation of the future returns from the lant. The person

whoanticipateshis use to e most profitabie will
therefore he nrenared 1ina nav the hioheet nrire




‘\ Urhan land uses (contd)

» Assuming thatiandwill goetoithe mghest hidiler, the

price mechamsm will therefore ensure that the lanidgoes
to the most profitable uses [l.e. tenils towards its highest
antdbestuse).

= Moving out fromthe centre the supply oflant Increases

putatthe same time lIandis generallyless accessibie the
further itis from the city centre. AS mentioned ahove the
lIse capacity of and depenas on accessibility. Less
accessibie land therefore has'iower use capacity. Again
there will he competition among potential users and the
price mechanism ensiire thatiand goesito the hghest
pidder. There will pockets ol great accessibility at major
roail junctions ior exampie, andthe use capacity willbe
greater.at such locations. Competitions willtherefore he
strongerand such/iand will tend to mgheruses.



W UrbanLand Uses [contd}

+ o0 the urban patiern (very generaliyl tends
to he with the most profitabie uses such.as
commercial uses taKing up the most
accessibie Iand, ioliowed by anartment
type luxury residential uses; maustrial use,
jowerdensity resitdential and recreation
space, with pockets of'secontary
commercialactuvities atmajor junctions
eic. where accessimntyis greater.




3 Ruralland

» Use capacity and therefore rent capacity of rural Iandis
influencetdhy aspects of hoth location and quality.
Location from transport angle L.e. distance from ani
accessihilityto, the marketandhy the guality oflandin
terms of fertility'and ease of management. Bothfactors
affect the ability of Iand toproduce anetreturn overthe

+ Againland will tendto be used for the type of proguction
imwhichatwilli gain the nghest returnand competition
petween potential userswillensiire that the Iand is putto
ItS highestandbestuse.




-\ Application of the maruin-of-
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.. transierence approaci

The margin-of-transference approch
provides a meaningful techningue for
explaining the aliocation of Iand ares
netween uses with differentrent-paying
capacities.



NGIauUIsIPLGINGGINLAII NG allt mlciisity Ul
Uses

= Land rents are often correlated with relative mtensity with

which Iandis usetl. in practice; however, thew two
concepts are gquite difierent. Land rent represents the
economic return landreceives forits use i proguction,
andntensity of use refersitothe relative amounts ol
numananid capital resourcesuset in association with a
given umtof iand resources. These two conceptsparaliel
eachotherhbecause Intensive 1use practices are often
associaterd with mgh land rents; butit would he amistake
to assume that tms situation always holil. Intensive uise
practices can/beusetito overcome the inherent
fieficiencies of low rent sites. Business peopiewith
pooriy located sites sometime use costiy atvertising
program to attract customersitotheir places ol business.
Farmers with soilof low natural fertiility oiten use large
inputs orfertilizertoncrease thee profductivity of their



\~ Land Rent and intensity orLannuses
[contl)

. = Insimiar fashion; peasant operators and workersin
ﬁ . cottage industries often find that Iavish iInputs of family
I. ilahour are neetetl ifthey'to eke out ofivelinoon from
theirhmiter resources.

ﬁl = Similarly, the factthatasite commants ahigh'land rent
‘ floes not necessarily mean that itis subjectto intensive
ﬂ use. Low rent housing facilities are usually subject to
~ more intensive human use than hghrent luxury
< apartments. Low rent commercialand industrial sites are
sometimesuset just as intensively ashigh rent locations
.. foundin downtown areas. Angd smallfamily farms inlow
rentareasare frequentiy usetimore intensively'on an
acre to acre hasis than the larger commercial umts found
Il areas of hgher profuctive potential:
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