536 Economics: Yesterday, Today and Tomorrow. 2019, Vol. 9, Is. 3A

UDC 33 DOI: 10.34670/AR.2019.89.3.059

Nature of land rent

Nelli V. Tskhadadze

Doctor of Economics, Professor,

Financial University under the Government of the Russian Federation,
125993, 49, Leningradskii av., Moscow, Russian Federation;

e-mail: nelly-vic@mail.ru

Aza D. loseliani

Doctor of Philosophy, Professor,

Financial University under the Government of the Russian Federation,
125993, 49, Leningradskii av., Moscow, Russian Federation;

e-mail: aza-i@yandex.ru

Abstract

Currently, there is a need for a comprehensive and in-depth consideration of land-rent
relations and the nature of land rent with a clear delimitation of its limits. Today, the concept of
economic rent dominates in a broad sense, and insufficient attention is paid to land rent itself. The
emergence of the phenomenon of rent beyond the boundaries of agriculture and the extractive
industry contributed to the erosion of the concept itself and the depersonalization of land rent as
an economic category. The authors give a comprehensive analysis of land-rent relations from the
classics to the present. Land rent interacts and has a powerful influence on value relations, on the
exchange proportions of goods of all groups, on the movement and usage of productive resources,
on education and income distribution, and on the efficiency of social production in general. At
the same time, land and rental relations themselves are also strongly influenced by these factors.
Land rent plays a crucial role in these interrelated and interdependent relationships. Land rent
plays a key role in the relations in economic systems, where the potential of land and natural
resources is high. Therefore, land and rental relations, ownership of land and its products,
education, distribution, production and social use of land rent should always be under the scrutiny
of the state economic policy.
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Introduction

The theory of land rent was developed by the representatives of the classical school in the period
of formation and development of capitalism. Adam Smith does not have a harmonious theory of land
rent, although he devoted a very extensive chapter to it in his main work. But his views on land rent
can be described by the phrase that it is “...the work of nature which remains after deducting or
compensating everything which can be regarded as the work of man” [Smith, 2007, 138].

J. Mill, K. Marx, K. Menger, J.H. von Thiinen made a great contribution to the development of the
theory of land rent. However, in this respect, works of D. Ricardo and A. Marshall stand out, as they
gave fundamental provisions of the theory of land rent and land and rental relations [Marshall, 2013;
Ricardo, 2004].

The economic theory, where the concept of economic rent in its broad sense currently dominates,
pays insufficient attention to land rent itself. The emergence of the phenomenon of rent beyond the
boundaries of agriculture and the extractive industry contributed to the erosion of the concept itself and
depersonalization of land rent as an economic category.

Therefore, there is a need for a comprehensive and in-depth consideration of the nature of land rent
with a clear distinction of its limits. It is necessary to reconsider the very approach to the study of land
rent and economic relations associated with it, to overstep the barrier of its understanding solely as
monetary income, to pay attention to the fact that land rent is, first of all, a tangible product or a product
taken from a natural storeroom, or grown on fertile land.

Primary land rent is a life-supporting product, an irreplaceable and especially valuable product, the
initial element of the reproduction process. A look at land rent from this standpoint can be the basis for
rethinking its economic nature, organizing the system and developing a mechanism for the effective
functioning of land and rental relations in a country's economy.

The basis for understanding the nature of land rent is not to limit it to the point of view of the
economic realization of land ownership, but to see in the formation of rent a manifestation of the
creative ability of the land, creating a product by invested labour (and often without it) with relatively
less content of the share of labour having its own characteristics of market circulation than in other
industries.

Land rent has two levels of being: initial, so called in kind and money market level.

The product of land obtained in agriculture does not always find a corresponding market value in
terms of money due to the nature of the demand for it and market and structural characteristics of
circulation. It violates the exchange in regards to labour equivalent and prevents the formation of rent
in monetary terms. Outwardly, it is reflected in the fact that in market conditions, monetary rent
formation in the agricultural sector is very unstable and constantly undergoing fluctuations.

Since rent-based land product is its primary factor in any industry, fluctuations in rent formation in
various industries are reflected in value ratios in the economic system: they can change them so that
exchange proportions become too heavy; first of all, for agriculture, where, from the beginning of
market reforms, production began to decline. This is reflected in the efficiency of social production as
a whole and it leads to its decline.

According to D. Ricardo, high rental payments are not the cause of high prices, but their result.
Prices for products that may increase for various reasons, are of primary importance but the main one
is the increase in population, and hence the demand for food.

On the one hand, D. Ricardo’s land rent is the share of the land product paid for using the original
and non-destructible forces of the soil. On the other hand, rent is not the result of the abundant fertility
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of the land, but a consequence of its scarcity, which is expressed in the lack of highly fertile land and
the need to cultivate plots of poor fertility [ibid., 308].

Addressing land rent, A. Marshall pursues the same basic purpose as the representatives of the
classical school - which part of the earnings should be considered as the rent itself and how it should
be taxed.

A. Marschall noted: "Lack of land in the absence of uneven fertility gives rise to the emergence of
rent" [Marshall, 2013]. In principle, there is nothing new in this comment and anyone dealing with the
problem of land rent proceeds from it. But another remark of A. Marschall, “from the point of view of
an individual producer, land is only a special form of capital” [ibid.], is quite representative and is not
in line with his own point of view.

When a person owns a farm, there is less land that other people can own. The area of agricultural
land is quantitatively constant for a given society, capital (means of production) is variable in the long
run. Although D. Ricardo noted that the cost of land in a densely populated area is many times higher
than the cost of improving it, but A. Marshall uses this phenomenon in a different way and introduces
the concept of social value of land. It allows A. Marshall to carry out the mentioned division of the
annual value of land into three parts.

The first part stems from both natural qualities of soil and geographical and climatic location. This
“annual initial and inalienable” cost must be paid in the form of tax (in favor of the society) by an
owner, or by a tenant [ibid.]. The part of this value may be the result of people’s activities, although
not the activities of the owner or the tenant. It may appear due to the intensive settlement of the area,
the formation of nearby industrially developed agglomeration. In this case, the value of land increases,
despite the fact that the owner did not make improvements and did not invest capital. A. Marshall called
this increase in the value of land due to intensive human activity the social value and considered it a
relevant part of the land rent. According to A. Marshall, it generates the social value of land (public
value), raising its price as a whole, occasionally many times over. The sum of the initial cost and the
value generated from the activities of people, not the owner and the tenant, but activities that are social
in nature, represents the annual social value of land or "real rent" [ibid.]. The part of the growth of the
(annual) value of land, i.e. rent comes from the "labour and other costs of individual landowners™;
according to A. Marshall, this is the “private value” of land. It does not refer to rent, it is the share of
labour and capital of the owner of the land or its tenant. Taxation of the first part (social value) does
not discourage land users from cultivating it. It does not affect (or, perhaps, it has little effect) on the
supply of agricultural products, and therefore, on its price.

Regarding the "private value”, A. Marshall proceeds from the fact that in the course of production
use of land, the choice is made as to how to use it. If the landowner (tenant) sees that high profits
received from new methods of cultivating land are taxed, he can refrain from these new methods of
cultivating. Genuine taxed rent, the basis of which is natural properties of land, is “averaged out” for
users of land and independent of the specific user. The landowner bears the tax burden on this part of
the value of land, and it is not passed on to the consumer of the land product.

A. Marshall introduces the concept of quasi-rent which is a temporary surplus of income over the
costs of the current use of the resource [ibid.]. This is an income, the change of which does not affect
the supply of a given resource (good) today, but may affect it in the future. Therefore, it may disappear
over time.

What can be accepted from A. Marshall unconditionally? This is the concept of public (annual)
value and private value of land. The idea is fruitful and valuable in all aspects of land and rental
relations. Also, this is the concept of quasi-rents, which explains a lot in land and rental relations, which
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other concepts are not able to do. Regarding the practical significance of the theory of land rent, A.
Marshall’s comment on D. Ricardo’s theory of taxes is of great importance: “... in the country ... it is
very easy to adjust taxes on tillage and create such obstacles to its improvement, which temporarily
enriches landowners and brings the rest of the population to poverty” [ibid.].

Further, we will follow and analyze the obstacles that arise and are created and make the cultivation
of land meaningless for a producer working for the market; we will see whom they enrich and whom
they rob. Most likely, these are not only and not so much about taxes, as many different absurdities of
the value system of a market economy, which enrich some people much more than taxes do and also
lead to the poverty of others.

But there are a number of provisions in the rental theory of A. Marshall that must be applied with
caution with reference to land rent. First of all, this is universality that A. Marshall gave to the category
of rent, starting with the remark that “... even land rent is by no means an isolated category, but a leading
species of a large kind” [ibid.]. Subsequently, the concept of “economic rent”” was introduced, which
now often replaces the category of land rent. Thus, the latter became leveled, impersonal, and very
often its essence and economic nature are interpreted in an incorrectly and one-sided way. The next
moment is the identification of land with capital. Although A. Marshall's identification is implicit, it is
a question of approach from the standpoint of a private producer, but, nevertheless, the precedent turned
out to be very attractive. Land is not always considered as the most important production resource, and
land rent, if it is mentioned, is spoken of very briefly. The modern leading school of economic theory
(neoclassical economics) in the interpretation of the functions of production factors, including land, is
based on maximizing benefits that are derived from the use of resources and their operational
transferability from industry to industry. In a market economy, costs are based on the values that the
market detects. If production resources generate less income than the income offered by the best
possible alternative ways of using them, then we can assume that this way of using resources does not
cover costs; then resources are transferred to another industry.

Neoclassicists study the use of land with the best possible advantage so that this use gives the
greatest profit. The very interpretation of rent is limited for them by income, cash receipts for the use
or payments of the user to the owner of the land. The analysis of this economic school assumes full
mobility of land in an economic sense: land passes from hand to hand, from the production of one
product to the production of another one, from one industry to another one. In this sense, the approach
of A. Smith is quite distinctive: He proposes to consider land as a variable factor, referring to the fact
that for a farmer, land often turned out to be a more variable factor than the supply of labour [Smith,
2007]. An example is given that a farmer who starts cultivating land, focuses on the number family
members who are available for work, that is, he proceeds from the amount of land, but from the amount
of labour.

Another characteristic of the approach, which is associated with the previous ones, implies freedom
and competition for the use of land. As a result, it becomes clear what is required of the land user to
keep it for himself, how much to pay, who will get these payments and how they pay off. The source
of rent, the product of the land, remains ignored by the authors. Thus, the approach is limited to
considering the results of work of market forces, that is, the size of the rent which some people pay and
others receive. Without any doubt, the influence of D. Ricardo is obvious here [Ricardo, 2004]. The
interpretation of rent comes from the prevalence of market forces that shape the price of the land
product, which is reflected in rental payments for a user and in income for an owner of the land.
However, in general, this approach does not seem as Ricardian. Rent as a whole, not land rent is
considered specifically.
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Classics of economic theory noted the difficulties in determining the amount of rent. A. Smith
offers the following options for determining rent [Smith, 2007]: 1) payments by an entrepreneur for
certain factors of production; 2) part of business payments paid to certain factors of production; 3)
income received by owners of production resources; 4) part of the income received by the owners of
certain production resources.

All variants of his definition of rent bear the stamp of a modernized approach to this concept.
Significantly, the four options for rendering treat land rent as either company payments or owner in-
come. Why is it impossible to determine the rent clearly, and why is it possible for the land? It is
impossible because A. Smith implicitly means a certain general economic concept by this term relating
to all factors of production, and not just a specific factor, that is the land with its fertility. In our opinion,
without denying the importance of studying payments and income and market movement of land, its
resources in conditions of free competition, it is preferable to choose a different starting point, another
direction for research. This new direction is not the sum of money received from the use of the land,
but the product that land gives, that is, the beginning of understanding brought by A. Smith. The basis
of the life of society is an annual product of land plus what is created by labour of people of this society.
This provision can not be cancelled or can not even be shaken by someone.

The product of land is the material basis of land and rental relations, taking into account conditions
of use and production use.

It is obvious that the main conditions determining the formation and use of land rent are: 1) the
emergence of an effectively working owner of land; 2) adequate exchange proportions, providing
equivalent exchange and inter-branch overflow of land rent.

Moreover, exchange proportions are primary, and an effective owner appears only when they are
acceptable for a given economic system.

Reforms began in the reverse order in the Russian agricultural sector. In the romantic period of the
beginning of reforms in the late 1980s — early 1990s, a movement, that could be called “For Farming”,
emerged in certain circles. Its' initiators hoped to solve the agrarian problem by introducing farming,
followed by a complete transition of the agrarian sector to this type of management. The results of this
movement are known: farming in Russia has not become widely popular. Given the exchangeable
proportions that emerged after the liberalization of prices in 1992, such a failure was predetermined.

But this is not the only reason. There is a number of other reasons originating in the peculiarities
of the functioning of agricultural farms in the conditions of the modern market, which determine their
position in the system of competitive and value relations.

Modern land and rental relations

Modern agricultural farms work in different conditions than the similar economy of the XIX — first
half of the XX centuries. They tend to produce a small amount of products for their own consumption.
These farms, which operate mainly for the market with all the ensuing consequences, function in
conditions of the business society and the money economy. It is extremely difficult for a small farm
and a small peasant household to stay afloat, to work at least without losses.

The number of farmers is steadily declining even in developed market countries, for example, in
the US and EU countries. This is despite the fact that extremely favorable conditions have been created
there for the work of agrarian farms, partly by nature, and for the most part by the state [Log, 1991].

The reduction of the number of farmers means that their place is occupied by larger farms. A farmer
as such, a “family farmer” with a relatively small farm is being forced out of the business world, and
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small farms, whose owners receive a large share of income in other spheres, become "hobby farms".
Now, if we consider, for instance, the agricultural sector of the United States, we are essentially talking
not about millions of farms, but about 180 thousand large enterprises that produce 75% of the industry’s
marketable products. Large agricultural farms receive most of the state aid. The share of 60% of small
farms accounts for only 5% of the total amount of subsidies. This is due to the fact that subsidies issued
to large farms are used with greater efficiency than those given to small farms.

But it is difficult to work profitably in the market conditions even for large agricultural holdings.
The experience of the US agrarian sector proves this idea. The U.S. Government spent 428 billion
dollars on support of producers of sixteen main types of agricultural products in 1980-1996.

Agrarian farms, which produce mainly food commodities, have practically no opportunity to raise
prices, because the production of many thousands of farms, not to mention the products of foreign
producers, is traded on the national market. The market for raw materials of agricultural enterprises of
the country is extremely small-element on the supply side.

The society is faced with the fact that food commodities, being life-supporting products, do not
receive the conditions necessary for normal reproduction in a free market. This can be considered a
sign of products that modern economic theory refers to the group of “public goods”, for which there is
no private market demand. There is a private market demand for the products of the agrarian industry,
but it is not sufficient for the normal reproduction process due to the scarcity of monetary expression.
Monetary valuation of the market does not reflect the fact that a full-fledged product with an excess,
that is rent, is received from the land and consumed. The agricultural sector, the producer of raw
materials, gets only a small part of the total aggregate added value of food ready for consumption
[Tskhadadze, 2018].

Accordingly, it is impossible to restrict ourselves to the concept of “regulation” with respect both
to the agrarian sector as a whole, and the market for its products. Government purchases of agricultural
products which are unsystematic and organized from time to time for acute need, or, conversely,
commodity interventions do not solve anything. It is necessary to create a market for this product,
where conditions for the equivalent exchange, competitive relations, and the normal reproduction
process would be created for its producer.

To do this, it is advisable to use all the mechanisms and factors for creating and regulating the
market of agricultural products and supporting agricultural holdings. These mechanisms are: the
establishment of guaranteed prices; government purchases for the purpose of raising the prices for
grain, vegetables, meat, milk and other products; regulation of the use of acreage; reimbursement of
the difference between market and target prices to farms; direct subsidies for the restoration and
increase of fixed capital; export subsidies; restriction of imports of agricultural products and others. In
general, everything must be done to ensure that the ratio of price on products of agricultural farms,
products of industry and energy provides an equivalent exchange. Only in this case, the agrarian sector,
already working in an extreme situation by the initial natural and geographical conditions of
reproduction, can find owners who are interested and efficient and who are capable of ensuring the
normal functioning of the industry [Tskhadadze, 2017].

There was an opinion that was, probably, dominant at a certain period: the state of the agricultural
sector of production depends on the ownership of land, on the dominant form of its ownership. It is
impossible to underestimate the role of ownership in agriculture because land can be bought up and
become a subject of speculation, what is unacceptable. There is also a threat of the formation of
latifundia, which can become an obstacle in agricultural production, because a large landowner does
not cultivate land, but leases it. It can simply become an extra parasitic link between society and a
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producer. Therefore, the rational organization of land ownership is very important [Tskhadadze,
2016].

Forms and powers of land ownership play an important role in land and rental relations. Unlike the
general economic conditions of market structures, consumer assessment of the product and other
market-based natural factors, property is an institutional sphere. The state can provide the owner of the
land with full authority, and can introduce almost any restrictions that it considers useful for production
and for the welfare of society as a whole [Tskhadadze, 2017].

In the neoclassical economy, they proceed from the fact that, the land as a factor of production,
possessing limitations and rarity, being involved in property relations, cannot but participate in pricing.
If, however, we translate it into the language of classical political economy, land, owned and used for
production purposes, cannot but affect the exchange ratio of goods, and therefore directly affect the
exchange value. The view of the land, which is typical of some Western economists, who evaluate land
rent as a payment for retaining and preserving land in this industry, goes well with this. It is obvious
that here we are talking about cases when the owner himself produces on the land belonging to him,
and about cases of various forms of land lease.

The alternative use of land and the cost of lost opportunities are additional arguments in favor of
the fact that value of land is a full-fledged participant in the pricing of a product and land has a share
in the product value. Moreover, these two points are interrelated and interdependent. Indeed, it can be
assumed that if the owner of land cultivates it himself and receives a certain amount of income per
hectare when growing grain on it and every year the plot is cultivated for grain, this most likely means
that the alternative and more profitable occupation on this plot does not exist [ibid.].

One must not forget a crucial point in land and rental relations. Rent formation in the agrarian
sector, on agricultural lands, if we are talking about its monetary form (the market recognizes only the
monetary form), does not occur by itself, apart from other sectors and industries in a capitalist industrial
economy, but in interaction and mutual influence and in competition with them. The formation of land
rent and its distribution should be considered as the result of competition of agricultural products, farms
and industry.

In agriculture, the start of production and its cessation cannot fully obey the rational principles of the
market. They are entirely related to the biological conditions of the life cycle of the product produced.
An agricultural producer cannot stop or suspend production, focusing on market conditions. Also, it is
much more difficult for him to resume the suspended production than for an industrial producer.

In addition, market circulation and conditions of land use in the agricultural sector have
peculiarities. The demand for agricultural land, as well as for other resources, is derived. According to
the usual patterns of the markets of production factors, it is subordinated to the demand for products
manufactured with the use of land. In addition, the demand for agricultural land depends on the
endowment of resources and on their availability: we mean labour resources, basic equipment,
agricultural equipment, energy carriers, fertilizers, means of combating plant diseases and their pests,
as well as loan capital. At the same time, the production factors' supply in agriculture cannot be formed
according to the usual principles of their market with a decentralized market economy. For an
agricultural producer, they come as if from another system, where price ratios are formed according to
different principles. If pricing is institutional in the agricultural sector, then, in the industrial sectors,
prices are formed by the market. The production itself is subject to the principles of rationality in the
industry as a whole.

These principles are crucial, because goods with prices, which are formed in the market and
industrial sphere, come for exchange to the agricultural sector, where pricing is subject to other laws.
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As aresult, price ratios, that make equivalent exchange impossible, are formed. Machinery, equipment,
energy carriers, fertilizers, etc. may become inaccessible to an agricultural producer at market prices,
which is equivalent to a lack of supply.

Significantly, it is usually a question of providing an agricultural producer with a “target”, that is,
a normal, average rate of profit in the agrarian policy of both the European Union and the USA [Log,
1991]. Land rent cannot be involved in the redistribution process. At least, the withdrawal of that part
of it, which, according to A. Marshall's classification, is called the public (annual) value of land, cannot
have a negative impact on production.

Secondly, if the economic organism of the society is full-fledged, then all internal relations there
are interconnected and interdependent. Land rent interacts and has a powerful influence on value
relations, on the exchange proportions of goods of all groups, on the movement and usage of productive
resources, on education and income distribution, and on the efficiency of social production in general.
At the same time, land and rental relations themselves are also strongly influenced by these factors.
Land rent plays a crucial role in these interrelated and interdependent relationships. Land rent plays a
key role in the relations in economic systems, where the potential of land and natural resources is high.

Conclusion

Therefore, land and rental relations, ownership of land and its products, education, distribution,
production and social use of land rent should always be under the scrutiny of the state economic policy.
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AHHOTAIIUS

B nacrosimiee BpeMs Haspesa HEOOXOIUMOCTh BCECTOPOHHETO M TIIYOMHHOTO PAacCMOTPEHMS
3eMEJIbHO-PEHTHBIX OTHOILIEHUW U TPUPOJBI 3€MEITBbHON PEHTHI MPU YETKOM DPA3rPAaHUUYCHUU €€
npenenoB. CerogHss MOMHHHUPYET IOHSATHE SKOHOMHMYECKOH PEHTHl B IIMPOKOM CMBICIE, W
HEJOCTaTOYHOE BHUMAaHUE YAENseT COOCTBEHHO 3eMeNbHOW peHTe. Buixon ¢geHoMeHa peHTHI 3a
MpeAebl CEeIbCKOTO XO3SHMCTBAa M JOOBIBAIONIEH OTpaciv CIOCOOCTBOBAN Pa3MBIBAHHIO CAMOTO
MOHATUSA U 00€3TMUUBAHUIO 3€MEIbHOW PEHThI KaK IKOHOMHYECKON KaTeropuu. ABTOpaMH J1aH
BCECTOPOHHMI aHAJIU3 3€MEIbHO-PEHTHBIX OTHOLIEHUW OT KJIACCHUKOB JO COBPEMEHHOCTH.
3emenbpHas PEHTA OKa3bIBaE€T MOIIIHOE BIUSHUE HA IIEHHOCTHBIE OTHOIIEHHS, HA TOBAPHBINA OOMEH,
Ha pachpeneieHue | HUCIOJIb30BaHUE MPOU3BOACTBEHHBIX PECYpPCOB, Ha 0O0pa3oBaHHE U
pacmpeiesieHrne J0X0/10B, a Takke Ha 3G (HEKTUBHOCTH MPOU3BOJICTBA B 11€JI0M. B TO e Bpems camu
3eMeNbHBIC U apEeHIHbIC OTHOIICHUS TaK)Ke HAXOASTCS MO/ CUIIBHBIM BIMSHUEM 3TUX (PaKTOPOB.
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