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RESEARCH ON LAND PRICING IN CTHINA

FROM THE PERSPECTIVE OF MODERN FINANCH
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Abstract

“Labor is the father of the wealth, the land is the mother of the
wealth, ” The land is the primary source to mankind. The land is the pri-
mary of production to mankind. The land provides arena and base for man-
kind to establish and develop. The land supply material basis for all pro-
duct of labor. The land is irreplaceable for national economy fundamentali-
ty domain, agriculture.

As a result of specific historical tradition and national conditions of
china, the land is foundation for social stability and nation support and inde-
pendent. Land system is the most fundamental system to human society.

Market is the best tool to deal with economic issue. Taking advantage
of the land market can optimize resource allocation; promote availability ef-
ficiency of scarce resources. Due to affect of dual level land market of chi-
na, the market of urban and rural exist institutional barrier,so the research
of land pricing as the centre of the land market is of an extreme impor-
tance.

Based on the national conditions of china, using assets pricing theory,
real option theory, and option game theory,land pricing method of real op-
tions, which driring by house prices and the rents is probed. Three sto-

chastic shocks: house prices, the rents, and economic shocks impact on
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land prices is discussed in this research. Under current land institution of
china, especially the viewing angle of food security the game process of
land prices forming is explored. Market economic law of land use rights is
seeking for. It is a beneficial exploration to healthy development of land
pricing mechanisms on regime, engineering technology lay.

Using modern finance theoretical method to understand the economic
behavior of Chinese land market is attempt. It is helpful to technology put
up with the defect of regime. This book offer beneficial theoretical explora-
tion for china modernization process and give economics basis for establish
the reasonable and flexible standard price of the requisition.

This book contains introduction and text, which is divided into nine
chapters.

Chapter 1: introduction. The main content of this book has been sum-
marized in this chapter. Specific include the research background of this
book, raise of problem, the purpose of the study, significance of the stud-
y, innovation point of the study, definition of the object of study. Then the
research method is introduced. Finally, the structure of the research is
stated.

Chapter 2: the evolution of land system in contemporary China and re-
view of land pricing methods. This chapter combs the theoretical context,
historical context and methods vein of land pricing issues. Farmers’ land
rights, including share ownership, right to use and right of development
ought to be an organism. As the ownership is a property right, the right to
use is also a property right. Review the evolution of land system in contem-
porary China obtains a clear theoretical coordinates of contemporary Chi-
nese farmers’ land right to development. Finally, the existing land pricing

method, such as the marginal agricultural value method, real option pricing
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Abstract

method and time space pricing model is remarked. What is called scientific
land pricing method has its applicable scope and limitations. This chapter
provides a basis in history and economic theory for the entire study.

Chapter 3: investigate origin and development of real options pricing
method. System of real option pricing method is reviewed extensively and
deeply in this chapter. Real option pricing method is derived from the un-
certainty of the processing. The type of uncertainty determine the applica-
bility of real option pricing method. Economics and finance theory which is
real option pricing method based on are: arbitrage equilibrium principle,
market completeness and validity of assumptions, the risk neutral pricing
theory. Due to the nature of real options development of real option is a
rich category based on the classic method of real options. Compound option
theory, option game theory, the fuzzy real option, under the incomplete in-
formation of real options is being actively explore and study in the theoreti-
cal cycle. In the end, this chapter presents the mathematical model and sol-
ving method of option and real option. This chapter provides the mathe-
matical methodology basis for study of the whole.

Chapter 4: house prices and land prices: a real option framework. The
value of land can be divided into fixed income and option value. The option
of land value is regard as an American option of single factor derived by the
house prices. The analytical expression of the land prices is derived and the
comparative static analysis has been carried on. Under different market
structure parameters land prices, the value of the option prices and its ratio
s given,

Chapter 5, house prices, the rents and land prices:a real option frame-
work of tow-factor European. This chapter considers land prices and the

rents as two random factors of a real option. Furthermore, land prices
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based on the house prices and the rents is represented. The analysis result
indicates that the growth rate of land value and the growth rate of house
prices approximately is in proportion; land prices volatility must be more
than that of house prices; land prices volatility must be more than that of
the rent. And give one explanation for the land prices growth rate larger
than house prices growth rate. How the growth rate of land prices affect
house prices growth rate is discussed.

Chapter 6, land values may be regarded as an option driven by house
prices. This method reflects the value of the land scientifically. The cur-
rent real estate regulation has a big impact on house prices. American op-
tions driven by jump diffusion process is used to analyze the effect of the
impact of land values.

Chapter 7,combined with the latest developments of mathematical fi-
nance, the geometric Brownian motion, the geometric Brownian motion
with convenience yield, the fractal dimension geometric Brownian motion,
fractal dimension geometric and Brownian motion with jumps, as basic as-
sumption, are deduced analytic expression of preferred options under vari-
ous forms in this chapter, which can provide theoretical guidance for pri-
cing land preferential option. Farmland value contained by real option can
be regard as the value of growth option if right of land use is difficult to
traded. When the right of land using is marketized, the value is regard as
the compound options. The value of land development can be understood as
a compound option combined of a growth options and conversion options.

Chapter 8. land lease business investment game model under the con-
dition of two-dimensional random. This chapter using the real option game
framework ,analysis investment density and cost effect on the decision-mak-

ing of investors. Two-dimensional random conditions is investigated. When
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the ratio of investment density and the initial investment cost is asymmet-
ric, it will affect the investment threshold. The ratio of investment density
and the initial investment cost is larger will improve the threshold value of
investment. That is affecting investors’ investment decisions. With cross
dominant two investors have the opportunity to become a leading investors.
Relative to the influence of investment cost ratio leasing management densi-
ty of impact on the investor’s investment threshold is greater,

Chapter 9:research conclusion and expectation, In this chapter, first
of all, combined with relevant theoretical basis, research results and practi-
cal experience the author make a systematic explanation to this book
research conclusion. With a comprehensive understanding of the influence
mechanism of land pricing between farmers’ land ownership;farmers’ land
use rights and farmers’ right of land development, On this basis, summa-
rized in this book, the theory contribution and practice implications: com-
bined with China’s national conditions, in view of the land pricing prob-
lem, the establishment of the land market, protection of the rights and in-
terests of farmers puts forward relevant policy suggestions. Finally re-
search limitations and the direction of further research are discussed.

Themajor research conclusions of this book are as follows:

First, in this book, based on the national average data, the value of
land development ,that is, the value of the real estate is the main part of
land prices formation is confirmed in this study. Land rent capitalization
method should not be used for China’s land transfer activities in the fu-
ture. Through using the method of options can obtain an effective response
to the value of market flexibility which improves the scientific method of
land pricing and ensure that farmers get reasonable profit in the process of

land requisition.
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Second,due to the duality of land market in China, ceiling price theo-
ry.both the monophony and seller’ s monopoly theory are at work at the
same time. Characteristics of the primary market presents that the market
is demand monopoly. Characteristics of the secondary market presents that
the market is supply monopoly. Government monopoly, regulation com-
bined and the natural scarcity of land resources, all decreased loss of social
welfare doubly. In order to improve the efficiency of land allocation of re-
sources, the market that is the best tool to solve economic problems should
be used. A unified land market should be established step-by-step to achieve the
optimal allocation of land resources and improve national welfare.

Third, land prices is the centre of the land market. But the core de-
pends on the specific institutional environment. The situation of present
China produced a blundering from extreme positions, such as, full privati-
zation of the land, full liberalization of land market. Due to China’s unique
historical tradition and unique characteristics of land resources,stick to the
current land system is necessary.

This research leads us to more and more in-depth understanding about
land pricing system. On the basis of existing research, the innovation point
of this book is mainly embodied in as follows:

First, this study established a new real options analysis framework of
the land prices, house prices, and the rents. Based on the part of farmers
on the land ownership, use rights and the right to development, based on
no-arbitrage approach, regard land prices as an option. The option pricing
is analysis using the macro analysis of land prices and house prices index as
a whole in this book. Analysis indicates that farmers on the value of land
development rights should be embodied. National average data confirmed

the value of land development is the value of the property is the main part
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of land prices formation.

L.and rents capitalization method should not be used for the future of
land transfer activities in China. Land prices in China have distinct option
characteristics. Land prices by real option method is scientific and reasonable.

Second,in this study, combined with the latest developments of math-
ematical finance, the geometric Brownian motion, the geometric Brownian
motion with convenience yield, the fractal dimension geometric Brownian
motion, fractal dimension geometric and Brownian motion with jumps, as
basic assumption, are deduced analytic expression of preferred options un-
der various forms., which can provide theoretical guidance for pricing land
preferential option.

Third, the option game tools are used to analysis the competition laws
of agricultural professional organization, especially,how investment density
and cost effect on the decision-making of investors in this study. Then a
land lease business investment game model under the condition of two-di-
mensional random is established.

The effort of achieve land requisition compensation rationalization, the
same price to the same land, reverse under-owned standard price of the req-
uisition is strive for,

This research provide theoretical support for the city and countryside
unification land market price system construction which on the land proper-
ty rights system as the core, according to property relations of actual trans-
action process, constructing which give full play to guidance and regulation
of the market. This research is a beneficial exploration to study economics

laws of Chinese land market.
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