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An Economic Analysis of Land Investment for
Plantations by Faustmann’s Formula*!

Eung Hyouk Cho*?

The study was conducted to find out the relationship between land cost and financial yield earned
by the plantations of Pinus koraiensis, Pinus densiflora and Cryptomeria japonica, and to investigate
possible land investment for the given rates of return. *

The result of the study could be summarized as follows:

1. In the case of Pinus koraiensis plantation on site index 12, the finnancial yield was 6.4

percent when the land cost was 0.5 million Won per hectare, but the yield was reduced to
2.1 percent when the cost was 2.5 million Won. It would be therefore necessary for inducing
plantation investment to raise financial yield by control of forest land price.

2. The financial yield on land of zero expectation value, in other words, internal rate of return
of land investment was estimated at 10 percent. If the opportunity cost of forest land is
higher than this, the economic plartation is not visible even though the land is free.

3. With the expected financial yield of 3 percent, the possible land investment of poor sites
was estimated at 1.24, 0.28 and (.80 million Won per hectare for the plantation of Pinus
koraiensis, Pinus densifiora and Cryptomeria japonica, respectively. In any case, however,
land cost could not be over 3 million Won per hectare.

4. The rate carned from forest land investment was generally less than 10 percent. Therefore,
the annual interest rate in forestry cculd not be higher than this, and hopeful rate is not

exceeding 6 percent.
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Table 1. Money vield from thinnings and final fc‘lmgs by rotation age
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Table 2. Financial yield of plantations at rotation i
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- \\\\
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Table 4. Possible land investment for given financial yield

. L J Possible land investment (1000Won)
Species Site index | ‘
- ‘ 4 5 } 6 \ 7 l 8 | 9

6 1237.7 | 6211 | 289.3 9.9 | — — —

Pinus korgiensis 8 1804.9 979. 8 530.9 265. 1 100.3 - -
10 2332.4 | 1316.7 760. 2 427.8 219. 1 82.4 —

12 2915.0 | 1687.2 | 1011.0 604. 4 347.0 178.5 65.9

6 | 270.4 42.5 — — - —~ | —

8 | 667.4 | 283.6 78.9 — — — —

Pinus densiflora P10 ] 10240 505. 3 225. 6 61.9 - - —
12 1350.9 709. 2 361.0 112.7 28.5 — ' —

14 1648. 1 894.8 484.3 240.7 89.1 — —

6 800.0 | 357.5 | 119.9 — — - } —

1398. 6 725.3 360.0 144.6 — — —

Cryptomeria japonica 10 1934.0 1053. 4 573.7 289.1 112.1 — 1 —
12 2456. 6 1373.6 782.0 429.9 209. 8 68.0 -

14 2964.2 | 1683.4 982. 8 565. 0 303. 2 j 133.8 } 22.1
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