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ABSTRACT

Land Price Fluctuation, Expectation,
and Production

Dong-Geun Han
Yeungnam University
Pyeong-Tak Nahm
Kyungil University

This paper investigates how the factor inputs
of firms are affected by the expectation about
land-price increase in the future. We develope a
two-factor (land and labor) model, in which
expectation about land-price increase plays a key

role in determining the "optimal” input level of
labor and land. Expecting capital gains from input
of the land when land price increases, firms input
land up to the point where the marginal
productivity of land falls short of the marginal
cost of purchasing the land, in order to maximize
the "joint-profit”. That is, firms have an incentive
to use more land than they do when capital gains
are not expected. We mean joint-profit by profit
in the standard sense plus capital gains. Once the
land is input "excessively”, the productivity of
labor increases and labor is also input more, since
land and labor are assumed as complementary in
production. This mechanism works in the opposite
direction when land price decreases. This paper
suggests that land price fluctuation is a major
destabilizer of an economy.



