EKOHOMI4YHA TEOPIA

UDC 334.758.4:338
JEL Classification: Q13; R52

THE EVOLUTION OF LAND RESOURCES AS A PRODUCTION FACTOR
©2019 DANKEVYCH V. YE., PYVOVAR P. V., PYVOVAR A. M.

UDC 334.758.4:338
JEL Classification: Q13; R52
Dankevych V. Ye., Pyvovar P. V., Pyvovar A. M.

The Evolution of Land Resources as a Production Factor

The aim of the article is to study the specifics of the evolution of land resources as a factor of production. It is proved that the main idea underlying modern
approaches to the use of land resources is that economic subjects involved in the production process are guided by their own interests, which is caused by the
maximization of utility of or profit from the available land plots. Thus, production decisions regarding allocation or use of land as a production factor are made
in order to maximize profits, taking into account the state of technological development (society, industry), available resources, and government policies. Land
resources throughout the entire existence of mankind have played a key role in the life of society, which is determined by national, social, economic, and natural
features of the realization of the function of land as a natural object necessary for the functioning of all sectors of the economy, the main means of production
and subject of labor in agriculture. The multifunctionality of land resources determines a significant number of theoretical and methodological approaches to their
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Eeontoyia 3emenbHUX pecypcie AK hakmopa eupobHUymea

Memoto cmammi € 8ug4eHHs crneyugiku esonoyii 3emenbHUX pecypcie AK
tpakmopa supobHuymea. O6rpyHMOBAHO, WO OCHOBHA i0€d, AKA AEHUMb
8 OCHO8I cy4acHux nidxodis 0o BUKOPUCMAHHA 3eMesnbHUX pecypcie, nons-
20€ 8 MOMYy, Wo cyb’ekmu eKoOHOMIKU, AKi 3a0isHi 8 Mpoyeci 8upobHUYMEa,
KepyrombCA 8AaCHUMU iHMepecamu, ujo 06yMos/1eHo MAKCUMI3AUIE KOpuc-
Hocmi abo npubymky 3 naowi HasgHux 3emesns. Tobmo 8UpobHuUYI pilueHHs
wodo po3nodiny abo 3a0isHHA 3emni AK akmopa supobHuymMea npulima-
1OMbCA 3 Memoto MaKcumi3ayii npubymky 3 ypaxysaHHAM CMAHy MexHono-
2i4H020 PO38UMKY (Cycrinbemea, 2any3i, NIONPUEMCMEQ), HAABHUX pecypcie
i nosimuku depxcasu. 3emensHi pecypcu 8MpoodosxH< ycb020 iCHY8AHHS NH0-
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JEL Classification: Q13; R52
JaHkesuy B. E., Mueosap I1. B., Musoeap A. H.
J80s1104uA 3eMesbHbIX Pecypcos Kak hakmopa npoussodcmea

Lensto cmamou Aeasemcs usy4eHue CneyuduKy 3800YUU 3eMesbHbIX pe-
cypcos Kak hakmopa npoussodcmsd. O6OCHOBAHO, YMO OCHOBHAA udes,
NIEXAWAS 8 OCHOBE COBPEMEHHbIX 100X0008 K UCMO/b308AHUK 3eMEfbHbIX
pecypcos, 3aK04aemcs 8 MoM, Ymo CyGbekmbl SKOHOMUKU, KOmopble 3a-
OelicmeosaHbl 8 npoyecce nMPou3so0cmed, pyKkosoocmayomea cobcmeeH-
HbIMU UHMepecamu, Ymo 06yc/106/1eH0 MaKcumusayueli nonesHocmu uau
npubbinu ¢ naowadu umerousuxca 3emens. To ecmb nPoOU3B0OCMBEHHbIE
peweHus no pacnpedeneHuto unu 3a0elicmeosaHul0 3emau KaK akmopa
pou3800cMea MPUHUMAKOMCA C UENbI0 MOKCUMU3AYUU mpubblau ¢ yyemom
COCMOAHUA MexHoM02UYecKoz0 passumus (obwecmea, ompacau, npeo-
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cmea 8idiepaganu KAKY0BY POsb Y HUMMI CycninbCMaa, AKA 8USHAYAEMbCA
HAYiOHANbHUMU, COUiabHUMU, EKOHOMIYHUMU M MPUPOOHUMU 0C0bAUBOC-
mamu peanizauii pyHKyii 3emai AK MpupodHozo 06’ekma, HeobxiOHo20 0nA
(hyHKUiOHYBAHHA BCiX 2any3ell eKOHOMIKU, 0CHOBHO20 3acoby 8UpPobHUYMBa
ma npedmema npayi y cinbcbkomy 2ocnodapcmei. bazamogyHKuioHab-
Hicmb 3emesnbHUX pecypcie 06YMOBAKE 3HAYHY KinbKicmb meopemuko-
MemoouyHux nioxodie 00 ix docnioxeHHs. [ocnioneHHs egonkoyii po3su-
MKy 3eMesnbHUX pecypcie AK akmopa 8upobHUYMea 3 Mo3uyii pi3HUX eKo-
HOMiYHUX meyili 00380/15€ BUOKPEMUMU Pi3Hi N0210U HA U0 eKOHOMIYHY
Kamezopito. Cucmemamusayis meopemuyHUX OCHO8 e8oMoyii 3emMenbHuUX
pecypcie AK hakmopa 8uUPOBHUYMBA Y KAACUYHUX EKOHOMIYHUX meyiax do-
380/1U10 BUOKPEMUMU OCHOBHI Meopii PO3BUMKY 3eMefbHUX BIOHOCUH.

Knroyosi cnosa: cinbcbko20cnodapceKi 3emsi, eKOHOMIYHA meopis, egosto-
Uisi, HayKo8i WKoAU, hakmop 8UpobHUYMEa.
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From the socioeconomic point of view, land is one of
the most important natural resources; therefore, economically
and environmentally sound farming which takes into account
preservation and reproduction of land fertility requires a theo-
retical and methodological justification of land relations. The
issues of studying the development of land relations under the
modern transformational conditions of forming the domestic
agricultural land market call for a special theoretical actualiza-
tion. In this case, a detailed investigation into the evolution of
theoretical views on land resources as a production factor as
well as analysis of the relevant ideas of various economics is
necessary.

The theoretical and methodological basis of the research
is the dialectical method of cognition of economic processes,
the fundamental principles of modern economic theory, scien-
tific works of domestic and foreign scientists on the evolution
of land resources as a production factor. The research methods

applied are scientific methods of cognition based on a systems
approach. To achieve the goal set in the article, a number of
general and special research methods are used: systems analy-
sis — when describing the theoretical and methodological foun-
dations of land use; abstract and logical method - for clarifying
the essence of the basic concepts, definitions, and categories
of land use, ownership, and allocation; the method of analo-
gies — when comparing relevant world processes, phenomena,
and trends.

Issues of using land resources were studied by classical
economists, including F. Quesnay, A. Smith, K. Marx, W. Petty,
D. Ricardo, A. R. J. Turgot, J. B. Say, M. Tugan-Baranovsky,
A. Chayanov, A. Engelhardt, and others. The theoretical, meth-
odological, and applied justification of economic aspects of the
formation and establishment of the market for agricultural land
are considered by a wide range of domestic and foreign scien-
tists, namely, V. G. Andreychuk, P. I. Haidutskyi, V. Y. Dankev-
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ych, M. . Malik, V. Ya. Mesel-Veselyak, P. T. Sabluk, M. M.
Fedorov, O. M. Shpychak, A. A. Fesyna, V. V. Yurchyshyn, and
others. The authors argue that analysis of the economic nature
ofland as a production factor is necessary to determine features
of gaining profit from its economic realization [5, 6, 14, 15, 16,
20]. At the same time, approaches to using land resources in the
context of contemporary global challenges remain debatable.

Evolution involves the process of irreversible changes in
the structure and functions of a particular system during its
historical development, which results in a better adaptation of
the system to environmental conditions. In the philosophical
sense, evolution is a form of development implying a continu-
ous, gradual quantitative transformation that is a background
for a qualitative transformation. Such evolutionary changes oc-
curred in a number of economic spheres, including land rela-
tions.

For the first time, land was considered as an object of
economic analysis in the theory of French physiocrats. In their
opinion, land was the only productive resource, whereas agri-
cultural labor — the only substance for the development and in-
crease of social wealth [1]. These views can be explained by the
fact that the development of the theory of physiocrats falls on
the period (mid-18th century) when the feudal-agrarian system
dominated in France. A characteristic feature of this period was
the emergence of a new class of entrepreneurs who were inter-
ested in changing the feudal system which limited the develop-
ment of the economy as well as in the formation of new land
economic relations [26].

One of the central places in the formation of the con-
ceptual theory of physiocrats is occupied by the teaching of
F. Quesnay on the net product, which is set forth in his famous
work the Economic Table (1758) [9]. By “net product” the au-
thor meant an additional product calculated as the difference
between the gross national product and the material costs spent
on its creation during the year. According to F. Quesnay, the
wealth of nations or pure product was a gift of nature and was
formed only in agriculture. The source of the net product was
land and labor of people engaged in agricultural production.
F. Quesnay, in fact, logically completed the views of W. Petty
who believed that labor was the father of material wealth, the
earth was its mother [2; 7].

The analysis of land as an object of economic relations
was continued by A. Smith. In his work an Inquiry into the
Nature and Causes of the Wealth of Nations [13], the author
stated, “Whoever derives his revenue from a fund which is his
own, must draw it either from his labor, from his stock, or from
his land. The revenue derived from labor is called wages; that
derived from stock, by the person who manages or employs it,
is called profit; that derived from it by the person who does
not employ it himself, but lends it to another, is called the in-
terest or the use of money. It is the compensation which the
borrower pays to the lender, for the profit which he has an op-
portunity of making by the use of the money. Part of that profit
naturally belongs to the borrower, who runs the risk and takes
the trouble of employing it, and part to the lender, who affords
him the opportunity of making this profit. The revenue which
proceeds altogether from land, is called rent, and belongs to the
landlord” [13].

A. Smith in his scientific works also emphasized that
land rent “enters into the composition of the price of com-

modities in a different way from wages and profit. High or low
wages and profit are the causes of high or low price; high or low
rent is the effect of it” [13]. For a deeper understanding of this
thought, it is necessary to consider the opinion of an opponent
of A. Smith — D. Ricardo, who stated that “bread is expensive
not because of high rent, but high land rent is because bread is
expensive’.

A great contribution to the development of these prob-
lems was made by D. Ricardo, who became the founder of the
theory of rent. In his works, D. Ricardo defined the rent as “that
portion of the produce of the earth which is paid to the land-
lord for the use of the original and indestructible powers of the
soil” It should be noticed that, according to the author, land
rent was a payment for using only land and was different from
contractual rent which includes the return on capital spent on
increasing the fertility of the land, building support structures,
etc. In the process of studying land rent, Ricardo justified its
economic nature and revealed patterns of its development. The
main idea of Ricardo was that rental relations arose with the
establishment of private ownership of land, and it was paid only
when two conditions were fulfilled simultaneously:

1) the amount of land is limited;

2) factors that affect the formation of rent include fertil-
ity of land (different natural potential) and different
distances between the plots and the markets where
the products grown on them can be sold;

3) the source of rent is not the bounty of nature but ma-
terialized human labor added to it.

The difference between Ricardo’s thought and that of
Smith is that Ricardo considered rent as an excess of value over
the average profit received from land, while Smith considered
rent as one of sources of value [4].

A number of new ideas about the role of land as a pro-
duction factor were presented by J.S. Mill in his work Principles
of Political Economy [7]. Mill continued the theory developed
by D. Ricardo taking into account the competing uses of land
for the purposes of agricultural production, extraction, and lo-
cation of means for processing agricultural products and ap-
plying the concept of rent to production as a whole. He singled
out components characterizing the best lands: soil quality, lo-
cation, proximity to water bodies, etc. The combination of all
these factors, in his opinion, formed additional income, which
was essentially similar to land rent. Moreover, he believed that
rent could never enter into the production process as a cost
factor. Mill considered land and labor as the main production
factors. But later he began to notice the fact that the efficiency
of the production process also depended on the stock of goods
and the value added that was formed in the process of post-
harvesting and processing agricultural products.

Interesting, in our opinion, views on the economic na-
ture of land as a production factor, were formed by Nassau Wil-
liam Senior, who identified the three main agents of public pro-
duction: labor, natural agents, and knowledge (abstinence) [3].
The natural agents included land, rivers, forests, the ocean, the
atmosphere, and physical laws. Within the framework of his
theory, capital was neither a factor nor a tool of production but
appeared as the result of combining the three agents. Land was
the most important of the natural agents, since the possession
of it resulted in the possession of the others. But the energy of
production (the component that launched the production pro-
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cess) was considered knowledge. In his opinion, only knowl-
edge of natural laws could create a profit for its owner [28].

A quite rigorous and socially significant for further de-
velopment research was conducted by K. Marx. He noted the
low efficiency of small landowners and the impossibility of their
employing achievements of scientific and technological prog-
ress [11]. K. Marx came to the conclusion that the nationaliza-
tion of the land and the subsequent creation of a state-owned
land conglomerate was one of the most effective forms of its
use. Although practice has not confirmed his conclusion (e.g.,
collectivization), but the idea of conglomerating land is now
observed in activities of agricultural holdings, concentrating
powerful financial and production resources in a single center,
which gives them the possibility to use the latest achievements
of science (GMO, IT, GIS) and technology (the latest and most
powerful equipment of leading world manufacturers). Further-
more, according to Marx’s theory, land could not have value,
private ownership of land was unnecessary for the economy
and caused only a harmful effect both on the processes of de-
velopment of a country’s economic system as a whole and its
social order.

In Capital, Volume III, K. Marx developed and expound-
ed the theory of ground-rent. According to him, ground-rent
expressed the relationship among different classes of bourgeois
society: wage-workers, capitalists, and landowners. Capital-
ist ground-rent was that part of the surplus-value, which re-
mained with the landowner after deducting the average rate of
profit on the capital invested which fell into the hands of the
capital owner. It is necessary to distinguish between absolute
and differential ground-rent. Differential rent is associated
with the government land monopoly. This type of rent is a sur-
plus over the average profit and is the difference between the
individual price of production with the best and medium plots
of land and the price of production formed with the worst plots
of land [8].

Differential rent has been the object of research of many
scientists. In his writings, K. Marx identified two forms of dif-
ferential rent: differential rent I and differential rent II. Accord-
ing to him, differential rent I was due to the difference in natu-
ral fertility and location of land plots in relation to sales mar-
kets. The land plots which were more fertile and more favorably
located in relation to sales markets allowed for producing and
selling agricultural products at lower costs and, consequently,
receiving higher profits. The capitalist who rented land paid
this additional profit to the landowner [8].

The representatives of the marginalist school of econom-
ic thought (the end of the 19th century), whose ideas are widely
used in the analysis of economic processes and laws of marginal
value, viewed the land along with other natural resources only
in terms of utility of the consumer wealth. But they noticed
that, given the fact of limited land resources and an increase
in the population of the planet, its price would grow despite
a gradual decrease in its fertility. Supporters of the marginalist
theory considered capital and labor to be the most important
factors of production while ignoring land in general as a cat-
egory of production [10].

Quite opposite views on land were presented by Johann
Heinrich von Thiinen, who, in his work the Isolated State, used
the distance from the city as a central concept. He developed
the model of agricultural production around the central (re-

gional) city in an isolated state. The model rests on principles
for determining the price or bid rate for land formed on the
basis of the profits that farmers receive from products grown
on the land plot. As a result of his research, there was elabo-
rated a pattern of concentric rings in which bulky or quickly
perishable goods were produced closer to the city where these
goods were consumed or processed, and, accordingly, valuable
(capital-intensive) or long-term storage goods were produced
or grown in areas remote from the city. In the end, von Thiinen
arrived at the same conclusions as Ricardo did, noting that the
differences in soil quality determined the price or rent of land
in the same way as its proximity to the central city did.

Classical economists made a significant contribution in
the study of land as a factor of production. The primary mani-
festations of globalization allowed the use of a single measure
for assessing efficiency of the production process. It should be
noted that these studies considered land as a resource playing a
special role. This was due to the limited fertile soils and gradual
increase in the population of the planet, and hence the increase
in the demand for food products, which were mainly produced
from agricultural ones that were grown on land. Also, the elab-
oration of the fundamentals of the classical economic theory
was significantly influenced by the development of industrial
machines that demonstrated their effectiveness in agriculture.
Representatives of the school developed the basic principles
of the depreciation process for a continuous updating of the
known today agricultural power machines and aggregates.

Classical economists proposed an aggregate production
function, which can be represented as the equation:

Y=F(LKP),
where Y is aggregate output,
L —land,
K — capital,
P —labor.

This classical triad evolved on the ground of the recogni-
tion of three categories of participants in the economic process
of production — landowners, capitalists (investors), and work-
ers — formed based on the triad of incomes — rent, interest,
and wages. A characteristic feature of the classical school of
economic thought was considering their relation to values re-
flected in the product to determine the future price. But, given
the large number of publications criticizing this theory, it can
be argued that the triad theory was not unanimously accept-
ed [12].

The beginning of the 20th century was characterized by
significant changes both in the social and economic structure of
many countries of the world. The economic order changed due
to significant technological implementations in the production
process. A new component of the production process — energy
resources (mineral fuels, energy, petroleum products) appeared
on the market. All these changes led to the formation of a new
economic theory — neoclassical one.

In the framework of neoclassical economics, interesting
views on the role of land in the process of social production
were formed by scientists from the United States (S. P. Hays
[17], J. Martinez-Alier and K. Schliipmann [21]). Their main
idea was to conserve part of the land and maintain the effective
use of the rest of it. The reasons for such views were an increase
in the population of the country and, as a consequence, an in-
crease in food prices.
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During this period, some British economists believed
that the main factor in the growth of any economy was inter-
est rate, considering land only as an intermediate resource for
further development (H. Hotelling) [19]. In other words, land
was regarded as one of partially replaced resources (a certain
amount of land (at the entrances to the production process)
which could be replaced with an appropriate amount of a fertil-
izer to obtain the same amount of product at the output).

An important contribution to developing the theory of
production and studying the role of land in this process was
made by L. Walras [25], who mathematically justified the foun-
dations of economic equilibrium. Walras’s ideas were used by
V. Pareto, who founded modern welfare economics, in which
land was both a resource and public good.

A. Marshall, one of the pioneers of neoclassical econom-
ics, agreed the classical principle of cost and the neoclassical
principle of marginal productivity. A. Marshall officially intro-
duced the fourth principle of the production process — orga-
nization of labor (division of labor and management), while
considering land as a full-fledged factor of production. At that
time he also introduced a new quasi-rent concept, combining
the theory of capital and land. Quasi-rent of A. Marshall was by
nature a super-profit, an excess over the normal profit, which
was caused by a more or less long-term limitation for using
any factors of production in the situation of rising demand and
a corresponding increase in prices for products.

An important contribution to studying the development
of the role of land as a production factor was made by D. Rob-
inson, who systematized the works of previous researchers on
economic importance of land, singling out the role of land rent
as a separate theory, considering the studied categories at three
levels: that of a society, industry, and individual enterprise [23].
Also, the author justified land rent, which in an economic sense
was considered as a surplus that exceeded the transfer price
(the minimum earnings necessary for survival of a business
entity in a market environment) [11]. In the process of build-
ing a production function, Robinson stressed that all factors of
production could be divided into four categories, namely: land,
labor, capital, and enterprise.

Starting from the second half of the 20th century, in
works of economists, land or environmental resources were
completely removed from the production function and includ-
ed into capital or labor. An important role in this process was
played by international trade which was based not on resource-
intensive products but on capital-intensive ones. A group of
scientists (B. Ohlin, E. F. Heckscher) [18, 22] developed the
factor proportions theory which explains the scheme of com-
parative advantages of interstate differences in the relative al-
location of the main factors of production — capital and labor.
Similarly, R. Solow in his work a Contribution to the Theory of
Economic Growth did not include land in the production func-
tion, which looked as follows:

Y=f(K N),
where K is capital,

N - labor.

But in the later Solow model (1974), exploring the long-
term prospects for the development of the economy which uses
exhaustible resources, the production function takes the form:

Y=f(D,K N),
where D stands for exhaustible resources.

In later studies, scientists reduced the production func-
tion only to capital:

Y =f(K).

A feature of this function is that capital as a produc-
tion factor includes labor and exhaustible natural resources,
since labor productivity is very strongly correlated with invest-
ments in work in the form of personnel training and develop-
ment. Some researchers call this feature an ultimate resource.
But along with these views, the scientific direction founded by
H. J. Barnett and Ch. Morse, who believed that the main fac-
tor of production was knowledge in the form of scientific and
technological advancement, gained its further development. In
their opinion, knowledge and technological process was an au-
tomatic and self-productive phenomenon and obeyed the law
of increasing profits [24].

Among domestic scientists who considered issues of
land economics under conditions of a market economy, there
should be mentioned P. Haidutskyi, M. Harbuz, V. Gorlachuk,
A. Danylenko, V. Dankevych, D. Dobriak, S. Doroguntsov,
L. Novakovskyi, P. Sabluk, V. Trehobchuk, A. Tretiak, M. Fe-
dorov, and others. In view of recognizing land as one of pro-
duction factors, the main areas of economic research are: in-
stitutionalization of the land market; economic foundations
of ecologically safe land use; investment support for land use
development; insurance of losses caused to land resources due
to deterioration in quality of soil parameters; innovative tech-
nologies of land use development which ensure its competi-
tiveness in foreign and domestic markets.

Conclusion. Summing up the results of the develop-
ment of various schools of economic thought and their stud-
ies on land resources, it should be noted that land has been
considered from different points of view and included in dif-
ferent subgroups of production factors. The basic idea underly-
ing modern scientific views is that economic subjects involved
in the production process are guided by their own interests,
which is due to the maximization of utility or profit. Thus, pro-
duction decisions regarding allocation or use of land as a pro-
duction factor are made in order to maximize profits, taking
into account the state of technological development (society,
industry), available resources, and government policies. At the
same time, in shaping future concepts of economic theories, it
is necessary to take into account that land is a very important
factor of production, which is like water and air is exhaustive
and can be negatively affected by human activity, which results
in a decrease in its quality and quantity.
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