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Purpose of the presentation

This paper deals with the price of development land. It shows
the five most important factors of the price of that land.

It shows, how price of development land is determined by
housing prices, in spatial as well as temporal terms.

It illustrates the different roles serviced lots and undeveloped
land play

It emphasizes how understanding the value of development
land is essential in intelligent development
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1. Concept of development land
2. Lot prices follow apartment prices
3. Development land prices follow lot prices
4. A mass database of development land transactions
5. Other factors affecting price of development land
6. Making use of the findings
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Concept of development land

Development land is undeveloped land with development potential. It has
locational advantages: e.g. it may lie on the finge of an existing built-up-
area or near a high road or railway.

Development land is different from serviced lots and non-urban land. As
opposed to serviced lots development land is not yet urban land, it lacks
services such as roads, water, sewage, parks etc and it has no building
right, no detailed plan and nolegal status to be built-upon.

As opposed to non-urban land, development land has a high potential to
become urban land in a near future.

Development land price Risto Peltola FIG
5.5.2009

Why development land value
matters?

Development land markets determine, to a large extent,
— what will be the supply of future housing and other development,
— where it is located, and
— how the development is financed.

It’s essential to know development land markets: the players in
the markets and how the value is determined in the market.
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How development land price iIs
determined?

Land price is a residual = the price of the finished product, e.g.
housing, minus costs. (Ricardian principle of derived demand)

Land price is also an observable fact (often but not always).

Finally, development land price is a function of how
development profit is shared in the land market

Development land price Risto Peltola FIG

5.5.2009 10




Development gain as a residual

VALUE

Home price
Building
costs
Net Profit
Lot price
Residual
= development
gain

Lot services
cost

Agricultural value /
Existing use vale

Agricultural land price
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Housing land market supply chain (Finnish context)

house DE— House price
markets
Markets
for servi- DE— Lot price
ved lots
Deve-
lopment )
land D Development land price
markets
Agricul- +—— Agricultural land price
tural land
markets
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Development land price is
1. aresidual and
2. a function of how development profit is shared in the land

market
VALUE
Home price

Building

costs
Net Profit

Lot price
Lot services
cost
Buyers profit

Sellers profit

Agricultural value /
Existing use vale

———

Development land price

Agricultural land price
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Land price and price increase as a residual

Figure (1) can be stated as a formula:
H=C +P,+C,+P,+P;+A

where

A =house price

C, = building costs

C,= lot services costs

P,= entrepreneurs profit

P,= buyers profit (or land value capture,
to be used for providing infrastructure
above direct lot services)

P,= sellers profit

A= agricultural land price

Development la

VALUE
Home price

Building
costs

Net Profit

Lot price

Lot services

Buyers profit

Sellers profit D land price

land price
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Land price and price increase as a residual

. . VALUE
Price formulas for serviced lots and
. Home price
development land are chvious:
Building
t
2) L= H-C-P
Blly= L-G-P,
(4) Ly = A+Py
Net Profit
Lot price
where Lot services
L. = price of serviced lot cost

Ly = price of development land

Buyers profit

Sellers profit

Agricultural value /
Existing use vale

Development land price

Agricultural land price
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four different land value increase measures
The formula (1) helps identify four different land
value increase measures:
VALUE
H ,
(5) l:=Py (buyers profit only) ome pree
(6) I,=P, (sellers profit only) Build:ng
costs
(7) l3=P,+ Py (sellers and buyers profit,
or development gain)

(8) =Gt P+ Py=L -l

(the difference of lot price and Nt Profi )

development land price) Lot price

In different practical contexts any of these
measures can he used for land value
increase.

Lot services
cost

Buyers profit

Sellers profit

Of course, it’s a source of confusion, too. It is

Agricultural value |
Existing use vale

Development land prict

Agricultural land price

—

important to avoid this confusion, and to
have specific value increase concepts.
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Population and housing prices

(Finnish communities, Helsinki excluded)

population in thousands (2005)
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Lot prices follow apartment prices in space

(Finnish communities, Helsinki excluded, circle size indicates population size)

lot prices eurosim2 (2000-2004 mean)
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Lot prices follow apartment prices over time
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The lot share of house prices in Finland

(The circles indicate communities, circle size relates to city size)
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The volume of land bought by Finnish local
governments in 1985-2007

10533 sales
128262 ha
(0,4 % of land area)
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Development land prices follow apartment
prices over time
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Housing lot and housing prices

(Finnish communities, Helsinki excluded, circle size indicates population size)

lot prices eurosim2 (2000-2004 mean)
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Development land and housing prices

(circle size indicates number of land sales)

development land prices eurosim2 (median 2000-7)
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Ratio of development land and housing lot prices (%)
Median

(circle size indicates number of land sales)
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Ratio of development land and housing lot prices (%)
Upper quartile (Q3)

(circle size indicates number of land sales)

Q3 ratio of development land and housing lot prices (%)
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Ratio of development land and housing lot prices (%)
Lower quartile (Q1)

(circle size indicates number of land sales)
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Interquartile range of
ratio of development land and housing lot prices
(Q3/Q1)
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The price ratio between
development land and housing
lots in Helsinki MA.

Lot price is estimated in development land
sale location and time.
Median prices

Large red = 30 % or more
No circle= 5 %
Large green =1 % or less
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Other factors affecting price of

development land

Impact of 5 most important
factors on development land

VALUE

Home price

Building
costs

Net Profit

Lot price

Lot services

Buyers profit

Sellers profit

.
price
expensive medium inexpensive
housin, rice housin, housin,
local houring price level using . pri using using
65 % over 40 % under
medium medium
distance to built-up-area (max 2 km) -0,21 -0,30 -0,39
log (price estimate for housing lot ) 0,81 0,61
log (house price index), lagged 12 1,05 0,70 0,35
months
log (land area) -0,13 -0,20 -0,28

dummy for probabibility of
development (master plan)
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Development land price

Agricuttural land price
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Impact of 5 most important price factors on development land

development (master plan)

price
expensive medium inexpensive
housi ice housi housi
local houring price level ousing  price housing ousing
65 % over 40 % under
medium medium
distance to built-up-area (max 2 km) -0,21 -0,30 -0,39
log (price estimate for housing lot ) 0,81 0,61
log (house price index), lagged 12 1,05 0,70 0,35
months
log (land area) -0,13 -0,20 -0,28
d fi babibility of
ummy for probabibility of 031
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The impact of distance to built-up-area
with existing infrastructure to development land prices
distance to built-up-area = proxy for production costs
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Better land markets

* Price models increase transparency in a market that has
traditionally been thin and untransparent

* Price negotiatons will more often end in a sale

* Price models increase better valuations in compulsory
purchase

* Price models increase an effective and equitable way to
capture land value (without public ownership)

As a result
* It's easier to supply land for development
* |It's easier to finance the development
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Further research is needed

The components of house prices should be H=C +P +C, +P, +P3+ A
— defined
— measured
— modelled e Home prce
Building

Especially development costs need
standard definitions for measurement
purposes...

....Inorder to find an effective, equitable
and transparent division of costs and

costs.

Net Profit

Lot price

Lot services

Buyers profit

profits of development Selers profit

“———  Development land price

Agricuttural land price
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¢ Thank you for your attention!
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