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Differences between land prices based on sales data and based on rents income:
An analysis using published appraisal report data based on the Land Value Publication Act

EBISU Miwa* (Doctoral program, Graduate School of Urban Environmental Sciences,
Tokyo Metropolitan University)
ASAHI Chisato (Tokyo Metropolitan University)

The income capitalization approach is the theory that the land price is calculated as the sum of
the present value of the net income. Based on this theory, the land price is expressed by the
following equation. P =1/Y, where P is the land price, I is the net income for one period, Y is the
cap rate. This is called a long-run equilibrium price or fundamentals. In other words, it is the
theoretical land price.

Sometimes actual land prices are higher than the theoretical prices. Degree of differences in
both prices is often different corresponding to regions, particularly, it is larger in residential areas
than in commercial areas. As a cause, the utility or profitability by using land may have different
effects on land prices and rents.

The purpose of this paper is to examine regional differences between land prices based on sales
data and based on rents income.

In this paper, the land price function is based on the hedonic approach that Rosen(1974)
suggested. A land price is formed under the influence of many land attributes, such as the size of
the site, the railway accessibility, the width of the road, the building floor ratio. A land price by
the income capitalization approach is also formed under the influence of many land attributes
through the net income based on the rent. We perform quantitative analyses on differences
between the value indicated by sales comparison approach (SCV) and the value indicated by
income capitalization approach (ICV), using the appraisal report data based on the land value
publication in 2019. Our objects of this analysis are 1,341 points in residential areas and 844
points in commercial areas in Tokyo.

As a result of the analysis, it was found that almost the same land attributes affect both SCV
and ICV. In residential areas, the site size, the front road width, the distances to the nearest
station or to Tokyo station, the population, and the number of employees significantly affect both
values, furthermore, the building coverage ratio significantly affects the ICV. In commercial
areas, the site size, the front road width, and the distance to the nearest station significantly
affect both values. However, the distance to Tokyo station does not affect significantly, by
contrast, the floor area ratio significantly affects.

When the SCV/ICV ratio is used as the explained variable in residential areas, the coefficient of
determination is moderate. In commercial areas, the coefficient of determination in the SCV/ICV
ratio model is lower than one in residential areas. Considering each explanatory variable, in
general, in areas with poor accessibility and low land utilization, the SCV/ICV ratio increases. In
other words, these factors may be attributes make be lower the ICV compared to the SCV. “The
ratio of other vacant houses” affects the SCV/ICV ratio differently in residential areas and in
commercial areas.

These analyses bring some suggestion about land prices in Tokyo. It is a future task to examine
SCV, ICV, and both relation in other prefectures.

Keywords: Long-run equilibrium price, Land price, Sales comparison approach, Income capitalization
approach

JEL classifications: R32
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