
 
 
 

Land: Market Price, Fair Price 
 

Ranjit Sau 
 

Dui Bigha Jomi 
Shudhu bighay dui chhilo more bhuin, ar sobee gachhay rhinay 

Babu bolilane, ‘Bujhechho Upen? a jomi loibo kinay.’ 
 

                                                                                                         —Rabindranath Tagore. 
 

To establish a new industrial unit in India, one has to acquire land from poor peasants 
who cultivate it. The government usually offers to the peasant 30 percent above the 
market price of land, plus, additional 10 percent as incentive on condition that he forsakes 
his right to litigate. In all, he gets 1.4 times the market price. Is it fair? It depends upon 
whether the market price was fair in the first place. 
 
In the 1960s planners were aware that market prices in the country were constrained by 
so many institutional rigidities and government regulations as to become shorn of 
economic significance. Nobel laureate, Jan Tinbergen, suggested the use of specially 
computed ‘shadow price’ for investment decision in the public sector in particular. For 
example, in those days the official exchange rate of dollar was eight rupees; but the 
currency was so scarce here that its shadow price could be as high as, say, 17 rupees. 
 
International organization such as the UN Development Programme (UNDP) 
recommended the concept of shadow price for selected purposes in lieu of the market 
price. And at least the Planning Commission dutifully organized several high-power 
seminars on it. 
 
In a competitive capitalist eco-nomy the market price of an asset is measured by the 
present value of the cash flows expected from it during its lifetime. This is a general rule. 
No other price can prevail in such an economy, so there is no point in asking about its 
fairness. In the case of valuing a peasant’s land, however, another element, 
incommensurable with money, will appear which is not considered in capitalist 
accounting. 
 
The land market in India is far from being competitive or capitalist. Big landowners 
never sell land, they only grab. Change in land ownership happens so often as a 
consequence of seizure of the land by moneylender on the pretext of default in loan 
repayment by the poor debtor. Also an impoverished peasant sells his land to meet 
exigencies like daughter’s marriage or serious illness in the family. The prevailing land 
price is essentially feudal in nature, coercive of the peasantry. 
 
An enumeration of the theory of capitalist pricing, however, can be instructive at least as 
a frame of re-ference. It would take us to Adam Smith, David Ricardo, Karl Marx, and 



modern portfolio theory. Suppose that x denotes the annual cash-flow from the asset, and 
r the discount rate for computing its present value, and that the asset lasts for ever. By the 
general rule cited above, the market value of the asset is now given by: x/r. For example, 
if the cash-flow from a piece of land, by way of profit and rent, is Rs 100 per year, and 
the discount rate is 10 percent, then the market value of the land is Rs 1000. Note that this 
accounting takes wages as part of cost before profit and rent.  
 
Adam Smith says that rent enters into the composition of the price of commodities 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. Ricardo puts it thus: ‘corn is not high 
because a rent is paid, but a rent is paid because corn is high.’ He adds: ‘the laws which 
regulate the progress of rent are widely different from those which regulate the progress 
of profits, and seldom operate in the same direction.’ Land being a scarce and inelastic 
factor of production, Marx brings the landowner’s monopoly power into play in this 
context. 
 
Incommensurability: The above analysis by three classical economists demonstrates the 
complexity of relationship between the product price, wages, profit and rent. The market 
price of land being computed from the data of profit, rent and discount rate, it is not so 
easy to forecast its future course. 
 
Let us then take a simplified situ-ation. Suppose that the productivity of agricultural land 
rises at an annual rate of two percent, and the price of agricultural products at three 
percent. The two add up to five percent. From this it is reasonable to assume that land 
price goes up at the same rate of five percent per year. Then, land price would double 
every 14 years. Taking the span of 30 years as one generation, evidently land price would 
rise four-fold within one generation. Given the present brisk speed of industry and 
economy in the country, that development seems to be within the reach of possibility. 
Under the circumstances, why should a peasant today voluntarily give up his land at only 
40 percent above the current market price? 
 
Recall that capitalist pricing of land, as shown above, treats wages as costs. The scene 
looks certainly different from the viewpoint of that peasant, Upen in Tagore’s poem, who 
is left with only two bighas of land. The so-called ‘wages’ too come to him as his 
income. The land brings him not only profit and rent, but also provides him with an 
assured employment on the field, which is a fountainhead of a sense of security for his 
entire family. This security benefit derived from having a few bighas of land is 
immeasurable by the standard of rupees, it is incommensurable. 
 
The number of cropping is not relevant here. From a peasant’s point of view, a single-
crop does not make a cultivated field more justifiable for conversion into industrial site 
than a multi-crop one. Rather, it is conceivable that a single-crop peasant may be more 
intensively dependent on that piece of land and more of a destitute than a multi-crop 
peasant who is probably affluent. The crucial question is compensation. Let us not lose 
sight of this critical issue by extraneous considerations. The single-crop areas are by and 



large poorer than multi-crop regions. It would be unfair to put heavier burdens on weaker 
shoulders. 
 
Should industry need cultivated land, fairness requires it to give the peasant as 
compensation not only an appropriate monetary value for the land, but, in addition, a 
comparable asset which can emit a sense of security to the family. An ongoing share in 
the profits of that industrial company to the land-giving peasant may eminently fit the 
description of that incommensurable asset. In fact, peasant and capitalist are joint equity-
holders of the upcoming industry.??


