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Abstract

Although starting from the British system of Townd &£ountry Planning the central ideas in this
chapter seem to be increasingly relevant for Chand, indeed, many OECD countries. Using the
British system as a reference the chapter startshiayacterizing the basic features of any system of
land use planning, viewed from the resource all@rapoint of view of an economist. A conclusion
is that the British system explicitly excludes asg of price signals from its decisions, a feaitire
shares with may other systems including that wisdseing constructed in China. The chapter then
summarizes the problems which the exclusion okpgribormation gives rise to. Where planning
systems deliberately or indirectly constrain th@@y of space, given that space is an attribute of
housing which is income elastic in demand, risimgpimes not only drive rising real house prices
but also mean that land prices rise considerabstdathan house prices. Several housing attributes
other than garden space are to a degree substitidedand but the underlying cause of the
inelastic supply of housing is the constraint ondaupply. If planning systems constrain the supply
of space for other urban uses then similar conseges follow. However, the discontinuities which
differential constraints on the supply of spaceegisse to, signal the relative scarcity of land for
different uses at each location and could be usennprove the economic efficiency of planning
decision-making without sacrificing the wider goalsplanning. In the context of rapid economic
growth and urbanization in China the evidence exeaiwith particular detail for the Shanghai
area strongly suggests that substantial costsarimhg imposed constrictions and other regulatory
constraints are appearing in the housing markewze@ithe nature of the still embryonic planning
system it appears that price signals derived framman land markets could be used and would
improve the efficiency of decision-making.
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1 Introduction

Land is an environmental resource but it is al$@paorse, a factor of production and a consumption
good which vyields direct welfare to households he form of living, recreational and amenity
space. Yet in many parts of the world land use mptan systems treat land use only in the first of
these senses or functions. This may seem an oterm&at but, if so, it is only mildly overstated. If
we take the British land use planning system, kaneple, we find that issues which any economist
would recognize as central in resource allocatmutgjde a Stalinist central planning regime) are
actually legally excluded from consideration. Thece of land or housing, or the rents for
commercial or industrial space, are not ‘materi@hssderations’. Since only factors which are
legally defined as ‘material considerations’ carré&gnized in planning decision making all price
information is systematically excluded from therplang decision making process.

Equally planners in Britain, in assessing how miatd to release for housing or for economic
activity, project ‘housing need’ and future emplagmh but there is no attempt to estimate demand
for land for particular uses in any sense that wdid recognized by an economist. ‘Housing need’
is projected on the basis of estimated householdbewss using demographic models. This is
translated into an estimate of implied land supplipe released on the basis of planning-determined
fixed densities. The role that real income has etednining both the demand for space within
houses and in gardens and even the number of hzusd®Ily ignored. Similarly the relationship
between the real price of housing and householddtion rates is excluded, as is the role that real
and relative house prices have on interregionalratimn. Estimates of the need for land for
economic uses are equally devoid of economic conenployment is projected mainly from past
trends, adjusted to political priorities and plarsh@alue judgments. These tend to favor policges t
retain city centre shopping and industrial overviser employment. The resulting employment
projections are translated into land needed teeleased for development on the basis of existing or
assumed densities. Again no account is explicikeh of demand as an economist would define it
so the shift to out of town industry and retaillwiow rise industrial and retail buildings using m@o
land and more land for parking was largely resistednd in the case of retail is still strongly
resisted.

New service employment in non-traditional locatidres likewise been resisted. The struggles of
major British companies and institutions illustratés. A 27,000 rh extension to the Wellcome
Trust Genome Campus just outside Cambridge — otteegbremier bioscience research facilities in
the world - took a five-year struggle to get pesiua. The epic and expensive struggle of
Vodaphone — one of Britain’s most successful congzsaof the last 20 years - to get permission for
a headquarters building in its home town of NewbuBgrkshire, is recounted in Evans and
Hartwich (2006). Over a 20-year period Vodaphond geown from a small spin-off from a
defense company to the largest company by cagtadiz on the London Stock Exchange. By 1997
its HQ functions were spread over 50 differentssit@ the Newbury area but only last minute
political intervention enabled the company to getrnpission to consolidate in a single new
building. Despite the fact that Vodaphone was Hrgdst employer in the town its expansion and
planned new HQ was not in the development plantiier area and was initially refused on
‘planning grounds’.

Economic factors are equally absent on the supgdly of the planning decision making process.
The supply of land for different categories of usadentified simply as the amount of land the
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planning process has allocated to each use (phmaasidential, retail, industrial and office).
Ownership and availability are not taken into acdodrhe land is usually privately owned and, of
course, frequently developers own it. But some ldadignated as part of ‘land supply’ may be
owned by individuals or agencies not willing to dep it at all; or, more often, by owners who
choose not to develop the land either to maintdand bank over some wider geographical scale of
operation or to retain the option of future devehgnt (see Titman, 1985).

The British land use planning system may be neaetid of the continuum in terms of the extent to
which it ignores economic signals and conceptsrbahy systems are close to it. The evidence
currently available suggests that the Chinese systeone of those effectively ignoring economic

signals and principles in its land allocation dexis. The summary of the system provided by the
Vice Minister Lu Xinshe (2004), for example makesmention of any of the economic variables,

including prices, identified above in the charaetion of the British system. The only hint at

economic content is that one of the roles idetif@r planning is to ‘promote a healthy economy’

but since this comes in the same paragraph aseimiag arable land and water’ and ‘containing

urban sprawl’ it is not clear that there can be spgcific economic content implied.

Equally if we look at the planning of one of Chisdastest growing cities, Shenzhen, we can see a
process similar to that which characterizes Britaitin physical units such as hectares of land and
densities and population projections, not appayebtised on economic modeling including
migration, as the drivers. Shenzhen, across théeboirom Hong Kong was designated for
economic expansion but in 1996 the ‘planned ‘ pafoh was 4.2 million in 2000 and 5.1 million
in 2010. In fact by 2006 there were already moentthO million people living in the new city.
‘Land consumption’ per person was projected onr8gads’ intended, in 2000 to have reached
‘International Standard 11’ of 90.1 to 105°mer person and by 2010 to have reached ‘Intemaitio
Standard IV’ of 105 to 120 frper person. Each projected population total and Etandard was
then projected into a total urban constructed spated These population figures, however, took no
account of relative real wages and hence inducegtation and the space ‘standards’ take no
account of changes in income per capita, the midand or the income elasticity of demand for
land.

Given planning’s role as a system for allocatingcarce resource it seems perverse in a market
economy — or even in an economy opening up to nankehanisms as is China’s — to exclude the
use of price information. The extent to which thee wf price signals might help improve land
allocation is variable, however, and depends ondgtails of how a planning or zoning system
actually works and what exactly it controls or doaisis the supply of.

2. Systems of planning or land use regulation

We must distinguish between regulation as suchragdlation which has the effect of restricting
the supply of either urban land or space in bugjdinor — more commonly — both. There are many
good reasons why land markets require regulatiah esonomic analysis is one source of such
reasons. Interdependencies in the use of landecseaious externality problems and there are
important classes of public goods associated watihd;l both with its development and its
preservation from development. Unregulated marketsid not respond to such classic issues of
market failure. This provides a good basis for lasd regulation but does not necessarily imply the
restriction of suppl§ The question, however, is the move from regutetiesigned to internalize
externalities or provide desirable quantities oblpugoods (such as parks or wildlife habitats) to
regulation which has the effect of restricting thapply of space in buildings or for private
consumption in the form of gardens. When regulationstrains its supply, the price of space is
increased. It is only this aspect of regulationahhis relevant to the present discussion.
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The degree of land market regulation and spedyigaistrictions on the supply of land for urban
uses is particularly strong in the U.K. In the fadaderegulation of most markets in the U.K. over
the past 25 years it is notable that not only leaggllation of land markets not until very recently
even been on the agenda (see Barker 2003) butiankkt regulation in general, and restriction in
particular, have been becoming tighter and more ptexnand constraining. But land market
regulation in the sense of supply restriction hesrnbspreading to other countries over the past fort
years. South Korea, when it was restructuring afterKorean war in the mid 1950s, adopted a
system closely modeled on the U.K. original butuded a feature discussed but not implemented
in Britain: a state monopoly on the developmenudfan land. The Netherlands has had a long
history of strong land use control but historicallg not impose a significant constraint on the
supply of land for urban uses (Needham 1992). Bextet is increasing pressure in the Netherlands
now for containment of urban development in thedeéor ‘sustainability’. In the U.S., likewise,
there is increasing evidence of a regulatory caidtion the supply at least of housing (see Glaeser
and Gyourko 2003, Glaeser al 2005 or Gyourket al 2005).

The situation in China is not yet fully documentdthough Section 5 of this chapter provides some
relatively strong evidence of a restriction on desitial space availability in two particularly larg
and faster growing cities, Shanghai and Beijingin@Has restructured from a former centrally
planned socialist economic system to one relyirmgeiasingly on markets more quickly and more
successfully than any other country. In the er€o@ihmunism land ownership was in the hands of
the state and state enterprises and there werngrdotical purposes, no markets in real estatelé/Nhi
its economy began to move towards market mechanigons 1978, it only introduced the first
recognizable elements of a land use planning systenegulate land markets from 1987. Land
markets and their associated institutions have delyeloped in the past 15 years and are still
evolving. The ability of large state enterprisesdezone land for urban uses (in principle for ithei
own use) only officially disappeared at the endofust 2003. Even then a possibility was retained
for state enterprises to develop land for housaorgtieir own workers but then to sell a proportion
off to the general public although reportedly spcaictices are getting rare.

The details of the planning system are signifidatause these condition the particular patterns of
land prices depending on whether the system impesestriction of supply relative to demand and,
if it does, what precisely it restricts the suppfy Systems such as operate in the U.K. determiae t
supply of land for each defined use independenily -a as noted above - independently of price.
Figures la and 1b represent in a schematic wayethdt of having imposed such restriction over
the whole period since the Town and Country Plagpst of 1947 which founded the essential
structure of the British planning system. Of coutsie not just the supply of land itself which is
restricted but there are also restrictions on Imgideights (for example in the City of London and
even more so in the most expensive office locatiorthe world, London’s West End) and
conservation measures preserving old structures faorange of types of change (but most
ineffectively from those which result from negledBut the stated aim of the system is to contain
urban development and since DoE (1994) and DETR9L@xplicitly for ‘densification’. The
result of this is that very substantial land pritscontinuities have emerged at the transition zone
between designated uses. These are largest invaingzs have experienced the strongest economic
growth, mainly the south east of England, but &asons explained below, since real incomes have
grown very substantially everywhere since 1947rethe a substantial price discontinuity between
residential and agricultural land prices at thende of urban areas throughout Britain. Some
examples for a prosperous city in the south eaBngfand, Reading, are shown in Appendix tables
A2 and A3.
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Figure 1: The Emergence of Land Price Discontiagitn the Face of Fixed Supply
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In successive planning laws the Chinese have intedl a land use planning system modeled
mainly on Master Planning. Detailed plans are maweletermine the total amount of land

available and for all parcels of land zoned foraurluse and that which is permitted within the plan
can be developed. This is in contrast to U.S. zpminthe U.K.'s development control system

although in practice the difference between thgstems is not clear cut and absolute.

The system as it works in the U.S., however, irs¢hoegions where it is in an economic sense
restrictive, seems mainly to restrict not the sympblland as such but something else. In a swathe o
territory through the central regions of the U.®nf Mississippi to Arizona and north through to
lllinois and ldaho there may be little restriction supply at all (see for example Glaeseml,
2005). Because of the fiscal incentive on local samities to allow commercial development there
may be little restriction of land for commercialvééopment anywhere. On both East and West
coasts, however, there is evidence that thereggiewing restriction on the supply of lots permitted
to have houses on them — or ‘house+land bundlesiich, because of the costs of getting zoning
ordinance waivers to convert to multifamily occupat or to subdivide lots, are increasing
generating rising house prices although not aingbe price of housing land. Indeed, Glaeser and
Gyourko (2003) estimated a negative marginal poican additional unit area of lot space in New
England implying that zoning while constraining teepply of houses (and so driving up their
prices) was causing households to ‘over consunmal, leeading to more urban land take in total.
The system appears to be restricting the supphpo$e+land bundles rather than the supply of land
itself so land price differentials would not be Hygpropriate price information.
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This illustrates the point that to see whether & ase price signals derived from land markets as
useful information to help planning decision maklr&come more economically efficient we have
to know the details of how the system works. Thidoécause the details of the system and its
institutional setting will determine exactly what being restricted in supply and the pattern of
incentives and distortions regulation generateenbEte reactions of agents may differ between
societies and cultures. For example, the conteXBritain is one of an efficient and relatively
transparent imposition of planning regulations. ggithe potential financial gains available — in the
south east of England an owner of agricultural lewodild be able to get a windfall capital gain of
40,000 per cent if they could get development pgsian - corruption seems surprisingly absent.
The system in ltaly seems on paper to be resteicbhut agents behave differently. A large
proportion of development, especially in the soushessentially illegal. This may be bad for
planning but it reduces the supply restriction aadhe price of urban land and housing.

Let us now turn to a more detailed discussion @ Boonomic factors interact with systems of land
use regulation and so uncover the types of prigeats that may be generated, what they imply in
economic terms, and how the information they gderaraght be used. Most of this discussion is in
the context of the British system although the emie available from China suggests there would
be significant parallels between the Chinese arntisBrsystems, particularly given the pace of
Chinese economic development and China’s ratelbafnization.

3. The Role of Economic Factors

a) Housing and land markets

Over the past 35 years, there has been an incgebsay of economic literature applying hedonic
analysis to the housing market. The basic idea hceive of complex goods such as houses as
being composed of a bundle of attributes, eachoEhvcommands a price that can be estimated
and for each of which a conceptual and, in prirgiplentifiable market exists with its own supply
and demand characteristics. In the case of houbmgnost important categories of attributes are
those that relate to the physical structure (sschpace, number of rooms, specification or design)
and those that relate to its location (such ashiaeacter of the neighborhood, the access it pesvid
to employment, the quality of local schools or @scdo locationally fixed environmental
amenities). For a recent literature survey and samraf progress in the hedonic study of housing
markets see Sheppard (1999).

There have now been hundreds, perhaps thousandbeduinic studies of housing markets
undertaken around the world and no credible studydeen done which has not found a strong and
significant attribute price for internal space withthe house. Far fewer studies have been done
which include lot size or garden spateit those which have been done similarly find graiden
space itself is an attribute which commands a pifitedings of studies such as Song and Knaap
(2003) that there is, other things equal, a prisealint for houses in higher density neighborhoods
are essentially the flip side of the same coin. &mpx Table Ala, reproduced from Cheshire and
Sheppard (2005), shows a selection of attributeepriand changes in them, estimated for the
Reading area, a prosperous housing market abokim8Owest of London, at two different dates,
1984 and 1993.

It is immediately apparent that prices for attrésutwhose supply is relatively elastic, provided
through a market process and produced by industredns (such as central heating or simple
changes to construction/design such as the nunfbeedvooms) fell in real terms between 1984
and 1993. In contrast, the price of those attribuiat provided through markets but via fiat through
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the planning system, rose substantially in reahserNot only that, but the price of garden space
rose proportionately most where the supply was roogstrained by the planning system: that is at
the edge of the urban area where the containmditypwas felt most strongly. Garden space
nearer to the centre, although it cost more pearsgmeter in absolute terms, increased in price
proportionately less. The price of local public ge@ffectively bought through the housing market,
such as access to the best secondary school, rose an less in line with incomes. This is
consistent with most of the costs of private scimgobf similar quality - an obvious substitute -
taking the form of labor costs.

The reason for this pattern of price changes owee for specific attributes is the interaction of
changes in the demand for, and supply of them. divid on the demand characteristics for
individual housing attributes is relatively scaroet in a British context can be gleaned from
Cheshire and Sheppard (1998) and Chegtiad (1999). These estimates — see Appendix Table 1b
- suggest that the demand for space in Englandstrasgly income elastic This was true both for
internal and garden space. It was true acrosshifee ftcities and for each period estimates were
derived for: Darlington in 1984 and 1997, Nottinghan 1997 and Reading in 1984 and 1993. Not
only was the income elasticity of demand for spsteeng but also there was considerable stability
in the estimates over time and across housing rnsarksaluated at median observed incomes, the
values varied from a low of 1.6 for internal spacdReading in 1984 to a high of 3.8 for garden
space in Darlington in the same year. Four of i dstimates for the income elasticity of demand
for garden space were higher than the corresponestignates for internal space and the mean
value of the income elasticity of demand for gardpace was 2.4 compared to 2.0 for internal
space. The evidence strongly suggests (the notisimgp conclusion) that the demand for housing
space - both internal and external - is normalhwinsumers seeking to buy more space as their
incomes increase.

There seems, therefore, to be evidence suppotimganclusion that by restricting the supply of
urban space in the face of rising real incomesaandrmal income elasticity of demand for space —
the operation of the planning system, especiallgremas of high income growth such as Reading,
has caused the price of space to rise significalitthis is correct, then a further implicationtigat
over time the price of housing land should haverris real terms more rapidly than the price of
houses. This is because houses are composite gnddbere is substitutability between attributes.
If land becomes more expensive then more floorsbeasubstituted for a larger floor plan, terraced
or semi-detached houses can be substituted foctdetehouses, apartments for individual houses,
or perhaps public open space can be substitutegbfolen space. Equally, more but smaller rooms
with design features such as built-in storage carsubstituted for larger rooms. So over time, if
land prices rise as a result of a constraint omplsyiglesign, densities and construction techniques
are likely to adapt to substitute cheaper for mexpensive attributes with the result that house
prices rise less than land prices. Such a resuitade even more likely if the apparent higher value
of income elasticity of demand for garden spacepamed to internal space is supported by other
evidence.

The evidence on long run trends in real land andséoprices is indeed supportive of this
interpretation (see Cheshire and Sheppard 2004 dtails). Although the focus of debate in the
U.K. has been on the housing market, over the leegod the increase in housing land prices
(times a factor of 11 in real terms since 1955hatiyeexceeded that of house prices (times a factor
of 3.5 over the same period). Moreover, if theransncreasingly tight constraint on the supply of
space one would expect an increasing degree o palatility in the market. Adjustment to short
run changes in demand has to be increasingly thrabhgnges in price rather than quantity. This,
too, is observed with the amplitude of the cycleréasing over time since the mid 1950s and being
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very much greater for land than it is for housegsi The evidence thus supports the view that the
planning system in Britain constrains the supplyspace (rather than the supply of houses) but
space is an attribute not only demanded but onehnisi highly income elastic in demand. As a
result the price of housing is also increased owee in real terms and the market becomes more
volatile as supply becomes more inelastic.

b) Discontinuities in the land value surface

A further implication is that the operation of thanning system in areas of demand growth (for
housing effectively all of the U.K. since demancisefly dependent on growth in real incomes —
although with differential growth in the south ea$tEngland) substantial discontinuities in land
values would arise over short geographical distanthis was illustrated in Fig 1 and results from
the feature of the system discussed above: thanitrols the supply of land for each category of
use, individually, and independently of price. Thilidiousing land is kept in short supply relative
to market demand, its price at the urban fringd vigle above the combined value of land for
agriculture and the infrastructure costs associitdconverting land to housing. Similarly, if l&n
for any other designated use is constrained reldtivdemand for it to a greater degree than the
constraint imposed on the supply of land for ustheadjoining zone, then its price will be bid up
above that of land in the neighboring zone butglestied for some other use.

Observing such discontinuities is relatively easytl®e urban fringe because the supply of
agricultural land is not constrained by the plagnisystem, so in high demand areas the
discontinuity is very large. Moreover, since hogsia the dominant use of urban land, there is
relatively good information on housing land priegssarious locations. Appendix Table A2 shows
estimates of land values in the Reading area f@nge of separate uses at a given date — 1984.
These estimates were prepared for a study on tbaoeuc effects of the planning system
undertaken between 1983 and 1986 and were report€theshire and Sheppard (1986). Healey
and Baker, a major firm of professional real estafents and appraisers, estimated the non-housing
land values while the housing land values repreflemtrange reported by local estate agents
(realtors). The Zones refer to zones of constahiev(more precisely values which could not be
reliably separated) within the total area delimibgdthe planning system for each use. The higher
value zones within each land use category tendbd twearer to the centre of the city.

At the time of the study, agricultural land valwshe urban fringe (stripped of 'hope' value) were
about £2,500 per acre — not far from levels préawgiin 2005 - and infrastructure costs were
reported as being from £25,000 to £50,000 per acO83 prices. It can be seen, therefore, that
there was a net premium for residential land atutian fringe of from £70,000 to £180,000 per
acre. An important point to note is that these regabprices are for a quasi market price of land
incorporating the capitalized value of all the aities, expected value of neighborhood
characteristics and local public goods such asadshMarket prices are to be distinguished from
the concept of ‘land price’ as analyzed in the sitasnonocentric urban model of Alonso, Muth or
Mills which refers to the price of land as ‘pureasp-with-accessibility-to-employment’. This will
typically be significantly lower. In the case of &kng, it was estimated for 1984 as being from
around £20,000 at the urban fringe rising to jusrcE200,000 per acre at the centre. Returning to
the quasi-market prices reported in Appendix T#&#dhere was also a premium for industrial land
adjoining residential zones, for neighborhood fetand internal to residential or adjoining
industrial zones and for land for office use adjogncentral areas zoned for either residential or
retail use. The highest priced land of all, howeweas for prime retail sites in the main shopping
streets in the town centre. Nevertheless, at eactteb the premium was very substantial: at the
residential-industrial border it was more than £R200 per acre and at the industrial-retail border

10



Research Papers in Environmental and Spatial AisaNs. 118

more than £2,000,000 per acre. All these figuresaarl984 prices. The third column of the table
converts these to 2002 prices simply using theiRet&e Index (RPI).

Since about 1965, the economy of the Reading asdécome increasingly specialized in hi-tech
and financial sectors. The sharp downturn in thieaetook place following 2000 to 2001 produced
a new situation. Demand for housing appeared tstibe very high but prices developers were
paying for sites zoned for industrial use had fallbarply. Prices reported for a selection of darce
of residential land in the Reading area betweer® 9l 2001 are shown in Appendix Table A3. As
can be seen these remained very high, reachingilidmper acre early in 2001. Later that year
they fell back somewhat but the price reportedafdr.5 acre site on the southeastern fringe of the
urban area in August 2003 was expected to be s@mrilon per acrd This was for a site then
designated by planners for industrial developmieoivever, so the premium appeared to have gone
the other way compared to 1984. There was stilisgodtinuity in the price surface but with
residential land commanding a significant premiurtha residential-industrial zone border because
of the sharp fall in interest for industrial devahoent.

c) Why worry if land prices are raised?

At first glance the idea that we should not bedoncerned about any increase in land prices caused
by supply restrictions imposed by regulation andnping may seem plausible. Such increases
might seem to represent a ‘free’ tax base for putdvenues. Such a view superficially reflects a
very long intellectual tradition going back to légaguments in the late Middle Ages about the
concept of Betterment, via Henry George and theairaemts leading to the British Town and
Country Planning Act of 1947, right through to @nt concerns about funding infrastructure by
levying a charge on the increase in land valuessrdsalts from improved accessibility. The simple
point is that if the community uses its resoureeproduce values for particular parcels of lands it
not only equitable that the community should sharde benefits by taxing (a proportion of) them,
it is electively efficient since it will not chandbke behavior of economic agents. Such taxes e in s
far as they are on pure rents — could be neutval) éenign, in terms of economic efficiency and
the allocation of resources. They could make itsgids to finance beneficial public investments
which might otherwise not be funded.

There have always been at least two major obstéclestually levying such taxes. The first has
been how to estimate the element of the value @iahd on which to levy them. A second is the
traditional opposition of financial ministries eyaere to permit ‘hypothecated’ taxes.

In fact, with improvements in data, econometric moels and calculating power and better
theoretical understanding of the process of capatbn, it is no longer unreal to think that one

could estimate the change in land values consequerixpenditure by ‘the community’ on, say,

infrastructure (but it could be expenditure on @&ineduction or the provision of a public park)

sufficiently reliably and cheaply to levy a tax tre relevant increase in land values to fund the
community investment; and even the positions daritial ministries can change.

This, however, is a quite different situation tatthvhich appears to exist as a result of the ctirren
operation of the land use planning system in Brit&#lanning certainly does generate amenities
which are capitalized into land prices and the @salof these in particular times and places have
been estimated. But the evidence (see, for exangdleshire and Sheppard, 2002) is extremely
strong that the increase in land prices we obsiartiee U.K. does not just - or even significantly -

reflect the value of the amenities planning gemsraiut largely — perhaps overwhelmingly —

reflects the restriction of land supply for urbamrgoses. The net welfare costs of restriction were

11
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estimated by Cheshire and Sheppard (2002) to bstasutlal — equivalent to an additional tax of 3.9
percent on reasonable assumptions.

The main cause of the increase in the price of fandll urban uses is the constraint on land suppl

imposed by the combination of containment — nowsd®ation — and development control. This

determines the supply of space independently afahctemand or price for each category of use.
This means that higher land prices do not so mefleat the benefits generated by the benign
actions of the community and the use of public weses but, in effect, monopolistic supply

restrictions.

There are two implications of this: i) the increasdand prices (although taxable if policy makers
chose) represents a deadweight loss - there isfsetting benefit and there are real welfare losses
and ii) some one — in reality all economic agemsisgiland either directly or indirectly — has to/pa
the higher cost.

Higher space costs mean that economic activityerothings equal, becomes less competitive in
that location; the loss for any given increaseamdl prices resulting from a constraint on supply wi
reflect the land intensity of the particular adgvand the ease of substituting land/space out of
‘production’ (production here includes servicesry- $hopping in lkea in the U.K. compared to
France or in a U.S. Walmart compared to a Britisscbs for a demonstration!). Higher land prices
also mean that people have to pay a higher pricedosing which when they are i) internationally
mobile - as is the case for highly skilled workersfor example, London’s financial sector — means
wages and so operating costs have to be increaseden they are immobile ii) real incomes are
reduced. Real incomes suffer not just because dispwsable income is sucked up in housing but
also because the housing is inferior in terms of &@aracteristics, particularly internal space and
garden size.

So, in so far as the increase in land prices resflagestriction on the supply of urban spaceiveat

to demand (rather than just community provided bensuch as infrastructure or open space) the
value isnot an asset government can tax in a neutral way witlamy impact on economic
efficiency or the allocation of resources. The G&lon which the tax is being levied represents a
real cost (of course the tax would be capitalizettbe ‘cost’ would stay the same). Indeed there is
a real danger that if the gains consequent upoaldpment permission were to be used as a source
of government revenue the perverse incentivesattbidd generate for government would lead to an
even greater restriction on supply. If governmesit kffective monopoly rights on the supply of
land and the ability to tax the uplift in land vetuconsequent upon changes in use, the temptation
to use these powers to increase revenues (withefilureal economic costs for reasons explained
above) might prove difficult to resist however ganténtions might initially be.

d) Using price discontinuities to improve planningdecision making

Despite the problems caused by price distortiossltiag from regulatory restrictions on the supply
of land for different purposes they do provide @eptial means of introducing price information
into the system of planning decision-making in &twally neutral and quasi-objective way. As
was noted in the introduction, at present Britidnping authorities in making their decisions about
the supply of land for any category of developmextiude all factors which are not defined as
'material’. Factors constituting such 'material stderations' are defined within the planning
legislation and are taken into account since,@af/tare not, the decision of the planning authasty
liable to be overturned on appeal. Neverthelessmhg authorities are quasi-political bodies and
since they are very local — Districts — they ardarnpressure from local interests. Local interests
alone are highly asymmetric and overrepresent tivsebear the costs of development rather than
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those who may benefifmany of whom are located outside the District #retefore not a part of
the relevant political constituency).

The planning system is designed to generate améeitefits. The problem is that given the
constraints on land supply that have been entarledenerating these benefits it seems that —
certainly in areas of high demand in the U.K. anobpbly elsewhere too — there is a substantial,
sometimes serious, net welfare loss associated pvaducing them generated by the increased
costs of housing space. Householders in areasasi€teading would be significantly better off if
constraints on land supply were relaxed despitadtaction in planning generated amenities such
a relaxation would entail (see Cheshire and Shelpp@®2). This is of course looking at the costs
and benefits in terms of equivalent flows of incomseded to generate observed or estimated
welfare levels. Supply constraints and the amenpi@nning produces also generate asset values
(as analyzed, for example, by Fischel 2001) whidbstantially redistribute wealth to house owners
from renters and to older households compared tnger ones.

The suggestion here is that the premium in landeprifor one use over another at zone borders
should formally constitute a material consideratigrich planning authorities would be required to
take into account in determining development densi If the premium exceeded some specified
threshold then there should be a presumption #aaldpment permission would be granted unless,
and only unless, it could be shown that the expem®ium reflected amenity, environmental, social
or economic values generated by retaining the lani$ current use; and that these amenity values
were equal to or exceeded the current premiunhidfwere the case then it would be deemed that
the current use of the land was in the public eger

If such a mechanism were to be implemented a numberactical problems would need to be
solved. There would need to be an authoritative acaepted mechanism for estimating current
land values in any given uséThe planning authority could, of course, chalkesgch evidence. It
might be reasonable to measure the mean premiumsase two years rather than rely on a signal
of perhaps a purely temporary shortage of suppbrkiets can change rapidly, especially given the
cumulative effect of constant constraints on sumplgr time and the resulting cumulative increase
in the inelasticity of supply. However, price thnekls before a presumption of development was
triggered, could be set high enough to resolve ghiblem: that is there should not just be a price
differential but a differential exceeding some dbso threshold before a presumption of
development would arise. There would be a minoctmal problem of establishing what was a
reasonable level for such thresholds. A final pcattproblem is how amenity benefits could be
estimated if the planning authority sought to objec the presumption of development on the
grounds that the value of the land to the communiis present use exceeded the price differential
plus any threshold. Here advances in hedonic aisalyse for example Sheppard, 1999; Cheshire
and Sheppard, 2004 or Anderson and West 2006,cforting) holds out a reasonable solution
although any reasonable valuation of social or remvnental benefits from intensively farmed
agricultural land is so low (see Barker 2003) tbase practice would probably become quickly
established leading to a sufficiently large inceegsurban land supply to resolve supply constsaint
for the foreseeable future.

4. Where is China?

As was explained above, the extent to which usamgl Iprice differentials in planning decisions
would improve the economic efficiency of the plamiprocess is conditioned on the particular
form of the system and its institutional contektthie system imposes a uniform regulatory burden
on all development then differentials will not nesarily arise and certainly will not fully reflettte
economic costs of the system. If, as in the Un8&ates, the system does not constrain the supply of
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land as such but the number of land+house bundtgsn land prices themselves will not embody
the appropriate market signals to improve alloea¥ficiency. This section tries to address the
guestion of the extent to which the emerging plagrgystem in China, interacting with an almost
unparalleled rate of increase in real incomes apidrurbanization, may generate useful land
market price signals. Between 1978 and 2003 theeptaige of China’s population living in cities
doubled to some 40%. Over the same period theofabecrease of incomes averaged 9.3% per
year. The World Bank expects China’s growth ratd¢09.5% in 2006. The increase in urban
population is important but the increase in reabmes is considerably more important both for the
welfare of China’s population and, more importantiythe present context, for its implications for
the demand for housing space. As was noted imthediuction, planners in both the UK and China,
tend to plan urban land supply in terms of physimambers or people or households. Rapid
urbanization has increased China’s urban populate®sding new housing. But, particularly where
housing-related space is constrained, the Britigieeence shows that it is the income elasticity of
demand for the space attributes of housing, intexgavith rising incomes, which drives demé&nd

China has moved very rapidly from a state contdodad centrally planned command economy to
an economy increasingly open to market forces dedprivate ownership of property. In its
centrally planned period, urban land was ownedheystate directly or indirectly and planning was
essentially a by-product of the central planningteymn and the needs of state enterprises for
premises and housing for their employees. Statecig®e both controlled the decision making
process about the use of land and the developnrenesgs. Progressively since 1987 something
more akin to a free market in land and real edtai® been constructed and with it a land use
planning system. Decisions about urban developrhame been devolved to Districts with the
Municipality/Prefecture tier of government providithe strategic framework. As it is emerging the
system relies on a Master Plan with important cesvdantil very recently there was a dual land
market, with state enterprises able to acquire lamdtheir needs (including housing for their
workers) and also to sell off surplus land. Thisrkea in parallel with a commercial land market
with Districts allocating land for urban developmemd selling to developers. As was noted in
Section 2 this dual land market system is beingdawn.

The second important caveat is that the developm&tess is still subject not only to the sort of
regulation common to systems in OECD countries agh-AR restrictions and controls on the
transfer of land between uses — particularly frgncalture to urban — but to an extensive array of
bureaucratic controls typical of a centrally platirsystem. It is reported by a Chinese developer in
Shanghai, for example, that more than 130 sepp#atrits, stamps, authorizations and licenses are
necessary to execute a residential development &itenacquisition through to completion of the
building’. Each of these, of course, costs significant resburces both for the developer and for
the State. Regulation of the development procesasuisiversal feature of any planning system but
such a complex and opaque system of control assseeexist in China represents, in effect, a tax
on development. It will be capitalized into landues, reducing the price of land for development
because it increases the developer's expected, dostsincrease the sale price of completed
developments and the costs of both residentiakaodomic space.

The aims of the Chinese system of land use plaresngtated by the Vice-Minister responsible for
the planning system, Lu Xinshe, in 2004 are to:

* Promote ‘rational’ land use

* Guard ‘public interest’

» Protect natural resourcesle factostrong protection of designated agriculture land
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This last seems to reflect a wider policy aim matgd by mercantilist concerns for agricultural
production and national self-sufficiency.

Given the rapidity of both economic development amstitutional change in China it is hard to
absolutely characterize the system or its coniéxXtas been constantly changing and is still. The
dual land market gave state enterprises the ahditgcquire land with only mild constraints at
nominal costs. All that was required was that @xgstand owners — mainly small farmers — were
compensated on a minimal formula intended to allo@m to acquire equivalent agricultural land.
Since the system lasted until so recently it selkety that land supply for economic uses is still
relatively unconstrained. To an extent the same ip@ytrue of housing space, especially for
industrial workers and in less rapidly developirgions, since state enterprises were also able to
acquire land for housing their workforces. Owngpsbf such housing was to a varying extent
vested in the occupants of the houses. This méateven the extent of house ownership is not a
clear cut issue because ownership may be an ufigdatiroperty right or it may be something
considerably less than unqualified.

Table 1. Comparative data for Six Chinese CitieseB in RMB ($1=RMB8.01)

Variable Angin | Beijing Changzhi | Shanghai | Yiyang | Zhexgzou
Population ‘000s 566.1 10,8000 593.5 12,900.0 3AB4 2,076.0
Office space CBRE 2,975 3,500
Occ. Costs RBM pa

Raw land Urban fringe| 2,000 4,975 1,525 3,600 525 3,600
+ permission RMB

Ratio to agricultural 1.3 2.0 1.25

land

Mid range new 3,200 | 12,900 2,200 14,900 1,600 2,20(
dwellings RMB nf

Mid range monthly HH| 4,975 8,000 3,475 8,000 2,950 5,450
income buyers RMB

Source: Sheppard (2006) and CBRE (2005)

Table 1 shows some comparative data for six Chiniss covered in Sheppard (2006), including
both the cities analyzed in the next Section. | dbntext of the present chapter perhaps the price
of raw land on the urban fringe, zoned for hougileyelopment, is the most indicative number.
Local realtors estimated this value. Although tlaéadare not available for all cities there seems to
be a substantial differential with the local prafeagricultural land, suggesting a restriction dfan

land supply.

5. The examples of Shanghai and Beijing

a) Shanghai

It seems impossible to take a ‘representative’ €encity and generalize to the economic impacts
of China’s planning system. Not only is the plammngystem in various degrees of construction but
the regional pattern of development, and the imderstock of available land owned by state
enterprises, is so varied that the extent to whithconstraints on land supply may be impacting on
prices for land in different uses is likely to @iffwidely from place to place and be changing
rapidly over time. Instead | have focused on tw@siwhich have been subject to some of the most
rapid growth both economically and in terms of gapian: Shanghai and Beijing. The data for
Shanghai are more detailed although the story déte tell is similar for both cities. The rational f
selecting just these two cities — apart from thailability of data — is that although highly
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unrepresentative of China as a whole, they in seense represent where China is going and so the
situation one would expect to develop more widelgrdime if present policies are continued with.
Because of their particularly rapid growth they eaxdausting the land resources they inherited and
rising incomes are causing the demand for hougagesto increase rapidly.

Although, as noted above, there is beginning talddta available for the price of land in recorded
transactions that is not what this analysis rediesThis is for a number of reasons. The firshis t
difficulty of interpreting the data that are avail This is not just an issue of translating fribra
Chinese and locating a thousand or so parcelshanduses, it is also because of the suspicion that
the data need a great deal of processing and taifting before they can be useful and the
difficulty of knowing how far they are reliable. Fexample, in the data for 362 Shanghai land
transactions for the first 9 months of 2005 (Shamndteal Estate Appraisers Association) several
prices are recorded over 5,000RMB pérbmt more than a quarter of all transactions apented

to have had just three exact prices; 6.4 percemtansactions recorded for 2004 have a price of
zero. So instead of looking directly at land pritémve adapted the methodology of Glaexeal
(2005) to estimate a total ‘regulatory tax’ in Sphai and Beijing for observations drawn from the
past year. A further reason for adopting this appinas the expectation that a significant elemént o
the regulatory costs of planning in China is séitcounted for by a generalized burden of
compliance which would not give rise to land prdiferentials. Nevertheless, the differences in
this value as estimated between different categamieuse provide a guide as to the use-specific
extent of restrictions on space.

An obvious problem in analyzing the economic intpaxf land use planning is identifying exactly
what element in price per Tmof housing space or total occupation costs magorebly be
attributed to ‘planning’ restrictions. This is besa 1) such restrictions can take many forms over
and beyond restricting the supply of land or spaoé; 2) it is essential to compare like for likemr
eliminate from the results the normal factors sashcity size, income level, transport costs,
topography and growth rate that urban economicrthesls one should be expected to influence
the price of land and space

The Glaeseret al methodology was developed to estimate the impacprices of high rise
apartment blocks in New York of all forms of redgoly constraints taken together: that is
restrictions on land supply, space by floor aremsa(FARS) or off-street parking requirements or
height restrictions (operationally equivalent tasp constraints — see Bertaud and Brueckner 2005)
or indeed compliance complexity or delays in decisnaking.

It has the considerable attraction that it is lettbally coherent, resting on established
microeconomic theory, and it is not demanding witspect to data and estimation techniques.
Furthermore it can be applied to any category aicspin which a unit of space in an additional
story is a more or less perfect substitute fordditeonal unit of space obtained via a larger baidd
footprint or garden. Thus, it can be applied torapant blocks, offices or hotels, but more
doubtfully to industrial, retail or warehouse spate downside is that it is a ‘black box’ numbkr.
does not differentiate between costs that are ieghdyy different aspects of regulation such as
complexity and compliance costs, delays, or spasgictions; and it only gives a ‘cost’ not a net
welfare or net impact on output measure becausees not net out benefits although Glaetaal
(2005) do include an allowance of loss of the valtigiews to existing apartments resulting from
building an additional floor. The impact of thisssall, however, and is ignored here.

The Glaeseet al (2005) methodology is derived from one of theibassults of neoclassical
economics spelt out in any textbook in economidsnided for first year university courses.
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The basis is set out in Figure 2 where PF is theepof an additional unit of space in an

unconstrained market while PR is the price if sypplrestricted by regulation. As is argued in
detail in Cheshire and Hilber (2006), however, thia significant oversimplification since the

regulatory system may influence the costs of cowttn itself. However the conclusion there

is that so long as the system of regulation impasesonstraint on building heights, the

Regulatory Tax (RT) will reflect the gross costsrefulations but be a lower bound estimate
of their real costs.

Figure 2: The Regulatory Tax (RT) Result from atRetson on Supply

price per M Space
Resltriction

AC

|
|
| MC
|
I AVC

building space

Given the international nature of the developmemustry and the large number of domestic
developers and construction firms it is not unreadte to characterize the development industry as
competitive. Nor, given the ways in which constioictcosts per fincrease with building height,

is it unreasonable to assume that marginal costgenérating space increase with height. If we
consider buildings in which additional vertical spas a perfect substitute for a larger floor pad o
site size, then any difference between the margiosi of an additional frof space produced by
building an additional floor and the price of timtis, therefore, in effect, a measure of the gross
costs imposed by regulation or the ‘regulatory t&8y estimating this for classes of use in which
additional floors are near perfect substitutesadditional floor plan or site size, the issue o th
determinants of land prices is abstracted from.tAdit is necessary is to calculate well-founded
estimates of the costs of building a ‘hypotheti@dditional floor and comparing that to the price
such space would command when sold.

Tables 2 and 3 show price and construction cost fiattwo sets of buildings constructed for the
commercial market in Shanghai. The first is a $eésidential buildings built for sale; the secosd

for a set of office buildings. In both cases théadalate to late 2005. The prices are per square
meter and are capital values — market prices sasmated by local developers for an extra floor
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were it possible to build one. They are thus ingehtb relate as closely as possible to the free
market price of additional residential or officeasp in a context in which an additional floor is a
perfect substitute for a larger floor plan. The stamction costs include extra service and foundatio
costs as well as the cost of decoration and fittingas estimated by a qualified surveyor currently
working in the Shanghai construction industry. Tie teported costs for materials and labor has
been added 10% for additional taxes and financimgfsc They are thus intended to reflect as
closely as possible a generous definition of thegmal costs of constructing additional residential
or office space.

Table 2 The Regulatory Tax’: Shanghai Residenfakes in RMB ($1=RMB8.01)

Obs | Type & Location For an additional floor if one | Price: Cost
were permitted ratio
Price nf Construction
(Capital Value) | costnm?+ 10%
Highest quality
1 Central Pu Dong within area 115,000 13,200-15,4007.47-8.71
designated for offices:
riverside + views
2 Within CBD Pu Dong 35,005 7,700-8,800 3.98-4.55
3 Central West - Pu Xi 45,000 10,120-11,22001-4.45
4 Central West - Pu Xi 49,219 9,350-12,650 3.8%%.2
Upper middle quality
5 Central location Pu Xi 23,555 4,950-5,50( 4.72834.
6 Central location Pu Dong: | 30,000 6,160-6,820 4.40-4.87
riverside
7 Good central Pu Xi 20,258 6,380 3.18
8 Good central Pu Xi 26,997 3,410 7.92
Average
9 Within Middle Ring 11,000 2,310 4.76
10 | Within Outer Ring -close 10,036 2,530 3.97
Basic plus
11 | Pu Dong close to Outerring 8,443 2,310 3.65
12 Pu Xi close to Outer ring 7,870 2,200 3.58
Basic
13 Pu Xi beyond but close to | 5,490 1,650 3.33
Outer Ring
14 | Pu Xi beyond Outer ring 4,049 1,650 2.45

aSurveyor judges claimed decoration and fitting quality and costs seriously overstated
®Price estimate at between 25 and 35,000 RMBrpeepending on premium for riverside location

The final column shows the price/cost ratio caltadain a similar way to Glaset al (2005) for

residential apartment buildings in Manhattan. Thestimates for Manhattan ranged around 2. It
will be seen that the estimates for residentiatepa Shanghai are considerably higher even if the
two outliers are discounted (Obs 1 and 8 — althdbgh 1 seems intelligible as explained below — it
is not likely to be representative). Discountingdl, and taking the mid point of observations for
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which there is a range, implies a mean value @8 @h a range from 2.45 for basic housing on the
edge of the urban area to 5.26 for a luxury apartne a central location (if one accepts the
surveyor’s judgment reported in footnote a is adrend decoration and fitting out standards were
in fact well below those claimed for the developthen

One of the residential outliers — Obs 1 — is unubo#h in location and in its history. Shanghai
planning regulation has toughened up since 2008rdew to local developers, with virtually no
permissions being allowed for FAR values greatantB.5 (a judgment which accords with the
FAR values which are recorded with each land tretima record available since that date) and
tougher requirements for demolition and re-housfigocal residents housed on sites being re-
developed. However Obs 1 is a high rise developroémaxury flats with a FAR value for the
development of around 7 - possible because thevasdacquired some years previously when the
planning regime was considerably more flexible. She, moreover, is in an exceptionally sought
after location and the flats have some of the Wiests in Shanghai.

Table 3 The Regulatory Tax’: Shanghai Offices; &imn RMB ($1=RMB8.01)

Obs | Type & Location For an additional floor if ong Price: Cost
were permitted ratio
Price nf Constructio
(Capital Value) | n costm?+
10%
Highest quality International Grade A
1 Prime Pu Xi CBD 40,005 11,000 3.64
2 Prime Pu Xi CBD 25,632 10,500 2.44
3 Prime Pu Xi CBD Nan Jing Rd 30,840-32,0410,500 2.94-3.05
High quality Grade A
4 Pu Dong CBD edge 23,000-25,000,700-8,800| 2.61-3.25
5 Pu Xi — 20 mins CBD 20,000-23,000,700-8,800| 2.27-2.99
Good quality: Central locations
6 Pu Xi: less good location in | 15,372 5,500-6,60Q0 2.33-2.79
CBD
7 Pu Dong — 20 mins CBD 11,000-14,008,500 2.00-2.55
Secondary/more peripheral
8 Pu Dong but 15-20 mins from N/A 3,850
Pu Xi CBD
9 Pu Xi beyond Outer ring 5,610-6,000 4,950 1.131.
10 | Pu Xi beyond Outer Ring 8,529 4,070-4180 2.002.

Table 3 gives similar data for a smaller samplecaimercial offices in Shanghai — again for
capital values and estimated marginal costs witB% mark up on the materials and labor costs. It
is apparent that these indicate a substantiallyetodegree of regulatory restriction than in the
residential sector although one that is still digant. There are no obvious outliers and values
range from 1.13 for secondary office space in dtyimg location to 3.64 for an international Grade
A building in the best location of the original Sigiai CBD in the western sector of the city, Pu
Xi. The mean price : marginal cost ratio calculated the same basis as for the residential
buildings, is 2.38.
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b) Beijing

Comparable data are available only for a small sammpapartment buildings in Beijing, three of
which are elements in a comprehensive redevelopofemiarge site. These are set out in Table 4.
It will be seen that the measure of the regulatasy in the form of the Price : Marginal Cost
measure is similar to that for Shanghai residemiidlough the sources are entirely independent of
each other. The apartments in the highest pricekbtaappear to have the most regulatory
constraint with some uncertainty about construcibosts. The different buildings in the same
development scheme have reassuringly similar ratioth a mean of 3.3 compared to 3.9 in
Shanghai. Data for office developments in Beijimg aot available although the summary data in
Table 1 suggest that office prices are somewhagdomBeijing than in Shanghai. Couple that fact
with the information on construction costs for hogsavailable for both cities (which show the
marginal cost per fmin Shanghai for comparable units ranging from afMB 2, 200 to 6,400
compared to a range of RMB 2, 400 to 3,250 in Bg)jiand it does not seem that there are
substantial differences in building costs betwdss tivo markets. From that one might conclude
that the regulatory tax on offices in Beijing is hagher, and perhaps slightly lower, than in
Shanghai.

Table 4: Residential Apartments in Beijing: Pric@®RMB ($1=RMB8.01)

Obs | Type & Location For an additional floor if one | Price: Cost
were permitted ratio
Price nf Construction
(Capital Value) | costm?+ 10%
1 Good quality apartments 22,000 2,400-3,200 629-9.
Components of a single large development
2 Low rise low density (6+ 11,000 3,325 3.3
floors)
3 Mid rise small units (20+ 8,800 2,900 3.0
floors)
4 Large units, high rise (30+ | 9,000 2,530 3.6
floors)

Source: Beijing real estate specialist

6. Conclusions

The great strength of using the price differenttal®wn up by the land market as signals that the
planning system needs to release more land loéadlyhe appropriate use is that they would be
entirely flexible, reflecting the balance of suppiyd demand at all locations. They would,

therefore, automatically reflect both variationsdemand over space and time and the planning
stance of different authorities. A further advasetayj introducing price signals into the planning

decision making process is that it would achievsirailar degree of relaxation more or less

everywhere, as indicated by the patterns of prreenpums observed. This would tend to equalize
regional prices for comparable real estate overdhg term and so allow greater labor and firm

mobility. Taking housing, the constraint on langbgly and so impacts on prices, bites sharpest in
regions of high demand and strong economic growthis increases regional house price

differentials and makes it harder for workers isslgrosperous regions to move to where job
prospects are better. This is particularly true goorer workers in social housing. The proposal
would, therefore, help resolve problems of regioimgiquality which increasingly affect China,
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improve housing affordability in growth regions anteate greater labor market flexibility. A
comparable argument applies to the efficiency dedHility of firm location.

The proposal also has the considerable politicaitroé introducing a transparent, quasi-objective
and so politically defensible mechanism into decrisiabout land supply. It would have parallels
with making Central Banks independent. It wouldphtal distance land availability decisions from
politicians and the political process. Clearly thevould be political difficulties in introducing a
reform as radical as that proposed here. Partlyishea problem of imagination: we are simply used
to the system we have and that is particularly wtigssues related to real estate and planning
because of the spatially fixed nature of such ntarked activities surrounding them. But also the
implied relaxation of supply constraints would hasrgnificant redistributative effects and people
would seek to defend the value of their assets henetxpensive space or the capitalized value of
planning generated amenity benefits such as proyxitaiagricultural land. However in the U.K.,
space is enormously expensive because the plarsystgm has been controlling its supply
independently of its price for two generations dhnalt is what underlies the problem of housing
supply; and, as was shown in Cheshire and Shegp@f?®), the amenity benefits — especially the
amenity benefit which would be most affected, pnuky to unbuilt land — are particularly
regressive in their distribution: they are disttdal even more inequitably than incomes of owner
occupiers. So reforms along the lines proposed avboth improve the operation of the housing
market and, at least in the U.K., in the long r@avéna progressive impact on the distribution of
welfare across households.

The evidence examined in Sections 4 and 5 suggesiat least in the most prosperous cities of
China land use planning is imposing a severe régyldurden which bears more strongly on the
residential sector than on services and more diromig more expensive housing, designed for
higher income residents, than on housing for pofaerilies. The measure of total regulatory
burden on the residential sector is substantialatpr than estimated for New York by Glastal
(2005). Given the apparent difference betweenegalatory burden imposed on housing compared
to offices and for housing designed for differem@dme groups, the evidence is also consistent with
there being a restriction operating on land sugpftyparticular categories of development and so
the proposal to incorporate the price signal gaedran land markets to inform planning decision
making should have (increasing) application to @enese context. Its application is likely to be
increasingly relevant both because of the contmuapid rate of increase of real incomes and the
increasingly tight planning regime that has opetaiace about 2003.

However incorporating price signals would not sgiveblems of generalized over-regulation or red
tape. Clearly planning and building codes need latigmn and oversight but if the report of 130
separate approvals needed to complete a singlestde development in Shanghai is accurate then
there is obviously scope for reducing complexityucl®s generalized regulatory burdens will be
reflected in the measure of ‘regulatory taxes’ibapplied even handedly to all development would
not affect land price differentials between usdse Tosts would be capitalized into (lower) land
prices for all development. The solution is, instltase, not less restriction but restriction more
efficiently imposed. Nevertheless, the evidenceilabke suggests that planning is not only
imposing a generalized burden in China but alstewsftially restricting the supply of space for
urban uses in general and higher income residemtigdarticular. This implies that land price
differentials should provide useful signals to sistie efficiency of planning decision making.

Allocating a scarce resource without regard toepiscrather like navigating without a compass. The

rising demand for living (and working) space seg¢mie primarily driven by rising incomes. Since
the Chinese economy has demonstrated such exmaoydspeed of growth then, if planning
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continues to ignore price information, housing aedl estate markets will simply run onto the
rocks more quickly than in slower growing countrsch as Britain. The very success of the
Chinese economy requires its land use allocatistesyto respond systematically to price signals.
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Table Ala : Changes in prices of selected attriblReading housing market, 1984-93

1984 1993 % Change
Income (pre-tax)
from sample £13,694 £28,969 111.5
South East (Regional Trends) £12,896 £22,027 70.8
Price Level (1987=100) 91.0 141.9 55.9
Sample mean house price £51,066 £94,990 86.0
Reproducible attributes
Central heating £4,954 £5,997 21.1
Bedrooms £2,599 £2,801 7.8
Bathrooms + WC £4,687 £6,229 32.9
Planning amenities
Less industrial land £74 £224 202.7
More open accessible land £51 £227 345.1
More closed unbuilt land* £102 £60 -41.2
Space (price per m?)
Garden Space :
at centre £49.5 £152.3 207.9
at periphery £4.5 £22.9 404.9
median distance £12.8 £32.1 151.5
Internal floorspace £171 £425 148.5
Local Public Goods
Best secondary school £7,090 £13,414 89.2

*Mainly agricultural land to which there are no sfigant rights of public acces$.An estimate from data for 1999-
2000 shows this price to have risen to £23,763.

Source:Reproduced from Cheshire and Sheppard 2005

Table Alb : Estimated Income Elasticities of Dem#ordSelected Attributes of Housing: Reading,
1984 & 1993; Darlington 1984 & 1998; Nottingham 899

Reading Darlington Nottingham
Attribute
1984 1993 1984 1998 1998
Reproducible
structure attributes
Bedrooms | 1.593 1.818 1.706 2.240 2.685
Bathrooms + WC | 1.585 1.822 1.705 2.212 2.835
Space
Internal space | 1.592 1.789 1.751 2.249 2.518
Land area (size of | 1.678 1.791 3.755 1.973 2.592
garden)

Source:Reproduced from Cheshire and Sheppard 2004.
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Table A2 : Reading Urban Land Prices: 1984

Land Use £ 000’s per acre Current £ 000’s per acr&002 prices
Office use
Zone 1| 7 964-13 241 15 748-26 183
Zone 2| 3 806-8 376 7 526-16 551
Zone 3| 2 621-5 103
Zone 4| 602-1 308 1 190-2 586
Retail
Zone 1a 28 779-34 151 56908-67 531
Zone 1b| 24 467-27 818 48 382-55 008
Zone 2| 12 807-15 79% 25 325-31 231
Zone 3| 9 786-12 458 19 351-24 635
Zone 4| 8 941 17 680
Zone 5| 3 020-3 927 5972-7 765
Zone 6| 5 688
Zone 7| 2 539 5021
Industrial
Zone 1| 400* 791
Zone 2| 500* 989
Zone 3| 450* 890
Residential
Edge of existing urban ared 20-205 237-405

Source: Cheshire and Sheppard (1986)

*Estimated variance 5%
! Range of observations

2 Range of estimates varying with exact location #oar plan size/access/permitted structure type
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Table A3 : Some Residential Land Sales 1999-20@2dig Area

Address Size Land Sale Price No of Contract Distance
(Acres) Price £/m Acre £/m Units Date from
Centre in

metres

READING, 0.56 0.750 1.34 n.a. June 1999 600

Addington House,

67-73 London

Street

READING, London 1.34 5.025 3.750 102 | Sept 2000 600

Road/Silver Street Flats

(CITY POINT)

READING, 44.6 Gross 30.00 1.50 310 n.a. 2400

Shinfield Road, Metff 19.37 Net Houses

Office

READING, 29 0.53 2.12 4.00 46 Flats  Jan 2001 450

Queens Road,

READING, 4 Gas 1.03 3.60-4.12 3.50-4.00 86 Flats Feb 2001 900

Works Rd

READING, 1.00 3.250 3.250 100/120 Spring 450

105/123 Queens Flats 2001

Road

READING, 1.45 2.175 1.5 80 Flats  Oct 2001 1000

Berkeley Avenue,

(CAPITAL POINT)

READING, 13.89 24.3 1.750 140 | Sept 2001 3000

Shinfield Church Gross Houses

Farm 10.07 Net

READING, 10.625 19.58 2.00 105 Oct 2001 3000

Shinfield, Hollow Gross Houses

Lane 9.79 Net

Source: Campbell Gordon, Reading

! As recently shown by Bertaud and Brueckner (20@Syrictions on land availability or building hetghare
analytically equivalent.

2 Although the Dutch have been moving towards a mestrictive stance over recent years, historictiBir system
was strongly regulatory but non-restrictive andcgpeosts were low relative to incomes. NeedhamJ)L88plained
this in terms of the historic obligation on locatlorities, as responsible for drainage, to sufgig. As a consequence
planning in Holland had developed with a strongcfion of facilitating the supply of land for all @s - including
development - but at the same time the system wab/fregulatory.

3 Since economic theory tells one that the price ofising land will vary systematically with distanéem
employment centres it is not possible to estimia¢eprice of garden space without also includingetka&ct location of
the house with respect to centre(s) of employmiEnis also means that in any urban area there ismotprice of land
but a price function with respect to distance/lawratlt is consequently far more demanding to eatarthe price of
garden space in terms of both data requirementssitintiation techniques. Since moreover the price fos space is
non-linear with respect to quantity, the hedonicealso varies with lot size and even shape.

* Far higher than estimates for the US. Howevernistibe appreciated that U.K. households are reptim market in
which the supply of space is severely constraifedo far as this is also the case in China — appears to be — then
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British estimates of income elasticities for spaoe likely to correspond better to the Chineseasitm than to the US
one.

°Conversation with lan Campbell FRICS of Campbellrd®dm 22 8 2003: price quoted for land on the
Wokingham/Bracknell border then zoned for industrire-zoned for residential.

® There is an endemic problem in the planning pmaasinternalising externalities. The cost of nessidential
development, for example, will include disruptiaurithg construction plus loss of amenities for @rigtresidents if, for
example, they lose views or access to open spdmseTare not just losses of amenities but finahassles too since
these values are capitalised into house priceszigehel (2001) argued, the fact that houses areliquoia, immobile
but major components of most individuals’ assatcitires makes the defence of their value very itapbr Benefits
from development will be widely spread in slightlywer regional house prices and a more competitegional
economy. In some cases (Terminal 5 at Heathrow tnighan example) benefits are geographically evielespread
than the sub region or region.

" At least an embryonic version of this exists inif@h For example the Shanghai Real Estate Appgai&ssociation
has published information on sales of individualcgés of land, including designated use, FAR perioitation and
price since 2003.

8 Cheshireet al (1999) modelled the effects of land supply pokam house prices in some detail. Their simulations
made in 1998 - suggested that if land release vigltb the pattern theset out inplanning policy but household
numbers rose as forecast by 4.4 million and incoross in real terms at thdiistoric rate, then by 2016 house prices
would have risen in real terms by 132 percentidfivever, the other factors stayed the same buinmeames remained
at 1998 levels, then house prices were estimatedady only 4.4 percent. In other words if langgly is constrained
the effective driver of house prices is rising ri@abmes and the effect that has on the price o$ing space.

° Private communication to author.
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