EUROPEAN ECONOMISTS URGE INTRODUCTION OF LVT

Jolt for Japanese

THE OECD has urged Jupan 1o place a rax on land
values. "The present tax system”, it states “1ends 1o
discourage the release of underused land.”

Nonetheless, reform is wrgent. Distorting
markets and using land inefficiendy has (sic) a signifi

It goes on
cant  adverse
standards™.

I other words, inequitable land
tenure and taxation causes poveny,

cffect on living

The Paris-based  Organisation
for Econonic Co-operation and
Development is not a reforming
bady so nothing must be expecied
resenibling open denunciation of
CCONONIC SYSIems ds .'/Mj are.
Nevertheless, beoween the lines of
the carefully veiled language, and
alongside the customary emphasis
on the minutiae of trade balances
and monetary strengths and weak-
nesses, it s possible o read an all-
too-familiar story.

First there is sonie recognition of
ffecied by
developments.
For example, although there was a

POVErTy, and how it s

CUrreni - economic
rise in domesiic consumption dur-
ing 1987, it was to be found more in
non-wage-carners” than in wage-
cartiers houscholds.

This was not surprising because,
at the beginning of a period of
boom, uncarned income rises more
rapidiy than earned. The foriunaie
recipients of this wuncarned income
will also be the ones 1o benefir if. as
is hoped, recent increases in im-
pors can be maintained 1o give
home consumers the advantage of
the high ven.

1l the same, there has been
recent discussion in the Diet about
the possibiliny of achieving another
cur in income tax by the introduc-
tion of broadly-based indirect tax-
ation. Such taxation, as the survey
Jails 1o miention, is guaranteed 1o
bear heavily on the poor, and 1o let
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the rich off ightly. This is how the
Whar
then does it have to say about some
of its ¢ffects, though not described
as such within iis pages”

survey deals with poveriy

It is now more than 60 years
since Parker Thontas Moon'™’ sum-
marised  1he motives  for
imperialism, —as stated by the
imperialists themselves. The ones of
INICTCST fOr our present purpose dic.

(1) the sale abroad of
manufactures that cannot
be absorbed by the domes-
tic market;

(2) the investment abroad
of capital for which the
domestic market affords no
scope, and

(3) the demand of indus-
trial nations for raw

CONTEINI

(1) Japan, Organisation {or Leonomic Co-
Operation and Development, Paris, 1988
(2) Parker. Thomas Moon. imperialism and
world polurcs, New York: Macmillan, 1926

* OSAKA'S office blacks boom is not matched by housing construction.

JAPAN'S annual $80 bn trade surpluses have fuelled
one of the hottest bouts of land speculation ever
experienced in this century. The Paris-based Secretariat
of the OECD commends a tax on the value of land as a
necessary reform. DAVID REDFEARN reports.
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materials that cannot be
produced at home.

Moon does not seem 1o have
given dueweight o the background
o the first two motives namely the
low wages thar prohibit workers
from consuming the equivalent of
what they produce.

Japan, aciivated by the same
three  motives, is  achieving by
“peaceful penetration’ what she
failed in the end 1o achieve by
war.

There appears 1o have been, in
mid-1985, a peak in the fast
export-led expansion, from which
there was a fall-off caused by «
large appreciation in the value of
the yen. The export of goods and
services is projecied to rise by 6% in
1988, and by 5 4% in 1989,

The awthors  of this  survey

Continued on Page 4 »




COSTING

US DEAR

THE quality of housing
in  Japan is not-
oriously inferior to
standards in other
industrial countries be-
cause families cannot
afford decent-sized plots.
on which to construct
their homes.

But this is not just a
domestic problem. The
costof Japan’s residen-
tial land affects the rest
of the world. For the
price of land forces
families to save more
out of their incomes
than ought to be nec-
essary. The Japanese
savings ratio is extraor-
dinarily high compared
with rates in, say, the
USA or Britain.

The result is lower
domestic consumption
of goods, leaving less

| scope for other coun-

tries to export their pro-
ducts to Japanese
consumers.

In Japan, however,
an aggressive approach

Japan  United States France Canada
2 .
Area (km®) 377800 Y363500 349000 9976000
Density (person/km”y 3247 255 1008 30
Value of land’ 45400 29500 2562 |
(per cent GDP) 3 70.1 ‘
(per cent wealth) 76" 199
Value of housing
(per cent GDP) 9.7 X84 15397 640
(per cent wealthy 8.0 249 WX 182
|
Value of non-residential structures |
(per cent GDP) 489 s00 9y 1400
(per cent wealth) 85 14.1 4 98 }
- R — S -~ |
1. 1983
2. Dollar billions at purchasing power panty exchange rates in 1955 (which value @ dollar at Y 222 FF 127
and €S 1.22).
% The value of structures includes the value of underlying land

Sources: OLCD. Maint Economie Indicarors. Management and Coordination Agency Jupan Statistical Yearbook

1987, National Land Agency, Land Price Publication. INSEE. Compres des Putrimomes. Statistics Canada, 7 |
N-ttional Balance-sheet Accounts. 1961-1985. US. Federal Reserve Flow of Funds |

to exporting goods is
vital just to keep the
output from factories
high and unemploy-
ment low. This, in-
evitably, creates an im-
balance in foreign trad-
ing relationships, and
has led to friction
which, so far, has been
contained within dip-
lomatic channels.

The answer? Says
the OECD: "Lower land

prices would reduce
savings and encourage
greater investment in
housing. By thus aff-
ecting domestic saving-
investment balances,
this change would tend
to reduce the current
external surplus.”

So lower land prices
are the key to higher-
quality housing in Japan
and less friction bet-
ween trading partners.

-+ From Page 3

attribute the failure 1o achieve a
durable change from exports to
domestic demand mainly 1o a sub-
sequent  weakening of the yen,
thereby showing that they share
Moon's  blindness 10 the more
influcntial effect of low wages.

This drive 10 export is accom-
panied by the one to invest abroad.
The reason for this is not only
Moon’s “surplus capital”, but also
the “comparative advaniage” of
having labour-intensive work, as
for example in the wextile and elec-
trical industries, done in places
where wages are even lower than
they are in Japan. Here the place of
Korea, Taiwan, Hong Kong and
Singapore is being taken over by
the Philippines, Thailand, Mual-
aysia and Indonesia.

As a result of these shifts, domes-
tic employment in Japan is

Jor  long-term

estimated to fall by 0.6m by 1995,
The consequent lower wages will
complete the vicious circle of which
the survey shows no awareness.

RAW MATERIALS, the subject of
Moon's third point, are now ofien
obtained - peacefully - in exchange
loans. A more
insidious  tendency,  which  will
make eventual land reform more
difficult in
Japanese investment in real estate
overseas

Once more it must be stated that
there is no sign in this survey of any
perception that low wages are the
ultimate cause  of imperialism,
warlike or peaceful, or thar land
value taxation would clear the way

other  countries, iy

Jor higher ones. In fact, they do not

see the distorted land market as

- |

much more than an obstacle to
home-ownership.

Nevertheless, the facts set out are
impressive  enough.  Despite it
relatively small area, 377,800 kni’
as against the 9,363,500 km” of the
United States, the 549,00 kni’ of
France. and the 9976 km’ of
Canada., the toral value of the land
of Japan is more than that of the
land of these other three coun-
trics put together. What an
opportunity for taxation!

In fact, there is land value raxa-
tion in Japan. but only at the rate of
1.4%, and based on assessments
that represent only a fraction of the
actual market value. Faced with a
significant capital gains tax if they
sell, owners naturally prefer 1o
hold, even if they themselves have
no immediate use for the land.

The way in which assessments
are  falling  behind  reality i
dramatically illustrated by the
example of Chivodaku, where
valuation for the holding tax on
commercial land fell, between 1984
and 1986, from 15.3% 10 6.5% of its
current market value.

There was a similar fall, in
Minatoku, from 18% to 5.9%; and,
in Setagavaku, valuation of land
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FINNISH FORAY

SOARING land prices in Hel-
sinki have panicked Finland’s
government into proposing a
tax on land zoned for multi-
family residential buildings. A
rate of 10% on the taxable value
in the first year diminishes to
5% in subsequent years.

The plan has not received the
unqualified blessing of Finland’s
leading land-use expert, Pro-
fessor Pekka Virtanen of the
Helsinki University of Tech-
nology, pictured right.

In recent years, he has
published articles in the Fin-
nish newspapers advocating a
fully-fledged system of land
value taxation - or a partial
variant of that fiscal policy, in
which the tax rate is reduced on

Helsinki
probes
the LVT
option

some bigger landowners, esp-
ecially the so called ‘grunders’
or big developers who own
large tracts in the Helsinki

region.
“This is a typical case where
politicians count probable

votes and do not think about
the problem or the effective

lutian

the value of buildings and
raised on the value of land.

Even so, Prof. Virtanen reluc-
tantly accepts the new tax as
“better than nothing.” But, he
points out, the tax is shot
through with loopholes. Even
the municipalities which would
gain from the revenue can

idestep the obligati to
impose the tax.

“The politicians are being
cautious,” reports Prof. Vir-
tanen. “They feel that land
value taxation is not very pop-
ular even among ordinary peo-
ple, to say nothing of the bigger
landowners. They accept the
‘penalty tax’ because itis a tem-
porary solution, and directed at

for residential use fell from 19.3%
to 10.0% of the marker value
More recent changes are not
reflecied in these figures, for re-
valuations  are carried out only
once every three vears. A further
limitation i that any tax mcrease
i restricted to 10%.
Taking ino  account
additional  faciors,
have estimated the average tax rate
on land to be only 0.15%, as com-

these

SOMe  Critics
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The deterrent effect of the tax
on the land hoarders is not
likely to be effective. For the
assessed value of land in
Helsinki is notoriously low, and
the gap between taxable and
market values has increased in
the past 12 months as prices
have risen steeply.

A committee set up by the
Ministry of Finance to inves-
tigate the workings of the pro-
perty tax is expected to report
at the end of January; obser-
vers do not expect it to propose
radical reforms.

In fact, the Helsinki land
market is likely to be aggra-
vated further this year, for the
government proposes to raise

pared with the nominal  1.4%.

Reform of the taxation of land,

savs the survey, “has become maore
imporiant given the rapid recent
rise in land prices.” We cannot but
agree. Yer its authors put forward
the possible difficulty that, because
land prices have risen faster than
incomes, some land-holders may
not be able to afford a more realis-
tc rate of tax.

This is hardly admissible; for the

the tax on the capital gains
made from the sale of land.
Owners are expected to with-
hold their sites from the market,
thereby restricting the supply
of land further - and forcing up
prices even higher!

The reasons for the boom in
real estate are the same as
those that operated throughout
the world since the crash of the
stock markets in October 1987.
Explains Prof. Virtanen:

“Many investors got frightened
and sold their bonds and
debentures to invest in more
secure and concrete objects.

“Simultaneously - by a mere
chance - the Bank of Finland
slackened its rule that you had
to save a certain amount of
money (normally 20% of the
price of the residence to be
bought). Now the Ilending
became ‘free’. You could borrow
money up to 100% of the value
of the house or apartment. Even
more than that, you could have
‘eternal’ loans, i.e. loans for
which you only pay interest.

“These two factors suddenly
caused a sharp rise in demand,
and prices grew at annual rates
of 30% to 50%.

“There were no demographic
or planning explanations for the
steep rise in prices, and for-
eigners play no role in our real
estate market: they have very
limited rights to acquire real
estate in Finland.”

increased taxes themselves, or even
the knowledge that they were on the
way, would start to bring the prices
down from their present monopoly-
induced level. Furthermore, other,
less just, taxes could be reduced
in compensation.

A word of warning. Japanese
advocates of the increased land
value tax will need 1o look sharp,

Sor there is already a movement

afoot to decrease it still further.




