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A man who knows the price of
everythina and the value of nothing
(definition of a cynic).

Oscar Wilde
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(Land Economics: a quarterly Journal Related to the Study of Economic and Social

Constitution. November 1973, p.p. 371-380).
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in the economy. The conclusion is that the main cause of the rise in housing prices
lies in the growing disequilibrium between demand and supply, and not in the
increase of land prices.

In the third part an atempt is made to examine the chief factors affecting
the price of land in a town, on basis of the data for different areas in Haifa in 1971.
To this end, regression equations were used; and it was shown — among others —
that the price of land increases as the plot is nearer to the centre of the town,
and similarly, if there are expectations for a change in the near future in the
designation of land — from housing to commerce and other services.

In the fourth and last part the author developes his main thesis, according to
which the demand for land should be regarded as a derived demand, because land
serves as a means for producing final assets, such as dwellings, industrial plants, com-
mercial enterprises etc. The writer rejects the theory that the prices of dwellings and
other assets are significantly affected by the prices of land and maintains that the
price of land is determined by the prices of dwellings and other final assets.

With regard to conditions in Israel, it is not true that the rapid use of housing
price was caused by the rise in land prices. On the contrary, the rise in prices
of land was primarily caused by the rise in prices of dwelling. The following practical
conclusion therefore emerges: In times of boom, when demand for dwellings increases,
a reduction in price of land for building will not reduce the prices of dwellings, but
will only enlarge the profits of contractors and building companies. On the other
hand, in times of recession such a reduction is not needed; the prices of land being
on the decline even without any policy measures. The efficiency of a policy aimed at
reducing land prices as a means for lowering housing prices, is therefore rather
questionable.
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of the dwelling and its geographical location. In dwellings of an area of up to
60 square metres, the payment will be 80%.of the basic price; in dwellings
of 61 — 82 sq.m. it will be 100%, in dwellings of 83-94 sq.m. — 115% and
for dwellings of 95 sq.m. or more — 125% of the basic price.

As to geographical location, the basic price of land per dwelling will in
1975-76 amount to between IL. 8,000 and IL. 16,000 in Jerusalem — and to
from IL. 9,000 to IL. 26,000 in Tel Aviv and the central areas. But in most
development towns the prices will be far lower: in Eilat from IL. 2,000 to
IL. 3,500; in Tiberias — IL. 3,400; in Beisan — 1,400; in Carmiel — IL. 2,700,
in Upper Nazareth — IL. 5,500 and in Kiryat Shmona — IL. 1,440.

RESEARCH REVIEW

THE LAND COMPONENT IN THE PRICES OF DWELLINGS

The study on the theme “The land component in the prices of dwellings”,
published recently by Dr. Dan Shaefer, is an important contribution to the
literature on this subject.

The study is divided into four main parts. In the first part the author
describes the different theories relating to the value of land, the elasticity of the
demand for land, factors affecting the supply in real estate market, relationships
between the value of land and the distance from the centre of the city, institutional
constraints etc. The models and theories developed by Muth, Clauson, Brigham
and Haig, among others, are discussed. On the basis of these and other theories,
the author comes to the conclusion that the value of land can be estimated as the
difference between the price of the final product (such as the price of the dwelling
built on the land) and the cost of inputs, excluding land, needed for building the
dwelling. According to this approach, the price of land has no appreciable influence
on the price of dwellings. In fact, the converse of this is true : the price of land is
largely derived from the prices of dwellings.

In the second part the author makes an attempt to investigate the causes of
the rapid rise in the prices of dwellings in Israel since the mid-sixties. He shows
that between 1965 and 1971 the demand for housing facilities had increased
significantly in the country as a result of population growth, rise in incomes level,
depreciation of existaing stock of dwellings etc. But while demand increased greatly,
the supply remained low as a result of the limited capacity of the building sector
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regions should be supplied with appropriate resources of its own — financial
resources as well as manpower and land resources. Such a system of “planning
regions” would lay the foundations for efficient planning in the country.

Another point is that planning should be comprehensive, taking into con-
sideration not only housing needs but also the needs of commerce and services,
industry, entertainment and recreation etc. Detailed calculations show that the
optimal distribution of the area of a town of 500,000 inhabitants is as follows :
229% — housing; 23% — various services; 7% — industry and crafts;
26.5% — roads paths and parking areas; 10% — open spaces and 11,5%
— all other uses.

Israel Kurtz

THE REFORM REGARDING LANDY PRICES
IN PUBLIC HOUSING SCHEMES

In the years before 1974 public land was leased by the Israel Lands
Authority to different users at prices far lower than the prevailing market price.
The system of tenancy thus entailed an element of substantial subsidies.

This system led to many distortions such as waste of land and deficiences
in the manner of allocation. Furthermore this system of subsidies was not
progressive, not being dependent on the level of incomes. A paradoxical situation
arose as subsidies in central and densely-populated regions were in fact higher
than those in remote and sparsely-populated regions such as the Negev and
Galilee.

In order to avoid adverse effects, a committee for land leasing problems
was appointed in April 1974. This committee recommended the introduction
of a comprehensive reform in the methods of leasing public land in Israel. The
main recommendation was to fix the prices of public land according to its
real value, i.e. on the basis of the price which can be obtained for the land
in the real estate market according to the assessment of the government.

In order to avoid adverse effects, the reform will be implemented
gradually. In 1974/75 the price of public land was fixed at 50 per cent of its
real value. In 1975/76, it will amount to 75%, of the real value and in 1976/77,
to 100 per cent.

There is to be a differentiation in the prices of land according to the size
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capital gains from land transactions (this could be done, inter alia, through
higher rates of taxation on land).

Another measure which may be of help in restraining the rise in land
prices is the concentration of building in places where land prices are relatively
low such as the sand-dune area of Rishon LeZion, the planned new town of
Modi’in etc.

Possibilities for an effective policy thus do exist. But the Israel Lands
Administration does not pursue an active and vigorous land policy, and indeed
lacks the necessary instruments and means for such an active policy. A com-
prehensive reorganization of the Administration and a re-orientation of its
activity are therefore needed to form the basis for a more sound land policy
in Israel

Zion Hashimshoni

IS THERE A SHORTAGE OF LAND FOR BUILDING
IN ISRAEL ?

There are no grounds for the widely-held opinion that there is a shortage
of land for building in the country. Several surveys have shown that there is
enough vacant land for building purposes, but the difficulty is that this vacant
land is for the most part “frozen” — i.e. it is not offered for sale because its
owners are holding it back in anticipation of an additional rise in land prices in
the future, in order to attain greater capital gains.

A survey made in the central regions of Israel — ie. in the entire area
from Ashqelon in the south to Hadera in the north — showed that in these
regions there is enough vacant land for building. Even if we restrict ourselves
to larger plots of more than 10 dunams (1 hectare) each, we find that there is
room enough for new 95,000 dwellings. And if smaller plots are also taken into
consideration, the potential is far larger. This land potential is capable of covering
building needs in the region for a long time to come — in fact until Israel
reaches a population of five million.

The land potential in Israel is therefore adequate, but it has not been used
in an effective way as a result of the deficiencies in the country’s land policy.

The author argues that an appreciable improvement in land policy could
be attained if a system of “planning regions” were introduced. Each of these
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It should be noted that this last-named principle has caused waste, had
given rise to some abuses and has of late been largely abandoned. Today the
prices demanded of tenants on public land closely approach the real price of
that land.

The main drawbacks of granting subsidies by lowering land prices are :

— waste and inefficient use of the land;

— the danger that part of the subsidy will be transferred to builders and

will not benefit the groups it is intended to support;

— the negative influence on population distribution, since the subsidies

in the central area of the country were higher than those in develop-
ment areas.

Avraham Kahanov

LAND RESERVES FOR BUILDING PURPOSES

According to the plans of the Housing Ministry, 250,000 dwelling units
will be built in Israel in the five-year period 1975-1980. The creation of a
stock of 60,000 dwelling units is also being considered. The total number
of dwellings to be constructed in the framework of this plan would thus amount
to 310,000.

The question is whether there is enough land in Israel for the realization
of this plan. Here serious difficulties arise, as there is a shortage of public land
on which development and building can take place immediately. It has been
proposed that 30,000 dunams of land be confiscated in order to make it pos-
sible to implement the above building plans, but such large-scale confiscation
is liable to stir up much opposition. Similarly, obstacles would also be encounter-
ed if we shall attempt to earmark land assigned to agricultural use for building
purposes.

It is therefore clear that the Israel Lands Administration faces a great
challenge if it is supposed to provide land for building in the near future, and
at appropriate prices. To this end the preparation of land for building has to
be speeded up, as there is generally a 3-4 year gap from the time planning of
an area begins, until the time the actual building is started. Measures have also
to be taken curb the rise in prices, but one of the difficulties here is that land
has become an asset for speculative investment and in order to restrain the
rise in prices, it would be necessary to combat speculation in land and limit

T2

2"7R Vi "Wyl i NiMta pn pn? nnmy. Dt ' ©



price index. At times of prosperity, land prices tend to rise more sharply than
the prices of apartments while at times of recession, land prices drop at a
sharper rate. It was found that the fluctuations in the consumer price index were
even more limited.

We attribute this change to the difference in the strength of the speculation
clement in the different markets: the level of speculativeness is by far the highest
were the land market is concerned, is lower in the market of apartments and is
still lower for the commodities reflected in the consumer price index.

Here we come to a further use of land, apart from that of land as a factor
of production, ie. land as an investment asset. As a result of the rapid rise in
land prices since the establishment of the state — and even previous to it —
land has become a most attractive asset for investors who purchase it not only
for building purposes but also in the expection of gaining larger profits as
result of further increases in the price.

There is a certain overlapping between the fluctuations regarding the two
categories of demand for land — as a factor of production and as an investment
asset. In a period of increased demand for sites for building purposes, many
plots are also purchased for speculation purchases and conversely, in times of
depression when demand for building land drops, there is a corresponding drop
in the demand for land for speculation.

It is thus clear how great is the damage caused to the apartment market
by the existence of the speculative factor in the demand for land. A shortage
of plots in city centres causes a rapid rise — beyond the “essential” — in land
prices and consequently in the prices of apartments.

Public Land in Israel

Most of the land in Israel is government-owned: app. 90 per cent of the
land of the entire country and 50 per cent in the central areas is owncd by the
Israel Lands Authority.

The principles behind the policy of public ownership of the land were
the following :

— to refrain from transferring this land to private ownership, with

the land being leased to the users rather than sold;

— opposition to the use of the land for speculative purposes;

— preservation of agricultural land and the prevention of it being

turned over to building purposes.

— to grant disguised subsidies to certain groups of the population by

making public land available for building at prices lower than the
“real” price.
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more to market conditions than elsewhere — though simultaneous attempts
must be made to restrict inflationary and/or speculative pressures;

— a General Rental Law should be enacted, as part of a comprehensive General
Land Law, which would lay down the rights and limitations on the use of
publicly-owned lands within the context of the process of intensive construction
and development in Israel.

Irit Czerniavski

LAND AND LAND POLICY IN ISRAEL

The Land Market

Land is a production factor in agriculture, industry, building and other
branches of the economy. That is why land prices are determined primarily
according to the use to which the land can be put, with land in areas where
expensive apartments are likely to be constructed on an intensive scale fetching
the highest price. There is thus a close inter-relation between the location of a
plot of land and its price: with city centres generally in the greatest demand
for business as well as residential purposes, the land-price component may ac-
count for as much as 50-60 per cent of the price of apartments in both Israeli
and European cities.

City centres are characterized not only by the high price of land but also
by the fast pace of acceleration of price increases corresponding to the pace
of growth of the city. According to data published in a research by the “Tevel”
Institute of Jerusalem, the rate of increase in prices is much higher for land
than for apartments, and far higher than for the general level of prices in the
economy. \

In the period 1960-1972, for example, land prices in the area of Kikar
Hamedina in Tel Aviv rose thirteen fold while the average price of apartments
on a countrywide basis increased by 5509% and the consumer price index by
only 160%.

In addition to the difference in the pace of increase throughout this entire
period, another significant difference was found between the markets of land,
apartments and general commodities in the economy: it was found that seasonal
fluctuations in land prices are more acute than fluctuations in prices of apart-
ments, which in turn are far more acute than the fluctuations in the consumer
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housing for new immigrants, young married couples, large families and slum-
clearance. Land should also be developed — particularly in underpopulated areas
— for industry and agriculture. Reserves of land should also be created in
accordance with the needs of future demographic growth.

As a result of the fact that most of the country’s land is publicly-owned,
long-term land rental has become the most important method of land-holding
in Israel. The lessee is, in effect, paying for the use of the land rather than
for ownership and this has further weakened the impact of market forces on
land prices.

The recently introduced system of capitalisation of the annual rent fees
has further strengthened the system in that it has removed two of the defects
of the former system, namely : the readiness of the public authorities to sell
land in exchange for a one-time capital gains, and the payment of a substantial
“initial rental” by the lessee for the use of the land which, in effect, gave him
ownership rights of a sort over the land.

In order to avoid confusion and ill-feeling among the public, one should
refrain from using the concept “price of land” since this implies the acquisition
of ownership rights. Instead, the concept of use value of the land and rental fees
should be preferred when discussing the amount paid by the lessee for the use
of land. Three principles should be observed when fixing rental rates :

— There should be a differential, rather than standard, rate for land rentals
(for housing etc.) according to location and different geographical areas.

— At the same time, the rate should be uniform in any given area or for any
specific purpose.

— The rental fee should be fixed at a set ratio of the price of the apartment
(or factory, etc.).

Principles of Land Policy

In formulating an adequate land policy, the following points should be taken
mto consideration :

— in Israel, the market price of the land is an almost meaningless concept since
over 909, of the country’s land is publicly-owned;

— the “use value” of the land is, however, a more adequate concept. It should be
related to the potential use of the land and fixed according to the rental rates
payable by the lessee. It is this value — not the “price” — which is of primary
importance;

— rental rates must be set in accordance with overall policy considerations whilst
differentiating between different geographic areas, the dstination of the land, the
economic returns anticipated and the specific location;

— in town centres, the amount payable by the lessee for land use should be left
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urbanisation process and its effects on the demand for land have given rise
to a number of new theories in the last' 15 to 20 years. In 1960, Alonso developed
a new approach (later added to and refined by Brigham, Downing, Milgram
and others) based on the concept of the accessibility of the land as a prime deter-
minant of this price together with the potential possibilities for its utilisation.

A number of dynamic elements also affect the price of land and the following
have bee incorporated in the dynamic model developed by Sherman and Maizel :
1) the effect of urban population growth rate on the actual demand for land
for various purposes; 2) the effect of rising incomes on consumption standards
and the resultant increase in the demand for land; 3) the effect of inflationary
processes which make land an attractive investment asset and an object for
speculation.

Specific conditions in Israel

Israel differs from most other countries in that almost all its land is publicly-
owned and in that the Israel Land Administration is able almost arbitrarily to fix
land prices in accordance with factors other than market supply and demand
alone.

Professors Abba Lerner and Haim Ben Shahar have defined this circumstance :
“The government being able to fix the price of the factors of production, has a
simple yet powerful tool for achieving its desired ends. It can influence the price
of land, since it owns most of the country’s lands; the same applies to water
and other natural resources. The government has also developed a network
of laws and regulations which guarantees it near total control over the mobilisation
of capital and its allocations.”

In influencing the level of prices of the factors of production the government
has to avoid the two extremes: If the price is set too low, the result is excess
demand leading to waste and inefficiency in the land economy. If, however,
prices are too high, the costs of production and the cost of living are increased
unnecessarily and speculative investment in land leads to distortions and inflationary
pressures.

If planning of land use is to be incorporated into comprehensive urban
and housing planning, then it is essential to fix a maximal limit to the cost
of the land input as a ratio of the cost of dwellings. The Israel Land Administration
has acted accordingly and the results of this policy have been justified by research
findings.

Market Price or Use Value

The government should, therefore, base land prices on its use value rather
than on market supply and demand. Land should be allocated and prices
so as to enable the Government to realize its objectives of supplying suitable
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Joel Dan and Ezra Zohar

PROPOSAL FOR A BETTER URBANIZATION SCHEME

A new, comprehensive planning scheme for the urban population of
northern and central Israel is suggested. The plan is based on a framework
of several metropolitan centres that are surrounded by smaller towns. These
towns should be situated in circles around main metropolican centres. The
distance between these towns should be from 10 to 15 km. while the distance
from the metropolitan centre should not exceed 40 to 50 km.

The suggested planning scheme is based also on maximal preservation of
water and agricultural land, on better population distribution, on the use of
cheap land for building purposes, and on the preservation and creation of green
belts and parks, both in and around the suggested towns. An overall traffic
plan is also outlined.

The metropolitan areas include the exiting centres of Jerusalem, Tel Aviv,
Haifa and Beersheva suggestions are made for new centres in eastern Galilee and
the Golan Heights (Zefat), and, in the administered territories, for eastern Samaria
and the Jordan Valley (Shiloh) and northern Samaria.

The creation of new towns is suggested mainly for the open, hilly and
mountainous areas east of Tel Aviv and around Jerusalem, so that population
pressure will be shifted away from the main cities and the densely-populated
coastal plain.

A. Poznanski
PROBLEMS OF LAND PRICES IN ISRAEL AND ABROAD

In this article, we attempt to deal with some of the problems concerning
the value of land and its price; problems that are both of theoretical and practical
significance.

Factors determining the Price of Land

The complicated and complex problem of what determines the value and/or
the price of land has long been of concerne to economists. Both Ricardo and Von-
Thiinen comprehensive theories on the subject. Intensification of the
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David Pines

THE PUBLIC LAND AND ITS ROLE IN THE
LAND MARKET

The controversy regarding land policy in Israel refers to such issues as
how much, where, to whom and under what terms should public land be
delivered for development. The existing land policy is criticized from at least
two different points of view. On the one hand, potential users of land (private
and public developers) critize the existing policy, claming that withholding
land from development inevitably results in an increase in the prices of houses,
thus aggravating the housing problems of low income young families, slum
dwellers etc.

On a closer look, it becomes apparent that the above argument is only
partially justified. Although withholding land may contribute in the short run
to the increase in the prices of housing, it may sometimes be justified on the
grounds of long run considerations which the current users are not aware of.
The above argument against withholding land is, however, valid to the extent
that the public authority responsible for managing public land exerts mono-
polistic power to maximize the value of land at its disposal. This can be shown
to distort resource allocation.

On the other hand, the existing land policy is criticized by economists on
the grounds that it contributes to distorted resource allocation and to inequitable
income distribution by supplying land to some users at less than its real value.
This argument can be substantiated by many examples of favoritism.

In order to eliminate the above deficiencies of the existing land policy,
a reorganization in the administration of the public land should be introduced
which will deprive the land authority of its monopolistic motivation, yet will
compel it to allocate land efficiently. According to this scheme, the allocation
of land to uses (but not users) will be determined within a comprehensive
regional and urban planning procedure. Once the use of land (as a function
of time) is determined (including “public reserve” as one use) the allocation
of land to users will be carried out by an independent agency. Land (specified
according to its use) will be sold to the higher bidder without exception. Public
as well as private developers will bid for land and public bidders will not be
preferred.

This procedure can guarantee a planned allocation of land to its best use
and to the most efficient developer. An overt system of subsidies will substitute
for the existing concealed system which is not budgetarily controlled.
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PREFACE TO THE TENTH ISSUE

This issue Is the tenth since the establishment of “Karka” (Land) in 1971.
In the issues that have appeared so far the pattern of the Journal was, to a large
extent, moulded and its form at determined.

The Editors strove to publish an organ which would present material in
a form comprehensible to anyone interested in land problems, while finding
room, at the same time, for theoretical articles written at a high leve! of
abstraction, accompanied on some occasions by mathematical formulae. During
the period of the journal’s apearance we have tried to encourage discussions
and the free exchange of opinions, and on this background the Institute for
Land Use Research has initiated symposia on the problems of land policy
and especially on those matters which gave rise to serious public differences of
opinion. We also followed the discussions of the Land Policy Discussion Club
in lerusalem and conveyed their subject-matter.

Considerable attention has been paid to expressing the progress achieved
in the sphere of research into land problems in Israel, for which reason we
devoted a regular section called *In the Field of Research” to a survey of the
research being undertaken by institutions for higher learning, research institutes
and other institutions in Israel on the problems of land and land policy. Likewise,
a special section under the name “Around the World” was devoted to papers
and articles that have been published on land problems in journals and news-
papers in various foreign countries. At the end of each issue an English language
summary of the main papers and articles was given so that readers abroad
would be able to find their way around the contents of the journal.

Urban land problems formed a main topic for discussions although space
was devoted also to the problems of agricultural land, a subject on which we
intend to expand in the future. We have tried to examine land problems not
only in the narrow sense but also on the wider background of relations in urban
and rural society, and have, for this reason, devoted considerable attention
to the processes of urbanisation, development and industrialisation of the
village, and all that is implied therein. We have tried to cultivate a value-
approach to land problems, seeing land not only as merchandise but as a value
— to be prized by a people building an infrastructure for its life and existence.

On this occasion we appeal to readers and participants to increase and
strengthen co-operation with the journal either by contributing an article or by
putting questions or comments concerning the material that has appeared in it.
We are also interested in re-inforcing ties with the younger generation, students
and pupils for whom the problems of land use are subjects of study and
interest.

Finally, we hope that in the future, too, we shall be able to give a good
account of ourselves in the face of the challenges of land problems posed by
Israeli society.

THE EDITORS
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