
Infrastructure, Property

Tax Mechanisms,
 
and Regulatory


Instruments for Growth
 
Management
 

International Experience
 
Applicable to Thailand
 

March 1991
 

OFFICE OF
 

HOUSING AND URBAN
 

PROGRAMS
 

U.S. AGENCY FOR INTERNATIONAL DEVELOPMENT 

W 0 R K I N G P A P E R
 

This working paper represents a non-official pubhiciton (ifthe Office of Housing and Urban Programs.
 
Working Papers are distributed unedtted n order toensure their timely availability.
 



AGENCY FOR INTERNATIONAL DEVELOPMENT 
PPC/CDIE/DI REPORT PROCESSING FORM 

ENTER INFORMATION ONLY IF NOT INCLUDED ON COVER OR TITLE PAGE OF DOCUMENT 
1. Project/Subproject Number 2. ContractlGrant Number 	 3. Publication Date 

IVI 	 I DR-1008-C-GO-C 108-00 1 LIIiII~I 
4. Document Title/Translated Title 

Infastructure, Property Tax Mechanism6, and Regu&tory In6tAument6 6o& Growth
 
Management
 

InternationalExpeience Applicable to Thailand 

S. A.Athor(s) 

1K-&6ick, Duane 
2.PAVCO 
3. 

6. Contributing Organization(s) 

S PADCO, Inc. 

7. Pagination 8. Report Number 9. Sponsoring A.I.D. Office1 

10. Abstract (optiontl - 250 word limit) 

1. Subject Keywords (optional) 

I. Thailand 	 4.Urban Development 
2. InfrastructuAe and Urban 	Seitvicez 5. 
3. MwvLcipal Finance and Taxation 6. 

12. Supplementary Notes 

13. Submitting Official 	 14. Telephontber 15. Today's DateLMike Pw.~ey, 	 663-2558jjjjlL . ? i 
............. 	 DO NOT write below this line ..................................................
 

16. 	DOCID 17. Documer.t Disposition 

DOCRDI DVI] DUPLICATE(1 

AID 590-7 (10/88) 



ABSTRACT
 

Infrastructure, Property Tax Mechanisms, and Regulatory Instruments 
for Growth Management: International Experience Applicable to 

Thailand 

This study is a follow up to the 1990 Bangkok Land and Housing Market Assessment
which found that lack of affordable housing, lack of adequate infrastructure and
inconsistent development and poor land utilization are major obstacles to effective land
and housing market utillzation in the Bangkok Mletropolitan Area. 

This report, and its sister study (Infrastructure Financingand Cost Recovery Options)
describe various mechanisms to increase infrastructure provision. The sister study
focuses on fiscal tools to finance infrastructure development. 

This study consists of three sections. Section I describes the evolution of spatial
planning techniques from static written do.unents to dynamic and flexible processes
which utilize infraatructure to guide development. Section 2 describes specific non-fiscal 
or fiscal tools which have been used to guide development. International experiences
with zoning and other forms of regulatory control are described in section 3.
appendix of growth management tools and experience is provided for reference. 

An 
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PREFACE
 

The 1990 Bangkok Land and HousingMarket Assessment provides an up-to-date 
assessment of existing obstacles to effective land and housing market utilization 
in the Bangkok metropolitan area. The raajor problems observed are:' 

" Lack of affordable housing and slum evictions 
" Transportation deficiencies and land supply constraints 
" Strip and leap-frog development 
* Inconsistent spatial development and poor land utilization
 
v Lack of adequate infrastructure
 

The asesment concludes sith a series of recommendatios for improving the 
quality of housing and urban development. Recommended policies center on 
making the land market operate more efficiently by cooling speculative demand 
for land, implementing appropriate planning and building controls to encourage 
higher-density urban development, and increasing the supply of serviced land by 
improving the development of distributor roads and infrastructure. These 
recommendations, especially the development of distributor roads and other 
transport infrastructure, will facilitate the implementation of programs to 
achieve Meter Plan objectives in the Bangkok Metropolitan Area. 

In addressing land and housing development problems, the final report proposes 
a variety of infrastructure and property tax related policy tools which can serve 
as incentives and disincentives to housing and urban land development. A brief 
summary of these fiscal (F) and non-fiscal (N) recommendations contained in 
this report include: 

Promotig AftdabkN, Hi-gh Derdkj Housing Deislopnunt 

1. 	(F) Adopt regulations limiting bank financing of land acquisition for 
speculative purposes; 

2. 	 (F) Impose property tax policies to iucrease the coasts of holding land for 
speculati've purposes; 

3. 	 (F) Impose taxes, user charges and betterment !cvies to finance the 
construction ef roads and other infrastrcture; 

4. 	 (N) Program infrastructure (mainly distributor roads) projects to incnase 
the supply of land for residential development; 

5. 	 (N) Prepare and implement planning and development conirols to ensure 
that higher density development is compatible with existing land uses 
and causes minimal environmental impacts; 

'DowAll, David. Bangkok Land and Houwing Market Ammmemt - Joint report of Land Institute Foundation, 
Bangkok and PADCO, 1990. 



6. (N) Draft and adopt standard laws and procedures for the establishment, 

financing and operation of condominium owners associations; 

Incrasin Development POtenta by EVandki Dlstux Stroms 

7. (N) 	 Prepare "specific plans" for development in suburban areas; 

8. 	 (N) Adopt effective zoning and development controls which compel 
developers to follow regulations in order to receive building permits; 

9. (N) 	 Implement "retrofitting programs" in the urban areas to expand roads 
and increase land supply, including the use of land readjustment, land 
pooling and land sharing-

Incrmki the Supply of Borvkod Land for Moutng 

10. 	 (N) Decentralize the financing of infrastructure to local governments and 
service districts; 

11. 	 (N) Increase local capacity to design, program and finance infrastructure 
systems; 

12. (F) 	 Reform property tax systems to fund infrastructure; 

13. (F) 	 Establish special as3esoment districts to recover costs of new services; 

14. (F) 	 Levy developer fees and exactions to pay for needed off-site services; 

SpOa De pmwd MWae" 

15. 	 (N) Undertake a specil study to design and implement land use, zoning 
and infrutructure plans to encourage the growth of suburban activity 
centers; 

Tax Pl to Pr=ots Ef cwt Land Us 

16. (F) 	 Levy a tax on income deri-ed from short-term trading of land; 

17. (F) 	 Increase taxes on propertieo withheld from development; 

18. (F) 	 Lower income taxes for low-income howning projects; and 

Bett ntrg rnmena Cordkmn k Nbeed 

19. 	 (N) Increase the power of the BMR Committee to allow it to set and 
coordinate zoning and land use decisions and to determine where and 
when infrastructure should be developed. 

ii 



The Study of Options for Financing Infrastructure Expansion (SOFIE), also 
intended as guidance to the Seventh Plan, authorized two inter-related studies 
of international experiences in the use of fiscal and non-fiscal mechanisms to 
encourage the use of infrastructure to guide Master Plan implementation. 

This report's "sister study", titled Infrastructure Financing and Cost Recovery 
Options: International Experience Applicable to Thailand, coacentrated on the 
"fiscal" tools used to provide infrastructure which guides growth and develop
ment. Many of the fiscal tools require non-fiscal mechanisms to accomplish their 
purpose. Accordingly, Volume I identifies the fiscal (and non-fiscal measures 
which local governments have used to finance infrastructure. These measures 
either act as incentives to private investment or disincentives to limit growth, 
depending on specific development objectives and/or resource constraints. 

A variety of innovative tools for financing infrastructure are described. These 
financing techniques have increased dramatically over the past two decades as 
local governments have searched for non-property tax related methods of finan
cing infrastructure. Each tool was assessed as to its purpose, legal requirements, 
policy implications, and applicability to Thailand. The tools described in that vol
,me are: 

" General tax revenues 0 Consumer connection fees 

" User charges E Capacity allocations 

• Betterment levies N Development exaction 

" Bonds w Assessment districts 

" Loans n Land readjustments 

" rax increments • Valorization 

" Special districts • Excess condemnation 

" Development impact fees 

This study consists of three sections. Section 1, Infratructure and Growth Man
agement, describes the evolution of spatial planning techniques from static writ
ten documents to dynamic and flexible processes which utilize infrastructure to 
guide development. Section 2 describes specific non-fiscal or fiscal tools which 
have beep used to guide development International experiences with zoning and 
other forms of regulatory control are described in Section 3. An appendix of 
growth management toola and experience is provided for reference. 

iii11
 



1.1 

SECTION 1
 

INFRASTRUCTURE AND GROWTH MANAGEMENT
 

Spatial Planning 
Spatial planning whether within or among cities, is a subject area which has been 

subjected to new thinking as old ides have largely proved ineffective. The AugusttSeptember
1986 edition of the World Bank's Urban Edge "Facing the Challenge of Urban Growth" is 
primarily aimed at national urban spatial policy. However, some of its conclusions are relevant 
to city specific spatial concerns as well. It notes that greater attention must be given to eco
nomic lncentve and policliu that influence the declsionu of the many thowands of businwes 
and individuals about where to operate and live rather thn on drawing up models for urbc 
growth. It further notes that conventional efforts to direct urban growth often fail because they 
do not take into account broader macro-economic and other policies that operate to influence 
the nature of urban form. Perhaps its most incisive observation, however, is that conventional 
spatial plans emp izing containment, or growth in deainte ar , fail beeme they assume 
a level of control which is virtually unattainable in place. with a substantial level of economic 
autonomy. 

The paper draws the following broad conclusions: 

1. 	Spatial strategies must take into account macroeconomic, credit, agricultural and other 
sector strategies (e.g. infrastructure). The paper notes that the spatial effects of these 
policies are often misunderstood. 

2. 	 The concentration of economic activity and population in major cities is not in itself an 
economic issue because of the potential which agglomeration affords. 

3. 	 Problems associated with high density development are often best addressed through policies 
aimed at the cause of specific problems such as congestion, pollution, etc. rather than 
attempts to prevent population growth. 

In addition, the paper concluded that policies to halt sprawl around major metropolitan areas-
through decentralization to other u'ban centers-have been largely ineffective and have often 
served to discourage industrial deconcentration, which is an important intermediate step in 
decentralized growth of secondary settlements. 

According to Andrew Hamer,' in a specific urban setting patterns of land use and development 
depend on the degree and ee of interaction in time, cost, and convenience of various activities. 
In a free market economy, commercial functions, which are able to pay higher pricen for well 
situated land, generally congregate and drive out other uses. Commercial uses are, by nature, 
closely linked to transportation systems producing dynamics that generally result in increased 
densities and congestion. 

'World Bank, "Facing the Challenge of Urban Growth", T74 UrbanEdp: Imwu & nnowm'ons, VoL 10, No. 7, 
August/Sptember 1986. 
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Residential uses generally seek cheaper land on the periphery which, unless accompanied by 
deconcentration of economic activities, leads to greater distance to places of employment and 
puts added pressure on transportation systemna and infrastructure networks. 

Hamer argues that traditional urban growth management techniques, such as height and 

density ceilings in the city center, have not altered the fundamental competition which exists 

between land uses. A twofold app, .ach is proposed: 

" 	 On a city-wide scale, deconcentration of central area activities is recommended along with 

a balanced mix of other uses. To achieve this objective appropriate levels of infrastructure 
investments-including transit systems--are suggested. 

" 	 Secondly, deconcentrated or polycentric metropolitan growth is common in the United States 
suburbs and ie emerging in most metropolises in the developed world. Similar patterns are 
also emerging and or planned in the developing world (e.g. Bogota, Singapore). 

1.2 The Evolution of Growth Management Approaches 
There has been a clear pattern in the evolution of growth management techniques 

over the past several decades. Increasingiy, these mechanisms are involving infrastructure as 

either a positive incentive for growth or a negative control. 

Zoing and regulatiom among the firs urban management tool, have had a limited affect on controling 
growth-particularly in the develop4 world. As a result, mmnn inf atruaturo-related mechanims have evolved 
over time to mad in devolopme;t oentation. 

Growth aztrol and growth mowamnt pvgram In the 1970's, cities found they could restrict the provision 
of new services s a means otoatroaling growth. If service cos for new developments we too high the cities 
restri~.d, Or postponed demdsipment approvAls. 

Shifting costs to new devwiamt In the late 1970'R and 'early 1980's, the combination of increased 
comtruction costs, higher inandg costs and reductions in grantofrom higher levels of government led to a shift 
in the burden of developient,- t- to developers and ultimate&, the beneficiaries of these echemes. This, in turn, 
led toa variety of technkqur designed to directly shift the burden ofnew svim onto fixtm beneficiaries. 

Joint Development with the PivateSe Agrowing nmnher of cities throughout the devslcplng world are 
perimanting with -varioutypesaoJont development in which the public and private sectoir ad prtiws in 

new deelopment 

In Asia, while Hong Kong and Singapore (with severe land limitations) have emphasized land 

use planning as a means of controlling urban growth, cities such as Madras, Bangkok, Manila, 

Karachi, and Bombay have tended to defer land use planning and focus on deficiencies in infra

structure provision instead. In these cities, infrastructure and housing authorities have tradi

tionally been the main instruments of public intervention. Planning agencies have played a very 

passive role. However, in neither case has infrastructure been used as a tool to channel develop

ment into desirable locations. 

This situation is not unique. In virtually all developing countries, infrastructure planning has 

largely focused on meeting service deficits rather than being used as a strategic spatial planning 
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tool. A basic lesson from these experiences is that sectoral and spatial planning and policy must 
be linked even when relieving deficits. 

In Kc PAstan, sectoral plnning oinf wtzuture ha. lsrply focumd on expansion of bulk cpedtis and 
to a lesser extent on supplying defidt area needed for ceotidation of the built-up area As a result, more than 
500,000 residential plots have only been partially developed. Of thee, 300,000 are vacant mainly du to a lack 
osupportinginbastrucbm*-particualy water. Karachi's inabilityto make miviced and affordable development 
schemes available to low incme houeholds has also led to maive growth of illegal eettlemcats in which about 
one-half of the itys population resid2L Clearly, utMure infistructure investment must be redirected towards 
a aoolidation progsm to addres this Imbalance. 

It is not within the scope of this paper to sufficiently treat metropolitan management as an 
important spatial and infrastructure concern. However, as is noted in Section 1.3.1 it is a 
continuing preoccupation of the World Bank and other donors. Over the yeara a host of ap
proaches have been attempted, including the establishment of sectoral and metropolitan devel
opment authorities, and increasingly, municipal management as the driving force behind donor 
lending programs. A common problem has been the lack of coordination among sectoral pro
grams which has contributed in a significant way to the haphazard and inefficient urban devel
opment patterns which have occurred. 

In the 1970s Metropolitan Development Authorities were perceived as an important urban 
management tool. However, concentration of authority for planning and infrastructure 
development within a single agency has not worked well. The following example illustrates the 
types of problems which emerged.' 

1.3 Principles for Growth Management 
To conclude this section, excluding many of the points made above, a number ofbroad 

principles have been drawn from a rocently published USAID document on urban environ
mental management. In essence, the document emphasizes the need to direct urban growth 
through improved mechanisms for land delivery and infrastructure investment. Among the 
guidelines suggested by the study are: 
* 	 Improving the management of public land by property inventory improved land inf-rmation 

systems and related measures; 

" 	 encouraging public-private partnerships in land development that brings the strengths of 
both sectors to bear on the delivery of adequate and appropriate lands for urban 
development 

* 	 improving or revising the regulatory and legal framework including the provision of tax 
incentives as well as enforcement capacity. 

* 	 channeling extensions of infrastructure and roads as well as the location of public facilities 
in such a way as to encourage or discourage private economic and other investment in 
desired directions and areas. 

3Metropolitan efforts inurban management, planning and inf&astructure provision are common throughout Asia 

through various metropolitan development authorities. This eMrience is well documented in Sivaramakrishnan. 
KC., and Leslie Green, Me'op/iatan Manspmen. The Asian Epeeno. World Bank, 1986. 
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a 	 providing incentives (and supporting infrastructure) for increased density and or infill in 
existing urbanized land 

a 	 encouraging community/neighborhood action efforts as part of capital assistance projects 
based on the premise that effective programs must involve community participation in 
decision making and that communities and households will invest and pay for improvements 
in which they directly benefit. 

s 	 choosing infrastructure and urban services investments that have strong impacts on 
economic growth and revenue generation potential. 

0 	 providing local and central governments with information about the range of tested 
technologies, organizational systems which can reduce capital costs and facilitate cost 
recovery for urban services. 

N providing infrastructure before development occurs, where possible, thereby preempting 
haphazard development. 

a encouraging private sector provision of urban services with increasing emphasis on an 
enabling role of the public sector for growth management and service provision. 

a integrating environmental management and protection into urban development and capital 
investment planning and programming. 

1.4 New Directions InInfrastructure Policy 
The provision of infrastructure (or failure to provide it) is a spatial planning tool that 

is yet to be fully exploited. In rapidly growing urban areas, the provision of public services can 
be used to facilitate orderly growth or thwart it depending on the existing knowledge of urban 
dynamics and the degree of investment and control exercised. 

The infrastructure financing tools described in Volume I of this report serve in an indirect but 
absolutely fundamental way to promote growth management through the use of infrastructure. 
In and of itself, infrastructure is probably the most potent tool which can be used to guide 
growth. 

Broad recommendations for the 1990s from the World Bank's forthcoming "Urban Policy and 
Economic Development - An Agenda for the 1990s" suggests that past emphasis on neighbor
hood-level projects and/or w'o. tr emphasis on city-wide infrastructure should be replaced with 
better targeted infrastructure at the city-wide level and strengthened management. Among the 
guidelines recommended are: 
* 	 targeted increases in infrastructure investment (and spatial location) 

* 	 improvements in the composition of investment such as the balance between primary 
networks and neighborhood tistribution systems 

* 	 improvements in the operational performance of investments; and 

• 	 improvements in the maintenance and rehabilitation of existing investments. 

Curitiba, Brazil, is noted as a successful example of coordinated urban management. Guided 
land development involving closely coordinated transportoperations linked with newsettlement 
development was noted as the chief reason for its success. However, the document noted that 
this process was supported by effectively applied zoning regulations and building controls as 
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well a building and land information systems to monitor growth and to support a rapid 
approval process. A development application takes just five days to process. 

The Municipality of Curitiba has established an agency for planning and research which is 
responsible for coordination, priority setting for public works and information provision. It 
coordinates infrastructure investment, multi-program reviews, and operates a metropolitan 
financial information system. 

Rcife, Brail, rreaent a wll-known but relatively undocunted effort to rationalize the useofmetropolitan 
spew. It involved a new spatial strategy for urban development, a nrw metropolitan sub-center, and oonoentra
tion of rowth on two as". The t4 (owe o imnay in abroadtr metropolitan context) was in groat need of land, 
M well as key I and services, to promote xmnmion The land management program involved major 
metropolitan m nagwmnt, planni and capital iniestomat progras. 

Metropolitan bfthructe schemes Included large scale investments li urban highway links, new urban sub
centers, housing and commercial developments, large industrial parl, and reclamation schemes that were 
designed to significantly tznem the supply of land. The 1976 development plan emphasized the strategic 
placement anduie of metropolitan s and services and the need for a metropolitan 'umbrella" 
development agen to implement it Approximately $250 million in invetnent was realized between 1982 and 
1989. 

The program was sucomaftil in the upgrading of about twn thousand housing units; the implomentation of about 
12.5 kilometers of freways and related transport, a decided impact on urban growth and the development of 
the metropolitan .ub-center-tik latter of which unfortunately did not live up to desirci expectations due to an 
unanticipated shift in the direction of urban growth. 

In the Brazilian context the netopolitan management did not sucoeed. The supporting federal ministry was 
dimolved and local authorities over which the authority had control lobbied effectively for the authority's 
disolution s well 

1.5 Infrastructure as a Leading Tool for Growth Management 
In most cities, urban roads and transport systems are likely to have a more dramatic 

impact on urban growth and land use patterns than any other infrastructure system. For ex
ample, in the 1970e a major north-south road was constructed through Jakarta. It rapidly 
became a major generator oflinear development composed ofhigh-rise, high-densitycommercial 
and hotel otructures, contributed to the lack of a clearly defined urban core, and established a 
strong north-south direction ofgrowth. Partly to correct this trend, the capital investment plan 
for the Jakarta metropolitan region in the 1980s was conceived. A key concept of the plan was 
to shape urban growth thruugh the introduction of trunk roads and water and eewer lines to 
shift growth to a more desirable east-west axi. Singapore and Curitiba, Brazil, are also notable 
applications of integrated transportation/land use planning using similar approaches. 

In Washington D.C. the development of the subway/light rail (metro) system and related trans
port facilities was carried out in such a way as to have a dramatic effect on the metropolitan 
area. Publicly-privately planned and implemented commercial and office centers have blossomed 
around each metro center and linkages with other transport modes, notably buses, have ex
panded the breadth of the metropolitan area and access to the city center and outlying centers. 
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Guided IA dewk4ex is n engly n a a u eM growth magment tool. In the World Bank sponsorod 
Tamil Nadu guled land deveko ant qretone of the key objectie wu to ovmme lnd acquisitko problems. 
In this progir a publb dewlopimnwnq formulate guidelins for development schemls. It than identifs 
a number of ropomwble privae deWlopm to =ry out elemnts of the pgram Site planning is either done 
by the public qszm' or private developers. The developes acquire wad service thb land accrding to pre
dtermined sbandards with a est-aid* arangment ot some plo1 for low-incom houeholdO. Land owners 
whing to p aticpate dirsety in the adieme have the option of gkvin the devloper authority to execute what 
is in affect a land readjugtment home on thirbehalf. After delopment, the public agency my purchase the 
low inmie plois atprearznged prks and developets awe permitted to aell the 7emainng plots as thwyamfit. 
As pad a( the publiofplvate agreement, if neomay, the public encW pants development peronin" 

the projct from twn planzmlng starndd where appropriate.Iezemptiuag 
The Toronto subway is alio an example where capital investment was combined with planning, 
regulatory initiatives, and a knowledge of land market to effecively shape land use in the city. 
Special variances and bonus incentives were enacted to encourage development near subway 
stations and to create a compact downtown financial and business district. 

The location of international airports and related transport facilities to city centers have long 
served as engines for directed urban development. Numerous examples exist throughout the 
developed and developing world (Paris-Charles de Gaulle, Cairo, Bangkok, Washington/Dulles. 
etc.) 

The effect of roads on land development is often underestimated by public authorities. The 
construction of a ring road around the metropolitan area of Kathmandu in Nepal, for example, 
had the opposite effect of that intended. Rather than defining the limits of the metropolitan 
area (with an accompanying green belt), it served to open up new areas for development. As a 
result, the city doubled in area in about ten years. Arterial/linear development to outlying 
villages was further hastened by the extension of bus lines. Similar situations have developed 
in Cairo and many other cities throughout the world. 

In virtually all cities, arterial roads commonly serve as corridors for linear development. With
out the introduction ofsecondary roads and related servicis, land consolidation does not occur. 
Rather, pockets of underdeveloped areas evolve and congestion on feeder roads and arterials 
rosult. This has been the case in Bangkok, Kathmandu, Karachi and a multitude of cities world
wide. 

The Interstate Highway Program in the United States, launched in 1953, was one of the major 
contributors to changes in the configuration ofAmerican cities. In addition to intercity express
ways, urban ringroads and arterdls carried out as part of this program led to the extension of 
large areas in the urban fringes which became more accessible to ';ay centers. Meanwhile, 
businesses, industries, and ether facilities took advantage of the low cost of land and access to 
these networks to relocate in suburban areas thus, contributing to the decay of the inner cities. 
This movement was reinforced by mortgage insuring mechanisms, enacted at the same time, 
to support the development of relatively inexpensive housing constructed in large numbers in 
suburban locations. 

The development of Ankara, Turkey was also largely made possible by highway construction 
programs aimed at stimulating its growth while restricting capital investment in the major 



cities of Izmir and Istanbul. On the other hand, efforts to resolve transportation bottlenecks 
through the construction of the Bosphorus Bridge linking the European and Asian segments 
of Istanbul ignored the land use significance of this facility. Had the invpact potential been 
assessed, haphazard growth and speculation might have been avoided and some of the 
development benefits of the bridge might have been capitalized on by the city. 

Access to telecommunications facilities and power are key determinants for the location of eco
nomic enterprises both within a metropolitan area and among cities. In Tunisia, for example, 
provision of good telecommunications and telex facilities have limited economic and industrial 
expansion to a few planned areas. As a consequence, cities with industrial development poten
tial and available but underdeveloped industrial zones have stagnated due to a lack of telecom
munications, power, roads, drainage, and othcr services. Throughout the world, in fact, the lack 
ofadequate telecommunications in many urban places has been shown to be a mqjor fector lead
ing to congestion of existing road networks for business related errands and comm'mications. 4 

Communications and traniportation systems are interrelatd and must be designc. ir. a comple
mentary way. 

Access to potable water is also a determinant of urban spatial development. It is the chief 
determinant of growth in arid cities like Karachi. It is also a factor of urban influence in places 
such as Bangkok where ground water pumping is leading to subsidence and costly flood protec
tion measures. 

1.6 Infrastructure and Related Mechanisms to Slow Growth 
The mechanisms described below can be used to limit growth to a manageable rate. 

Phaed Growth Management: Ramas-o, New York, within commuting distance frcw' New York 
City, has been faced with rapid gtowth which has strained its ability to provide urban sevices. 
To reduce pressure on its growth, the, city passed an ordinance in 1969 aimed at Pacing 
residential development. The Ramapo ordinance provided for ranking proposed developments 
according their demand on urban services. Permits were granted or postponed depending Sn 
the demand these developments would have on urban services. The approach had only limited 
success due to the difficulty of determining the true econon'ic costs of development impacts. A 
similar approach in Petaluma, California, was determined to be illegal. 

Rationing Sewerap Cap~ty Fairfax County, a suburban area of Washington D.C., has also 
experienced rapid growth. One of the means it used to slow growth has bee' to put controls 
on its sewerage treatment capacity: reduction in its sewer plant capacity, design of smaller 
plants then originally planned, design of pipe collection systems with limited capacity, etc. As 
a result of this strategy, housing construction was cut back 40 percent in the county. 

Dhmelopment barAer: In Cairo (the concept plan of 1982) military installations and 
communications facilities requiring large surrounding areas ofnon-built-up area were proposed 

4in a study conducted by the World Bank in Wk Paulo, BraA the availability of public services, especially power 
and tsleoommunicasions, ally road accm, and skilled labor, wene among the chief prioritimepreeeed by firm that 
wer making decisions about where to locate. 
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as development barriers to urban expansion in fertile end other areai requiring special 
protection. In Kathmandu, Nepal, to protect fertile flood plains, a moratorium was placed on 
public investment in drainage facilities and construction as disincentives to development. Road 
and infrastructure provision in desired development areas were proposed to promote alternative 
sites for development. In some cases the disintcenti-ves resulted in greeter hardships for informal 
settlements. 



SECTION 2
 

FISCAL AND NON-FISCAL INSTRUMENTS FOR GROWTH
 
MANAGEMENT5
 

This section concernms itself with nor-revenue related effects of fiscal instrumonts with specific 
emphasis on theit application to land planning and growth management objectives. The World 
Bank's 'Urban Land Policy: Issues and Opportunities" notes that one of the key ways the public 
sector can intervene in land markets is through the taxation of land or its improvements. A 
wide variety of tax irrruments have been used for this purpose. Property taxes and betterment 
levies are highlighted in the paper as two such mechanisms for land reform. However, the land 
policy paper also provides examples of how a vacant land tax was attempted to stimulate 
development in Taiwan and Chile; how property tax rates were designed to reinforce zoning 
in Jakarta, Indonesia; how capital gains taxes were used in an attempt to curb speculation in 
Korea. As our research hao shown, however, fiscal and non-fiscal measures must often work 
together to promote master plan objectives. 

The World Bank land policy paper recommends that the public sector design land tax 
instruments very carefully so that they either (a) remain neutral in their effects on land 
development, or (b) clearly promote desired development patterns. It should be noted that in 
many of the countries identified in the land policy paper, land taxation has not yet been proven 
to be an effective instrument of land policy. While many local governments depend on some 
form of property tax as a source of revenue, its potential is largely unexploited as a spatial 
planningtaol. !any ccuntries still use an inadequate form of property taxation based on alinual 
rental value for which tax bases are notoiously out-of-date. Properties are therefore under
valued and tax yield is limited. This provides further justification for the use of non-fiscal 
measures to reinforce tax policies. 

A select number of property-related fiscal and non-fiscal mechanisms with direct linkages to 
land development are discussed below. Each mechanism was selected because of its relevance 
to policy , mlysis in Thailand. The mechanisms selected for discussion are: 

m l1iechnism fbr Growth M man 
Abatements and Exemptio'ns 
Use Value Asesments 
Site Value Assessments 
Valorization 
Land Readjustment 

Each of these is presented in a standard format consisting of (1) Basic Description, (2) 
Operational Issues, (3) Examples, and (4) Evaluation. 

1'e World Bank's Staff Workinf Paper (No. 2W), *UrbanLand Policy Ieu. and Opportunitiuu, isone of the 
bast reLrenme on land policy related isues. Volume. I and l1 were published in May 1978. 
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2.1 Fiscal Me Ism for G wth Management 
Local and siate governments in the United States have employed four basic property 

tax mechanisras to influence the location and type of land use activity: (1) abatements and 
exemptions, (2) use value assessment, (3) site value taxation, and (4) valorization. These four 
techniques have been used as both incentives and disincentives to development. By reducing 
or increasing the cost of certain land use relative to other land uses, broad policy objectives, 
such as growth management, can be promoted. 

Property tax mechanismu have been amployed to encourage specific desired land uses such as 

job-creating industrial factories, low income housing, historic buildings, and open space. These 

fisea mechanizms have not been employed as broad planning tools to guide and control land 

use patterns throughout a local jurisdiction. Rather, American cities have ralied upon zoning 
and similar regulatory techniques to accomplish these broad purposes. 

The effectiveness of fiscal mechanisms to influence land use decisions presupposes a functional 

administration ofproperty tax. In the United Statec, where certain landowners may pay annual 

property taxes equal to 5 percent of the fair market value of their property, ieduced property 

taxes through abatements and exemptiona may offer real incentives to !andowrnrs to behave 

in ways that advance the public interest. Whether similar behavior can be motivated in develop

ing countries, where taxes are often an insignific~nt factor in economic analysis associated with 

land development, is one of the basic questvns which PADCO's research and analysis will 
attempt to address for the N&SDB. 

2.1.1 abtemet and ExemptoWs 

Property tau abatements and/or exemptions reduce or eliminate the amount of property taxes 

due from certain landowners in order to encourage them to utilize land in the public interest. 

By reducing or sometimes eliminating, property taxes the taxing authority reduces the carrying 

costs for specific land. For example, local governments may reduce property taxes to encourage 

construction of job-creating industrial factories or low-income housing, or to encourage the 

preservation of hiLtric buildings or open space. 

Property tax abatements and exempdons each reduce the effective tax. Laws defining tax abate

ment or exemption programs will usually specify amount, length of time, and eligible land uses. 

The length may range from a specified period of years to "inperpetuity". In some cases, the 

abatement or exemption will last as long as the lrud weeti the established criterion. In others, 

the abatement or exemption will decline over time. Abatements or exemptions may be adminis

tered as matters of right, i.e., landowners qualify by law or by administrative dismtion, where 

a designated agency determines eligibility of landowners for the desired abatement or exemp

tion. Sometimes, abatements and exemptions are available only within designated districts or 

sub-districts of urban areas. 
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Many US. cities and states have widely employed property tax abatements and exemptions to 
achieve a variety of land use objectives. The following are indicative of fiscal tools to motivate 
land use decisions: 

" 	Now York aly 
The city's 'Tx Incentive Program" provided partial property tax exemptions for newly 
constructed or rehabilitated commercial or industrial buildings. For new construction, 50% 
of the assessed value was exempted from taxes in the first year following project completion. 
For rehabilitation, 95% of the increase in asssed value of the rehabilitated building was 
exempt from property taxes, decreasing by 5% mmually over the next 19 years. The city 
exercised substantial discretion in 661fining which projects would be eligible for abatements, 
consideringauch factors as need ,Aor services provided by the project, employment opportuni
ties, the project's need for the exemptior, and the project's economic impact on the area. 
Rehabilitation projects were required to have costs at least equal to 20% of the existing 
assessed value of the property in order b)be eligible. 

Another New York City program, entitled j-51, encouraged rehabilitation of existing 
multiple dwelling building an well as the conversion of non-residential buildings into 
residential ones. 

A third New York City program designed to encourage industrial retention required appli
cant businesses to demonstrate that they would leave the city or not expand facilities if tax 
aid were not forthcoming. 

" 	New York State 
New York State authorizes property tax exemptions for a variety of business investments. 
Most new commercial or industrial construction or rehabilitation may receive a 50% pro
perty tax exemption the first year, which decreases by 5%in the following nine years. Local 
governments may also exempt commercial or industrial improvements from property tax 
payments for ten years. 

* 	Michlp'a 

Michigan allows loccd governments to abate the property taxes of manufacturers who replace 
or rehabilitate obsolete industrial facilities. Eligible facilities include buildings, equipment, 
machinery, furniture, fixtures, offices, and warehouses. Rehabilitation or replacement of 
obsolete facilities qualifies for a 100% tax abatement on the valne of improvements for a 
12-year period. Construction of new facilities qualifies for a 50%reduction. Land, however, 
is fully taxable at all times. To qualify, businesses must demonstrate that the proposed 
investment will create new jobs or maintain old ones in the same area. 

Through its Chapter 121A program, Massachusetts allows cities to offer a full tax exemption 
for up to 25 years on land and building for qualifying commercial and industrial develop
ment. Although Chapter 121A properties are technically tax exempt, in practice their owners 
maka payments-in-lieu-of-taxes (PILOT) to the local government. These PILOT payments 
are based on a formula establishing the tax rate at between 20% and 25%of effective gross 
income generated by the project. 
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EVskAMk 

" 	Incentives 
Property tax abatements and exemptions have never been used as a primary tool for* 
broadly guiding land use. They instead are meant to encourage the provision or 

use regulationpreservation of a narrow range of usually uneconomic land uses. Land 

remains the principal tool for implementation of land use planning. 

" Property tax abatements and exemptions have influenced the behavior of individual 

landowners to develop properties in ways desired by the public sector. 

" Disincentives 
m Property tax abatements and exemptions result in loss of tax revenue to local govern

ments, and thus make it more difficult for local governments to conduct their activities. 

Property tax abatements and exemptions are relatively easy to administer." 
* 	 Other Features 

* 	 Property tax abatements and exemptions may encourage corruption in local government 

administration, just like other public subsidy programs. 

2.1.2 Us Vakue Aassment 

Ba* Dmrft
 
Use value assessment is a mechanism by which a parcel of land is assessed at its current use,
 

rather than its fair market value-to encourage preservation of agricultural, open space, and 

other land uses that tend to be economically marginal. The reduction in taxes makes it possible 

for landowners to retain the property in its current use and thereby reduce land speculation 

and/or prevent more intensive land use. 

value asses:mentGovernments have developed and implemented three basic types of use 

mechanisms: 

- certain types of property (open space, agricultural land) qualify1. 	 Preferential assessment 

for tax abatement as long 9&the preferential use continues.
 

2. 	 Deferred/rollback assessment - recaptures taxes forgone in prior years when the preferen

tial use ends. 

are3. 	 Restrictive agreement assessments - contractual agreement in which property taxes 


abated for a specified period in exchange for a preferential use.
 

Ewmm 
Most States have enabled local governments to employ some form of use value assessment to 

preserve farmland, open space, and sensitive environmental land. The State of Delaware, for 

example, offers preferential assessments for land parcels over five acres in size that have been 

actively devoted to agriculture, horticulture, or forest use for at least two successive years 

immediately prior to the tax year in question. The state of California provides for restrictive 

agreement assessments, where landownem enter contracts with local governments restricting 

use of their property for ten years to the qualifying use. 
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Evakndon 

" 	 Incentives 
* 	 Use value assessments (a) assist in the preservation of farmland and other environmen

tally sensitive land and (b) control urban sprawl by decreasing the financial burden to 
landowners maintaining those uses. 

* 	 Disincentives 
* 	 Use value assessments oparate at the margin and do not directly address the landowner's 

los of potential profits from sale of farmland or open space for higher and better uses. 
" Other Features 

* 	 Use value assessments result in a loss of property tax revenue and may mean that taxes 
on other parcels will be higber in order to recoup this loss. 

* 	 Use value assessmento are relatively easy to administer, as long as the government has 
a functioning property tax system. 

21.3 8b Vaue Tmllo 

Baaio Dow~mo 
Site value assessment (land taxation) permits governments to assess land at its potential or 
"highest and best use" value and to levy a property tax based upon that estimate. The tax is 
imposed on the value of land alone rather than on the aggregate value of land and its existing 
improvements. By assessing land on the basis of itz highest use, site value assessment 
encourages landowners to actually achieve the most intensive use of land. 

Site value assessment shares characteristics with so-called anti-speculative or vacant land taxes 
which are imposed when the public sector wishes to discourage holding land in order to reap 
future speculative gains. Site value assessment is potentially helpful in increasing the supply 
of land available for urban development, and may even result in a decrease in land values. 

Opeat bumg 
Site value assessment operates most effectively where demand for developed land justifies public 
intervention in land market economies. Assessing vacant land according to its highest and best 
use may lead to higher than desired densities, particularly in the absence of zoning, subdivision, 
or building standards. 

Site assessment may be highly subjective, often raising questions about the public interest in 
"Vorcing"some landowners to sell land for development which could be preserved as open space. 

EMu
 
Many cities in both developed and developing countries have employed site value assessment. 
Sydney, Australia, for example, has actively enforced a cite value tax to encourage the redevel
opment of its central businew district. In order to obtain as much revenue under the site value 
tax alone as would have been collected under taxes normally imposed on land and imp ;ove
ments, the site value tax rate is three times the tax rate imposed on land and improvements. 

Taiwan has adopted a land tax program that utilizes site value assessment principles. The State 
of Hawaii impose a site value tax in which the tax imposed on improvements is progressively 
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reduc a, relative to the tex imposed on land. The redevelopment of Pittsburgh over the past 

decade has been credited to a "vacant land" tax. A propmd vacant land tax spurred develop
ment in Jakarta, Indonesia, although the implicit threat of expropriation may have contributed 
to development as well. 

Ev~ud) 
" 	 Incentives 

Site value assessment can increase the supply of urban land by increasing pressure on" 
speculators to more intensive use. 
Site value assessment encourages landowners to rehabilitate d'lapidated property.* 

* 	 D'sincentives 
" Raw land, more appropriate for agricultural use, on urban peripheries is less prone to 

development pressure.
 
" Site value taxation requires hard-to-acquire valuation information.
 
* 	 It may discourage land consolidation for public purposes, especially open space and/or 

affordable housing. 

* 	 Other Features 
* 	 Site value taxation may be conceptually difficult for legislators to accept, especially since 

it is predicated on assumed behavior rather than empirical evidence. 

2.1.4 Laid Valozradon 

Bast Doswptn 
Valorization systems (including traditional "betterment" levies) assess a fee on private land 

determ.ned, by qualitative methods, to have benefitted from public improvements. Calculation 

of the valorization fee relies on special measures of increased benefit to the affected property. 

A direct, equivalent increase in market value is not necessary for fee assessment. Furthermore 

only the actual cost of the capital infrastructure improvement is recovered, not the full amount 

of value increase enjoyed by affected landowners. Betterments, on the other hand, may utilize 

value increases as the basis for calculating amounts due from beneficiaries. 

-a kvus 
After capital infrastructure and related costs are determined, the cost "burdens"are apportioned 

to land parcels which derive "benefits" from public investments. Not all land parcels benefit 

equally from the investment (e.g., parcels with direct access to distributor roads will derive 

benefits than those without such access) and, accordingly, the share of coat borne bymore 
individual landowners will be proportionate to benefit. not to market value, acreage, or other 

factors. 

Empk 

* 	Bogca, Caloma 
Bogota, Colombia, which first used valorization in 1944, is one of the most well-known 

examples of an operating valorization system. Each valorization project in Bogota requires 

both technical and political approval. A public agency is given general responsibility for 

preparing a valorization memorandum which includes a description of the project and its 

goals, project cost, a geographic delineation of the so-called *zone of influence" within which 
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valorization charges will be assessed, and a plan for landowner participation. Typically, wide 
zones are established, within which all lots are considered to benefit equally from the capital 
infrastructure project. Thus, the per-square-meter charge will be the same, and total valori
zation charges for each landowner will vary only according to lot size and frontage, if any, 
on the capital improvement. 

Some valorization projects require a more complex method based on an individualized ap
proach to each property. Ten factors are used to allocate benefits and costs, including not 
only lot size and frontage but also topography, changes in property use, proximity to low-in
come areas, and owner self-improvement. A coefficient, or multiplier, is used to measure the 
relative weight that factor deserves. A "final coefficient" per square meter is then derived to 
reflect the summation of individual factor coefficients. 

m General Befttrmmnt Strategles 
Betterment levies may discourage land speculation if enacted and enforced in such a way as 
to capture, for the public sector, the increase in private value associated with its 
investments. There are three types of betterment levies: 
1. Levies to finance site specific public investment 
2. Levies on land value increases 
3. Betterment tax on the gain in value associated with a land use change 

Betterment levies represent a form of land value taxation which encourages landowners to 
maximize economic return from property investments. Thus, betterments could be an 

effective tool to both generate revenue (fiscal) and bring about desired changes in land 
development (non-fiscal). 

Betterment levies have been tried in many countries with mixed results. Problems in imple
mentation are usually due to weak administration and enforcement. In India, betterment 
levies have been affected by extensive litigation. They remain unimplemented in Indonesia, 
and in the Philippines, designated powers remain to be enforced. 

On the other hand, betterment levies have been used extensively to recover costs in urban 
upgrading programs in Tunisia, the Ivory Coast, and many other African countries. A road 
tax in Korea has functioned effectively as a form of betterment levy to recover part of the 
public costs of road construction. 

Evlusdon 

" 	 Incentives 
* 	 Valorization serves efficiany goals by allowing serviced land to enter the marketplace. 

It may also serve oqltiF concerns by providing low income persons with increased 
commercial opportunities and access to employment. -quitly concerns are particularly 
reinforced when valorization calculations take into account the ability of affected 
landowners to pay. 

" 	Disincentives 
* 	 "Ability to pay" may be difficult to determine since land holdings and wealth may not be 

directly calculated. 
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" 	 The financing of infrastructure which depends on valorization for cost recovery and debt 

service is ahigher "risk"due to uncertainty of collection. 
Land ownership may be difficult to determine in "informal" areas, limiting the use of" 
valorization for urban development purposes. 

N Other Features 
* 	 Enforcement and penalty charges are often needed to achieve compliance with financing 

plans. Powerful interests may resist payment. 
* 	 It is not certain to what extent valorization charges supplement other forms of public 

revenues, or merely substitute for them. To the extent they substitute, the system may 

be 	 ificimnt. To the extent they complement other revenues, then both efficiency and 

qultdy goals may be served. 

2.1.5 LaW RedJusmnt 

Bob Da~pdon 
Land readjustment, also known as "land poolingr and "land consolidation", is a land use and 

growth control technique enjoying increasing popularity in developing countries as an alterna

tive to betterment levies, special assessment districts and valorization strategies. Instead of 

assessing a special fee to pay for the concomitant costs of infrastructure, the land readjustment 

technique reserves for the public sector a percentage of the total land area of the proposed 
the public infrastructuredevelopment. Some of this reserved land is used to accommodate 

(roads, parks, etc.) while other portions of it are sold to finance the cost of infrastructure. 

Actual land ownership is "readjusted", between the private and public sector and among several 

private parties, through a physical exchange of land. Such a technique may be regarded as a 

marriage of traditional subdivision controls, traditional expropriation and public land sales. As 

such it combines fiscal and non-fiscal tools to accomplish plan objectives. 

Land readjustment was first developed in Germany and Japan, and more recently used in South 

Korea, Taiwan and Australia. Its objective is to recover public infrastructure costs associated 

with specific land development through increments in land value. In this way the public sector 

is able to plan and encourage efficient use of land, particularly in urban fringe areas, without 

regard to municipal budgetary consequences. The correlation of the costs and benefits of devel

opment is achieved on a project-by-project basis. It should be noted that land readjustment 

schemes can and have been carried out by private parties with no direct participation of the 

government. 

The land readjustment technique is designed for use in areas about to undergo development. 

When initiated by the public sector it operates much like tax increment financing in that a 

separate district is established for the purpose of defining costs and benefits of development. 

However, rather than using debt as the financing tool, land readjustment "capitalizes" current 

and projected land values to generate financing. Through private land dedication and public 

land sales the resources are generated to compensate for public aector infrastructure costs. 

While installment approaches to cost recovery have been tried, the "burden-benefit" principle 

is important to land readjustment. Land owners should assume the cost burden before enjoying 

the economic benefits of higher land values. 
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Sophisticated versions of land readjustment calculate the marginal differences in costs and 
benefits that accrue to individual parcels. Land parcels that require higher unit costs for 
infrastructure would offset these costs. Similarly, land that benefits more significantly from 
servicing as measured by increased market value could also contribute more "cost-equivalent" 
land. 

Eunpi 
One of the most instructive examples of land readjustment is found in South Korea. South 
Korea has produced a sophisticated system of land readjustment that has contributed to 
successful urban development. 

Private landowners, either singly or in groups known as associations, respond to the govern
ment's solicitation for participation in the land readjustment scheme. Most land readjustment 
activity has been organized by government. For example, in Seoul, individual and associated 
private landowners account for only 4.5% of privately-organized land readjustment, with the 
remainder organized by the city of Seoul (93%) and the Korea Housing Corporation (2.5%). 
However, the percentage of landowner-initiated projects has been substantially higher in other 
South Korean cities, with the average of 40% of all projects in K and Daego. 

Much major residential development in South Korea today is accomplished through land read
justment schemes. At the end of 1976, 186 projects involving 181,023,000 square meres and 
US$246 million has been completed, with 88 projects still underway. (Kim, Hwang, Doebele, 
1982). On average, landowners have contributed 40% of their land to provide basic land and 
"cost-equivalent"land for public improvements. This 40% can be further broken down, with 22% 
of land used for roads, 2% for parks and open space, 6% taken for national purposes, and 10% 
taken for cash equivalency and thus ultimate auction in the marketplace. The average land
owner thus received 60% of his land back in the land readjustment plan. 

The increase in value of the land returned to landowners was quite dramatic. According to 
statistics assembled through the Ministry of Construction, the average increase in value after 
completion of the land readjustment plan was 6.8 times in Seoul (1967-1975), 2.7 times in 
Daegu (1969-1975), and 2.5 times in Gwang-Ju (1968-1975). 

0 Incentives 
" Basic land readjustment is designed to assure that land developmebt "pays its own way" 

so that government is not saddled with the burden of paying for infrastructure services. 
• 	 Land readjustment has the great advantage of leaving the original landowner in place, 

both geographically and in terms of basic quantity of land. 
* 	 Through cross-subsidization, the calculation of costs and benefits can include broader 

redistributional goals. The political and economic efficiency of such innovation in land 
readjustment will necessarily depend on the realization of increased value for retained 
land upon completion of the readjustment. 

E 	Disincentives 
* 	 Provision of public amenities in land readjustment projects may be sacrificed in order to 

keep infrastructure costa down. In South Korea, there has been some pressure to keep 
parkland and open space to a minimum in land readjustment projects 
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* 	 Land readjustment may cut against innovatiou and risk to the extent it is seen as 
threatening certain and steady increases in land value automatically accruing to 
landowners in the marketplace. Landowners frequently favor certain little gains to 
uncertain big gains. 

a Other Features 
" Land readjustment requires sophisticated administration. For many countries this means 

the training of officials conversant with land appraisal techniques and real estate 
development economics. This may not totally eliminate the basic complexity of the 
system, which ham been the subject of some criticism. 

* 	 Public information/community education is a precondition to successful implementation 
of land readjustment approaches.
 
A significant time period will usually be required to accomplish land readjustment. In
* 
South Korea the average time for final "readjustment" is six years. 

" Land readjustment works best in markets with a herlthy demand for serviced land. This 
explains the success of land readjustment schemes at urban fringes where development 
is spilling over from the central cities. In rural areas where demand is not so great, land 
readjustment has been less successful. 

2.2 Other Fiscal Mechanisms: Selected Cam Studies 

2.2.1 Compre.hav Land Tom: KA 
The Korean comprehensive land tax was designed to address problems in Seoul which 

are similar to those confronting Bangkok today. The comprehensive land tax was a very strong 

public intervention to address problems associated with speculation which contributed to the 

problem of insufficient housing. 

PrbU=m Land prices in major cities in Korea, particularly Seoul, are so high that even upper

middle-income persons cannot afford to purchase a small apartment. In 1989, a study showed 

that the increase in urban land values was equal to all of the wages earned in the country 

during that year. Testimony at a congressional hearing reported that 5%of the land owners 

own more than 60% of the land in Seoul and that 18% of the total land in Korea is owned by 

only 1084 corporations and individuals. The wide publicity given to this data created a great 

deal of polical pressure to control speculation and the seemingly endless rise of urban land 

prices. 

Attmptid Siution: A new Cmpr laveLL T was passed in the summer of 1990. It has 

four major features: 

1. 	 Land Owmrship Ta This tax is imposed on the individual instead of the property. A 
central computerized system of land registration, monitored by the Ministry of the Interior, 

has been esthblished to determine how much total land is owned by any individual in each 

major city. (There are heavy criminal penalties for using-nominal ownerships--that is, false 

names to conceal the true owner.) Above a specified size, there is a special annual ta-z on 

the fact of ownership alone, that becomes progressively more burdensome. 

Property T= Since the 1960's the property tax has been heavily weighed to impose 

heavier taxation of industrial sites in the main metropolitan area (to encourage industrial 
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decentralization); on "lavish uses" like golf courses and luxury vacation homes, and on 
vacant or under-utilized land. 

8. 	 Tmox on Land Tranmsm: For over twenty years there has been a nominally heavy 
tax on capital gains where property is transferred. However, assessments have been low 
and there have been loopholes. The new act tightened this system. 

4. 	Acquistion and Emglsbzstlon Tam: These now have a rate of about 5.6% (much higher 
than most countries) and represent about 38.6% of the revenues of local governments. 
Acquisition of land by corporations for "lavish" and non-productive uses have rates as high 
as 7.5 times the basic rate. 

Evaluatlon: The new tax on the amount of ownership is intended to penalize land speculators 
(corporate and individual) without burdening ordinary land owners. The proposed tax revenues 
from the comprehensive Land Tax system are estimated to be about 2.6 times more than pre
1990 level. A simulation done of two leading corporations showed that they would be liable for 
five times more property-related taxes under the new system. 

2±2 Capital Gains Tom: Nepal 
Taxes on land value increases at the time of property transfer is a form of capital 

gains tax. Such a tax is usually administered by a national agency rather than a local 
government and is not generally earmarked for any location-specific use. 

In Nepal, a surtax on the land transaction tax in the Kathmandu Valley was considered as a 
possible revenue generatingresource to plan and finance secondary road development. However, 
it was not implemented. In india, the capital grins tax has not yet proven to be effective due 
to under reporting of values and evasion. An c valuation of capital gains systems in Malaysia, 
the Philippines, Sri Lanka and Bangladesh wiere also not found to be effective for similar 
reasons. On the other hand, real estate sales taxes, such as that in South Korea has proved to 
be an excellent source of revenue for local authorities. 

2.2.3 	 Laid Tax (Proposed): Japa 
Japan's recent proposal to enact a national land tax is aimed at reversing speculation, 

stabilizing land prices, and enablingmore households to gain access to property. Business lobby
ists have argued that a high tax on property prices, rising interest rates, and an official cam
paign to limit loans for real estate speculation may result in decreased land values but could 
result not only in the collapse of the real estate market but financial markets as well. Their ex
tensive lobbying has resulted in revised legislation to lower the proposed tax on business owned 
property from 1 to 0.2-0.3 percent. The oppceition of powerful, vested interests is seen as a 
major obstacle to any significant change in the system of urban land taxation. 



SECION S
 

PLANNING AND REGULATORY INSTRUMENTS
 

Virtually all countries have adopted planning and land use regulations as instruments of land 
policy. In Thailand, as in most developing countries, experience in implementation of these 
mechanisms has been mixed at best. Land use planning is the most traditional means of 
establishing a framework for land use decisions. Planning maybe undertaken at various levels 
of detail. Both British and French systems are based on extremely detailed land use, transporta
tion, and density plans, none of which have been particularly successful in developing country 
settings. Some commonwealth countries such as Singapore, Malaysia, and Kenya, however, have 
shown results due to a clear public commitment to planning and regulatory control. 

Guide plans in Brazil's medium and sm~aller sized cities are murti more simplistic. In such cases 
gross areas are identified as suitable fbr various land uses which, in turn, serve as a basis ior 
on-going decision making. According to Rividn the following flexible guidelines are suitable to 
most developing country situations: 
" a clear statement as to the goals and objectives for land use and facilities 

" forecasts on population and economic trends and an assessment of physical needs 
" generalized land use and transportation guidelines 

" functional plans and programs which identify sites and capacity for public services 
" guidelines for ttaging, timing, and linkages between investments 
* implementation guidelines involving legislation and public-private action 

The effectiveness of plans on day-to-day decision making is an important issue. This will partly 
depend on its linkage with capital investment, credit, and other public policies. If this is not the 
case, planning will become a largely academic exercise. 

Land Use regulations are defined as "technical, legal, and financial norms and rules requiring 
given types, standards, and phasing of development on land at a plot, neighborhood, or city
wide scale. These most commonly include: building regulations, sub-division regulations, and 
zoning. Underlying all three is the issue of standards; the correct application of standards will 
have a crucial impact on the effectiveness of land use regulations as a whole. 

Codes and standards are generally preventive rather than pro-active. In Turkey and common
wealth countries they are a component of a master plan. In Latin america they are separate in
struments administered by local building departments. In almost all cases, they are not effective 
and prove difficult to administer. 

A common problem is that land use and building regulations were often imported from other 
country situations which are not well adapted to developing countries: standards that lead to 
unaffordable development, inappropriate street widths, inefficient use of land, etc. As a result, 
these rules are often ignored or circumvented. The World Bank, for example, has questioned 
the land control law adopted for Bangkok noting that the law is based on conventional western 
style zoning and not local conditions. 
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Throughoutthe developing world, efforts are now being undertaken to render regulatory instru
ments more suitable to actual conditions. Sites and servicea and upgrading programs, sponsored 
throughout the developing world helped shed light on regulatory problems and aiTordability 
conflicts. However, correcting these problems will be a long and expensive process. 

In addition to clear problems of inappropriate standards that result from many developkig 
country regulations, is the problem of administration. This function is most often delegated to 
municipal agencies which do not have adequate staff and resources to implement them. Proce
dural requirements of existing adminitrative sytems also result in corruption as well. Even 
appropriate regulatory systems would thus require adequate levels of resources and as well as 
higher pay scales.to maintain qualified staff. 

Summary istues of concern often include: 
i Inadequate linkage between land use regulation and broader urban development concerns 
" Inadequate correlation between the regulations and the existingrealities of urban social and 

economic conditions 
* 	 Inflexible and unaffordable planning, environmental, and building standards which cannot 

be supported by the majority of businesses and residents 

Regulatory instruments are based on the premise that without public intervention private land 
market mechanisms alone are not likely to produce an efficient or equitable usc of land resour
ces. While this is certainly the case, an unenforceable regulatory environment cannot serve to 
bring about these desired objectives. 

Even the most limited planning and control effort must be based on information. This should 
include records on existing land use, development density and ownership, physical information 
(e.g. soil and geographic features), locations and capacities of existing utilities and services, 
socio-economic characteristics, land prices, etc. While information technology is now enabling 
countries to acquire and manage data more efficiently, most cities still lack sufficiently accurate 
and up-to-date data thereby inhibiting application of regulatory techniques. 

According to the World Bank Urban Land Policy paper, the following objectives should be pur
sued by government in any land regulation and control system: 
a Efficiency: ensure that there is a sufficient supply of affordable land available for all neces

sary urban activities and that these are appropriate accessible to one another. 

i 	 Health, Safety, and Welfare, protect the public through standards that limit over densifica
tion, provide for adequate utility design and capacity, safe buildingconatruction and environ
mental quality, and other measures to maintain an appropriate quality of life. 

i 	 Equity: intervene on behalf of the public to ensure that no segment of society is denied ade
quate access to other activities (e.g. employment) or urban services. Protect the rights of 
land owners against arbitrary government or private action which would diminish the utility 
or value of land. 

* 	Adaptability: ensure that urban patterns can readily change in response to evolving popula
tion and conomic pressures. This should provide for expansion of services and activities, 
but petimit conservation of areas beneficial to the community at large to be preserved. 

i 	 Conflict Resolution: resolve conflicts bttween competing objectives and uses. 

http:scales.to
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The land policy paper argues that land use problems resulting in high density ill-serviced land, 
distant displacement of low income housing, extreme congestion, etc. can only be resolved 
through some form of governmental intervention. The study argues, however, that traditional 
land use planning regulation and control are not the instruments of choice. Rather, emphasis 
is suggested on *tools"associated with direct public capital investment and fluance. It notes that 
governments need to be convinced of the "development-shaping" power of these tools and the 
need for selective application of regulatory instruments with more limited but useful potential 
to help carry out desired development policies. 

The World Bank's paper on land policy concludes that 'techniques" are not the answer to land 
use control. It stresses the need for quality of personnei in any government intervention, the 
need for clear government commitment, and necessary resources to be devoted to both invest
ment and administrative measures required for this purpose. 

Though not a direct objective of controls, regulatory approaches do have land value and fiscal 
implications which should be considered as part of a development control strategy. If, for ex
ample, designated type and density limitations are taken seriously by the market place., they 
have a direct affect on land prices and fiscality. Ao such, they become part of the public sector's 
"tool box" for helping to achieve the objectives noted above. 

In this context, this paper has restricted itself to two tools of possible interest to Thailand; 
Incentive Zoning and Enterprise Zones. Such techniques can be used to help bring about desir
able changes in land use. 

3.1 Incentive Zoning 

B~ Dff" 
Incentiwe zoning is a regulatory land-use technique through which local governmenits legally 
ease restrictions in their zoning or subdivision control laws in exchange for comlpensation or 
concessions from private real estate developers. Incentive zoning may also be used to encourage 
desirable types ofland development in designated, usually undeveloped, geographic areas. The 
ability of local government planners to iiegotiate a fair and just agreement which advances the 
government's tot development strategy rather than concentrating exclusively on a single 
development site, is one of the powerful advantages of incentive zoning. 

Incentive zoning creates financial incentives which encourage creative solutions to land use and 
development issues. However, incentives can only work effectively if there exists a clearly de
fined standard against which the variation can be measured and its monetary "value" calculated. 
The incremental cost to the public of the requested deviation can then be offset by an equival
ent incentive payment. The developer's payment may take any of the following forms: 

i Cash 

• Amenities 
* Infrastructure 
* Social 

" Development Support 
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In the latter instance, the developer may be offered an incentive to provide on- or off-site facili
ties which can support community revitalization, economic devclopment or environmental pro
tection objectives. 

Obviously, the developer must perceive the equity of the incentive payment provision for it to 
work effectively. Incentive zoning is a positive tool for growth management, not a means of ex
acting excessive payments from private developers. The normal benefits offered to developers 
under incentive zoning schemed are: 

" 	 Density bonuses 
* 	 Height, setback and coverage waivers 

* 	 Use waivers 

Formulas to calculate the compensation needed to offset the "cost' of each variance from the 
a3tablished norm are essential to an equitable system of incentive zoning. 

Ope al Mes 
Once an effective standard has been established, the permitted incentives and their costs may 
be identified by the local jurisdiction. This requires a fairly sophisticated approach to develop
ment economics and an in-depth knowledge of the local real estate market. Few local govern
ments have the capacity to institute incentive zoning without outside assistance. Incentive zon
ing may be established as a *matter of right, in which each permitted variance is identified and 
costed in advance, or it may be set up to permit close interaction between the public and private 
sectors to assure an equitable solution. The discretionary approach may be preferred if the time 
and expertise of the staff permit. The "matter of right"approach may use cost figures which are 
only averages of city-wide impacts, reducing the capacity of the government to use the tool as 
a true incentive to guide growth in varying sectiorz af the city. 

Exmple. 
Local governments in the United States and Great Britain have used the incentive zoning con
cept with good effect. New York City has used the tool to generate a significant amount of pub
lic amenities, estimated as between 1-4 million square feet in exchange for 12 million square 
feet of 'bonusable" office space. Miami used incentive zoning to encourage retail activity at 
street level, while Cincinnati granted incentives in exchange for historic preservation of im
portant structures. In England the "planning gain' approach is designed to achieve gains for 
the public from private development activity. Gains have included roads, sewer and water pipes, 
bike paths and other community facilities. 

Evaudon 
* 	 Iznnvy 

* 	 Infrastructure can be provided by the private sector at no cost to the local government. 
* 	 The overall local development strategy can be pursued a an element of every incentive 

zorng decisin. 
a Dihnote vs 

* 	 Undesirable projects may be approved on the be;a of the compensation rather than on 
its fundamental merits. 

* 	 The requirement of an effective regulatory control system is a condition precedent to its 
use. 
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0 Otbsr Feabme 
* Negotiation and bargaining are formalized. 
* Skilled staff are needed. 

3.2 Entipr Zone 

BuWO Dnaof 
Enterprise zones, and other economic zones ouch as export processing or special development 

zones (e.g., Eastern Seaboard Economic Development Zone) are geographically designated areas 

within which government relaxes or waives land use and tax requirements in order to promote 

development activity. By combining techniques such as incentive zoning and tax abatements, 
an enterprise zone can be an attractive and profitable place to do business. In the U.S."theory" 

of enterprise zones, when the private sector provides basic on-site infretructure, the cost is 

treated as an investment tax credit. There has been very little actual practice with economic 

iwnes in the U.S., although some State governments have co-opted the term to broaden the tra

ditional concept of redevelopment districts. 

Similar to inentive zoning in that it depends on the existence of strong laws and regulations 

(and their waiver) as the means of promoting broad economic objectives, enterprise zones ope

rate boat in either a highly regulated or a highly fragmented environment. The ability to 

achieve a comprehensive waiver ofspecified laws and regulations merely by moving into a speci

fied area is ascumed to be a real incentive. 

opwaomm 
In local governments with a functioning property tax system, strong regulatory controls and 

other permitting requirements, the concept of an enterprise zone with its "one-stop-shop" ap

proach to deregulation is compelling. But the ability to arrive at a consensus of what may be 

waived requires a great deal of public debate and intergovernmental coordination before it can 

be implemented. Defining the boundaries of an enterprise zone is also a highly technical deter

mination since it will enconpass both existing businesses (which thereafter would be exempt 

from taxes and other requirements) as well as open land suitable for business expansion and 

relocation. Marketing and managing the enterprise zone requires very competent staff, with 

skills much in demand in the private sector. 

EWmpW
 
Great Britain has the most complete and useful approach to the designation ofenterprise zones, 

although the special incentives granted to foreign businesses operating in some of China's cities 

may, in time, serve as another example ofthe benefits ofeconomic zoning. In 1981 England des

ignated 11 enterprise zones and offered exemptions from property and capital expenditure taxes 

to commercial and industrial interests which would locate in the designated area. An additional 

incentive was the promioe ofreduced government demand for statistics. Which of these was the 

greater incentive has not yet been assessed. 

The State ofMaryland, in the U.SA, has established criteria for the designation of local enter

prise zones which include poverty, unemployment, declining property values, etc. The "redevel
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opment orientation of that approach is apparent. Tax credits and acess to loan on concession
al terms are only two of the types of benefits which are offered to locating industries. 

EvduLaOn 
* 	 Imentium 

" Concentrated attention can be paid to a defined area and the local government can con
serve its resources.
 

" 
 Economic zoning can assist in directing growth and investment to specific areas/develop
ment corridors. 

* 	 There ma) be no 'net gain in investment, only a shifting ofthe locus of business activity 
from one area to another. 

* 	 Managing the zones is very labor intensive and costly. 
o 	 Other Fmeb . 

* 	 Major subsidies are needed to encourage relocation and business expansion in depressed 
areas. 
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