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Abstract

This article, based on a case study of Kobe city just before and after the great earthquake,
examines the necessity and effectiveness of incorporating variables that represent the
characteristics of local societies, such as income and social wealth, into an analysis of land
price differences using the hedonic hypothesis. The authors conclude that income levels may
contribute to the land price difference between localities and suggest including these
characteristics in the compensation process for reconstruction and development projects

planned in the area just after the great earthquake.
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1. Purpose of this Study

To carry out a city planning project, plan formulators and constructors are required to
(1) adjust land ownership with landowners, (2) provide compensation if ownership is
transferred, and (3) set the reduction rate of site areas during land readjustment. When
all of the problems are integrated into the trade-offs among plan
formulators/constructors, landowners and leaseholders during the adjustment of land

ownership, the basic issue becomes land valuation.

In general, land valuation for a city planning project is carried out by two methods. One
is the cost approach in which calculation is performed on the basis of project cost. The
other is to compare land prices with information from completed transactions in the area
(the sales comparison approach). However, the two indices generally disagree. That is,
there is no guarantee that the injection of project cost will be evaluated on the market.
As the quality of city planning increases, external economic factors become increasingly
influential; as a result, the possibility of disagreement between the land values given by

the two methods increases.

In the reconstruction projects after the Great Hanshin—Awaji Earthquake, in some cases
where high-standard urban roads had been authorized in city plans and large-scale
municipal parks were planned, consensus building among interested participants
became difficult. This was because of a deviation between the reduction rate of the site
area, which is based on the expected land price increase assumed by the plan formulator
using the estimated project cost as an index, and the reservation price assumed by the

landowner.



Such situations are to be expected in actual city planning projects. Land valuation is
expected to provide basic information used to realize consensus building, while
adjusting land rights among the relevant parties during the city planning project.
Accordingly, land-valuation results should be of a standard precision, and should be

stable and universal.

In particular, in the city planning area, due to reasons such as the change in the
comparative advantage of the area as a whole along with changes in expected returns in
the future, the market condition deviates from the equilibrium condition. Furthermore,
if individual related acts such as building a consensus are assumed, not only the space
structures but also the social structure of the target area must be considered
simultaneously, and detailed information gathering is required. In particular, in order to
use land price information as a basis for the adjustment of land ownership, the stability
and universality of the information supplied by the planning authority are important in

realizing a consensus (Figure 1).



Formulation of city
planning project

Consensus
building

Project scale

Planning

authority +—— Adjustment of land l‘ightS—-b- Landowners

l

* Compensation of site

*Town readjustment
project:Reduction of site
area

* Stability
4 * Accuracy

*Universality

The sales comparison approach
*Preparation of # The cost approach
comparative table # The income approach

A

*Land Price Function
: Hedonic Approach

Figure 1. Relationship between formulation of city planning and land

valuation

Formulation of city planning project, consensus building, project scale, planning
authority, adjustment of land rights (ownership), landowners and leaseholders,
compensation of site, town readjustment project, reduction of site area, land valuation,
stability, accuracy, universality, preparation of comparative table, the sales comparison

approach # the cost approach # the income approach, land price function.

In postdisaster reconstruction projects, the land market condition deviates from the
equilibrium condition due to the disaster. Furthermore, the land market then starts to

converge toward the equilibrium condition in which a new image of the site in the
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future is assumed, after the establishment of a city planning project (Ono, 1989). In
addition, the fairness of a single reconstruction project, as well as the integration of the
project with other projects as a whole to include several project areas should be secured.
Accordingly, both the temporal stability of the project progress, and spatial stability that

expands over several projects should be ensured concurrently.

The reconstruction project is, in one sense, disaster restoration, but it is also a huge
development project, as history indicates. If the target area is an existing urban area, it
is a complete redevelopment project. For the aim of directing the urban structure to be a
publicly desirable one, it is natural that public funds be injected; therefore, intervention
accompanying ownership transfer and compensation will naturally occﬁr for the land

that is the property of individuals.

Here, if reconstruction that takes account of social characteristics unique to each area is
pursued, the most important issue for promoting the smooth progress of the project is
whether effective treatment can be carried out in each area and whether fair treatment

can be carried out between areas.

Therefore, it is extremely important to establish a land price function in which local
characteristics are considered in detail. In general, when land price or ground rent is
analyzed by the hedonic land price function, an equilibrium market is assumed
(Morisugi et al., 1986; Hidano ef al., 1992). Many previous studies targeted areas of
high demand where the population conglomerates, and did not consider the differences
in the income level and preferences of the land buyers between the study areas. In

addition, Hayashiyama et al. (1994) demonstrated the dependence of excessive






