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Differences in land prices between regions due to capitalization of local government finances

EBISU Miwa* (Doctoral program, Graduate School of Urban Environmental Sciences, Tokyo Metropolitan
University)
MATSUMURA Toshihide (Shukutoku University)

Land prices largely depends on the characteristics of each area such as transportation convenience, residential
environment, and city planning regulations. However, other than such area-specific factors, the land prices are
affected by the public services and taxes of each municipality.

In the field of economics, there is a capitalization hypothesis that public services and property taxes capitalize
into land prices. In Japan, many empirical studies have reported that these capitalize into land prices. However,
there are not many studies that have examined the differences in degrees of capitalization by local public goods or
finaces between regions. So, we examine the degree that the local public goods and local finances capitalize into
land prices by regions.

In this paper, the land price function is estimated using panel data for each basic municipality. In the metropolitan
employment area (MetEA), the community infrastructure and land conservation sectors have a strong positive
impact on land prices, however, in the areas other than the special wards of Tokyo, these sectors have no
significant impacts on land prices. The welfare sector has a strong positive impact on land prices in the
micropolitan employment area (MicEA) and non-urban employment area (NonEA)s. The education sector has a
negative impact on land prices in all areas. The local public debts, in the MetEA, have a strong negative impact on
land prices, however, in the MicEA and NonEA, these have no significant impacts on land prices.

Keywords: Land price, Capitalization, Local government finance, Local public debts
JEL classifications: R32,R51, R53
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