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"Why would government
force landowners to sell their land  to lessees?
Hawaii is unusual in chat a large percentage of its housing is on leasehold land. The homeowner owns the house but not the land. Most of this leasehold residential housing is in Honolulu.
Residential leasehold wasn't a major factor in Hawaii's housing market until after World War II. During the early 1960s, nearly seven out of every ten new single family houses were built on leasehold land. By 1975 some 30,543 owner-occupied units in Honolulu were on leased land; 85,265 were on fee-simple land.
In other countries-such as Israel and Singapore-where residential land leasing is common, the government typically is the landowner and usually the land rents are artificially low. In contrast, nearly all les.50rs in Hawaii are private parties. When leasehold was at its peak, the Bishop Estate, the largest private landowner in the state, had most of the residential leases, followed  by  the Castle  Foundation,  the  Castle  Estate  and the
Campbell Estate. Absent legal restraints, nongovernmental landowners generally will charge market land rents.
For a variety of reasons, these landowners opted to lease rather than to sell their land. In the case of the Bishop Estate, a major factor was that the trustees feared the loss of the estate's tax-exempt status and the ensuing requirement to pay federal and state capital-gain taxes.
Once attractive. In the 1950s, 1960s and early 1970s, if a fee-simple home wasn't available, buying a leasehold home didn't seem coo bad a deal. Because houses built on leasehold land cost less than identical ones on fee-simple land, home buyers could either make a smaller down payment or, for the same price, buy a larger home. The typical 55-year lease with rents fixed for the first 30 years at affordable levels didn't seem unreasonable. For example, the land rent on a typical home in Kamiloiki Valley in Hawaii Kai was fixed at less than $13 a month for the fuse 30 years.
Why were land rents so low? The simple answer is that when lease rents were first set no one landowners or lessees imagined how land values would appreciate in Honolulu.
It all seemed too good to be true to the lessees, and it was! Lease rents eventually had to be renegotiated. Despite a state law passed in 1975 to regulate how much ground rents could be increased, the new rents were more than ten times the old rents. Lessees who acquired their leasehold homes nearly 30years earlier suddenly faced huge jumps in payments at a time when many contemplated retirement and lower incomes. All of a sudden, leasehold housing didn't seem so attractive. Paying market rent is a bit like buying the land outright on an installment plan, except that when you buy the land, the mortgage interest is tax deductible. Lease rents are not tax deductible. This makes leasehold housing more expensive than fee-simple   housing.
Also, installment notes eventually get paid off, whereas lease payments not only never go away, they continue to increase  periodically.
Some lessees who can't afford to pay the ever-increasing rent indefinitely are forced to sell their homes, but at a reduced price due to the higher lease rent. Frustrated by the situation, lessees banded together to demand that government force the lessors to sell them the land outright. Most landowners wanted no part of this. Some simply did not want to sell. Others said they didn't mind selling, but doubted
that judges and juries would set a fair sales price.
Who gets the appreciation? In a nutshell, the resulting (ongoing} struggle between landowners and lessees is over who gets the lion's share of 30 years of appreciation in land values. One Bishop Estate trustee accused the lessees of trying to steal Bishop Estate's land. Lessees, of course, see it differently.
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''Go AHEAD AND SPLIT THE BABY?
WHAT KIND ANSWER IS THAT?


Corky
In 1967 the State Legislature passed a law allowing the Stare to condemn residential land under single family homes and then sell it outright to the lessee owner-occupants. The constitutionality of this landmark legislation was upheld by the U.S. Supreme Court in 1984 and the Hawaii Supreme Court in 1985. Since then, nearly 14,000 leasehold single-family residential lots have been converted to fee simple, either through direct negotiation between landowners and lessees or through condemnation proceedings. As of 1992, only 4,600 leasehold single-family residential lots remained in Honolulu. More­ over, since the passage of this law, no new leasehold single-family residential tracts have been developed in Honolulu.   Although the
U.S. Constitution requires sellers to be compensated justly when properties are condemned, the Bishop Estate and other landowners insist that these forced sales have not resulted in fair compensation to them. Lessees argue just the opposite. Thus far, no one has established conclusively that the compensation has been anything but "fair."
Land Reform.   This so-called "land reform" law applied only to
owner-occupants of leasehold single-family houses. Leasehold condominium and co-op apartments and townhouses were not included. In 1991, the Honolulu City Council passed a measure patterned after the State's land-reform law, thus enabling over 20,000 owner-occupants of multi-family leasehold dwellings to buy the fee interest under their homes. Bishop Estate has challenged the legality of this measure.
Why have both the State of Hawaii and the City and County of Honolulu taken the side of the lessees? After all, weren't all those lease contracts voluntarily signed years ago? Didn't all subsequent buyers understand they were buying leasehold rather than fee interests? Indeed, the answer to these last two questions is "they should have." Thus, one can argue that governments shouldn't be favoring one side against the other in this private dispute over clearly defined property rights.
However, tens of thousands of owner-occupants of leasehold single-family houses and condominiums in Hawaii constitute a powerful interest group that elected officials simply cannot ignore. When the proverbial gorilla asks for your lunch, it's hard to say no. In this case, it was someone else's lunch and that made the outcome even more predictable. Government surely would have stayed out of this matter
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If only a few lessees had been involved or if the property in question had been anything but voters' homes. There is something upsetting about owners being forced out of their homes.
There also is a sound economic reason for eliminating leasehold housing, even where landowners are unwilling to sell. In the political fight over who will gain the benefits of land price appreciation, both landowners and lessees already have spent countless hours and millions of dollars in public relations, lobbying and legal fees. Their expenditures represent pure economic waste since none of these efforts increased total production or income in Hawaii. These resources surely could have been spent more productively. Unfortunately, as long as leasehold residential housing remains a significant feature of housing in Hawaii, these unproductive activities will continue. Forcing landowners to sell is the quickest (but perhaps not the fairest) way to end them once and for all.
Alternatives.  Are there alternatives to involuntary conversion?
So1ne suggest rent control on land, which would benefit lessees at the expense of landowners. This would especially appeal to lessees with little interest in buying, such as many retirees. Land-rent control already is available to owners of leasehold single-family homes, but it has not solved the problem of increasingly unaffordable land rents. And it was not available at all to owners of condominiums, co-ops and town homes. The Honolulu City Council passed a ground-rent control measure in l991 which Bishop Estate also has challenged in court.
Critics of rent control argue that it would depress economic returns co landlords and thus discourage the development of housing. This argument has long been used against the regulation of apartment rents. There is, however, a major difference between the regulation of apartment rents and the regulation of rents on land under housing. The depression of economic returns to rental apartment owners after the imposition of rent control would indeed induce potential investors to steer clear of rental apartments; the supply of rental housing would thus be reduced. By contrast, the supply of land cannot be reduced by rent control since the land is already there. Lease-rent control also would encourage landowners to convert their leasehold-residential land to fee simple without resorting to costly condemnation proceedings.
Aside from the basic question of fairness, the major problem with land-rent control is the high cost of administering the program. The bureaucratic machinery needed to settle disputes, determine the initial lease rents and subsequent market rents at renegotiation, and certify eligibility for the program is likely to use larger amounts of public resources than proponents envision. Also, since mortgage interest is tax deductible while lease rents are not, leasehold increases the cost of housing to homeowners.
Why should the state and local governments help residential-land lessees in Hawaii buy their land outright? Simply because leasehold­ residential housing increases the cost of housing, inevitably encourages unproductive self-serving activities, and, in the long run, is politically untenable.
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