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2.1
National context

The following section provides a description of the general economic, demographic and development situation in Armenia.

2.1.1.
General overview

Armenia has had to deal with challenges over and above what has been experienced by other countries undertaking the momentous transformation from a Soviet, command economy to a liberal free market. These have included:

· a significant conflict with Azerbaijan and the issue of Nagorno-Karabagh;

· destabilising local fighting in neighbouring countries;

· the effects of an economic blockade;

· a devastating earthquake;

· exceptionally harsh winters over 1992 to 1994.

These calamities have exacerbated the economic dislocations which have accompanied the transitions in other countries, leaving deeper economic scars, exhibited by a precipitous drop in GDP, plummeting living standards, widespread poverty, severe hardships (especially during the winter months), low levels of foreign investment, shortages of basic inputs, and significant out-migration.

Fortunately, the most recent years have shown a turn-around. Regional conflicts appear to be abating. Meanwhile, the Government of Armenia has diligently pursued an economic structural reform agenda, resulting in sustained GDP growth, low inflation, significant progress in privatisation, price liberalisation, and momentum to tackle further challenges.

In light of the above context, several points bear emphasising.

Armenia does possess some important positive characteristics in light of the challenges that lie ahead of it. The Armenian population is relatively culturally homogeneous and displays a high level of social solidarity. The quality of its human capital is also comparatively high, and its relatively cost-effective labour force is an important factor contributing to optimistic forecasts of continued economic growth. There remains the remnants of an architectural, engineering, scientific, and design and construction capacity (though dwindling, as a result of lack of jobs and the migration of such expertise to other countries where such skills are more in demand and better compensated). There is an acknowledged system for training professionals in architecture and design and related policy issues. Donor interventions, particularly from USAID, appear for the most part to have been well-targeted and several fruitful projects, most notably the components of the ICMA (International City/County Management Association).

On the other hand, Armenia also faces significant problems. Poverty levels remain high, which, on an individual/household level, deprives people with the means necessary to generate wealth and build equity for their futures, while on a national level, paralyses a portion of the country's human capacity. The institutional capacity of the government and private sectors to carry out proposed initiatives is still developing.
2.1.2.
Population

National population statistics

Table 1: National population and by regions

	
	Number of population

‘000s
	Territory

sq.km.
	Density

People/sq.km.
	Number of

Communities

	Republic of Armenia
	3759.8      
	29743
	126
	919

	Yerevan
	1248.7
	210
	3547
	1

	Aragatsotn
	161.7
	2755
	59
	115

	Ararat
	302.1
	2003
	151
	97

	Armavir
	314.0
	1241
	253
	97

	Gegharkunick
	255.8
	3655
	70
	92

	Lori
	391.7
	3791
	103
	113

	Kotaik
	327.1
	2100
	156
	67

	Shirak
	357.6
	2679
	134
	119

	Syunik
	161.4
	4505
	36
	113

	Vayots Dzor
	69.7
	2406
	29
	44

	Tavoush
	170.0
	3120
	55
	62


Source: Republic of Armenia, National Report, “Habitat II” 1996

Migration
Table 2: Dynamics of Armenian Migration, 1991-1995 (in ‘000s)

	
	1991
	1992
	1993
	1994
	1995

	Yearly net migration
	101.5
	139.1
	240.6
	131.6
	63.9

	Cumulative net migration
	101.5
	240.6
	481.2
	612.8
	676.7


Source: United Nations Development Program, Armenia: 1996 Human Development Report
This data was the result of a special study conducted to determine the rate of migration from Armenia during the period in question. Our study is attempting to find an update of this information, although the general consensus seems to be that the cumulative net migration figure is currently not less than the figure in 1995 (that is, 676,700). It should be noted that in official population figures, for example of total population (at January 1, 1997: 3,787,000), what is counted are registered residents, which would include those individuals who have migrated out of the country in these recent years to seek work, usually in the near abroad (67% in Russia).

2.1.3.
Economic indicators

Main indices characterizing the present social-economic situation in the ROA in January-September 1998 are as follows:









1998 

% in Jan-Sept 1998, 

Jan-Sept 
as compared with

Jan-Sept 1997




_____________________________________________

Gross National Product, million drams

600616.9

107.0

Index-deflator (ratio of GNP calculated 

according to the current prices, as compared with 

the volume of GNP by comparable prices of the

previous year)








116.1



Volume of industrial production, 

million drams





195723.2

100.6
 

Volume of production of consumer goods,

million drams





100437.7

111.1

Power generation

mllion Kvt/hour




4576.6


104.0

Gross agricultural product

(1998 actual prices, million drams)


238959.7

112.0

Construction:


completed housing,


thous.sq.m. of total space


123.5


110.0

External merchandise turnover,

million USD





803.1


102.9

comprising export




172.9


112.9


     import




630.2


100.4








1998 

% in Jan-Sept 1998, 

Jan-Sept 
as compared with



Jan-Sept 1997







_____________________________________

Average monthly salary of 1 employee,

drams 






16719


132.7

Income of the citizens, million drams


373897.9

121.4

Expenditures of the citizens, million drams

372107.5

119.3

Volume of merchandise turnover,

million drams





221558.5

105.2

Index of consumer prices



94.3*


112.5

* In September 1998 as compared with December 1997

Gross national product

In September 1998, the volume of GNP in the ROA has constituted 600.6 million drams in current prices. The rate of actual growth of GNP volume was 103.6 %, compared with September 1997, while in January-September 1998, it was 107.0, compared with January-September 1997.

Sector breakdown of GNP:


      in percentage to total 



1998 


1997 

Jan-Sept
 
Jan-Sept 







____________________________________

GNP (according to the current prices)


100


100

comprising 


goods





66.2


67.8


services




23.7


24.3


taxes from goods and import


(without subsidies)



10.1


7.9

Activity breakdown of GNP:






 
    

in percentage of total 




1998 


1997 

Jan-Sept
 
Jan-Sept 







____________________________________

GNP






100


100

comprising


industry




25.7


27.4


construction




5.8


5.8


agriculture




34.5


34.4


transport and communications

4.7


4.9


trade and public catering


6.9


7.5


other branches 



12.3


12.1

Taxes from goods and import (without subsidies)
10.1


7.9

Unemployment

Table 3: Unemployment, number and percentage, 1994-1996

	
	1994
	1995
	1996

	Number, employed people
	1,487,699
	1,476,400
	1,435,600

	Number unemployed
	91,800
	131,700
	159,200

	Unemployment rate
	5.8%
	8.2%
	10.0%


Source: United Nations Development Program, Human Development Report,

Armenia, 1997
In 1996, the vast majority of the unemployed were from urban areas (94.3%) and most of them were women (72.7%).

2.2.
Housing supply

Historical influences
The present housing supply system in Armenia is the outcome of several  historical factors. Up until the collapse of the Soviet system, annual production averaged 15,000 units, peaking at over 20,000 in 1992. This was dominated by large scale state provision, which averaged over 12,000 a year and peaked at nearly 15,000 in 1990. However, this dropped dramatically with the collapse of the USSR and state supply ceased altogether by 1995.

Despite the dominance of state provision during the Soviet period, Armenia had one of the lowest proportions of its housing stock in the state sector at 53 percent. Anlian (1997:2) estimates the proportion in the private sector during the Soviet period as 40 percent. After 1989, another 40,000 apartments (8 percent of the total 500,000 state owned units) were transferred to the private sector. In 1993, the law on privatization of state and public housing was passed and more than 129,000 additional apartments were privatized over a 16 month period free of charge to registered tenants. The quality and value (depending largely on location) of housing received therefore depended on chance, creating an inequity separate to that already existing in terms of incomes. The outcome of this process is that Armenia is now largely a ‘mortgage free’ society of home-owners.

Privatization did not, of course, increase housing supply, but moved units from one sub-market to another. However, another event actually resulted in a substantial reduction in supply when the 1988 earthquake made 100,000 families homeless and damaged countless other residences.

Between 1993-96, approximately 3,700 units were built annually. The current estimate of unfinished buildings stands at 24,965. The vast majority (22,225) of these are less than half finished and would probably therefore be uneconomic to complete. Only 2,740 are more than half finished and would therefore possibly be economic to complete. The average cost of completing those finished to 50-80 percent is estimated at $4,818 (total cost 4,818x2,366: $11.4 million) and for those more than 80 percent complete is $2,406 (total cost 2,406x374: $900,000). 

Present housing supply
The present situation in terms of total supply is therefore complex. The 1998 population of Armenia is officially estimated at about 3,787,000, of which urban areas represent about 70 percent, or over 2,532,000. Yerevan alone accounts for half the urban population, with over 1,250,000 in 1997. These figures are reflected in the numbers, types and distribution of housing and Table 4 illustrates the key data.

Table 4:  Housing stock as of 01 January 1997  

	
	National
	Urban
	Yerevan

	Number of dwelling structures
	382,764
	137,558
	51,227

	Number of multi-apartment buildings
	23,366
	14,142
	5,661

	Number of condominium buildings
	2,601
	
	1,987

	Number single family units
	359,398
	123,416
	45,556

	Number apartment unit dwellings
	393,071
	374,060
	211,368

	Number condominium units
	118,573
	
	98,066

	Total number of dwelling units
	752,469
	497,476
	256,924

	Number of privatized units
	630,834
	394,852
	210,600

	Number of co-operative units
	121,635
	102,624
	46,324


From this, it can be seen that the average household size is 5 persons. However, this estimate needs to be treated with caution, since other estimates suggest a figure nearer four persons per household.
Single family homes represent 45-50 percent of the total stock, most of which are in rural areas. Apartments account for the remaining 50-55 percent and at least 80 percent of these (or another 30 percent of the total stock), have been privatized, indicating that high rise housing comprises almost half the housing stock in major cities. Before 1957, most structures were built of masonry, since then, most have been built using Soviet pre-cast concrete systems.

In addition, Anlian (1997:7) estimates that there are about 70,000 families living in metal trailers and other temporary units called domiks, most of which are in the earthquake zone. There are also 85,416 dachas, of which 60,232 are near Yerevan. Since they are used as weekend or holiday homes and not permanent dwellings, these are not, however, included in the housing stock. 

The average area of single family houses is 75 m2 on land plots of about 500 m2 in the area of Yerevan. The average size of apartments in Yerevan provide for: 1 room = 40 m2; 2 room = 57 m2; 3 room = 70 m2; and more than 3 room = 85 m2.

Construction activity

Table 5: Completed construction (number of units)

	
	1993
	1994
	1995
	1996
	1997

	Total, all financial sources 
	   5690   
	   4000
	   4480
	   2060
	   4120

	State budget
	   3370
	   1290
	       ---
	       ---
	     235

	World Bank
	     510
	     380
	   1500
	     545
	     525

	All-Armenian Fund
	      ---
	     405
	     220
	       50
	     125

	UNHCR
	      ---
	     ---
	     360
	       ---
	     310

	Local budget
	      ---
	     680
	       50
	       ---
	       ---

	Resources of enterprises
	     115
	       20
	     170
	       20
	       25

	Resources of citizens
	   1700
	   1230
	   2175
	   1450
	   2905


Source: Ministry of Urban Development

These figures are derived from statistics which are calculated in thousands of metres squared. The measurement of units completed provides a better illustration of activity. Therefore, the raw data was converted, at the average dwelling size figure of 65 m2. The columns do not always add up, due to rounding. In any case, the comparative orders of magnitude and the trends are what are most important.

In this regard, what is notable is the steady increase in the actual number as well as proportion of housing being developed privately.

Table 6: Proportion of new housing produced privately, as percentage of total

	1993
	1994
	1995
	1996
	1997

	29.9
	30.1
	48.6
	70.4
	70.5


The total housing supply system consists of several distinct sub-systems, which include the following:

Privatized housing

Between 1990-97, 79 percent of all state apartments, including 47,901 units (15 percent in 1997 alone, were privatized, leaving 82,941 units in the public sector. Given the widely perceived benefits of property ownership, especially when this comes free of cost, it poses the question as to why the remaining households have so far declined to accept the offer. Possible explanations are that people may be too poor, or reject the responsibility, bureaucracy or cost implications of ownership. Many tenants do not even pay rent, so could prefer not to be liable to pay taxes and the costs of maintenance and repairs. In practice, the owners of privatized apartments have no real advantages over tenants in state housing who enjoy equal benefits and have unlimited tenure and can sell their units, albeit illegally. Unprivatized units are owned by municipalities. Indeed, the experience of other countries making the transition to a market economy demonstrates that where privatization of apartment dwellings takes place, there is always a residual population who seek not to take advantage of the offer.

Condominiums

Between 25-30 percent of all housing is now under condominium association management, more than have of which have formed in the last five months.
Transfer of privatized apartments to condominium associations is voluntary according to legislation passed in June 96. There is a national Association of Condominium Owners supported by ICMA, which has paid the registration fees for them for the first year and has funds to meet these for the next year. They hope that 200,000 households will be in such associations by the end of 1998.

It is legally possible for multi-building condominium associations to be established and this enables them to spread the administrative costs of the condominium association management over more than one building, providing, of course, that members agree and can afford it. There is a big potential for community contracting and social survey evidence suggests that a high proportion or residents would be willing to contribute time and/or money towards the management and maintenance of their joint properties. A major constraint to the increased effectiveness of condominium associations is that they do not own the land on which they stand. This prevents them being able to offer the land as collateral for credit, or from using the land to generate income and employment from commercial activities.

A high proportion of condominium association presidents are women.

Private sector supply

Private investment in new housing is approximately 70 percent, as much a reflection of the low investment on the part of other sources as anything else. It appears that remittances from abroad are driving the private property market. Single family houses are increasingly popular.
In rare instances, banks are offering mortgages. Most finance institutions offer short term loans at rates of at least 2 percent a month (this equates to 26.8 percent a year). Even then, the banks only advance 60 percent, so applicants have to fund the rest themselves, an impossibility for all but the rich. There is a big gap in the market for some financial institutions to offer longer term loans at more reasonable rates (or perhaps for some new types of credit and savings institutions like Bolivia’s Banco Sol or FIE) to start up. Loan guarantee funds also have potential.

Table 7: Purchase and sale of apartments and private homes in 1997

	
	
	%
	Apart-ments
	%
	1-room
	%
	2-room
	%
	3-room
	%
	4 and more rooms
	%
	private houses
	%
	% of all

housing

	total in the republic

including
	14380
	100
	12932
	89.9
	4011
	27.9
	4443
	30.9
	3644
	25.3
	834
	5.8
	1448
	10.1
	1.5

	Yerevan
	9155
	63.7
	8629
	94.3
	2796
	30.6
	2940
	32.1
	2442
	26.7
	451
	4.9
	526
	5.7
	3.2

	Aragatsotn
	201
	1.4
	124
	61.7
	47
	23.4
	41
	20.4
	29
	14.4
	7
	3.5
	77
	38.3
	0.5

	Ararat
	594
	4.1
	466
	78.4
	86
	14.5
	211
	35.5
	118
	19.9
	51
	8.5
	128
	21.6
	0.8

	Armavir
	579
	4.0
	450
	77.7
	112
	19.3
	177
	30.6
	132
	22.8
	29
	5.0
	129
	22.3
	0.7

	Gegharkunik
	415
	2.9
	331
	79.8
	113
	27.2
	111
	26.7
	85
	20.6
	22
	5.3
	84
	20.2
	0.6

	Lori
	1167
	8.1
	991
	84.9
	264
	22.6
	332
	28.4
	262
	22.5
	133
	11.4
	176
	15.1
	1.4

	Kotaik
	995
	6.9
	891
	89.5
	258
	25.9
	287
	28.8
	283
	28.5
	63
	6.3
	104
	10.5
	1.2

	Shirak
	645
	4.5
	510
	79.1
	129
	20.0
	161
	25.0
	170
	26.4
	50
	7.7
	135
	20.9
	1.0

	Siunik
	349
	2.4
	294
	84.2
	127
	36.4
	95
	27.2
	64
	18.3
	8
	2.3
	55
	15.8
	0.7

	Vayots Dzor
	115
	0.8
	98
	85.2
	37
	32.2
	25
	21.7
	25
	21.7
	11
	9.6
	17
	14.8
	0.7

	Tavoush
	165
	1.2
	148
	89.7
	42
	25.5
	63
	38.2
	34
	20.6
	9
	5.4
	17
	10.3
	0.3


Table 8: Sale prices of apartment dwellings and houses in selected Armenian cities, 1998 (in US Dollars)

	
	1-room apartment


	2-room apartment
	3-room apartment
	4-room apartment
	Private house

	
	45.0 sq.m.
	60.0 sq. m.
	75.0 sq. m.
	90.0 sq. m.
	Total surface 100.0.

Sq. m.

	
	
	
	
	
	

	
	Standard repair
	Not repaired
	Standard repair
	Not repaired
	Standard repair
	Not repaired
	Standard repair
	Not repaired
	

	
	
	
	
	
	
	
	
	
	

	YEREVAN
	

	Inner centre
	19.0
	14.0
	33.0
	20.0
	41.0
	31.0
	65.0
	40.0
	90.0

	Outer centre
	15.0
	11.0
	28.0
	18.0
	35.0
	23.0
	40.0
	30.0
	60.0

	Suburbs
	8.0
	5.0
	11.0
	7.0
	16.0
	10.0
	18.0
	12.0
	50.0

	GYUMRI
	

	Centre
	7.0
	5.5
	11.0
	8.0
	15.0
	11.0
	20.0
	15.0
	-

	Suburbs
	3.0
	2.0
	5.0
	3.0
	6.0
	4.0
	8.0
	6.0
	25.0

	VANADZOR
	

	Centre
	7.0
	5.0
	10.0
	8.0
	16.0
	12.0
	20.0
	14.0
	40.0

	Suburbs
	3.5
	2.5
	5.0
	2.0
	6.0
	4.0
	7.0
	5.0
	20.0

	
	
	
	
	
	
	
	
	
	


Housing in the earthquake zone 

The World Bank approved its first credit in 1994 for $28 million for earthquake reconstruction activities. Most of the units added annually under this program are not additions to housing supply, but replacing destroyed or damaged units. The Ministry of Finance is responsible for projects in the earthquake zone: $250m being spent on housing there, mainly donor funded with 20 percent of the IBRD project funded by GOA. The World Bank is financing 56.8 percent of housing in the earthquake zone and 30.9 percent is by private investment. 

A high proportion live in domiks (temporary units) and this is as high as 72,000 people in Guimry (pop 220,000) representing 18,000 households. In Spitak, it is as high as 90 percent of the population.

New housing in the earthquake zone is generally 2-3 storeys at a typical cost of $200 m2 for new construction and $150 m2 for repairing existing structures. There is some repairing of buildings of historical importance and of large floor area which are not funded by the Bank.

Private rental supply

The rental market is relatively small, given the large number of apartment units that were privatized. The largest category of rental units appears to be those unprivatized units which are being transferred to the ownership of communities (approximately 10% of the apartment stock). The private rental market is small, concentrated in Yerevan (approximately 3-5% of apartment units), and consists of a low end (rents: average $50 per month) and a high end ($250-400 per month), the latter largely rented out to companies or expatriates.

Co-operatives

Anlian (1997:9) estimates that 5 percent of the total housing stock is in co-operatives. However, many of these have since or are presently converting to condominium associations, since these enable residents to realize the commercial value of their equity.

Informal housing 

Anlian (1997) estimates that there are 70,000 families living in domiks, mainly in the earthquake zone. There are also about 14,000 refugee families who are homeless and living in hostels or various non-residential buildings. 

Land for housing

The present supply of urban land is generally considered sufficient for present needs and for the near future. However, mechanisms for supply are inefficient and supply driven. The majority of urban land is owned and controlled by local governments and not much progress in privatizing it has been made to date, though a start has been made in Yerevan. Cadastral maps, which are necessary for registering private land, do exist, but require updating and a revised process of registration.
The proportion of land costs to total development costs can be as high as 40 percent in the centre of Yerevan, suggesting that land values are beginning to emerge as a factor in the housing market. Since most land is still under public ownership, however, prices may reflect market distortions from the restricted supply. This problem is particularly acute in Yerevan, where the demand for land is greatest but where 90 percent of land in Yerevan is still owned by the state and only 10 percent is in private ownership. However, since existing housing has been privatized at no cost to the residents, it is available in the market at prices less than the cost of building new housing, since the latter has to include  construction costs. Prices in the private market for land in the centre of Yerevan range from $50-100m2. 

Land sales have been permitted since early 1994. 90 percent of agricultural lands have been privatized between 1991-93. Anlian (1997:17) considers that there is plenty of land with easy access to infrastructure to meet needs for the foreseeable future.

2.2.1.
Households and housing indicators

Availability of services and amenities

According to 1997 data, the availability of various services and amenities among households in Armenia was as follows:

Table 9: Percentage of households with access to services and amenities

	 Service or amenity
	%

with

access
	Public sector
	Private sector



	Water pipeline
	99.5
	98.7
	99.6

	Sewage
	98.1
	97.5
	98.1

	Heating
	84.1
	93.2
	83.0

	Bathroom with a shower
	89.4
	90.1
	89.3

	Hot water
	61.8
	47.1
	63.5

	Gas
	81.8
	65.8
	83.7

	Electric heaters
	10.5
	19.9
	9.4


It should be noted that while the degree to which these facilities and services are in place available is comparatively high, it is quite another matter whether certain of these services actually operate (the gas distribution system is hardly operational, the district heating system is not working and water supply is subject to interruptions). 

It should also be noted that as compared with cities, the conditions of the state housing stock in rural areas is worse, with the following percentages: 73.7% served by water pipes, 57.3% by sewage, 29.5% by heating, 50.7% by gas, 3.1% by electrical heaters, having a bathroom by 40%, 5.5% with hot water supply.

Average payments for rent and communal services

The following table indicates the average payment for rent and communal services  made by an average household for an average-sized apartment. Note this is for owner-occupied – rent refers to a charge to the community, called “rent” but not suggesting a tenancy relationship.
Table 10: Typical payments for rent and communal services for an apartment unit
	Type of rental and communal services
	Rent measurement  unit
	Amount to be paid for one unit

(Drams)
	Monthly rent cost for 65 sq.m. of the family with  4.1 members*  

	Average rental payment
	1 sq.m.
	16
	1040

	Water
	1 person monthly
	420
	1720

	Sanitary cleaning, 

refuse collection
	1 person

monthly
	80
	328

	Electricity
	1 family
	
	6250

	Gas
	1 family 

5 kg
	
	1650

	Heating
	1 sq.m.
	1500
	8125

	Total
	
	
	19115 drams


· size of 1 apartment is considered 65.0 sq.m.

· family size  is 4.1 members

Incidence of Payment for Rent and Communal Services

The degree to which various services are paid for varied. Notably those services which are individually metered attract high levels of payment (e.g. electricity), while those services which are not metered and/or reflect a low quality or quantity of service are not paid for to the same degree (for example, central heating is basically non-existant).

Table 11: Proportion of households not paying for services

	Utility/service
	% of non-payment

	1. Rent (charge to community)
	83.2

	2. Electricity
	9.5

	3. Heating
	97.4

	4. Maintenance (zheks)
	80-85

	5. Condominium fees
	30


Items 1., 2. and 3. are derived from a survey of communities, representing the first three months of 1998.

Item 4. is an estimate from several informants.

Item 5. Is an estimate from the National Association of Condominium Owners.

Obviously, the main current housing maintenance providers, the former state zheks, have and are incurring significant losses, resulting in further reductions of services. To the degree their services decline, households are even less inclined to pay their charges. Meanwhile, maintenance and upkeep of the buildings continues to decline.

Property taxes

Table 12: Property tax rates for residential property (as from January 1998)

	Property value
	Tax payable

	Properties up to 3m (million) Dram
	0 percent

	Properties from 3m Dram - 10m Dram
	Dram 100 + 0.1 percent of the part exceeding 3 m Dram of the basis of taxation

	Properties from 10m Dram - 20m Dram
	Dram 7,100 + 0.2 percent of the part exceeding 10m Dram

	Properties 20m Dram - 30m Dram
	Dram 27,100 + 0.4 percent of the part exceeding 20m Dram

	Properties from 30m Dram up to 40m Dram
	67,000 Dram + 0.6 percent of the part exceeding 30m Dram

	Properties exceeding 40m Dram
	127,000 Dram + 0.8 percent of the part exceeding 30m Dram


2.2.2.
Housing Costs

New housing

The cost of constructing multi-unit housing is difficult to assess, due to the historical lack of full economic pricing practices. 

With the state no longer able to provide heavily subsidized housing, and the private sector only serving the needs of the affluent minority, the short term potential for new housing provision through conventional forms of supply must be seen as limited. However, this can represent an opportunity as much as a problem. The scope for innovations in terms of incremental housing projects and public/private sector partnerships and joint ventures, offers the chance to introduce new options for housing supply which will provide all sections of the population with choices for a given cost.

Cost comparisons between buildings of one, two, five and nine storeys (see table below), indicate that the construction costs of nine storey and five storeys are cheapest, with unit costs for low-rise housing being significantly higher. However, these costs do not the full life-cycle cost of these structures, including maintenance and repair. As will be seen below, the costs of reinforcing existing multi-storey buildings to bring them up to current standards of earthquake resistance and meet other building standards involves substantial increases in expenditure. All of these costs are normally significantly lower for low-rise housing constructed by a combination of skilled and semi-skilled labor using local materials and maintained with local tradesmen. 

Table 13: Construction costs by dwelling type

	Dwelling type
	Area (m2)
	Construction cost ($m2)
	Percentage variation

	1 storey single family house 

(3 rooms plus cellar)
	79
	276
	133

	2 storey single family house 

(3 rooms plus cellar)
	71.5
	230
	128.5

	5 storey apartment  block with 15 apartments
	888
	179
	100

	5 storey apartment block 
	1,046
	174
	97.2

	9 storey apartment block  with

27 apartments
	1,584
	173
	97


Single family dwellings

These are overwhelmingly the most common building type in rural areas and even represent about 30-35 percent of all housing in Yerevan. Discussions with real estate brokers indicates that there is increasing interest in these and that prices are rising as a result, though the market is not sufficiently developed to permit analysis. Visual surveys in Yerevan confirm that there is a wide range of standards, sizes and types of building in this category. Such variety should be encouraged. 

One indication of interest in new housing is the level of applications submitted for planning and building permission. No data has been obtained on this subject, but one source suggested that 600-700 permits were approved in 1997 and comments received suggest the numbers may be increasing.

Existing housing

Rough surveys of housing transaction prices in Yerevan:

One Room Apartments

	N
	Address
	Sq. meters
	Price in USD 

	1
	Tigran Mets Ave.
	32/18
	10 000

	2
	Amirian St.
	43/18
	10 500

	3
	Pushkin St.
	40/20
	13 600

	4
	Ulnetsi St.
	32/15
	6 000

	5
	3-d  district  
	34/20
	7 000

	6
	Davidashen
	43/18
	5 000

	7
	Nor Nork
	48/20
	6 5000


Two Room Apartments

	N
	Address
	Sq. meters
	Price in USD 

	1
	Sarian St. 
	68/36
	20 000

	2
	Kochar St.
	60/32
	21 000

	3
	Terian St
	45/35
	23 000

	4
	Sayat Nova Ave. 
	66/34
	25 000

	5
	Zeytun
	67/36
	14 000

	6
	Davidashen
	72/36
	8 500

	7
	2 Nor Nork
	80/45
	9 000


Three Room Apartments

	N
	Address
	Sq. meters
	Price in USD 

	1
	Mashtots Ave.
	90/50
	31 000

	2
	Tpagtichneri
	100/60
	32 000

	3
	Sarian St.
	140/80
	45 000

	4
	Shinaraneru St.
	90/48
	8 500

	5
	Davidashen
	73/42
	9 000

	6
	Erebuni 
	80/42
	6 600

	7
	Charbakh
	78/45
	7 000


Four Room Apartments

	N
	Address
	Sq. meters
	Price in USD 

	1
	Druzhba
	105/65
	47 000

	2
	Tumanian St.
	135/70
	75 000

	3
	Mashtots Ave. 
	125/80
	52 000

	4
	Avan
	85/80
	14 000

	5
	South-West Massiv
	79/35
	8 500

	6
	Nor Nork
	110/60
	13 000

	7
	Davidashen
	91/52
	13 000


Apartment Rental Prices per moth
	N
	Address
	Sq. meters
	Price in USD 

	1
	Bagramian St. 
	95/62
	250

	2
	Nalbandian St.
	90/50
	500

	3
	Opera neighborhood
	100/50
	300

	4
	Mergelian
	54/342
	200

	5
	Kochar St. 
	60/32
	150

	6
	Moskovian
	62/34
	400

	7
	Hanrapetutian
	67/32
	300


Individual Houses

	N
	Address
	Sq. meters
	Price in USD 

	1
	Bagramian Ave.
	650/150
	300 000

	2
	Nork
	300
	150 000

	3
	Malatia
	600/100
	55 000 

	4
	Komitas St.
	130/120
	40 000

	5
	Zeytun
	600/150 
	200 000

	6
	Arabkiri St.
	130/500
	55 000

	7
	Bagramian Ave.
	240/150
	70 000


Individual Houses Rent per Month

	N
	Address
	Sq. meters
	Price in USD 

	1
	Cascade
	130
	500

	2
	Bagramian Ave.
	100
	400

	3
	Nork
	300
	2000

	4
	Blur
	300
	4500

	5
	Azatutian Ave.
	-
	2500

	6
	Kutuzov St.
	-
	2000

	7
	Sevastopolian 
	150
	1000


2.2.3.
Repairs

The condition of buildings throughout Armenia is bad and getting worse. Poor quality initial construction and design, declining maintenance and recent near neglect, and the impact of several severe winters have left their mark on the buildings of Armenia. Many apartments blocks have lost their entrance doors as people had removed them to use as heating materials in winter; even the windows and frames in common areas and the handrails of balustrades have gone the same way. Roofs, however, are the number one repair priority cited by experts, public officials and residents alike.

Table 14: Estimated cost for wide-scale roof and common hallway repair
	
	Up to 5 floors (average number of floors – 4, number of entrances - 4)


	Over 5 floors (average number of floors – 3, number of entrances – 3)



	Number of buildings


	13,498
	5,956

	Average area of the roof of 1 building, in sq. m
	750
	810

	Total area, in sq. m
	10,123,500
	4,824,360

	Cost per 1 sq. m, in USD
	10
	8

	Total cost, in USD
	101,235,000
	38,594,880

	Out of which capital repair
	20%  20,247,000
	30%  11,578,464

	Regular repair
	60%  60,741,000
	50%  19,297,440

	No need for repair
	20%  20,247,000
	20%   7,718,976

	Average area of the hallway walls of 1 building, in sq. m
	790
	1,700

	Total average of the hallway walls of all buildings, in sq.m
	10,663,420
	10,125,200

	Cost of the repair of 1 sq.m of the hallways
	1
	1

	Total
	10,663,420
	10,125,200

	Total sum for the repair of roofs and hallways, in USD
	111,989,420
	48,720,080

	Total for roofs and hallways in USD
	160,618,500

	Out of which:

for capital repair

for regular repair
	52,614,084

80,038,440

	Total sum for roofs and hallways
	132,652,524


Repair costs can be divided into two categories; those involving major structural works, such as reinforcing apartment buildings to withstand earthquakes and other works, such as repairing roofs, lifts and other components. 

Earthquake readiness

In terms of the first category, it is estimated that the national cost of strengthening 14,081 apartments in category 3 buildings to withstand earthquakes is about $91.5 million at an average of $6,500 per apartment. The cost of reinforcing 199 apartments in low rise category 4 buildings is similarly estimated at $2,388,000, or $12,000 per apartment.

Major repairs

As far as repairs in regular buildings go, costs are difficult to estimate, except using wide-scale calculations of the sort listed in the table above. Taking such an approach, this study estimates the contribution needed for the repair of buildings (not individual units) to be approximately $300-350 per apartment dwelling (a national total of $120,000,000 to $140,000,000). Assuming the $350 per dwelling cost is repaid at 10 percent a year over five years, this would cost each household $7.40 a month, or 3850 Drams a month, a 20% increase on current housing expenses. (These, of course, are average figures, and should be considered in the light of different repair needs and differing abilities to pay.)

Costs of routine maintenance

Average annual costs for routine maintenance of apartments has been estimated at $52.78 per year, or $4.4 per month per apartment (in an average block containing 42 apartments). This includes routine maintenance of lifts which is estimated at $17 a year, or $0.03 a month per dwelling.

Willingness to pay

For households unable to commit themselves to these levels of expenditure, it could be possible to some degree for arrangements to be made for them to make contributions in kind. A recent survey by ICMA indicated that 70 percent of households would be willing to contribute up to two hours a week.

Another ICMA study of housing in Yerevan (Housing privatization survey Report 1993:13) noted that over 30 percent of households are willing to contribute a monthly fee and perform some managerial tasks to help improve their living conditions. A further 42 percent were willing to pay a monthly fee, while over 6 percent were willing to pay a monthly fee, perform some managerial tasks AND undertake physical work. The same study showed that the overwhelming proportion of households would be willing to contribute to rules concerning general behaviour, use of generators, use of common areas, etc. This suggests considerable potential for communal management of housing developments, even in Yerevan. This even applied to tenants in state owned housing. At the very least, this suggests that some maintenance, cleaning and small repair activities could be carried out by residents as part of their contribution in kind, relieving them of some communal services charges, thus allowing them to pay more for their larger repair bills.

2.2.4.
Unfinished buildings

As a result of construction started just before the collapse of the Soviet Union and the subsequent creation of the independent Republic of Armenia, a number of housing projects were left uncompleted. The current number of unfinished builsings, their distribution and their level of incompletion are listed in the following tables.

Table 15: Amount of unfinished buildings, by projected final dwelling count, by location, as of January 1, 1998
	Name
	Total living space in thousand sq.m
	%
	Balance value in million USD
	%
	Number of apartments
	Cost of one sq.m in USD
	Cost of one average apartment

	TOTAL
	163.0
	100.0
	291.1
	100.0
	24965
	177.9
	11660

	Earthquake zone, comprising:

Gyoumri

Vanadzor

Spitak

Stepanavan
	666.0

501.7

38.0

31.8

43.7
	40.7

30.7

2.3

1.9

2.7
	107.7

81.9

5.9

5.0

6.8
	37.0

28.1

2.0

1.7

2.3


	10045

7311

638

537

728
	161.7

163.2

155.3

157.2

155.6
	10721

11202

9248

9311

9341

	Yerevan
	660
	40.3
	124.8
	42.9
	10150
	189.0
	12296

	Other settlements
	310
	19.0
	58.6
	20.1
	4770
	189.0
	12285


Table 16: Degree of incompletion, as of January 1, 1998

	Percentage of completion
	Total living space in thousand sq.m
	%
	Balance value in million USD
	%
	Number of apartments
	Cost of one sq. m
	Cost of one average apartment

	TOTAL
	1636
	100
	291.1
	100
	24965
	177.9
	11660

	Less than 20 %
	1043.7
	63.8
	216.7
	74.5
	15865
	207.6
	13659

	20%-50 %
	413.9
	25.3
	62.1
	21.3
	6360
	150.0
	9764

	50%-80%
	153.8
	9.4
	11.4
	3.9
	2366
	74.1
	4818

	Above 80 %
	24.6
	1.5
	0.9
	0.3
	374
	36.6
	2406


2.3.

Housing needs and demand

This section provides an indication of the extent and nature of existing housing needs in Armenia and projects these over the coming few years. It also provides an outline of housing demand, or the effective ability of different sections of the population to be able to meet housing related costs. It should be emphasized that whilst every effort has been made to see that estimates and projections reflect the realities facing the housing sector, they are based on data which may not be accurate, comparable, or up to date
.  What is ultimately important is what order of magnitude of new housing construction is required? Is it 10,000, 40,000 or 70,000 units per year?
Using conventional approaches, housing needs can be said to consist of the following components:

· Needs based on the number and rate of increase in total population and the rate of new household formation. This will normally be influenced by the proportion of the total population in, or approaching, the average age of marriage as expressed in the demographic structure and age distribution.

· The number of existing dwelling units (including apartments and individual family houses) which are considered obsolete, structurally unsafe, or otherwise uninhabitable.

· The structural life of buildings and the numbers which need either replacement or major improvements each year.

· Reductions required to reduce perceived levels of over-crowding.

In the case of Armenia, four additional factors need to be included. These concern the following: 
· The need to replace units damaged or destroyed during the 1988 earthquake.
· The war with Azerbaijan resulted in an estimated 300,000-350,000 refugees. About 14,000 families are considered homeless and it is not clear what proportion of the remainder are still in need of housing.
· The estimated 102,000 families on the official waiting lists. It is not clear if these are listed because they are in substandard housing, or are subject to over-crowding. It is also possible that some families are represented on more than one list, or have since found housing and are no longer in need.

· The emigration of possibly 650,000 Armenians to other countries. 

Table 17 illustrates the base data from which the estimates have been derived:

Table 17: Population and housing data for Armenia, urban and Yerevan

	Data by years
	1990
	1997
	2008

	National population
	3,514,900
	3,780,000
	3,877,300

	Number of families
	747,851
	900,000
	969,325

	Average HH size

	4.7
	4.2
	4.0

	Dwellings
	695,016
	759,316
	829,600

	Substandard housing (cat 3
	-
	14,081
	-

	Derelict housing (cat 4)
	
	  1,627
	

	
	
	
	

	Urban population
	2,427,600
	2,532,700
	2,602,500

	Urban households
	515,500
	603,000
	650,6000

	Average HH size
	4.7
	4.2
	4.0

	No dwellings
	
	
	

	Substandard dwellings (cats 3+4)
	
	
	

	
	
	
	

	Yerevan population
	1,220,700
	1,250,700
	1,279,700

	Number of households
	259,723
	297,600
	319,925

	Average HH size
	4.7
	4.2
	4.0

	No of dwellings
	247,053
	257,088
	327,028

	Substandard dwellings (cat 3)
	
	2,291
	

	Derelict housing (cat 4)
	
	1,428
	


New household formation 

Estimated rates of new household formation are based a compromise between data provided from several sources. First, the projected increase in national population provides for an additional 97,300 people over an eleven year period, giving a modest annual increase of 8,845. Assuming the average household size is reduced, as projected, to 4.0 persons, this yields an additional number of 2,211 households a year. However, the increase in households during 1994 was approximately 0.2%PA (Interim report:7), giving a figure of 7,200. This was considered low and has been explained by the apparent desirability of the extended family, though it could equally be explained by a lack of access to affordable housing. A third basis for estimating new household formation is the data on the demographic structure from 1990, which shows the following distribution of age groups nationally:

· 0-14 = 30 percent

· 15-24 = 17 percent

· 25-64 = 48 percent

· 65+ = 5 percent

The average age at marriage is given as 22, which suggests that approximately 17 percent of the present population are at, or will be approaching, marriageable age during the next eleven years. This would give a substantially higher figure of 29,209 new households a year, if it is assumed that new households will initially consist of two people, although it is clear that in Armenia, the great majority of newly-wed couples first take up home in the dwelling of one of their parents. Given this considerable variation, it is proposed to base projections for new household formation at two levels; 5,000 and 10,000 a year.

The distribution of these between rural and urban areas is projected to remain constant, given the already high proportion of population living in urban areas (67 percent) and GOA policies to discourage further urban growth. This indicates that between 3,500-7,000 units will be required annually in urban areas, of which between 1,800-3,500 a year will be needed in Yerevan.

Replacement of existing obsolete or uninhabitable housing

This category can most easily be defined as consisting of all dwellings listed within categories 3 and 4 of the official housing standards
. Table 18 illustrates the number of buildings and dwellings within these categories nationally, within the earthquake zone and in Yerevan.

It is not considered appropriate to repair all category 4 buildings. Only 199 dwellings situated in buildings of one or two storeys are considered feasible to repair and the total cost of bringing them to an acceptable condition is estimated at $2,388,000, or $12,000 per dwelling. It is estimated that the total cost of repairing the 14,081 dwellings in category 3 would be $91,526,900, or about $6,500 per dwelling.

Table 18: Buildings and dwellings in need of repair or replacement
	
	Category 3

No. buildings
	No. units
	Category 4

No. buildings
	No. units

	National

distribution
	597
	14,081
	79
	1,627

	Earthquake zone
	480
	11,790
	3*
	63*

	Yerevan 

1-2 storeys 
	60
	183
	34
	136

	Yerevan 

3-15 storeys
	57
	2,108
	42
	1,428


* These units are architectural and historical monuments requiring reinforcement. 

The national total of dwellings requiring replacement or repair is therefore 14,280.   Of these totals, it will be necessary to repair or replace 2,291 category 3 units and 136 category 4 units in Yerevan, a total of 2,427 dwellings. The remainder will all be in the earthquake zone. Because of the seriousness involved in delaying such works, these totals are assumed to be undertaken within three years at about 5,000 a year, of which 750 will be required in Yerevan.
Annual replacement of dwellings in the future

International averages based on United Nations data suggest that a country needs to replace between 1-2 percent of the total housing stock annually to maintain existing standards. However, the predominance of high rise prefabricated structures which have not been well maintained, suggests that in Armenia this proportion needs to be considerably higher. It is suggested therefore, that it would be prudent to plan for the replacement of at least 3 percent of the total stock annually over the next ten years. Given that the total number of dwellings is estimated at 759,316, this suggests that 22,780 dwellings will need to be added annually simply to prevent the existing housing conditions from deteriorating further.
This is certainly a formidable number. To approach it realistically, one might consider addressing the category 3 and 4 buildings at 5,000 units a year, and the annual replacement construction at 5,000 a year, until the category 3 and 4 are dealt with (in three years’ time), when the replacement category would be addressed at 10,000 units a year (still half of the projected need).

Reduction of over-crowding

Given the estimated average household size of just over four people nationally, it is not easy to estimate the extent of over-crowding or multi-occupancy. However, anecdotal evidence suggests that there is pressure on the existing stock, especially in urban areas like Yerevan, where households are likely to consist of adult kin and one or more parents or children, who in other circumstances, could be expected to prefer separate accommodation. One should assume that the overcrowding issue is being dealt with under the waiting list calculation.

 Total estimated housing needs
Estimating need involves many assumptions, including using categories where there may be substantial overlap, or where the data is questionable. In providing a rough estimate, one needs to make some estimated guesses about the magnitude of the need, while also offering reasonable projections about at what rate these categories of need can be addressed. As noted at the start of this section, the real issue is the order of magnitude of the need.

Ultimately, there are four categories of new housing need:

· replacement, of severely deteriorated buildings and on-going annual replacement of stock; this study proposes 10,000 units a year for this category (within three years address the category 3 and 4 buildings);

· emergency needs, of earthquake zone and refugees; this category also totals 10,000 units per year, for four years;

· backlog need, represented  by the waiting list; as noted later, the waiting list needs review and updating, but even if reduced by half, addressing the needs of 51,000 households, even at a pace of 10,000 units a year, would take five years;

· new household formation, assuming the low estimate of 5,000 units.

For the next four years at least, Armenia would, it is estimated, require approximately 35,000 new housing units to be brought into the market (either new construction, rehabilitation or conversion, or rental units being offered).

Housing demand

The ability of households to acquire adequate and acceptable housing, especially under conditions where this is provided increasingly on a market based system of pricing, will be determined largely by their ability to pay for it. Given that this could result in a significant proportion of all households simply being unable to meet such costs, it may also be necessary to consider the nature and extent of any subsidy, or housing allowance, which could be provided to bridge the gap between the two. Given that such an allowance may not be available and that, even if it is, it will be necessary to restrict it to the minimum necessary, the following estimates are based initially upon the ability of households to pay the full economic cost of their housing.

Any such estimate will need to take into account existing expenditure patterns within different sections of the population. These will, in turn, be determined by incomes and their distribution. Any assessment of housing demand based on the propensity to spend on housing will therefore need to take into account available information on existing incomes and expenditure and anticipated changes over time. Such information is notoriously open to error through over- or under-reporting, plus fluctuations over time and income in kind rather than cash.

This problem is compounded in the case of Armenia by a general shortage of relevant social and economic data, high levels of unemployment and a significant proportion of the labor force working in the informal sector, as well as abroad. In estimating housing demand patterns nationally and within Yerevan, reliance has been placed on a few sources.
 

Household incomes

According to UN studies for the CIS countries, poverty is defined as incomes per person of less than $4 (2,000 Drams) a day. Very few families in Armenia receive such incomes. Anlian (1997:26) indicates that average per capita incomes ranged from $10-35 per month in early 1995.

A survey of 1,500 households in Yerevan in 1995-96 (CEPRA 1997) indicated monthly incomes of $203 with a per capita income of $49. For 80 percent of the sample, monthly incomes were below $160 and almost 40 percent had less than $40. It is clear from this survey that household incomes are therefore highly skewed and this is confirmed by data from another source presented in Table 19. The median income for Yerevan was estimated at $66.

Table 19: Income distribution in Yerevan and Russia

	Population group

By quintile
	Yerevan

Share of income (%)
	Russia

Share (%)

	Lowest income group I 

(Lowest 20%)
	2.6
	5.4

	Group II
	5.2
	10.1

	Group III
	8.8
	15.1

	Group IV
	15.1
	22.3

	Group V (highest 20%)
	68.2
	47.1

	Totals
	100
	100


Source: (HNDB0903.doc) 

Another study suggests that 47 percent of households in Yerevan cannot earn enough to cover basic food requirements and 80 percent are living in poor conditions (HNDB0903:20). Housing is said to cost between 7 and 17.7 times income levels for a standard 55m2 unit in the middle zones of Yerevan. All the evidence therefore suggests that the incomes of most households in Yerevan are extremely low and uneven. The situation in other urban areas, not to mention rural areas, is again even more serious. The same report (HDNB0903) also indicated median household incomes as $21 a month in Guimry, with expenditure at $62. 

On this basis, it is not surprising that 700,000 households out of about 900,000 are registered with the GOA social project PAROS, though only 230,000 are thought to be receiving any benefits.

There is evidence (eg HNDB0903:29) from survey results that expenditure exceeds declared incomes by nearly 200 percent, suggesting a high degree of under-reporting and confirming that incomes do not provide an adequate basis for assessing demand or affordability for housing. (There is no doubt that some income is generated by selling assets, though that is such an unsustainable activity that it could hardly explain such an expenditure to income ratio for such a large number of households over a long period of time.)

Housing expenditure

Even if accurate data on household incomes were available, they would not provide a reliable guide to the ability of households to spend funds on housing and related services. In theory, it could be assumed that the lower the income, the less is available for housing. However, it is common in many countries for the proportion of spending on housing to be highest at low income levels, simply because a high proportion of housing costs are fixed. This need not be the case in Armenia, given the high level of subsidies historically allocated. Nonetheless, data on actual expenditure patterns will provide a more valuable basis for assessing future affordability. 

As with incomes, data on household expenditure is drawn from a limited number of sources.
 The SDS Household Survey indicates that over half (54.7 percent) of Armenia’s population is classified as poor, whilst more than a quarter (27.7 percent) are extremely poor. This is reinforced by the fact that the GOA PAROS program serves approximately 30 percent of the population. Another feature of poverty and extreme poverty is that they are largely urban based, at 58.8 of the total. A further study by CEPRA (1997) indicated that average monthly household expenditure during 1995-96 amounted to $50.13, of which food accounted for 42.1 percent and housing and utilities a modest 4.5 percent or $2.25 a month. Given the variations in incomes and expenditure found in all surveys, it is important to note that the poorest 20 percent of the CEPRA sample spent about 70 percent on food alone. Whilst it can be assumed that costs in Yerevan are as high, if not higher than other parts of Armenia, it would also be expected that incomes are also higher. On this assumption, the findings provide a reasonable indication of the amounts which households would expect to pay for housing and utilities in general.

2.4.
   Analysis of housing needs and supply

The previous sections have demonstrated that there is a substantial gap between the number of dwelling units being supplied annually at present, and the number required to prevent a further deterioration in the housing stock and living conditions of the population. With annual supply at about 3,700 units between 1993-96 and the estimated demand for new dwellings in the order of 35,000 units over the next four years at least,  it can be seen that a ten fold increase is required in housing supply if needs are to be met. To say that this represents a challenge is an understatement. 

Between 1990 and 1997, it appears that the relative shares of the state and citizens on expenditure for housing construction have been reversed. In 1990, for example, the state contributed 60 percent of total expenditure against 30 percent by households. However, in 1997, the state only contributed 6 percent against 70 percent by households. Ministry of Urban development currently has no budget for development, just salaries. The 1999 budget is US$8 million, most of which is allocated to the earthquake zone. The state has therefore ceased to be a significant contributor to housing supply and this situation is not expected to change.

It will therefore be necessary for housing policy to create a framework within which supply can be stimulated by a range of other actors. It will also be necessary to establish priorities for future provision and identify those sections of supply capable of meeting the required targets or the support required to enable them to acquire such capability. This will entail a major boost to private sector development, though opportunities will need to be provided also for individual, communal and NGO efforts.

Fortunately, there is evidence that the private sector is already investing substantially in housing supply. The main limitation of this supply option is that it cannot be expected to meet the needs of the majority of households unable to bear the full costs of new housing.

The market for new construction is severely depressed, due largely to the privatization of 313,419 units, or 79 percent of the total stock. Since the privatized housing is given free, it is in far greater demand than new construction for which the residents will have to pay the full market price. Even if the price for existing apartments is slightly inflated, this is not nearly enough to offset the costs of construction and maintenance and nowhere near enough to offset the additional costs of new construction. If the market costs of maintenance and repairs is added to the costs of apartments, however, the differential may be largely cancelled.

In 1995, the price of housing increased in secondary cities by 10-20 percent and in the suburbs by 50-70 percent. With increasing payments for utility charges, maintenance fees and repair costs, a large and increasing proportion of the total population will therefore find it impossible to meet the costs of existing or new housing without some form of external support or subsidy. This issue is discussed later in the report.

About 0.2 percent of housing units are sold each month. This equates to 2.4 percent annually, which is small by international standards. One survey, (ICMA109:10) indicates that in 1993-4, 6383 transactions took place, of which 67 percent were 1 or 2 bed apartments. This is also less than took place during the Soviet period when there was a thriving black market in property as people sought to exchange what they had for what they wanted either in terms of type, area or location. About 2-3 percent of all apartments changed hands annually, most of which were illegal. Cash payments were also involved, though again these were illegal..

Despite this evidence of limited transactions, the housing market in Yerevan at least, is active and prices, especially for smaller apartments are increasing. In 1994, the average price of an apartment was US$6,000 (ICMA109:5), whilst other sources say $6-8,000. Current prices (see Table 19 earlier) indicate a steady increase above these rates. Brokers have emerged and are seeking to dominate the market by exerting pressure on anyone trying to sell properties without going through them. However, the large number of people (1,000 plus) offering properties on the road on Sundays in central Yerevan attests to a large informal market. Demand is highest for 1 and 2 room apartments.

Present activity in the housing market is apparently driven largely by remittances from overseas. For families occupying apartments in central locations, or with other attributes which increase their market value, this increased demand presents an opportunity to realise the commercial value of their newly acquired asset and move to lower price accommodation with cash to spare. This would help to stimulate market activity in general and also increase the potential demand for new housing providing, of course, that this reflects needs and resource constraints. A major incentive to this supply option would be provided if modest plots of state owned land were made available with title deeds free of charge and households were permitted to construct basic initial houses on the plots.

New household formation rates in Armenia are estimated at 0.3 percent a year, which is extremely low by international standards. Whilst this may hide a number of problems, it does at least help to keep demand for new construction to lower levels than exist in countries with rates nearer the international norm.

Problems of managing the existing housing stock are being actively addressed through the privatization of the state owned stock. Obstacles to the formation of condominium associations need to be resolved. Better marketing and training of presidents and management committees will be required. The privatization of land and its transfer, free of cost, to condominium associations would offer a major  advantage to this form of housing over state owned units and could help to stimulate a range of locally based initiatives in employment generation, services provision and a general boost to self-help and self-reliance at community level. 

3.
FRAMEWORK FOR ANALYSING THE HOUSING SITUATION

The transition from a centrally controlled system of identifying and addressing housing needs to a market based system presents both problems and opportunities. 

Under the previous arrangements, the state assumed ultimate responsibility for meeting housing needs through the construction and management of heavily subsidised and generally standardised forms of housing. The cost of building, repairing and maintaining these developments eventually proved unsustainable. It is also possible that the standardised and inflexible forms of housing provided failed to meet the different social needs of many households.

As housing becomes privatized and private sector transactions and forms of development become more acceptable, so housing policy will need to establish a framework for regulating the relationships between housing needs, resources for meeting them and the groups supplying housing. This involves a transformation in the role of the state from acting as supplier to an enabler or facilitator of housing supply by others. 

This transformation will require more than a mere change of working practices and procedures. It involves a total change in the culture of all public sector agencies and staff engaged in urban development and the housing sector. This will inevitably take time to establish, but can be accelerated through the design, implementation and rapid dissemination of lessons from pilot projects based on innovative approaches. Capacity building training programs and exposure to international experience of good practice can also assist in this process.

The restricted supply system which prevailed in Armenia during the Soviet period meant access to land, credit, services, materials and labor were all determined by the state. In this case, the housing sector was supply driven in that housing provision was based on official estimates of needs and resources. Effective measures for the population to express or realize alternative options were restricted to those who bypassed the official systems and constructed their own houses. For the majority, however, the types of housing they received were determined by officials rather than the households themselves. Under such conditions, there was no incentive for suppliers to increase efficiency or offer households a choice of housing types. While such a system may have met the needs of an individual family at a specific time, it could not meet the needs of the same family at other times, or those of other families with different needs. It was inherently inefficient and inflexible, as well as unnecessarily expensive. It also defined housing largely in terms of quantity, or square metres of construction, rather than as homes in which people could satisfy a range of social and cultural needs. It was therefore based on a limited concept of the role which housing could serve in social and economic development.

There can be no ‘solution’ to housing problems for any country, irrespective of its level of economic development. This is simply because housing involves more than obtaining a roof and specified floor area. Housing has to provide a means of satisfying a wide range of cultural, psychological and social needs in addition to mere accommodation, so as the problems of quantity are addressed, so those of quality become more important. Furthermore, as the needs of people change with age, personal circumstances and economic status, so requirements of the role that housing serves in people`s lives also change. 

These factors create an unlimited range of needs even in societies which are relatively stable. During times of social and economic change, they are even more varied and impossible to predict by any central agency, whether this be in the public or private sector. The only way to identify and respond to such diverse and changing needs is therefore to open up the range of supply options, so that the housing market becomes increasingly demand driven.

In this context, it is important to note that the term ‘housing market’ refers to the full range of relationships between those in need of housing and those involved in supplying it or regulating such relationships. The housing market refers to all the participants in the housing field and their interactions, from the government, the private sector and consumers. (The housing market should not be confused with a market-based approach to housing. The former deals with the set of relationships between consumers, producers and the government, while the latter implies an approach where the private sector drives the housing agenda.) For the public sector, a sporting analogy might help to express its new role; instead of being the lead player, it will need to become instead the referee, ensuring that all the players, competing to supply housing operate within reasonable guidelines. Thus, it will be necessary for the Ministry of Urban Development, in conjunction with local authorities, to establish, agree and enforce rules which can ensure that all suppliers compete in a fair fashion in the marketplace.

The new public sector role will not in any way reduce the responsibility of the state in enabling people in Armenia to obtain appropriate and affordable housing. However, it will fundamentally change the way that this objective is achieved. In practice, it will require the state to regularly assess aspects of the housing market which are not providing a range of options for obtaining land, credit, services, materials or labor at a given cost and identifying new options which can introduce such choice. For example, it may be that the only way in which households can obtain land for housing is by renting it from the state. This can be expected to incur heavy delays and indirect costs in defining and allocating sites for new development. However, if land can be obtained by purchase, lease, shared titles, or through cooperatives, etc, people will be able to select the option which suits them best. In doing so, they will encourage each supply system to respond to demand and become more efficient in offering new options. 

A similar consideration applies to the other issues. For example, if credit can be made legally available through private banks, savings and loan schemes, credit unions, or community banks, access to credit will become easier on terms and conditions which reflect the interests of consumers rather than just suppliers. 

In a well functioning housing market, there will be sufficient options to enable households from all sections of the population to obtain affordable housing which meets their varied needs. Options may therefore include individual freehold houses, condominium ownership of an apartment, public and private rental, co-operatives, or shared titles. Any increase in demand for one particular option should be reflected in an increased supply of that option, while the system as a whole should also permit the introduction of new options based on local traditions or international good practice. In this way, the housing sector in Armenia can become more open, responsive and efficient. More importantly, people will be able to increase their participation in a sector of crucial importance for personal, social and economic development. 
4.
ANALYSIS AND RECOMMENDATIONS

4.1
Enabling housing environment

The section examines and makes recommendations with respect to the context within which housing activities take place, namely:

· the legal framework

What is the legal framework which defines and governs activities and relationships relevant to the housing field? What recommendations are proposed to improve, strengthen or clarify the set of laws relevant to housing?

· the regulatory context

What is the framework of regulatory bodies and administrative procedures which affect activities related to housing? What recommendations are proposed to make the regulatory framework more efficient, more effective and more enabling of a market approach to the provision of housing and related services?

· public institutional capacity

What are the current institutional structures and roles governing the housing field? What are the past and current arrangements for coordinating housing policy? What recommendations are proposed to rationalise the institutional apparatus, to clarify roles, to ensure effective delivery of housing programs? What need is there for capacity building, of what sort and for whom?

· private sector capacity

How is the private sector organised to provide services related to housing? What are the current barriers to a healthy, efficient private sector? What recommendations are proposed to strengthen the private sector and to enhance the conditions which will allow it to operate effectively?

· public/private partnerships

What potential is there for public/private partnerships? How can these be encouraged and nurtured?

· housing finance context

What is the current experience relevant to the provision of private financing for housing activities? How can an appropriate housing finance capability be fostered?

4.1.1
Legal framework

This section describes the legal framework governing housing-related activities and relationships, and proposes recommendations relevant to legislative reform. As a broad comment regarding the laws in this policy field, it can be said that the overall legislative framework is generally sound, in that essential rights are stipulated, and the major policy categories have accompanying legislation. It is at the level of detail where the legislative framework becomes uneven. A summary of the state of this legislative framework reveals the following:

· some statutes are, comparatively speaking, quite solid (for example, the Mortgage Law);

· some statutes have a good deal of detail but require additional policy (Law on Condominiums);

· there will be a great need to reconcile existing legislation and the new Civil Code; as well, various statutes require reconciling contradictory elements (Law on Condominiums and Law on Local Self-Government);

· certain laws provide only a basic framework and many details need to be added (Law on Urban Development);

· in some areas the law needs to be developed (law respecting rental housing).
The recommendations proposed in this section will only be in relation to obvious shortcomings or gaps defined from a strictly legal point of view. In the case of changes to the law arising from a policy perspective, these will be discussed in a later section. In addition, where there is a significant gap in the legislation, the recommended course of action, including comments on the legislation which will be required, will similarly be addressed in the section of the relevant issue. However, for the sake of convenience, the following list is provided to indicate where legislative initiatives need to be taken (note a distinction between the need for laws and the need for procedures):

· law regarding the privatisation of urban land;

· law relating to housing allowances;

· law respecting rental housing, both state and privatised;

· law respecting conversion of uses of structures;

· law regarding building standards and obligations of building owners;

· clarification of law on local self-government, to rationalise division of responsibilities relating to land use and development activities;

· procedures relating to determination of waiting lists and regarding housing entitlements of vulnerable families;

· procedures for the sale or transfer of state land;

· procedures and regulations relating to urban development;

· procedures regarding registration of property rights relating to structures and land;

· procedures respecting inspection of buildings;

· procedures for addressing illegal construction.

Legislation which is currently being drafted or where drafts are being revised include:

· the registration of real property;

· alienation of state-owned land;

· law on penalties for violating urban development procedures and regulations;

· land tax law;

· land classification law;

· land code.

The following section therefore addresses more technical issues relating to the legislative framework respecting housing policy, and is organised according to a number of topic areas, as follows:

· background to legal context

· property rights

· acquiring a home

· acquiring an apartment in a state or community building

· renting a home

· constructing a home

· condominiums

· cooperatives

· acquiring ownership of land for housing construction

· leasing land for housing construction

· easements

· banking system

· mortgages

· unauthorised construction

· mechanisms for resolving disputes

4.1.1.1.
background to legal context

It is relevant to describe the legal system in existence prior to the transition to a market economy, namely under the Soviet regime, because the prior system still influences how people view the law and what assumptions they make where the law is silent or unclear.

The essential characteristic of the Soviet legal system relating to housing was the primary focus on state property as the cornerstone of the housing system. This reliance on the state as the primary “owner” was not exclusive: in Armenia, prior to independence, about 40% of the Republic’s housing stock was in private hands. This housing consisted of mostly single family houses on state land registered to the owners who had built the homes with their own resources. In keeping with the emphasis on state ownership, the law did not permit these homeowners to either own the land or to be eligible for state loans. In addition, the law did not permit these owners to reconstruct or renovate their homes. The state also regularly demolished these homes in order to built new state housing. Owners of the destroyed homes were not compensated for their loss, except that they were provided with state apartments in return (depending on the number of persons living in the home prior to demolition).

The largest single category of housing consisted of state-owned apartments rented to households. The state financed and undertook the construction of these buildings. Apartments were allocated by the state according to prescribed procedures. Rents were nominal and did not correspond to the cost of building or maintaining the unit and the building structure. Households were allowed to exchange their apartments, and households had security of tenure. In the event of eviction, they were guaranteed another housing unit. All maintenance and repair work was undertaken by the state, and households were actually prohibited from undertaking such tasks. 

There also existed cooperative housing, where residents did not own their apartment but instead owned a share of the apartment building. The nominal value of the share was much less than its market value, were a market to exist. Residents of cooperatives did not have the right to sell their apartment or share, and if they wanted to leave, they received only the nominal value of their share. State loans were available for constructing cooperatives, and when a unit became empty, the unit was filled according to state-prescribed regulations. The value of joining a cooperative which was to build an apartment building was that it allowed one to jump the queue seeking to rent a state-owned apartment.

The relevant features of this system which constitute a legacy needing to be addressed are:

· virtually no experience with market-driven transactions;

· substantially limited rights to create or modify one’s own housing;

· prohibition against individuals taking the initiative to address renovation or repair needs;

· in theory, guarantees relating to tenure and to the upkeep of the housing stock.

Upon independence, significant reforms were undertaken to promote the adoption of a market approach to a broad range of housing activities. The legal aspects of housing policy are governed by the Constitution of the RoA, the Civil Code of the RoA, and by the laws and decrees of the RoA.

Notably, article 31 of the Constitution states:

Every citizen has the right for himself and his family to a satisfactory standard of living, including housing, as well as to the improvement of living conditions. The state undertakes the necessary measures for the realization of this right.

By way of a number of legislative changes, the fundamental assumptions of the Soviet legal system have been overturned and replaced by a market-based set of assumptions, notably:

· everyone has a right to acquire and own a home;

· state apartments may be privatised;

· individuals may rent state-owned or privately owned apartment units;

· individuals may build homes or apartment buildings and acquire land

(either own or rent) for that purpose;

· households may renovate or expand their homes and change their use,

subject only to relevant urban development regulations;

· individuals may seek loans to assist in achieving their housing goals;

· individuals may own or rent more than one home.

Specific categories of legislation will be discussed below.

4.1.1.2.
property rights

The relevant sections of the Constitution defining property rights are as follows:

Basic recognition of property right:

Article 8. The right to property is recognized and protected in the Republic of Armenia. The owner at his discretion possesses, uses and controls the property belonging to him. The exercise of the right to property must not cause damage to the environment or violate the rights and legal interests of other persons, society and the state. The state guarantees the free development and equal legal protection of all types of property, freedom of economic activity and free economic competition.

Restriction on ownership of land; protection of due process; provision for expropriation:

Article 28. Everyone has a right to property and inheritance. Foreign citizens and stateless persons do not enjoy the right of land ownership. Only a court can deprive one of property in cases stipulated by law. Confiscation of property for the needs of society and the state may occur only in exceptional cases with prior full compensation on the basis of the law.

Access to courts:

Article 38. Everyone has the right to defend his rights and freedoms in all ways not prohibited by law. Everyone has the right to judicial protection of his rights and freedoms established by the Constitution and laws.

Article 39. Everyone has the right to the public hearing of his case by an independent and impartial court maintaining all requirements of justice under conditions of equality in order to regain his rights that have been violated as well as to ascertain the justification of an accusation presented him. The participation of news media and representatives of society during all or part of a judicial examination may be prohibited by law in consideration of the protection of the interests of the mores of society, social order, state security, the parties' personal lives and justice.

These basic constitutional rights find elaboration in legislation. Therefore, article 202 of the RoA Civil Code stipulates that property rights in land extend to everything that is situated on and under the land, and the right is only limited, as noted in the Constitution, by the rights and interests of other persons and the state. The Civil Code defines some of these limitations as matters of state and public security, public health and welfare, and public regulations, among other headings. Article 204 of the Civil Code stipulates that an owner has the right to build, reconstruct or demolish any housing or other structure on his land, subject to laws respecting urban development, construction standards and the like.

Property rights generally extend to the RoA, communities, RoA citizens, foreign citizens, persons without citizenship and RoA and foreign juridical persons (articles 1 and 166 of the RoA Civil Code), except in the case of property rights relating to land, which are not available to foreign and stateless citizens.

The Civil Code also defines under what circumstances and under what procedures a property right may be extinguished by the state, the community or the courts, and establishes the obligation to provide compensation.

In general, the essential property rights are in place, and we do not propose any recommendations in relation to this heading.

4.1.1.3.
acquiring a home

Ownership of a home may be acquired in the following ways:

· through purchase;

· through privatisation;

· by way of a donation or inheritance;

· through ownership of a share in a housing cooperative; or

· through other means defined by the Constitution.

There is no limit on the number of homes one may own. The purchase of a home must be recorded and confirmed by a notary, and the agreement of sale and purchase only takes effect when registered with the state by the owner. Homeowners may take loans from lending institutions, and the mortgage law provides for the mortgaging of the home as security for the loan (mortgage).

According to the RoA law, “State, Social and Community Housing Stock Privatisation,” each tenant of state, public and community housing has the right to privatise his apartment without compensation. The house is privatised only in the case of a written agreement of the adult inhabitants of the house as a joint share property of all the inhabitants. This law is due to expire on December 31, 1998, and unlike previous times, it is not expected to be extended. The law provides that all apartment units still unprivatised shall be transferred to the ownership of the respective communities. (The issue of the unprivatised apartment units is discussed later in this report.)

4.1.1.4.
acquiring an apartment in a state or community building

Only Armenian citizens have a right to rent an apartment in a state or community-owned building. The RoA Housing Code defines the regulations relating to the provision of such housing, the responsibilities of the tenant, security of tenure, and other issues. In the state housing stock, the rent level is set by the RoA Council of Ministers, while in the community, the rent level is established by the head of the relevant community.

Starting January 1, 1999, the state and community housing stock apartment leases will be governed by of the new Civil Code.

4.1.1.5.
renting a home

This section refers to renting a home in housing stock not owned by the state or the community. 

As in the case of state-owned housing, the new Civil Code will also apply to private rental housing. The lease will have to be in written form, notarised, and will only take effect when registered with the state. Early termination and changes to the lease can only be done in the manner prescribed by the Code, while disputes must be resolved through the courts. The level of rent is a matter to be determined by agreement at the beginning of the lease, and cannot be changed unilaterally, except as provided for in the lease or by law.

4.1.1.6.
constructing a home

Every person is entitled to build, expand or reconstruct a house or an apartment building, alone or with others, subject to legislation and regulations relating to urban development, land use and the environment, among other requirements (Article 294 of RoA Civil Code, Article 24 of Land Code, RoA “Law on Urban Development”). Actual processes relating to such work is governed by the RoA “Law on Urban Development,” Resolution #544 of RoA (November 29, 1997) on “the approval of regulations for construction license and destroying a license,” and Resolution #478 (July 30, 1998) on “the approval of the regulations on the working out of urban development documents.” In any dispute regarding the exercise of these regulatory powers by the state, a remedy may be sought through the courts (Articles 6 and 27, Law on Urban Development).

Chapter 15 of the RoA Civil Code and the RoA law on “Banks and Bank Activities,” lending institutions may lend monies for construction activities, with the loan being secured by a mortgage (a discussion of Armenia’s mortgage law occurs below).

There are no tax privileges, state loan or grant programs in support of housing construction or reconstruction.

Any new home must be registered with the state, and the property right comes into effect from the moment of registration.

4.1.1.7.
condominiums

The RoA law “On Condominiums” came into effect June 1, 1996, with subsequent amendments and government decrees. In short, the law establishes that a condominium is a voluntary union of private owners of a multi-unit building or buildings. The association is a non-profit organisation.

Each owner owns his own apartment unit separately, as well as a share of the common areas of the building or buildings, in a proportion equal to his unit’s floor space as a percentage of all the apartment units in the association. An individual owner’s share of the common property cannot be separated from everyone else’s ownership of the common property as a whole, except when a condominium association is terminated.
The land under the building or buildings remains in state ownershipthough the condominium association is given rights of possession, without time limit and free of charge. The common property of a condominium association is exempt from taxation until January 1, 2006, though land allocated to an association is immediately subject to taxation.

An owner is free to manage his own apartment unit as he sees fit, and may sell or rent his unit without seeking approval from the condominium association or anyone else.

Among areas where the law on condominiums could be improved or clarified:

· there is no provision for using the structure of a condominium association to construct a new building; while it is conceivable that a developer could build a multi-unit building and sell all the units to individual owners, who would then form a condominium association, it would be preferable to establish an explicit procedure for such an intention to be noted, and possibly for a legal entity to be created, in advance;

· it is necessary to establish that a condominium association can be an owner as a legal entity, separate from the individual apartment unit owners and members of the condominium association;

· a condominium association should have the authority to join with one or more other associations to form one large association or to split up into two or more separate condominium associations;

· it should be made explicit in the condominium law that a condominium association may take private loans as well as hold a mortgage, and that the collateral or security pledged or property mortgaged can be that held by the condominium association, or the individual apartment units, where the owners have agreed to do so through a procedure set out in the condominium law.

4.1.1.8.
cooperatives

According the Article 117 of the Civil Code, a cooperative is a voluntary association, where members hold shares in the association. A member therefore owns a share of the cooperative, which entitles him to occupancy of an apartment, but not ownership of that apartment, except and until he has fully paid for his share.

A member of a cooperative may leave the cooperative, or may be excluded, for example, on the grounds of not fulfilling his duties by a decision of the cooperative’s general meeting, in which case he is entitled to payment for his share as well as other payments provided by the by-laws of the cooperative.

A member of a cooperative may transfer his share to another member of the same cooperative. If he wishes to transfer to someone else, the agreement of the cooperative is required and other cooperative members have the right, within a specified time, to purchase that share first.

4.1.1.9.
acquiring ownership of land for housing construction

Land may be acquired by purchase, through privatisation, through donation or inheritance, through exchange, or through other means fixed by legislation.

Ownership of land is limited to the state, communities, citizens and juridical persons of RoA. A person entitled to own land is not limited in terms of the number of plots or the size of the plots. Agreements of purchase and sale must be in written form and notarised. Ownership of land, whether by sale or other means, takes effect only from the date of registration with the state.

More than 80% of agricultural lands which were available for privatisation have been privatised.

Prior to the enactment of the Code on Real Estate on January 25, 1996, state land could be alienated by way of auction, defined by Decision #57 of the Government of Armenia (February 3, 1995). The Code on Real Estate and Article 205 of the Civil Code stipulates that state land can only be alienated by a process defined through legislation. No such legislation has been adopted to date, and so the sale of state land has halted.

Purchase of private land is governed by the Civil Code. Owners of land may mortgage the land to secure a loan.

4.1.1.10.
leasing land for housing construction

Article 35 of the Civil Code provides for the rental of private or state land for housing construction. A land lease must be in written form, notarised, and takes effect when registered with the state. A lease may be for any length of time, and the amount of the rent payment is a matter determined by the two parties. A structure built on leased land belongs to the person who leased the land and built the structure.

The Code allows for amendment and early termination of the lease on consent, but in the event of a dispute, the matter must be resolved through the courts. Where the owner of a structure on leased land transfers his rights to another person, or where the owner of the land transfers his rights to another person, the terms of the lease remain in force and apply to any new parties.

While Article 205 of the Civil Code states that the lease of state land must be done according to legislation, Article 3 of the law On Putting into Force the Civil Code allows the rent of state-owned land to be governed by way of State Decisions, in this case Decisions #108 (March, 1994) and #565 (December 8, 1997).

4.1.1.11.
easements

According to Article 210 of the Civil Code, a land owner has the right to request to make limited use of land adjacent to his own, a provision in law called an easement or servituts. An easement can be for the purpose of crossing adjacent land to reach own’s own land, or requiring passage of infrastructure and utilities to service one’s land.

An easement may be arranged voluntarily, acknowledged by a notarised, written agreement, or it may made obligatory, by order of a court. An easement must be registered with the state.

The person against whose land the easement applies may request payment from the individual benefiting from the easement, which may be arranged voluntarily or by order of a court.

4.1.1.12.
banking system

The RoA laws “On Banks and Banking Operations” and “On the Central Bank” establish the banking system for Armenia, which is comprised of the Central Bank of Armenia, domestic banks operating in Armenia (including their representatives and branches) and foreign banks operating in Armenia.

Banks are governed in their activities by the Constitution and laws of the RoA and by decisions of the Central Bank of Armenia, which also registers and licences banks. The Central Bank is independent of the Government of Armenia.

In general, the legislation defines activities of the banks respecting the receipt of deposits and the management of loans, pledges and investments. There is also provision for the protection of private personal information collected in course of banking activities.

4.1.1.13.
mortgages

The existing Mortgage Law very much follows the precedent of similar legislation found in Russia, with the added benefit of incorporating improvements arising from the longer experience with this legislation in Russia.

The Armenian law has several positive features:

· broad, simple rules and definitions for the essential instruments and parties;

· largely a law of “default” provisions, allowing parties to define their contractual obligations;

· provision for mortgage of leasehold rights;

· a non-judicial foreclosure provision for licenced banking institutions;

· specific recognition of foreclosure for failure to pay loan installments;

· foreclosure sale by brokerage listing as an alternative to public sale.

The new Armenian Civil Code, in adapting the Russian Civil Code and Russian Mortgage Law, appears in a few respects to be taking a step backward, as far as mortgage legislation is concerned. None of this is fatal to residential mortgage lending activities, but the current law and the new Civil Code could be amended having regard to the following:

· clarification of which of the laws will govern on substantive and procedural issues;

· clarification of the rights of loan acceleration;

· further improvements in the rights of eviction and limitation on the rights of mortgagors and family members;

· elimination of the special treatment of land as an object of mortgage;

· elimination of ambiguous and unhelpful requirements of the mortgage law, such as the “mortgage book” to be maintained by each mortgagor.

4.1.1.14.
unauthorised construction

According to Article 188 of the Civil Code, unauthorised construction is construction taking place on a site not allocated for this purpose, or where construction occurs without proper permission, or is in serious violation of urban development or construction regulations.

A person undertaking unauthorised construction does not have an ownership right to the structure, and does not have the right to transfer it. A court may confirm the ownership rights of the person who owns the site where unauthorised construction has taken place.

Unauthorised construction may attract both criminal and administrative sanctions (Articles 154 and 219 of the Criminal Code). Given the high level of unauthorised construction, the Government of Armenia has issued a decree (Decision #114, February 25, 1998) allowing unauthorised constructions to be made legal where they conform to the requirements of existing legislation. Ownership rights cannot be recognised for such structures where it would infringe the rights of others or where it might pose a threat to the life or health of individuals.

4.1.1.15.
mechanisms for resolving disputes

According to the Armenian Constitution, the Code of Civil Legal Proceedings, and the Law on Mediation Courts and Mediation Legal Proceedings, disputes arising in relation to housing and property issues are to be resolved through the court or mediation court.

4.1.2.
Regulatory framework

In 1995, the new Ministry of Urban Development was formed from the merger of the Construction Ministry and the State department of Architecture and Urban Planning and other agencies. However, the administrative procedures for obtaining permission to build housing units still requires applicants to obtain 36 to 43 permissions from 22 organisations, involving up to twelve professions. This can take anything over six months to complete following the official channels and adds significantly to the constraints facing housing suppliers. These delays and associated costs may be held to restrict supply and eventually transmit to the total costs of development which does take place.

Progress has been achieved on the arrangements whereby potential contractors and housing suppliers are able to enter the market.

Building standards during the Soviet period took inadequate account of earthquake resistance needs. This led to the large scale devastation experienced in 1988 and places much of the existing stock in other parts of the country in a vulnerable position, especially since the quantity of construction since the end of the Soviet period has been extremely modest. 

Policy options
Many countries are rationalising administrative procedures for processing  planning and building applications. The most innovative are known as ‘one-stop shops’ administered by local municipalities or the local offices of central government agencies. Their advantages are that applicants only have one set of officials to deal with and one place to go to. 

The costs of administering the system could well be covered by establishing a set of charges for routine services to cover all elements, including staff salaries and overheads. These would facilitate the development of an efficient service, for which most applicants could be expected to pay willingly.

4.1.3
Public institutional capacity

Housing policy in Armenia is developed and implemented through the Government of Armenia, primarily through the Ministry of Urban Development. Certain aspects of the implementation of programs are handled by the marzes and communities (local governments). More specifically, the jurisdictional division of responsibilities may be defined as follows:

Jurisdiction of the Government of Armenia:

· determines housing policy for the country;

· determines policies for access to housing and to housing related subsidies;

· determines the basis for grants and loans for housing construction;

· defines the real estate tax;

· sets maintenance standards for the existing housing stock;

· determines rules for the provision of state land for housing construction;

· regulates housing construction;

· establishes urban development policies and procedures.

Jurisdiction of Territorial Governing Bodies (Marzes)

· administer the regulation of housing construction;

· administer the purchase of homes from the state budget;

· oversee the housing stock in the territory outside the administrative borders of communities;

· police unauthorized construction in the territory outside the administrative borders of communities;

· supervise the activities of the communities in the housing sphere.

(This last point may be constitutional correct, but there is much political assertion of independence on the part of community politicians.)

Jurisdiction of Local Self-governing Bodies (Communities)

· administer the allocation and operation of houses and other shelter (for example, shelters);

· work with condominiums regarding their issues (administration, maintenance);

· administer urban development and construction processes and regulations;

· police unauthorized construction.

Most of the housing functions falling within the jurisdiction of the Government of Armenia is undertaken by the Ministry of Urban Development. This Ministry was created in 1995, assuming the functions of the previous Ministry of Construction, the Departments for Architecture and for Urban Development, and the ARMGEODESY enterprise, as well as certain functions of the Ministry of Communal Services. The Ministry prepares draft legislation and develops projects for the implementation of government policies and programs.

The Ministry is organized according to the following structure:

Office of the Minister

Department of Finance and Economy

Department of Science and Technology

Department of Urban Development Policy

Department of Architecture

Department of Urban Development Programs

Department of Foreign Relations and Development

Department of Construction Programs

Department of Land Surveying and Cartography

Department of Industry

Department of Inspection of Urban Development Activities

License Centre

Department of Housing Policy

Department of Communal Service Policy

Department of Accounting and Reporting

Department of Personnel and Special Task Policies

Department of Law

Administration

The Ministry management is structured as follows:

	Minister
	Mr. Felix Pirumian
	General management

	First Deputy  Minister
	Mr. Andranik Andreasian
	Housing; communal policy

	Deputy Minister
	Mr. Sarkis Tovmassian
	Urban Development; architecture; geodesy and cartography; and licensing 

	Deputy Minister
	Mr. Souren Karapetian
	Construction; construction industry; science

	Deputy Minister
	Mr. Gagik Khachatrian
	Finances


Of the 19 departments, eight are particularly relevant to housing, as follows:

· Department for Housing Policy (Mr. Kamo Khachatrian, Head) - formulation and implementation of the housing policy;

· Department for Communal Policy (Mr. Arshak Nazarian, Head) - communal infrastructures, primarily water sources, water supply and sewerage networks, purification facilities. Management of the infrastructures having to do with the utilisation of energy carriers (gas, heat, energy supply) are not within the competence of the Ministry;

· Department for Urban Development (Mr. Levon Eloyan, Head) - housing construction policy, territorial planning, urban lands, Urban Development norms, procedures on construction;

· Department for Architecture (Mr. Tigran Barseghian, Head) – design for various types of houses, standardisation, increasing the energy efficiency of buildings;

· Department for Science and Technology (Mr. Teimour Markarian, Head) - scientific research carried out with regards to all aspects of Ministry responsibility; development of construction standards, norms and regulations;

· Department for Construction Programs (Mr. Gagik Chaplakhian, Head); Department for Production (Mr. Vladimir Sardarian  -  related to the development and realisation of particular construction programs;

· Department for Construction Norms (Ms. Sonia Babayan, Head) - norms for the construction industry.

The structure of the Ministry includes scientific-research and project-undertaking organisations which carry out relevant activities ordered by the Ministry. They are:

1. State Scientific Research and Design Institute on Urban Development, Geodesy and Cartography (was established in October 1998);

2.  Stock companies in which the Ministry holds its share of stocks:

2.1  ARMPROJECT Institute - designing of housing and civil constructions, engineering   infrastructures;

2.2  Institute of Seismically Resistant Construction  -  reinforcement and modernisation of buildings;

2.3  COMMUNPROJECT Institute  -   designing of housing and communal buildings, maintenance and modernisation of the housing stock;

2.4  PROMPROJECT Institute  -  designing of industrial buildings;

2.5  ENGPROJECT Institute  -  engineering surveying and protection of inhabited locations from hazardous natural phenomena.

As far as the structure of the Ministry is concerned, it does appear as if the departments or functions could be grouped differently, to concentrate similar activities together. The following is not a definite proposal, but rather a suggestion for how a more appropriate grouping of activities could look:

Building Standards Branch:

· standards and procedures for new construction;

· standards for existing housing, including criteria for repair;

· inspections for new construction and existing housing;

· development of new technologies and materials for construction;

· architecture;

· state construction programs;

· private housing industry development.

Planning and Development Branch

· standards and procedures for planning and development;

· cartography

· planning approvals.

Policy Branch

· policy development;

· drafting Ministry legislation;

· special projects, including relations with international organizations and agencies.

Operations Branch

· communal services

Administration Branch

· human resources management;

· accounting;

· administration.

As well, there is a need to create specialized agencies with distinct business-like functions, which can operate somewhat at arm’s-length from government, but still be clearly accountable for their activities in a public way. Which Ministry these should be attached to is an open question. The proposed agencies would be:

· an agency to oversee the privatization of urban land; this agency would implement the broad policy direction of the government in this field, but would also undertake some policy development of its own, to flesh out the policy framework as well as provide an opportunity for public input to the process; it would further undertake or direct the undertaking of the creation of land inventories; it would then implement the privatization policy;

· an agency to oversee the development of government land; this agency would be the government’s developer, and could either undertake development itself, enter into public-private partnerships, or sell land, all according to a policy and accountability framework governing its activities;

· an agency to assist in the transformation of the housing maintenance sector, through training, capacity building and reorganization of the former zheks, and through the stimulation and strengthening of the private sector in this field.

Interviews were conducted with a number of department heads and a general impression has been formed of the Ministry’s activities and capabilities. The preparation of this study also allowed for a close-hand at the approaches and skills of not only Ministry personnel, but also of the consulting firms which act in a supportive capacity, in policy analysis and development, as well as project implementation.

The level of professional ability, knowledge and commitment to quality work is high. Nevertheless, there are some areas where improvement needs to occur:

· there is a tendency, in developing policy documents, to focus on aggregate quantitative data, with less reliance on further analytical dissection of the data, and even less regard for qualitative information;

· there is a further tendency to be far too descriptive in the preparation of studies, with less emphasis placed on critical analysis and putting forward alternatives to existing practices and policies;

· much remains unarticulated in a study document, even where there is a critical perspective, partly a hangover of not being used to have to justify one’s arguments or findings;

· these remains much secrecy when it comes to sharing information, and little reliance to cast the net broadly when seeking information;

· there is almost no habit of public consultation or canvassing of public opinions.

These are in addition to the constraints of operating with limited equipment, limited funding for studies or programs, under-staffing in some areas (with likely over-staffing in others), and difficulties in taking the initiative or gaining approvals for ideas.

There still remain shortcomings in relation to some of the usual habits of governing found in Western countries, notably in relation to competitive and transparent processes in relation to business and bidding generally, as well as in relation to the flow of information.

It cannot be said that the flow of Western experts to countries in transition has always been a beneficial thing, as these experts have not always understood the special circumstances of these emerging market democracies. However, if structured appropriately, Western assistance programs can leave some positive impacts, notably where they are:

· required to partner with local consultants, to ensure a strong local perspective and to assist in gathering local data;

· engaged in local capacity building;

· used as a catalyst to initiate something, with a clear requirement that a hand-over plan is in place to ensure sustainability.

4.1.4
Private sector capacity

The size of private sector in the housing field can be described as follows:

Private construction companies


Total number






130


Of which are completely privately owned


  50


Of which are jointly held by state shareholding



organizations





  80

These companies range from large (up to 500 staff), to medium-sized (up to 200 staff) to small (up to 20-100 staff).

Many former state construction companies have shrunk to between 10% to 20% of their previous size, and many have been rationalized into joint-stock companies where remaining employees own a percentage of the company.  The privatisation of these state enterprises has resulted in the establishment of many private sector firms, although their activities are constrained by low demand for new housing, limited ability to access land, limited financial resources and underdeveloped financing mechanisms.  As a result, most of the private sector developers concentrate on single-family houses for upper income groups or are engaged in renovations for middle-income groups.

These companies are generally properly equipped with basic technical equipment and have appropriate production capability.

Buildings materials production

Total number






105


Of which are completely privately owned


  60


Of which are jointly held by state shareholding



organizations





  30


Of which are state-owned




  15

The activities of these companies can be described as follows: large firms engaged in cement and plaster works, stone cutting and polishing; medium-sized firms undertaking production of wooden materials, doors and windows, light metallic and polymeric products such as doors, windows, and so on; and small firms engaged in parquet and various metallic materials.

The organisations are poorly equipped in terms of their machinery and technology, and range of products is limited. The quality of the production does not meet international standards. There is a need for well-prepared business plans and investments.

According to the Construction Industry Association, there is an abundance of natural resources for building materials, but these are not in a form useable by the industry.  Timber products are cheaper in neighbouring Iran and Azerbaijan than in Armenia, with estimates of premiums of up to 50% are being paid for locally sourced material despite an abundance of both hardwood and softwood forest reserves. The same estimates hold true for clay roofing tiles and fired bricks, both of which can be imported from Iran for an average of 20% discount below locally produced stock.  

Concrete and quarried stone are in abundance, and much of the architectural and construction trades are trained in the use of mostly these materials. Several organisations interviewed, including the Yerevan Construction Industry Association, prefer to use these materials because they are readily available. Those interviewed, when prompted, admit that alternatives to local materials have not been fully explored, and the cost implications of substituting lighter, more manageable materials (i.e.: clay fired bricks for quarried stone) have not been fully investigated by architects or construction professionals.

Recycled building materials and tools for homeowners to improve their own surroundings are available in good supply at local (informal) street markets.

Discussions with various construction companies have indicated that there are considerable scrap metal resources that exist, but there is no apparent industry to deal with the reprocessing of metallic industries. Metal smelting activities had occurred in the northern part of Armenia, but construction slowdowns and greater use of stone, and lack of available subsidies for non-performing industries resulted in the closure of such smelting industries in the early 1980s.  Many of those interviewed indicated that such activities could easily be refitted for the processing of scrap metal.

An aluminum-processing factory exists, though such a metal and its alloys are not usually used for structural purposes. They have some embellishment and roofing/siding uses.

Repair and renovation firms


Total number






45


Of which are completely privately owned


30


Of which are state-owned




15

Firms in this sector find it particularly challenging, as many individuals do their own repair work for their homes, or seek out other individuals or small informal firms to undertake the work. As a result, much activity in this sector goes unreported, and of course untaxed.

Firms operating in this sector require upgrading of their machinery, technology and skills, as well as assistance in preparing business plans, management approaches and marketing plans.

Maintenance firms


Total number






several hundred

Much of this sector is made up of what used to be state housing maintenance enterprises, or zheks. These have since been privatised to a degree as joint stock companies, owned by the communities and by the employees.

While condominium associations are free to contract maintenance work with any firm, zheks still command much of the market, largely because of their historical standing as the only maintenance organization, and the availability of their resources and personnel. Nevertheless, there is much anecdotal evidence which claims high levels of dissatisfaction with these companies. What is required is both a retraining of these companies, to turn them into customer-responsive and economically efficient undertakings, as well as support to new firms starting up in this field.

Real estate agencies


Total number






20

A licensing law has been passed for real estate brokers and comes into force at the start of next year. This is a source of complaint by brokers as they claim it is being prepared and will be administered by officials with no experience of how land and property markets operate. They want a standing committee with wider representation than exists at present. There is a Real Estate Development Association. There are an estimated 300 real estate brokers in Yerevan plus many others operating individually or informally. No structures exist for setting commissions or other charges and rates are generally set by “looking people in the eye” and seeing what they can get. Under reporting of sale prices is estimated to be in the region of 10-20 times the true market rate. The sales transfer tax at present is a token 15,000 dram ($30).

Planning and design firms


Of which are completely privately owned


100-120


Of which are jointly held by state shareholding



organizations





15-16


Of which are state-owned




7-8

This sector is made up of a range of firms: large firms (design institutes with up to 350-400 staff); medium-sized (former design institutes with the personnel up to 150); and small (companies with personnel from 1 to 10 staff members).

Armenia has a strong design sector, with many skilled professionals. However, with the low level of development and construction activity, this sector is severely under-utilized. As well, these firms lack modern equipment and technology, and have limited exposure to international practices. Finally, they lack marketing skills.

4.1.5
Public/private partnerships 

Background and context

The need to encourage the active participation of the emerging private sector in providing housing in Armenia will require that land and property prices reflect the nature and extent of effective demand. In practice, this means that the price for a given property or plot of land will reflect the level of competition for it and the ability of consumers to pay for it. It can be expected that this will encourage a gradual change of use for some buildings in central urban areas, especially Yerevan, from residential to commercial, since commercial groups will be able to out-bid residential users for key sites. This is normal practice in urban land and housing markets where the private sector influences investment patterns, though in many cases, single buildings may well contain a combination of commercial and residential uses.

In terms of the housing market, this process can be expected to take some time to establish, since there is no formal market operating at present and most land in urban areas is still under public ownership. However, there is evidence in other sections of this report, that an imputed land market is emerging and that this will benefit from the privatization of state land. Assuming that this occurs, it can be expected that a more transparent and efficient pattern of investment in land and housing development will evolve based on market prices. This is likely to increase investment and stimulate economic development.

Families already living in such areas will be presented with the opportunity to realize the increased commercial value of their housing asset, by selling or renting it out for a profit and moving to less expensive housing. However, lower income households will increasingly find it difficult to obtain housing in areas which attract high prices. Given the large variations in the distribution of wealth and incomes existing in Armenia, this can be expected to lead to a small number of high price, attractive residential areas and a large number of cheaper, less developed neighborhoods. For such households, and for professionals working in the housing sector, a market based system of housing provision may, therefore, appear to hold few benefits. Such a view may be reinforced by exposure to the situation in many capitalist countries, where regressive land and housing markets have produced intense speculation, social segregation and  exclusion.

However, increasing international experience is demonstrating that various types of public/private partnership can deliver the dual benefits of market efficiency and social equity. These are based on an acceptance that neither public nor private sectors on their own are able to understand or resolve housing problems. This is the first step in paving the way for a wide range of innovative approaches by which the roles and relationships of the two sectors, together with third sector groups, such as non-governmental organisations (NGOs) and community based organisations (CBOs), are being radically transformed. This section describes and assesses the potential relevance of public/private partnerships in enabling all sections of the population to meet their housing needs.

Types of partnership

One of the earliest reviews of public/private partnerships defines them as “programs and/or projects in which both public and private sector entities have financial commitments and exposure to risk.”
 The report reviews seven examples in India involving different approaches. In one, known as the Township Scheme, licenses are given to developers on condition that they contribute towards off-site infrastructure costs or reserve a proportion of the developed land for lower-income plots to develop land by the development authority. In another, the Guided Urban Development model, a joint venture was established between the development authority and private developers to stimulate the supply of affordable land for low-income households. The other examples consist of land readjustment projects and developments by co-operatives and NGOs.

The United Nations
 states that partnerships can be taken “to mean more than a simple link or interaction between two or more actors in the shelter process. Partnership implies:

· an active and deliberate process, even if the partners are active in not doing something (such as imposing controls on land or rents). 

· a process of working together in a mutually-interdependent fashion, often with shared responsibilities… The most successful partnerships are those in which each partner derives something beneficial, and gains access to something that it does not have from the other partner or partners in the relationship.

· a common agenda and  goal, even if the interests, benefits and powers of the partners differ.

· a relationship in which accountability and transparency are crucial”. 

The report goes on to say that responsibilities may vary and there is certainly no need for successful partnerships to be “equal” in terms of investment or effort, though they do imply a deliberate goal on the part of the actors involved to contribute something distinctive towards a common goal - adequate shelter for all. The examples reviewed in this and other reports include:

· Land sharing, whereby a land-owner or developer is granted permission to develop the more commercial part of a site in return for providing housing to accommodate any existing residents (eg squatters, or slum tenants), into the scheme out of the profits made from the profitable part of the site. In some cases, local authorities relax density and other regulations to enable developers to achieve an economically viable scheme and reasonable profit.

· Land-pooling and readjustment. These are among the earliest and most well known examples or public/private partnerships. These have been implemented in various Asian countries, including Japan, South Korea, and Taiwan, together with references to more recent examples in Nepal, Thailand and Malaysia. In land pooling projects, the ownership of all land in an area designated for redevelopment is transferred to the project agency and a number of serviced plots are then returned to the original owners in proportion to each contribution. In some cases, a proportion of the total plots are reserved for sale or allocation by the project development agency in order to cover the costs of land development and servicing. Land readjustment projects follow the same principle and the only difference is that land ownership remains with the original owners until the site has been subdivided and developed. Both approaches thrive in areas where land is held in a large number of relatively small private holdings and where the public sector agencies have achieved a high degree of capability. 

· The allocation of public lands for development by third sector groups. This approach has been applied in South Africa, though only at a small scale to date. 

· Development corporations made up of public and private sector interests. These ‘joint venture companies’ have been widely applied in the United Kingdom and other countries to help develop land made available through the closure of obsolete industries. The public authorities may provide the land as a contribution to total development costs and negotiate a scheme for which it can also provide planning permission. This ability to regulate land values through the provision or rejection of planning permission enables the state to create or contribute to added land values and therefore recoup a proportion of this for public benefit. 

· Concessions to planning regulations to attract private investment. This approach enables local authorities to recoup a proportion of the added value provided to land-owners or developers from the provision of concessions.

The essential quality which partnerships embody is that of complementarity, in which the relative strengths and weaknesses of each partner are offset against each other to produce developments which combine the best attributes of each. In practical terms, this could be seen as developments which are economically efficient, socially responsive and environmentally sustainable. However, it is likely that the concept of partnerships means different things to different people. To some, it may be a series of discrete projects and to others a way of doing business. While such variations are possibly necessary in winning support for the concept, it does present problems in defining and assessing examples.

A first step in this process is for actors from each sector to understand and acknowledge the legitimate interests of the other. For the public sector, this involves protecting the wider public interest and particularly the needs of vulnerable groups, such as those unable to gain access to the legal land and housing market. The state is also ultimately responsible for maintaining an effective and appropriate legal, policy and administrative framework within which other actors can operate on equal terms. In theory, this means drawing up and monitoring contracts, regulating contractors and preventing monopolies, co-ordinating suppliers and informing consumers and other groups of their rights and responsibilities. 

For the private sector, the primary interest is to maximise returns on investment, while minimising costs and risk. For commercial developers, investment will be defined primarily in terms of finance, while for NGOs, it may be seen in more social, or political terms.

However, improved understanding is an insufficient basis for partnerships and may even be seen as reinforcing opportunities for control over the other sector, rather than co-operation. A particular problem in this respect is the cost of money itself. In a country with high levels of domestic inflation, any project which takes a long time to come to fruition will inevitably cost more than one carried out quickly. Establishing administrative procedures which facilitate the efficient processing of planning and building applications is an essential pre-requisite for any efficient service, while examples of successful partnerships can help build confidence in establishing a more productive relationship.

The need to make planning and land management more responsive to market pressures is a pre-requisite to the formulation and implementation of a partnership approach. However, partnerships should not be seen merely as a means of extending market forces, but rather a means of reaping social and environmental benefits from them. 

Initially, public sector employees may consider initiatives designed to increase the role of private developers over land development as a threat to their own authority or personal interests. In some countries, notably Britain, the state used partnerships and privatisation as a means of reducing the strength of public sector unions and the high levels of over-staffing which they were seen as protecting. A partnership approach does not involve a withdrawal of the state from its responsibilities, but a means of maintaining and even increasing them. Partnerships therefore represent an opportunity at least as much as a threat.

Another constraint to innovation is the inherent conservatism of civil service institutions. Staff imbued with a culture which penalises risk taking, or variations from established procedures, will need considerable support and re-training to adopt more pragmatic and pro-active working practices. 

New roles will also require new rules. These will vary from one level of government to another, with central government creating the policy, legal and administrative framework within which local authorities can create a range of partnerships to suit local conditions. Striking the right balance, and adapting it to changing market conditions, will not be easy. Failure to adapt the administrative system would render partnerships more of a public relations exercise than a transformation of government roles in land development. Action at both levels will therefore be vital for success.

In partnerships between the public and formal private sectors, some form of contract will generally be required in order to clarify the roles of each partner and the distribution of investment, risk and benefit. This presents several issues. First, how can contracts follow an administratively manageable form and yet still allow for the uniqueness of different sites and partnership arrangements? Secondly, how can the opposing needs of transparency and commercial confidentiality be met? Thirdly, how can contracts be enforced, when the state itself is one of the interested parties?

The government should establish what issues should be addressed in a contract. Certainly, there will be need for the contract to define the rules, responsibilities and obligations of the parties. With regards to specific details, the contract will vary from partnership to partnership.

The ability of partnerships to succeed in areas occupied by, or designated for, low-income groups, presents a major practical problem. The potential for commercially attractive returns will be lower in such areas and will therefore require a greater public sector contribution to ensure viability. Yet these are the main areas in which partnerships are required, since commercially attractive areas can be developed by the private sector groups without external intervention. One solution to this is to apply partnership approaches in areas where there is greatest demand and transfer the surpluses or other benefits obtained to areas where they are most needed.

Speculation, and the desire to prevent it, is another common objective of public policy in dealing with land markets. Just as subsidies are intended to enable households to obtain land and housing which they would not be able to afford at a market determined price, so attempts to control speculation have sought to reduce market prices to facilitate market access by the poor. Public/private sector partnerships offer a means of avoiding this problem, by encouraging developments which maximise `added value’ (or profits), but incorporate elements which enable a proportion of this (speculative) increase to accrue to the wider community, or to specific groups defined as deserving. Incorporating the potential benefits of this approach will, however, require public sector agencies to reassess planning policies, particularly those relating to development control, and to revise them in ways which can facilitate a partnership approach.

In India, several types of partnership have been implemented. These include:

· Participatory Development Schemes, by which the private sector is permitted to undertake large scale land developments in return for the provision of a social housing component; 

· Transferable Development Rights, by which private land-owners in areas where development is restricted or public works are proposed, are compensated by disassociating the development rights from their existing plots and awarding transferable Development Right Certificates (DRCs) for use in other approved areas. The certificates can be cashed at any time, or sold on the open market as required. They are particularly appropriate in areas where land prices are rising.

· The Slum Redevelopment Scheme, whereby the commercial private sector and slum co-operatives and NGOs are offered land-based incentives to upgrade existing slums. (For example, a slum may be removed and market housing built in its place, however the displaced slum-dwellers must also be provided with housing in the new development. Because the new project involves higher densities, the developer, getting land and development rights, in return must “pay” for these by providing housing to the slum-dwellers.)

In Latin America, partnerships have been forged between the public sector and the ejido communities of Mexico, which account for over half of the country`s land area. The urbanisation of ejido land has become a major political and environmental issue with the expansion of urban areas, such as Mexico City. Since reforms were approved in 1991, the concept of partnerships has become formalised in the shape of joint ventures involving an ejido community and a private developer with an arrangement that is regulated and monitored by the government. 

Of all the examples of partnerships implemented in other countries, perhaps the most relevant examples for Armenia are perhaps those currently being implemented in Russia, Bulgaria and Ukraine with support from USAID. These are known as ‘Requests for Proposals’ (RFPs) and were initiated in 1995 as pilot projects in Bourgas, Rousse and Stara Zagora. The RFP approach encourages an open, fair competition between developers by inviting them to submit proposals for developing a predefined area based on a brief prepared by the state which specifies:

· minimum performance standards;

· a time frame for development;

· procedures for preparing proposals;

· specified criteria against which proposals will be assessed; and

· a schedule for reviewing and selecting a “winning” proposal.

In some cases, a short list of suitable, qualified developers was prepared using a Request for Qualification (RFQ), where proponents are asked to show a minimum level of qualifications and experience in order to be allowed to bid on the actual project.

Experience showed that it was essential to base the mandatory requirements of a brief on market prices for land, services, construction and other works, plus the cost of project finance. Professionals in the public sector lacked experience in market based pricing and training was offered to enable them to develop financially viable schemes which also encouraged developers to provide a social and/or environmental benefit. A pre-requisite to success in this form of public/private partnership is a solid understanding of real estate markets, and the pilot projects assisted in creating this capability.

Bulgarian municipalities carry a large liability in the form of housing units provided to compensate households whose property was expropriated during the 1980s for public purposes. The prospect of receiving between 20-30 percent of the proposed number of housing units in exchange for granting development rights on municipally owned sites to private developers, enabled the authorities to meet the needs of the dispossessed households at no direct cost. From the developers` perspective, the RFP approach increases access to highly desirable sites for development and offers an attractive alternative to the often complex and lengthy negotiations with private land owners. Although the scale of the programs is small, it has introduced new ways of developing land which possess the potential for considerable expansion.

The Russian example concerns a land market which had been established by 1993 following legislation approving the private ownership of land after years of state control. The approach sought to capitalise on the value of land as a source of public revenues after years during which it contributed virtually nothing to the city budget. Although it is still early in the process, the approach has been adopted enthusiastically and is rapidly transforming options for efficient and affordable land development in both countries.

On the basis of this brief review, the following options for public/private partnerships deserve consideration for further application in Armenia:

· Joint ventures between public sector agencies and developers. These offer potential in areas presently subject to strong commercial pressure.

· Requests for Proposals. These could stimulate ideas for developing peripheral areas which are coming under pressure for development.

· The allocation of public lands for development by third sector groups.

· Concessions to planning regulations to attract private investment. 

More specifically, there is definitely potential to structure several development packages which would be attractive to private developers and beneficial to government housing policies goals. These could include, as part of the benefit to developers:

· one or more unfinished buildings to complete;

· well-situated public land to develop.

These developments could include commercial as well as residential components.

In return, the developer would be required to provide one or more of the following:

· a certain number of public housing units;

· the strengthening of certain Category 3 buildings;

· the demolishing of certain buildings (Category 4 and/or some unfinished structures which will not be completed).

4.1.6.
Housing finance context

The housing finance market is its infancy in Armenia. While an acceptable legal framework exists for securing mortgages, there is very little formal, private sector loan activity related to housing. In discussions with construction industry and condominium association representatives, it is clear that were credits available for construction financing, home purchases and home repairs, there would be a demand for such loans.

One recent survey
 has identified the current degree of activity in this area. Four banks were interviewed and asked to identify their current business in the following sectors: commercial real estate loans, loans for home purchase, and construction period finance.

Table 20: Real Estate Lending Activities of Selected Armenian Banks
	Bank
	Bank description
	Loan activity

	
	
	Commercial
	Home
	Construction

	Agrobank
	-47 branches

-equity:

$8 million

-loan volume:

$9 million
	Loans of 3 to 6 months, interest 4% per month
	Few loans; 2 year terms; 3% interest per month; maximum loan to value ratio: 50%
	None

	Lend Bank
	-equity:

$800,000
	None
	None
	One loan for purchase, rehabilitation and sale of apartments

	Converse Bank
	-loan portfolio:

$1.8 million
	26% of all loans are real estate-related, mostly commercial, for renovation of commercial and office space
	6% of real estate loans for homes; 3-6 month terms; 4.0-4.5% interest rate
	None

	Armimpex Bank
	-equity:

$1.5 million

-assets:

$55 million

-loan portfolio:

$38 million
	None
	A few loans for home purchase to bank VIPs
	One loan for construction of a restaurant and resort hotel


It is clear from this survey that the Armenian banks interviewed have little experience with real estate lending.

The purpose of the study cited was to propose a specific project to stimulate real estate-based lending, involving technical assistance to Armenian banks over the course of six months, to assist them to begin or expand lending operations in the three categories of real-estate lending identified earlier. The technical assistance proposed would focus on such activities as:

· providing overviews of these three areas of lending;

· developing business plans for real estate-based lending;

· developing a bank documentation package (loan application forms; regulations on lending terms and conditions; draft contracts);

· reviewing the organisational structures of the banks;

· identifying mechanisms for keeping abreast of market activities and trends;

· making available loan servicing software;

· preparing a manual on syndicated lending and joint financing approaches;

· assisting in actual loan application analysis.

The proposal also notes the possibility of receiving refinancing from the International Finance Corporation for loans made.

What is attractive about this proposal is that it not only transfers valuable skills, but it also focuses on concrete application of these skills by requiring participating banks to make pilot loans as part of the project. Obviously, the potential for refinancing is also extremely attractive, for this would effectively represent an injection of lending capital.

At this stage a significant obstacle to real estate-based lending in Armenia is not the adequacy of the legal framework but rather the lack of experience and expertise on the part of banks to assess such loans. The only way the banks can develop that capacity is through training and applied practice. The Urban Institute proposal provides the necessary first step to Armenian banks wishing to develop this aspect of their business.

4.2.1
Land supply and land markets

There is general agreement among municipal officials, practitioners and academics that urban land is in good supply in Armenia, and that there is even an adequate supply of urban land around Yerevan to accommodate future expansion. While the Master Plan for Yerevan imposed a boundary around metropolitan Yerevan, the supply of land was finite only having regard to such an artificial boundary. In the region around Yerevan, land is certainly available.

The method of distribution for land however remains inefficient, and not conducive to the private forms of development (including self-build/self-help) required to address some of the critical housing issues.

As well, the planning system for the Republic has yet to have a physical impact despite forthcoming legislation. Much of the approaches to physical planning and technology applied are obvious extensions of the systems employed before independence. Unlike the changes that followed for example in the Czech and Slovak Republics, Armenian authorities still place considerable emphasis on development control. Those republics abolished the state authorities related to construction development alongside the reforms which privatised state housing, and transferred these functions to the private sector. Complementary measures for expediting the process for private developments were also initiated, albeit with limited early successes, together with renewed responsibilities of the ministries that remained, to facilitate and manage the development process.

While the current legislative reforms attempt to provide support to private sector actors, these could likely have only limited impact, as the institutions responsible for their implementation continue to practice many habits left over from their command administration times. There is therefore a likelihood that the complex and numerous government agencies involved in the planning, development and management processes are likely to nullify or have a counter-productive effect on creating the conditions necessary for some of the more pressing urban issues to be resolved.  Simplified organisational structures and clear management responsibilities, as with Estonia and the Slovak Republic have made significant positive impacts, inter alia, on creating an ‘enabling’ market for real estate.

As shown in the table below, most land is owned and controlled by local authorities. In many emerging economies,
 the granting of tenure for the process of development has been sufficient incentive to kick-start housing and other redevelopment processes.

Table 21: Ownership of Land (1996/97)

	City
	Public Land Ratio (%)
	Private Land Ratio (%)

	Abovian
	92
	8

	Armavir
	24
	76

	Gyumri
	65
	35

	Hrazdan
	67
	33

	Kapan
	82
	18

	Vagharshapat
	51
	49

	Vanadzor
	69
	31

	Yerevan
	82
	18


Source: RoA Ministry of Urban Development and Housing Construction

While the rate of privatisation for rural land exceed the pace of other FSU republics, the same is not true for urban land. This is not due to low demand for land; quite the contrary, as urban land is in high demand in many of the major cities. Municipal authorities have been slow to realise the latent potential of revenues for land. For example, only residential plots of less than 400 m2 were allowed to be traded on the market, and the transfer of these was conditional upon new development being financed privately.  Clearly, such policies do not entice the sort of sophisticated commercial developers required to drive Armenia’s real estate market. The study team considers that the pace of privatisation for urban land has been hampered be a combination of factors, namely:

· the immediate need for efficient management of the housing stock placed an increased urgency on privatisation of dwellings rather than land itself;

· land in many urban areas may have been controlled by more than one statutory authority (i.e.: Yerevan) thereby making the process more cumbersome to manage;

· there may have been self-interested groups impeding privatisation, or the fear that privatisation would disproportionately benefit selected groups;
· there was no comprehensive inventory of urban land in place, and cadastral records were not only dated, but did not reflect the true economic value of land; therefore the compiling an inventory of transactions was not yet possible.
Epstien (1997) has cited several other factors including:

· lack of guidance in the procedures for privatisation and mechanisms of transfer of real assets that were historically owned by government to the private sector;

· unclear institutional responsibility for privatisation due to the number of state departments formerly tasked with the management of land and real assets;

· absence of up-to-date cadastral maps;

· lack of recognition of the value of land, and the potential of wealth that may potentially contribute to operational deficits as a result of sales, coupled with the expectation of central government to contribute to financing the budgets of municipalities/marzes;

· high levels of speculation for future increases by the minority of municipal officials who had influence in the pace of privatisation. 

Many of the above reasons for the delay in privatisation of urban land still hold true today, and although recent efforts to establish more accurate cadastral information, partially through a USAID contract to Ronco Consultants, has alleviated some of the backlog, substantial work is still required before the Armenian land market operates in a manner similar to the newly independent states of Eastern Europe. The World Bank and the Government of Armenia have signed a memorandum of understanding for approximately $ 10.6 million loan for a title registration project, though there are a number of conditions which must be met prior to the credit becoming effective.

While the Municipal Code of January, 1999, will have a net positive effect on the possibilities for land transfer, sale and ownership, thereby broadening the market forces influencing supply and demand, the current legislation (government decree no. 57 of February 3rd, 1995) limits the sale of land through auctions for the purpose of single family houses that are owner financed only. Extended leasehold agreements for municipal land are available to individuals and private companies.

Currently, a number of options are available to the private sector for the procurement of land for development. These include:

Leasehold Contracts of Greenfield Land from Municipalities: Developers willing to promptly build on greenfield municipal land are sold leasehold rights of up to 99 years. Similar to housing legislation in many cities of industrialised countries with affordable housing shortages, the developers are usually required to reserve 10% of the units for affordable units, or transfer an equivalent sum to the municipality in lieu of this. Many developers opt for the latter as the former is thought to lower the attraction of the housing to wealthier clients.

This, by far, is the most attractive of options for developers, in that poses the fewest constraints on the type of development, and allows development to proceed relatively quickly, thus allowing returns to be realised promptly and avoiding costly tie-ups of financing capital.

Leasehold Contracts of Built-Up Land from Municipalities: If private development displaces individuals, it is the responsibility of developers to ensure that those displaced can be absorbed elsewhere. Therefore built-up land offered by the municipality to developers must consider not only the costs of land, but also rehousing of those in the existing development.  While there may arguably be a net benefit to the housing stock through such arrangements (where not only is the existing building renovated/redeveloped, but dignified accommodation sought and improved for those displaced) experience in other countries shows that these conditions are not always enforced.  In those circumstances, then, the end result is the improvement of housing stock for those for a privileged social class, further exacerbated by the removal of those least able to afford housing on municipal land most in demand by private developers.

Purchase of Freehold Private Land: Although strictly speaking, this option should be available only to private individuals who are financing their own homes, a number of informal creative arrangements between developers and private individuals has managed to circumvent formal legislation.  The demand for such land, which is in low supply, coupled with the inherent risks of such deals, has resulted in extraordinarily high prices being paid under such circumstances. Epstien (1997) estimates that up to 40% of the total construction costs in such circumstances are used for land, as opposed to the more usual 3% to 15% range.

Immediately after independence, municipal authorities, in an effort to stimulate private development of housing, conducted a series of land auctions which were open to bidders by invitation only. This closed process saw vast tracts of urban land being leased or sold for $15 to $50 per m2, which translated in most circumstances to only between 2% to 5% of construction costs. Much of this land was never made available on the open market. The charging of sub-market rents for land resulted in redevelopment/construction of buildings that did not fully consider the true economic worth of the land; indeed this saving on land cost was not necessary in order for the buildings to realise reasonable profits. Epstien (1997) estimates that such deflated prices made available to a privileged few caused hoarding of urban land in Yerevan, to the extent that between 30,000 to 40,000 m2 of undeveloped land is being held in reserve by developers. This has been confirmed in a recent interview which noted that a previous mayor in Yerevan set a precedent which was followed by other politicians and senior officials. There is no evidence to suggest that this practice is still in place.

Redevelopment and refurbishment of existing buildings in Yerevan still results in  nominal profits, and while such activity has sparked the interest of the private sector, the municipality has halted the release of many buildings onto the market until it documents the entire inventory available for sale, and better understands the dynamics of the Yerevan real estate market.

The new land code, coupled with municipal restructuring and the reorganisation of various line departments to increase the accountability for land transactions (thereby increasing transparency) will go some way towards creating the favourable conditions necessary for private developers to engage in housing provision.  Among the changes will be the enacting of the new civil code, the formation of a real estate department under the Ministry of Finance, and the continuation of various bilateral and multilateral programs strengthening the capacity of the players and institutions in the housing/development markets.

From the above, it is clear that there are few incentives, at least in terms of land, that are available to private developers in the provision of housing. Difficulties in accessing urban land and the rudimentary forms of possession do not allow developers to use land as a leverage to stimulate further investment. While leasehold contracts on greenfield sites, due to the discounts charged by municipalities, allow developers to channel valuable start-up capital into other areas, the opportunity costs still do not favour private housing entrepreneurs. Epstien (1997) cites a number of reasons for this: Planning permission and the transfer of land can take a long time, especially if residents require relocation; secondly, the lack of secure tenure does not allow developers to use land as a leverage to further financing; thirdly, developers are at the mercy of the authorities to determine sites to be developed, thereby opening the process to favouritism because the allocation of land is not an open and transparent process.

On the other hand, from the public interest point of view, there is no practice of issuing completion bonds, so that land held by various companies does not need to be developed.  Thus, many companies have increased the values of existing properties simply by decreasing the supply of available land through the practice of land banking. In other industrialised countries, municipal authorities that grant or otherwise transfer land to developers for construction require the developer to add value to that land within a prescribed time, or else the authorities have the option of redeeming a bond to the full market value of the land, and redistribute the right to develop to others.

4.2.2
Urban land use planning

While the last Master Plan for Yerevan produced in 1972 is now dated, the issue of updating the plan refers not only to elementary physical planning and infrastructure requirements, but also transforming the physical planning philosophy to accommodate a free market in housing, development and, indeed, the entire economic sphere. What is required is a more flexible planning and development framework which provides guidelines and opportunities for the players in the marketplace to pursue their goals, having regard to broader societal objectives and safeguards for the public interest and the promotion of proper, environmentally-sound development.

The efforts of the former Soviet government to achieve full employment resulted in urban physical forms that used labour intensive modes of construction, often where the total value of inputs exceeded the final (economic) value of the resulting outputs.  As a result, buildings and infrastructure were constructed with a view to achieving maximum participation of the labour force primarily as a social and political imperative, rather than maximising cost effectiveness as an economic one. The resultant physical forms inherited by the current administration are costly to maintain and operate, and in a rapid state of deterioration due to a lack of cheap labour and state resources.  

Post war rural to urban migration required additional capital assets to be built, particularly in industrial centres such as Yerevan, Gyumri and Vanadzor.  As a result, many rural areas were left underfunded, with state resources concentrating on achieving full employment through industrial development of cities.  As a result of such policies, many secondary centres and rural areas were deprived of state resources, particularly in terms of maintenance of existing infrastructure. Physical planning outside the urban core of the aforementioned major cities resulted more from the needs of the industrial activities that required labour than any other consideration. Often, such as is the case in outlying areas of Yerevan, these settlements bore no functional connection to hierarchies and spatial patterns that preceded them in more established parts of the same city. Although conceptually this was no different from the way cities arose from major industries in America in the early 1900s, the major difference was that the American model realised that workers needed to have a connection outside of the workplace for a variety of reasons, and therefore incorporated amenities into the planning of industrial towns.  In contrast, many such desirable urban amenities are already in existence in many major Armenian centres, but new planning did not integrate these into the industrial settlement models constructed.  

Thus, in many cases, the need to bring essential urban amenities, such as schools, employment, health clinics, markets and recreational amenities, within a reasonable distance of communities was not achieved in industrial complexes outside city centres. In fact, many such developments failed in their objective not only because the state deferred resources away from such amenities in favour of the industries themselves, but also because there was little co-ordination and integration with amenities that did exist.

The result in cities such as Vanadzor and Yerevan is that the industrial suburbs are seen as somewhat separate, on physical and operational terms, from their constituent urban centres. This has resulted in the inability to co-ordinate urban management functions on a metropolitan level.

In similar fashion, while several high rise residential buildings of 16 or 22 storeys were built in many of the industrial suburbs, there was little or no social or recreational amenities to offset such intensive densities.

It is suggested that even without a new Master Plan for Yerevan and other major cities, significant physical changes will occur as a result of institutional, policy and market shifts. As the privatisation of land and the formation of condominium associations grows, the physical environment will be forced to adapt to the changes inherent in such reforms, as private development, redevelopment and leasing of land responds to market opportunities. The territorial specialisation of labour and the significant number of Armenians who bring in capital from outside the country (diaspora living in Europe and the Americas as well as citizens working elsewhere in the CIS) will influence the urban landscape. Negative factors will also have an impact: budget constraints which may reduce spending on maintenance and expansion of roadways may result in less reliance on road transport within the city centre in the short term, thereby increasing the potential for the creation of regional neighbourhood hubs. Land reform and the privatisation of urban land previously held by the municipalities will draw in private sector purchasers and development will then be dictated by consumer demand rather than be directed through state processes.

Changes in the regulatory environment, the removal of artificial barriers preventing market dynamics affecting land supply, access and values and the emergence of retail, commercial and recreational facilities will result in changes on the urban landscape, most notably in suburban and peri-urban areas. These changes will also appear as a result of a more decentralised and less imposed planning regime, with decision-making authority at local levels influencing planning proposals. This however will take some time to change since we are still dealing with a mindset of central planning, where some public officials may still act as if they must manage all aspects of social and economic activity.

Decentralisation of planning authority has, on one hand led to greater accountability, but severe budget constraints still mean that there is little improvement in rapidly deteriorating infrastructure. The challenge for the Armenian municipalities therefore is, on the one hand, to provide an upgraded level of services and improved infrastructure facilities, while on the other to create the willingness to pay for such investment through revenue collection
4.2.3.
Privatising urban land

Privatisation of land is an important element in the transition to a market economy. By securing title to their land, occupants have greater control over the use and disposition of their property. As well, the ownership of land provides the owner with an asset which can be used to raise funds. This is particularly the case with private enterprises, which can use this asset to raise capital for their businesses, either by securing loans by way of mortgages, or selling land excess to their needs.

The privatisation of land and structures in Armenia has taken place in an uneven fashion. Firstly, the privatisation of land and structures has been treated separately, so that privatisation of structures, be they buildings associated with commercial and industrial enterprises or residential buildings (either individual homes or apartment buildings) has occurred separately from the privatisation of the land associated with those structures. Secondly, the privatisation of rural land has moved forward separately from the privatisation of urban land. Thirdly, the only portion of urban land privatised is that associated with detached residential dwellings and the odd land allotment for new construction (although these lands may in some cases be leased). By and large, the privatisation of rural lands, enterprises and residential dwellings has progressed well. The purpose of this section is to address the issue of the privatisation of urban land.

The issue of the privatisation of urban land is subject to an on-going policy debate in Armenia and is one which is not susceptible to a simple solution. The disposition of urban land and the management of urban development involve far more issues than those associated with rural land, simply because of the greater range of uses and competing interests.

This topic might better be considered having regard to the following questions:

· what principles might guide the privatisation of urban land?

· what is the inventory of land under discussion and what might be appropriate uses for that land?

· what is a fair disposition of that land and in what form, having regard to national policy goals and the promotion of private interests?

· is there a process which can be proposed to address this question?

Principles to guide the privatisation of urban land
The following principles are proposed as a framework for an urban land privatisation program:

· the government should seek to encourage the highest and best productive use of the land;

· in that regard, the government should seek to move land into private hands, maintaining in public ownership a limited category of lands;

· the government should not make immediate financial return a goal of a land privatisation program; rather, privatisation and the productive development of that land will result in appropriate and on-going returns to the state by way of land tax, development and construction fees, and value-added tax.

With regards to what land should remain in public ownership, these would likely include:

· land being directly used by public bodies (for example, land on which government buildings are situated; public galleries and museums; working areas and parking grounds; military bases);

· public space such as parks, recreational areas, ecological space and green belts (although the latter two could also eventually be preserved by development controls);

· public rights-of-way (streets, squares, utility corridors – the latter would also be managed by way of easements [servitut]).

This report also recommends that specific parcels of land, which have clear development potential, and are not obviously attached or associated with a privatised structure, should also be reserved as part of the public asset, to be made available for development through a competitive process, to be discussed later.

Inventory of land

It is difficult to debate this issue in the abstract without a strong sense of exactly what lands are being discussed, what competing issues are involved, and what the development potential of this land is. 

Proper planning would require the development of updated master plans for the urban areas in question. This has been a sorely neglected matter – the last master plan for Yerevan was completed in 1972. Unfortunately, a proper master plan process would require certainly more than a year. In the meantime, what could be undertaken is the development of a quick inventory of lands to be reserved in public ownership, following a clear set of criteria, of which the list noted earlier may be a start. Once such an inventory of lands being reserved for public (state, marz or community) ownership is assembled, then these lands would be held back from the privatisation program, and the rest of the urban lands would be submitted to the privatisation process. It may also be necessary to review the amount of land notionally included within the boundary of a privatised enterprise. Under Soviet planning practice, industrial enterprises often were allocated substantial parcels of land, in excess of their needs. It may be necessary to review the amount of land potentially open to privatisation to these enterprises in this light, to determine if there may not be reason to limit the amount of land to be transferred.

Disposition of land
There are three main issues involved in the disposition of land: (1) what amount of land is to be transferred; (2) to whom does it go; (3) at what price; and (4) under what conditions. While some issues which arise with respect to these questions are discussed further, this entire question would need to be subject to a more extensive study in preparation of an urban land privatisation program.

In most cases of privatisation, the land to be transferred should be the “natural” plot of land which is associated with the structure upon it. When these various buildings were constructed, there would have been a parcel of land which was part of the development plan prepared as part of the construction project. That parcel of land may even in some cases be marking off by fencing or other boundary markers.

The issue becomes more problematic in the case of condominium associations. Because of the original law of “one building, one condominium,” there will exist buildings within a city block or micro-region where considerable common space is shared between two or more buildings, where there may be two or more condominium associations (as well as other possible owners). There will be three options in these situations:

· ideally, one condominium association can be established (this does require an amendment to the condominium law), so that land common to several buildings can be owned in common by all the apartment unit owners, in the same way the common space within their buildings is owned by them collectively;

· where a formal legal structure cannot be created, in particular where there are several different types of owners (for example, several condominium associations, some individual home owners, and perhaps some commercial or retail structure owners), a legal document will have to be negotiated, for the ownership in common of the lands within a given parcel among all the owners situated upon that land;

· where there is not the possibility of a negotiated common ownership, the land will have to be parceled out among the different owners, following a set  of rules, which would include such considerations as the footprint of the building, the land designated as part of the development plan when each structure was built, past and current uses and occupation of the land, and so on; as well, easements would have to be negotiated and encroachments dealt with.

This report also recommends that in the case of multi-unit residential apartment buildings, that urban land only be privatised on behalf of condominium associations. There are two reasons for this: (1) because the land is to be held on behalf of many owners, there is need for a legal mechanism whereby the many owners can have ownership of one property; (2) to provide a further incentive apartment unit owners to form condominiums, to acquire common ownership of their lands.

Land transferred to a condominium association could be leased or sold, with the proceeds becoming part of the general revenues of the condominium association.

With regards to the transfer price of the land being privatised, this report recommends that the land be transferred at no cost. The point of this exercise is to get these lands into private, and hopefully productive hands. As noted earlier, the lands in question will begin to attract various state charges, beginning with land tax, but other charges as well, once the land starts being put to more intensive use.

With regards to land which will remain in public ownership, in particularly parcels identified as suitable for development, these lands can be made available in several ways.

Some lands will be suitable for the construction of low-cost, low-rise ownership units. Where these parcels are appropriate for individual private construction, including self-help and incremental housing projects, the state could stipulate that these lands can be transferred at no cost, or leased for a longer term at nominal cost, with necessary protections against speculation. Where they are being made available for low-cost housing, the state may even consider forgiveness of the land tax for a period of time.

Other lands which would have potential for higher density or higher value uses should be subject to an auction process. The lands should be released to the market over a period of time (to ensure a steady supply of land and to avoid flooding the market, thus reducing land prices). A well publicised, transparent and open auction process would need to be developed. (Such auctions may be judged on the basis of the price which may be offered, or on the basis of the development to be proposed, including what benefits may accrue to the state, for example, ownership of some part of the development.)

Where land is made available, particularly at something less than market price, the state should stipulate that the land is being transferred conditionally, on the requirement that construction or other improvements to the land take place within a specified period of time.

Process questions

How a decision regarding the disposition of urban lands is implemented is important, both in terms of the effectiveness of the process and public acceptability of the result.

Many decisions in the housing sector have been developed and then implemented through the state administrative structures. Given the importance of the urban land to the urban development and housing activities, it may be worthwhile to implement a process which is more transparent and open to public input. For example, an agency could be created which could be charged with developing and implementing the urban land privatisation policy. Such an agency could be given broad policy principles which it must adhere to, so that there are boundaries placed on what it could and could not do. In applying these principles, it could:

· invite public input to create specific criteria for how the land would be surveyed, how existing uses would be treated, how to resolve questions relating to land common to several owners, and so on;

· undertake the process of surveying and delineating physical boundaries for land to be transferred.

The work of such an agency would have to take place after a survey had been made of what lands are subject to its activities, although it could also be a directing part of the land inventory assembly process. Such an agency could travel to different cities, both for the purpose of receiving public input as well as to oversee the land delineation process.

4.2.4
Land registration system

A title registration system is a record of all legal interests recognised by the state with respect to any parcel of land and any structures on the land. Through registration, property rights are recorded and open to inspection by the public, thus certifying the existence of the right and making it known to any other person who may have dealings with that property.

A title registration system is an important support to a real estate market, for it clarifies what property can or is being sold, and what other encumbrances may be in place. For example, a purchaser can verify the right of a seller to offer his property for sale, or a bank can ensure there are no other mortgages secured against a property before it registers its own mortgage against the property.

COULD KAREN STILL TRACK DOWN THIS PARAGRAPH?

USAID is currently assisting the Unified Cadastre Department of RoA to put into place a streamlined, cost-effective the title registration system, through a contract with Ronco Consulting Company. It would be presumptuous of this report to attempt to second-guess the efforts of the Armenians and the foreign consultants who have devoted considerable effort toward realising this project.

Currently, there is a draft law prepared by the State Unified Cadastre Department, entitled “Law on State Registration of Real Property of the Republic of Armenia,”  (department draft). This draft has attracted the comments of Ronco Consulting Company, and a response draft law of their own (Ronco draft), entitled “On State Registration of Rights to Real Estate.” In addition to many comments referring to a range of technical issues, the major modifications proposed by the Ronco law are the following:

· the Ronco draft seeks to have the law very focused on the registration of legal rights to real estate, and that procedures and rules related to the collection of other data (for example, a land information system) should be kept outside this legislation;

· the Ronco draft aims to have a clearer recognition of the decentralised nature of the registration system, through local registers.

This report supports the proposition that a title registry should focus on the registration of legal rights to property, and that other information collected relative to land and property should be referenced through separate legislation. The public should not be confused regarding the nature of the information assembled as part of a registry process, in particular what information refers to certified recognition of legal rights, a matter separate from general data concerning any given property.

4.3
Existing housing

In 1922, the Armenian urban housing stock was comprised of 900 thousand m2, of which almost 80% were private homes. In 1998, there was 35,000 thousand m2 of urban housing, of which 80% was privatised, but the nature of the housing and what has happened in between these years has involved a lot of change.

4.3.1
Housing stock

During the Soviet period, large-scale construction activity took place. At the same time, large portions of the old housing stock in the urban areas were demolished. For example, as recently as 1981-85 in Yerevan, 94 thousand m2 of housing was destroyed, requiring the re-housing of some 4600 households.

The massive construction activity changed the profile of the housing stock, with a major shift toward multi-unit residential buildings, increasingly tending toward high-rises. By 1980, more than half the apartment buildings were higher than six stories, and by 1990, the proportion reached 69%. However, since the Spitak earthquake, apartment building construction has, with minor exceptions in Yerevan, been less than five stories.

The great change in housing also was reflected in living space per person figures. In 1940, there was 4.5 m2 per person, in 1958 the figure rose to 5.8 m2, in 1971, 11.0 m2, in 1987 13.7 m2, and in 1998 15.8 m2. The average living space per person in urban areas is 13.8 m2, and in rural areas is 19.6 m2. There is considerable variation between marzes, with Shirak and Lori marzes and Yerevan having figures of 13.1, 14.7 and 13.9 m2 respectively, while Aragatsotn, Tavoush and Syounik marzes having averages of 21.4, 19.9 and 19.5 respectively.

80-90% of the country’s housing stock needs to be strengthened to meet higher standards of seismic stability, established following the Spitak earthquake. About 60% of the housing stock requires improvements in its thermal protection and energy conservation capacity.

4.3.1.1
privatised apartment dwellings

The single largest category of housing stock in Armenia today consists of privatised apartment units, and therefore any housing policy must give this segment of the market high consideration. The Government of Armenia has been very successful in advancing the privatisation of individual apartment units. Initially, the state housing stock was privatised by way of sale, starting in 1990. Free privatisation of apartments began in September 1993. Given the rate of privatisation, including privatisation activity in 1997, it is likely that close to 90% of all units in apartment buildings will be privatised by the end of 1998.

Table 22: Number and percentage of apartment units privatised, 1990-1997

	
	State apartments(excluding hostels) in 1990 
	Apartments sold and privatised in 1990-1997
	Apartments privatised in 1997

	
	Total
	% of total
	Total
	% of number of state apartments in1990
	Total
	% of number of privatised apartments

	Total in the Republic
	396360
	100.0
	313419
	79.1
	47901
	15.3

	Comprising:

Yerevan
	217109
	54.8
	167040
	76.9
	22807
	13.7

	Aragatsotn
	7275
	1.8
	5149
	70.8
	374
	7.3

	Ararat
	15845
	4.0
	13225
	83.5
	1689
	12.8

	Armavir
	24280
	6.1 
	15561
	64.1
	1859
	11.9

	Gegharkounik
	11075
	2.8
	9812
	88.6
	1594
	16.2

	Lori
	30299
	7.6 
	23526
	77.6
	4905
	20.8

	Kotayk
	38716
	9.8
	34509
	89.1
	5502
	15.9

	Shirak
	16841
	4.2
	13307
	79.0
	5066
	38.1

	Syounik
	20547
	5.2
	17167
	83.5
	1965
	11.4

	Vayots Dzor
	4979
	1.3
	4514
	90.7
	449
	 9.9

	Tavoush
	9394
	2.4
	9609
	102.3
	1691
	17.6


These apartments units, while in individual ownership, also form part of larger, multi-unit buildings, which requires attention both in terms of maintenance and usually significant renovation or repair work. The primary vehicle which has been chosen for coordinating the management of these multi-unit buildings in Armenia is the condominium association.
4.3.1.1.1
condominium associations

While legislative provision for condominium associations has been in effect since November, 1995, the actual number of associations being formed has only recently begun to accelerate significantly, as a result of a recent amendment to the legislation which eliminated the “one building – one condominium” rule, and allowed associations to be formed consisting of more than one building. Thus, while by mid-November, 1998, slightly over 25% (118,573) of all apartment units were members of a condominium association, almost two thirds of these units formed associations in the five months following the legislation coming into effect.

MoUD, the National Association of Condominium Associations and the ICMA maintain that by the end of 1998, 40-45% of all privatised apartment units will be in condominium associations, and by the end of 1999 the figure will be 75%. Given the recent trend, this appears to be an optimistic projection, although the results have still been impressive.

While Yerevan is home to half of all apartment units found in Armenia, it has 82% of the total number of apartment belonging to condominium associations. Even during this latest surge in condominium association formation, 81% of the new condominium units were founded in Yerevan. The tendency appears to be that where the mayor of a community supports the concept of condominium associations, it is easier to try to form them there, but where the idea has no such support, condominium associations do not get started. Clearly, much work needs to be done outside Yerevan.

Table 23: Condominium associations, by city

	
	Number of condominium associations
	Number of buildings
	Number of dwelling units

	Yerevan
	428
	1987
	98066

	Gyumri
	4
	29
	551

	Vanadzor
	7
	29
	538

	Echmiadzin
	10
	75
	1637

	Abovian
	18
	158
	8094

	Kapan
	8
	125
	4651

	Nairy
	1
	29
	1021

	Akhurian
	1
	1
	3

	Gougarck
	1
	61
	316

	Armavir
	1
	13
	502

	Spitak
	1
	4
	162

	Goris
	1
	9
	423

	Hrazdan
	2
	9
	282

	Vardenis
	2
	43
	1552

	Artik
	1
	28
	727

	Martuny
	1
	1
	48

	TOTAL
	487
	2601
	118573


Source: Real Estate and Condominium Training Center

If these apartment buildings are going to have appropriate maintenance, renovation and repair work take place, it will only be done through condominium associations, and therefore every effort must be made to support the creation and strengthening of these associations.

It should be pointed out that even where condominium associations exist, their capacity is uneven. It is estimated that perhaps 40-50% of condominium associations are really capable of functioning at this point, and that of the total number, perhaps 10-15% are, or are capable of, undertaking projects such as major repair work.

Fortunately, this has been one priority area of USAID, through ICMA. However, in addition to the public advertising campaign and organising efforts aimed at encouraging people to form condominium associations, the government will have to consider other approaches to encourage the formation of these associations, which are discussed in the next sub-section.

Issues relating to condominium associations which require comment:

· should the formation of condominium associations be made mandatory?

· the question of one building, one condominium association;

· the legal capacity and practical issues relating to the ability of a condominium association and its members to be recipients of loans for repairs of the structure and common areas;

· condominium associations and their relationship to zheks;

· apartment unit owners are still not familiar with what their responsibilities are in relation to the common areas and surrounding land;

· resolving ownership of land relative to apartment buildings;

· obligation of the government to assist in repairing the buildings whose conditions deteriorated during time of state ownership.

Mandatory condominium associations?

At this stage, the government has two options to promote the formation of condominium associations:

· the government may mandate through legislation the creation of condominium associations for multi-unit buildings;

· the government may increase the incentives for apartment units’ owners to create condominium associations voluntarily.

Mandating the formation of condominium associations is not unheard of. It has been successfully undertaken in Kazakhstan, for example. The arguments in favour of mandatory condominium formation are as follows:

· privatising apartment units without privatising the ownership of accompanying common property is a glaring half-step, in terms of settling legal responsibility;

· individuals will only take on responsibility for a property when they own it;

· in terms of building capacity among condominium associations, it is logistically far easier to do when everyone is proceeding through the same stages of a training program.

The arguments for continuing the voluntary approach are:

· the voluntary approach has been successful, especially since the recent amendment to allow multiple-building associations; as many associations have been formed in the last three months as in the last three years;

· a national condominium association has just been formed (July, 1998) and its impact is only beginning to be felt;

· while one may mandate legal ownership, one cannot mandate the proper assumption of management functions; while many services may be contracted out to property managers, someone still needs to energise the associations; a motivated, energetic association president is essential, and this can only come about by motivating participation and involvement,, not through legal dictate.

This report recommends that the government continue its promotion of voluntary condominium formation, but that it increase the incentives to form such associations. Should the policy not achieve the desired result (i.e. an increased pace of association formation), then the government can always decide to introduce mandatory formation later. If it adopts mandatory formation now, and the result is a spate of associations with totally inactive presidents, it will not have a fallback position.

Among the incentives this report proposes:

· where the government provides a loan program and technical assistance in support of repairs and energy conservation renovations in multi-unit buildings (see later discussion), it should stipulate that only condominium associations may apply for such a program or assistance;

· where the government decides to privatise urban land (see later discussion), it should require that in the case of multi-unit buildings only condominium associations can be the recipients and owners of any such privatised lands.

It may be considered unfair to penalise households by withholding benefits from them simply because the government wishes to encourage the formation of condominium associations.
The alternative, however, could pose substantial difficulties for the government and the communities: where no condominium association exists, it is the community which is responsible and is indeed the owner of the common space and structure, and it will be the community which will be responsible for managing the on-going maintenance and rehabilitation of the buildings.

In the rush to privatise these apartment units, no mechanism was put in place to ensure that the common spaces and structures of these buildings were similarly privatised. In order to complete the privatisation process and to put the full responsibility of ownership into the hands of the residents of these buildings, the government should use special incentives to ensure that as many condominium associations as possible are formed.

One building, one condominium association?

As noted earlier, the recent amendment to the condominium law which allowed for a condominium association to represent more than one building has coincided with a marked increase in condominium association formation. This is partly due to the fact that ICMA and the National Association of Condominium Owners have stepped up their effects to get condominium associations formed. But it is also due to the fact that the financial burden of supporting the staff of a condominium association can now be spread over a far greater number of condominium units, substantially reducing the charge per unit.

While this amendment no doubt benefits the creation of associations, there is concern that when it comes to proposing major repair work and making collections among unit owners and securing loans, individual unit owners will be unlikely to want to contribute monies to a repair budget which also represents repair work in a building different from their own.

This report does not seek a return to the “one building, one condominium” rule, given the success in stimulating new condominium association formation. However, it may be necessary to create more options relating to what entities may secure a loan, to address the “one building, one repair agenda” issue.

As well, with regards to the issue of the number of buildings in a condominium association this report recommends (as noted in the section on the legal framework) that the condominium law be changed to allow existing condominium associations to amalgamate with other associations, as well as to split into smaller associations, so long as the smaller association represents at least one building.

Legal capacity to borrow

Currently, the condominium law appears to allow condominium associations to take loans, although there is an unfortunate ambiguity.

Article 9 states: “…The following shall be within the authority of the General Meeting of a Condominium: …(f) making decisions on taking loans to accomplish the objectives and tasks specified in the Charter;….Decision of the General Meeting are made by an open ballot by the simple majority of the Co-ownership members present at the Meeting, except for points (a), (d), (e), (f) and (g) of this Law, for which 75% of all votes of the Condominium is required.”

Further, Article 28 states: “…The Condominium may receive subsidies from the State and local budgets, subventions, credits, other funds, as well as loans, which should be included into the budget of the Condominium.”

While this Article leaves open from whom the loans may come, the subsequent Article seems to limit where these loans may come from:

Article 29 states: “Revenues of a Condominium are generated from the following sources:

…(f) subsidies, subventions, grants and loans from the State and local budgets, in the manner determined by the legislation of the ROA, and the buildings in emergency conditions shall have priority in allocation of those funds;

(g) other sources not prohibited by the legislation of the Republic of Armenia.”

With regards to other sources referred to in (g), the relevant sources speak more to what may be mortgaged, as opposed to whether a condominium association may receive a loan from a non-state source. To ensure there is no question that condominium associations may take loans from private sources, Articles 28 and 29 should be redrafted to reflect this policy.

With regards to security for a loan, the Mortgage Law allows for mortgaging of a condominium unit for the purposes of securing a loan, while mortgaging of common property would require the consent of all owners. The condominium law states that the each owner’s share of the common property is inseparable from their ownership of their dwelling unit. Thus, while condominium associations may, with a 75% majority vote, incur a debt on behalf of all the owners, it would not appear that the condominium association may pledge either the individual units nor the common property as security for a mortgage, except with a 100% vote. The new Civil Code follows the same approach, by leaving the mortgage right with the individual unit owner:

Article 270. In the case of a mortgage of an apartment in a multi-apartment building, part of which (the foundation, roof, stairwells) is in common share ownership, the corresponding share in the right of common ownership of the building is considered mortgaged along with the apartment.

The policy goal should be that a condominium association, where it wishes to undertake major repairs to the common property, and requires loans to carry out the work, should be able to pledge appropriate security, which includes pledging common property, land (when urban land will be privatised) and individual apartment units, following the logic that an association may take loans. The condominium law (and new Civil Code) should be amended to allow for a condominium association to obtain a mortgage, pledging as security the common property and individual units of the condominium association. As a policy matter, one would not wish to have households forced to have a claim registered against their property, and the 100% rule regarding a mortgage should probably remain. Yes, where a lender would wish some security for a loan, and given the difficulty of securing 100% agreement, perhaps other options can be considered. For example, perhaps a lien can be registered against the property, as security for a loan, where the lien cannot trigger a foreclosure, but will be satisfied upon transfer of the property. Such a transfer should include not only sale, but other conveyances, including inheritance. With such an instrument, which has far less severe consequences, thought should be given to having this mechanism apply with a 75% condominium membership vote. Similarly, perhaps the common property, particularly land where it has some value, could also be pledged, again on a vote of 75% of the condominium membership.

Finally, to address the issue of the “one building, one repair agenda,” the condominium law should also be amended to allow separate buildings within a condominium association to pledge their units and proceeds from rental income from use of the common space associated with that building only. This would provide another option where a condominium association may reach a deadlock because individual buildings do not wish to assume repair bills for work in other buildings.

Condominium associations and their relationship to zheks

As will be discussed in the section relating to zheks below, this report proposes a process to facilitate meetings between zheks and condominium associations. While condominium associations are free to contract the services of private sector property maintenance firms, the fact is that few are operating, and while their formation can be encouraged, in the meantime many condominium associations will still need to rely on zheks for services. The mediated dialogue proposed may be one way to improve consumer satisfaction.

In most cases, where a condominium association is formed, an attempt is made to hire maintenance staff privately, as opposed to a private maintenance firm. Contracting a private firm attracts VAT and other taxes, which increase the cost of the service to the condominium association. In communities outside Yerevan, the rate of condominium formation is much lower, and it would appear that in these communities it will be necessary to implement an approach to transform these former zheks into more consumer-responsive organizations.

Apartment unit owners are still not familiar with what their responsibilities are in relation to the common areas and surrounding land

While the formation of condominium associations has proceeded very rapidly in the past few months, their ability to manage their own affairs must still be considered an open question. Having formed a condominium association was an important first step; now there is great need for on-going training and capacity building, and support to all the aids which condominium associations will require. These aids include such matters as:

· stimulating more private sector property management companies;

· putting into place building standards and a building standards inspectorate;

· technical assistance to condominium associations for selecting and supervising contractors;

· managing the process of obtaining loans and ensuring repayment.

With regards to general lack of understanding about condominium associations and their purpose among the public, this report supports the very helpful public education and association training efforts which ICMA has undertaken. These must continue, to ensure that these associations move from being legal entities to active management organisations.

Resolving ownership of land relative to apartment buildings

With regards to the issue of land, in a later discussion this report advocates its privatisation. However, as noted earlier, it is proposed that land only be privatised to condominium associations.

Obligation of the government to assist in repairing the buildings whose conditions deteriorated during time of state ownership

With regards to the question of the obligation of the government toward the repair of the apartment buildings, this report advocates both on moral grounds and on good public policy grounds that the government should assist in the repair of these structures. For one, most of the neglect occurred when the state was responsible for the upkeep of these buildings. Secondly, the government has a great interest in ensuring that a housing stock exhibiting considerable strain should not deteriorate any further, leading to further public hardship and demands for government relief.

Obviously, the scale of the problem is considerable, so that the issue becomes what degree of support and in what circumstances. These questions are discussed in the section on maintenance and on housing allowances, discussed below.

4.3.1.1.2
cooperatives

The shareholders of the apartments in the cooperative residential buildings, in accordance with the terms and conditions of the RoA’s Law On Privatisation of State, Public and Community Owned Housing, can obtain the right for the apartment ownership provided that full payment for the amount owing on their share is made.

The member of the cooperative, being an owner of the apartment, and as per the ownership right for the appropriate mutual property share, will acquire the mutual territories and equipment. In effect, the cooperatives become condominiums. In general, collective housing construction in Armenia following a cooperative approach (where the owner has only his or her share and depends on general decisions made by all shareholders) does not exist at present.

4.3.1.2
enterprise housing

In Armenia, of the total 59,000 thousand m2 of housing stock, 8.7 thousand m2 belongs to non-governmental organizations, comprising 7.3 thousand m2 in urban areas and 1.4 thousand m2 in rural areas. Collective enterprises own an additional 69.2 thousand m2 of housing.

The apartments belonging to the state organizations and constructed with the state resources are handed over to the local self-governance bodies, while the housing stock which was constructed out of the profit of a non-state organisation will remain as the property of the organizations.

4.3.1.3.
vacant, privatised units

Given the great amount of migration which has occurred in the last few years, it should come as no surprise that a number of apartment units stand vacant. This migration is usually seen as a temporary measure, as people have gone abroad to seek employment, with the expectation that they will return. As a result, these units still have registered occupants and, in most cases, are privatised.

In addition to migration, there can of course be other reasons why these units are vacant. For example, the unit may have certain inadequacies (upper floor apartments may not receive water, due to low water pressure, and the occupants may have moved in with someone else, but still retained occupancy or ownership rights of the vacated apartment).

Our estimate of the number of vacant units is approximately 15%, derived from our survey.

Table 24: Estimate of percentage of vacant apartment units

	Respondents
	Estimate of vacant units

	City officials
	15%

	Condominiums
	23%

	Employees
	9%


This percentage, applied to the apartment unit stock, produces a figure of approximately 60,000 units, a significant number. In most cases, these units are not rented out, with the most usual reasons given as:

· wary of renting (distrust);

· the rent is a small proportion of the income being earned abroad (no need to);

· the unit is in poor condition. 

Clearly, this stock represents a waste of a valuable housing resource. In addition, absentee occupants are likely not contributing their share of maintenance or repair fees (non-payment of communal service fees can be excused because they are not using any utilities).

The government should consider two approaches in dealing with these vacant units. Firstly, should the government seek to gain occupancy of housing for households in need, instead of seeking always to construct new housing, perhaps they should seek to rent these units from absentee owners. One approach would be through a “Dutch auction,” where the government offers a rental price for units of a given size and in a given area, and invites owners to offer their units for rent. The government would be the tenant, and it would sublease the units to others. In this way, the absentee owner can be guaranteed their rental fee, and the government can guarantee the return of the unit, in the same condition as when it was rented.

The second approach the government should take is to register accumulated amounts owed with respect to the vacant unit, either as land tax, maintenance fee and other charges, as a lien against the property, so that should the property ever be transferred, these amounts can be recovered from the sale price. The government may also include in the lien amounts owing to the community, and even to condominium associations. This does not preclude the government or community from seeking payment for the amounts owing, only that it provides a form of security for payment.

4.3.1.4.
unprivatised apartment dwellings

Issue description. As noted earlier, the Government of Armenia has been very successful in promoting the privatisation of the apartment unit stock.

The rate at which apartments have been privatised, anecdotal evidence and the results of this study’s survey all suggest that the percentage of apartment units still unprivatised is approximately 10%.

The Republic of Armenia has regularly set a deadline by which time apartment unit residents must make their decision of whether to privatise their unit or not. This deadline has been extended in the past, but the current deadline of December 31, 1998, appears to be final. The government’s policy is that the unprivatised units are to be transferred to the ownership of the communities. There is no legislation which indicates how the communities are to treat these units, whether they should keep them as public housing stock or sell them, nor what tenancy rules apply to current residents. There is a strong sentiment within the Ministry of Urban Development that these housing units should continue as public housing stock, reserved for socially vulnerable households.

Who makes up the residents of these unprivatised units? Anecdotal evidence suggests that the great majority are socially vulnerable households, as well as households where individuals may wish to avoid declaring themselves or where there is disagreement about whether to privatise or not. The results of our survey suggest that 40-65% of unprivatised units are occupied by socially vulnerable households, and some 20-40% are vacant (registered residents living elsewhere, in most cases working temporarily abroad).

Policy option. This study proposes a number of policy recommendations, as well as areas where a policy direction needs further elaboration, on the subject of the unprivatised units. These are as follows:

· the unprivatised units should remain as public housing stock, and be made available to socially vulnerable households, as well as any other households the state feels should have access to public housing stock;

· nevertheless, current residents of these units should continue to have security of tenure, although they should not have rights of transfer or sublease of their units, so that when they vacate the unit, the community may allocate the unit to a socially vulnerable family;

· the Republic of Armenia should introduce a policy which would allow for the eventual absorption of vacant unprivatised units into the public housing stock;

· the Republic of Armenia must introduce legislation defining landlord and tenant rights and responsibilities, as well as how rent levels should be determined.

Discussion of option. If the above-mentioned option is to be put in place, a number of matters need to be addressed. For the sake of this discussion, this report will refer to the unprivatised units which will be transferred to the ownership of the communities as the community social housing units.

Firstly, all those who are currently living in a community social housing unit should be given security of tenure, whether they are a socially vulnerable household or not. That security of tenure continues so long as they pay their rent (or have it subsidised, as discussed below), and so long as they adhere to other expectations relating to be a tenant, such as not causing damage to the unit, and so on. The security of tenure only extends to the current household and it should be confirmed that these units may not be transferred, nor may occupants sublease their units.

Secondly, the definition of a socially vulnerable household needs to be confirmed, for the purposes of allocating a community social housing unit, when one becomes vacant.

Thirdly, for all community social housing units, a rent level must be established. The rent figure may be arrived at by way of a market comparison, whereby the rent would be derived by looking at the market rent level for a comparable unit in a comparable building in the immediate surrounding neighbourhood.

Alternatively, the rent may be established on the basis of the actual cost of the unit to the community. This should include both on-going operating costs, as well as costs related to the upkeep of the unit and repair cost contribution to the building as a whole. Thus, all services and utilities being used or charged to that unit [excluding services and utilities which are individually metered], as well as taxes, should be included in the rental amount, on the grounds that the community has a sanction it can impose for non-payment for these charges, namely eviction. As well, an amount representing the cost for upkeep of the unit and contribution to upkeep of the building should also be included. Where there is a condominium association, the condominium fee would be part of this amount.

The effort in making this calculation could be reduced if the Ministry of Urban Development produced some formulas representing average ranges for these amounts.

Fourthly, it is clear that many households will not be able to afford the rent amount set. Ultimately, the proposal in this report relating to housing allowances will have to apply to these households. The fact that the communities themselves will now be landlords for a number of units will be further incentive for them to implement a housing allowance program, at least for the housing allowance for rent and communal services. The communities already have the incentive to implement such a housing allowance program, given that they end up being responsible for paying the shortfall in the water charges. As noted in the section on housing allowances, the experience of the housing allowance pilot projects in Armenia indicates that with the safety net of a housing allowance, collection for water charges can be stepped up, resulting in a net revenue increase for the community. This is despite the outlay for the housing allowance, as the increased rate of collection reduces the need for the community to make up the shortfall in water charges payments.

In the same way, where a housing allowance is in place, the community will be able to aggressively make collections for the rental payments of the units it owns, on the grounds that only those households which can establish eligibility for a housing allowance can plead an inability to pay. Other households will have to meet their obligations as tenants and pay the rent established. The increased rent collection should provide some offset to the outlay for the housing allowance.

Fifthly, communities should be allowed to sell community social housing units, but only on the following conditions:

· where a unit becomes vacant and is sold, the community should be obliged to purchase a unit of comparable size, so that the total stock of community social housing does not shrink;

· where a unit is still occupied, the community will have to obtain the consent of the occupants present to sell the unit; the community may use incentives, such as covering all the costs of moving, and may even offer some small share of the proceeds of sale;

· any remaining amounts should be put into a separate account to cover the costs of repair which community social housing units will be liable for in any building which seeks to undertake such repairs. In this way, the asset which is sold would be used to improve other assets in the social housing stock.

Sixthly, a policy needs to be developed for how to treat unprivatised, vacant units. These units, now becoming properties of the community, will result in the community incurring costs as the landlord of these units. It should be established how many of these units have not had any payments made for rent or communal charges. The community should be allowed, where the outstanding payments reach a certain amount (say a percentage of the market value of the unit), to begin a process of attempting to contact the registered resident and demand payment. Where after a sufficient length of time has passed (perhaps a year) and an appropriate effort was made to locate the missing registered occupant, the community should be allowed to allocate the unit to another household. This may appear to be a harsh approach, and should only be undertaken after sufficient publicity about the policy in general, as well as after substantial efforts have been made to locate absentee registered residents. However, where individuals have not bothered to privatise, are not meeting their obligations as tenants, and further have not shown any desire to do so, there must be a limit on how long the community must subsidise the costs incurred by the inaction of these individuals. (The number of vacant, unprivatised units represents approximately 2% of the apartment unit stock, in urban areas roughly 10,000 units.) If deemed necessary, the state may even provide some compensation for the acquisition of such units, minus the accumulated amounts owing for rent and communal charges.

4.3.2.1.
Housing allowance scheme

4.3.2.1.1 The concept and practice of housing allowances
The introduction of market based pricing systems in Armenia and other CIS countries has led to substantial increases in rents and charges for repairs, maintenance and the provision of services in recent years. Whilst the newly privatized owners of apartments no longer have to meet rental payments, the cost of other housing related expenses puts great pressure on limited domestic resources for an increasing number of households. This has fuelled popular and political opposition to the adoption of market based rents and service charges in both public and privatised housing.

Options for addressing this affordability gap include vouchers and various forms of housing allowances. Each represent a form of subsidy targeted at households unable to meet the full economic cost of housing goods and services. These have been widely adopted in western Europe, the USA and a number of CIS countries, including Russia, the Czech Republic, Kazakhstan, Poland and Ukraine. They have also been proposed for application in Armenia and pilot programs have been undertaken in four cities with populations ranging from 15,000 to over 100,000 people. 

In many countries, housing allowances are allocated either directly to eligible households, or to landlords and service providers to cover the gap between the full costs of these items and the amounts which families can afford to pay for them. The amount of subsidy therefore declines as incomes increase and higher income families are not entitled to any subsidy. The intention is therefore to enable all households to afford housing of an adequate and appropriate type to meet their needs. 

The advantage of housing allowances is that they facilitate the introduction of market pricing for rents and, for privatized housing, charges for the repair and maintenance of buildings and the provision of communal and individual services. In some cases, they also allow families a choice of housing previously denied them. As such, they stimulate competition within the housing sector and encourage all supply systems to respond more effectively to changing patterns of demand. Experience shows that the income generated by such programs enables an increasing proportion of total housing costs to be recovered, whilst at the same time protecting the most vulnerable sections of the population. For example, in the Ukraine, housing payments only covered about 4% of the production costs, but were increased by ten times during 1995 to represent 60% of costs
. In the Czech Republic, the results showed that such a program would be surprisingly inexpensive and that charges could be increased to cover the full costs of building repair and maintenance at the same time as reducing government subsidies for social housing by almost 90 percent. In Hungary, the total cost of the allowance systems was less than the increase in rent revenues. They therefore represent a highly cost effective means of achieving social equity and market efficiency objectives through the targeted allocation of often modest subsidies.

In the majority of housing allowance programs, the size of the allowance, or subsidy (S), will be based on the difference between the proportion (t) of total family income (Y) it is considered should be spent on housing, assuming that the family live in a unit corresponding to the ‘maximum social rent’ (MSR), which reflects the market value of the rent (in the rental sector), or full economic cost of building repair and maintenance (in the case of the private sector, or privatized housing units), plus the full cost of providing all housing related services. The amount of the subsidy will be equal to the MSR if a family has no income, and is reduced as income increases until Y = MSR/t, at which point no subsidy is provided. If a family is “over-housed” in that it lives in an apartment which is bigger than the standard determined for receiving allowances, then the percentage of income will be bigger than ‘t’ and the family will need to move to a less expensive apartment to maintain affordability. Similarly, if it is “under-housed” it will receive an amount which will enable it to move to a larger or more expensive apartment. 

Several variations can be found on the above formula. For example, in Russia, the allowance (HA) is computed as

HA = MSR - t(Y)

where MSR is the “maximum social rent” defined as the cost of a suitable unit in the market, Y is the household income and t is the household contribution. The MSR is determined according to a social norm of housing need based on the size or other characteristics of a household. A space allowance is set per household and multiplied by the new maintenance fees and communal service charges per square meter of housing.

The right to apply for housing allowances is determined primarily by household income and, if approved, may be paid to residents in either public or private housing as required. In Russia, allowances are paid to families in privatized apartments, in order to maintain the pace of the privatization policy. The rapid privatization of apartments in Armenia has resulted in a pilot program being undertaken in four cities of varying size with results which will be discussed below.

4.3.2.1.2  Assessing eligibility

A primary consideration is the means by which family incomes are assessed, since this will determine the extent of any subsidy. The availability of such information is important for housing and also for wider economic reforms, but can be notoriously difficult to verify. Procedures for assessing incomes need to involve several sources and a number of checks. These may include statements by households regarding total incomes, tax declarations and salary payment slips, checks with energy providers, regarding consumption levels, the police, regarding possible car ownership, and property registries regarding possible ownership of other property. Locally administered systems have an advantage in this respect in that residents are more likely to be known personally, thereby reducing the likelihood of abuse. All applicants should be clearly reminded at the outset of the penalties resulting from false statements or non-declaration. Successful applicants will also need to be reminded of the requirement to inform the program administration of any improvement in their circumstances that may result in a reduction or removal of the agreed allowance.

In practice, even the most rigorous procedures are likely to be less than totally accurate. A recent estimate suggested
 that in Armenia 28.3 percent of the labor force is unemployed, whilst many others are working outside the formal wage economy, making it impossible to estimate regular incomes. Most social surveys also assume a degree of under-reporting which is virtually impossible to eradicate. Experience of housing allowance programs in other CIS countries indicates that the extent of abuse is minimal. However, it is clear that the potential scale of households which could require some form of assistance could be considerable. The implications of this for public subsidies needs to be considered, however, in the light of additional payments such programs may be able to generate and the support they can generate for privatization programs. 

4.3.2.1.3  Implementation issues

The parameters of housing allowance programs and the methods selected for their implementation need to be determined by central government, though local governments are often free to design their own programs within guidelines established centrally. Alternatively, in Russia, where the scale and variety of housing problems is considerably greater than in Armenia, municipalities make contracts with independent contractors to implement and administer housing allowance programs in their housing stock. In countries where central governments already operate social benefit programs, housing allowances could simply be added onto the existing system, reducing the need for new administrative arrangements.

Experience demonstrates that the success of housing allowance programs depends upon effective publicity and promotion which reaches all those likely to be eligible and addresses their concerns. In Russia, for example, failure to promote the program resulted in applications 5-10 times less than the number of families eligible during the early stages of the program. Publicity should clarify the ways in which the program will offset increases in rent or other charges over time. In Ukraine, the proportion of income spent on housing and related services was increased progressively from 20 percent of costs to 60 percent over a period of four months. 

Where rent subsidies are involved, a major problem is to establish the market values of apartments of various types, locations and quality. In the case of privatized apartments, this problem does not arise, and it will only be necessary to consider the full economic costs of repairs (which could be highly variable), plus the more predictable maintenance and service provision costs.

Assuming that the level of allowance is sufficient to meet relevant costs, and is within budgetary allocations, the program should enable all households to afford adequate housing. Non-payment will therefore only occur should a family decide not to pay the amounts due, placing the responsibility for such failure directly on their shoulders. It will therefore be necessary to formulate, advertise and enforce a range of penalties in such cases, in order to avoid default or abuse. These sanctions could range from cutting off relevant services to the ultimate sanction of evicting the offending family and loss of entitlement to subsequent allowances for a specified period. However, where non-payment results from family circumstances changing for the worse, such as the unemployment, sickness or death of an income earner, families should be encouraged to discuss their position with the relevant agency at the earliest opportunity, so that their situation can be reassessed. In Armenia, this aspect would need careful administration, since a large proportion of households have been accustomed for many years to non-payment of rents and other charges, even when they can afford to meet such charges, and have done so with impunity. 

4.3.2.1.4  Benefits and responsibilities

Another question worth mentioning is the need to put a time limit on the provision of allowances, as operates in Russia. This discourages households from assuming that the subsidy is an endless source of meeting their housing needs and encourages them to increase their incomes where possible. 

To change attitudes and behavior takes time and requires a major public relations effort by all agencies involved. At the same time, the system needs to be sensitive to genuine problems and seen to be both fair and efficient by all stakeholders. For households in privatized apartments, this will need to emphasize the responsibilities as well as the benefits of property ownership. Since any non-payment on repairs and maintenance by one household in a privatized apartment building will increase the financial burden on the remainder, it can be expected that peer pressure will also encourage a responsible approach to payments. Even more importantly, experience in other countries, such as the United Kingdom, has shown that where residents have assumed such responsibilities, they also take a more active interest in the maintenance and care of their property and its surroundings. Given the high number of unoccupied apartments in many Armenian cities, means for recovering relevant charges will be another issue to address.

Assuming that an effective housing allowance program is agreed, the economic requirement for a separate stock of buildings under public ownership ultimately ceases to be necessary, since all households will be financially able to meet their housing needs in their existing accommodation or other units available on the market. The often considerable costs of maintaining and administering a public housing stock can then be allocated to the new housing allowance program. 

Experience from most countries suggests that the cost to government of housing allowance programs is considerably less than that of providing housing and communal services and generates a higher rate of payments for repairs and service charges. 

The capacity of the responsible agencies to administer the program will constitute a major precondition. Its staff will therefore need to be trained to ensure that they possess the technical and attitudinal skills required.

4.3.2.1.5  Housing allowances in Armenia

In preparing a housing allowance program in Armenia, the following cost factors will need to be considered:

· The estimated market rent for housing remaining in the public sector. In addition to variations due to the type and condition of the building, this may need to incorporate an allowance for the land value in different locations.

· The estimated cost of repairs required to ensure that all buildings meet minimum acceptable standards. For some apartment buildings, these costs could be substantial.

· The estimated costs of maintaining the common parts of apartment buildings. This will normally include the access and circulation areas, land surrounding the apartment block, lifts and roof areas.

· The full economic costs of providing all public and communal services, including water, electricity, sanitation and garbage collection.

This analysis will indicate the total charges that will be required to cover costs. 

In addition, the following resource factors will need to be considered:

· The total number of households unable to meet such costs.

· The average size of housing allowance required.

· The budget required to implement the housing allowance program in year one.

Variations in the extent of repairs needed in some buildings mean that the worst housing is therefore likely to be the most expensive, given that it will require the most substantial repairs. This raises the question of whether an additional form of subsidy is required to bring all apartment buildings up to a minimum acceptable standard of structural stability, weather proofing, energy efficiency, access and finish. Investigations carried out for this project suggest that the major variations in repair costs occur when building structures have to be reinforced to withstand earthquakes. Data on numbers and costs are inevitably based on estimates from several sources and should be treated with caution. However, it is estimated that there are 14,081 category 3 apartments which will require a total expenditure of $91,526,900 or $6,500 per apartment to cover the costs of reinforcing them to withstand an earthquake of force 9 on the Richter scale. There are also 199 apartments in buildings of 1-2 storeys which could be reinforced to the same standard at a total cost of $2,388,000 or $12,000 each apartment. For all other apartments, routine repairs are estimated to total $ 350 per apartment, including roofs, lifts, stairs and other common areas and expenses.

Any housing allowance program will therefore need to take these variations into account, since they will impose additional costs on families already living in poor conditions. Even for those not in the category considered eligible for housing allowances based on routine repair works, many more families will therefore find themselves unable to meet the charges required to improve their apartment buildings. 

4.3.2.1.6  Policy options in Armenia

Two policy options are available to address this issue. First, the individual allowances could be based on incomes, together with variations in repair costs; secondly, two separate subsidies could be provided, one to raise on-going housing affordability levels to a specified norm and another to raise the standard of buildings to a specified norm (that is, to assist in major repair costs). The advantage of the former is that one payment is involved and one system of subsidy is required. The disadvantage is that there will be a large number of variations in allowances due to households in each building and across the country, increasing the burden on the agency responsible for administering the system. The advantage of the latter is that it clearly separates the two activities of improving rent equity and building condition. Its disadvantage is that two independent subsidy programs are required. 

On balance, it is recommended that greater clarity, transparency and efficiency will result from separating the two forms of subsidy. A variation on the first option is to implement the program at the local community level, so that high costs in one part of a project area can be offset against lower costs in other parts. This is even easier to administer, but requires a high degree of social cohesion and a willingness to share variations in cost equally between residents of different buildings.

This variation is the option developed by ICMA and implemented as pilot projects in four provincial Armenian cities ranging in size from 12,000 to over 100,000 population. The projects were based in privatized apartments and were administered by local mayors. They focused on the need to increase resident payments for water charges and the maintenance of communal areas to levels which reflected their true costs. Since the mayors were responsible for making good any shortfall in payments for water charges to the service suppliers, they had an incentive to ensure that payments were made. 

A central feature of the program was the need to increase payments from those who could afford it  while enabling those unable to pay to do so. Allowances were therefore made available to all those unable to meet the costs and households seeking an allowance were invited to apply to the mayor’s office where their applications were thoroughly vetted. If this was approved, the mayor then authorized payment of the difference between what they could pay and the full amount due. The program was monitored on a month by month basis and households were informed that if there was any positive change in their circumstances, the position would be reviewed. Anecdotal estimates suggest that 10-15 percent of households were awarded the allowance.

The program successfully demonstrated the viability of the approach by the time donor support ceased. From initial levels of 20 percent cost recovery, repayments increased quickly to more than 80 percent, dramatically reducing demands on the limited budgets held by the municipalities and enabling additional resources to be reallocated to other priorities, such as cleaning and garbage removal.

It must be noted, however, that the ICMA program addressed a relatively small part of the total problem. Any housing allowance program covering all relevant costs and variations between buildings would need to balance the need for national consistency with a recognition of local variations. 

4.3.2.1.7  Recommendations

On balance, it is recommended that greater clarity, transparency and efficiency will result from applying the second option of separating the two forms of subsidy. This is partly because of the random nature of housing conditions inherited on privatization and the subsequent inequity of requiring some residents having to spend far more than others to bring their properties up to an acceptable minimum standard. It is also, however, because it is extremely doubtful at present that condominium associations will be able to raise the necessary funds from within their own resources, or even from external sources of credit, were these to be available, to be able to cover the costs of major repairs. Some external assistance will therefore be required if all apartments are to be reinforced to meet earthquake resistance standards. In terms of implementation, there are essentially three options: agencies of central government, local municipalities, or condominium associations.

In selecting the preferred options, three criteria can also be applied: the capacity of the institution, plus its efficiency and integrity. The costs of repairs will be determined by the type, age and condition of apartment buildings constructed by central government agencies, which also has the professional capability to carry out the relevant surveys. It is therefore recommended that subsidies to meet the costs of repairing apartment blocks to a minimum acceptable standard be provided and administered by central government agencies. Routine repairs and maintenance, however, present other options. Repairs have been estimated as involving an average total amount of about $350 per apartment to cover the costs of repairing roofs, lifts, stairs and other common areas and facilities. Maintenance costs have similarly been estimated at an average of a modest amount of $4.44 a month and the cost of consuming housing goods and services (including either rent or property taxes, since these are similar) has been estimated at $38 a month. 

When compared to the affordability estimates in section 2.3 of this report, it is clear that a significant proportion of the national and urban population will not be able to meet the required level of expenditure on housing repairs, maintenance and related consumption costs.  It is likely that this will include the 700,000 households already registered with the RoA PAROS scheme, and may actually be higher. 

However, it is not impossible for condominium associations to be able to offset at least part of this shortfall from incomes or revenues generated from within the land and property under their collective control. For this to be feasible, however, it would be necessary for the condominium associations to obtain ownership of the land on which they stand. Any remainder would then have to be dependent on external subsidies in the form of housing or family allowances to those in greatest need. The total number of families requiring such assistance and the amount required nationally cannot be estimated at this stage. However, it is recommended that the RoA consider divesting ownership of the land occupied by condominium associations to the associations. This would be a powerful incentive to encourage both privatization and the formation of more associations and may be required before donor assistance to the sector can be considered.

The ICMA pilot projects have demonstrated that municipalities and condominium associations have been able to improve the housing environment, increase payments for service charges to levels which reflect market based costs and also protect vulnerable households. They offer considerable potential for introducing community contracting, opportunities for making payments in kind through the provision of required services and incentives for more affluent residents to make advance payments of their dues to finance major repair items, such as lifts or roofs. 

It will be important for central government to determine the framework for a national housing allowance program. However, experience suggests that local variations and the need for local accountability will be best served if the program is administered locally. It is therefore recommended that the formula adopted in Russia (and under consideration in Slovakia) be adopted. Under this arrangement, HA = MSR - t(Y), where HA is the Housing Allowance and (t) is a coefficient that determines what a reasonable share of total household income (Y) should be attributed towards housing costs. This arrangement has been shown to permit considerable local variations according to circumstances, whilst also providing consistency nationally. 

Before implementing a national program of housing allowances, it is recommended that a series of pilot projects be carried out in selected municipalities and in condominium associations where a degree of cohesion may exist or could be encouraged. These projects should be simple and straightforward, so that all participants understand and agree on what is expected of them. Participating municipalities and condominium associations should be provided with technical support to enable them to design and implement housing allowances programs to enable low-income households to meet the costs of routine repairs, maintenance and service charges.  Given the urgency of the need, it is further recommended that the pilot programs be established without delay and monitored closely to determine the most appropriate basis for a national program.

The need to increase charges to levels which reflect their true economic costs is urgent. However, it is equally important that these be introduced at rates which residents can afford to meet. It is therefore critical to the creation of a more efficient and equitable housing sector that housing allowances be introduced in line with increases in housing charges.

Levels of residential mobility in Armenia have historically been low. In implementing the program, it will therefore be important to provide opportunities for households seeking to transfer to accommodation more appropriate to their needs and resources. 

As mentioned above, it is also recommended that state land be privatized and ownership passed to condominium associations or other groups. This will stimulate the formation of condominium associations and encourage them to maximize the commercial potential of their property assets. Finally, a range of credit associations, savings and loan associations and other forms of harnessing domestic savings and making small loans available should be encouraged. Should new pilot projects be approved, they could form the basis for a national program of community managed housing.

4.3.2.2. repairs

It is an obvious observation that many multi-unit residential buildings are in great need of maintenance, repairs and energy conservation retrofitting. The drive to privatise these units and these buildings was driven by principle (to promote private property ownership) and by economics (the state was not able on its own to undertake the all the maintenance and repair work required by these buildings). However, it is also apparent that it will be difficult for many of these new owners to undertake these tasks, and for some it will be prohibitively expensive. As noted elsewhere in this report, the average repair cost per apartment unit of repairs which need to be made to the apartment building is US $350.

As well, the market for private maintenance, repair and retrofitting services is only beginning to emerge. New firms have limited information about market opportunities, while consumers have limited experience on which to determine what they need, who can provide the service and what is a fair cost.

The survey undertaken as part of this study indicates the following repair priority items:

Table 25: Level of Priority of Repair Items
	Respondents
	Level of Priority

	
	Very high
	High
	Medium
	Low

	City officials
	Roof
	
	Elevators

Entrances
	Engineering

Basement

	Condominium
	Roof
	
	Entrances

Water

Basement

Elevator

Heating
	Windows

Rain pipe

Sewage

Telephone

Corridor

	Employees
	Roof
	Entrances
	Staircases

Elevators

Water
	Sewage

Asphalt

Basement

Garbage


The issue then is how to ensure:

· that households will undertake the necessary maintenance, repairs and energy retrofitting;

· that households can afford to undertake the necessary maintenance, repairs and energy retrofitting;

· that there is a sufficient range of qualified private sector service providers who can met the demand for maintenance, repairs and energy retrofitting work.

Preferred policy option. In this sub-section, we do not provide a list of alternative policy options, but rather a set of initiatives which are inter-related and support the three goals listed immediately above. These initiatives are the following:

· building or housing code standards;

· building inspection process;

· technical assistance to homeowners, condominium associations;

· development of standardised procedures;

· assistance to private firms;

· loan program;

· public information campaign;

· housing allowance; 

· insurance.

Building or housing code standards

An earlier section speaks to the issue of appropriate standards for assessing the current housing stock. Homeowners and condominium associations who are new to the property management field need some direction in making judgments about what level of maintenance and repair they need to carry out in their buildings. A building or housing code standard would set a benchmark against which individuals and authorities can make such an assessment.

While the marketplace allows for the free exchange of goods and services, the state still has the responsibility to secure the safety of all citizens. This includes setting the minimum standards for safety and comfort in the field of housing. It is no argument to say that building standards would place an unfair financial cost on residents, because the standards would establish minimum guidelines for safety and human dignity. If the housing cannot meet that standard, then either some way must be found to provide financial assistance to bring it up to standard, or else people cannot be allowed to live in those conditions and the building must be vacated.

It must be emphasized that these would be minimum standards. These could be in the form of performance guidelines. The enumerated items would relate to a household’s health and safety, and would include criteria concerning the structural soundness of the building, fire safety, elimination of hazards (including electrical insulation and containment of natural gas), minimum warmth in winter and prohibition against activities which would seriously interfere with the ability of others to use and enjoy their property.

Building inspection process

The development of standards is not enough. There is also a need to enforce them. Communities should be charged with enforcing housing code standards for existing buildings through a building inspections office. Such an office could provide advice, issue warnings in the case of serious shortcomings in the building inspected, and have the power to register work orders against a structure which is an imminent danger to residents and other users of the building.

Technical assistance to homeowners, condominium associations

Where buildings do not meet housing code standards and require work, homeowners and condominium associations may not always have the expertise to manage their response. They may need assistance clarifying exactly what work needs to be done. They may also need assistance in selecting a contractor, from issuing an invitation for bids, to assessing the responses. It would not be appropriate to have building inspectors provide this service, as they represent, in some respect, the policing body. There also is a danger that they could abuse their positions. Instead, a program should be developed to create a cadre of technical advisors. Initially, these could be provided free, perhaps to condominium associations only. Over time, these individuals could operate on a fee-for-service basis. This is an undertaking which perhaps could be managed through the National Association of Condominium Owners.

Development of standardized procedures

Because there are a limited number of building types among the multi-unit buildings and a common list of priority repair needs, as well as a need to provide assistance in financing these repairs, a specific program should be put in place to address specific repair items and assist in financing.

Where such a program is put into effect, it will stimulate demand, and the state should ensure that consumers are protected against unqualified or unscrupulous service providers when demand for a particular service increases.

It would be helpful, should the state promote housing repair and/or renovation work, for there to be a technical advisory kit for service providers, indicating simple approaches to addressing standard problems (for example, roof repairs, or insulating common areas against heat loss). Similarly, it would also be helpful to have some materials prepared for consumers, so that they can understand the work that needs to be done.

Consumers also need to be assured about the quality and price of the work. If there is a standardized program, then the state has several ways in which it could provide such assurances:

· it could pre-qualify service providers, licensing them as appropriate for a particular set of tasks;

· it could publish a recommended price list for certain works;

· it could provide an inspection service which confirms the quality of the work and which can provide guidelines regarding costs (this latter function could be performed by either the building inspectors or the technical advisors).

Assistance to private firms

If the marketplace was operating effectively, then the great need for maintenance and repairs would produce the appropriate response, namely qualified service providers able to exploit the market opportunities, and financing agents willing to provide the necessary credits. At this stage in the development of Armenia’s market economy, this is still not the case.

As well, should the state increase the demand for service providers, for example, through a loan program, some thought should be given to ensuring that the private sector is in a position to take advantage of the opportunities created. There is a danger, where market demand is suddenly stimulated, that the lack of supply will push prices up unnecessarily, making the program more expensive.

The state should consider promoting targeted assistance to firms operating or seeking to start operating in the following sectors:

· housing maintenance;

· home repairs and renovations;

· energy conversation retrofitting.

With the downsizing of the construction sector, there should be many qualified individuals who could work in this field (although the skills for assembling concrete panel buildings are not entirely transferable to small-scale housing work). As well, small firms operating in this sector do not have large-scale capital needs. Indeed, the extent of assistance could probably be limited to the following:

· business planning and marketing advice;

· small loans for acquisition of tools and materials;

· technical assistance focused on specific tasks.

Loan program

Even with what can be expected to be raised from households which can pay, the amount of money collected will likely only cover basic maintenance and minor repairs and retrofitting. In order to ensure that the major repair and retrofitting work can take place, households and condominium associations will need access to financing. 

In a normally operating economy, households would be able to access loans through the banking system, offering their assets (apartment) as collateral. Armenia’s banking system has not developed to this stage yet.
Options which need to be explored include:

· instigate small-scale savings programs, providing technical assistance to condominium associations (the state may wish to contribute some financial support, in the way of a loan or grant, to provide an extra incentive);

· provide loan guarantees to banks;

· provide a loan program directly;

· seek external credits (for example, the World Bank).

These loans could be very specifically targeted, for example, to major repair items (roofs, entrances and elevators being the first priority). One attractive loan possibility is in relation to energy conservation work, where the cost of certain works can be recovered in a short period of time through the resulting savings in expenditures for heating (for example, certain insulation work; the installation of boilers; unfortunately, the payback period in energy costs savings for the replacement of roofs tends towards ten years or more). However, this item did not score highly in our survey as a priority repair issue.

The survey undertaken on behalf of this study provides a mixed view concerning the willingness of households to take loans for major repair work.

Table 26: Attitudes towards loans for major repair work

	
	Willing to take loan
	Reasons for not taking loan

	
	Yes
	No
	N/A
	

	City officials
	50%
	25%
	25%
	Main reasons:

high interest rate

fear

distrust

	Condominium
	53%
	33%
	14%
	Main reason:

unable to pay

Secondary reason:

high interest rate

	Employees
	5%
	43%
	52%
	Main reason:

Distrust

Secondary reasons:

carefulness

fear

no law

unable to pay

no need

indifference

misunderstood


Among the three respondent groups, condominium association presidents were the most optimistic about their members’ willingness to take loans. Either condominium association presidents are optimistic by nature, or the fact that there is a condominium association indicates that households may be more willing to take responsibility for repairs and understand the situation better. This is in contrast to the employees surveyed, where there was a very low positive response, and where there was also a low level of condominium association membership. The extent to which there were a scattered range of answers for why households would not take loans may suggest there has been less analysis of the issue among households where there is no condominium association. City officials were also optimistic about the likelihood of homeowners taking loans, with their answers being one “yes,” one “no,” one “possible,” and one indicating that 70% of homeowners would likely take a loan.

It is the view of key informants associated with the condominium sector that there are severe challenges facing a loan program, some of which could be addressed through a public information campaign. These challenges centre on two key issues:

· residents do not feel that they should bear the brunt of the burden of repairing their buildings; these structures were built, managed and maintained by the state prior to privatization, and the state still has an obligation to contribute to remedying this stock;

· the notion of a loan is not entirely clear to residents, including the need to pay it back or the need to provide some collateral to secure the loan.

On the issue of the financial amount which residents should contribute toward the repair of the structures they live in, the upper estimate of household contribution would be approximately 30%.

As far as collateral for the loan is concerned, three options present themselves:

· households may pay the full amount of their share upfront or mortgage their apartment unit;

· the condominium association may provider collateral, either by pledging its condominium fees or its assets or its revenue stream from other sources (e.g. commercial/retail units renting space or land owned by the condominium; or

· households may contribute to a reserve fund which can serve as a downpayment for the loan.

The first option does not appear to be acceptable, at this point in time, in the eyes of those familiar with condominium members. Armenians, being wary and unfamiliar with loans, are skeptical of pledging something as personally and financially precious as their homes.

The second option is equally unlikely at this point in time, as condominium associations have few assets. Commercial/retail spaces which exist within the boundaries of condominium associations are either bought or rented privately, or are rented from the community, not from the association. Should wide-scale urban land privatization take place, then condominium associations would have, in certain cases, an asset which either may be pledged or which could be rented out to gain revenue.

The third option, at this stage, appears the most realistic, keeping in mind that residents presently would appear unwilling to contribute more than 30% of the total cost of the repair cost.

Given that this study estimates that the total repair bill for these structures (apart from an amount for bringing the buildings up to the revised earthquake readiness standards) would amount to US$132 million, it is hard to imagine the government finding US$92 million (70%) to cover this amount.

One way which perhaps could lead to attracting greater contribution from apartment owners is by promoting smaller-scale, lower cost repair activities, one which would have a noticeable improvement on the quality of life of residents, demonstrating both the personal value of the repair investment, as well as likely raising the market value of the individual units in the building. Thus, instead of beginning with big price tag items (notably roofs) condominium associations could be encouraged to invest in improvements to their stairwells, corridors and building entrances. Success at this level might lead to greater willingness to contribute a higher share of the cost for other, larger repairs.

Public information campaign

 It would certainly be necessary to conduct an extensive public information campaign, to motivate households to take responsibility for the structures where their dweeling units are found, in addition to ensuring that homeowners are fully familiar with the terms of any loan program, and do not rely on hearsay to base their impressions.

Housing allowance

As noted several times in this report, the provision of some form of housing allowance will very likely be necessary in order to move forward on several fronts, particularly with regards tofurther creation of condominium associations and ensuring that minimum maintenance and repair activities are undertaken. By providing a housing allowance, the state can ensure that households which are truly vulnerable are not saddled with costs they cannot bear. In addition, other households who would wish to avoid such payments would either have to prove they are incapable of paying or else be required to pay.

A discussion of this report’s approach to the housing allowance issue occurs elsewhere, and focuses on the issue of one level of housing allowance for basic housing expenditures, and another to address the matter of repairs.

Insurance

While Armenia may still be a few steps from a viable insurance industry, it was thought useful to include a discussion of this topic.

One of the mechanisms for supporting the transfer of responsibility for residential buildings to resident owners from the state is home insurance. Home insurance allows individual homeowners to pool the risk with other homeowners of having to deal with some major expense related to their building. Thus, whereas under the Soviet system, the state was the “insurer” of last resort, with the adoption of a market economy, homeowners are well advised to guard against catastrophic loss through insurance.

Insurance is based on probability: the likelihood of any one person suffering catastrophic damage to their property, say as a result of fire, is low, but should any one person suffer that calamity, the cost to them would be extremely high. It would be a tremendous waste of resources if each individual set aside sufficient funds to deal with such a loss. Instead, insurance programs collect payments, called premiums, from a wider client base, where the annual cost of the premium is based on the cost of compensation which would be provided in the event of loss, and the probability of such loss occurring among that client base over the period of a year.

The standard issues related to insurance are: (a) what is an insurable risk, (b) what compensation would be provided as a result of a loss, and (c) what will be the premium one has to pay for acquiring insurance against that risk.

In the case of housing in Armenia, an insurer would want to be assured that the housing meets some minimum standard of structural soundness, and that relevant maintenance and repairs are being regularly carried out. It is likely that some portion of the single family dwelling housing market is an appropriate market for an insurance program. It is less likely that insurers would be attracted to apartment dwellings at this time, or if they were, the insurance premiums would likely be too high (as a result of the potential liability) that few apartment owners would be able to afford them.

However, as these other initiatives are put in place (building standards, maintenance and repair programs), it is likely that the apartment unit market will also be able to attract insurance policies.

The further advantage of insurance programs is that they create a pool of capital. In addition to promoting a savings program for repairs (as suggested earlier), an insurance program is another way to generate domestic capital reserves, which could be used for housing-related loans.

4.3.2.4.
 rental housing legislation

Currently, little law applies in the case of the rental of dwelling units. The new Civil Code has but a few sections related to the rental of property, and otherwise general provisions relating to contract law apply. As a result, there is almost nothing in the collection of laws which defines the relationship between a landlord and tenant, as normally understood in most market economies. Instead, the relevant articles establish that:

· the rental contract shall be in written form and notarized (Article 572);

· the rental contract shall be registered with the state (Article 573);

· a tenant may sublet the unit, but will remain liable, second to the subtenant, for performance of the rental contract (Article 575);

· the tenant must provide security or insurance for his obligations to pay rent, and failure to pay rent or where the security no longer exists, the rental contract may be rescinded and the landlord may seek damages (Article 576);

· unless otherwise stated, the rental amount shall increase in proportion to the increase in the minimum wage (Article 577);

· where the rental payment is delayed, the tenant shall be liable for payment of interest (Article 578).

Presently, the private rental market is relatively small, limited to upper market rentals to foreigners and a local rental market of approximately 5% of privatised units, with rents in the $50 per month range. Added to this however, is the fact that communities are becoming landlords for approximately 10% of the apartment housing stock. As well, the potential for the rental market to grow is not insignificant, given that approximately 15% of the privatised apartment stock is sitting vacant because of absentee occupants. A more detailed framework governing rental agreements would seem to be in order, both to define the obligations of landlords and tenants, as well as possibly act as an incentive for absentee owners to rent their units.

A separate piece of legislation, dealing solely with landlord and tenant matters, should be developed, which may have different provisions for rental of community social housing units as opposed to private rentals. A review should be made of rental legislation in comparable countries (notably Russia). Any new legislation should seek to:

· define the rights, responsibilities and obligations of landlords and tenants (these include such matters as the landlord’s responsibility to maintain the unit in good repair, and the tenant’s obligation to keep the unit clean and not damage the unit; or, as another example, the tenant has the right not to be disturbed in the enjoyment of his dwelling unit, and similarly has an obligation not to disturb neighbours in the enjoyment of their dwelling unit);

· propose a standard form rental agreement, including provisions which must be included and cannot be modified, even with the consent of the parties (for example, the process and schedule for rent payment increases);

· establish different rental agreement lease terms, the most common being one year;

· establish rights of security of tenure, and of sublease;

· establish when and how the rent may be increased (over the term of the lease it may be tied to the minimum wage index; otherwise, when a new lease is signed);

· determine how late payment, consistent late payment and non-payment of rent is to be treated;

· define what are the grounds for eviction;

· describe what notice provisions are required, in advance of proceeding with eviction, or an intention to terminate the lease;

· identify what mechanisms are to be used to register rental contracts, as well as mediate and adjudicate disputes between landlord and tenant.

4.3.2.5. zheks

Issue description. During the Soviet period, maintenance of multi-unit apartment buildings was carried out by zheks, departments of the state government. Over the course of the privatisation period, several changes have taken place:

· the function of zheks have been transferred to local governments;

· zheks have also been “privatised,” in the form of a limited share company, where the local government owns 80% of the stock and employees 20%;

· legislation relating to municipalities stipulates that where services are being sought, the municipality must do so through a bidding process; thus, in theory, in relation to the provision of maintenance services, zheks are open to competition from private firms.

The impression one receives of zheks is that:

· they tend to provide their services poorly, if at all;

· as a result, they do not collect as much as they should in payment for services; 

· they are not cost-effective; and

· they tend to be hostile toward condominium associations.

Yet it is also apparent that they are relied upon as important agencies of the municipal politicians, that is, that they assist in getting the vote out, and as a result, there may be political considerations involved in making determinations about their status.

Policy options. There are four options, not all of which are mutually exclusive:

· direct the immediate abolishment of zheks;
· allow the marketplace to determine which companies survive;

· assist in transforming the zheks;

· provide assistance to emerging private sector maintenance firms.

Discussion of options.  So long as there is fair competition for maintenance service contracts, for example, through a bidding process, then private sector firms will eventually be able to challenge zheks, and so, ultimately, replace them, leading to their demise. In theory, this is a plausible proposition, and with more condominium associations being formed, the likelihood of their seeking alternative service providers is very high. Indeed, the state should emphasise, through public campaigns, this benefit of forming a condominium association, namely being able to contract for one’s own maintenance services.

Nevertheless, zheks have a substantial competitive advantage: they already have a hold on the market, they have established links, contacts and access to equipment. Moreover, zheks, on the basis of anecdotal evidence, seem quite prepared to use very strong tactics to dissuade private operators from making inroads into their market, and to pressure consumers not to contract privately provided services. If private competitors are to be able to break into this market, government may have to provide some support (perhaps simply through technical assistance) if it is unwilling to direct that the zheks be abolished.

If some zheks can adapt and become competitive players in a free and open marketplace, and provide quality service at a fair price, then the ultimate goal will be achieved, namely value for money for the consumer.

Indeed, it may be possible, while supporting the emergence of private sector firms, to also try to assist zheks in the process of transforming themselves into more “customer-friendly” operations. This could be done by facilitating meetings between municipal politicians, zheks and condominium associations. A properly managed process, following the principles of mediation and negotiation, seeking to bring the parties together, supporting them in identifying common ground, proposing positive initiatives, building on early successes, could be one means of making zheks more responsive to consumer concerns. 
Preferred policy option. We recommend that the current course be continued, that is, allow the marketplace to sort out which enterprises will survive. However, the state should ensure that the players in the marketplace have sufficient information and resources to allow for fair competition to take place. As well, the state can encourage zheks to be more customer-responsive. Therefore, the state should:

· publicise examples of condominium associations who have successfully contracted with private sector maintenance firms, with the dual goal of motivating more residents to form condominium associations, as well as raising the benefits of private sector maintenance firms;

· secure technical assistance for existing and newly forming private sector maintenance firms, to ensure that they have the business skills to compete with established zheks;

· monitor the bidding process for maintenance contracts, to ensure that the competition is fair and open to all;

· introduce a process which facilitates regular, constructive interaction between zheks and condominium associations.

Further elaboration of the concept of a facilitated process between zheks and condominium associations

The idea for proposing such a facilitated process comes from a similar situation in Lithuania, where condominium associations also have a number of complaints dealing with zheks. A small project
 was undertaken to facilitate meetings in separate municipalities between the municipality, condominium associations and the local consulting centre (established to support condominium associations). In these meetings, an effort was made to create a relaxed meeting atmosphere, and participants were encouraged to focus on potential collaborative initiatives. The thinking behind this approach was that where these parties had an opportunity to meet and discuss issues, common ground for addressing concerns could be developed. Further, where the process was continued, regular contact would lead to greater trust and greater willingness to solve concerns jointly. The approach relied on identifying easy problems to be tackled first, in the hope that early successes would create the momentum to undertake more difficult issues.

Among issues the participants identified as items that they wished to work on were:

· regularising meetings between the parties involved;

· identifying and delivering training programs to condominium association presidents and accountants;

· promoting public education campaigns encouraging homeowners to take responsibility for maintenance problems;

· creating municipal associations of condominium associations;

· enlisting the support of municipal politicians and officials to help work out issues with zheks and with utilities;

· seeking the assistance of municipalities in identifying halls where larger meetings of condominium association members could be held.

One example of a simple problem which served as an early success was where one condominium association complained that garbage containers sited near their building blocked access to certain common facilities. An agreement to meet to discuss this issue further was a simple undertaking that contributed to goodwill and showed that the process was useful.

A comparable project in Armenia would require training of facilitators in mediation, negotiation and group process skills, would could then chair a series of preliminary meetings in communities involving community politicians, zheks and condominium associations. To encourage participation and to give a semblance of authority to the proceedings, parties could be invited to participate in such a process by way of a letter from the President or Prime Minister. Protocols could be developed for such a process through these meetings, to institutionalize the initiative as an on-going activity.

4.3.2.6
old housing loans

During the Soviet years, up to 1991, residents were offered long-term loans by the state for the construction of privates houses and dachas. The size of a credit, in 1984 currency, amounted to 6000 rubles, which at official exchange rates at the time, amounted to US$ 7000.

It is not possible to either verify the total amount of loans made, nor the current value of outstanding loans. 

However, the following calculation provides a sense of the dollar amount which might be involved. Assume the following number of loans, based on housing construction and dacha construction (obviously the figures used involve a maximum estimate):

Approximate number of private houses under construction 

220,000

Number of dachas






  80,000

Average amount of loan 





    3,000 rubles

Thus the total amount of loans could make 300,000 x 3000 = 900,000,000 rubles.

As a result of inflation, devaluation and the introduction of the current Armenian currency, this amount of money currently equals:  900,000,000 divided by 200 = 4,500,000 drams which is approximately US$ 10,000.

4.4
New construction

In this section, the report speaks to two items, completing unfinished buildings and incremental housing. Standard construction of new multiple unit dwellings and new single family homes will have to rely on the marketplace. Government policy in this sector must focus on ensuring the appropriate enabling framework is in place, notably:

· access to land;

· access to financing;

· planning and development controls which protect the public interest while not standing in the way of private initiative;

· appropriate standards for construction.

This section also speaks to design principles relating to the housing sector.

4.4.1.1.
unfinished buildings

As described earlier, there are a large number of unfinished residential structures in Armenia. All of these structures were begun prior to 1991, and their construction was halted largely as a result of funds running out. The number of units represented by these unfinished buildings amounts to almost 25,000, however over 60% of these units are in buildings which are only up to 20% completed, so that the actual unit count can be misleading. The distribution of these units geographically finds 40% of them in the Earthquake Zone, 40% in Yerevan, and 20% in the rest of the country.

There are several issues which need to be considered in any contemplation of completing these buildings.

For one, because of when they were designed, namely following the previous Soviet model of apartments, these structures do not adhere to current guidelines respecting earthquake standards.

Secondly, again because of their older design, many of the structures are of such a style and height that many people no longer want to live in such buildings, most notably the 12 and 16 floor buildings.

Thirdly, all of the units represented by these structures already have been allocated to households. When these structures were given planning and construction approval, the units involved were already allocated, no doubt to give prospective occupants the sense that they would soon be living in new premises. Thus, any policy of completing these buildings must address the issue of those households which have some sort of claim on the units.

Fourthly, the nature of the claim which households may have over the units in these unfinished buildings vary. For one, there are households whose homes were demolished to make way for these structures, and who were promised units in the buildings as a result of losing their homes. If nothing else, this group can make a strong moral claim to the units. Secondly, there were a number of buildings undertaken by cooperative associations, where households contributed a considerable sum of money toward the construction costs. This group can make a strong legal case to partial ownership of these units. The third group consists of households on the waiting list who were allocated units. These could be seen to have the weakest claim, though for those still meeting the criteria of the waiting list there remains the issue of just where they will be housed.

Nevertheless, this study has examined some of the economic circumstances related to the completion of these buildings, and are presenting some initial calculations and scenarios, as a way to generate some discussion.

Initial Calculations and Scenarios Respecting the Unfinished Buildings
There is an option to provide on competitive basis a non-completed construction as a property to the new owners in order to complete the construction and provide certain number of apartments for municipal housing stock.

Example 1.

Subject -
 



40-apartment building

Total living space -



2600 m2
Average living space of 1 apartment - 
65.0 m2
Readiness of the building - 


70 %

Funds needed to complete the construction by new owner are:

Surplus cost -




195000 USD (1 sq.m. of the new 

construction costs 250 USD)

Cost for 1m2
- 



75 USD

Cost for 1 average size apartment - 

4875 USD

Market price of these apartments is determined in accordance with the location of the building. Let’s consider possible options of prices in USD.

	Name of the city settlement
	Market price 
	Income from sale of all 

Apartments 
	Profit
	Correlation of apartments 

	
	Average apartment
	1 sq.m.
	
	
	for sale
	for municipal housing 

	Yerevan, the  centre
	25000
	~ 400
	1000000
	805000
	8
	32

	Yerevan,

Arabkir district
	14000
	~ 215
	560000
	365000
	14
	26

	Yerevan, 9th Nork Massive
	5000
	77
	200000
	5000
	39
	1

	Gyoumri, the centre
	6000
	92
	240000
	45000
	32
	8

	Gyoumri, 

Ani and Moush districts 
	3000
	46
	120000
	-
	-
	-

	Goris
	4000
	62
	160000
	-
	-
	-


Example 2.

Conditions for provision of the apartment to new owner are the same.

Readiness of the building - 

30 %

The necessary expenditures of the new owner are:

Surplus cost of construction - 
455000 USD

Cost for 1 m2
 - 


175 USD

Cost for 1 average 

size apartment - 


11375 USD

	Settlement
	Market price
	Income from sale of all apartments 
	Profit
	Correlation of apartments

	
	Average apartament
	1 sq.m.
	
	
	for sale
	for municipal housing 

	Yerevan, the centre 
	25000
	~ 400
	1000000
	545000
	18
	22

	Yerevan,

Arabkir district
	14000
	~ 215
	560000
	105000
	32
	8

	Yerevan, 9th Nork Massive
	5000
	77
	200000
	-
	-
	-

	Gyoumri, the centre
	6000
	92
	240000
	-
	-
	-

	Gyoumri, 

Ani and Moush districts 
	3000
	46
	120000
	-
	-
	-

	Goris
	4000
	62
	160000
	-
	-
	-


Conclusions:

· Provided that the level of completion is below 50 %, the given option is theoretically realistic only for the centre of Yerevan, as the non-completed construction does not exist in the centre.

· Provided that the level of readiness is 50 % and higher, it is necessary to undertake special economic estimation for every case.

· As noted earlier, t has to be taken into consideration, that non-completed buildings in the central parts of the cities, as a rule, have their nominal owners listed in queue, and hand over of these apartments to other owners can result to juridical complications.

· The mentioned examples make obvious, that market prices of apartments do not depend on construction price, but they depend mostly on the location of the building.

· Taking into consideration the previous statement, the more realistic approach for solving the problem of non-completed construction is to set up a special taxation for construction in the prestige regions through the land price. The tax revenues will be used for completing the construction and transferring the apartments into the municipal housing.


Analysis (optional proposal) of rehabilitation of the non-completed 

construction by private organisations in Yerevan  

Conditions:

1.  To hand over a non-completed construction to the private organisation free of charge.

2.  Upon completion of the construction, the ready-made housing will be sold in the housing market.

3.  Difference between the market price and the cost price of the construction comprising income of the private organisation, will be used for completion of the construction of housing in suburbs of the city for the Mayor’s office of Yerevan.

4.  Amount of the income from sale has to be tax exempted.

Calculation of costs for rehabilitation of non-completed construction (1 sq.m. of total living space in USD) for selling it in housing market

Table 27

	Option
	Readiness of the house in %
	Price of 
	Additional improvement
	Cost price
	Profit 20% x 0.7
	Construction price 

	
	
	Ready housing stock 
	Land
	Surplus
	
	
	
	

	1
	<20
	0
	0
	207
	100
	307
	43
	350

	2
	20-50
	0
	0
	150
	100
	250
	35
	285

	3
	50-80
	0
	0
	74
	100
	174
	25
	199

	4
	>80
	0
	0
	37
	100
	137
	19
	156




Income from sale of housing in the market











Table 28

	Option
	Construction price
	Market prices and income according to the zones of the city

	
	
	I
	Income
	II
	Income
	III
	Income
	IV
	Income

	1
	350
	400
	+ 50
	250
	- *
	200
	- *
	130
	-

	2
	285
	400
	+115
	250
	- *
	200
	- *
	130
	-

	3
	199
	400
	+201
	250
	+51
	200
	0
	130
	-

	4
	156
	400
	+244
	250
	+94
	200
	+ 44
	130
	-


 * losses

Conclusions:

1.  When the construction in the zone I is completed, the income from the sale will be get at all options of readiness.

2.  When the construction in the zone II is completed (the zone adjoined to the centre), the income will be received, when the building is ready for 50% and more.

3.  When the construction in the middle zone is completed, the income will be received only after 80 % readiness of the construction is provided.

4.  In other zones, at all options, there are losses.


Additional construction of housing as per 1 sq.m. for completion


of housing in suburbs of the city










Table 29

	Option
	Possibility to construct  in suburbs of the city from incomes of the zones (sq.m.)

	
	I zone
	II zone
	III zone

	
	Readiness,in %
	Readiness in %
	Readiness in %

	
	<20
	20-50
	50-80
	>80 
	<20
	20-50
	50-80
	>80 
	<20
	20-50
	50-80
	>80 

	1
	-
	-
	-
	1.35
	-
	-
	-
	-
	-
	-
	-
	-

	2
	-
	-
	1.55
	3.1
	-
	-
	-
	-
	-
	-
	-
	-

	3
	-
	1.3
	2.7
	5.4
	-
	-
	-
	1.37
	-
	-
	-
	-

	4
	1.2
	1.6
	3.3
	6.6
	-
	-
	1.27
	2.54
	-
	-
	-
	1.2


4.4.1.2
incremental housing

There are approaches for providing very basic housing, which include a minimum sized house, which has the potential to be added on to over the years. What this would involve would be the provision of a standard-sized lot and a basic house, comprised of a bathroom, kitchen and large living space. The house would be built in such a way that additions to the house could be easily built, over time, when the household needed the space and was able to afford the cost and effort to add on extra units. These additions could be first floor additions and/or building a second storey.

A program aiming to promote such housing should include the following:

· a set of basic designs to choose from, so that there is a standardised approach to building these homes, to make production cheaper and easier, with a sufficient number of variations so that different household needs and tastes can be accommodated, and so that neighbourhoods built in this fashion do not appear overly monotonous;

· these designs should have several features: they should correspond to Armenian housing tastes, they should be easily and cheaply built, they should rely as much as possible on Armenian-sourced building materials;

· easy access to land;

· a credit program, to expand the number of households who would be able to access this program;

· some provisions requiring that a home purchaser, on taking possession of their new home, give up the rights to their existing housing (we should not be encouraging through this program the ownership of two homes);

· because of the standardised nature of the housing units, some technical assistance for builders may be appropriate, targeting small enterprises.

One of the great advantages of this form of housing is that not only do households get a home with an allotment of land, but also they will personally contribute to the expansion of their home over time. This expansion will be through their own investment and sweat equity (that is, their own labour) contribution, as opposed to having to purchase the full-sized home in the first instance, which would not be financially possible.

Some of the land identified through the review of urban lands could conceivably be made available for housing of this sort.

Initiatives relating to incremental housing should be seen in a broader context. The RoA has undertaken a series of measures to facilitate the private development of housing in Armenia on an incremental basis.  These measures have come about as a direct result of the more liberal approach to development, but would be further accelerated through corresponding land reforms, particularly offering security of land ownership through offering various forms of tenure to private and commercial developers.

Briefly, policies in place which have facilitated and encouraged private and commercial developers to construct modular units which can be expanded over time as resources, government capacities and user demands permit, include the following: 

1.  Establishment of an interim and preliminary legislative basis for land reform in accordance with the main principles of private ownership and market relationships.

2.  Plots of land offered free of charge by authorities adjacent to new private housing development (as well as some greenhouses and dachas) in some cities and most villages, thereby offering significant opportunities to expand initial buildings over time from single-family/single-storey to multiple-family/multi-storey and eventually mixed-use as resources and demands dictate.

3.  The beginnings of a cadastral system that encourages private ownership and the registration of tittles to individuals. The RoA is increasingly concerned with refining this system to further encourage private and commercial transactions and ownership of land, and has arranged for projects to be developed by the USAID as well as the World Bank to investigate opportunities.

4.  Allotment of land for new housing construction is being encouraged and facilitated through local authorities, and is increasingly less problematic than during the Soviet periods.  While there are still considerable reforms needed to reduce the bottlenecks, the system is generally conducive to the allocation of land for development purposes.

5.  The Law on Urban Development as well as the new Civil Code have both been approved, and therefore offer a certain degree of security to private developers wanting to construct housing for themselves. The formalisation of the construction process has resulted in safer buildings being built to specific standards and has discouraged contractors taking advantage of families wanting assistance in constructing their own houses.  Moreover, regulations are more transparent than under the Soviet system.

6.  The active elaboration of standards, norms and regulations for construction responding to the social-economic conditions of Armenia as well as technical standards are being developed.  Such sensitivity should result in assisting potentially more vulnerable segments of society develop their own housing options.

7.  Market prices for urban land as basis for land taxation and privatisation have been adopted, and should allow authorities the potential to strengthen their resources and ability to plan, manage and support various forms of development more efficiently.

8.  Administrative reforms throughout the various tiers of government have started to see a more responsive form of governance than previously existed as a result of decentralisation. Most functions of management of land and urban development have been handed over to semiautonomous local bodies.

4.4.2
Related issues

4.4.2.1.
Design principles
This section presents considerations for the development of sites for new housing or mixed-use projects which may include commercial, industrial and recreational activities. In other words, it is about creating typical urban areas which are appropriate and affordable to all sections of urban society.

The main initial objective is to balance costs, many of which are inelastic except for the level of provision selected, against resources, which may also be inelastic. The objective is therefore to manipulate the types and levels of provision for different components so that the project is viable. In doing this, the first objective is to minimize entry costs to the development. The second objective, is to do this in ways which stimulate subsequent improvement by local people.

A critical factor will be the client or clients for whom the site is being developed. This will determine the type and standard of development which can be afforded initially and over a given period. The first stage is therefore to determine the target group or groups for whom the scheme is being developed and the mix of uses and standards of initial development. This can be done by estimating costs of preliminary proposals and comparing them to resources or the ability to pay. Since it is relatively simple to finance schemes for affluent groups, this section examines ways of financing developments for a mixture of groups, including the poor. 

Costs

These need to include:

· Land acquisition; the market or opportunity costs and the attributable costs of plots and open spaces

· Land development or site preparation, flood protection, etc

· Services; the off-site, on-site and on-plot costs of roads, water supply, drainage and sewerage, electricity, street lighting, etc. Capital and recurring costs 

· Construction; including materials and labour

· Facilities; such as health centres, schools, places of worship, etc

· Finance; the market or opportunity cost of borrowing to meet the capital costs of development. This component will be particularly important under inflationary conditions and will vary according to the rate of interest charged and the period over which repayment is to be made

· Fees and profit; to cover the design, supervision and management/administration of the project and contractors overheads and profit

· Maintenance and depreciation.

· Contingencies, especially against default

Attributing costs

Decisions will then need to be made regarding the attribution of all the above costs. In making this decision, particular attention should be given to the costs of land for roads, open spaces, schools and other facilities, plus on- and off-site infrastructure. 

Public facilities, such as schools or places of worship, should be provided and financed by the relevant development agency in accordance with existing guidelines indicating the catchment area or population. 

The costs of different plot sizes or housing units, levels of services provision and house construction for different standards and sizes will then need to be estimated and compared to the defined target groups and their ability and willingness to pay. If this indicates that the costs are greater than households can afford, then standards of initial provision should be revised until they are affordable. If projects include an element of higher income housing and commercial or industrial development, it should be possible to generate an internal cross subsidy to reduce unit costs for the lower income groups.

In a situation where commercial rates of interest are high, as in Armenia, the major single cost is likely to be the cost of funding to undertake the project. A premium wil therefore apply to projects which are designed, implemented and allocated in a short time.

Resources

The most effective way of financing housing is through the sale of plots or completed units to residents or groups. The resources which they can bring to bear on housing expenditure will be determined largely by household incomes and any additional assets or savings which they have accumulated or inherited. In Armenia, it is unlikely that assets will be significant and it is known that incomes and the propensity to spend on housing are both low. Designs for new housing should therefore be based on the capital value which households can afford to repay through loans at commercial or near commercial rates of interest. Given that these are presently high, there will be an advantage in extending the period of repayments.

Assessments of affordability, or the propensity to consume housing and other development components, will determine the specific standard and form of development appropriate for a given site.

Balancing costs and resources

If the costs of the project cannot be afforded by the target group/s, it will be necessary to modify the mix and/or level of development or extend the period of cost repayment. 

Design factors in the creation of appropriate and affordable settlement

Physical/spatial organisation

A major option for saving costs in residential development is to reduce the area occupied by roads, footpaths and other public open spaces to the minimum necessary for safe circulation and recreation. This is because all such areas will involve capital expenditure and high maintenance costs, which will have to be borne by the residents, or other users. Given the length of roads even in a relatively small development, reducing road reservations by 1.0 metre can increase the area of land available for private, revenue generating uses, which can, in turn, reduce unit costs of the development. Roads should therefore be as narrow as possible, not as wide as possible. 

The way in which public open space is provided can also have a major impact on costs as well as the way people use land. The provision of a large number of small open spaces may improve access, particularly for the young, elderly and handicapped, create a better neighbourhood and encourage residents to assume responsibility for maintenance.

International expoerience suggests that in an efficient residential development, it should be possible to achieve 65% of available land in private use, (ie residential, commercial or industrial), with 15% for communal use (ie schools, clinics, etc) and 20% for public use. The form such layouts take, should however, take into account cultural, social and climatic factors. 

Plot sizes and shapes

Large plot sizes cost money. So do square ones. Since land is a major cost component, plot sizes should be based on sizes which can be afforded. However, given a choice between larger plots or pre-built construction, larger plots will be preferable, since buildings can always be improved, or expanded, later. International experience suggests that a width/depth ratio of between 1:2 and 1;3 is most efficient in terms of overall project costs and private plot efficiency. A ratio of 1:2.5 is therefore a reasonable optimum, irrespective of plot size.

Levels of servicing

Unlike settlement layouts and plot sizes, these can vary enormously from initial to fully consolidated levels. In fact, continuous, progressive improvement is generally the norm.

It is recommended that the minimum initial level should be based on a standard of provision sufficient to permit permanent occupation of the unit or plot. The provision of on-plot water will be a major cost threshold, since it will lead to increased consumption and therefore the need for improved disposal systems. Initial provision should be designed to facilitate subsequent upgrading.

Public facilities

The land, buildings and services for these should be provided and paid for by the agency concerned (eg health, education, etc) and should not, therefore, be included in the project budget. Standards should be applied as per those for the urban area in general.

Building construction

The norm should be progressive development, which reflects the priorities and resources of the residents. This will enable extensions and improvements to be financed out of future incomes. Standards should be flexible and public intervention concentrated on advice and technical assistance, rather than conventional development control and the imposition of inappropriate standards, no matter how well intentioned. 

(Rouzanne, Hasmik, Debra: There will not be a section 4.5 “Strengthening the private sector”, so section 4.6 becomes 4.5; please re-number)

(R-H-D: I will still have to send section on earthquake zone, now numbered 4.5.1)

4.5.2.
Refugees

Current data respecting refugees is as follows:

Table 30: Number of Needy Refugees Being Provided with Apartments

	
	Total number of families
	Number of families occupying illegal apartments (out of total) 

	Yerevan
	4801
	608

	Aragats
	515
	-

	Armavir
	1175
	-

	Ararat
	1688
	221

	Gegharkounik
	1380
	1071

	Lori
	540
	175

	Kotayk
	2662
	126

	Shirak
	329
	67

	Syounik
	416
	156

	Vayots Dzor
	121
	42

	Tavoush
	394
	26

	Total
	14021
	2492


Source: Department for Migration and Refugees

Average size of one family is estimated at 3.5-3.6 members.

According to the GoA’s Decision 330 of 9 August 1997 (certificate no. 20), living space has to be provided outside Yerevan to those refugees who live in Yerevan and are registered in Yerevan, if no other solution is made available by the RoA.

4.5.3.
Waiting list

In 1997, the provided living space amounted to 74,9 thousand square meters out of which 29,8 thousand square meters (39,8%) was in newly constructed buildings and 45,1 thousand square meters (60,2%) in vacated apartments. The table below contains the year-end data on families that were allotted apartments in 1997 and families on the apartment waiting list.

Table 31: Families allocated apartments in 1997; families on waiting list

	
	Families that were allotted apartments or whose housing conditions were improved in 1997 
	Number of families registered in 1997
	Number of families registered as of 1 January 1998

	
	Total
	Percentage against the number of  families registered as of 1 Jan. 1997
	
	Total
	Percentage  against the total

	Total in the Republic 
	1,795
	1,7
	1,161
	102,345
	100.0

	Comprising  

Yerevan
	409
	0.9
	534
	41,207
	40,3

	Aragatsoten
	3
	0.2
	-
	41,207
	40,3

	Ararat
	36
	0.9
	-
	3,390
	3,9

	Armavir
	121
	7.0
	-
	1,671
	1,6

	Gegharkunik
	59
	2,4
	112
	2,532
	2,5

	Lori
	238
	2,3
	114
	10,323
	10.0

	Kotaik
	58
	0.4
	-
	13,893
	13,6

	Shirak
	695
	3,6
	83
	18,603
	18,2

	Syunik
	116
	2.0
	239
	5,737
	5,6

	Vayots Dzor
	45
	3,3
	-
	1,183
	1,1

	Tavush
	15
	0.9
	79
	1,718
	1,7


As the presented data show, in the reporting year, apartments were provided to 1,795 families of which 950 families (52,9%) were in the towns of the disaster zone: in Gyumri – 654 families (68,8%), Vamadzor – 138 families (14,5%), Spitak – 77 families (8,1%), Artik – 41 (4,3%) , etc.

In the Republic, the problem of accessibility to housing still remains unsolved. As of 1 January 1998, 101,040 families or 18,3% of the total number of the urban population of the Republic have registered to either receive an apartment or improve their housing conditions. In the Earthquake zone towns, the figures are 29,128 families (28,8%) have registered to receive apartments out of which in Gyumri, 16,500 families (56,6%), in Vanadzor - 2,004 families (6,9%), in Spitak – 5,023 families (17,2%), etc.

Out of the total number of families registered on the waiting list to receive apartments, 11942 or 11,8 % live in hostels, 4,544 (4,5%) in dilapidated or unsound houses, 20,933 (20,7%) in temporary houses. 41% of those on the waiting list and living in hostels are in Abovian town, 34,8% in Yerevan and 6.5% in Charentsavan town.

44% of those living in dilapidated and unsound houses live in Gyumri and 14,3 % in Vanadzor town. In Gyumri town, 14,200 families still continue to live in temporary houses, in Spitak – 4,958 families, and in Stepanavan – 1,177 families. 17,415 families (17,2%) have been on the waiting list for 10 years and more, most of which are in Yerevan (69,2%), then Charentsavan (15%) and Hrazdan town (2,9%).

Since 1990, there has been a continuously decrease in the housing construction, resulting in the reduction of the number of families receiving new apartments, evident from the table below:

Table 32: Families receiving housing from new construction

	
	Living space allotted in towns (in sq. meters)
	Families that received apartments



	
	
	Total
	Percentage against the number of those on the waiting list that year

	1990
	462,7
	11,938
	10,5

	1991
	411,4
	9,185
	6,5

	1992
	224,7
	4,074
	3,1

	1993
	119,2
	2.609
	2,0

	1994
	137,2
	2,896
	2,4

	1995
	118,8
	2,729
	2,4

	1996
	51,9
	1,260
	1,1

	1997
	74,9
	1,795
	1,7


The existing waiting list needs to be revised. For one, it is not apparent how up-to-date or accurate it is, and the degree to which there is double registration in more than one community. In addition, there is the policy question of whether individuals or families should be registered on the basis of status, that is, belonging to a certain category (such as military veteran) or on the basis of need. It would seem more appropriate if housing were made availability on a prioirty basis to those in need,

Therefore, it is suggested to revise the waiting lists, whereby residents will be classified by the following vulnerable categories:

1. Socially vulnerable families which are in dire need of “social housing” (apartments given by the state.

2. Those households which have some need of assistance, which could either built or purchase their own housing, provided that partial assistance by the state were available. State assistance could be offered either in the form of credits or a mortgage, subsidies granted on privileged terms, or land allotments.

A revised waiting list should reflect only individuals and families meeting the criteria of the first category. For the second category, a systemized data bank should be created.

Social housing stock can be created from the housing stock owned by the local governance bodies, constructed, purchased, or leased for that purpose and based on allocation of funds from the national budget.

4.5.4
demolished homes

. At various times, the RoA has had to order the demolition of existing homes to make way for housing or other necessary construction projects. It has been the policy of the RoA to guarantee alternate housing for those losing their shelter in this manner.

Currently, there are 457 families who lost their housing in this fashion and are still awaiting compensation. Contracts for the provision of appropriate housing have been signed with these families.

It is recommended that by whatever means the state acquires new housing that is added to the existing housing stock, that these units be made available on a priority basis to this category of families.
APPENDIX ONE: SURVEY

Background
Three surveys were undertaken, to gather certain statistical data which was unavailable through more formal channels, as well as to acquire some qualitative data regarding resident attitudes.

The surveys were directed at three different population groups: (1) city officials, either city mayors or city architects; (2) condominium association presidents; and (3) employees of Hai Nakhagits. In the case of all three groups of respondents, what was being asked of them was both their “best estimate response” regarding certain qualitative data, as well as their impressions of the intentions of others. By targeting three quite separate respondent groups and comparing the answers, both with regards to the estimates as well as regarding the intentions of the general population, one can note whether the responses cluster within a general range. It was not our intention to get very precise data, as what is more important at this stage is to understand what orders of magnitude we are dealing with.

The Questions
The questions were virtually the same for all respondent groups, with some variation to account for different circumstances. As well, before each set of questions, the interviewer provided a general briefing to the individual respondent, along the lines of the paragraph which introduces each group’s list of questions.

1.
QUESTIONS FOR CITY ARCHITECTS/CITY MAYORS

It should be explained to the city architect or city official that we are conducting a survey by speaking to individuals who have special knowledge about the housing situation, getting their estimates regarding a number of different housing categories. In some cases, we will be asking for their estimate for different statistics. Obviously, if they have the actual precise figures readily available and can give us that information, this would be the ideal situation. More likely, they will have to give their best estimate. For our purposes, their best estimate would be a figure that they would feel relatively confident is within 10% of the actual number. If they are uncomfortable providing an estimate for a particular question, they should say so. All these questions refer to that number of apartment units for which the official feels comfortable providing an estimate. Where the official is being asked an opinion on what other people think, it should be pointed out that we are asking for his or her view of what OTHERS think, not his or her own opinion.

1. In providing answers or estimates regarding the apartment housing stock with which you are broadly familiar, how many apartment units would this stock represent? (For example, if the official would be providing answers representative of the entire city, what is the number of apartment units in the city.)

2. What proportion of the total number of apartment units are vacant at this time? Has this number increased or decreased in the last six months?

3. What proportion of the total number of apartment units are unprivatised at this time?

4. What proportion of the unprivatised units are also vacant at this time?

5. What proportion of the unprivatised units are occupied by a socially vulnerable family?

6. What proportion of the privatised units are currently rented out by their owners?

7. What is the approximate rent of the rented units?

8. What proportion of the units are occupied by socially vulnerable families?

9. What proportion of units belong to a condominium association? Where there is not a condominium association, can you give any reasons why one does not exist?

10. What is the average maintenance or condominium fee being charged? What range of fees are being charged?

11. Where there are condominium associations, are they attempting to create a fund to undertake larger repair work? If yes, what kind of work, and what amount is being collected (by unit or square metre)?

12. Name the three most substantial repair items which need to be undertaken in this stock of apartment buildings. Can you indicate the average cost for each of these items.

13. In your opinion, would apartment unit owners be willing to take loans (perhaps for a term of 3 to 5 years) to undertake repairs to their building (not just to their unit)?

14. What barriers do you foresee to people being willing to take such loans?

15. Why do you feel that owners of vacant units do not rent these units?

16. What proportion of units is not paying for their services? Of these units, what proportion are either:

(a) vacant;

(b) unprivatised; 

(c) occupied by a socially vulnerable family; or 

(d) privatised, but not occupied by a socially vulnerable family?

1. Have any of these apartments been sold or transferred to new owners? If so, what has been the average price of these transactions (these could be different prices for different size apartments)?

2.
QUESTIONS FOR CONDOMINIUM ASSOCIATION PRESIDENTS

It should be explained to the condominium association president that we are conducting a survey regarding various housing issues, and that we are contacting condominium presidents as a way of collecting information about a large number of apartment units. The information gathered will be assembled into a larger number, so that the individual responses will not be identified, and there is no attempt here to obtain information of a private nature. Where we are asking for a estimate of a given number, we do not expect perfect accuracy. In providing an estimate, we are looking for an answer which is within approximately 10% of the likely actual correct answer. If the condominium president is not comfortable that the estimate is within that range, he or she should decline to respond. Where opinions are being asked for, it should be made clear that we asking what the condominium president thinks OTHER people think, not his or her own personal view.

1. Because we are also surveying some residents, could you tell us the name of your condominium association, so that we do not duplicate responses? This is not to be used to identify actual responses.

2. How many apartment buildings are in your condominium association?

3. How many apartment units make up your condominium association?

4. How many of the total number of apartment units are vacant at this time? Has this number increased or decreased in the last six months?

5. How many of the total number of apartment units are unprivatised at this time?

6. How many of the unprivatised units are also vacant at this time?

7. How many of the unprivatised units are occupied by a socially vulnerable family?

8. How many units of the privatised units are currently rented out by their owners?

9. What is the approximate rent of the rented units?

10. How many units are occupied by socially vulnerable families?

11. What maintenance or condominium fee is being charged by the condominium association?

12. Is the condominium association attempting to create a fund to undertake larger repair work? If yes, what kind of work, and what amount is being collected (by unit or square metre)?

13. Name the three most significant repair items which need to be undertaken in your building(s).

14. In your opinion, would apartment unit owners in your condominium association be willing to take loans (perhaps for a term of 3 to 5 years) to undertake repairs to their building?

15. What barriers do you foresee to people being willing to take such loans?

16. Why do you feel that owners of vacant units do not rent these units?

17. What number of units is not paying for their services? Of these units, what proportion are either:

(a) vacant;

(b) unprivatised;

(c) occupied by a socially vulnerable family; or

(d) privatised, but not occupied by a socially vulnerable family?

18. Have any apartments in your association been sold or transferred? What has been the average price of these transactions? Was the association involved in any way? If so, please specify how.

3.
QUESTIONS FOR HAI NAKHAGITS EMPLOYEES

We would appreciate assistance in gathering these statistics, and are surveying residents of apartment buildings, as well as municipal officials and condominium association presidents. Clearly, we are not expecting 100% accuracy, but where an estimate of a number is being sought, we expect that the estimate is likely within 10% of the actual correct answer. If there is not confidence that the estimate falls within that range, then a response should not be given. Where the opinions of others is being sought, we would like to emphasize that this is an answer about the opinion of OTHERS, and not a request for a personal opinion.

1. How many apartment units are in your building?

2. How many of the total number of apartment units are vacant at this time? Has this number increased or decreased in the last six months?

3. How many of the total number of apartment units are unprivatised at this time?

4. How many of the unprivatised units are also vacant at this time?

5. How many of the unprivatised units are occupied by a socially vulnerable family?

6. How many units of the privatised units are currently rented out by their owners?

7. What is the approximate rent of the rented units?

8. How many units are occupied by socially vulnerable families?

9. Does your building belong to a condominium association? If not, can you give any reasons why there does not exist a condominium association?

10. If there is a condominium association, can you tell us its name? (We are asking this because we are also surveying condominium association presidents, and we do not wish to duplicate responses. This is not to be used to identify individual responses.)

11. What maintenance or condominium fee is being charged?

12. If there is a condominium association, is it attempting to create a fund to undertake larger repair work? If yes, what kind of work, and what amount is being collected (by unit or square metre)?

13. Name the three most important repair items which need to be undertaken in your building(s).

14. In your opinion, would apartment unit owners be willing to take loans (perhaps for a term of 3 to 5 years) to undertake repairs to their building (not just to their unit)?

15. What barriers do you foresee to people being willing to take such loans?

16. Why do you feel that owners of vacant units do not rent these units?

17. What number of units is not paying for their services? Of these units, what proportion are either (a) vacant; (b) unprivatised; (c) occupied by a socially vulnerable family; or (d) privatised, but not occupied by a socially vulnerable family?

18. Have any units in your apartment building been sold or transferred? What has been the average price of these transactions?

THANK YOU VERY MUCH FOR YOUR TIME AND RESPONSES.

Responses

Summary of city officials’ reponses

	
	Yerevan

Centre
	Yerevan Khorhrdayin Community
	Sevan
	Yerevan

Nork-Marash

	1
	45000
	25380
	4820
	2041

	2
	-
	-
	750 free apt.
	0

	3
	88%
	21380
	98.3%
	2041

	4
	-
	-
	45% free
	0

	5
	60%
	66%
	55%
	-

	6
	5%
	5%
	1-1.2%
	2 embassies

	7
	3-room -100$
	15-20&
	1sq.m. 400-600 Dram
	-

	8
	30%
	60%
	75%
	30%

	9
	-
	18000
	nil
	private houses

	10
	1sq.m. -15Dram
	1sq.m.-18Dram
	nil
	-

	11
	-
	50%
	nil
	-

	12
	roof, elevator, intern. engin.
	roof, elevator,

bases
	entrances, roof

engineer. lines
	roofs

	13
	possible
	yes
	no
	70%

	14
	high%
	-
	fear
	distrust

	15
	doesn’t need, avoids
	avoids
	avoids
	-

	16

a

b

c
	35%


	70-80%
	95%
	30%



	17
	25000$-2 rooms
	10% -is sold by 6000$
	1sq.m. 80-120$
	17000


Summary of sociological questionnaires of several condominiums in Yerevan
	1
	Avan
	Artsakh 1
	Adonts 17/1
	Kanaker 3
	Griboyedov 5
	Arabkir 51/3
	Anoush
	Nork
	Nork 7/1
	Vratsakan 4 lane 4,;7
	Mar 6
	Davit

3/MM-1
	M.Baghramian4 
	Mamikoniants lane 4
	Zeitun 1

	2
	7
	4
	1
	5
	1
	1
	10
	3
	4
	1
	1
	3
	1
	3
	4

	3
	290
	19
	56
	333
	61
	128
	580
	126
	144
	56
	90
	180
	49
	190
	216

	4
	1

same
	-
	5

same
	85

same
	5

same
	40

decrease
	170

increase
	40

deacrease
	15

decrease
	4

decrease
	22
	-
	4
	26 

same
	decrease



	5
	3
	-
	1
	20
	-
	3
	-
	-
	2
	1
	-
	9
	-
	3
	-

	6
	-
	-
	-
	16
	5
	-
	-
	-
	-
	1
	22
	-
	-
	-
	-

	7
	1
	-
	1
	none
	-
	-
	60
	-
	-
	-
	-
	-
	-
	3
	-

	8
	-
	-
	3
	none
	1
	2
	10
	1
	3
	1
	3
	-
	-
	2
	-

	9
	-
	-
	30$
	-
	20$
	60$
	-
	-
	50$
	-
	30$
	-
	-
	20%
	-

	10
	
	50
	6
	50
	20
	25
	360
	60
	110
	4
	-
	30
	2
	26
	-

	11
	1 sq.m - 17dr
	serv. Bill 15 dr - 1sq.m.
	1 sq.m.-17dr
	garb-85dr, serv b-18 with elev

27dr state h. with elev

14dr without elev. Priv.

23dr with elev state
	serv bill 13 dr 1sq.m, garb.84dr
	serv bill 17dr 1 sq.m
	-
	serv. B. 18dr 1sq.m, garb. 100dr
	serv b. 18dr 1sq.m, garb. 100 dr
	serv b. 18dr 1sq.m, garb. 100dr
	18 dr 1 sq.m
	19dr 1sq.m
	serv. bill
	with elev. 18 dr 1sq.m.

without elev. 14 dr 1 sq.m.
	1sq.m 8dr, reserv fund-100dr

	12
	no
	no
	No
	no
	no
	-
	-
	-
	yes 1 apt 1000dr
	asphalt 400sq.m road
	no
	yes

prov. fam.

elev. heat.
	no
	no
	elev., roofs repair 

	13
	roofs, doors, windows
	roof, water supp.,entrance
	engines for elev., basement pipe.
	Roofs,doors, windows
	roofs, wat.pipe. 
	rain pipe. Ifl.elev.
	roof, entr.doors,water pipe.
	Roof,baseem. Corrid.
	Roof, well, doors,heat.pipe.
	roof, heat.drink.wat. int.net
	roof,communic. Basem.
	Water suppl, sewerage
	heat.syst. 2 bld.entr.
	basem,elevat.
	

	14
	yes
	no
	no
	yes
	no
	yes
	yes
	yes
	no
	yes
	-
	yes
	no
	yes
	can’t answer

	15
	-
	unable to pay
	could not return the loan
	-
	needy
	-
	%
	%
	needy
	-
	-
	high %
	unable to pay
	-
	-

	16
	can’t answer
	-
	don’t want
	distrust
	distrust
	impossible to live
	distrust
	distrust
	distrust
	in bad condition
	-
	-
	-
	distrust
	can’t answer

	17

a

b

c

d
	55 apt

15

3

30

37
	100

-

-50

30
	11

3

1

4

3
	135

75

20

15

25
	4

-

-

-

4
	30

-

-

30

-
	-

-

-

-

-
	40

-

-

40

-
	100

-

-

100

-
	-

-

-

-

-
	-

-

-

-

-
	43

-

3

30

10
	7

-

-

2

-
	50

-

-

26

10
	10

-

are privatized

	18
	5 apt

7000$

no
	20

13000$

no
	-

-

no
	1

6500$

no
	-

-

no
	2

-

no
	-

-

-
	3

-

-
	6

-

no
	3

12000$

no
	2

8-10 000$

no
	-

-

no
	2

-

no
	1

10000$

no
	are sold

can’t tell the price

no


Summary of the inhabitants' sociological questionnaires 

	1
	45
	48
	32
	27
	27
	15
	45
	32
	84
	56
	24
	63
	110
	9
	64
	64
	34
	90
	38
	27
	55

	2
	4
	-
	0
	4
	4
	3
	3
	5
	7
	3
	5
	7
	-
	2
	4
	
	0
	6
	5
	5
	4

	3
	0
	-
	32
	5%
	1
	15
	3
	5
	4
	0
	0
	63
	-
	0
	2
	0
	0
	15
	2
	
	2

	4
	-
	-
	0
	0
	0
	-
	1
	2
	1
	0
	-
	-
	-
	
	
	
	
	2
	0
	
	0

	5
	-
	
	-
	1
	40%
	-
	2
	2
	2
	0
	-
	10
	-
	
	2
	
	
	10
	50%
	
	2

	6
	2
	
	1
	1
	1
	0
	3
	1
	-
	5
	2
	3
	-
	
	4
	
	1
	3
	2
	2
	0

	7
	100$
	
	10$
	50$
	25$
	-
	20-50$
	50$
	50$
	30$
	70$
	100$
	50$
	
	25000dr
	
	100$
	50$
	50$
	3000dr
	

	8
	32
	
	yes
	40%
	3
	5
	3
	2
	2
	10
	5
	10
	-
	0
	28
	
	
	20
	
	15
	25

	9
	not the rent
	
	-
	cooperative
	not

organized
	no, don't want
	no
	no
	no
	no
	not 

disorgan.
	no
	disorgan.
	no disorgan.
	
	no
	has a chairman
	no
	0
	no
	yes

	10
	-
	
	-
	we can't
	-
	-
	-
	-
	-
	-
	-
	-
	-
	
	
	
	
	
	
	
	

	11
	435 dr
	
	1sq.m. -17dr
	is much
	5$
	-
	5$
	4$
	4$
	-
	-
	-
	-
	1000dr
	780dr
	
	
	700dr
	5$
	1000dr
	800dr

	12
	-
	
	not yet
	no
	-
	-
	-
	-
	-
	-
	-
	-
	-
	
	
	
	
	
	no
	no
	

	13
	roof,entrance
	roof,entrance
	roof,staircase,basement
	entrance,roof,water
	staircase,water
	roof,staircase
	-
	roof,entrance
	entrance,roof
	water
	roof,entr.,elevator
	elevat.
	entrances
	roof,entrance,stairc
	elevator,water
	
	roof
	water,sewerage,roof
	entrance,roof
	elevator,stairc,garbage
	stairc,entr,asphalt

	14
	-
	-
	yes
	no
	no
	no
	-
	-
	no
	no
	-
	-
	-
	no
	no
	no
	no
	
	
	
	

	15
	carefulness
	-
	fear
	no law
	admin.misunder.
	distrust
	-
	-
	distrust
	distrust
	-
	-
	poverty
	
	
	
	no need
	
	
	indifference
	

	16
	fear
	-
	-
	don't need
	don't need
	don't need
	-
	distrust
	distrust
	distrust
	price
	expensive
	distrust
	no need
	don't want
	
	no free apt
	low rent
	no need
	fear to spoil
	return

	17

a

b

c

d
	3

-

3

-
	
	all


	1


	1-2
	
	-
	1

2

3

-
	-


	2

-

9

-
	
	-

-

10

-
	
	
	
	
	
	20

2

18
	~50%


	
	

	18
	2 apt-5000$
	
	-
	4 apt-10000-20000
	10000

20000
	0
	10000

15000
	5000

15000
	7000

20000
	20000
	10000

24000
	15000
	22 apt
	3 apt-30000$
	25000$
	
	
	10000$
	6500-15000$
	3room-35000$
	2apt-12000$
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21. Government Decision #596 on Structure of the Head Office of the Ministry of Urban Development of the ROA, 1997

22. Government of ROA decision on granting family allowances, 1997

23. Government of ROA decision on regulation for conveyance of lands owned by citizens and lands in collective ownership (draft), 1996

24. Government of ROA resolution #57 on the regulation for auction sales of state owned lands in ROA, 1995

25. Guidelines for activities of the audit commission of a condominium, 1994

26. Housing legislation of ROA (draft), 1995

27. ICMA/USAID, Assessment of the quality, 1994

28. ICMA/USAID, Concept of cadastre of urban land of ROA, 1993

29. ICMA/USAID, Concept paper 1: development of new principles of registration of housing waiting lists and distribution, 1994

30. ICMA/USAID, Concept paper 3: development of new principles for housing exchange and acquisition, 1994

31. ICMA/USAID, Description of the system used for graphical presentation of condominiums on the map of Yerevan, 1990

32. ICMA/USAID, Housing Allowance Programs, REACT Centre & Yerevan State University, 1997

33. ICMA/USAID, Housing allowance, 1994

34. ICMA/USAID, Housing and land market in Yerevan - monitoring, 1993

35. ICMA/USAID, Housing and land market in Yerevan - monitoring, 1994

36. ICMA/USAID, Housing and land market in Yerevan, monitoring and market analysis, 1994

37. ICMA/USAID, Housing Management, Utilisation, Servicing and Repair in Armenia during its transition to a market economy, 1994

38. ICMA/USAID, Housing Privatisation Survey Report, 1993

39. ICMA/USAID, Housing Privatisation Survey Report, American University of Armenia’s Centre for Business Research & Development, 1993

40. ICMA/USAID, Housing reform in Armenia, 1993

41. ICMA/USAID, Methodological instructions for programme planning, 1996

42. ICMA/USAID, Overview of the market monitoring in the housing sector major cities of ROA, final report, 1995

43. ICMA/USAID, Questionnaire - privatisation, 1994

44. ICMA/USAID, Regulation on real property state registration
45. ICMA/USAID, Report on Commercial Spaces in Condominiums, status, method of use and allocation of expenses among association members, 1995

46. ICMA/USAID, Report on the major tasks of the housing management system, 1995

47. ICMA/USAID, Survey of the housing market
48. ICMA/USAID, Survey of the housing market in the major cities of ROA, 1995

49. ICMA/USAID, The Urban Development Practice and Transition to a Free Market of Land, 1993

50. ICMA/USAID, The urban development practice and transition to a free market of land, 1993

51. Interim regulations on rent of state owned lands in Yerevan, 1998

52. Law of ROA about amendments in land code, 1998

53. Law of ROA on administrative - territorial division of the ROA, 1995

54. Law of ROA on budgetary system of ROA, 1997

55. Law of ROA on Condominiums (draft)

56. Law of ROA on Condominiums, 1996

57. Law of ROA on elections for bodies of local self-government (draft), 1996

58. Law of ROA on Foreign Investments, 1994

59. Law of ROA on income tax, 1995

60. Law of ROA on land tax, 1994

61. Law of ROA on local duties and fees (draft)

62. Law of ROA on making additions and alterations the Law of ROA on administrative - territorial division of ROA, 1996

63. Law of ROA on Making Changes & Amendments to the Law on Condominiums, 1998

64. Law of ROA on making changes and amendments in the Law of ROA on co-ownership entities (draft)

65. Law of ROA on NGOs (draft)

66. Law of ROA on Property Tax, 1995

67. Law of ROA on property tax, 1998

68. Law of ROA on public organisations, 1996

69. Law of ROA on state budget of ROA for 1996, 1995

70. Law of ROA on State Procurement (draft)

71. Law of ROA on state procurement (draft)

72. Law on real property of ROA, 1996

73.  Law on state cadastre, 1998

74. Law on state registration of real property of ROA (draft), 1998

75. Ministry of Finance concerning interim order for allotment of subsidies to local budgets from the republican budget and financing of institutions and organisations located in marzes from the republican budget, 1996

76. Model charter of the community council of elders (draft)

77. Model charter of the staff of the community chief (draft)

78. Mortgage Law of ROA, 1995

79. REACT Centre, Report on the Status of Condominium Formation, 1998

80. Regulation about structure, method of development, standardisation and approval of plans of boundaries of cities, towns and villages of ROA (draft), 1994

81.  Resolution of the Government of ROA on improving the administrative structure of water supply and drainage systems of residential areas of ROA (draft)

82. Rules for the exchange of state owned flats in ROA (draft)

83. Shildo, G. (Ed.), Housing Policy in Developing Countries, Routledge, New York, 1990

84. Suggestions on ”the course of land policy and taxation intercommunication, USA”, 1994

85. Temporary regulations for condominiums (draft), 1995

86. The Urban Institute, Housing Strategy in the Earthquake Zone Interim Report, 1998

87. The World Bank, Bureaucrats in Business, Washington, 1995

88. The World Bank, The Armenia Housing Sector and Earthquake Zone Housing Issues, Washington, 1997

89. Treasury regulations, 1996

90. UNDP, Human Development Report Armenia 1997, UNDP, 1997

91. Urban development law of ROA

92. Urban policy law of ROA, 1995

93. Yerevan City Council decision on regulation of matters related to the transfer of the title and use of lands managed by the executive committee of Yerevan City Council, 1994

94. Yerevan Mayor’s Decision #268 on Measure of Implementation of Unified Rules for Protection, Maintenance, Repair and Service of Housing Stock, 1997

� For example, no census has been carried out in Armenia since 1989. Since then an estimated 650,000 Armenians have left the country, but are not allowed for in the current population data.


� It should be noted that there is no accurate information on average household sizes in Armenia and estimates range from 3.7 to 5.0 persons per household. The present assessment uses the most commonly accepted estimate, but does not include variations for urban and rural areas, though it could be expected that these exist in practice.


� Category 3 dwellings are defined as constructions in an unsatisfactory condition. They will have sustained moderate damage through cracks in structural walls, peeling masonry and exposed joints and reinforcement. Category 4 buildings are considered dangerous and requiring the temporary evacuation of residents. They will have sustained severe damage to structural walls, including their detachment from structural elements, the disruption of joints, the collapse of some concrete panels and sagging beams. They can only be saved from demolition by extensive structural reinforcement and repairs to the building fabric.


� These include: Anlian, S (1997) ‘An overview of Armenia’s reforms: Housing and urban development policy 1989-1997’ in Struyk, R (ed) ……; the ‘Survey of household incomes and expenditures in Yerevan 1995-96 (Interim report), prepared by the Center for Economic Policy Research and Analysis; CEPRA (Sept 1997) ‘The Armenia housing sector and earthquake zone housing issues: informal sector note’ mimeo; Gomart, E op cit ; material collected by the team. 


� These are generally the same as for the data on household incomes.


� Much of this section draws on a draft report entitled “Results of a Feasibility Study on IFC Support to Stimulate Real Estate-Based Lending in Armenia,” prepared by The Urban Institute, Washington, and The Fund, Institute for Urban Economics, Moscow, dated August, 1998. We are grateful to Steve Anlian for granting permission to cite this report.


� PADCO  (1991) ‘India: Public/private partnerships in land development’ Washington DC Mimeo





� United Nations (1993) ‘Public/private partnerships in enabling shelter strategies’ United Nations Centre for Human Settlements, Nairobi





� Much of this section draws on a draft report entitled “Results of a Feasibility Study on IFC Support to Stimulate Real Estate-Based Lending in Armenia,” prepared by The Urban Institute, Washington, and the Institute for Urban Economics, Moscow, dated August, 1998. We are grateful to Steve Anlian for granting permission to quote from this report.


� Amongst these are South Africa, the Philippines and Indonesia where access to tenure has created significant improvements in the housing stock, primarily through investments in equity by owners.


� This section of the report draws heavily on the paper ‘Housing Allowance Programs’ by Diana Avetian, 1997 and other papers prepared for and by ICMA.


� Vaughan, 1995 R J `A history and overview of Ukraine’s housing subsidy program’ PADCO, Washington DC 


� Reported in Gomart, E ‘Social Assessment of the Poorest of the Poor in Armenia - December 1997’ mimeo 1998


� See Report, WoodGreen Community Centre (Toronto, Canada), World Bank Energy Efficiency/Housing Project in Lithuania, Workshops on Collaboration Among Municipalities, Consulting Centers, Homeowners Associations, and Group Processes Relating to Homeowners’ Associations (June 3, 1998).
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