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1. A framework of  transition – 
market creation, market 
compensation and «retaining» factors
The main characteristics of the East-European Housing model were the one-party political control over the housing sector, the subordinate role of market mecha​nisms, the lack of market competition among housing agencies (bureaucratic coordination), and a broad control over the allocation of housing services (huge, non-transparent subsidies). However, under this model several «sub-models» (versions) emerged as responses of the individual countries to challenges in the process of the development of the socialist economy. While the main characteristics of the model could be interpreted as structural explanations, the divergences of the model were considered theoretically as «policy options» taken by the individual governments
. The structural conflicts («cracks») were managed by different methods, in​cluding strict control mechanism (Bulgaria, Russia, East-Germany), or allowing quasi market processes (Yugoslavia, Hungary). The differences in tenure structure (state-owned rental, cooperative housing and owner occupation) and in different fi​nancial schemes (cooperative, state bank financed owner-occupied, etc) were not relevant from the point of view of the operation of the housing sector. 

It is not evident, however, how we can define social housing in the EEHM, because of the existence of a «dual market». The state (in a broader definition
) controlled both the demand side and the supply side of the housing sector and did not allow the market to act as an integrating social mechanism. The vast majority of services were provided «in kind» or at an under-cost/market price, allocated according to «merits». There was no special sub-sector or sphere which can be called «social housing». Thus, in the formal housing market, there was no need for housing assistance (because of the subsidized, low housing services). At the same time, the informal market was not officially acknowledged, and thus, no income support was applied. 

The last more than 15 years of experience has shown that the process of transition from a planned economy to a market-based society was influenced by two main – in many respects competing – political trends: neo-liberalism and social democracy. The governments in transition countries worked under the constant fiscal pressure caused by the social and economic costs of the bankrupted socialist economy, although individual countries followed different tracks (i.e. type, method and speed of the privatization, the speed of the price liberalization, the degree of the decentralization, the scope of the welfare programs, etc.). The process could be described with the help of the «weak» globalization theory, which states that beyond the basic structural changes transitional countries could follow different paths. However, the «choices» made were rarely results of a cautious preparation and decision, but rather results of the short-term reactions to the economic and social crises
.

The housing sector is embedded in the economy, thus economic and social reforms inevitably have effects on the housing sector, that is, the housing sector is formed not only by housing specific measures. Tree main types of factors can be differentiated in the analysis of the transition: (1) strategies aimed to create new market mechanisms and (2) policies to compensate (or lessen) the negative social ef​fects of the new market mechanisms, and (3) the social forces interested in retaining the traditional modes of provision («path dependences»). 

The market creation strategy could be implemented without difficulty in certain sectors, where there were no basic social barriers to major changes (construction industry, production and trade of building material), but in the area of housing services (water, heating, etc.) and housing finance (enforcement), the introduction of the market mechanism created many social tensions and conflicts arising from price liberalization, enforcement of foreclosure law, eviction rule-related non-pay​ments of the rents, and user charges. 

The most important market correction strategy accompanying the market creation strategy was the social benefit programs which aimed to help households hit by the economic crises (unemployment) and price liberalization. Because of the low public administration capacity, however, the lack of reliable information on households’ income information, and the significance of the informal economy, the efficiency of the income benefit programs was very low in the beginning. Social housing programs – as a market correction mechanism – had a low priority until the end of 90s. 

The retaining factors are believed to play an important role in decreasing and postponing the social conflicts of the transition. In housing, which has been liable to social conflict, the temptation to maintain the traditional structure (using implicit «ac​ross the board» type subsidy through inefficient public companies) was very high. Maintaining the rent level below the actual cost of rent, rent control of the private rental market, public management companies, price control of energy costs, neglecting the mean-tested benefit programs, and forgiving the «non-payments» (eviction evasions) were typical answers given by the state to the social conflict caused by the transition. 

In the process of transition, the economic restructuring initially dominated by market-making reforms has gradually been constrained by state intervention and control, and negative consequences (regional and social inequality, declining living standards) of the market system have raised the need for the welfare mechanism – for example, the old benefit programs have to be modified or replaced by new programs that fit into the new situation. These processes have been carried out at different speeds and in various ways in different countries and in different sectors. These differences are understandable given that the development of the housing policy has to be conceived within the framework of social policy (and in a broader sense within the framework of welfare regime).

The structural changes in other sectors of the society have also been formed relying on three types of the strategy: introducing market elements (privatization, price liberalisation etc.), correcting for the hardships caused by the new market mechanism, and maintaining elements of the traditional structures. Because in most of the public sector these processes have not been fully implemented, it is very difficult to draw clear conclusions about the new welfare regimes. Even countries with relatively successful transition strategies (Hungary, Czech Republic, and Poland) postponed the comprehensive structural changes in the public service sectors such as health and education, and in the social sector, where the political risk of abando-ning the traditional structures was high.
2. Promoting a new social 
rental sector
At the end of the 90s most countries in the region recovered from the transitional recession and realized that housing is an important and neglected area of public policy. National housing programs were prepared (Slovakia: 1999, Hungary: 2000 etc.) in which the role of the rental sector had a high importance. Two types of rental program were proposed and partly introduced: 1. expanding the existing – but shrunken – municipal housing stock; 2. introducing or expanding rental housing of the non-profit housing institutions. 

The mainstream approach was the use of local governments: Slovakia, Czech Republic, Romania and Hungary chose this solution. The programs typically used a matching financial structure, where the central government subsidized the construction; in return the government imposed certain conditions in terms of rent setting, allocation and construction. The conditions were not only different in the various countries, but changed in time as well. 

One of the conditions dealt with rent regulation. The government set a ceiling to the rent for public rental units as a percentage of the «replacement value». It was 3% in Slovakia and Poland
, and 5% in the Czech Republic. The actual rents were set by the local governments, and they were much lower than the ceiling, as local government were uncertain about the tenants’ ability to pay. In Poland, for example, the average rent is around 1,5% of the replacement cost. In Romania, the rent is li​mited to 25 percent of net family income or the net average wage, whichever is less. 

The central government defined the criteria for allocation, e.g. young families, income brackets, etc. In Slovakia the maximum income level was set. In Hungary it is the responsibility of local governments to decide about the criteria. In Romania, in the allocation process local governments use their own scoring system. Because the program is subject to the laws governing social housing, local administrations must enforce a maximum income limit. The law, however, does not specify the basis for calculating this limit. In the Czech Republic mean testing was introduced after 2002.

The size of the programs is planned to be substantial. In Poland and the Czech Republic the share of the municipal housing is considerable: 15–25% of the new construction. In Romania it is planned to reach 40 thousand units in 4 years (30% of the new units), but actually the number of the new rental units built between 2000 and 2004 was 19 thousand, which represents less than 10% of the new construction. In Hungary, the program was stopped after 2004, and the actual rental construction was under 10% of the total new construction.

3. The non-profit housing associations, 
co-operative sector and PPP programs
The co-operative sector is in crisis in most of the transition countries, because this tenure is considered as a version of public ownership. This form has lost most of its privileges (grants, subsidized loan, free access to land, etc.), and has to compete with the private sector. However, there were several attempts, frequently supported by European donor agencies, to establish new non-profit (or «limited-profit») organizations providing apartments for rent. 

The most successful attempt was Poland’s TBS (housing association) program, which was based upon a French HLM model. The program has received some criticism not because of its performance, but because it has diverted resources from municipal housing construction. One analyst concluded that the TBS program was able to provide good quality housing, but even the controlled rents were too high for many poor households. A key subsidy element is provided by the state in the form of a low-interest loan. Other financing sources can include tenants, local government, and the non-profit entity. The TBS can take different legal forms: limited liability company, joint-stock company, or cooperative of legal persons, but they cannot make profit. The majority of the TBS-s are set or initiated by the local go-vernments. The rent for TBS housing is set by the Municipal Councils as a cost rent; but the rent cannot be higher than 4 percent of the construction cost (replacement value) of a unit set by the voivoda (head of the Regional Council) in its quarterly edicts. The total income from the rent payments for all dwellings owned by a TBS must cover all maintenance and repair costs, as well as the repayment of the qualified loan from the National Housing Fund (cost rent). The explicit rules for allocating new rental flats and income ceilings were introduced by a special act. 

The conclusion is that the non-profit housing associations (TBS) provide good standard housing with controlled rents, but this type of housing is too expensive for the lowest income households («affordable»sector). Meanwhile, the existing social stock is insufficient to bridge the supply gap in the «true social» sector. Expanding this sector would make it socially acceptable and politically viable to relax rental re​gulations. The size of the program depends very much on the Housing Fund resources. In 2001 10 thousand TBS dwellings were built, which is 10–15% of the new construction.

In Slovenia, as a replacement of the «solidarity housing» till 2006 65 limited-profit housing organizations were set up by municipalities and construction companies. They constructed around 2500 units between 1991 and 2004, which represent less than 5% of the new construction. 

In the framework of the Netherlands’ Matra grant program, a non-profit housing organization was created in the Slovak city of Martin. The grant was given to the city of Martin as technical assistance to improve the management of public housing, which has 4% share in the local housing stock. The non-profit organization Matra was established in 2005, which is owned entirely by the city, and manages 678 municipal dwellings. According to the plans, during the first five years of the activity of the non-profit housing organization will be subsidized by the city, but after this period it is expected that the organization will be self-financed. 

The possibility to use the private sector for social housing is open in the countries of transition. A version of PPP was brought about in Bosnia-Herzegovina. An Austrian non-profit organization invested in a social rental building on the basis of a long-term (30 years) lease agreement with the government of Sarajevo Canton. The annual rent defined as 5% of the project value is being paid by Sarajevo Canton as a leaseholder from the budget revenue of Canton. (The monthly rent paid by the tenants per m2 will be 2,5 EUR, and the average rent 125 EUR per apartment.)
4. Constraints on the efficient 
social housing policy
In transition countries, the disintegration of the EEHM did not lead to a new housing regime. Developments in the social housing sector were a (sometimes unintended) result of the social forces defining the transition from the centrally planned economy to the market economy. In this process, several institutional, social and economic factors constrained the development of the social housing sector. In the concluding part of the paper we try to summarize these factors.

The basic problem is that the remaining municipal housing sector has not been stabilized institutionally and financially. In the decentralized local government system, the local municipalities have the responsibilities to manage the social housing stock, which represents the most dilapidated part of the housing stock and concentrates the poorest households. The rents typically do not cover the operating and maintenance costs. Thus, on the basis of economic rationality, it is not in the interest of local governments to expand the social rental sector, since this sector involves considerable losses. Furthermore, they have to face the related serious political tension (for example, the tenants’ protest against the increase of rents, or against the creation of social rentals in their neighbourhood). As a consequence, the process of demolishing continues (no proper maintenance), household willingness to pay rent is low (arrears) and the local municipalities have disincentives to maintain and develop the sector. 

The insignificant role the social rental sector plays in the transition countries can be explained partly by privatization and restitution, and partly by the financial (taxation and subsidies) and legal regulations. In general, the households choosing the rental option are at a disadvantage in terms of their financial situation compared to owner occupation. They are not eligible for the same grants as those in the owner occupied sector, and in the rental sector both the tenant and the landlord have to pay taxes after the rental fees or revenues. The lack of proper legal regulations make the tenant’s and the landlord’s situation unpredictable. The demand for the rental tenure is largely residual caused by the crowding out of the households from the owner occupied sector. 

The governance of social housing was a critical element in social housing programs. The collapse of the centrally planned economy led to the collapse of the institutions providing social housing. New institutions have to be set up, or the behavior and the operation of the old institutions have to be changed. There is huge pressure on governments to provide sustainable social housing. Different institutions have interest in developing or revitalizing the social housing sector. There are different options in the region. One element of the institutional models is the governance of social housing. The models supported by different technical assistance programs could be important but their effect will be isolated, if there are no real political and business interests behind social rental programs Any models which are not supported by real political and social forces are transient. Several donor agency programs in the region have been facing the constraint that their programs are missing support and are therefore not sustainable. 

Local governments typically play an important role in running social housing programs. They have a significant role in the so called non-profit models (like TBS, and cooperatives). The successes of the programs are the incentives built in the grant structure. As a consequence of the decentralization, a significant part of the housing responsibility has been transferred to the local governments, and they have relatively broad expenditure autonomy. The local governments in the region develo​ped different models towards an efficient social housing policy, some of them related to the central programs, some of them are on their own responsibility. We should emphasize here that some of the countries in the region had a very fragmented system of local government (Czech Republic, Slovakia, Hungary, etc.). The non-profit organizations could give a new impetus to the social housing efforts. Especially the social care institutions have stakes in the future of the social sector. They are very underdeveloped as yet, but represent an alternative. 

To sum up, the development of an efficient social housing sector demands changes in several fields:

1. As a legacy of the socialist housing system, municipal housing is not identical to social housing. Social housing is not clearly defined, and no proper means testing is applied to the sitting and new tenants in the sector. It is a good sign, that recently several countries have introduced income-related eligibility criteria to the allocation of the centrally subsidized new rental sector. Social housing policy needs a well-targeted subsidy system. However, on the basis of our experiences, targeting is not politically feasible without the support of the middle class. If housing is not affordable for the middle- and even upper-middle-income groups, subsidy programs will become regressive – helping higher income groups more than low-income groups.

2. Another condition for sustainable social housing is the guarantee of long-term interest of the social landlords and the relative security of the tenants. On the one hand, the financial conditions of the social rental sector have to be changed in two respects. Firstly, the general disadvantages in the tax and housing subsidy system have to be changed, and the sector neutrality has to be assured. It is true for both the private and public sector. The financial advantages tied to owner occupation make renting relatively expensive, supporting the common sense approach that it is «cheaper to buy than to rent». Secondly, local governments with more social problems should partially be compensated for keeping the social rental units. The central government should build up the capacity to standardize the procedures (rent regulation, allocation, management etc) and monitor the operation of the social rental sector. The in​tergovernmental subsidies should be connected to the performance of the public sector. On the other hand, the privatization drive from the tenants’ side should be reduced by increasing the security of the rental tenure. Security includes the pre​dicta​bility of rents and housing related costs, and trust in the income benefit programs («welfare regime») in the case of individual hardship. 

3. The most common constraint of the social rental sector is considered to be the budget resources. There is no lack in rhetoric, and in the government’s declaration for the need of social rental housing. There are several policy decisions prior to any conclusion on the desired size of public resources. The European experiences have proved that the social rental sector costs, especially in the beginning, a lot. Policy makers should face this fact, and put a lot of emphasis on guaranteeing the efficient operation of the sector to get the best value from the public investment. 

4. The message from the recent European experiences is that social rental housing should be integrated into the housing system (and into the economy). This means that the potential capacity of the private rental sector should be utilized as much as possible.








































� The paper uses the results of the research undertaken in the EU 6th Framework Program OSIS (Origin of Security and Insecurityof Homeownership) Project’s relevant work packages (Contract no: CIT2-CT-2003-506007).


� This approach is closely connected to the «soft structural» approach, which could be effectively used in the interpretation of variations in the East European Housing Model. This approach combines a «rational choice» (policy choice or agency choice) type of explanation with structural elements. In his earlier work Hegedüs followed this argumentation, for example, in the explanation of  «self-help» housing in Hungary. 


� The State meant not only the central government and the councils, but the state owned enterprises as well, which constituted the majority of the economy and which were integrated into the economy through the communist party.


� The actual housing policies in the region could be characterized as «muddling through».


� The rent ceiling was planned be abolished in 2004.
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