József Hegedüs: Opportunities and constrains in social housing in transition countries
 

The aim of this paper is to give an overview of the social housing policies in transition countries. First, we will identify the starting point of the process (East-European Housing Model) and establish the framework of the analysis. The second part of the paper will analyze the process and consequences of privatization. The third part of the paper will overview the developments in three areas of social housing: housing allowances, public rental development and low income ownership programs. In the concluding part we summarize the constraining factors to the development of an efficient social housing sector.
The paper will focus on trends and conflicts of different solutions in the area of social housing; however, it does not aim to give a systematic overview of the social housing programs and housing sector developments in individual countries.  
1. A framework of  transition – market creation, market compensation and “retaining” factors
The main characteristics of the East-European Housing model (Hegedüs-Tosics, 1996) were the one-party political control over the housing sector, the subordinate role of market mechanisms, 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. (Turner et al, 1992) 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, including 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 financial schemes (cooperative, state bank financed owner-occupied, etc) were not relevant from the point of view of the operation of the housing sector. Different sub-models under the EEHM could be explained partly by exogenous factors, such as the organizational development of the communist party and the state, the economic and social policy, and partly by the endogenous development of the housing institutions. The outcomes of different policy options – even among countries with the same level of the GDP – were quite different in terms of the quality and quantity of housing.  Again, there were common typically “East-European” elements of the different sub-models or versions, e.g. the housing estates, the under-maintained public sector, and rationed “elite” houses for the nomenclature, which justify the use of the term “East-European Housing Model (EEHM)”.  

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”. As a consequence of the artificially low, subsidized housing prices, an enormous shortage emerged leading to a dual housing market. The presence of “dual housing market” meant that aside from the state controlled housing sector there were informal parts: self-help buildings, private transactions in the rental sector, private real estate market transactions, a market for sub-tenancy, and a small entirely private rental sector. (Hegedüs-Tosics, 1996) The state housing included the housing provisions of different tenures (rental, cooperative and owner-occupied), which were under strict state control (investment, housing standards, costs and prices). 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 (see for example Doling, 2005), 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 effects 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-payments 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 “across 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. (Cerami, 2006) 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 abandoning the traditional structures was high. After 15 years, most areas of the welfare system (education, health, social provision etc,) in transition countries are still in flux.
 

2. Housing privatization and restitution: are there different models?
Policy choices regarding housing privatization and restitution (one of the favorite topics of housing policy discussions in the region) should be conceived in the framework of the transition. Privatization (and restitution) was not a choice between the “unitary” or “dual” model, as the unitary model was not a feasible option.  To turn the socialist rental sector into a unitary model would have involved several difficult policy steps, which were not realistic under structural constraints (fiscal pressure, new political system, privatized economy, public sector reformed etc.) faced by the countries. Our conclusion is that there was no real alternative to the mass-privatization (market creation strategy), because of the retrenchment of the state/public sector against the structural changes. In order to create a social housing sector from the ex-state owned rental sector basic changes were needed including the introduction of allocations based on social need, income-related (mean- tested) housing allowances, cost-based user charges and the reduction of tenants’ property rights. Typically the political cost of enacting these changes was high and the incentive structure was not in place to achieve them.
Table1. Housing privatization (%)

	
	public rental % in 1990
	public rental,

after 2000
	% privatized

	Albania
	35.5
	1.0
	97.2

	Lithuania
	60.8
	2.4
	96.1

	Romania
	32.7
	2.7
	91.7

	Serbia and Montenegro
	22.2
	2.8
	87.4

	Croatia
	24.0
	2.9
	87.9

	Bulgaria
	6.6
	3.0
	54.5

	Slovenia
	31.0
	3.0
	90.3

	Hungary
	23.0
	4.0
	82.6

	Armenia
	52.5
	4.0
	92.4

	Estonia
	61.0
	5.2
	91.5

	Republic of Moldova
	21.0
	5.5
	73.8

	Slovakia
	27.7
	6.5
	76.5

	Kazakhstan
	66.1
	6.8
	89.7

	Latvia
	59.0
	16.0
	72.9

	Poland
	31.6
	16.1
	49.1

	Czech Republic
	39.1
	17.0
	56.5

	Ukraine 
	47.3
	20.0
	57.7

	Russian Federation 
	67.0
	29.0
	56.7


Source: UN-ECE 2002, Hegedüs-Struyk, 2005

As a result of the privatization of the public rental stock, most of the countries in transition sold 75-95 % of the public stock of housing to the sitting tenants, basically under the “give away” financial scheme. (See Table 1). “Give away” privatization meant that the price the sitting tenants paid was typically less than 15 % of the market price, and in some cases free of charge (e.g. in Russia, Georgia, etc.). Countries introduced different financial schemes including the use of vouchers (Czech Republic, Latvia, etc.), compensation shares (Hungary), special loans, advance payment scheme, etc.  Privatization (“market creation” strategies) has been carried through without a clear (and efficient) legal framework of the operation of multi-unit buildings. Most of the countries (at least in the beginning) maintained the traditional structures (state ownership of the structural elements of the building, keeping the monopoly of the state maintenance companies, price control over the housing-related services). The consequences were painful (fast deterioration of the buildings), and very costly (fragmented, unprofessional maintenance companies). (Hegedüs-Teller, 2004).
 In some countries privatization was based on the national law, which introduced a right to buy regulation (Hungary, Russia, etc.), but in other countries the local governments (the new social landlords) had the right to make a decision. 

However, in 2001 there were countries with a relatively large public rental sector after the privatization process: Czech Republic (17 %), Poland (16 %), Russia (29 %), and Latvia (16 %). The question for these countries is whether they are just “slow” in privatization or whether they represent another rental model. This paper argues that these countries will continue privatization and it is less probable that they will be able to convert their “post-socialist” rental sector into a “unitary public rental sector”. 

The rental sectors in these countries are under pressure of privatization, partly because households expecting rent increases would like to buy their homes, partly because the local governments are under fiscal pressure and are interested in selling homes. However, there were factors which slowed down the process, like the low ability of households to pay, lack of the financial incentives for local governments and households, and some procedural rules (land registration, requirements that minimum 75 % of the tenants have the intention to buy, etc.).  

In the Czech Republic, 17 % of the stock is still public rental after the privatization (in 2001). However, local governments plan to continue the privatization, which will speed up because of the recently introduced rent liberalization. In Pardubice, for example the plan is to keep the status of 2500-3000 flats of 12 5000 public flats, that is 75-80 % of the stock will be privatized.
 In Prague by 2003 54 % of the stock was sold, and the city – according to its housing policy paper – planned to continue privatization of the flats under a strict rent control policy.
  The share of the public rental sector will be below 10 % once the city has completed its plans. In Poland, 11.4 % of the stock is owned by local governments, and 4.6 owned by the state companies. The  privatization trend is continuing, as the privatized state firms tend to sell rental apartments. Local governments continue privatization, but it is a slow process. (Uchman and Adamski, 2003) Latvia also plans to continue privatization and to sell 80 % of the public rental stock to the sitting tenants (495 thousand from 600 thousand). In Russia, as well, the privatization has not been completed. 
Co-operative housing – in principle – represents a tenure form between public rental and owner occupation in Eastern Europe, but there were only slight differences between living in a co-operative and a state rental, as the construction, allocation, and financing were managed by the organizations under direct state control
. Cooperatives had an important role in Czechoslovakia (17%), Poland (24 %) and the Soviet Union (4 %) before 1990
. In legal sense there were several types of cooperatives, such as tenants’ cooperative, owners’ cooperative or building cooperative
. 
After 1990, countries with a relatively high proportion of cooperative housing used different policies.  In Georgia, for example, in 1997 the cooperatives were transformed into “Home Owner Associations” (basically into condominiums) by the force of the law. Practically the same solution was implemented in Russia and other FSU republics. The cooperatives in these countries are not the owners of any part of the buildings or housing estate; all the dwelling units and common spaces are owned by the residents. However, the cooperative – in some countries – survived as management companies, from which the individual building could not be separated.   In the Czech Republic, the transformation of the cooperatives was more gradual, as most of them had loans, which had to be paid back before privatization. 
“Within transition, co-operative housing has acquired an ambiguous character…cooperative member shares could be traded quite freely. Currently, there is hardly any difference in ownership right between the co-operative and owner-occupied housing” (Donner, 2005, 72-73 p.)
In Poland, where the cooperative housing had a more than 100 years history, the sector share had even increased after 1990 from 24 % (1990) to 29 % (2002). However, the rental cooperatives were transferred into the owner cooperatives, which are a form of owner-occupation.
 The same happened in Slovenia and Slovakia (Donner, 2005).  The conclusion is that the cooperative sector disappeared or got transferred into an owner cooperative, which is basically a form of owner occupation. There is no reason to consider them as forms of social housing, however – as we will see – from time to time there are attempts to re-introduce new cooperatives in transition countries.
The restitution (when former owners of property reclaim assets that were expropriated from them or which their families had been forced to sell) played an important role only in the Czech Republic
, but it was possible in most of the countries (except Hungary and Russia). Restitution has not created a substantial “sub-market”, but it had a huge influence on the operation of the sector through the uncertainty of property rights. The only exception is the Czech Republic, where the flats restituted account for 7 % of the stock. Typically, restitution caused several social tensions because the position of the sitting tenants had become uncertain. For example, in Croatia, tenants living in units owned by other physical persons have a “protected tenants” right. In some countries, the government helped to solve the problem of the “trapped” tenants and the governments obliged themselves by law to provide housing for these tenants, e.g in Lithuania:

“In addition, in 1991 the Law on Rehabilitation (Restitution) of Citizen Rights to the Remained Real Property was enacted.  Those with claims of restitution for property confiscated after the war could receive that property or cash or claims on state property.  Since then, 9021 applications for restitution of ownership rights to residential property have been submitted, of which 4942 received awards and 2061 cases remain to be resolved.  Of those who received awards, 3724 of the properties were returned in kind, while 1218 claims have been compensated in equivalent payment in kind, allocated plots, paid compensations, etc.  In the process, 3303 tenant families have been evicted from residential houses restituted to owners, of which 2453 were accommodated in dwellings provided by municipalities and 850 were solved in some other way.  In total, LTL 50 million of budget allocations have been used for eviction of tenants, from which 1818 dwellings were bought or constructed.” (Brzeski, 2002) 

In Romania, the law made the restitution possible, but it had not been enforced because of the “opposition” of the sitting tenants. As Dawidson (2004) showed, in Timisoara (Temesvár) – county seat of Timiş (Temes) --  “although the restitution law gave people, who lost private property due to Communist confiscations, the right to reclaim their property, it also entitled sitting tenants to buy the dwellings they occupied. Hence, private property rights have become distorted due to vague delimitations between the ownership rights of former owners and tenants, in the most urbanized areas in particular”. 

The dispute over rent regulation seems to be solved after the decision of the European Court of Human Rights. It declared rent regulation un-lawful, which means that the sitting tenants will lose their legal protection against rent increase in the private rental sector. The decision will have an effect on rent regulation in the Czech Republic and Poland. 
3. New trends in social housing 

Economic recession in transition countries had a huge impact on housing: housing output decreased severely, state housing subsidies were cut and prices of housing related services (energy, water, waste management, etc.) were liberalized.  Housing privatization in the short run freed some of the reserves in the sector, and even helped households in the adjustment to the new economic conditions. (Buckley et al, 2003)  However, the future model of the housing systems of the transitional countries depends on the policy and institutional options these countries are going to take as a response to the market creation policies.  The development of social housing is an important element of the market correction strategies.  In the discussion of social housing programs we differentiate three types of interventions: 1. housing allowance program, 2. creating new social rental sector, 3. supporting access to housing of low-income households in the owner occupied sector. 
3.1. Housing allowances: an element in social benefit programs
An analysis of the housing allowance programs in the region indicates that they were rather income supports for paying housing costs than demand side housing subsidies as in the western countries. The allowance programs aimed primarily to help paying the utility (energy, water and sewage, etc.) costs for low-income households, thus the income support element of the housing allowance program was dominant. Housing allowance programs aimed to correct the social effects of the price liberalization in the housing- related expenditures (an element of the market creation strategy). Consequently, the housing allowance programs in the region did not assist providing access to housing. (Hegedüs-Teller, 2005) 

In the five new European countries, housing allowance programs reach 4-8 % percent of the households, and in Poland, Slovakia, and the Czech Republic the average size of the housing allowance is between 25 to 37 Euro per month. The allowances are typically well targeted, even though the household incomes are poorly measured. Because of the privatization, typically households both in the owner occupied and the rental sector are eligible for the subsidy. Slovenia uses rent allowance for a relatively small group (around 2,700 households). In the Czech Republic and Slovakia the program is managed and financed through the de-concentrated administrative units of the central government, while in other CEE countries it is administered by local governments. In Poland and Hungary the costs are shared between the two levels of government. In general, the housing allowance program is most significant in Poland and the Czech Republic, and less significant in Slovenia.
However, it is important to emphasize that housing allowance systems are changing, and almost in every transition country the housing allowance systems are under “pressure”. For example, the new rent regulation in the Czech Republic will force the government to introduce a rent allowance program. In Hungary the share of housing allowances was less than 4 % in 2002. In 2004 a new national program was introduced (90 % financed from the central budget according to centrally defined criteria and formula), and the total amount of the housing allowance increased from 11  million EUR (2004) to 30 million EUR (2005
). 

The housing allowance programs should be an integrated part of the social benefit programs. The money transferred through any benefits is fungible, thus we can suppose that a substantial part of the income benefits is spent on housing. For example, in Estonia 79.4 % of the total benefit program was spent on housing allowance in 1994, and it decreased to 20.1 %.(Kahrik, et al) In Croatia, where housing allowances reach 2 % of the households, its share  among the welfare cost was  7 % in 2004. (Bezovan, 2006)
 In Hungary, because of the politically popular flat gas price control, the central government had to maintain a huge amount of the gas price subsidy (paid to the service companies). However, in 2006 because of the budget deficit, the government was forced to move from across-the-board price subsidy, which cost 800 million EUR, to a price increase accompanied with a special energy price (gas price) allowance scheme. The total cost of the program is estimated to be 400 million EUR, which is 12 times more than the cost of housing allowance. This demonstrates clearly that housing allowance programs are part of the social benefit programs, and that the programs are not related to access of housing. 
3.2. 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. 
3.2.1. Local government programs

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. (Uchman and Adamski, 2003). In Romania, the rent is limited to 25 percent of net family income or the net average wage, whichever is less. (Pascariu and Stanculecu, 2003) In the new rental program the maximum rent is 10 % of the net family earnings. Interestingly enough, the rationale for the regulation was to impose an upper limit on the rents, because the legislators supposed that the local governments would like to increase the rent above this level. In Hungary, the rent regulation aimed to force the local governments to charge a rent for the newly established cost rental units, which is close to the rent level ensuring cost recovery.  
In Hungary the rental housing program was launched in 2000. The program gave an investment grant to the local governments up to 75 % of the investment costs for various purposes: social rental, cost based rental
, young family housing, elderly homes, and pension homes.  In the years between 2000-2004 several hundred local governments took part in the program. Between 2000 and 2004, the total grant amounted to 240 million EUR and close to 13 thousand units were established including 5.7 thousand social rental and 3.2 thousand  cost rental. 
The program designers were concerned with the construction costs. In Hungary, the local governments had to compete for the close-ended grant, and one of the most important criteria of selection in the program was the construction cost. In Slovakia, the matching grant depended on the construction cost. To give incentive for lowering the construction costs, the grant was higher in the case of lower cost projects. In the Czech Republic the projects with higher costs than the ceiling were rejected. In Croatia the government defined the maximum construction cost and land value for their program. (Cacic, 2003) In Romania the National Housing Agency (ANL) manages the construction of the flats, and then transfers the completed flats to local governments, which are responsible for owning, operating, and maintaining them. 
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.

An important question was whether the new units were eligible for privatization. In Tallinn, a public housing program was made possible for tenants coming from restituted apartments to buy their home after 5 years. (Kahrlik et al, 2003) In the Czech Republic, the new rental homes functioned the same way as cooperatives before 2002:.

 “Until 2002 subsidized new municipal housing rents were limited by state guidelines and were not to exceed cost rent (up to the three times the prevailing regulated rent). Therefore, a financial contribution by the future tenants toward the construction cost became almost inevitable (usually 30 % of the cost). As a rule, a joint venture was formed by the local authority, a building company, and the prospective tenants. The local authority contributed the land, and if needed, infrastructure. It applied for the necessary state grant and for complementary market loans, and it issued building permits. When all dwellings were allocated to tenants participating in the scheme, the building company recovered its investment and some profit. During the following 20 years, the tenants were recovered the capital and running cost, and would finally become owners at no extra cost.”  Donner, 2005, 72.p.) 
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. 
3.2.2. 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. (Zavislak, 2003) 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 governments. 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. (Lux, 2003) 

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 regulations. 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. (Donner, 2005)
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. (L’ubomíra, 2005)

The reform of the housing sector in Serbia has been initiated through the transformation of Solidarity Funds for Housing Construction into Municipal Housing Agencies, as the basic implementing instruments of a new social housing system in the country. The model of MHA is introduced at wider national level through the draft Social Housing Law, The final goal is to establish quality management at MHA level, which will be the basis for setting the regulatory framework for licensing non-profit housing organizations in the country, as defined by the Draft Social Housing Law. CHA of Kragujevac was founded as a public non-profit housing organization for the implementation of the city housing policy in the field of social housing. The City of Kragujevac provided adequately serviced land for this construction, while CHA Kragujevac financed the preparation of project documentation and the obtaining of appropriate building permits. This should mark the beginning of the formation of the city rental housing stock. (SIRP, 2005)
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. (Dzepar-Ganibegovic, 2003)
In Hungary, the government decided to launch a rent allowance program through PPP schemes for rental investment. (Hegedüs-Teller, 2005) According to the proposal, the local governments would make a long-term contract with a private investor for using the newly built rental units for social use; the central and local government would jointly provide a rent subsidy which would bridge the gap between the affordable rent and the market (cost plus profit) rent for the private sector. The proposal failed because the guaranteed rent level (basically asked by the investors through the proposal) was unacceptably high (twice the existing market rent). However, the importance of the social rental sector was never were questioned in the government documents. 

Finally in 2005 finally a new rent allowance program was introduced in Hungary, which aimed to use the private rental sector for social purposes. The local governments could apply for a rent allowance for the low-income families with children, who have a private rental contract.  The rent allowance paid by the central government could be maximum 30 % of the rent or 25-30 EUR/month, and the local government has to contribute minimum with the same amount as the central government. The local governments can apply for 3 years. The program was a failure: only very few local governments put forward a proposal. One reason for this was that the program expected the landlords to be registered at the Tax Authority. The majority of the private landlords do not pay tax, and they did not change their behaviour for the sake of participating in this program. The income limit (lower than 180 EUR per capita per month, which includes only the lowest two income deciles.) was an important other constraint. 
3.3. Supporting  home owners – can it be targeted?
After the large scale privatization programs in the region the social housing policy had to find techniques to help households to access owner occupation. Since the institutional structure of the public rental sector has not yet been developed, the social housing programs  – if there are any – have to support the access of the needy households to the owner occupied housing as well.  This is a second best option, but could be justified either in rural areas or in respect of the lower middle class, who need just minor help to get or to remain in the owner occupied market. 
The task was to design programs targeted to low-income groups to access owner occupation or to help low-income households to improve their housing conditions through renewal and reconstruction. However, most of the countries in the region had to deal with the problems of middle and even upper-middle income households as well. Because of the collapse of the housing finance system in the region, even these groups had an affordability problem. (Hegedüs-Struyk, 2005)
From the middle of the 90s, the housing policy in the region aimed to develop a housing finance system. The most important task of the housing policy was to offer affordable loans for middle-income households. Mortgage programs aim to reduce the effective interest rate paid by the borrower from a market rate. 
Mortgage programs used interest rate subsidies to reduce the effective interest paid to a private bank. One typical solution was using a special fund to issue loans at a below-market rate of interest. Different solutions were used including the revenues from privatization (Estonia, Slovenia). In Slovakia, the Housing Development Fund issues loans for the eligible clients at the discount rate of the National Bank in Slovakia (Zapletalova et al, 2003). In Poland, the National Housing Fund gives loans for TBS at an interest rate equal to 50 % of the discount rate. In principle, the “solidarity fund” in Serbia belongs to this category, which is based on a wage tax.  However, the typical solution is offering funding from the general budget at below-market rates.

In Hungary between 1994-1999 3 % buy-down was used in the first 5 years of the loan, or some proportion of the interest or repayment (interest and amortization) due (e.g. 50 % in condominium rehabilitation loan in Hungary) or down to some specific rate (for example, 6 % for mortgage loans in Hungary after 2001.) (See Hegedüs-Somogyi, 2005)
Another technique to reduce the effective rate is the introduction of tax advantages. The personal income tax can be reduced by the amount of interest (or other payment) paid on a loan used to finance the purchase or expansion of a dwelling occupied by the taxpayer. 

To introduce an efficient housing finance system, the role of the mortgage insurance is critical. However, setting up a government-sponsored agency to manage the risk could be dangerous if it supports “perverse” financial or moral hazard behaviour. In Estonia, after abolishing the Housing Fund, the self-managing guarantee fund, the KredEx, was established in 2000 within the administrative field of the Ministry of Economy. It guarantees housing loans for the purchase by special groups and loans for condominiums. (Kahrlik, et al, 2003

Tax allowances can be used beyond supporting the mortgage loans for decreasing the transaction cost of the mobility, or property tax payment, etc. In Poland, for example, eligibility is defined very broadly, so the tax can be reduced by expenditures connected with a purchase or construction of a new dwelling (land cost included) and with renovation and modernization of buildings, and by savings for special housing account. (Uchman and Adamski, 2003)

Among the homeownership programs the state support to saving was very popular in the region. The contract saving schemes are designed after the German models. The households receive a bonus based on the amount saved in each year, but it can only be withdrawn after a minimum number of years. This scheme was introduced in Slovakia (1993), Czech Republic (1994), Hungary (1997), Croatia (2000), Romania (2003), Bulgaria (2004), but not in Poland. 

Lump sum subsidy is a grant of cash applied to housing investment by individual households. Typically used for new investment, but can be given to reconstruction or even supporting transaction. The lump-sum grant is used in Hungary for supporting families with children (new construction)
 and it is given to the condominiums for rehabilitation, especially for “thermal rehabilitation”. In Poland, the National Housing Fund can give up to 10 % of the investment cost a lump sum subsidy for the TBS investment. 

These programs are typically aimed at households facing affordability problems in the housing market without efficient targeting methods. Targeting is critical in the housing programs especially, and even if means testing was implemented, the efficiency is questionable in countries where the size of the informal economy is more than 30 % of the GDP. The proxies to substitute or supplement the income test used to constrain the potential beneficiaries of the program either related to family (like number of children, “first time buyer” and age “young families” ) or related to the size and value of the housing unit subsidized. Most of the home ownership programs are used for new housing, which could have a regressive income effect.

In rental programs targeting is very important as well, however, it can be improved in time, while if the program on owner occupation has not been targeted, the grant is lost for the social sector.

The introduction of the support for saving banks, interest rate subsidies, tax allowances not only served first of all the higher income groups, but created a huge fiscal burden for the governments.
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.

Privatization and restitution had a dominant effect on the transformation, not only because of the dramatic change in the tenure structure, but because of the uncertainty it created. The social meaning of tenure under the socialist housing system developed according to special legal, economic, social and cultural factors influencing the housing system. In the socialist system the public rental was considered as  “safe” tenure in terms of both transferability (right to swap from private ownership to public and vice versa, as well as the right to inherit tenure from relatives), and  predictability of the rent burden (rents were typically around 5-6 % of average income). The transition changed not only the structure of tenure (through privatization, see previous chapter), but the meaning of it as well. The uncertainty created by this pressure was one of the most important among the factors influencing the willingness of residents to become home-owners during the process of privatization. However, the uncertainty accompanying the transition intensified the impact of this factor and the public rental became a non-preferred tenure, representing the “residual” solution for households that could not buy their own homes or had no access to owner occupation arrangements. (Hegedüs-Teller, 2006)
The privatization drive seems to be over, but in most of the countries it is an existing option even today. Due to financial incentives and being under pressure of the sitting tenants, politicians tend to support privatization. Moreover, in the restituted sector it is very difficult to achieve a long-term compromise among the groups with conflicting interests.
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. 
There are different solutions in the region, but the typical one is to set up a government agency
 something like a national housing fund, such as in Slovakia (1996),  Romania (1999), Poland (1993), Estonia (1994, restructured in 1998) etc. However, the social programs are run through the “window” institutions in other countries (in Hungary, public institutions are set up under the department responsible for managing housing programs). The agencies or public institutions are under the executive control of the ministries, but they could have other roles as well. The preparation of housing programs, financial management of the programs, monitoring the results and controlling the operation could be their responsibility. The agencies in the region have a potential to develop from the stage of being  “de-concentrated” units of the government towards being semi-private institutions competing or cooperating with the private sector, which issue and/or guarantee mortgage bonds as primary source of funding and lend them to the costumers backed by the collateral.  

Thus 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 developed 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 intergovernmental 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 predictability 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.
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� This approach is closely connected to the “soft structural” approach (Doling et al 2003), 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. (Hegedüs, 1992). 





� 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” (Tsenkova, 2003).


� Thus it is not incidental that there are conflicting interpretations (Deacon, 1998, 2000, Ferge, 2001, Lendvai, 2005, Manabu 2004)





�Source: Strategic Plan of Pardubice ( � HYPERLINK "http://www.mesto-pardubice.cz/en/administration2/strategic_plan2/profile2/prof_human2/prof_living2/" ��http://www.mesto-pardubice.cz/en/administration2/strategic_plan2/profile2/prof_human2/prof_living2/�)


� Appendix number 1.to the resolution of ZHMP number 19/12 from 24.6. 2004, The new housing policy concept for the capital city Prague for the year 2004 and afterward


� The cooperative members could typically sell their flats independently, the co-operative being obliged to admit the buyer to co-operative membership, and these flats could also be inherited.


� Source: Clapham, 1996


� Building cooperatives in Bulgaria or in Hungary, cannot be considered as tenure forms, because the cooperatives existed only in the construction period, and ceased to exist after the rights of use were issued by the Building Authorities.  


� “The rental associations or cooperatives are required to provide 30% equity, the Fund financing up to 70% of the project. This down payment may derive from the tenants, who as a result consider themselves as quasi owners and are selected through this qualification.” World Bank, 2006, p 22.


� In the Czech Republic the restitution led to a quite substantial regulated private rental sector. By the end of 1993 the process had finished, and only a small number of cases were waiting for court solution. (Sykora, 1996) 


� The rent ceiling was planned be abolished in 2004.


� The cost based rental was allocated according to the locally defined procedures (typically by social criteria), and forced the local goverments to charge minimum 2 % of the investment cost per year. 


� In Hungary, between 1994 and 2000 a special program was launched to help Roma people to have access to a lump sum home ownership grant required to organize the construction. The local governments provided the land, an NGO organized the project, and the central government supported the NGO by giving the lump sum grant to the beneficiaries.





� Housing is quite a complex area of public policy, so it is not easy to put all he tasks under one ministry or agency. Thus the cooperation among the ministries related to housing issues (from building law till banking regulations) is crucial, which again can be the task of this agency or department. In Hungary, the housing issues floated among various ministries, and are now settled at the Ministry of Interior as an independent section. However, the housing allowance is under the Ministry of Social Welfare.





�


2004: 2 673 153 651 Ft


2005: 7 831 962 236 Ft
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