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	Finance Minister Bohuslav Sobotka doubts that the reported deal would be constitutional. 
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Although the government has had 2 1/2 years to wean the country off regulated rents, it turns out that recent press reports about a solution were premature. 

Czech papers reported in early February that party chairmen of the country's ruling coalition had struck a deal to pass the authority to control rents to towns and municipalities. Under the arrangement, local governments could set rents in publicly owned flats over the next two to three years; rents in privately owned flats could increase by 10 to 15 percent annually. 

The idea was to let rents find a market level within various regions. 

But no sooner had those reports appeared than the finance and regional development ministers, who are the lead negotiators on this issue, announced that no such agreement existed. 

It marks at least the third self-imposed deadline the government has missed in trying to resolve the issue. 


Shaky ground 

Most people involved in the debate agree that the situation must change, but the issue is volatile because nearly all renters in the Czech Republic live in regulated-rent flats. 

To complicate matters further, the ministries charged with working it out come from different political directions. Finance Minister Bohuslav Sobotka is a member of Prime Minister Vladimir Spidla's leftist Social Democrats (CSSD), while Regional Development Minister Pavel Nemec is a member of the center-right Freedom Union (US-DEU). 

	

"Such an agreement does not exist. ... Only principles were negotiated." 

Petr Dimun, 
Regional Development Ministry 






And beyond the political background lie legal issues. The Constitutional Court struck down the regulated-rent system in June 2000, making its ruling effective as of Jan. 1, 2002. 

At that point, the government began using a law that regulates prices in areas where monopolies exist in order to control rents. The Finance Ministry issued decrees about how much rents could rise, a practice the Constitutional Court invalidated in November. 

Then, when a resolution seemed at hand, Regional Development Ministry spokes-man Petr Dimun said Feb. 6, "Such an agreement doesn't exist. ... Only principles were negotiated, which the regional development minister and finance minister are supposed to elaborate into a law within three weeks." 

Dimun said the current goal is to have a new law in effect by July 1, so the government faces yet another deadline. 


A personal approach 

In the meantime, rents remain frozen at their current levels unless a landlord and tenant agree otherwise. 

Jan Rambousek, who owns one house and is partial owner of another, both in Prague, has argued that the government has no place in setting rent levels. He is part of a group of landlords that sued the government in December over the freeze, saying it violated the Constitutional Court's ruling. 

Still, Rambousek said, "My tenants haven't the money for free [market] rent now, but I offered them the chance to slowly grow the rent." Rambousek said he and six of his 20 tenants have agreed on a 20 percent annual increase in the regulated monthly rent of 2,500 Kc ($86). He said two of his tenants already pay a market rate of 11,000 Kc per month. He has not yet approached the remaining 12 tenants with the idea. 

Rambousek said this kind of approach is more appropriate than government control of rent rates. 

But not everyone trusts in the free market or in cooperative landlord-tenant relationships to set a reasonable rent level. Anna Pachtova, an attorney for a national tenants association who specializes in international affairs, said rent in European Union countries is regulated "so private owners would not be allowed to profit from the recent lack of flats on the market." 


Transition 

Dimun said about 29 percent of housing in the Czech Republic is rented. Of that, about 60 percent is owned by municipalities. Also of that 29 percent, about 90 percent has regulated rent. 

Dimun said his ministry envisions a transitional period, similar to the one outlined in the agreement that was prematurely announced, during which rents find their own local market levels. After this, Nemec would still see a role for government, allowing any below-market rents to reach the market rate by annual increases of 10 to 15 percent. "Once this level was reached, the next increase would depend on an agreement between the tenant and the [landlord]," Dimun said. 

In addition, Dimun said, the government cannot settle on a realistic housing subsidy for low-income renters until an accurate market rate is established. 

But Finance Ministry spokeswoman Eva Novakova said her ministry's position is that allowing municipalities to set rent levels while restricting increases by private owners probably would not pass constitutional muster. 

Instead, Novakova said, Sobotka favors treating all rental properties, whether privately or publicly owned, the same. 

She said her ministry would like to see annual rent increases capped by 7 to 10 percent per year for the next two or three years, to make the transition easier for lower-income renters. This is the approach favored by Pachtova of the tenants association. 

The transition is likely to be painful, as there is a vast gap between most regulated rents and market rents. Dimun and Pachtova noted that regulated rent for a high-quality flat in Prague is 37 Kc per square meter (about 12 cents per square foot), while market rents range from 120 Kc to 250 Kc per square meter. 

In January, a study by the Regional Development Ministry found that Czechs spend about 21 percent of their income on housing. "However, out of that 21 percent, the crushing majority of the costs make up expenses on energy and services. Only one-third of this amount is spent on rent. It is quite the opposite in the countries of the EU," Dimun said. 

--Lenka Ponikelska and Martina Sedlakova contributed to this report. 
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