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Abstract

Massive privatizations of housing in Europe and Central Asia transition
countries have significantly reduced rental tenure choice threatening to
impede residential mobility. Policy makers are intensifying their search
for adequate policy responses aimed at broadening tenure choice for
more household categories through effective rental housing alternatives
in the social and private sectors. While the social alternative requires
substantial and well balanced subsidies, the private alternative will not
grow unless rent, management, and tax reforms are boldly implemented
and housing privatization truly completed.

The primary authors of this report are Hans-Joachim Dubel, W. Jan
Brzeski (Team Leader), and Ellen Hamilton, Infrastructure Department,

Europe and Central Asia Region, World Bank.

Acronyms and Abbreviations

Europe and Central Asia

European Union

Gross Domestic Product

Homeowners Association

Household Budget Surveys

Habitation a Loyer Modéré (French social housing system)
Living Standards Measurement Surveys

Multi-family (building)

Public-Private Partnership

Towarzystwo Budownictwa Spolecznego (Polish social housing system)
United States Agency for International Development

Value Added Tax



TABLE OF CONTENTS

Lo INETOAUCTION ..ottt ettt e vt e et e et e e ebe e e e tbeeeateeestbeeearesessseeassesensseesssesenseeensseennsesenses 1
Background and SEttNE.........cccuiiiiiiiiiiicieecee ettt et e e e e e rae e beeetaeenareas 1
PUIPOSE OF the STUAY ..ecvviiiieiiiecie ettt s v e et eb e s tb e s b e e s e essaessaesenessseesseenns 2
Objective and Key HYPOtheSis. ......oouiiiiiiiiiiieieeie ettt et et 2
1\, (574 1 e [0 (oY . 2SRRI 3
Organization 0f the REPOTt.........cccviiiiiiiiiiiiiie ettt stbessbe e beesbe e teessnenenas 3

2. Conceptual CoNSIACTALIONS .......cccveerrerietiertiereerteeteereesseesseessaesseasseeseesseesssesssessseesseesseesseesssesssessseenns 5
Determinants of TeNUIE PatteIns ........c..covviiiiiiiiiiiiiiie ettt ettt vee e ve e eaeeeeaneas 5
Tenure Pattern and Economic EffiCIeNCY .........coocviiiiiiiiiiiiiii et 10
Rationale for Tenure ChoiCe POLICY ......c.cccvveriieriiiiiiiieiteie ettt ensaesnee s 11

3. Evidence of TENUIE CROICE ......ccc.eiiiuiiiiiiieiii ettt ettt et s e et e e s eveeebaeesaseesnteseereesaseaans 13
Data and MethOdOLOZY .......c.eiiiiiiiiie ittt et ere e s b e e e te e e sebeeestaeesabeesssaeessaessseeennns 13
Rental HOUSING SUPPLY ..eovvieiiiciiecie ettt ettt sve b e ssbeesbeestaessaessbessseessaessaesseens 15

Supply Pattern — Volume and QUAaIIEY ..........cooeiiriiiiiciii s 15
Supply Changes — Stock Conversions and New Construction...........ccccevvvevieevieeiieesieeneeseeenns 24
Rental HOUSING DEMANG ........eccviiiiiiiiiiieieeiesiecte sttt eteestae e e beesbeesbeestaessaessbessseessaessaesseens 27
Demand Structure — Life Cycle and INCOME..........cccooiiiiiiiiiieee e 27
Demand Changes—Spatial and Social Mobility ...........cccocooiiiiieiii e 33
Rent Levels and AffOrdability ..........cccoiieiiiiieeie e 37

4. Regional Tenure ChoiCe POLICIES .......ceecuieiiieiiieiierierie ettt e e ste et be e teesseessbesnseenseenseessnens 42

Rental Housing INVEStOr Cat@ZOTIOS .......eecveertiereieruieiieeieerieenieestteseeeiteeteeteesseesseesneesneeenseenseesseens 42
Private AMAeUr INVESTOIS........cciiiiiiieieieeie st 42
Private Professional INVESTOS ...t 42
Non-profit and PUDIIC INVESTOTS ........ccooiiiiiiiiiieieieee e 43
Financial Leverage INVESIOIS ........coviiiieie ittt sttt ees 45

Legal, Regulatory, and Taxation Frameworks...........cccocvviviiiiieiiieiiiicie et ere e 45
Governing Laws and REQUIATIONS ...........ooiiiiiiieieieieeisse e 45
Contract Establishment, Terms, and ENfOrCEMENT..........evvveiiiiieceeiiiee ettt se e e e 45
RENt DELEIMINALION ...ttt 48
TAXALION ...ttt bbbttt 51

Formulation of TeNUIE POLICY .....cccueiiiieiiiiiieiieciie ettt ettt st 53
[ LTSy (o] g Tl = = Tox (o o U T T S 53
Immediate Transition PRaSE.........cociiiiiiiiiiii s 54
Present TENUIE POLICIES. ..ottt 57

5. Study Conclusions and Recommendations ............cceceerirrireiiiesiieniiesiiesie ettt 60

COMCIUSIONS ...ttt b e st sttt e bt e bt e bt e sae e saeeemteem bt e bee bt e sbeesaeesateenteenne 60
RegIoNal TENUIE CROICE ..ottt 60
Regional TENUIE POICIES .....cc.oiuiie et 62

Future Research NEEAS ........c.eoiiiiiiiii ettt sttt 64

EMPIFICAl RESEAICI ...t sre e sre et 64



TeNUIEe POLICY RESEAICN......ccuiiiieie ettt sttt reenaesre s 65

Recommendations for ECA Housing Policy Realignment.............ccocveviieeieeneenienieniieieeieeniens 66

o] 103V I T = ox [ PSS 66

Implementation - INSUFfICIENt BUAGETS........cciveviiiie e 67

Implementation—INStitutioNal GaPS ........cccoiiiiiiiiee e 68
Annexes
1  Knowledge Base on Housing Tenure ChOICE ........cccceevieeiiieriierieiieeieeie ettt 69
2 Design Outline for Rental HOUSING SUIVEY .....cccoiiiiiiiiiiiiiiiieete ettt 85
Figures
Figure 1. Building Structure and Rental Tenure in Some Transition Economies.............cccecceeveeveerennnnns v
Figure 2. Building Structure and Rental Tenure in Some Market Economies............cccccoeceerinieneneecennne. 7
Figure 3. Home-ownership by Age in Some Market COUNLTIES.........cccueeeveerriereerierieeieeieeieesieeseeesenesnne e 9
Figure 4. Households by Tenure in Some Market and Transition Economies ............cccoeceevivrcveieencennenn. 19
Figure 5. Urban Rental in Studied Countries by Housing Starters and Young Households....................... 29
Figure 6. Income and Urban Apartment Tenure in Poland............ccccoeeveeviiiviiinienieciecieceeeesee e 32
Figure 7. Income and Urban Apartment Tenure in RUSSIA .........cccevvvevieriiieiiienieniesiecieeieeee e 32
Figure 8. Income and Urban Apartment Tenure in ROmania...........ccccccveeeiieniiiieniiecciieeieeciee e 33
Figure 9. Urban Bias: Income Distribution of Young Families in Romania ............ccceceiiiieiininnenenen. 34
Figure 10. Income Tax Treatment of Homeowners and Small Landlords in Selected Countries............... 52
Figure 11. Building Structure and Rental Tenure in Selected Transition Countries............ccceeeeeeveeereeenenne 60
Figure 12. Tenure Demand, Life Cycle, and Rent-Mortgage Cost Ratio Distortion ............cccceeeveeevveenneen. 78
Tables
Table 1. Household Survey Data DESCIIPLOTS .......ccuveruierrerieiiiereerieesieeseesaessseesseesseessaesssesssesseenseesseessnens 13
Table 2. Survey Specific Definitions of DWelling Status ..........cccevieriiriiiiiieiieeece et 14
Table 3. Tenure Structure in Studied Countries by Settlement Category ........ccceevvvevrieerieeecieeeeieeevee e 16
Table 4. Ownership of Apartments and Buildings in Studied Countries as % of Housing Stock .............. 21
Table 5. Tenure and Crowding in Studied COUNTIIES........cccveieiirriieriieriereeeteeie ettt esee e sreereeseeseeseeens 24
Table 6. Urban Tenure by Young Households in Studied COUNLIIEs.........cceeecveeeriieeciieeniieeiie e evee e 28
Table 7. Tenure and Household Income in Studied COUNLIIES .......ccueveeeiiriieieiieieie e 31
Table 8. City Rank and Size—Little Change during Transition..........c...ccvevververierienieesieereeseeseesneennens 35
Table 9. Rents, Rent-to-Income and Cost-to-Income Ratios in Studied Countries ............oooveevvvveeeeeerennnn. 38
Table 10. Rental Investor Categories and Activity LeVels .......cccveeiiiieiieiiieiiieciieeee e 44

Table 11. Summary of Rental Laws in the Studied COUNIIIES.......cceevvieieeriieriieriecre e sveeeve e 50



Boxes

Box 1. Informal Renting in Russia

Box 2. Emerging Institutional Investor Market in Rental Properties..........ccccoceeeviieiciieeniieciieeieeeiee e



Acknowledgements

The authors thank their sector manager Lee Travers and other colleagues in the World Bank who
at various stages provided valuable comments and suggestions and/or reviewed and discussed the
report text: Robert Buckley, Loic Chiquier, Anthony Cholst, M. Willem van Eeghem, Peter D.
Ellis, Lawrence M. Hannah, John Litwack, Ali Mansoor, Bertrand Renaud and Margret
Thalwitz. Special thanks go to Sudeshna Gosh for her technical contribution in data analysis, and
to Larisa Marquez and Maria Teresa R. Lim for their help with final edition and formatting of the
report text.

The following people provided assistance and comments on countries studied:

Armenia: Steve Anlian (Urban Institute), Gevorg Sargsyan (World Bank)

Lithuania: Vytautas Jonaitis, Elvyra Radaviciene, Vilma Vaiciuniene (Ministry of
Environment), Eduardas Kazakevicius (Central Project Management Agency), Keistutis
Nenius (City of Vilnius), Gedeminas Reciunas, Tomas Milasauskas (Lideika, Petrauskas,
Valiunas and Partners)

Poland: Andrzej Bratkowski (Ministry of Infrastructure), Marek Zawislak (Ministry of
Infrastructure), Edward Kozlowski (REAS Konsulting), Elzbieta Szczawinska (City of
Krakow), Henryk Rand (Property Managers Association)

Romania: Ion Bejan (Ministry of Transport, Construction and Tourism, Bucharest),
Christina Stoica (Legal expert, Bucharest), Illeana Budisteanu (Consultant)

Russia: Peter Ellis (World Bank), Alexander Puzanov, Tatiana Lykova (Institute of
Urban Economics), Louis Skyner (Institute of Law and Public Policy), Tim Lassen
(German Mortgage Banks Association)

Serbia: Goran Milicevic (University of Belgrade), Mina Petrovic (University of
Belgrade)



FOREWORD

This study reviews the post-privatization rental housing challenges confronted by six transition
countries in the Europe and Central Asia region: Armenia, Lithuania, Poland, Romania, Russia
and Serbia. The common problem for policy makers across these countries is that housing
privatizations decimated the stock of social housing, while the growing market-based housing
production has been almost entirely focused on homeownership. As the number of households
who did not benefit from the privatization continues to grow — especially the young, the mobile
and the poor — the lack of accessible and affordable formal rental housing is pushing them into
informal rentals with little tenure security, discouraging higher residential mobility and thus
labor market flexibility. Governments are increasingly recognizing that sustainable
homeownership for all is neither financially and fiscally possible, nor desirable for all household
groups and life-cycle stages. Consequently, there is a need for post-privatization housing policies
to recognize and address the need for social, non-profit and market-based rental housing choice.

In order to respond to this growing policy gap, the Bank has undertaken an extensive literature
review. That desk study has been supplemented by limited field work. The study offers
preliminary recommendations regarding the directions of policy response aimed at creating
better choice of rental tenure by households who cannot attain homeownership and by those who
consciously opt for this tenure form. We hope that this study will contribute to the growing
policy dialogue within ECA countries in the area of housing and urban development.
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