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PREFACE

This study on Romania s housing sector isthefifth carried out by the UNECE
Committee on Human Settlements to andyse housing sector reform in countries with economies
intrangtion. Thefirst focused on Bulgariaand its results were published in 1996
(ECE/HBP/101). The second study, on Poland, was published in 1998 (ECE/HBP/107); the
third, on Sovakia s housing sector, came out in 1999 (ECE/HBP/112); and the fourth, on
Lithuania s housing sector was published in 2000 (ECE/HBP/117).

These country-specific strategic housing sector andyses are intended to assist the
Governments of countries with economiesin trangtion in improving performance in this sector.
They dso am to provide practical information to those with a specid interest in the country,
such asinternationa lender and donor organizations, technical assistance agencies, or private
sector investors, within and outside the country. The objective is to identify positive trends and
problem areas, so as to be able to assess the implementation of nationd policies and drategies,
and the socid and economic consequences of housing reform for the population and other mgjor
actorsin the sector. The studies are the work of international teams of experts. They cooperate
with governmenta bodies, non-governmental organizations, local authorities and the private
sector to mobilize available information sources in the country. An internationa team of experts
aso0 draws up recommendations to guide the housing sector reform towards sustainable patterns
of housing development.

The UNECE Committee on Human Settlements included the Country Profile on the
Housing Sector of Romaniain its work programme in September 1999. In January 2000, teams
of nationa and UNECE experts were formed to carry out the sudy. The Governments of
Bulgaria, EStonia, Poland, the Republic of Moldova and the United Kingdom made nationa
experts available for the task. The travel expenses of the experts from countries in trangition and
from the UNECE secretariat were covered by extrabudgetary funds, which had been provided by
Finland and the Netherlands. The Government of the United Kingdom financed the project
coordinator as its contribution in kind. The successful conclusion of the project would not have
been possible without this generous support.

The project started with the workshop on housing finance, which took place in Timisoara,
a the end of January 2000. The fact-finding mission of the international team of experts took
place from 2 to 8 May 2000, the mission to verify the conclusons from 21 to 27 July 2000. The
Romanian experts responded to the queries and requests of the internationa team during both
these missons.

The results of this study will be discussed a the annuad session of the UNECE
Committee' s on Human Settlement in September 2001. 1t is dso important to refer to the other
gudiesthat UNECE is carrying out in Romania, such as the Environmenta Performance Review
of Romania. The follow-up process to both projects isimportant for inter-sectora policy
implementation in the country.
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l. FRAMEWORK FOR THE HOUSING SECTOR
I ntroduction

1 The framework for analysing the housing sector in Romania (fig. 1) conssts of the four
elements conditioning its housing sector today. These are the palitical, economic, socid and
environmenta factors that impact directly on housing. They are governed by the specific
inditutiond, lega and financia context of the housing sector, which is discussed in detall in
chapters I, IV and V respectively. Coordination and integration - or their absence - isa
common factor, which is addressed in the conclusions and recommendations of this report.

2. This chapter commences with a presentation of the main facts about Romaniaand its
physicd features. Separate sections follow to ded in turn with the politica, economic and socid
context of Romaniain relation to housng. This chapter istherefore intended to be
‘navigationd’, in that it lays the foundations for a comprehensive and systematic description of
the challenges facing the housing sector in Romania. It dso introduces some of the key themes
which are andlysad in grester detail in each of the four following chapters. The resultant core
and purpose of the report are the conclusions and recommendations (set out at the beginning) for
consideration by those mogt directly involved in the housing sector in Romania

Figurel: Framework for the analysis of the housing sector in Romania
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A. Physcal context

3. A medium-sized country of 237,500 kn?, Romaniais located in the south esst of central
Europe. It is bordered to the north by Ukraine (seefig. I1), to the east by the Republic of
Moldovaand to the south-east by the Black Sea.  To the south lies Bulgaria and to the south-
wes, Yugodavia Hungary is Stuated immediately to the west.
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Figurell. Map of Romania
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United Nations.

Environment

4, Romania has a varied topography (fig. 11). The Transylvanian Basin occupies centra
Romania, with the Carpathian Mountains to the north and east. Romania' s most important river
is the Danube, which demarcates part of its eastern boundary with Y ugodavia, and most of its
boundary with Bulgaria. Forests cover 28% of the country, arable land 39%, and meadows and
grazing land 20%. Thisisalandscape of enormous naturd beauty, and the country dso enjoysa
continental climate. Asaresult, Romania has great potentid as a destination for both summer
and winter tourists — a development which would have implications both for the genera

economy and for the provison of accommodation.

5. The physica resources of Romania provide awedth of building materids — timber,
cement, stone, aggregates, oil-based products, etc. —which have been exploited throughout
hisory and continue to be available to support industries involved in housing congtruction,
modernization and repair.

Environmental risks

6. The greatest environmentd risk affecting housing in Romaniaiis earthquakes. The zone
of highest earthquake risk follows the south-east elbow of the Carpathian Mountains (see annex).
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Many resdentid buildings still require renovation after magjor earthquakesin 1977, 1986, and
1990. In Bucharest, the older housing stock is not very resistant to earthquakes, and an estimated
4,700 gpartments are in danger of collgpsing. The Municipdity conducted studies on about

2,500 buildings “at risk”, and found, 300 five-storey structures, built before 1940, to be serioudy
damaged. 1n 1998, the Municipality alocated 1.2 billion le for studies and structura upgrading,
but found it difficult to house families during the repairs.

7. There have aso been sgnificant cases of flooding in recent years. The Government is
well aware of these risks, not least to residentia buildings, and surveys have been carried out to
help target the resources dedicated to repairing earthquake and flood-damaged housing.

8. The record of the Romanian Government’ s attempts to preserve the environment has
been marred by a number of incidents, the most recent of which was alarge spill of cyanide into
the Danube in January 2000. A more detailed report on the environment by the United Nations
Economic Commission for Europe (UN/ECE) (Environmental Performance Review of Romania)
should be published in December 2001.

General condition of the housing stock

0. Although a number of loca studies have been undertaken, the overal state of Romania's
housing stock has not yet been surveyed, and the cost of repair, remoddling, refurbishment and
renovation remains unquantified. Thereis certainly no national work programme to rectify the
obvious Structurd or quditative defects of the housing stock.

10. Furthermore, the chalenge for housing appears to be compounded by the poor condition
of the infrastructure that services housing - for example, the utility services, including energy

and water digribution, digtrict hesting systems, sewage and refuge collection. These are dl part
and parcd of the housing system in Romania, and gppear to be facing smilar difficulties asthey
struggle to provide services which both adequately meet consumer needs and are  market-
oriented”.

11.  Theposgtion is compounded by long-term under-invesment in the nation’s housing
stock. Given the economic hardships of the past ten years, it is not surprisng that only a
nomina amount of public or private funds have been invested in the housing stock in generd. A
large segment (nearly 40%) of urban housing, as can be seen in the following chapter, is
prefabricated pand buildings, and is served by ageing infrastructure and utility services which
arein need of new and urgent investment. A further share of housing in rural aress (lessthan
50% of rural housing is congtructed with concrete or bricks) is aso believed to require
sgnificant investment in modernization.

12.  Thephysicd state of housing therefore represents a serious political (aswell as socid and
economic) challenge to Romania. Yet it does not gppear to be as ahigh priority for the
Government; dthough thisis perhgps not surprisng sinceit is vying politicaly with other urgent
issues for nationd attention,



HBP/2001/10
page 9

B. Political context

Action and policies of the Government

13. From arecent political and ahistorica perspective, there were two distinct stages leading
to the current housing Situation in Romania. The firgt was the policy of the former communist
government, which saw housing as one of the main ways to achieve urban expanson and rapid
indudtridization. This policy commenced in the 1970s and continued into the 1980s. It wasthe
period that witnessed the dramatic growth of urban settlements through massive State-led
housing programmes. Depite this large-scale activity, by 1990 the public sector’ s share of the
housing stock in Romania had increased to only 32.7% - i.e. two thirds was ill in private hands.

14.  The second stage occurred between 1990 and 1993, when the new post-communist
government pursued a policy of mass privetization of the State-owned housing stock. State-
owned housing was offered to the Sitting tenants at a price based on the age, Sructure, category
and size of the dwelling. A 10% down payment was required, combined with a soft loan offered
by the State to cover the remainder. High inflation in the early to mid-1990s quickly eroded the
red cost of loan repayments to the further benefit of the buyers. Nevertheless, those revenues
which did accrue to the State as a result of the wholesde transfer of residential property were
ploughed back into the completion of the many buildings in Bucharest and other regiond cities
which were left unfinished a the time of the revolution in 1989, when work on them cameto a
halt.

15.  Massprivatization resulted in an increase in private housing from 67.3% in 1990 to over
90% in 1993. By the end of 1999, private sector stock had reached 94.6% of dl housing in
Romania The paliticd control of alarge share of the national housing asset had therefore been
relinquished by the State. Furthermore, Since most properties were purchased at heavily
discounted prices, few of the homeowners would necessarily have calculated or appreciated the
true value of the asset which they had acquired. Furthermore, even fewer of the new owners
would have been aware of the need to budget for the repairs and maintenance which many of
these properties required and for which responsbility had aso been transferred to them.

Tablel. Exigting housing stock by number Figurelll. Ownership of housing stock, 1993-99
and owner ship, 1993-99 1009
Yer 99 pic Rivae Other AT o
(000) increase é 0% 1
1993 7,710 707 6,971 31 05% =
1994 7749 609 7110 30 05% 860% 1
1995 1,782 565 7,186 31 0.4% “g 40% -
1996 7,811 515 7,266 30 0.4% 2
1997 7837 449 7357 31  03% 8 20%
1998 7,861 412 7416 3 0.3% E 0%-

1999 7,883 390 7,460 33 0.3%
Source: Nationa Commission for Statistics, Romania.

1993 1994 1995 1996 1997 1998 1999
| BruBLIC BPRIVATE]

16.  There are thus both advantages and disadvantages in such a massive privatization. The
main advantage, to both State and occupiers, is reatively short-term. Since the price of ther
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home was relatively low for former tenants, household income could be spent on other essentidl
or nonessential commodities. 1t iswidely reported that this ‘housing policy’ together with the
strong family ties which fostered the transfer and exchange of food and other consumables from
the rurd to the urban population actudly enabled many Romanians to survive the hardship of the
past decade.

17.  Chief among the consequences of thiswholesde transfer are:

The apparently precarious sate of alarge part of the housing transferred to individua
private owners.

The precarious socio-economic circumstances of the new owners— and, in particular,
their capacity to invest (more than dightly) in their new home.

The reduced ability of the Government to provide for those segments of the
population in genuine socid, economic, or other specia need of housing, due to its reduced stake
in the housing stock.

18. Ultimatdy, political responghility for housing ress with the Ministry of Public Works,
Trangport and Housing (MLPTL), which, however, has not yet adopted a national strategy for
housing. Clear goals and priorities have certainly been set, but they remain essentidly
aspirationa and have not yet been put into practice. Work is currently being undertaken by one
of its centra agencies, the Urban Project, to broaden and promote the policy agenda for housing
in Romania, and one of the ams of this housing profileis to hep inform and to contribute to the
development of a comprehensive nationa policy on housing, housing development and housing
managemen.

19.  Currently and throughout the 1990s, Romanian housing strategy has been dmost entirely
reliant on market forces and, after privatization, prioritized the development of a market for new
housing. Thereis, however, within MLPTL and e sewhere, evidence of a growing awareness
that the current housing Situation is much more complicated than this, that Romaniais not yet
able to rely on market forces to solve the problems and that the privatization of mogt of the stock
does not relieve the Government of responsbility for the hedth of the housing sector. An
effective overdl nationd drategy for the housing sector, therefore, requires areview and a
redefinition of the challenges facing the sector.

20. In developing its housing strategy, MLPTL has so far centred attention on the following
priorities:
- Reieving genuine housng emergencies, for example the recongtruction or relocation

of dwellings damaged by naturd disasters, in particular, earthquakes and floods,

The completion of alarge number of previoudy uncompleted pre-revolution
structures

The creation of anationa housing agency to ‘kick-gart’ the housing construction
sector and promote the market supply of new housing; and

Egtablishing the legd framework as afoundation and prerequisite for the operation of
ahousing sector based on market principles.

21.  Aswadl asthesefour focuses, thereis dso an increasing concern within MLPTL that
more attention needs to be paid to three more fundamentd housing issues:

Policies and incentives to encourage investment in improvementsin the overdl
condition and qudity of the mass of privatized housing in Romanig;
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Policies and standards to improve householders access to transparent, accountable
and well run utility companies, homeowners associations and housing management services,

Policies and mechanisms to promote more efficient and mature primary and
secondary housing markets throughout the entire country.

22.  Thereis4ill little evidence of any palitical action that consders housing issuesin the
context of ther interrelation with issues outside the sector - for example, with the genera
economy, employment, health, education, socid and community development, and so on.
Arguably, any drategic thinking about housing issues which does not take these

interrel ationships into account is destined to fall.

Housing in the context of the general administrative structure of government

23.  The Condtitution of Romaniawas approved by referendum on 8 December 1991. It
provides for amulti-party system, afree market economy and respect for human rights.
Legidative power isvested in a bicamerd parliament, which is made up of a 341-seat Chamber
of Deputies and a 143-seat Senate. Members of Parliament are dected by universa suffrage
using proportiona representation, for four-year terms.

24, Public adminigtration devolved to territorialy-based adminigtrative units is based on the
principle of loca autonomy and the decentralization of public services, and is written into the
Condtitution. Romaniaisdivided into 41 counties plus the Municipdity of Bucharest, and 2,688
communes. 80 of the larger towns are classfied as municipdities. There are dso eight
development regions.

FigurelV. Administrative boundaries
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25. Legidation grants wide-ranging decentrdized powersto loca authorities, including
regpongbility for housing metters. The municipa and communa councils have become the
landlords of the previoudy State-owned housing that has not been privatized. They maintain
housing waiting lists, are responsible for investment in the existing stock, and collect rent from
their tenants. Whilst local authorities are competent to raise finance for building projectsto
develop new ‘socid’ housing for resdentsin genuine need, only a handful of schemes have
actually been developed to date. Nevertheless, the provision does exist and could be applied if
conditions or incentives to loca authorities were more favourable.

26. Responsibility for the management of some of the locd utility companies— above dl
digrict heating - restswith the local authorities. Where these are underperforming, due primarily
to alack of investment over many years, the locd authorities are at pains to maintain their
operation. They recognize that they do not have the necessary management skills for their
restructuring and direction in a competitive free-market environment. While the privetization
process will gradualy affect these former State-owned indudtries, the financia burden of
supporting the operating deficits of these firmsisin the meantime borne by the loca authority
budget.

Public investment in housing

27.  Thesugtainable gpproach to investment in housing requires the State to enable individua
homeowners to maintain their properties themselves. This requires both political support for
intervention and the financid resources for deding with the most pressing difficulties. The
Government, understandably, does not wish to have to find resources again for apotentialy
expendgve problem which it considered it had resolved (through privatization) ten years
previoudy. Yet therationadefor early investment in housing is clear - not amply for its socid or
political benefit, but for sound economic reasons, asilludrated in figure'V.

FigureV: Ordinary and problematic investment in housing

Qrdinary Problematic
Investment investment

Time Time

Source: UNECE ‘Implementation of human settlements policies on urban renewal and housing modernisation
Evaluation of four case studies July 1999.
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28.  Thefirg grgphin figureV indicates invesment in the maintenance and repair of housing
over time. When investment istimely, the price of housing tendsto increase in line with the
vaue of that investment and with the prices of commodities and products in society generdly.
The second graph illustrates a scenario where investment in housing maintenance and repair has
fdlen off dramaticdly. Housing which does not benefit from systematic investment over time
will deteriorate, often rapidly, and the economic life of the building be shortened. Furthermore,
the cost of renovating the housing stock to restoreit to its market value increases at a gregter rete
over time. Asasgmpleillugtration: if aleaking roof is not repaired when it should be, it soon
becomes necessary to completely re-roof part of the building. Any further delay may result in
the need for even more expensve repairs due to weather penetration causing damage and
endangering the structure.

29.  Thesecond graph illudrates the Stuation in Romania. Not only doesit begin with the
gtuation where the housing stock erected between 1970 and 1989 is acknowledged to be of poor-
quality congtruction, but it has not received any sgnificant investment for & least the past ten

years, perhgpsin some cases never a dl. To bring the housing stock up to areasonable

condition - morein line with standards current in the rest of Europe - very sgnificant and urgent
investment is required.

Landownership and property restitution

30. Redtitution is consdered to be one of the halmarks of the trangtion process in relation to
land, property and housing. In Romania, by the end of 1998 more than 84% of arable land and
72% of totdl agricultural land was in private hands. 78% of landowners who had applied for
land regtitution had received back their origind land, or had been compensated. Notwithstanding
the achievements, anecdotal evidence suggests that the trangtion processis plagued with
difficulties over claimsthat can be registered to thetitle of land, including a potentia lengthy

legd process. Similarly, whilst legidation exists for former owners of property to recover that
which was previoudy theirs, there is an unduly strong presumption in favour of the rights of the
gtting tenants, which gppears to oblige the former owner to find suitable dternative
accommodation for them. Theselegd issues are dedlt with in greater detail in chapter V.

C. Economic context

31.  Theoverdl economic cimate of a country has a marked effect on itshousing. An
enterpriang and well governed economy is the locomotive of prosperity for anation and one of
the chief determinants of its population’s demand for housing. Income generated from economic
activity fuels expenditure across arange of products and services, primary among them being the
need for each family to purchase, or have accessto, suitable, safe and secure housing.

A summary of ten years of transition in Romania®
32.  Thetenyearsof trangtion have not brought about an improvement in average living

conditionsin Romania. By 1999, GDP was Hill at just 74% of its 1989 levd, athough GDP per
capitawas around 80% of the 1989 level. Progressin the trangtion to a market economy has

! Economist Intelligence Unit Limited, Romania 2000 — p23
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been dow, particularly when compared with Romania s near neighbours in eastern and centra
Europe. There are three main reasonsfor this:

1. Thelegacy of Presdent Ceaucescu’s policy in the 1980s to pay back foreign debt had left
the economy very weak; and there was no debt-funded capitd replacement or investment
during this period.

2. Theimpact on Romania strade of the United Nations trade embargo on Y ugodaviain
1992-95.

3. Inconsgtency in domestic economic policy, combined with a culture of industrid unret,
which has complicated the implementation of reforms.

33. From 1990 to 1996 the Government included members who were opposed to
implementing the structurd changes in industry, agriculture and the financid sector that were
required to develop a competitive market economy in order to make full use of the country’s
potentia. The coalition Government that took power after the election in November 1996
announced its intention to initiate the economic policy that had been drawn up in consultation
with the Internationd Monetary Fund. However, failure to reach a consensus on the
Government’s economic policy prevented implementation of many of the reforms. A second
recession affected Romania between 1996 and 1999, resulting in GDP fdling afurther 16% in
red terms.

34. By 1999, there were some preliminary indications that indudtria restructuring wasfindly
taking effect. Reductionsin energy consumption contributed to a narrowing of the current
account deficit, and some mgor privatizations helped to facilitate foreign direct investment in
key sectors, including telecommunications and car production. However, the need to attract
foreign capitd for restructuring industry, public utilities and the financid sector remains amgor
prerequisite for sustained economic recovery. Economists have predicted that it is likely to be
the second half of this decade before Romania returns to 1989 output levels.

35. Romania s economic journey through the 1990s can be charted by reference to a number
of key economic indicators. The Government’s mid-term economic plan shows amore stable
economic climate developing over the next fiveyears. Thisisasvitd for housing asit is for

other sectors of the economy. Briefly, for the 1990 to 1999 period, GDP growth remained
negative and average inflation reached a peak of 256% in 1993, dthough fell back to an average
of 45.8% in 1999. The Romanian currency, the leu, was devalued in October 1990 to an officid
rate of 35 leu for US$L; but, by June 2000, the currency had depreciated to 20,000 leu for US$1.
By December 1999, red wages had declined by 64.2% since 1989, and foreign direct invesment
per capitawas afraction of that in other large central and east European countries.

Table2. Main economic indicators,

1999

Red GDP growth (%) -4.8
Unemployment rate (year end %) 115
Consumer priceinflation (av. %) 45.8
Current-account balance (% of GDP) -4.1
Exchange rate (Sept. 99 leu: dollar) 16,300

Sources: National Statistics; IMF; EIU.
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Structure and performance of the economy

36. Industry and agriculture have contracted in red terms as a percentage of GDP since the
onset of the trangition in 1989. Industry’s share of GDP fell from 57% in 1989 to an estimated
40% in 1999, and its share is expected to go on faling as restructuring accelerates. The share of
agriculture and forestry has also declined, despite the proportion of the population employed in
agriculture having incressed from 27.5% in 1989 to 41.2% in 1999. Its contribution to GDPis
expected to steady at about 20%. Services, at around 40% of GDP in 1999, lag behind those in
other countries in trangition, but are expected to grow over the longterm. The ‘shadow’ or
‘informa’ economy is reportedly making arisng contribution to annual GDP:  according to the
Nationa Accounts, it was estimated to be 16.6% in 1995, and 19.9%. in 1998.

Major industries

37. Romaniais among the world’'s 50 most indudtridized countries. However, the rapid
indugtridization during the communist era has left Romania with a concentration of

metalurgicd, heavy engineering and chemica indudtriesin which it haslittle comparative
advantage. Because of accelerated foreign debt repayments in the 1980s, the capital stock was
not renewed, with the result that most indugtria plants use technology that is 15 to 20 years
behind the European Union average. Restructuring has been generaly dow in the industrid
sector. Those industries producing consumer durables and light-industry consumer goods are
seen as having the greatest potentid.

38.  Communism dso left Romaniawith excessve industria consumption of energy and
overdaffed, inefficient primary energy production sysems. The modernization of the energy
sector was held up until the late 1990s by the continuation of State-owned monopolies, high
levels of consumer subsidy, and resistance to privatization of the cod, eectricity and gas
industries. Government measures to tackle these fundamenta problems began in 1997, but have
been dow and codtly. However, by 1999 their positive impact was beginning to be felt.

39.  Romaniaaso haslarge oil and gas reserves, which are attracting the interest of foreign
investors. A mgjor new discovery of crude oil under the Black Seawas announced in 1999. A
20-year programme to revitdize the oil and gas indugtries is under way with the support of the
World Bank.

Transport and communications

40. Road and rail networks and the general communications infrastructure in Romania are
among the least extengive in Europe. Mgor transport projects aimed at upgrading the strategic
transport infrastructure are under way with World Bank and EU assstance. Romania’s outdated
communications network is aso receiving alarge injection of internationa and domestic funds,
and former State-owned monopoalies in the sector are being restructured for genuine market
competition.

Construction

41. A spate of large projects towards the end of the communist era gave the construction
sector an atificid boog, leaving Romania with the highest per cagpita cement consumption in the
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world. Schemesincluded the campaign to house large numbers of the rurd populationin
gpartment blocks in urban areas, and the recongtruction of large areas of central Bucharest.

42.  Thecondruction sector in the 1990s was badly affected by the declinein GDP, which led
to cutsin government spending on infrastructure and a sudden and steep decline in house

building. At the beginning of the 1990s, public sector devel opers dominated housing

congtruction, but during the trangtion period, alarge number of smal privately owned

congtruction firms have appeared in the market. By the end of 1998, there were 8,263 companies
registered as having congruction as their main activity. Of these, more than 96% were private,
and 92% in the smdl or very smdl categories - i.e. with fewer than 50 employees.

43. By 1999, congtruction activity hed falen well below its 1989 level. The downsizing of
the construction sector caused many construction workers to seek work abroad, with a
consequent reduction in the immediate capacity of the sector. Predictions of arevivd in
construction work are, however, becoming more favourable as longer-term economic forecasts
suggest that investment levels will rise as macroeconomic conditions become more sable.
Prospects of areviva are aso becoming more hopeful as the demand for commercial premises
and hotelsincreases, particularly in Bucharest. Thismay well pose a serious chalenge to the
economy if the domestic congtruction industry cannot expand quickly enough to match predicted
growth.

Financial and securities markets

44, Romaniaintroduced a two-tier banking systemin 1990. This consisted of a centra bank,
the National Bank of Romania (NBR), and approximately 40 commercid banks, including 12
branches of foreign-owned banks. Confidence in the financid sector was upset by a number of
highly visble financid upheavasinvolving mutua funds and savings accounts. By the end of
1998, State-owned banks till accounted for more than 70% of dl banking activity. Many of
these had large portfolios of non-performing loans. A number of mgor banks were privatized in
1998 and 1999, whilst two other mgjor banks went into receivership. Tighter regulations and a
stronger prudentia policy are intended to complete the current phase of restructuring in the
sector. (See aso chapter V.)

45.  TheBucharest Stock Exchange reopened in 1995. Thiswas followed, in 1996, by the
launch of the Rasdag, an eectronic network for registering over-the-counter share sales.

Foreign direct investment (FDI) and international trade

46.  Cumulaive net FDI inflows between 1991 and 1997 amounted to 4.5 hillion dollars - a
low leve by regiona standards. Foreign investors were deterred by the outbresk of the war in
Y ugodaviaaswel as by more generd macroeconomic ingability in Romania. In 1998, FDI
inflows rase significantly to over $2 billion, but in 1999 fdl back again to under $1 hillion.
Nevertheless, many State-owned companies which have not yet been privatized could il
become maor targets of capitd inflows. The five leading foreign investorsin Romaniaare
France, Germany, The Republic of Korea, the Netherlands and the United States. Other magjor
import/export partners include Italy, the United Kingdom, Hungary, Turkey and the Russan
Federation.
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Employment and wages across sectors

47. Romania s population is the second largest (after Poland) of the current east European
applicants for EU accession; but the country’ s domestic market ranks sixth in terms of dollar
GDP, and deventh in GDP per capitaat purchasing power parity.

48.  Thetrangtion period towards a market economy has had a sgnificant impact on the sze
and composition of the labour force. From 1989 to 1997 the active population fell by over 1.9
million to 9 million. Thelargest job losses have been in industry, where the number of workers
fell from 4.2 million to 2.4 million over the same period. There has aso been amarked
reduction in wages.

49, Earnings in severd sectors have changed congderably. They have increased most in the
financid services sector, which has grown rapidly since 1989. Wages have also risen sharply in
mining and energy; in the post office and telecommunications and in trangport and storage
companiesthey now stand at 25% above average. Wagesin the construction and real estate
sectors are some 6%- 7% above average, while the worst paid sectors are education, health and
the cvil sarvice,

50.  Wages have diversfied over the past ten years, and have aso become more varied
between regions. Rurd wages are reported to be generdly lower than urban wages, whilst in
Bucharest wages tend to be higher than in the rest of the country due to a higher proportion of
workersin the highest income bracket.

I ncome inequalities and consumer expenditure patterns

51.  The post-1996 reforms have contributed to greater income inequadity. Poorer households
- trditiondly hardest hit by high inflation - have aso suffered disproportionately from above-
average increases in the prices of mest, vegetables, energy and services such as urban transport,
water and post, due to the removal of subsdies.

52. Research by the Government’s Qudity of Life Inditute reveded that an average family
of two adults and two children earn bardly a subs stence wage and is not able to afford a ‘ decent’
gtandard of living without other sources of income.

53. Furthermore, family incomes given by interviewees in asociologica study conducted in
November 1998 by the same Ingtitute (with anationa sample of 1,510 people) reveded acritica
gtugion:

In 37% of households, income only just pays for the absolute necessities. In afurther
34%, household income cannot even cover this bare minimum.

- For 21% of households, income permits an acceptable standard of living.

7% of households are able to buy some more expensive goods, if they save esawhere.

0.5% of households can afford whatever they need.

Moreover the study reveded that:

7% of families are able to save money every month.

23% have some financia reserves.

38% of households borrow money to pay their bills.
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54.  From the figures above, it gppears that an darming 71% of the population finds it
difficult to meet its most basic needs. For those who are homeowners, this poses serious
questions with regard to their ability to maintain their homes.

55. Food accounts for alarge proportion of total expenditure. Non-food items account for
one quarter of consumer expenditure, and services for one tenth. Mogt of the last two items
represent quasi-obligatory expenditure on goods and services for basic needs (clothing, footwesr,
rent, transport).

D. Social context
Demography

56.  The population of Romaniaon 1 January 2000 was estimated at 22.455 million. Average
population density is 94 personskn?, but this varies considerably. 54.9% of the population lives
in the officialy designated urban aress, where the average density is about 480 personskn?,
while the overdl rurd densty isonly onetenth of this. The actud dengties vary greetly

between these two averages, the highest levels being reached in concentrated estates of multi-
storey apartment blocks.

57.  Thesze of the population, its growth and its characterigtics are fundamentd in ng
the overal need, types and location of housing. Chief among these are household formation
rates and household characteritics, which themselves reflect birth, death, fertility, marriage and
divorcerates, and aso migration - interna, aswell asin and out of the country. Recent
migration patterns show fairly evenly distributed urban-rura and rura- urban flows and suggest
that there are no areas with particularly high migration pressures.

58.  Thetrangtion to amarket economy has fudled demographic changes (seefig. VI) of
which the most important can be summarized as:

Negative demographic growth for most of the 1990s. (In 2000, the population was
715,000 lower than in 1990; over 300,000 Romanians emigrated during the same period.)

Faster ageing and increased pressure from the retired population on the active
population.

The number of marriages fell from 178,000 in 1989 to 140,000 in 1999, whilethe
number of divorcesfell only from 36,000 in 1989 to 34,400 in 1999.

Figure VI. Main demographic data
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Source: National Commission for Statistics, Romania, 2000.
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59.  Theman indicatorsfor the generd hedth of the Romanian population which affect the
demographic trends are;

Life expectancy at birth (average lifespan) has fallen from 69.78 yearsin 1990/92 to
69.71 in 1997/99.

In the 1997/99 period, the median life expectancy of men was 66.05 years, compared
to 73.67 years for women.

Life expectancy in rura areasin the 1997/99 period was 68.66, compared to 70.58
yearsin urban aress.

Romania has the second highest infant mortdity in Europe, after Albania.

60.  Figure VIl showsthe age-sex structure of the population. Romaniahas ardatively
young population compared to that of western Europe, for example, in 1996 45.4% of the
population was under 30 years of age. A key feature of Romania s population, however, isthe
declining proportion of the younger age groups, 0-14 years of age. If the declining birth rate
continues as forecast, the old-age dependency ratio (of retired people to active population) will
increase, placing extra strain on the funding of pensions and publicly funded socid security
provisons, etc.

FigureVIl. Romania'spopulation pyramid
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Source: Official Statistical Yearbook, 1998.

61.  Thegenerd economic climate is conddered one of the main causes of the fal in the birth
rate. Thishasbeen compounded by the abolition in 1989 of the lega ban on abortion and the
liberdization of contraception. Thelack of affordable housing for young adults has aso been
suggested as a contributory factor to the lower number of marriages and subsequent fdl in the
birth rate over the past 10 years.

62.  Clearly, the population group respongble for the fal in the birth rate over the past decade
is the cohort now 30 to 40 yearsold. Asaresult of the economic hardship of the past ten yearsa
large proportion of this group appears to have decided not to marry and/or have children.

Current population forecasts do not account for the fact that this cohort is still young enough to
have children. 1f economic conditions improve in the short term these projections will need to be
carefully monitored and may need to be revised.
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Household formation

63.  These generd population changes suggest broadly what housing requirements might be,
but the key determinant will actudly be the number of households. Households are created
when existing households divide, or when young adults leave their parenta home,

64. Up to thefdl of the previous political regime, access to housing was alocated by the
State upon marriage, or shortly afterwards. This was a mechanism to trandate housing need - at
least numericaly - into effective housing demand, and any mismatch could be attributed to
weaknesses in the adminidration of this system.

65.  Since 1990, however, an entirdy new and evolving mechanism for matching households
and dwellings, the housing market, has been in place. The State has now adopted amargina role
asaprovider of housing and young adults and others wishing to cregte new households have had
to turn to the fledgling new congtruction or exiging - housng marketsto satisfy their housing
needs. It issugpected that most have encountered difficulties, either due to the lack of mortgage
ingruments, or to their generaly depressed purchasing power. The overdl need for housing is
therefore significantly masked, snce it can only be trandated partidly into effective market
demand. Households may be formed, but forced to share with others (“enforced sharing”);
others may fed unable to create independent households — e.g. through marriage — because they
cannot afford a separate home (so-called concedled households). Thereis currently no
practicable way to measure this unmet need, dthough there are clear indications of its existence
in studies conducted by the Nationd Qudity of Life Inditute.

66.  Againg this background, forecasting the future change in household numbersis difficult.
The declining population suggests aforecast of declining household numbers, and the received
wisdom in Romaniareflects this. However, the picture is anything but Smple, and caution is
advisable. Itisnot practicable to give here ardiable forecast of future change in household
numbers, nonetheless, severd factors do indicate the direction for future monitoring and,
possibly, research needs:

The current, rdatively smal cohort of younger people will carry the effect of lower
birth rates into a smaler number of households. However, if the recent lower birth rate provesto
have been a deliberate delay in having children, rather than a choice to have fewer or none— as
in many western countries — there could be asgnificant rise in birth rates in the future, which
would tend to halt the potentid decline in household numbers. The generd economic position
and its forecast improvement will undoubtedly play arolein this

Increasing rates of divorce and/or greater life expectancy could easily leed to a
sgnificant increase in the number of households despite falling population numbers.

The success of current economic policies could — if it resultsin ared increasein
incomes— bring the sharing and concealed households referred to above into the market for
separate dwellings.

More significantly, a growing economy could easly lead to behavioura changes
contrary to current demographic patterns and increase the number of households: earlier
marriage, young people choosing to live aone as one- person households, generations of the
same family no longer living together. The demand for dwellings could increase even without
these demographic changes, since growing consumer buying power is dready leading to a
market for holiday and other second homes in Romania.
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Overcrowding and household/dwelling mismatch

67. Even if abaance were struck between dwelling and household numbers, this would not
of itsdlf guarantee that the available dwellings were suitable for their occupants. Households
dlocated their homes under the previous regime, even if they were of a suitable Sze a that time,
may find that changesin household size through normd family life cycles have changed the
gtuation. Since 1990, only market mechanisms have been available to ded with the resulting
mismatch, and provide appropriate dwellings for the vast mgjority of new households. Only
where the household had the necessary purchasing power would it have been able to ensure that
its home was of the gppropriate size.

68.  Although dwellings which are too large may represent a problem with hegting costs,
under-occupation isdmost certainly a problem in Romaniawhich, by its nature and extent, can
be effectively ignored here. Overcrowding, which was mentioned in the United Nations Human
Development Report for Romania (1999) is, however, avery different matter. It gppearsto
present a problem, despite the population fall over the past ten years and the fact that the number
of housing units exceeded the number of households by 184,000 in 2000. The Quality of Life
Institute based in Bucharest appears to corroborate this fact, reporting the presence of a 25 to35-
year old son or daughter in over 10% of households. Overcrowding and accommodation
mismaich are discussed in greater detail in the next chapter.

Homelessness

69. A particular manifestation of household/dwelling mismatch is homeessness: The
Nationd Commission for Statistics (NCS) reports that there is no evidence of homelessness, and
homeessnessis not yet consdered to be anationd issue. Nonetheless, home essness was
identified as a concern of local authorities, and a subject addressed in socid security networks.
Attention was drawn in researching the study to the possibility that homelessness may grow in
the near future as aresult of house repossessions through regtitution, despite the provisions of the
law, and as households fail to pay their regular utility bills, as privetization comesinto force, or

to pay the property tax, as the tax-free period following purchase comesto an end.

70. If it does grow, homel essness should find its place among the other socia needs dready
officialy recognized and monitored. Dedling with it would be no grest problem for the country
if the supply of suitable socid housing were sufficient; however, privatization and the heavy
restrictions on public spending in this area may exacerbate the Stuation.

Urban and rural disparities

71.  Thereare consderable regiond variations, aswdl as stark urban-rurd inequditiesin
housing, both in terms of demographic characterigtics, eg. afar larger number of old people
living in rurd aress, and of the qudity of the housing stock and itsinfrastructure.

72.  Chapter |l dedswith this subject in gregter detail. Hereit may be worthwhile
mentioning afew of the most sdient points, for they have serious implications for housing, and
they help paint the picture of the housing sector in Romania
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Rurd infragtructure is generaly very poor. The 1992 census showed that only 15.7%
of the rural populatior? had access to running (piped) water and drains. Over 90% of local roads
in rurd areas remain without al-weather surfaces.

Therurd population (45% in 1999) is clearly ageing. 1n 1999, 17,6% of the rura
population was 65 years of age or over, compared to 9.6% in urban areas and 40% of the rural
population (most employed in agriculture) were over 50.

According to an integrated household survey in 1995, poverty® is more commoniin
rurd areas. 30% compared to 17% in urban areas. 64% of dl those living in poverty were found
inrurd aress.

The average level of consumer spending is 15% lower in rura areas than elsewhere.

73.  The Government istrying to aleviate the worst of the poverty, which is clearly more
severeinrurd aress. With assstance from the World Bank it is attempting to divert 10% of
GDP to welfare. One of the first exercises has been to map the scale of the problem. A recent
extendve study on the subject was published in 1999 entitled ‘ From Rura Poverty to Rura
Development’. Measuresto tackle poverty that have so far been introduced include higher child
alowances, the full indexation of pensons and projects to reduce youth unemployment.

2 The population living in villages
3. Poverty — According to the national statistical methodology the poverty level is calculated by the poverty ratio, that is, the share of households
living under the poverty threshold set at 60% of the average expenditure per capita
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Il. HOUSING STOCK AND CONSTRUCTION

A. Theexisting housing stock

Size of the stock

74.  Attheend of 1999, the Romanian population of 22.46 million relied on atota housing stock of
7.88 million units - an average of 351 dwellings per 1,000 people (see table 3). Compared with other
countriesin trandtion (table 4 and fig. I X), the Sze of Romanid s housing sock might appear
adequate. 1n the 1992 census, the total number of dwellings exceeded the number of households by
over 378,000 (just under 5%). Another factor gppearing to point to a favourable volume of housing is
the continued increase in the stock (with an average annud rate of 0.4% - seefig. VII1), a atimewhen
the population has been decreasing (1.3% over the 1993-99 period). Even over alonger period of 15
years (between the last two censusesin 1977 and 1992), the stock expanded more rapidly than the
population — by 21% and 5.3%, respectively.

Table 3. Housing stock, population and household size, Figure VII1. Dwelling/population ratio, 1995-99
1995-99
1995 1996 1997 1998 1999 400
Population (thousands) 2
Romania 22,681 22,607 22,545 22,502 22,458 % 375
Bucharest 2,054 2037 2027 2016 2011 5—‘2
Housing stock (thousands) g
Romania 7,782 7811 7,837 7861 7,883 S 350 e —4
Bucharest 776 778 780 784 788 g
H [%2]
Household size 2 35
Romania 3.0 3.0 3.0 3.0 29 3
Bucharest 28 27 27 27 26 &
Units/1000 people 300 ' ' ' ' 1
Romania 343 346 348 349 351 1995 1996 1997 1998 1999
Bucharest 378 382 385 389 392
= - — — — —®—Romania —+— Bucharest
Source: National Commission for Statistics.
Table4. Housing consumption in 11 countriesin FigurelX. Housing consumption in selected coutries
transition, 1994 7 L L I I
Dwallings! Estonia | | | | [
W 10%0 Households Persons’  Living space/ Bulgaria ]
N dwelling room  person(m2) . [ [ [
inhabitants Czech Republic | I I I
Albania 219 1.00 2.70 8.0 Hungary 1
Poland 296 1.06 1.02 18.2 Latvia I I I |
Lithuania 329 1.06 1.30 19.7 via |
Slovakia 334 1.00 1.14 21.9 ROMANIA _#
Slovenia 338 0.95 1.33 19.0 Slovenia ]
ROMANIA 341 095 119 17.4 1 | | |
. Slovakia ]
Latvia 370 113 121 20.9 ) T | | |
Hungary 385 0.99 0.92 321 Lithuania | I I '
Czech Republic 397 1.01 1.04 25.5 Poland | ]
Bulgaria 405 0.88 1.00 16.7 Albania :":!j
Estonia 410 1.03 1.18 32.0 T T
0 100 200 300 400 500
Source: Hegeduz J., Mayo S, Tosics |., Transition of the Housing Sector in Dwellings/ 1000 inhabitants
the East-Central European Countries, MRI, Budapest, 1996.
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75. Nonetheless, this apparent aggregate fit between housing supply and demand may hide a
possible mismatch in terms of potentia households or geographicd digtribution. For example,
observation and reports received during the study would appear to confirm the possibility of ared
housing shortage in Bucharest and some other urban areas. The available data® give only arough idea
of the variation in dwelling and floorspace- per- person ratios by county and region. The number of
dwellings per 1,000 people varies from 369 in Bucharest to 300 in Bistrita Nasaud (>12% difference).
Floorspace per person varies even more (>50%) between 11.5 n? in las and 17.7 nf in Arad.

76.  Theonly rdiable detalled data on dwelling occupancy are found in the 1992 census. These give
an occupancy rate of 94%, with 6% (472,200) unoccupied units. In afully operating market economy,
such afigure might be considered desirable to facilitate housing mobility. However, thisis not the case
in Romania, Snce most of those units are either rura leisure houses (second homes) or Smply located in
places where the housing market is not functioning, and in many cases the vacant housing is
substandard.

77.  Though statigticaly correct, the above picture can be mideading for both researchers and
politicians. It may imply that Romania does not need much new congtruction. However, real needs
should be assessed only after al aspects of the housing system have been andysed.

Condition and life expectancy of the stock

78.  When assessing stock condition, the key factors are the age of the stock, its construction type,
and the management and maintenance thet it has received.

79. Romanid s dwelling stock is rdatively new in comparison to that of western Europe, and quite
gmilar in ageto that of many countriesin trangtion. The oldest part of the stock, pre-1930, congtitutes
roughly 14% of thetotal, and only some 22% has been added since 1970 (table 5). The 52% share
from 1945-1970 is higher than in both western Europe (33%) and comparable countriesin trangtion
(about 28%) (fig. X). Only Bulgariahas asimilar share of about 49%. Thisis evidence of the
extremely high rates of new condruction during the first hdf of the socidist era

Table5. Age of the housing stock, 1992

Period of construction <1915 1915-29 1930-44 1945-60 1961-70 1971-80 1981-90 lllegal
Romania 8.8% 56% 116% 287% 232% 145% 6.7% 0.1%
Municipalities 13.1% 70% 136% 238% 195% 14.6% 7.6% 0.1%
Villages 7.5% 52% 11.0% 302% 244% 145% 6.4% 0.0%
Bucharest 11.3% 10.1% 25.3% 294% 11.3% 7.6% 4.4% 0.4%
Age of buildings (years) >85 >70 >55 >40 >30

Romania P 14% 26% 55% 78%

Source: National Commission for Statistics, 1992 Census data.

® 1992 census
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Figure X: Age of the housing stock in selected countriesin transition
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Source: Housing and Building Statistics for Europe and North America, UNECE, 1998.

Figure X1. Construction quality
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Source: National Commission for Statistics, Population and Housing Census, 1992.

80.  Themassintroduction of large pand congtruction at the end of the 60s, and its large-scale use
over aquarter of a century, now contribute to alowering of the generd quality of the stock. According
to the Romanian cdlassfication, there are Six types of buildings defined by the materid of their externd
walls (seefig. XI):

1. Reinforced or prefabricated concrete;
Brick, stone (in areinforced concrete skeleton);
Brick, stone (in awooden skeleton);
Wood (beams);
Adobe, smilar materids,
Non-standard materias (dums).

oukwd
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Table6. Technically amortized buildings
ROMANIA Amortized buildings Remaining life <20 years
TOTAL >30 years (%) >50 years (%) number (%)

Total residential buildings 4,463,971

From reinforced concrete or prefabs 53,637 342 0.01%
Brick, stone (reinforced concrete skeleton) 401,909 24,224 0.54%
Brick, stone (wooden skeleton) 1,470,093 388,646 8.71% 753,775 16.89%
From wood (beams) 642,320 534,991 11.98% 107,329 2.40%
From adobe, similar materials 1,843,012 1,551,723 34.76% 291,289 6.53%
From non standard materials 53,000 20,329  0.46% 32,671 0.73%
Total amortized 2,107,043  47.2% 388,646 8.71% 1,209,630 27.1%

Source: National Commission for Statistics, 1992 Census data, expert estimates.

8l. Theeffectivelife (technica amortization periods) of different structures can be prolonged or
shortened depending on the adequacy of thelr management and maintenance. If the effective life of
buildings of the first two materid typesis assumed to be 100 years, for the third type 50 years, and for
the last three 30 years, adisturbing picture emerges (table 6). This cdculation suggests that 56% of al
resdentia buildingsin Romaniaare fully amortized — i.e. they have theoreticaly come to the end of their
effective life. The amount of robust housing available 20 years from now —i.e. with over 20 years of the
assumed amortization period left —would decline by afurther 27.1%. So only 17% of the 1992 stock
would still be able to provide reliable shelter in 2020.

82.  Thisdoesnaot mean that over haf the housing stock isin imminent danger of collapse.
Fortunatdly, the theoretica amortization period is not the only — nor the most important - factor
determining the useful life of buildings. It is, however, based entirely on the redlity of construction
materids and methods, and it is therefore a very effective tool to draw attention to the other factors
which need to be addressed if this scenario is to be avoided.

83. Good-qudity congtruction followed by proper maintenance can prolong the life of dmaost any
type of structure for centuries, and certainly significantly longer than any theoretical amortization periods.
Yet what isthe casein Romania? There are no satistics available to answer this question. According to
Romanian experts from Urban Project (see chapter 111), poor construction and long-deferred
maintenance account for the quaitative shortcomings of the existing stock. The most critica problems
arein multi-family structures: 2.5 million units (35% of al occupied units) are in need of infragiructure
upgrading; alarge number of units were left unconsolidated after the last three earthquakes™®. So the
pictureis blesk. Even if the housng may dill be able to provide minima shelter in 20 years it isunlikely
to meet the needs of a decent standard of housing, unless consderable efforts and resources are
devoted to repair and renovation to counteract the effects of poor construction and the lack of
maintenance over many years.

6 The Transition of the Housing System in Romania, Urbanproject report for the workshop on Housing Finance,
Timisoara 2000.
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Types of dwellings

84. A paticular feature of Romania s housing stock is the highly dominant share of angle-family
houses. They tota 95.1 % of dl resdentia buildings and 55.7% of al dwelling units (seetable 7 and
fig. XII). The proportion of dwelingsin gpartment buildings, only 39.2%, is smdler than in other
countriesin trangtion. The remaining 5.2% are non-detached houses (semi-detached or rows/terraces).

85. Inrurd areas, sngle-family houses dominate by 98.5%, providing the potentid for ecologicaly
sound living conditions and easy maintenance and management. However, the problem in Romaniaiis
that thiswill remain just a potentia and not redlity for most of the rurd stock, until the requisite
knowledge and resources are fully available.

86.  Apatment buildings make up 71.7% of the urban stock. It isthis part of the stock (about 2.9
million unitsin 76,000 buildings) which has the greatest need for urgent improvements.

Table7. Housing stock by type of building

Detached Non-detached  Apartment All All

houses houses blocks buildings  dwelings

Romania 4,244,187 139,152 80,632 4,463,971 7,659,003
Municipalities and towns 869,613 92,730 76,151 1,038,494 4,076,335
Villages 3,374,574 46,422 4,481 3,425,477 3,582,668
Bucharest 80,073 15,190 12,753 108,016 761,156

Source: National Office for Statistics, 1992 Census data.

Figure Xl1l. Housing stock by type of building, 1992
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87.  Thesdzeof dwelings can be andysed by number of roomsand living space. These
characterigtics relate directly not only to current consumption standards and the adequacy of

digtribution, but also to the ability of the stock to meet future household needs. Table 8 and figure X111

illugtrate the generd picture.

FigureXlI1l. Dwelingsby size, 1999
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Table8. Dwelingshby size, 1999

Number Dwelings by number of rooms

('0009) 1 2 4 5+
Urban 4176 580 1922 338 72
Rurd 3707 457 1509 449 173
Tota 7883 1037 3431 787 245

Source: Nationd Commission for Saistics.

88.  When looking closdly at size, amore disturbing picture emerges. A comparison of the stock’s
sructure in 1992 according to number of rooms with that of household size is provided in table 9 and
illugtrated in figure X1V. These show a mismatch between the rooms available and those needed for
different Szes of household: for example 56.3% of dwellings with one or two rooms againgt 42.3% of
households with one or two persons. This would indicate thet over 1.7 million smal dwellings (24% of
the total) were occupied by households with three persons or more. In fact, as table 9 shows, more
than 10% of dl dwellings had more than two persons per roomin 1992. The scae of the problem was

S0 great in 1992, that it is unlikely thet it has now been completely solved.

Table9. Occupied dwellings by household size and number of rooms, 1992

Households Size of dwelling by number of rooms Total
size 1 2 3 4 5+

1 person 401,059 563,475 193,650 44,815 11,240 1,214,239
2 236,320 933,602 486,455 131,565 33,914 1,821,856
3 122,319 699,161 500,452 134,463 34,866 1,491,261
4 67,373 550,160 548,062 169,555 42,175 1,377,325
5 31,971 215,351 258,852 116,908 37,657 660,739
6 17,724 99,736 129,461 73,347 28,352 348,620
7 10,395 49,456 55,887 32,124 13,182 161,044
8 4,501 19,103 19,520 11,557 5,479 60,160
9 2,098 8,517 8,175 4,978 2,424 26,192
10+ 1,990 8,116 7,670 4,825 2,710 25,311
Tota (number) 895,750 3,146,677 2,208,184 724,137 211,999 7,186,747
Total (%) 12.5% 43.8% 30.7% 10.1% 2.9% 100.0%
Overcrowded dwellings = >2 per sons/room

Total (number) 258,371 400,279 91,252 9,803 0 759,705
Total (%) 28.8% 12.7% 4.1% 1.4% 0.0% 10.6%

Source: 1992 Census.
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89.  Thesdzeof dwdlingsis not merely judged by number of rooms, but also by floorspace. The
average living space in 1992 was 41.2 n?, but only 14.1 n? for one-room apartments and 25.3 nf for
two-rooms, and it isin these that so many households live with more than three persons per room. The
assumption isthat most of these extremely small units result from the reduced space standards and the
priority of output in industridized congtruction during the pre-transition period.

Figure X1V. Occupied dwellings and household size
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Infrastructure and building services

90. Thelack of basic amenities seems to be one of the most disturbing aspects of housing qudity in
Romania With only 53.1% access to piped water, Romania rates last among the 14 European countries
in trangtion’. The pictureis even worse if only piped water indde dwellings is considered (51.6%).

Table 10. Amenitiesin urban and rural areas, 1992
Total Urban Rurd
Dwdlings Households Dwedlings Households Dwdlings Households
All occupied dwellings 7,659,003 7,281,441 4,076,335 3,967,201 3,582,668 3,314,240
Dweéllingswith:

Piped water indoors 3,950,731 3,843,865 3,542,749 3,456,611 407,982 387,254

Hot water 3,302,013 3,214,427 3,126,594 3,048,955 175,419 165,472

Sewerage connection 3,882,079 3,777,057 3,522,809 3,437,049 359,270 340,008

Electricity 7,406,891 7,100,387 4,054,902 3,951,402 3,351,989 3,148,985

Kitchen gassupply 4,603,262 4,554,991 3,527,546 3,481,887 1,075,716 1,073,104

Centra heating 2,992,057 2,908,851 2,931,243 2,855,121 60,814 53,730

Solid fuel heating stoves 4,270,810 3,990,966 871,136 844,283 3,399,674 3,146,683
Source: The National Commission for Statistics, 1992 Census data.

! Country Profiles on the Housing Sector - Poland, UNECE 1998.
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Figure XV. Amenitiesin urban and rural areas
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91. Interms of regiona disparities, figure XV shows how rurd areas lag far behind urban onesin
access to piped water, sewerage systems and gas. Only onein ten rura homes has piped water indoors
and a sewage ingallation. The development of rura areas has obvioudy been neglected over along
period of time. Large-scae investment programmes for infrastructure are being considered by the
Government, but the task of catching up with other countrieswill be considerable.

92. However, digparitiesin service levels exist among cities too. Bucharest isin a better position
than other towns with respect to most basic utilities. As outlined in the Urban Project report®, obsolete
infrastructure in the old parts of most cities should be addressed as atop priority. Mass replacement
and upgrading are urgently needed.

93.  Satidicson availability provide only a partia picture of the Stuation. Far more Sgnificant isthe
quality, reliability and cost of the services provided to resdents. Informd interviews support personal
observations during the study that the price, the poor management and reliability of some networks
(water supply and didtrict heating in particular) aggravete the poor living conditions in much of the
housing stock.

94, Probably the most significant issue is hegting. Thistopic isimportant for two reasons. the cost
of energy, which places a heavy burden on households, and the energy efficiency problem in the context
of the sustainable development aspirations of the country asawhole. Consideration hereis restricted to
the type of heating used in residentia buildings.

Digtrict hesting from locd hegting Sationsis used in 39.1% of &l occupied dwellings, in
71.9% of those in urban aress,

Naturd gasis used for heating (locd stations or domestic stoves) in only 10.1% overdl
(urban 16.4%);

Gasingallations for cooking only are found in 60.1% (86.5% urban and 30% rurd);

8 The Transition of the Housing System in Romania, Urbanproject report for the workshop on Housing Finance,
Timisoara 2000.
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Solid-fud stoves are used in 94.9% of rurd and 21.4% of urban dwellings.

95. Heating represents the greatest share of household energy consumption and spending on utilities.
Thisraises saverd issues

The monopoly of digtrict heating companies, blamed for high prices and poor services,

Thelack of individua metering of energy consumption, which discourages households from
pursuing efficency;

Poor insulation standards, particularly in prefabricated apartment blocks (losses of 30-35%
to judge by Bulgaria s experience);

Huge energy losses from didtrict heating systems before dwellings are reached (Romanian
experts estimate |osses of more than 50%);

Very consderable debts in the form of unpad utility bills for both individua consumers and
OWNers associations,

The reduction of solid fuel resources, leading to price incresses;

Ecologica problems associated with the continued, widespread use of wood as afud.

96. Theissue of energy efficiency received palitica attention in Government Ordinance 29/2000
(see chapter V) but since this is a recent measure, there are as yet no specific results. The Ordinanceis
nonethdess afirgt concrete step in addressing this complex issue. The importing of know-how and best
practice, together with the education of loca energy consumers and providers, should accelerate the
achievement of practica and sustainable results.

B. Housing mar kets — dwellings and land

97.  Thehousng market in Romania arted to emerge immediately after the start of trangtion to a
full market economy in 1990. It received a strong impetus from the mass privatization of housing and the
restitution of urban land. It has continued to develop rapidly until recently; it isafluid market offering a
wide range of prices and amenities. The number of residentia sales rose from about 39,000 in 1990 to
apeak of about 226,000 in 1993, before dropping to an annud rate of fewer than 180,000 by the mid-
1990s. The 100,000 sales reported in 1999 were expected to be followed by even fewer in 2000:
evidence of the continuing stagnation of housing markets after 1996. Mot transactions involved the
privatization of existing dwellings, or their resale, and not newly congtructed units. For example, only
about 36,000 new units were finished in 1995, yet there were approximately 170,000 transactions
during that year (representing about 2% of the total stock)®.

98.  Theboom in sdles was facilitated by an emerging broker industry. By 1996, 500 (out of 2,000)
red estate companiesin Bucharest listed brokerage as their main activity. The Nationd Romanian
Association of Realtors (ARAI) was established in 1994 and has become aleader in the redl estate
industry (see chapter 111). Brokers represent both buyers and sdllers, and typically recelve commissions
from each. While commissions are negotiable, a broker might receive 6% on an average sde, and
perhaps 3% on alarger sde (paid 50/50 by buyer and sdller). For land sales, the commission ranges
from 4% to 6% (again 50/50).

o The Prospects for Housing Finance in Romania, the Urban Institute report, Washington D.C. Dec. 2000.
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Rental market

99. A rentd market has dso developed, dthough it is difficult to gaugeitsSze. It iswiddy believed
that much of the market is hidden because of tax evasion. One survey suggests that about 3% of
households in Bucharest rent units from private owners'®. Figures for other urban aress and rurd aress
are thought to be lower (according to the 1999 Indtitute for Quality of Life survey). An additiona 1.8%
of households are “rent-free tenants’ .

100. Brokerstend to view the rentd market as two segments. asmal, high-end luxury market
catering to the international community, and a second, larger market for Romanians. The former tends
to operatein hard currencies (US$ and DM) exclusively, while the latter accepts paymentsin hard
currencies or lei. The luxury market has been respongible for some investment in new congtruction; but
it has been hard hit in recent years, and rents have gpparently fdlen asthe level of direct foreign activity
has declined. In contrast, the mass market primarily consists of existing flats, mostly on the outskirts of
cities, and it offers arange of options. Y oung people who want to live gpart from their parents can share
goartments. Some families share with others or move to a second home outside the city so they can
earn cash income by renting out their flats. Brokers participate in the renta market, and typicaly
receive amonth’s rent as a commission (paid 50/50 by tenant and landlord).

101. Therentd market faces some congraints, but their impact on prices and supply is not clear.

For example, an ARAI report notes that renting both resdentid and commercid propertiesis hindered
by alack of telephone lines - dthough presumably thiswould affect sdesaswell. Also, thetax on renta
income has now been reduced from 40% to 15%, but it is unclear to what extent this reduction has
simulated supply, if at dl.

102. Thedeveoping market is proving able to support greeter flexibility in providing numerous
options for households wishing to improve or adjust their housing situation. For example, households
can trade up by sdling or exchanging their existing home and paying the difference between its vaue and
that of a better one. Others can keep some of their home equity by trading down to less expensive
dwdlings. A household with a high-vaue dwelling seeking more space and privacy can sl itshome
and use the proceeds to help purchase two less expengve dwellings. Finaly, those who wish to buy
newly congtructed homes can finance their purchase by paying the developer in instalments as the work
proceeds.

Prices and affordability

103. Theprice of new congruction is prohibitive for most households. The price of anew minimum-
standard, two-room flat is about $18,000 to $21,000. Thisiswell above the approximately $12,000
that the newly-created Nationa Housing Agency (see later chapters) plansto charge for a comparable
unit - a price that excludes charges for land, infrastructure, profit, taxes and financing costs.

10 The same figure is suggested for the country -wide share of private rentalsin the UN/ECE- CHF Practical workshop
on housing privatization, Cracow 1999.
1 National Human Development Report, UNDP, Romania 1999, table 36.
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104. Incontrast, the prices of existing dwellings cater for awide range of household budgets. Rough
estimates of the price-to-income ratio for existing housing gppear to fal within the samerange asin a
number of other industridized countries (2.4 to 6.6). For example, a household can purchase an
exiging two-room flat in Bucharest for aslittle as $7,000, or as much as $60,000. Thereisno genera
rule for the price of asngle-family home (known localy asavilld). In urban aress, ardaivey smdl
number of villas have been built recently, many by high-income households. While prices for luxury
units can exceed $100,000, it is possible to buy a modest villawith services on the outskirts of
Bucharest for around $25,000 to $30,000.

105. The concept of housing affordability takes on a different meaning in a country with widespread
free-and-clear ownership (over 94%). In principle, any homeowner can trade his or her present home
for another one of at least smilar value, provided he or she can cover the transaction costs. Thus, there
isavery high degree of potentid effective demand among homeowners. However, it remains merely
potentia when the income of so many proves to be insufficient even to meet normal expenditure on food
and utilities, and where the financid mechanisms are not properly developed (see chapter V).

Therefore, notwithstanding the high leve of private ownership, housing mohility is very low for most
people. Moving to rurd areas, where prices are several times lower, cannot be an option for most of
the active urban population, because employment opportunities are few. Thus the real market develops
within the thin layer of the highest income group's demand.

106. The economic downturn of the past few years has dowed overdl demand for housing. While
this has hit the congtruction industry hard, it has helped to keep pricesin line with incomes, which have
not grown in red terms. The price difference between existing and newly constructed units has made
newly congtructed units unattractive to buyers. Thisisillustrated by the fact that nearly al of the 11,000
beneficiaries of arecent government-subsdized loan programme chose to purchase existing units rather
than new ones. The declinein new housing construction has contributed to heavy job lossesin the
congruction industry; the number of construction workersin 1999 (342,600) was only hdf of what it
was a decade earlier.”

107. Themain condraints on the further development of housing markets have been:
- Limited purchasing power;

Unclear title to much urban land;

A lack of expliait legd provison for obligations regarding utilities,

The lack of an effective strategy for the provison of infrastructure to development Sites;

- Condruction costs too high (due to the still monopolistic position of construction materid
companies, according to some private builders);

The continued and widespread use of traditiond building technologies (with low-paid,
relatively unskilled labour) and resistance to change from consumers and some devel opers, making
congruction dow and unresponsive;

The lack of, or resstance to, public/private partnerships,

The inadequate understanding of markets among many players — education and training are
needed; ™

12 UNECE Annual Bulletin of Housing and Building Statistics and National Commission for Statistics.
13 The Romanian Union of Real Estate Agencies.
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Considerable black market/illegal construction;**
Inadequate conditions for “fair” market competition, making the risk too high for investors;
Financid obstacles (see chapter V).

Some attempts at tackling these factors are described in the following chapters. However, they will
continue to affect housing in Romania for along time, limiting the ability of market mechaniams done to
meet the chdlenges.

C. Apartment blocks: the big challenge

108. The management and maintenance of the housing stock as anationd aswel asaprivate asst is
awidespread issue; but it is of primary concern in the condominiums of Romania, because of:

Their considerable share of the stock in urban aress;

The prevailing use of prefabrication; and

Thelr recent adminigtrative (and not market) transfer from public rental to homeownership.

IThe problems facing management and maintenance in condominiums are:
Institutional (see chapter 3)
Physicd:
- Defects of design, construction, structure and materiad in many buildings;
Worn-out utility infrastructure;
Mass leakage from roofs and baths;
No rooms for socia contact;
Unequipped and neglected spaces around buildings,
- Extremely high densities in many large housing estates (especialy in bucharest);
Socid:
Systematic breaking of the internal rules;
Lack of neighbourhood/community spirit in some cases;
Crime
- Ongoing socia and spatia segregation — leading to socia ghettos;
Political:
Housing is not apalitica priority;
The state is not committed to the future success of condominiums;
Economic:
Market recession;
Low incomes,
High inflation, low savings;
High unemployment;
Urban planning:
Lack of a concept or models for the restructuring of condominium buildings;
Piecemeal approach.

4 The State Inspectorate for Building and Urban Planning, MLPTL, admits it—20%, according to a sample survey in
1993 and according to an expert estimate 10% since 1994.
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109. Therehahilitation of housing can be seen in the larger context of urban renewd:

The genera replacement of buildings as they reach the end of their effective life (see sect. A
above);

The renewa/regeneration of higtoric city centres, and

Earthquake consolidation and the diminishing of future risks.
However, Romania faces the need to restructure and renew large estates of multi-storey gpartment
housing where management and maintenance have been inadequate and the long-term continued use of
the buildingsisin question.

110. Having been neglected, these housing estates are likely to produce increasing socid problemsto
add to the physical and economic ones:

Underdeveloped socid services,

Declining trade, services and other smal businesses when the average spending power of
residents declines,

Alienation of occupants from their immediate environment as it deteriorates, particularly
neglected public spaces,

Declining community ties, especidly if household turnover increases as newcomers view their
homes as only temporary before moving on to somewhere more desirable;

Stress and poor hedlth due to poor thermal and sound insulation and aesthetic quaities of
residentid blocks, and

Continuoudy higher crime rates.

111.  All of theseissuesimply the need for permanent and continuous activity, to ded not only with
the housing environment and technica aspects, but dso with the economic, cultural and psychologica
factors. Overcoming the psychologicd and actud dienation of resdents from their environment is very
complex, and it is therefore more effective to avoid them in the first place. Residents need a focus of
interest, afeding of gability, of ownership, of security and opportunities for future generations.
Resdents identification with their environment in al aspects - from culturd and psychologica to
economic and legd - will motivate them to accept, support or even initiate postive measures for change.

112.  Itisnecessary to promote the establishment of support functions for neighbourhood socid
and, eventudly, the congtruction of a new housing environment. Current legd provisons and the forma
existence of owners associations (see the next two chapters) are proving insufficient.

Urban planning

113. It might be expected that urban planning could provide some solutions for the future of the large
multi- torey apartment block estates.

114. Former urban renewa development practice used to rely on two generd conditions.

The right of compulsory purchase (expropriation) of private property for public purposes
(including new housing congtruction); and

The availability of public subsidiesin the form of direct investments.
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115. Now, both are absent. Moreover, investment in the construction of public buildings has been
reduced to the bare minimum, so that urban renewd projects relying on public finance are now virtualy
impossible. The gpplication of public-private partnership has not soread enough to public investment,
and thisis unlikely to hgppen until public subsidies are avallable again. (All housing renewa projects of
the past few decades have taken place only within the public stock or in architectura conservation
aress.)

116. Thereiscurrently no clear Satutory basis for large-scae renewal projects in owner-occupied
stock —i.e inthe large estates. Nonetheless, this could be organised on avoluntary and contractual
badis, provided thereis public initiative, private willingness and affordakility, and some public subsidies.

117. Romania has been lucky to inherit alarge housing stock of architecturd/cultura/historic vaue.
Mot listed buildings have suffered from insufficient maintenance and they now require consderable
investment in repairs and renewa. Redtitution and private initiatives have sarted the renewa and
converson of resdentid into commercid premises, but it is dill inggnificant in scde, and not planned.
Public attention has recently been attracted to about 100 listed buildings in Bucharest damaged by the
last earthquake. Scarce resources have been sufficient for surveys done and not for the needed
consolidation and refurbishment.

D. New housing construction

118. After asharp drop in 1989-1990, the tota yearly production of new housing fluctuated around
30,000 units until 1999. This makes an average increase of 0.3-0.4% per year and arate of 1.3 units
per 1,000 people.

119. Significant features of this period are the fact that:

New congtruction shifted from urban to rurd areas (the urban/rura ratio in 1990 was
85.4:14.6, and in 1999 35:65);

The basic amenity standards of new housing worsened (in 1998 only 33% of dl new units
were connected to sewerage systems compared with 89.7% in 1990; the trend for piped water
connections was Smilar— from 91.4% in 1990 down to 43.2% in 1998).

120. Thislast negative trend can be partidly explained by the dominant share of new congruction
taking placein rurd areas, where water-supply networks are insufficient and cesspools are traditional.
Apart from addressing basic infrastructure supply, the above trends require arevison of building
regulations and their gpplication.
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Figure XVI. Urban/rural housing construction, 1990-99
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121. Thereare conflicting views as to whether land prices hinder production by contributing to higher
cods. Redtors point to the sharply rising land pricesin prime locations such as downtown Bucharest
(where prices per square metre can exceed US$ 500), but they often overlook the availability of land in
surrounding neighbourhoods and on the periphery which sdlls for aslittle as US$ 10-50 per nt.
Another congraint isthe difficulty of consolideting large parcels of land. Specifically, larger projects
have a higher risk of property clam disputes.

122. The problems of the housing congtruction industry are likely to remain so long asthereisa
relatively soft market for cheap exiding dwellings. The survivd of some firms may depend on their ability
to adapt to the market for renovation and upgrading — something which would help solve the gpartment
block problems mentioned above. In the meantime, many builders (particularly some of the larger firms)
face an even bigger threet to their existence in the form of overdue payments from State organizations.

123. Privateland for resdentid construction can be acquired through market transfers, restitution
(pursuant to Law 18/1990, and provided the land is not built up or re-zoned by the master plan), and
the restitution of former property rights on plots of up to 300 nin rural and 150 ¥ in urban areas. A
magor problem, however, isto identify the landowner — or, more precisdly, to identify him with any
degree of certainty: about 70% of dl titles issued sSince 1990 are being contested in court. Titlesissued
up to 1999 do not contain information on precise location and tax payments. Cadastre registering is
incomplete, sncethereisno lega obligation to register land transfers and 50 years ago private land was
transferred to the public domain and most of the registerslost. Therefore new clamsto a piece of land
cannot be ruled out, and buying land involves risks.™

124.  Public land can be obtained only from the State or loca adminigtrations:

Through public tender, in accordance with the provisons of the urban devel opment
plans and Law 50/1991 (for authorizing congtruction) and Law 219/1998 on leasing ;

Without tendering, where the land is leased for public purposes (including socid housing)
and for extensons to existing congructions.
The minimum price for leasing is decreed by the locd council, to recover the market price of the land
and the infrastructure costs over 25 years.

125. Land leased for housing purposes should not exceed:

In urban areas: 300 nt for a single family house; 200 n? for a house with two storeys and
two apartments ; 150 n for a collective housing unit with maximum 6 dwellings

In rural areas: 1000 n¥ ; or, for second homes, 250 n¥ .

126. Locd authorities do not know the full extent of their assets (especidly in Bucharest). Thereis
no clear land status, hence the many conflicting clams. Each time apiece of land is singled out for
construction, agreat number of daims emerge. Thereis no data bank for land.*®

5 This description and opinion is provided by the local team.
18 This description and opinion is provided by the local team.
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127.  Building permits require the provison of infrastructure for every congtruction project. The
Genera Urban Plan for each area contains clear provisions for each case of undeveloped land, entalling:

An obligation to connect to the existing networks,

Individua solutions (for water, sewerage) where there are no networks (with the obligation
to connect later if such are built);

An obligation on the developer to extend or to increase the capacity of existing public
networks (in the case of larger developments).

128. The Genera Urban Plan of Bucharest provides zoning for resdentid uses and identifies vacant
land for housing congtruction. The regulations that will accompany the Plan will provide detailed
provisons for the type of housing construction to be built (dengity, height, etc.).

Conclusons

129.  After 20 years about 80 % of dl dwedlings will probably come to the end of therr life unless
Serious measures are taken to reverse current trends and considerable efforts and resources are gpplied
to renewa and maintenance dong with replacement and new congruction. Even if ill in use, most
housing will provide just shelter and not a decent standard of housing.  Multi-family structures (35% of
the stock) are in particular need of upgrading.

130. Theaverage dwellingistoo amdl. New condruction should focus on larger units, the existing
housing market provides enough small dwellings. Given the market context the reverse correlation
between affordability and household sze will hinder the achievement of adequacy in housng szefor a

long time.

131. Poor basic amenities and insulation seem to be the most disturbing aspect of Romania s housing
stock, compounded by poor management and the low reliability of some utility networks.

132. Themassve materid problemsin multi-storey gpartment blocks are compounded by the socid
and economic circumstances of their resdents, particularly where condominiums are concerned.

133. Theenormous obstacles facing the fledgling marketsin land and housing prevent them from
adequately addressing the above issues.
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I1. INSTITUTIONAL FRAMEWORK
Introduction

134. Theterm ‘indtitutiond framework’ has become awidely accepted umbrdlatermin the
housing sector covering dl the different organizations that either are or should be involved in housing
throughout the country. The term includes organizations with very different origins, purposes and
condtitutions — governmenta and other public bodies, commercid and charitable organizations, or
those representing private individuads' interestsin associations, professond bodies, etc. This chapter
comments on the viability and sustainability of housing organizationsin Romaniaand, more generdly,
on the whole organizationa structure of housing in Romania

135. Any atempt to describe or understand housing policy in Romania, and itsingtitutiond
framework must take into account the way in which both the public and the private sector
representatives act in relation to it. An important development in Romanian society has been the
number of new organizations which have been created, or evolved, to liaise between the central
Government and its nationd policies on the one hand, and the individua citizen and household on the
other. Thisis much more complicated than the previous relationship between the citizen and a
monolithic State, and dl involved in the future of housing in Romaniawill have to adapt to it.

136. Saesintrangtion arefinding that the effective operation of the housing sector requires newly
created indtitutions to do the work needed by the sector and by society in generd. Severd new
actors have appeared on the housing scene since the end of the communist regime: new private
owners, builders, maintenance companies, banks, property developers, loca councils, cooperatives
and other not-for-profit organizations, and providers of housing services, dl of whom can be
considered as potentia protagonists in ensuring an gppropriate housing environment. Some of these
organizations may have been on the housing scene during the former regime, but their roles have now
changed with the new business environment. Governmenta organizations in particular have to play
completely new roles, and this demands adjustment by individuas and operating cultures dike.

137. Theactivitiesof dl these organizations are closdly interrelated, and from outside appear to
have a common god, implementing a nationa housing policy, reflecting the goas of society asa
whole. Undoubtedly, the organizations are nowadays consdered vitd ‘transmisson’ mechanisms, to
assg, transformor hinder policy formulation and implementation; and thisisamgor issuein
Romania, which is embarking on aradicd transformation of its economy and society. However,
whether the organizations see themselves in the same way isamoot point. They are likely to identify
with “nationd” policy goas only insofar as these gods and the Strategy to achieve them are fully
aticulated, that they have a clear role in implementing them and, indeed, that they fed they were
properly consulted in their formulation at the outset.

138. Every society hasits basic rules and conventions congtituting a“ socid contract” defining
the relationship between State and citizens. The assurance of decent housing conditions is one of
the issues identified here, and isimplicit in Romania s Congtitution (see also Chapter 1V),
adopted by referendum in December 1991 * The State must ensure the creation of al necessary
conditions to increase the qudity of life [art. 134]. Thisimplies certain obligations for the
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different organizations — private or public — asthe indtitutiona actorsin society. For example,
while the housing-rdated inditutiona framework and legidation dways infringe on privae
property rights, they aso place obligations on landlords and tenants irrespective of any
contractua arrangements. According to the Condtitution ‘ The State shall protect property’
[art. 135] and ‘ Private property shal be equaly protected by the law, irrespective of its

139. These conditutiond principles oblige the Government to pursue a housing policy that will
provide long-term guarantees for dl citizens. Alternative housing policies lead to variationsin the
inditutiona framework and will inevitably result in unequa housing qudity and satisfaction among
consumers. In comparison with the previous, totaly regulated and congtrained life of individuadsin
Romania, the present range of housing conditionsis, at least in theory, much wider. Today choice
has become amost obligatory and substantive for everyday life, in dl areas of socid activity —
including housing. Y et an individua’ s opportunity to exercise choice is very often determined by his
practica opportunities and resources. Moreover, aswill be seen later, limited opportunities and
resources a so restrict many individuas' ability to assume the wide range of respongibilitieslaid down
in legidation.

140. Romanid sinditutiond framework can be understood by comparing it to atypica
organizationa pyramid. At the top isthe State with its parliamentary structures, ministries and other
governmenta authorities. At the bottom are the individual households, the basic units of the whole
housing-related inditutiona framework, together with the consumers for whom it was developed.
The intermediate levels cortain dl the other actors, not necessarily in any clear rdationa hierarchy,
but certainly dependent to various degrees on their relationship with the base and the gpex.

141. Itisworthwhile here to highlight one group within the hierarchy, the nongovernmenta
organizations (NGOs), which has become a sgnificant indtitutiona congtituent grouping smdler, less
powerful organizations with like interests. NGOs are avoluntary dement whose main missonisto
defend the interests of the smdler actorsin the market. 1n most cases, neither the NGOs themselves
nor those with whom they might dedl have yet to redize their potentid for improving the functioning
of the housing market.

142.  Thischapter focuses primarily on issues related to organizationd changes and the relationship
among the various actors. It starts with the specid role of theindividua households, for whom the
housing sector exits. However, the intention is not just to see how other actors go about satisfying
the household as a consumer. It is equally important to see whether and how households themsdlves
act inthar own interest. Specificadly, does the indtitutiona environment in Romania hep individuds
to adapt to the new conditions, to recognize their choices and make decisons in line with their own
individua housng drategies. Thereisno universd inditutiond modd for housing which can
guarantee reliable results in any setting whatsoever, S0 the analysis seeksto take full account of the
redity in Romania

A. Governmental structures

143. Saeintervention in housing - influencing and regulating the sector - wasthe normin
Romania from the Second World War up to the early 1990s. Since then, society has changed
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congderably, and the role of centrd Government has gradually changed, even if it ill remains
consderable. Even in areas where the Government has tried to escape direct respongbility by
cregting afree market, thereis dill alegitimate tendency to look to the Government for leadership.
This applies equaly to the need to ensure awell-functioning free market, and also to those cases
where State intervention is needed to support those without effective access to the market.

144. Itisimportant to acknowledge the legal aspects of State intervention in housing, as set out in
the next chapter, and to recognize the crucid roles which the Romanian Condtitution and
parliamentary legidation play in etablishing the inditutiond framework for State action in housing.
The Parliament has two chambers. the Senate and the Chamber of Deputies. Parliamentary
legidative procedures are enshrined in the Condtitution, but the initiative lies with the Government,
which can introduce bills in the chambers. In the case of the Senate, housing-related bills are passed
to its Permanent Commission for Public Adminigration and Regiond Planning, while in the case of
the Chamber of Deputies they are submitted to its Permanent Commission for Local Adminigtration
and Environmentd. The Ministry of Public Works, Transport and Housing is responsible for housing,
and coordinates consultation on parliamentary bills with other minigtries before the hills are submitted
to the speciaized permanent commissions. Through their permanent commissions, the two chambers
have developed their internationa housing activities with the Globa Parliamentarians for Habitat and
its European Regiona Council for Habitat.

145.  The current Housing Act sets out the Government’ srole in housing (see chap. 1V), and
edtablishes two mgjor obligations for the Government when establishing the indtitutiona framework
for houdng:

“The Government is responsible for the coordinated implementation of housing
development policy throughout the country.

“The housing congtruction programme shdl be drawn up by the Minigtry of Public
Works, Transport and Housing on the basis of evidence submitted by interested bodiesin the public
adminigration and loca councils, in accordance with the legally approved urban and regiond
planning documents (art. 67).

146. The Housing Act aso echoes the sentiments of many locd officids by emphaszing quite
strongly the role of government in providing socia housing for disadvantaged groups. It dso defines
tenant-landlord relationships and establishes the legd framework for condominium associations.

Central Government

147.  In 1992, the Romanian Government adopted the Guiding Principlesfor the National
Strategy for Housing, which stated broad objectives for establishing market mechanisms and
providing asocid safety net for disadvantaged households. The mgor activities promoted by these
Guiding Principlesindude:

(& The maintenance and rehabilitation of the existing housing stock;

(b) The development of alegd and indtitutiond framework for a housing finance system;

() Theimprovement of housing manegement;

(d) The development of a private rental sector;
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(€) The condtruction of new housing;
(f) The completion of unfinished units; and
(9) The development of infragtructure.

148. Theprimary housng responghilities of the nationd public indtitutions, mogt of which are part
of or related to central Government, are:

(&) Deveoping and implementing specific housing sector policies,

(b) Developing and implementing a drategy for the sudainable development of human
Settlements,

(c) Credting an indtitutiona framework for housing;

(d) Creating an environment for the functioning of the red- estate market;

(e) Deveoping the necessary mechanisms for the development of the housing sector;

(f) Ensuring safe and secure housing;;

(9) Enforcing urban planning and housing regulations and the uniform agpplication of legd
provisons.

149. Theserepresent the governmentd remit in providing the necessary leadership and framework
for Romania s nationa housing sector. The list includes very different activities, and therefore
demands well-balanced cooperation between the various centrd adminigtration ingtitutions with
specific respongbilities. This means that not only the Ministry of Public Works, Transport and
Housing, but dso the Minigtries of Finance, Justice, Employment and Socia Solidarity, and the
Central Bank have to be involved when housing matters are consdered on nationd level.

150. TheMinistry of Public Works, Transport and Housing (MLPTL) handles
congtruction, housing and urban matters and dates back to 1862. Aswell as preparing the relevant
legidation, the Minigtry currently has respongibility for providing ministerid services, and the principa
management and planning functions in the country in its area of responghility.

151. MLPTL hasthe fallowing mgor housng subdivisons.
- The Generd Directorate for Housng Congtruction;
The Generd Directorate for Urban and Territorid Planning;
The Generd Directorate for Real Estate Cadastre and Urban Management;
The State Inspectorate for Construction and Urban Devel opment.

152. Inadditionto these subdivisons, MLPTL isresponsble for State qudity control during the
whole lifecycle of dl buildings. This obligation is carried out by officids of the State Ingpectorate for
Congtructions, Public Works, Urbanism and Land-use Planning (newly indtitutiondized in 1995
through the Act on Quality in Congtruction 10/1994; art. 20 and 30). State ingpection of
congtruction in Romania extends back to 1864, and its present role isto control the bearing capacity
of buildings, the sability of structures, and their seismic performance. The sarvice is government-
gppointed and financed, and accountable directly to MLPTL, and not to the loca authorities. Being
independent from local management Structures, ingpectors can use relevant measures even — or
especidly - when no building permits have been issued: acritica issue a present, epecidly for
housing.
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153. In preparing and implementing its national housing strategy, the Romanian Government
has received wide international assistance, both technical and financial. The funds provided have
been used to sponsor seminars and workshops on a variety of housing topics. Housing-related
assistance has been provided by the United States Agency for International Development
(USAID), the British Council, EU PHARE, and the World Bank.

Figure XIX. Ministry of Public Works, Transport and Housing
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National Centre for Human Settlements

154. In 1991 (Government Decision No. 515) the National Centre for Human Settlements
(NCHS) was established, mainly to formulate a national habitat strategy, aimed primarily at ‘an
adequate habitat for everyone’ and the identification of mechanisms to achieve this. NCHS is a
specialized department within the MLPTL and reports directly to the Prime Minister, while the
Minister of Public Works, Transport and Housing is its chairman. The membership of this
Centre is composed of the director-generals of 21 different departments and ministries. With this
membership NCHS is in a unique position, not only to create a strategic cross-government
approach to the many challenges facing the housing sector in Romania, but also to ensure that the
resulting policies and proposals are implemented. It has no mainstream dedicated resources to
implement its policies and its function is restricted to policy generation and guidance.

155. NCHS has taken the lead in representing Romania in international relations in the field of
housing, ensuring the relevant contacts with the Committee on Human Settlements of the
Economic Commission for Europe and with the United Nations Centre for Human Settlements in
Nairobi. The very first task of NCHS was to compile, within a few months of its foundation, the
guiding principles for the national strategy for the United Nations Habitat Agenda. So far,
NCHS has prepared the National Housing Strategy setting out the general principles for a
market-orientated housing sector in Romania, and also the national report for the 1996 Istanbul
Habitat Conference. This is essentially a broad statement of ‘habitat principles’; but at the
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present time, these have not become - nor are they sufficient in their own right to condtitute a
nationa housing strategy. However, the principles do provide a generd direction for housing
and the environment in the absence of other, more specific, nationa housing policies.

156. Following the prescriptions of the Housing Act, dl NCHS activities involved only centra
Government representatives. However, in 1999, some norngovernmental organizations (NGOs), the
Federation of Municipdities, the Federation of Towns, the Federation of Communes and the Habitat
Group, applied to join the Centre. Nonethel ess, awide range of organizations representing different
interestsin housing remain unrepresented in this nationd forum.

157. The absence of practitioners representatives within NCHS must be viewed as a sgnificant
weekness, at least when looking for an explanation for its limited successto date. As positive
reactionsto the international Habitat Agenda, and as expressions of aspirations for a future for
housing in Romaniawith which the vast majority of the population could easily identify, the output
from NCHS has undoubtedly been welcomed and praised. However, it suffers from insufficient
information on the redlities of the housing Situation in the country, as reflected in thisreport. The
nationa strategy documents pay very little attention to how they are to be implemented with the
limited resources — human, financid and inditutiond — at the country’ s disposal. They also appear to
reflect an inadequate analysis of the urgency, scde and nature of the very red problemsfacing
practitioners day by day.

National Housing Agency

158. The National Housing Agency (NHA) is a public-interest inditution, created in
September 1999 to stimulate new housing congtruction, and the rehabilitation and consolidation of
exiding buildings. At present, its main objective is new housing, currently considered to be most
important and explicitly mentioned in the Romanian Government’ s programme for 1997 2000.

159. The agency has a Nationa Coordinating Council of 13 members, and a Board of 7
members. Thetotd staff of the NHA is currently 60; but when implementing its current business plan
the gtaff should be doubled. It will act through a centrd adminigtration and branches throughout
Romania. Each year, the NHA management has to report to Parliament on its activities.

160. The NHA represents cooperation between the State, the commercia banks, and the
potentid clients for new homes. It proposes housing-related financid products for the Romanian
market and manages their use as packages (see chapter V). It 0 acts as a consultant: compiling
technica, economic, legd and financid reports on agpects of homeownership. All these activities are
well covered with a system of contracts and professiona advice provided for the clients.

Urbanproiect
161. Urbanproiect isthe short title of the National I nstitute of Resear ch and Development

for Urban and Regional Planning, which offers expertise in spdid planning a dl leves —
nationd, regiona and local — and aso deals with the complex problems of urban development,
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housing palicy, and the specid needs of loca government in urban and regiond development. The
specidids of the Inditute have been involved in projectsfor:
. Thegpdid planning of the nationd territory;

Regiond studies and spatia planning for counties,

Urban development;

The sugtainable development of the built environment;

Urban housing, including peformance indicators for the housing sector, and the
rehdailltetl on of large housing edtates;

The trandfer of know-how, mainly for housing-related competenciesto local authorities.

INCERC

162. The National Ingtitute for Research and Development in Building and Construction
Economics (INCERC) was founded in the 1950s, and today its research has won internationa
recognition. Its main fields of activity are, inter alia, earthquake engineering, building rehabilitation,
gructura stability and durability, energy saving and insulation, and professond training. These dll
have practicd relevance for the nationd housing sector.

B. Local authorities

163. The changes which have taken place in Romanian society are not the result of organic change
and congtant development, but rather a complex interaction of economic and socia forces with very
strong policy direction from centrd to locd government. The basic adminigtrative units are counties,
municipdities and communes. Romaniais divided into 41 counties plus the municipdity of

Bucharest. Each of these units hasits own locd council, as do the municipdities and communes into
which each county is divided. Bucharest is divided into urban quarters, each with its own council.
Consequently, there are nearly 3,000 directly dected mayors and councils, 265 arein cities.

164. Thescdeof thisloca adminigtration and the rate a which it has had to change since 1990
inevitably raise questions as to the adequacy of the necessary skills and competence. Certainly, the
pace of change in society suggests an acute lack of understanding of loca government
responshilities. According to asurvey published in Bucharest Business Weekly on 15 May 2000,
85 per cent of French entrepreneurs who have started a business in Romania found the local
authorities * uncooperative’. Some 30 per cent of those questioned gave “bureaucracy” asthe main
reason for the lack of cooperation, while 16 per cent smply deemed the officiasin question
“incompetent”.

165. The powersand duties of local authorities are laid down in legidation. According to art. 119
of the Condtitution their powers are based on the principle of local autonomy and independence.
They are, however, highly reliant upon central Government, not leest for subsidies and funding
controls. The nationd Government aso gppoints each county’ s Prefect, who represents nationa
interests.
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Regional bodies

166. The Law on Regiond Development in Romania (151/1998) crested eight development
regions (fig. 1V). The main ams of regiond development policy areto:

Decrease the exigting regiond imbaance;

Harmonize the inditutiona framework to correspond to EU membership criteria;

Bdance centrd government policy for sectord development with regiond and local
resources and the need to stimulate locdl initiatives, and

Stimulate cooperdive links between authorities for interregiond, internd  and
internationd projects.

167. To achievethe gods stated above, this Law establishes the relevant ingtitutional structures:
The Nationd Council for Regiond Development;
The Nationd Agency for Regiond Development; and
The National Fund for Regiond Development.

168. The Fund finances the programmes usng money from dther the State budget or
international sources, whereas the Council — regiona board representatives — decides genera
policy and the Agency implementsiit.

169. The development regions were established by voluntary cooperation among the counties,
and have no legd datus as adminidrative units. County councils do not have direct responsbility
for housng and regiond drategy pays little atention to locd housing-related issues. This may
represent a missed opportunity, when “regiona” projects  paticularly spatid drategies — are
being drafted without housing being taken into account ether as part of the economic development
infragtructure or as a potentid beneficiary within wider development planning. Current regiond
planning for the Bucharest city region, for example, recognizes tha more land is needed for
housing, but provides little evidence that existing housing issues are being taken into account.

Local councils

170. The powers, duties and respongbilities of loca authorities are laid down in parliamentary
acts.  Recently, the Government transferred consderable obligations to the councils, a move
“unprecedented in Romanian higtory” (Oxford Andytica Brief, 10 May 2000). This was an
attempt to restructure the loca authorities into ingtitutions which are better placed to ded with locdl
housing problems among other things. Currently the competencies of local coundils in housng-
related issues are to:

Devedop, implement and monitor loca policies according to the generd principles of
nationd policy;

Monitor the local housing market by careful evauation of supply and demand;

Facilitate access to housing for specific categories of families and individuds, and
edtablish their own priorities

Secure specid funds for new housing for socidly disadvantaged individuas and
households;

Provide land for new housing;
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Deveop land for new housing, providing the basic infrastructure;
Allocate land in loca government ownership to socid housing;
Finance the development of socid and emergency housing from loca budgets,
- Provide technicd assstance, finance and consultancy for the consolidation of the housing
stock againgt seismic damage;
Support urban renewd and rehabilitation policies, including housing;
Implement specific programmes to support loca action and community management.

171. Fgure XX depicts the organization chart of a randomly selected county showing its mgjor
fields of activity and the hierarchy of respongihility.

Figure XX. Dambovita county council
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Source: Ministry of Public Works, Transport and Housing

172. A look a the organization chart (Fig. 3.2) revealsthat councils have departments to plan
investments and condruction in al of its phases. They are dso in aposition as a public body to fulfil
their obligations regarding property ownership. Thisis true of most municipaities and counties, but
not of the communes much larger in number. It is normd for the communes to buy services from their
county council. Additiondly, municipdities are still respongble for providing most of the utilities
through loca companies.

173. Atthesametime, it would gppear to be norma for councils to have no “housing”
department or office directly and fully respongble for al housing issues. Even the letting,
management, maintenance, sales and purchases, and utility provision of a council’s own housing
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stock are likely to be in the hands of different departments. Land zoning, infrastructure provision,
building permits, and other functions related to housing outside the council’ s stock are smilarly
dispersed among adminigtrative depatments.  Regardless of the cgpability of a council’s s&ff, there
isnormally no indtitutiona structure grouping dl the dements of the loca housing Situation which can
provide a clear picture for decisonmakers, yet thisisindispensable if councils are to exercise
properly their roles strengthened by the delegation to them of greater responsihilities.

174. A city praised as one of the leading housing authorities offers an illugtration. It has aregister
of the thousands of households requiring new homes. Thisregister is used effectively asawaiting lig,
with afatdism reflecting the inability of the council to offer homes to more than afew dozen
households each year. Despite relevant data being collected through administrative procedures,
there are no andyses available to indicate the urgency of the need of those on the register, nor their
financid circumstances, nor the suitability of the property currently occupied by others. There are
therefore no datato feed into the local property and land development plans. Not surprisingly, loca
housing srategies are effectively unknown in Romania.

175. Itisimportant to emphasize that, in addition to their obligation to manage public properties,
loca councils dso have responghilitiesin private sector housing: they have to provide site
infrastructure, and building inspection and check whether the existing housing stock isfit for
habitation. Specificaly, loca councils are responsible for the creation of agenera urban
development plan (landuse) for their municipality or commune, which has alot to say asto how these
issues can be tackled; the plans are then checked by MLPTL and submitted for gpprova to the loca
authorities. The plans should provide for the medium-term development of the areg, including land
zoned for new housing, redevelopment, infrastructure provision, and so on. Yet there are no
indications of any assessment of future housing need or demand which can influence the scale of land
provision for future housing, and the Ministry does not seem to expect it.

176.  Urban renewd isthe responsibility of loca councils, but, snce they lack the funds, they
cannot undertake large (or even small) regeneration projects. Again, this gppears to be a sufficient
reason to ignore the need for renewd in urban development plans, and for it not to be expected by
the Ministry. There are dtill no reliable incentives to channd private fundsinto urban renewd and
housing modernization. It is tempting to see this as a consequence of o little atention being paid to
the problem.

C. Privateindividuals and associations

177. ‘Romanid s econony isafree market economy’ (Congitution, art. 134) and private
individuas — more properly households, in the context of housing — have been inditutiondized as
consumers within that free market, and as such are expected to make their own choices based upon
their persond preferencesin order to achieve their persond levels of satisfaction. Property rights
and their concomitant respongbilities are A so granted to the individua and are critica aspects of the
inditutiona environment.

178. At the sametime, the Government has responsihilities towards the individua. Through
formal organizations, and with the help of other indtitutiond actors, the State as the supreme
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public indtitution has to set up alegd framework for society, and which dso hesto clarify therole
and performance of dl theindividud actors. All the numerous housing-related laws passed in
Romania during the last decade of the 20" century have gradudly created the framework for the
new inditutionsin society.

179. InRomania individua households have been seen asthe key actorsin assuring the quaity of
housing services acceptable to every single inhabitant in the country. Asindividua actors—red or
potential property owners - households have been viewed as the perfect and only solution for taking
decisonsto maximize their own housing utility. However, the observer of Romaniatoday cannot fail
to be struck by the lack of experience of householdsin playing their role.

180. Themos radica change has been for former tenants of public housing, and particularly those
in gpartment blocks, who are now owners of gpartments in condominiums. These households may
have over 20 years experiencein their gpartment block’ s tenants' association, but though their
present status may seem amilar, it is fundamentaly different. There are strong indications that many
of them have not yet fully understood the change of the 90s. These households were individuas for
whom the State was an abstract and impersond landlord and ingtitutional owner respongble for the
property. Now these same households have become the real lega owners of the property and their
roleisvery different: they are gpartment owners and joint owners of the building structure and
common areas. In other words, the owner-occupiers of nearly haf the dwellingsin Romania(i.e.
those in condominiums) have become property owners without any preparation or warning to help
them fully assume their new responsibilities and, where necessary, change their mentality. It is clear
that these marked changes in attitudes aso require educationd indtitutions and action.

Responsibilities of the property-owning household

181. Therearetwo mgor inditutiond relationships which officidly bind each sngle property-
owning household:
Legd obligations crested by society giving full respongbility for the property; and
Contractua obligations to private sector organizations which provide households the
different services affecting housing qudlity.

182. The 1995 Law on construction quality establishes the mgor duties and respongibilities of dl
the partiesinvolved. These duties distinguish between the owners and the occupiers of buildings.
However, snce some 94% of Romanid s housing stock is owner-occupied, most households have to
respect both types of duties. Asownersthey haveto:

Organize due maintenance and repair for the building;

Update the technica record book for the building, handing it over to any new owner;

Act on any officid recommendations on the status of the buildings,

Strictly follow the design documents compiled by professionas when carrying out any
type of congtruction work;

Ensure thet al the work done to the building respects the regulations;

Respect Al regulations when using the building.

183. Asusars— but dso as adminigtrators of the facilities— they have to:
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Carry out dl the maintenance and repair work required by the occupation contract;
Carry out dl the officidly recommended work required to improve the structure;
- Implement recommendations on the satus of the building as indicated in the technica
book;
- Inform the public authorities (State ingpection service) of any technica accidentsin the
building.

184. Inshort, both these lists require the owner-occupier to use highly skilled professonadsto
manage and maintain the blocks properly. The Housing Act (art. 35), Statesthat *...in those
dwdling houses with more than one dwelling, the owner is responsible for the proper functioning of
the dwelling of which heis the sole owner, or which is held in common’

Owners’ associations in condominiums
Housing management, tenants associations and utility companies

185.  Under the former communist regime, municipaly-owned management companies were
responsible for repairs to and maintenance of State-owned housing, and had contractua
arrangements with tenants associations for private properties. This system has gradually broken
down over the past decade as management organizations subsidies have been withdrawn, leaving

ket'. Some of these organizations have gone bankrupt, others have split up. A
large number have been absorbed by other ventures during privatization, whilst yet others have
moved into more lucrative markets, such as new congtruction & the very ‘top end’ of the market or
the very limited State-funded congtruction business.

186. The ‘condominium-type associations, now alega obligation for homeownersin multi-family
units (see chap. 1V), should become essentid to the management of multi-family units However,
their functioning and actua number are open question.

187. A precondition for a successful organization is a clear target and/or collective interest, and
the transformation of individud actorsinto inditutiona ones has often been initiated by the recognition
of common problems. By privatizing blocks of flats in Romania and sdling them to gtting tenants, the
State created the conditions for the new owners to identify their mutud interests, and hence to
engage in the joint management and maintenance of common spaces, structures and facilities. “For
this purpose, the owners shall form an association with the capacity of alegd person’, asthe Act
dates, and the Act’ s definition of an owners association is a nonprofit-making company for
improving and managing the block.

188. Under the Housing Act, condominiums may be managed by naturd or lega persons,
associations, public agencies, or specidised companies. In each case, however, the management is
to be gppointed by and under the contral of the joint owners, in whose interest it operates. The
magor obllgatlons of the housing manager of a multi-gpartment block are to:

Adminiger the goods and funds;

Prepare the contracts with al suppliers of services,

Inform dl inhabitants in the block of the regulations governing their cohabitation;

Represent the owners' interests in contracts signed with the public authorities, and

Fulfil any other legdly contracted respongbilities.
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189. Thefirg versgon of the Housing Act required owners associaionsto be established in dl
privatized blocks within 12 months from the date a which the legidation came into force. This
deadline was omitted from later enactments, even though these associations are still considered the
only recognized ingtitutiond entity for the blocks of flats. According to the officid guidelines
published by the Ministry (MLPTL), the benefits, for the owners, of cregting owners associations
are;

. Theassociation will act asalega person on the market-place, representing the owners as
abody;
Each owner (representing the household) can participate in planning the work on the
block, or any investment, and judge the effectiveness of these expenditures,

All owners have the right to check the financid status of the association, to vote for

different priorities, budgets, and financing options for services, or on regulations to be gpplied on the
premises.

190. The same guiddines dso stress that ownership entails certain responsibilities and redtrictions:

Every owner and household is sngly and collectively responsible for the technicd repair
and qudity of the building and for any jointly accepted obligations;

In sharing the block and common spaces, dl resdents have to follow the rdevant rules
and regulations guaranteeing norma socid relations; and

All obligations are subject to contract, and every party hasto be informed of their cost
(otherwise the parties are not responsible for them).

191. Despite these advantages, the number of owners associationsis il relatively smdl and they
are not playing the role expected. It has been suggested that they number about 8,000 i.e. about
20% of the condominiums. Thereisin fact no reiable information available about the number of
associations, not even for Bucharest. This shows just how little the Government and authorities are
interested in these owners associations and their activities; yet their success or otherwise could
prove to be the Sngle most important factor in determining the future of the country’s housing stock.

192.  Problems shared by households living in condominiums — the poor condition of gpartments
and their technica services, and the need for a common approach to the utility providers — have been
identified and highly publicized in the Romanian media. Y &t, there is no great enthusiasm for forming
active owners associaions to tackle these problems directly within the condominiums. The following
have been highlighted as the mgor reasons for this rdatively low leve of interest:

The officid procedure for registering an owners association is lengthy and complicated;

The red benefits the association can offer them are not very clear and understandable for
most households, who liken them to the former tenants association;

The change of status from tenant to owner was rgpid for most individuas and, more
importantly, was undertaken without much consideration of the consequences; hence, generdly
speaking, many new owners do not redize just how much their circumstances have changed.
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193.  Currently therole of the owners associationsis dill limited, sometimes restricted to that of
representationa bodies when negotiating — especidly with the utility companies - the payment due for
the quality of services provided. Most owners associations manege the blocks themselves sinceit is
chegper to do so. Although the officid guidelines recommended a comprehensive housing
management sarvice, this hasrarely emerged in practice. The housing manager isusudly aretiree- a
volunteer — willing to callect payments from residents of the block: he is certainly not a professond.
Conseguently, this activity hardly represents the professona service and responsbilities required by
the rlevant acts. The result is shortfdls in the activity of the owners associations, especialy
regarding compliance with the requirement for an annud report on incomes and expenditure. What is
more, when associations plan or undertake congtruction, repair work, or smilar structural aterations
to their blocks, they do not dways gpply for the necessary building permit.

194. Many commentators expressed a belief that the owners associations would be as successful
asthe rdatively well organized tenants associations of the past. However, if thiswere true, it should
have been evident dready. Moreover, these two types of association are not redly smilar, and the
roles of their members are totaly different, especidly in terms of the legd responghbilities of the
individua household. Tenants associations can never be smply turned into owners associaions
without a change in the mentdity of individuds.

195. The pictureiseven more complicated when not al of the households in ablock are owners—
i.e. when some are tenants. The Housing Act actudly provides for this possibility by recognizing
tenants associaionsaso. Their role, assated in thelaw is: to ‘.. .represent their interestsin relation
with the owners as well as with any other naturd or legd persons (art. 37). However, thisvery
generd statement proved to be insufficient to protect individua tenant households, so Emergency
Ordinance (40/1999) was issued to provide them with additiona protection.

Contractual relations of the households to the private sector

196. Contracts are one of the mgjor means of formaizing the relationships between the
inditutiona eements in the market economy. Traditionaly, homeowners had to contract directly
with the utility companies for services — hegting, water, eectricity, rubbish collection, gas, telephone,
cable TV, etc. - thislist may differ congderably depending on the locdity. (In Romania 96.7% of al
dwellings are connected to an dectricity supply, whereas only 11.4% in rurd and 87% in urban area
are connected to awater supply and sewage.) Each of the service companies hasits standard
contracts covering the basic obligation to provide the service and maintain the ingdlations. Often the
beneficiaries must pay for the services they are offered, even if redundant and whatever their qudity,
or befined.

197. Theutility companies have prepared new standard contracts for gpartment blocks with
registered owners associaions, yet, in most buildings, the former contracts with individua owners
aedill vdid. The key difference between individual and associationbased contractsisthat, in
buildings without registered associations, the owners cannot file legd clams. So, registering the
ownership of the flat and the owners association can be an effective tool for deding with households
not paying their charges. Anyhow, households can turn to the State Office for Consumer Protection
to seek remedy for poor service.
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198. Theragpid and massive privatization of housing in Romania has not been supported by a
amilar privatization of the support and service systems needed for privately owned housing units. In
practice, the old digtrict-based utilities and service companies largely enjoy a monopoly Stuation,
athough the Office of Competition supervizes the tariffs for basic services. There are now no
municipa housing maintenance companies to act — even temporarily — as buffers between suppliers
and household- consumers. So difficult local problems are transferred from the locd to the nationa
levd, and the single sarvice users find themsdlves facing large and powerful service providers.

D. Private sector organizations

199. Inits market-based approach, Romanian housing policy relies on private-sector companies
to provide the mgor servicesfor dl households. The private commercid organizationsin the housng
market fdl into one of the fallowing:
- Hnandd inditutions providing mortgages and housing loans;
Entrepreneursin the construction and property market;
Municipa utility companies,
Consultancy and research companies.

200. Inany developed economy, most households rely on the private sector to provide housing.
At the same time, normal competition has to guarantee the quality and affordability of these services.

Financial institutions

201. Thewhole banking sector is developing and changing. This sector is dedt with in more detal
in chapter V interms of itsrole in the economy and in providing housing finance. The banks have a
wider indtitutiona remit, however, to help provide rdevant finance instruments and a more conducive
environment for a contract-based service economy for housing services, and for the arrangements
between households and owners associations. For example, meeting the terms of a contract will be
eader if consumers pay their dues. For this reason, extending the banking infrastructure to every
settlement and household would be extremely beneficid. In addition to the traditiona banking
system, new private initiative-based financid ingtitutions have emerged to serve the Romanian
housing sector.

202. The Community Financial Ingtitution (CARA), founded with support from the
Cooperative Housing Foundation (CHF) (see below) in 1998. CARA is established under
Romanian law (122/1996) as the equivalent of the credit union in western democracies. a community
financid indtitution offering members both depostory and lending services. Its capitdization is based
primarily on members deposits. CARA is an association organized around the collective
membership of small business and homeowners' associations with whom CHF has worked in
partnership. The CARA lending policy is geared to individua home improvements.
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203. TheRomanian Loan Guarantee Fund (FRGC) isacommercid inditution targeting the
new middle class seeking new homes for owner-occupation. The beneficiarieswill be Romanian
citizens, and the first development schemes are currently under way.

Construction sector companies

204.  The Law on Qudity in Congtruction (10/1995) determinesthe role of dl the different building
professons and companiesin Romania. The congruction industry is based on private
entrepreneurship and plays the key role in housing by producing buildings and the necessary
infrastructure. In addition to ‘traditiond’ construction work, the sector covers the devel opment of
technology, civil engineering, and aso repairs and maintains built structures. All these aress are
experiencing technologica changes which dso affect society — an aspect which requires dl relevant
information to be collected and properly analysed.

205.  The congruction industry has been influenced by significant changes since public developers
dominated housing congruction in the early 1990s. During the trandtion period alarge number of
small congtruction firms appeared on the market being ether of private or mixed ownership. By
1998 the share of private and mixed ownership construction had increased to 97.5% and the
relatively large number of smal companies created the preconditions for norma market competition.
(table 112).

Table 11. Construction companies by owner ship and size, 1995 - 98
Distribution by type of ownership 1995 1996 1997 1998

TOTAL 8288 5494 8042 8263
incl. State 520 370 236 204
private 7675 5010 7656 7943
mixed 93 114 150 116

Distribution of private companies
by number of employees

very large (1000+) 22 21 21 19
large (500-1000) 37 45 46 a4
medium (100-500) 382 365 426 425
small (50-100) 323 300 397 424
very small (-50) 6911 4271 6717 6986

Source: Ministry of Public Works, Transport and Housing.

206. At the sametimean anayssof turnover (the congruction work done) on the congtruction
market revedls that in spite of a decrease in the number of State-owned congtruction companies their
sharein turnover increased more rapidly than that of the private sector (table 12). This shows that
they are dill relatively strong on the congtruction and property market.

Table12. Construction companiesturnover, 1997 - 98

1997 1998
Turnover Share Turnover Share
in billion lei in % in billion lei in %
TOTAL 26093.5 - 33858.8
By State-owned companies 3244.1 124 6009.8 17.7
By private companies 19088.7 73.2 26417.2 78.0
By mixed companies 3760.7 14.4 1431.8 4.2

Source: Ministry of Public Works, Transport and Housing.

207. The data on the construction output of the past decade shows that there have been ups and
downs (Table 13). Amarked increase in volume during 1994-96 changed to a teep fdl in the
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congruction sector a comparable prices. According to the EEDB Executive Summaries, in the first
nine months of 1999 the sharpest declines were reported in construction, where output fell 15.1%.

Table 13. Role of the construction sector and itsoutput (1990 - 99)

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

Share of construction 13.1 9.4 10.7 9.5 10.7 12.0 12.6 9.1 8.7 7.8

in GDP (in %)

Current prices 1124 2082 6424 1900.1 5341.7 8691.2 13791.4 22860.5 29367.5 40825.2
in billion lei

Compared to 1990 100.0 735 76.9 85.7 1106 1252 1298 98.1 804 70.6

in %

Source: Ministry of Public Works, Transport and Housing.

208.  Inrecent years the share of congtruction work in GDP has fallen below 10%, but interviews
and data provided on the congtruction sector do not include data on the amount of renovation work
done. It isnot possible, then, to plot the structura changes in the congtruction sector — the generd
trend in countries in trangition has been amarked increase in the amount of recongtruction
undertaken to improve the qudity of the built environment.

209.  Nor is here any information on the activities of gpecidized maintenance companies on the
congtruction market. Most construction companies may have the necessary technology and know-
how, and they can aso work on well balanced contractual schemes and do repair work. But in the
longterm they cannot guarantee reliable planned maintenance for the built environment, including the
nationa housing stock, since the basic economic incentives for construction and maintenance work
are different.

210. The congruction sector is aso closdly related to the utilities companies. Since they operate
the service lines, these companies are responsible for repairing these engineering facilities, and
carrying out the necessary work on them. Electricity and gas companies are State owned. Water and
sewage, and district- heating companies are managed by the municipa authorities which dictate these
companies operationd policy. The lack of financia resources means that the mgor problem for
these companies is covering development costs. The genera opinion reflected in interviews or
reports, is that the services provided by these companies are of ‘poor qudity’. The qudity of housing
dready suffersfrom this, but it will become a criticd issuein the longterm and influence the Romanian
housing sector. For more details about these companies, see the descriptions of the activities of the
professional bodies below.

Research institutions

211. All housng sector inditutions —be they public or private — require rdiable background
information on demand for housing. There are two research inditutions undertaking surveys in the
housing sector, in particular looking for household preferences.

212. The Centre for Urban and Regional Sociology (CURY) is a private research agency
where research activities are carried out in the following four departments:

Public opinion palling;
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Sociologicd research in housing, urbanism and community development;
Marketing research;
Advertisng and audience research.

213. CURS s the only Romanian indtitution participating in the European Neawork for Housing
Research (ENHR). The most important housing-related research projects have been:

‘Habitat socid indicators (setting indicators for measuring housing qudity, environment
quality, housing stock and the type of housing desired);

A ‘social map of Romania (looking for interrdationships among housing, demography,
urbanization, socid sructure, inter-ethnic relations, and the population’s palitical behaviour) it is the
most important work of CURS in community development;

‘Romanian village revisited’ a study about villages in Romania

214. The Research Ingtitute for the Quality of Life was established in 1990 and today has a
wide range of scientific cooperation initsmain fields of research, i.e.

Quality of life. Specid attention is paid to development in the population’sliving
gtandard, income and consumption patterns. Starting in 1990, its "Diagnosis of the Qudity of life" has
been conducted annually, on representative nationa samples,

Social policies. It undertakes comparative andyses and evauations of the socia policy
adopted and issues prognoses of the effects of a certain socid policy; it dso investigates dternative
solutions for Romania s socid and economic problems.

215.  Two housng-policy-related surveys were carried out for the Ministry of Public Works and
Territorid Planning in spring 1999: *Housing need in Romania and ‘A perception of loca problems

E. Non-governmental organizations

216. In democratic societies non-governmenta organizations (NGOs) play an important role in
solving problems of public interest. They are the ‘new actors and as inditutions have to develop
their own sKkills. Potentid activities can be encouraged or discouraged by the society, but ther
inditutional role cannot be dictated by law.

217. Ther drength and their importance for society are earned by representing certain
organizations or socia groups as farly as possble, offering professond advice, expertise and help.
The NGOs active in the housing sector can be classified as:
- Citizens initiative and interet- based associations,

Professional bodies representing the interests of different business communities related to

housing; or

Other organizations representing the public sector and promoting avareness of housing

issues.

Citizens' initiative-based associations

218. Households active on the housing scene may have very different interests and so they
wish to defend them in society. In most cases they are concerned with property ownership and



HBP/2001/10
page 58

rights, and with other rights commonly accepted in civil societies. It is manly the desire for
adequate housing services which mobilizes the different groups.

219. The Civic Action Foundation (FAC) is a nontgovernmental and non-profit organization
that was established in 1989. Itsam isto promote human rights, democracy and civic vaues through
culturd activities The Foundation includes the Resources Centre for Condominium
Associations (CRPAP), which hasthe following gods:

(@ To create well informed and organized condominium associaions, which will help
dructure civil society;

(b) To provide amodel for other associations,

(©) To collect and systemétize informetion on life in gpartment buildings,

(d) To train condominium associations managers.

220. The Centre sysematized information on fair procedures for condominium associaions, on
proof of ownership and on the technicad documentation defining the condominium, and they have
established a permanent information kiosk for citizens. The Centre provides assistance for setting up
condominium associaions and solutions to the current problems encountered by associations
(relationship with their own members, with the loca adminigration, with the utilities providers, etc.).

221. Atthecitizens request, the Centre s activity has been extended through weekly seminars on:
- Legd news about condominium associations,
Ownership and safety in the gpartment buildings,
Silence and public order observance;
Assstance for setting up and operating condominium associations,
Facilitating the relationship between associations and the locd authority;
Facilitating the relationship between associations and loca service providers.

222. These free seminars are intended for the representatives and members of condominium
associations in Bucharest. Counsdlors from Bucharest City Hal and decisonmakers from the
companies providing loca services are invited to these meetings, as are representatives of the
companies interested in offering their services to associations. The Centre is fully sdf-funded and is
dependent of the projects initiated and gpproved since it is funded by different internationd
organizations supporting citizen involvement in community life. Funding has been recaived from
PHARE and SOROS and aso from the Foundation for Civil Society Development.

Professional bodies

223. Professona bodies are inditutions representing the interests of professonas employed in
gther the public or the private sector. A professond would like the fidd of activities he is
representing to have excdlent prestige and a good image in society. This demands ‘fair play’ and
respect for the rdevant principles of competition and competence. These professond bodies, then,
should be considered reliable partners in solving any of socity’ s profession-related problems.
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224. In this context nationd housing policy creates a framework for households to attain their
individua aspirations and solve their problems. When househol ds take housing decisons and fix their
preferences they aways require professional advice and reliable and affordable services. Households
which own property —and have to meet legd obligations — are mainly faced with congtruction and
built-environment-related problems. Furthermore, since the housing unit and the bnd related to it
might well be the household's most valuable assat, red-estate and property-related advice and
sarvices are also required.

225. Consequently professond bodies have a multi-fold role to play in society and for
households:

Advisng centrd and locd government when preparing legd acts and drategic
development plans for housing;

Stating the ‘fair norms of action for private companies providing housing-related services
for private individuas.

226. Ther pogtion, then, is mainly one d an intermediary between the State and the private
sector and between the central State authorities and the local population. Professiondism is the word
to describe their independence when dedling with the problems of differently motivated actors on the
housing market.

227. The Romanian Association of Real Estate Agencies (ARAI) was officidly recognized
in 1995. Today it has links with severd internationd associions. Itsam isto:

I dentify and solve the problems of the property market;

Issue professional and ethical standards;

Focus on training;

Improve its public image.

228.  Government Ordinance No.#3/2000 created a National Union of Real Estate Agencies
(UNALI) in Romania All property companies wishing to continue on the property market havetojoin
this association and the Ordinance lays down the rules for private-sector companies. This shows that
this union represents certain government interests in the field. Membership of this union entails
following specia courses for representatives of loca property companies, giving it a clearly defined
rolein developing professondiam.

229. Inthisway, centrd Government is using the voluntary sector to prolong its direct control
over housing programmes.

230. The National Association for Managers and Professionalsin Local Public Services
in Romania (ANPPGCL ) founded in 1990, was the first non-governmenta organization crested
after the revolution. Today the Association has 230 corporate members and represents the main
autonomous adminigrations and specidized trading companies, as well as specidized servicesin
town hdls and county councils. It now includes 35 other speciaized research and design units,
equipment, outfits and materias suppliers, aswell as contractors sdlected from companies working

with the municipa management units.

231. Inaccordance with its Satutes, the Association acts to maintain, support and protect its
members professiona interests. An association of professonas and managers, it representsthe
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specidized companies in Romania and was created to solve the problems that can arisein public
services, communa administration and housing, and to coordinate present and future needs and
conceptsin this specific area.

232. The Association hasthe following gods and objectives:

It represents its members in rdations with Parliament, the Government of Romania,
ministries, and other central and locd public adminigtrations,

It represents its members in relations with trade union confederations or federations;

It negotiates collective work contracts with the unions that represent loca public service
employees,

It initiates consulting and promotion activities with the entities legdly involved in
reconciliating sandards and norms with public requirements and members interests;

It undertakes dudies, designs, technical and specidized examinations, and offers
consulting services to its members,

It provides specidized assgtance in the transformation of the autonomous regies into
joint-stock companies and subsequently in their privetization.

233. Asajprofessond organization:

It contributes actively and efficiently to the development of al areas and activities of locd
public services,

It initiates and carries out measures for developing and improving the professond skills of
its members by its own means and through higher education inditutions;

It supports technica and scientific progress throughout loca public services and ensures
environmenta protection;

It ensures the exchange of information, communication and cooperation in its fidd of
interest through its speciaized Bulletin;

It promotes the devel opment of specific data- processing ;

It organizes conferences, symposiums and exchanges of professional know-how through
different publications and teaching.

234. Themain activities of the Association’s members are:
Water supply;
The production and digtribution of digtrict heeting;
Local passenger transport;
Sewage and waste-water trestment;
Urban refuse collection and disposd;
The management, maintenance and repair of State-owned housing;
The maintenance of streets, gardens, greenhouses, public facilities, etc.

235.  The Government Department for Local Public Adminigtration has given the Association a
mandate to draw up criteria for the examination of management candidates, and test candidatesin
accordance with the provisons of Law No. 66/1993. The Association has proposed ideas to
improve the organization and operation of loca public services, and to help prepare them for
privatization. In 1997-98 the Association was directly involved in drafting the Municipa Services
Bill, which is now before Parliament.
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236. The Association has established severd nationd professond committees. the Romanian
Water Association, the National Committee of the Romanian Heat Producersand
Suppliers, the National Committee of Sanitation, Hygiene and Urban Environment
Protection, and the National Dwelling Committee. The mgor goa of the last one — created at the
end of 1999 —isto ensure an optima background for collaboration between NGOs and centra and
local adminigtrative bodies, 0 asto support the local units and organize and improve collaboration
between the Association’s members and expertsin design, repair, rehabilitation, consolidation and
housing-fund administration.

237.  Romanian has many professond associations and each has or can have some input for
housing.

238. The General Association of Engineersin Romania (AGIR) isan goaliticd, fully
independent, professiond organization, with lega persondity. It dates back over 100 years and at
present represents and defends the socid and professiond interests of engineersin Romania AGIR
is afederative organization with specidity-based societies and loca branches. In accordance with its
satutes, AGIR hasto srengthen the authority and prestige of the engineering profession.

239. TheNational Association of Romanian Valuers (ANEVAR) was founded in 1992 and
since 1996 its members have started real-estate val uation, and so become part of the business
community. The Association promotes professondiam through training schemes and membership
gandards. Today ANEV AR is recognized internationdly. Its assessments are in line with European
vauation standards and accepted by the banking sector when granting funds.

240. The Romanian Association of Construction Entrepreneurs (ARACO) represents the
interests of the large number of congtruction companies. The Association of M anagement,
Consulting and Technology in Construction (CM CT C) represents those professonas who
manage congtruction activity and advise the client on costs. The Association for Promoting Fast
Technology Housng (APROCOR) — founded in 1999 —promotes dternativesto classica ways of
building from the point of view of price and seismic resisance.

241.  All these associations have different memberships and histories, but they cover very specific
areas of the built environment. The know-how provided by these associations will be helpful in
developing nationa housing strategy and implementing its guideines.

Other actors on the housing scene

242. The Romanian National Centrefor Sustainable Development (NCSD) advocates
sustainable development. It does not emulate government work nor exercise executive or legidative
authority. Itsrole isto catayse action by others. The Centre has been successful in grouping an
impressve number of Romanian ingtitutions when compiling the Nationd Strategy for Sustainable
Development in 1999. The document, however, does not attribute a clear role to housing in
Sustainable development.
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243. The Federation of Towns, the Federation of Communesand the Feder ation of
Municipalities mobilize the loca authorities for joint action, especidly in developing utilities
programmes, but dso in solving planning issues.

244, Habitat for Humanity International (HFHI) isanon-profit, internationd and ecumenicd
Chrigtian housing service. It seeks to iminate poor housing and homel essness, and to make decent
shelter a matter of conscience and action. There are three HFHI &ffiliatesin Romenia, in Baw’, Arad
and Cluj-Napoca, mainly in the Transylvaniaregion.

245. HFHI activities in Romania do not have a very long history, but has completed about 20
houses in BalwP, and during one single year some 10 houses were built by the Cluj-Napoca dfiliate.
HFHI does not accept government funds for the construction of new houses or for the renovation or
repair of existing houses. It does accept government funds for the acquisition of land or houses in
need of rehabilitation and for Sreets, utilities and administrative expenses, o long as the funds come
with no conditions that would violate the organization’s principles or limit its ability to procam its
Chrigtian witness,

246. Cooperative Housng Foundation/Romania (CHF) is a nonprofit internationd
development organization for communities, habitat and finance. It has been active in western
Romania snce 1994, targeting multi-faceted development, integrating dternative credit mechanisms,
gndl and medium-size enterprise development, and qudity-of-life improvements for low and
moderate-income families. Since beginning operations in Romania, CHF has worked with 16 locd
organizations and disbursed over US$1.4 million in loans to locad businesses, homeowners
associations, non-governmenta organizations and agricultural cooperetives.

Conclusions

247.  The current chapter hastried to list and andyse the roles of most of the inditutiona groupings
involved in Romania s housing sector. In addition to the description of the current roles of the centra
and loca authorities, considerable attention is devoted to other organizations, in particular to those
basad on individud initiative or private-sector entrepreneurship. The chapter makes it clear that some
organizations have appeared only recently, so that their rolesin the Romanian society, and sometimes
even for themselves, are not yet very clear.

248. Thehousng sector and its problems are the collective responsbility of any society. They
require a clear understanding of the issues, effective action by the actors-ingtitutions and coordinated
interaction in meeting the god's planned.

249.  Inmuch broader termsit is never possible to answer the question —does the nationa housing
sector have the right set of organizations? Different countries have different everyday problems and
prioritiesto solve, both strategicaly in the long term, and in the short term too. So the indtitutiond
framework has to be flexible and able to change step by step as results are gained and new goas
modified. It isimportant, however, for dl the organizations in the indtitutiona environment to integrate
and acknowledge the role of the others in attaining the common nationally accepted godls.
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250. Consequently, in this chapter we have tried to find out whether there are reliable and
adequate relationships to ensure the efficient and effective ddivery of affordable housing that meets
commonly accepted standards in Europe.

251. Decentrdization has been the leitmotif in Romania, where the mgor housing issues were
quickly devolved to loca and individud levels. At the same time decentrdization has to be backed
up by action to train and inform the indtitutions and individuas who have to continue with roles, very
different as far as obligations and responsibilities are concerned, from those of previous periods.

252. A generd understanding of housing issues and their resolution istoday essentid for the
development and building of new dwdlings. Information on developing new Stes and building new
housing is rdaively wel managed throughout the public administration and the private sector. There
are, however, no reliable data on improvements to, and the action and funds needed to keep the
existing stock habitable and the indtitutions which could take responghbility for these activities are
lacking on the Romanian housing market.

253. The centra authorities have formulated generd principles for anationa housing policy and
the gppropriate guiddines to implement it. This was done without sufficient consultation with the
numerous organizations that actudly build, finance, sall, let, manage, repair or maintain the homesin
Romania. Many of these organizations have (re-)mohilized themsdlves only recently and are ready to
be accepted as socid partners by the centra authorities in the housing sector.

254. Thenaiond Government consders homeownership as a universal, and the only effective,
way of achieving nationa housing policy objectives. It has been supported by a generd awareness
that it permits reductionsin public expenditures on housing, and in the obligations and responsbilities
of the public authorities in this sector.

255.  Implementation of the preferred housing strategy in Romaniais fully based on homeowner
participation — based on interest, mentdity and willingness. But currently the financid weskness and
dependency of most homeowners means that they can be manipulated either by the State or by the
private sector.

256. The housing stock — despite its ownership — can dways be considered the nationd property
that any society needs for its own sustainable development. Housing qudity isaterm implying legd,
economic, socid and technical aspects. Hence it follows that only cooperation among ingtitutions
with relevant professona competence will produce housing meeting nationdly and internationdly
required quality standards.

257.  Currently the demand is for amore intensve management service in housing, especidly inits
multi-ownership sector. The importance of this function for society is not widdy appreciated.
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V. LEGAL FRAMEWORK

A. General legal provisonsfor housing

L egal developments during 1990-2000

258. The development of alegd framework for housing was one of the reforms adopted to facilitate
the trangition to amarket economy and was a key component in changes the housing sector. Romania
has been rdatively successful in providing the housing sector with alogica system through
complementary statutory and policy documents.

259. The Romanian legidative sysem conssts of:

(@ Laws in three categories: congtitutional, organic and ordinary. Laws can be drafted as bills by
the Government or members of Parliament, or as an initiative backed by at least 250,000 citizens. They
are debated in the Senate and the Chamber of Deputies. After being adopted by Parliament, they are
promulgated by the Presdent within 20 days of their adoption. The Ministries may issue regulaions
and/or gandards, to provide guidance on the implementation and enforcement of laws within their areas
of competence;

(b) Decr ees, issued by the President of Romania, in accordance with his condtitutiond prerogatives,

(c) Government resolutions and ordinances. Resolutions are issued by the Government, to
regulate the execution of laws. Ordinances are issued on matters pertaining to Satutory laws, through a
specid enabling law by Parliament. Ordinances come into effect on issue, but are subject to find
gpprova by Parliament. Under specia circumstances, the Government may issue Emergency
Ordinances, which come into force only after submission to and adoption by Parliament.

260. All legidation comesinto force as published in the “Officid Gazette'.

261. Housngisgoverned by legidation in the aress set out below:

System of legislative acts

Privatization of State-owned dwellings and further construction work on uncompleted blocks:
Law 61/1990 - the sale to the population of dwellings constructed with state funds;
Law 85/1992 - the sale of dwellings and building space for other purposes paid for by State funds and
other public organizations,
Government Resolution 441/1991 - further construction work on uncompleted blocks;
Government Resolution 383/1992 - amendments on Government Resolution 441/1991; and
Government Resolution 678/1999 - further construction work on uncompleted blocks.

Restitution of nationalized dwellings:
Law 112/1995 - settling the legd status of dwellings taken over by the State.

Ownership of buildings and dwellings:
The Housing Act (Dwellings Law) 114/1996;
Emergency Ordinance 44/1998 - amendment of the Housing Act;
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Law 145/1999 - amendment and extension of the Housing Act; and
Emergency Ordinance 22/2000 - amendment and extension of the Housing Act.

Social and other rental housing:
The Housing Act 114/1996; with amendments and extensonsin
Emergency Ordinance 40/1999 — tenants' protection and rent-setting.

Regulation of the development process:
The Land Fund Law 18/1991,;
Law 169/1997 - amendments and extensions of the Land Fund Law;
Cadastre Law 7/1996;
Law 54/1998 - land transactions,
Law 33/1994 — land expropriation for public use; Law 219/1998 - land leases (concessions);
Law 1/2000 - regtitution of the property rights to agricultural land and forests;
Law 50/1991 (republished) - authority and measures for housing construction;
Law 10/1995 - the qudlity of congtruction; and
Government Resolution 525/1996 - approva of genera urban planning regulations.

Financial aspects of the housing sector:

- Government Ordinance 19/1994 - the promotion of investment in housing construction;
Law 82/1995 - gpprova of Government Ordinances (including Government Ordinance 19/1994);
Government Resolution 160/1999 — amendments and extensions of procedures for the implementation
of Government Ordinance 19/1994 on the promotion of investment in housing construction;
Law 152/1998 - the creation of the National Housing Agency and procedures for applying Law
152/1998; and
Law 190/1999 - mortgage credits for investment in property.

Taxation — housing-related coverage is found in several acts:

Law 32/1991 V3 (revised) — tax on salaries and wages,

Government Ordinance 73/1999 - income tax;
Government Resolution 70/1994 - tax on profit; Emergency Ordinance 17/2000 — vaue-added tax
(VAT);

Ministry of Finance Order 1026/2000 - applying the zero rate of VAT to housing construction,

consolidation and rehabilitation; and

Rel

Law 27/1994 - local taxes and tariffs, Emergency Ordinance 15/1999 - revision and completion of Law
27/1994.

ated legislation:

Law 69/1991 (revised) — the finance of loca public adminigtration;

Law 189/1998 - local public finance;

Emergency Ordinance 61/1998 — amendment and extension of Law 189/1998 on loca public finance;
Law 213/1998 - public property and its status, Government Ordinance 3/2000 - the organization of real
estate agents’ activity;

Government Ordinance 29/2000 - thermd insulation of the existing building stock and the promotion of

thermal energy conservation; and

Law 35/1991 - the status of foreign investments.
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Congtitutional rights

262.  On 8 December 1991 Romania s new Congitution came into force. It confirms the separation
of powers and the fact that “Romaniais ademocratic and socid State governed by the rule of law, in
which human dignity, citizens rights and freedoms, the free development of human persondity, justice,
and politica pluralism represent supreme values and shal be guaranteed”. Jutice is rendered in the
name of the law. Judges, gppointed by the President of Romania, are independent and subject only to
the law. The promotion, transfer and sanctions againgt judges may be decided only by the Superior
Council of the Magidiracy.

263. Romanian citizens are guaranteed the right to establish their domicile or resdence anywherein
the country, to emigrate and to return to the country. Domicile and residence are inviolable. Thelaw
permits abrogation of thisinviolability to execute an arrest warrant or a court sentence; to assure a
person’slife, physica integrity or assets, nationa security or public order; and to prevent the spread of
epidemics.

264. The Condtitution guarantees the right of property. The law protects private property irrespective
of its owner. However, the Congtitution also states that private property may be expropriated in the
public interest, with compensation paid in advance. The public authorities are entitled to use the subsoll
of any red estate but must pay compensation to its owner (compensation should be agreed with owner,
in conformity with the law or customs). Assets acquired legaly may not be confiscated.

265. Foreigners and stateless persons may not own land. However, foreign individuas and lega
entitiesmay |ease property and, inter dia, plots of land. According to Law 35/1991, foreign investments
can be used for the purchase and construction of buildings, but not where they are for resdentia use,
except where they are ancillary to nonresidentia buildings.

TheHousing Act

266. TheHousing Act (114/1996 and subsequent) setsout (art. 67) the role of the Government in
housing. This Act aso lays two mgor obligations on the Government in the inditutiond framework for
housing:

The Government is responsible for the creation of housing development policy for the whole
country.

The house congruction development programmeis to be drawn up by the Ministry of Public
Works, Transport and Housing on the basis of evidence submitted by local councils and other interested
public administration bodies, and in accordance with the legaly approved urban and regiond planning
documents.

In addition, the Housing Act (114/1996) lays down the following two principles which are
relevant to nationa housing policy:

Free and unredtricted access to dweling is the right of every citizen; and

Housing (congtruction, use and management) isin the nationa interest and represents a
mgor long-term god for the public and for both central and loca government.
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267. TheAct extends its action over Romanian citizens, in thet it:
- Regulates the socid, economic, technica and legd aspects of housing congtruction and
utilisation;
Defines and devel ops the typology of dwellings,
Prescribes the development of house construction;
Determines the rules for renting dwellings,
Establishes procedures for the management of dwellings, and rules for the organization and
functioning of homeowners associations.

Types of dwelling

The following terminology is used in the Housing Act:

- Public housing - dwellings with subsidized rent alocated to individuas or families whose financia
position would not otherwise alow them access to market rent dwellings,
Official residence - adwelling for public officers or the employees of certain ingtitutions or
businesses, allocated under the employment contract; it can be financed from State or local authority
budgets, or by businesses; it is built in accordance with legal provisions and on land owned by the State,
local authority or business; it may be sold with the approva of the Government;
Intervention dwelling - adwelling for employees of businesses who, by their employment contract,
perform activities or jobs requiring their presence permanently or in case of emergency, inside or in
close proximity to the business premises; it is built under the same conditions as those stipulated for
official dwellings and with the aim of supporting the business; it may not sold to the tenants;
Protocol residence - adwelling for persons eected or gppointed to certain posts or public positions,
exclusively during their term of office; it is property of the State;
Emergency dwelling - a dwelling intended as temporary accommodation following natural disasters or
accidents, or where homes have been demolished to permit the construction of public utilities, or
rehabilitation work which cannot be undertaken while homes are occupied; it is financed and built under
the same conditions as public housing; in extreme emergencies, unoccupied dwellingsin the public
stock may be declared emergency dwellings by the loca council; and
Holiday residence - a dwelling temporary occupied as a secondary residence, for rest and leisure.

B. Privatization and restitution of housing

Privatization (sale of rental housing owned by public authoritiesand State enter prises,
including unfinished blocks)

268. Romanian legidation in the 1960s and 1970s dlowed the sde of gate-owned dwdlingsto
private citizens. However, amassve impetus has been provided by an active privatization policy
since 1990. Decree-Law 61/1990 enabled the privatization of housing units built with State funds by
sling them to tenants who could make a downpayment and sign the purchase contract backed by a
loan. Persons not citizens of Romaniawishing to settle in Romania could purchase a housing unit
with foreign currency. Legdly, repatriated Romanian citizens had priority if they purchased a
dwedling with foreign currency.

269. Ownership is guaranteed by the purchase contract and covers both the apartment and the
right to use the adjoining land. Credits were expected to be guaranteed through a legaly secured
mortgage on the property. One important issue is that dwellings purchased under this Law are
exempt from red-edtate tax for 10 years. The Law imposes some renting or resae redtrictions on
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the new owners, but establishes no mechanism to monitor or enforce these, and aso provides that
the dwelling can be repossessed when loans are not repaid.

270. The sde of dwdlings goes through red estate agents and/or speciaized agencies. Annexes to
the Law determine different sales prices depending on whether the dwelling was constructed before 1
January 1977, between 1 January 1977 and 1 January 1989 or after 1 January 1989. The Law
dipulates a standard 25-year l1oan with a 4% annud interest rate from the Savings and Deposits Bank
for the purchase. 'Y oung married couples benefit from a 30-year loan with a 2% annud interest rate.

271. The privatizaion of dwdlings unfinished or not yet alocated to tenants is governed by Law
85/1992. The Law has subsequently been clarified through Government Resolutions 441/1991,
383/1992 and 678/1999. Loca authorities are required to identify and monitor the stock of unfinished
buildings. They dso have to organize public auctions for the sale of these dwellings, in which the garting
price must cover the cogts incurred up to each dwelling's stage of development. The purchasers dso
receive the right to use adjoining land or are alowed to lease it. The amounts received from the sale of
dwelling units should be used for priorities, such as reimbursing credits taken to do the work. Creditors
under development contracts recelve compensation directly according to the value of work executed.
The resources remaining after credit reimbursement should be used for the financing of further housing
congtruction.

272. The Law dlows the purchase of unfinished dwellings only by physicd persons - citizens of
Romania or others with legd residence in Romania. It excludes the sale of luxury dwellings or diplomatic
resdences. Families dready owning another dweling are excluded from benefiting from these
provisons.

273. Dwadlings can be sold by ingaments, the first payment being 10% of the agreed purchase price.
The sdles agency is expected to guarantee payment by mortgaging the dwelling. Monthly payments for
the tota amount are planned over a maximum of 25 years, with an annud interest rate of 4% (2% for
people under 30 years of age). In the case arrears of the agreed instalments, the customer isto pay an
annud interest rate of 8%. The dwelling cannot be resold or dtered, without the prior agreement of the
sdes agency until the mortgage has been repaid. Aswith the purchase of properties by tenants, default
in loan repayments leads to eviction; in neither case, however, are there statistics available on how often
this occurs.

274.  Condruction is to be completed within a maximum of 12 months following the date of receiving
legd title to the new property. However, the number of uncompleted blocks is il high - see dataon
uncompleted blocksin chapter I1.

Restitution of nationalized housing

275. Law 112/1995, adopted before the Housing Act, covers property which was formely in
private ownership and then naiondized. The law covered redtitution to the former owners (physica
persons) or their hers of such assets nationaized after 6 March 1945. Persons digible for redtitution
had to make a written request (documents confirming their satus as owner or heir) within Sx months
from the date of the Law entering into force. The regtitution procedure should take no more than 95
days, and the claimant may appeal a decision within 30 days.
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276. Six months after the Law came into force, tenants of dwellings which had not been redtituted to
ex-owners or their heirs could opt to purchase them according to the provisons of the Housing Act.
There are no data available on the number of restituted housing units, nor on how many dwellings have
been needed for tenants evicted from restituted properties. (See aso chapter 1)

277. Redtitution can be made in kind if the beneficiaries dready live in the retituted property as
tenants, or in cash (compensation) where the dwelling is occupied by another household. Together with
property received in kind, the ex-owners or their heirs aso receive the right to adjoining land. Where
the housing property isin amulti-floor gpartment building, the ex-owners or their heirs receive the
appropriate share of common property. Ownership shares are proportional to the constructed space.

278. The maximum level of compensation is set according to the average sdary, reported by the
Nationd Commission of Statistics, for aperiod of 20 years, caculated at the date of compensation.
The compensation (by the Ministry of Finance from extra- budgetary funds) is to be paid within 24
months of the vauation. If the value of the restituted dwelling is higher than the amount caculated, the
owner does not pay the difference.

279. Tenantsliving in the same apartment as the former owners or their heirs benefit from State
protection. Where the former owners or their heirs lived with other tenants until 22 December 1989,
they become the owners of the whole of thelr restituted property. Therenta contract is extended for a
period of five years from the date of the definitive decison to redtitute. Tenants can be evicted during
this period only on condition that they are offering suitable dternative housing: e.g. recaiving anew
dwelling from the landlord or local authority.

C. Thelegal framework for owner-occupied dwedlings

Ownership of buildingsand dwelings

280. Red edtate can belegdly owned by: Romanian citizens, repatriated Romanians, persons wishing
to settle in Romania but who are not citizens, economic entities, and loca authorities.

Real estate registration

281. Theregidration of property rightsin Romania has along tradition, dating back to the Civil Code
of 1864 and other normative acts, but it was applied only in the Arded part of Romania. Law 7/1996
on Cadastre superseded the relevant acts and cancelled some provisions of the Civil Code. It
established anew unitary system — with complementary technica, legal and economic dements - to
ensure the identification, registration and monitoring of al land and other red estate assats, regardless of
their use and ownership satus. As such, the Law meets generd European requirements.

282. Thelega aspect of the cadadtrd system is achieved through owner identification based on
ownership right and publication. The right of ownership to abuilding or dwelling isregigtered in
the land book, together with any legal facts relevant to the real estate in the area, as ipulated in
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the Law. The complementary regidiration of dl legd red edtate factsin the land book is not legaly
obligatory. Land book offices effect registration under the law for each settlement.

283. Theland book has atitle indicating the settlement number and name, and is formed of three
parts:
i.  Description of the building (housing unit);
ii. Regidraion of ownership rights, and
ii.  Regidrations of any divisons of rights, etc. (mortgage, and red estate privileges and income
assgnment for aperiod longer than three years, sequester, etc.).

Management and maintenance of owner-occupied housing

284. Beforethe Housing Act of 1996, responsibility for housing stock management was stipulated in
Law 5/1973 on the status, organization and functioning of tenants associations. Concurrently with the
enforcement of the Law, the State enterprises providing housing stock management were aso
reorganized.

285. The Act dipulates that the management of dwelling houses is the respongibility of the owner, and
it states that the owner may delegate management to physical or lega persons, associations, public
agencies or pecidized businesses. The respongbilities of the housing managers are described in chapter
[11. Nothing is said about the maintenance of individua housesin rurd aress.

286.  In multi-gpartment houses the owners should establish homeowners associations (HOA) having
the capacity of alegd person, with the main purpose of ensuring effective housng management. Initialy
the law dipulated the forming of associations within 12 months of its coming into force, but later this
provision was excluded by amendmentsin 1998 and 1999. The Law makes detailed proposals
regarding these associations. setting-up and regigration; congtitution; responsbilities of owners;
activities; executive board; control of income and expenditures. However, there are no restrictions on
the organization of an association (for example, they could be congtituted over agroup of buildingsto
ass g efficient management; or services could be contracted independently from suppliers by each
homeowner).

287. Thetypicd organizationa structure of an association is

The genera assembly of homeowners,

The president of the association (represents the association and assumes certain obligations
in the name of the association, represents the association againg third persons including actions againgt a
tenant or homeowner);

The executive committee (represents the association in building management and use);

The auditing committee (this function may be delegated to another legd or physica person).

288. Following amendments, the Law alows an association to be congtituted on the decision of at
least haf plus one of dl homeowners. The association can be condtituted for the whole building or for
only one part of it. The subsequent membership of other owners, who were not present at the
condtitutive assembly, can be achieved by smple written request.
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289. A generd mesting of an association isto be organized once each year, at least. In pecid cases
ameeting can be convened by the executive committee or a group of HOA members holding at least 20
per cent of the redl estate. Decisions require asmple mgority of the members voting persondly or
through a representative.

290. The asociation must have abank account. All homeowners have to pay in advance their share
of the budget for common expenses. With the gpprova of two thirds of members, a specia amount for
miscellaneous common expenses can be collected. The association imposes a pendty on each
homeowner if payment of common expensesis over 30 daysin arrears. The association can Sue any
homeowner who has not settled within 90 days (See dso chapter 111).

291. By law the asocidion:
Approves and amends the income and expenditure budget as well as any sinking fund and
collects regular and specia contributions from homeowners for common expenditure;
Imposes pendties in the case of late payment of maintenance contributions;
- Hires and discharges employees to ensure the good adminigtration and functioning of the
building;
. Actsinlaw on behdf of the associated owners, to protect their interests in the building;
- Concludes contracts and assumes obligations in its own name or on behalf of the associated
owners,
Manages, maintains, repairs, replaces and modifies the common parts of the building;
Approves or amends decisions on rules and regulations,
Monitors the condition and performance of the building;
Keeps the building’ s technical logbook up to date;
Exercises other functions conferred through association agreement or a homeowners' vote,
etc.

292. The executive committee prepares and presents to the homeowners annua mesting the annua
budget to cover al expenditures for the maintenance and proper functioning of common property,
according to law. This requires amgority of the homeowners votes. If homeowners agree, the
committee cal culates the necessary amount for the crestion of a sinking fund for specid repairs and
improvements.

D. Therental housing sector

293. Thelegd framework for renta housing is provided by the Housing Act 114/1996. Thislaw
providesfor dl types of rented dwellings including officid and intervention housing, emergency
dwellings, and socid housing.

294.  Therenting of dwellingsis based on awritten contract between the landlord (public or
private) and the tenant, which has to be registered with the local fiscal body. The law prescribes
how rent levels are determined: “ The rent paid for adwelling shal cover the expenses rdative to
management, maintenance and repairs, land and building taxes, the cost of investment according
to the period established in compliance with the lega provisions, and the profit, which is
negotiated by the parties’. Thelaw aso stipulates conditions for the contract’ s cancellation.
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However, the tenant may be evicted only on the basis of court order. Until an eviction comesinto
effect, the tenant is required to pay the rent provided for in the contract.

295. Tenants may sublet dwellings with the gpprova of the owner. Tenants have the right to form
and join tenants associations, which will represent them in their reationships with the landlord and with
any other natura or lega persons.

Government Emer gency Ordinance 40/1999

296. Thiswas brought in as a consequence of an increasing number of problems associated with the
restitution of dwellings. 1t established protection for tenants and determined rent levels. Thus, rent
contracts for housing units are valid for five years - a provison which gpplies in cases where dwellings
are subject to restitution to former owners or their heirs. A tenant’s non-observance of the Emergency
Ordinance dlows the owner to apply to the court for non-conditiona eviction of the tenant and payment
of damages and interest. Similarly, the owner’ s non-observance of the Ordinance' s provisons can result
in the prolongation of the rent contract prior to the Signing of anew contact, and the owner is not able to
evict the tenant for nonpayment of the rent. The two parties can dso agree fredly to extend the
contract for alonger period.

297. A contract is not extended:

For tenants who themsalves have become owner's;

If tenants refuse to take another housing unit offered by the former owners, their heirs or the
locd authority;

If atenant has sublet or modified - partidly or totdly - the use or interna structure of the
dwelling, without the owner’s prior gpprova.

298. Owners may aso refuse to extend the contract if:

The dwelling is needed to accommodate family members (only if they are Romanian citizens
or persons resident in Romania);

The dwelling isto be sold as aresult of legd action;

The tenant has not paid the rent for at least three months.

299. Locd councils are obliged to offer suitable accommodation within one year to tenants who lose
their homesin thisway - asto anyone with aright to socid housing —when the average monthly gross
income per family member islower than the nationd average. The landlord is required to request an
dternative dweling in the same settlement or esawhere, so ensuring, with the tenant’ s approvd, a
minimum living space of 15 nf/person. The tenant need not accept if the conditions offered by the
owner do not correspond with those stipulated in the Ordinance.

300. Rentlevesaredetermined by this Governmenta Ordinance, giving amonthly tariff by
category - settlement, zone, etc. — and calculated in accordance with the criteriafor locd taxes
and fees, applying a coefficient to the basic rent. The basic monthly rent is updated on 31
January each year, depending on the annud inflation rate. The maximum rent for public or
private housing units (induding office dwellings and hogtels for the employees of commerciad
and State organizations) cannot exceed 25 per cent of the family’s monthly grossincome, or of
the nationa average, whichever isthe lower. Tenants are required to inform the owner of
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income changes (conditions where the landlord can request additiona information on a
tenant’ s family income are not foreseen in the legidation). Where atenant is recognized as
eigible for socid housing, the maximum rent equas 10 per cent of the family’s monthly gross
income, calculated over the past 12 months: the difference with the property’s nomind rent is
then subsidized by the locd authority.

301. New rental contracts are registered with the local authority. Contract termination and evictions
due to disagreements over rent increases are prohibited: any disputes between the parties are submitted
to the courts. Homeowners whose property is occupied by tenants paying a smdler rent that the one
caculated by the Emergency Ordinance are exempt from real estate and land taxes for that property
during the period of the rental contract.

Public housing

302. TheHousing Act created a new concept of “public housing”, owned by the local authorities, but
not subject to sae to the tenants. 1t can be created by new construction (zoned accordingly in town
plans) or by the purchase and rehabilitation of exigting buildings. The present tendency isfor loca
authoritiesto smply purchase dwellings on the market and let them at socid rents.

303. Thelaw dipulates minimum norms for floorgpace and facilities. It aso specifies renting to
families with low disposable income and who benefit from socia security. The tenant’s contract is for
five years, with the possibility of renewd on the basis of written proof of income. The law aso specifies
the contract’ s provisions and conditions of cancellation.

304. Indlocating public housing, thelocd authorities have to give priority to pecific groups: young
married couples (each < 35 years of age), young people leaving socid care establishments (after 18
years of age), first and second- degree disabled persons, other people with handicaps, pensioners,
veterans, war widows and others. At present, overal priority is given to persons losing their homes
through retitution. The law stipulates the kinds of family and person who cannaot benefit from public
housing.

305. Public housing is financed from loca budgets in accordance with Law 189/1998. The State
assigts in the congtruction of public housing by transfers from the nationa budget. Individuals or
businesses may dso asss in the congtruction of public housing through donations or financid aid.

E. L egidation requlating the development process

Land ownership

306. Romanian legd entities and individuas are digible for land ownership through Law 18/1991,
amended in 1997, and Law 54/1998 guarantees their title to the property. Foreign or stateless persons
are not digible. Romanian citizens who live abroad are digible to obtain any kind of land plot in
Romania
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307. Transactionsin land within built-up aressis rdlatively free of restrictions, subject to agreement
between sdller and buyer. Outside built-up areas, transactions are subject to the pre-emption rights of
co-owners, neighbours and tenants. 1f someone with a pre-emption right has not manifested a
willingnessto exerciseit, the plot can be put up for sale. Locd councils are responsible for handling
regquests land purchase requests.

308. The establishment of land ownership rightsin agriculturd production cooperativesis based,
under Law 18/1991, on aminima contribution of 0.5 ha of land per person, and gpproximately 10 ha
per family, in arable equivalent. The restitution of land ownership rights in these areas is made under the
Land Fund Law 1/2000. The former owner receives the resdua, a minimum of 10 ha, but not more
that 50#ha. In cases where the retitution cannot be made in full, the owner receives compensation for
the difference (the Law does not stipulate alimit). The Law makes various provisons for particular
circumstances, such as where cooperative members that received land in ownership did not contribute
more than 0.5 ha, where land has buildings on it, or where members had moved to other settlements.
Pots for the congtruction of individua houses can be included in the new private property at the
owner'srequest.  The Law provides exemption from land tax for three years for individuals whose land
ownership right has been congtituted or restituted.

Land lease

309. Theleasing of land plotsin public ownership for under 49 yearsis possible under Law
219/1998. This addresses the problem of land ownership for non-citizens of Romania; and the status of
lessee is open to any Romanian or foreign private individud or legd entity. Land plots are leased
through public auctions (open or by pre-selection) or through direct negotiations. The lesseeis required
to depogit a fixed amount settled in the contract within 90 days of its Sgning.

310. Thecontract shall be ended:

At the end of the lease period;

In the nationd or locd interest, in which case the lessor shdl pay advance and fair
compensation;

In the case of infringement of contract obligations by ether party, including compensation
payments;

At loss of the good leased due to force majeur or in the case of ared impossbility on the
part of the lesseeto useit;

In the case of termination by one of the parties, when compensation is paid.

311. Leasecontracts are registered in the land registers. The Law does not stipulate the specific
conditions of use of leased land plots.

312. Thelaw dipulatesthe sze of plots for housing. For example, in urban settlements the plot must
be 150-300 n for buildings with one to Six gpartments, and in accordance with the urban plan for
buildings with more than six apartments. In rural settlements, the plot must be up to 1000 nf for a
detached house, but for a holiday house it can be as small as 250 n.
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Building regulations and development control

313. Law 50/1991 laid down that constructions must be authorized by county councils or the
Generd Council of Bucharest. The locd administration must provide documentation covering the
design, execution and functioning of construction, with respect to urban and regiond development plans.
The authorization isissued for congtruction, recongtruction, modification, extenson and renovation work
of any type. The Law imposes pendties on those developing without authorization (in specific cases
imprisonment from three months to three years, and fines from 2 million le to 20 million le).

314. Law 10/1995 dtipulates the duties and responsibilities of al actors in the development process
(investors, designers, manufacturers, construction owners, public ingpectors, planners and so on) and
the sanctions for infringement. The provisions of this Law are gpplied to every category of congtruction
— new, modernization, consolidation and repair - but it foresees (art. 2) some exceptions including one
or two storey tenements, villages and temporary congtructions. Therefore, alarge number of individua
houses are excluded from qudity congtruction control.

315. TheHousng Act stipulates slandards for public housing condtruction, such as minimum
floorspace, and requirements for kitchens, bathrooms, etc.

316. Itisunclear to what extent new construction costs are increased by statutory controls, but, asin
most countries, developersin Romania quote excessve bureaucracy as a problem. Though intended to
protect public interests, the procedures for obtaining a building permit are much too complicated,
redundant and time-consuming.

317. The Generd Urban Planning Regulations (GUPR) approved by Government Resolution
525/1996 govern urban planning. The Regulations are an integrated system of technica and legd norms
governing land use. They establish the procedure for planning and executing development on land within
and outside built-up areas, and impose restrictions on subsoil resources, water, landscape value,
protected naturd areas, and natural and technologicd risks. Regulations exclude housing in the close
vicinity of pollution from emissions, loud noises and vibration (airports, industria zones, busy roads,
etc.). Normsare established for the positioning of rooms, access, parking, and open space. The
Governmental Resolution gpproving GUPR gtipulated the formulation of generd urban plans for the
whole country within 18 months, and local councils are supposed to alocate funds for preparing them.

318. All settlements must have a development plan. This conssts of a map-based plan that classfies
land uses into zones and includes a set of planning and development control policies. The development
plan provides afoundeation for urban and regiona planning, and many loca authorities are currently
drawing it up. However, neither in law nor in planning practice is there any direct or obvious link
between regiond, or sirategic economic development and the supply of land for housing. Land is
dlocated for housing development according to the current population structure, the volume of
applications for land registered at the town hall, or smply to land characteristics. Sites for housing
development are prioritized depending on their location in the context of the development plan. No
specid provisons are made in the planning process for public or socid housing for specia needs.
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F. L egidation regulating the financial aspects of the housing sector

State support for housing (new construction, renovation and house purchase)

319. Government Ordinance 19/1994 with its amendments prescribed State support (from State and
local budgets) for housing congtruction. Seven groups of the population are entitled to a sngle subsdy
varying between 500,000 lel and 30 per cent of the dwelling's contract purchase price. Under the
1999 amendments the main support has to come from local budgets. Unfortunately, there are no data
on the number of dwellings built under this Ordinance.

320. Thesamemechanismis provided in the Housng Act. It stipulates that four population groups
should benefit from State subsidies:

Y oung married couples, each aged up to 35 on the date of purchasing the dwelling;

Participants in the 1989 Romanian revolution and their families;

Persons skilled in agriculture, education, hedlth, public adminidiration, as well as clergymen
and others supported by locd councils, who settlein arurd area

321. Thesubsdy - within thelimits of budgetary provisions, and depending on household income —
can amount to 30 per cent of the purchase price at the time the dwelling is contracted. The remainder,
after theinitid minimum compulsory downpayment of 10 per cent, can be paid in monthly ingtaments
over 20 years. These conditions are available to a purchaser once and only if he does not aready own
adwdling. The owners of new dwellings are exempt from building tax for 10 years after the dwelling is
purchased.

322. A key feature of State support in the housing sector should be the thermd insulation of
gpartment buildings and digtrict heating systems (see chapter 11). Gover nment Or dinance 29/2000 on
the Rehabilitation of the existing stock and the promotion of energy conservation, provides for
responsible public inditutions, anationd energy saving programme, a system for the issue of thermd
certificates for buildings, and funding and tax incentives for homeowners.

323. It offersa State support to lega entities and individuas undertaking energy-related rehabilitation
and the technica upgrading of buildings and associated inddlations. This support will involve free
information for consumers, fiscal facilities for certain categories of users, and recourse to speciaist
agencies. Those willing to work on their own gpartment buildings will benefit from tax exemption on
presentation of the energy certificate for the building issued after approved improvementsin thermal
insulation. Moreover, five years after the Ordinance s coming into force, the sale and purchase of
dwellings without an energy certificate will be prohibited. Unfortunately, the Ordinance is vague about
the provision of funding for the work, dthough it does declare that funds may come from the following
SOUrces:

Allocations from the budgets of municipa and county coundils,

Homeowners own funds (e.g. associations sinking funds);

Funds from energy-supply companies,

Funds from companies providing heat and hot water to upgrade distribution systemsin
goartment buildings and to indal meters,

Direct funding from public bodies to upgrade their own properties.
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L egidation on mortgage loans and financial institutions

324. Banking law appliesin cases of foreclosure, which meansin practice that the lender would have
to go to court to foreclose, and, if the court decision is favourable, supply the evicted borrower with
dternative housing. Although thisisasocidly supportive measure, it is proving an impediment to
inditutions which might otherwise be willing to lend money for housing. However, it is a good argument
for more socid housing to be built for those evicted.

325.  Severa government resolutions from 1990, 1991 and 1992 provided the mechanism for
housing loans. The traditiond source for a congtruction loan is the Savings and Deposits Bank. The
Romanian Government channelled resources through this Bank specifically to facilitate housing
congtruction or purchase. Now, some of these resol utions have been rescinded.

326. TheLaw 190/1999 on Mortgage Credit for Investment in Property enabled the introduction of
a conventional mortgage loan. According to this Law, the credit banks, the National Housing Agency,
the Savings and Deposits Bank, and other financia ingtitutions (including any specia mortgage funds)
are authorized to grant mortgage credits. Romania has no specid law on mortgages, but some valid
provisions can be found in the Civil Code, and these, following traditiona mortgage practice, are
reflected in the present Law. (For more details on this, see chapter V)

National Housing Agency (NHA)

327. TheNationd Housing Agency isa public interest inditution, established by the Nationd Housing
Agency Act 152/1998 for the coordination of financid resources in housing congtruction. “The am of
the Nationd Housing Agency isto cregte financia packages and attract management resources for the
congtruction, purchase, rehabilitation, consolidation and extension of dwellings, including for rent”.

328. Itisimportant to note that the Agency is not afinancid indtitution: it is a‘ manager-mediator’
between bank, developer and individuas. The Agency concludes five types of contract, between:
Client (gpplicant) and NHA (2 contracts),
NHA and developer,
Client (applicant) and developer, and
Bank, client (gpplicant) and NHA.
(See dso chapters 11l and V for further details.)

Taxation

329. Romaniadoesnot yet have atax code, dthough such a code is mentioned in the Nationa
Medium-term Development Strategy for the Romanian Economy. This Stipulatesinter alia: “to ensure
the effective and efficient implementation of the tax system, a code of tax procedure and atax code
(induding the integration of dl the tax regulations dispersed throughout Romanian legidation) will be
introduced”.
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330. Thereare severd legidative acts at generd fiscd level: Law 32/1991 V3 (revised) on sdlary tax;
Government Ordinance 73/1999 on income tax; and Government Resolution 70/1994 on profit tax. In
accordance with Resolution 70/1994, the tax on profits - including those of construction companies —
was 38 per cent; but it has since been reduced to 25 per cent. It should be noted that under Law
35/1991 foreign investments in congtruction are exempt from profit tax for aperiod of five years from
the starting of congtruction. This provision gppliesto legd entities entered in the Trade Register before
1 January 1995, and no longer applies to other persons since that date. Romanian businesses which
invest in the condruction of officid, public and emergency dwellings benefit from a 75 per cent profit tax
reduction for the rlevant fiscd year.

331. Taxeson red edtae and built-up land are determined by Law 27/1994 on Loca Taxes and
Fees and in Emergency Ordinance 15/1999. Loca authorities administer these taxes, paid every year
by the owners of buildings. For public housng stock, the tax is paid by those managing the buildings.
The redl-estate tax for buildings owned by individuasis caculated a 1 per cent of the market value per
year. Thetax on built-up land is recaculated each year as arate per square metre, according to
category (areas A,B,C,\D). It varies currently from 2,400 lel in area A (municipalities) to 150 lel in area
D (villages). Theland tax ispaid also by the owners, save where the land is needed for certain
authorized activities. Borrowers, according to Law 152/1998 are exempt from land and red- estate
taxes until theloan isrepaid. Law 27/1994 dso levies taxes on the issue of certificates, notifications and
authorizations required in the congtruction process, and these taxes differ according to location and land
use (e.g. housing construction enjoys a 50 per cent discount on authorizations).

332. Vdue-added tax (VAT) isregulated by Law 145/1999 and Government Emergency Ordinance
17/2000. These set azero rate on the congtruction, upgrading and rehabilitation of dwellings. More
detailed procedure is presented in Ministry of Finance Order 1026/2000.

Conclusions

333. Romaniapossesses alegidative framework that regulates activity in most housing sectors. The
mechanisms and insruments are strongly market-economy oriented and were created within a short
period of time. There are certain defects which need to be rectified.

334. Thegreat number of legidative documents relating to land are not clear on how to obtain land
for congtruction, its ownership and cost. A new law on public property is being drafted. It will address
the problems of public action in acquiring land for development which are at present an obstacle to the
development of new housing. However, the implementation of the new system of property registration is
dow and the proposed |egidation does not include an enforcement mechanism.

335. Despitelegd provison, uncompleted housing blocks are till amgor problem after 10 years.
336. Although thelegd framework for homeowners associations (HOAS) was approved in

1996, there appears to be a generd ignorance of their advantages among new owners. In spite of
severd modifications and smplification of the law, the universal creation of properly functioning
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HOAs isfar from complete. A remaining problem isthat the Housing Act does not cover relations
between co-owners (individuds and legd entities) in abuilding.

337. Thehousng services supply sector is neither covered by legidation nor regulated.

338. Although the legidative framework establishing the National Housing Agency and mortgage
credit mechanism isin place, the instruments themsalves are not devel oped.

339. Improvementsin taxation, with the granting of tax benefits over severd years, created
favourable conditions just when loca authorities found themsalves without resources to build housing.

340. Inshort, the success in passing legidation which empowers action is not matched by legidative
or other measures which ensure its implementation.
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V. FINANCIAL FRAMEWORK

341. Thischapter sarts with an overview of the role of the housing sector in the nationa economy,
which isfollowed by amore detailed, three-dimensond description of the current Stuation in Romania
The three dimengions are the three main financid forces shaping the housing sector: the affordability of
housing (sect. B), public spending (sect. C) and private lending (sect. D). In other words, this part
describes the context of housing finance from the perspective of the private household, the public sector
and the corporate (banking) sector. The fina section is devoted to a short account of how current
financing conditions affect the “redity” of the housing sector.

A. Housng and the national economy

342. 1n 1998 the construction sector contributed 5.3% to gross domestic product. In the same year
the vaue of congruction work for resdentia buildings (under contract, including mantenance and
current repairs) amounted to 2,899 billion lei - 8.8% of the total value of contract construction work
(seetable 14). Investment in construction hovered around 40% of tota investment between 1993 and
1997, reaching 44.5% in 1998 (US$1.7 hillion). In 1999 investments were financed mostly out of the
developer’ s own (56%) or non-banking sources (22.9%). Bank credits contributed 11.2% to
investment financing, while subsdies and State and local budgets accounted for 9.9% of investment
funds'’

Table14. Construction work under contract by category of object, 1998 (million lei, current prices)

Category of object Vaue of congruction work
Tota 32,950,245
Residentid buildings, of which: 2,898,788
Single household 1,837,273
Multi-household 1,061,515

Source: National Commission for Statistics, Romanian Statistical Y earbook 1999 (electronic version).

343. Theshare of housing investment in gross nationd product issmdl, far below EU levelsand
generdly lower than that in other central European countries (see table 15). Thisreflectsthe low
housing output, athough it should be noted that a Significant share of new housing congruction is
believed to be unauthorized and, therefore, not satisticaly registered (estimated at around 20% of the
total ).

17 . I~ . .
Country Note — Romania, Organisation for Economic Co-operation and Development (document prepared for Workshop on
Housing Finance in Transition Economies, held in Paris, June 2000).

18 | pidem.
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Tablel5. Housing investment as a per centage of GDP in 1995, 1997 and 1998

Country 1995 1997 1998
Czech Republic 0.7 14 15
France 4.6 4.8 4.5
Lithuania 0.7 0.5 0.6
Netherlands 4.8 4.8 4.6
Poland 0.5 1.0 11
Sovakia 25 2.9 35
Romania 0.9 na 0.8

Source: Calculation based on National Commission of Statistics data and Bulletin of Housing and Building Statistics for Europe
and North America, United Nations 2000.

344.  During the 1990s, the public sector’s share of the congtruction industry diminished. In 1993
congtruction work by publicly owned companies accounted for 64.3%, againgt 30.2% by private
enterprises. In 1998 the picture was quite the reverse, with the private sector accounting for 74.7%".

345. Inthe aftermath of the 1989 revolution, there was a decline in public investment in housing, as
the State ceased its direct support of housing congtruction. The public sector’s share in housing
investment is now far smaler than that of the private sector, a tendency illustrated by the bresk-down
into the main financing sources of completed dwellings (seetables 16 and 17). If unauthorized
construction output were taken into account, the proportion would be even more in favour of private
investors.

Table 16. Authorized housing construction by main financing source, 1991-98 (number of dwellings)

1991 1995 1997 1998
Total 27,958 35822 | 29921 29,692
of which:
public funds 21,520 8,970 3,49 2,915
private funds 6438 26744 26149 26550
of which:
Households 6,498 26583 | 25878 26,293
Private companies 0 161 271 252

Source: Country Note — Romania, prepared for Workshop on Housing Finance in Transition Economies held in Paris, June 2000,
Organisation for Economic Co-operation and Devel opment.

Table17. Authorized housing construction by main financing sour ce, 2000 (first quarter)

Completed dwdlings (number) Structure (%)
Q12000 Q11999 QI 2000 - QI 1999 Q12000 Q11999

Total 2,701 2,127 +574 1000 100.0

of which:
public subsidies 105 60 +45 3.9 2.8
private funds 2,524 2,019 +505 934 4.9

of which:
Households 2,524 1,987 +537 934 934

Source: National Commission of Statistics, Press Release No. 28/2000.

19 Calculation based on Romanian Statistical Y earbook 1999 (electronic version), National Commission for Statistics.
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346. The above trend reflects not so much the rise of the private sector, but rather the very limited
involvement of public authorities in housing congtruction, on both nationd and locd levels. The
municipdities, which are by law responsible for providing housing, are not to be blamed for this,
however, since the necessary resources have not accompanied the new responsbilities.

347. Therole of the housing sector in the national economy could aso be gppreciated by andysing
consumption figures in the nationa accounts. To this end, estimates of:

The consumption of housing services (in monetary terms, asrents, or asimputed rentsin

owner-occupied dwdlings), and

The consumption of utilities by households (electricity, gas, €c.)
could help to judge the weight of the housing sector in the Romanian economy. However, detailed
andysis of that kind would make sense only if comparable internationa data were readily avallable,
which is not the case. For the purpose of this report, then, it can only be concluded that, while Romania
has a substantiad housing stock for the size of the country (see chapter 11), the volume of housing-related
consumption seems very limited. It would certainly need to be adjusted for the generaly poor qudity of
the stock; and the very restricted access to utilities - epecidly in rurd areas, where dmogt hdf the
housing stock is Stuated - aso drags down the consumption figures.

B. Factorsaffecting demand for housing

348. Invesment in housing islargely afunction of demand. The demand for housing is often identified
with the housing deficit, i.e. the number of housing units necessary for dl the households in a country.
However, this kind of demand should be considered as potentiad demand and, in a market economy, the
category of potentid demand has avery limited use. Thisis particularly the case where the public sector
is not normaly expected (or in aposition) to provide the supply of housing sufficient to meet this
demand. So in cases such as Romania, housing investment will be afunction of actud (effective)
demand from the households which are able to enter the market. Nonetheless, the impact of government
policies on the size of this demand should not be underestimated. It can vary consderably among
countries and over time; but it should dways be consdered as an important factor affecting housing
investment. Of course, the public authorities can dill be adirect supplier of housing in the market and so
affect investment volumes.

349. Housng deficit numbers are not very helpful. While in quantitetive termsit is clear that Romanian
society ishot heavily under-housed today, prospects for the future are debatable. Demographic
projections show that the Romanian population will shrink considerably over the next decades. On the
other hand, average household size will probably diminish due to the ageing of the population and the
change in socid patterns. Bearing in mind that part of the existing stock will have to be demolished and
that new congtruction output is low, the Stuation is very likely to change in future years.

350. Thesdtuationis much clearer with quaitative deficits. The survey data show thet the
density of housing is the most important problem for the public®. Another driving force for new

20 Results of the survey on demand for housing in Romania conducted by the Research Institute for the Quality of Lifein 1999.
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housing demand in Romania— though less evident in the survey data— can be the qudity of the
exiging housing stock. The relatively poor qudity and sandards of many of the pand blocks built
during the communist eraand the lack of renovation and modernization of older stock could drive
the population away from their present dwellings in search of more sustainable housing. Thislast
factor will also create a demand to upgrade the existing units. Along with the trangition and
economic growth, housing consumption models will most probably evolve towards those typica
of developed western countries, which again can creste potentiad demand for new housing.
“Keeping up with the Jones' s’ dready seems an important motive for households which declare
great housing needs.

351. Potentia demand for housing in Romaniais not easy to assess. Asillustrated in chapter 11, there
is aquantitative shortfal in some areas of the country, and a qudlitative shortfal dmost everywhere.
These shortfdls are likdly to grow significantly in the future unlessradica action istaken. Even though
this potential demand for housing seemsto be risng, effective demand is serioudy restricted. The key
issue here is the affordakility of new housing or rehabilitation work, which derives from the relationship
between income and cost, each of which isitsdf affected by aset of factors. However, there are
barriers to effective demand other than affordability.

352.  On the demand side, the dynamics of household incomes throughout the 1990s generdly
reflected the ups and downs of the Romanian economy, as shown in table 18.

Table 18. Real salary index (previousyear = 100)

Year 1992 1993 1994 1995 1996 1997 1998

Change |87.3 83.2 100.1 111.9 109.4 774 103.5

Source: National Commission for Statistics.

353. Vey low or negative growth in red sdaries, sarting from alow base sdary a the beginning of
the decade has adversdly influenced the generd affordability of housing for most Romanians. Nor isthe
gructure of household expenditure conducive to mobilizing funds for housing invesment: in 1998, in
households of employees, 67.6% was spent on food, beverages and clothing. The expected future
increasesin utility bills will further reduce the affordability of housing investment, as will taxes. Most
homeowners are exempt as yet from property tax (0.3-0.5% of the book value— US$ 50 per 50#n? a
year); but this exemption will expire soon. Arrears dso dramatically affect the value of the property as
an asst that can be liquidated or used as collatera, and whole blocks can be cut off from accessto
finance in thisway.

354. Onthe cogst Sde of the affordability caculation are the high pricesin the congtruction sector.
This can be attributed to:

The high cogt of building materids, resulting from the monopoalitic position of newly
privatized and consolidated domestic producers, coupled with protection of the interna market by high
tariffs on imported materids;

The restricted supply of land for new housing congtruction, resulting from

Unresolved restitution issues,

The undecided ownership status of plots,

The little land left within urban areas, where access to infrastructure would be relatively easy,
following earlier policies of compact development,
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Panning redtrictions on extending built-up areas in areas with development pressure,
combined with restricted access to infrastructure for potentia building plots due to the augterity budgets
inloca government, and

Bureaucratic and lengthy procedures in the planning/building process, some of which entall
high adminigrative fees,

The high cost of credit for developers or building companies, and

An undeveloped market in land or property, with little competition, (dlegedly) high profit
margins, and a suggestion that speculators may be hoarding land to keep prices high.

355.  Pricesof new dwellings (standard small apartments) hover around US$ 300400/, roughly
two or three times higher than the average annud income of a household. In view of the above, buying a
newly built gpartment or house is beyond the means of most Romanians.

356. Another income-related barrier to effective demand is the restricted access to housing finance.
Thisis due to the fact that Romania does not have a devel oped market-based housing finance system.
As areault, prospective homeowners or those willing to refurbish their property have avery limited
market offer. While the options that would best suit their needs are Smply not available, amore
obvious reason why access to housing financeis restricted in Romaniais the price (interest rates) of this
kind of financia product. The Government has been taking measures to make housing more affordable
and improve access to housing finance for certain target groups of potentia homebuyers (see section
C).

357. Effective housng demand in Romaniamay aso be hindered by nortincome-related factors. One
that should be mentioned here is consumer preferences, which may be directed to other goods, like cars
or other durables. Between 1993 and 1998 the number of cars per 1000 inhabitants increased from
76.2 t0 118.8 (i.e. by 65%)%, and the car market is still growing despite the low growth in redl

incomes. Since the cost of a car can be comparable with housing investment expenses (especidly with
buying and upgrading existing dwellings), this trend could be taken as indicative of consumer preference.
That, however, would be to ignore the distortion that might be due to inadequate access to housing
finance, and to the higtoricaly derived misconception of the value of housing.

C. Public spending on housing

358. Asseenin the previous chapter, housng provison isthe generd responghility of the loca
authorities, so it isto be expected that the State will provide the necessary financia resources and other
instruments so that the authorities can comply with any legd requirementsin thisarea. In government
budgeting terms, the border between centra and loca investment in housing is unclear. However, it can
safey be assumed that whatever public housing condruction is going on in municipditieswill be
subsidized by the State. Private borrowing by the loca authoritiesis possible though, as yet, very
uncommon; since the risks associated with collateral and income streams would be too great for banks
at present.

359. The State budget for the year 2000 planned expenditure of 143,755 billion lel, of which
1,097 billion was to be spent on housing (0.76%). Other housing-related expenses included 1,200

21 Source: Romanian Statistical Y earbook 1999 (electronic version), National Commission for Statistics.
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billion lel to be transferred to locd authorities as co-financing for infrastructure projectsin
internationd assstance programmes, 317 hillion le for paving roads and other infrastructurein rurd
aress, 45 hillion lel for completing urban development plans, 14 hillion e for implementing the
cadastre system, and 1,300 billion lei as heating energy subsidies™.

360. Thelast of theseitems— larger than State investment in housing itsdf - isthe mog dgnificant, in
view of the poor energy efficiency of most apartment blocks, and the expected marked risein utility
cogts. Utility subsidies go mostly to the utility companies to cover some of their losses from price
controls and arrears in payments. Househol ds are compensated for increasing heeting tariffs by the so-
cdled "winter subgdies’'.

361. Apat from direct subsidies, recent amendmentsto the Law on Vaue-added Tax provide for
0% VAT on housing congtruction. The reduced rate was originaly meant only for the Nationa Housing
Agency, but was findly extended to dl housing congtruction.

362. Locd authority budgets are made up mainly of the locad share of nationa income tax plus
subsidies from the State budget. Independent sources accounted for 24.7% of tota local government
revenue in 1998 and, since 1993, the locd authorities have tended to increase their own revenue and to
depend less on their share of income tax. Government subsidies remain fairly stable, however, due
mainly to the increase in transfers for loca investment in public amenities. In 1999, housing-related
expenditure congtituted 37% of total expenditure®, but the budgets themselves generally decreased in
red terms and in 2000 they were expected to be 75% of the 1999 figuresin red terms.

363. Despite housng-related spending being such alargeitemin loca budgets, the authorities are not
able fully to meet the needs of thelocd communities, a least in quantitative terms. The reason for thisis
that expenditure is either non-investment or on generd infrastructure. In the city of Brasov, for example,
the waiting list for municipa housing has 15,000 households on it, representing alarge part of the city’s
310,000 inhabitants. Although the waiting list is not soldly compaosed of those in serious need of
housing, the number reflects the extent of the community’ s unsatisfied housing aspirations, and the redl
levd of overcrowding in the existing sock. The Brasov budget for the year 2000 totals 400 hillion le,
but only 17 billion lei (4.25%) will be spent on providing dwellings to those in need®: sufficient merdly to
congtruct or purchase severa dozen gpartments.

364. Giventhelocd authorities smdl budgets, most housing investment is financed or co-financed
from centra budget programmes. Housing activities for which budget funds were dlocated in 2000
were:

Housing loan interest subsidies,

The Nationd Housing Agency’ s scheme for pump-priming new congruction,

Subsidies for socid housing congruction,

Subsdies for the completion of unfinished buildings,

Consolidation of properties damaged by or in danger from earthquakes.

22 Law on the State budget for year 2000.
23 Based on data published by the Ministry of Finance at www.mfinante.ro.
24 Interview with the Brasov city hall officials, 22 July 2000.
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Interest subsidies

365. The programme of subsidized housing loans for young couples was operationa in 1997-1999
and attracted about 11,000 households. The last budget dlocation wasin 1999, and since 2000 no
new entrants have been dlowed into the system. Under the legidation, young households (preferably
white-collar employeesin rurd areas) were offered long-term fixed rate (15%) loans to purchase their
firg dwdlings, and the age limit for digibility was 35 years. The loans were disbursed through the State
Savings and Deposits Bank, and the State subsidy covered the difference between the fixed rate and the
adjustable market rate charged by the Bank. The minimum downpayment was 30% of the property
vaue and was aso covered by the budget grant. Most purchases in the programme were for existing
dwdlings, which are distinctly chegper than newly built flats. Since one aim of the programme had been
to stimulate congtruction, in 1999 the policy was amended to stipulate that 70% of the loans had to be
used to finance the purchase of newly built housing.

National Housing Agency

366. The palicy shift from using government funding to bring down the price of housing to using it to
gdimulate new congtruction output is continued in a new government programme of affordable housing
congruction by the Nationad Housing Agency. The programme, which was launched in September
1999, isthe Agency’ sfirg venture.

367. TheAgency issupposed to provide Romanians with decent housing, and the programme to
relaunch new housing congtruction is the Agency’ sfird activity to this end. Financid resources for the
programme come from an international credit of US$ 300 million granted to the Romanian Governmert,
which will be transferred to the Agency as a State budget dlocation. Apart from public subsidies, the
Agency’s income will derive mostly from interest on loans, bank deposits and government bonds. The
Agency isdso alowed to issue medium- and long-term bonds, guaranteed by the State.

368. The Agency acts both as a developer and aloan-funding indtitution. As developer the Agency
gpproves contractors, supervises construction and finaly sdlls the unitsto digible households. To
qudify, the progpective homebuyer hasto fill in an goplication form and send it to the Agency, which
presdlects the eigible gpplications and forwards them to the bank (Romanian Commercia Bank, chosen
on atender basis). The bank analyses the applicant’ s ahility to repay and issues a so-cdled "solvency
certificate’. The gpplications with solvency certificates are returned to the Agency, which findly decides
which applicants will get adwelling. The beneficiaries are selected according to a number of criteria
divided into three groups.

Loan parameters,

The gpplicant’ s persond Stuation, and

The applicant’s credit history.
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369. Applicants score points againg the various criteria. The points, however, are not smply totted
up, it isthe highest score for any criterion in any group that counts. The higher the number of points, the
higher the gpplicant is on the list. The point scoring criteria are summarized below:

Table 19. NHA criteria (as of May 2000)
Criterion Number of
points

Credit parameters
Downpayment (for applicants under 35 years of age)

Firg 10% of totd loan 10

Every additiond 2% +2
Downpayment (applicants over 35)

First 20% 10

+ 2% +2
Loanterm

10 years 30

+ 1 year -2
Applicant’ssituation

- Married 10

One-parent family 8

Single with adependant 3

Single without dependants 0

Additiona dependants (/handicapped dependants) 2(3

Applicant handicapped 10

Applicant’s dwelling destroyed by natural disaster 40

Does not own or rent dwelling 25

Evicted asaresult of redtitution 10

Evicted as aresult of retirement from service 10

Rents a dwelling with less than 6 nf per person 10

Rents adwelling with 6.1-8 nf per person 5

- Bvicted asaresult of court decision 5

Credit history

Takesout aloan for thefirg time 15

Took out a loan but defaulted (and was evicted as a result of court| 5

decision)

Source: National Housing Agency.

370. The Agency puts the construction work out to public tender. The contractors have to provide
their own designs and financid packages. The designs have to use traditiond materids and conform
with EU thermd insulation sandards. The period of construction cannot exceed 12 months. The
congtruction cost limits are d o fixed by the Agency. The maximum profit margin for the contractor is
5%. Thefind priceis gipulated in the contract and includes afixed estimate for inflation, which isan
incentive to finish congtruction quickly. Apart from the contract between the Agency and the building
company, the individuas have separate contracts with the building contractor, because, as owners of the
land, they have an equity interest as actud investors. In multi-household buildings, no congtruction can
begin until 70% of the gpartments have been presold.
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371. There are arrangements which keep the prices of NHA dwellings lower than market prices.
The Agency is obliged to make arrangements with the respective locd authorities to support its housing
schemes. Under such arrangements, for example, serviced plots of land are provided free of charge by
the authority. The legidation stipulatesthat the find beneficiary is granted the ownership or theright to
use the land for the entire life of the building on preferentia terms. The beneficiary will aso be exempt
from property taxes during the loan repayment period and the cogt of issuing the building permit is
covered by the NHA.

372. TheNHA will dso act as a creditor to sdected applicants. Legidation enables the Agency to
grant mortgage loans from its resources to investors (individuas and lega entities) and to genera
contractors. These loans are supposed to be offered a belowmarket interest rates. The loan is funded
from the Agency’ s resources, but, as the Agency is not afinancia inditution, the actud credit contract is
concluded between the customer and a bank, which has a cooperation agreement for this purpose with
the Agency. The bank is arepresentative of the Agency in relations with the borrowers just asthe
Agency represents the customer in relations with the building contractor. The terms of the NHA loans as
of July 2000 were asfollows:
- Duration of up to 20 years,

Minimum downpayment of 25% of the vaue of the property,

Denominated in euro,

Interest rates sarting from 7% for individuas and 10% for legd persons,

Equd ingaments throughout the repayment period,

Mortgage on purchased property as collaterd, and

No court decision required to repossess the property in case of defaullt.

373.  Inmid-2000, some 300 gpartments were under construction, and completion of the first 60
dwdlings, in three 4-storey blocks in Brasov was scheduled for the end of the year. The Agency dso
granted 110 loans for the purchase of existing dwellings.

Social housing

374. A new socid housing congtruction programme was initiated in 2000, financed from an
internationd credit line of US$ 340 million, of which US$ 280 million isto be spent on infrastructure
condruction in rurd areas and the remaining US$ 60 million on public rental housing. The projects
funded by thisloan, which are to be built to strict qudity stlandards, have to be gpproved by the Ministry
of Public Works, Trangport and Housing, after which the Government will invite tenders from building
companies, which aso haveto offer afinancial package. The subsidy cannot exceed 60% of the
congtruction cost and will be paid to the municipality once the congtruction is completed. The success
or otherwise of thisinitiative will dmost certainly depend upon the ability of the locd authorities to
ensure that financia arrangements prior to receipt of the subsidy can produce affordable housing for
those in need cogt- effectively.

375.  Further socid housing isfinanced excdusively from loca budgets. Usudly loca
authorities use their own funds for the purchase of exigting dwellings—i.e. buying back former
socid housing - to replenish their siock. In Bucharest, however, the City Council prefersto
build new dwelings, even when it is not supported by the State budget. The reason is that new
housing will be safer and better insulated than the 25 to 30-year-old dwelings available.
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Recently, newly constructed socia units in Bucharest outnumbered purchased ones by a factor
of 3.

376. Usudly, no specid funds are dlocated in local budgets for renovation, which has to be financed
from rents collected by municipa housing management companies. As a consequence — and because of
the authorities relatively low revenue they are not investing sufficiently in repairing and maintaining ther
stock. Therefore, asin the private sector in generd, the overdl standard of the housing stock is
dedining with time.

Unfinished buildings

377. Thereisaprogramme amed at completing the blocks of flats which had been sarted by the
Government before 1990 and never finished due to the subsequent withdrawa of the State from direct
housing provison. The problem was particularly acute in Bucharest, where some 25,000 dwellings had
been left unfinished. The completion work started as early as 1990 and was carried out mostly by the
locd authorities. 1n 1994, Ordinance 19 was adopted to provide for central government assistance for
completion; and specia funds were set up locdly to raise capitd for completion. The funds are made
up of proceeds from the sde of finished dwellings, matched by central budget subsidies. In Bucharest,
the local administration had completed 10,000 units by the end of 1993, and then a further 10,000
under Ordinance 19. The programmeis now dowing down, with fewer than 500 units expected to
have been finished in the year 2000.

Consolidation

378. Romaniabeing an area of mgjor seaismic activity (seefig.1.1), built Structures need to be
resstant to earthquakes and respect certain safety sandards. Unfortunately, some of the existing —
especialy older — housing stock does not do so. The Government is addressing thisissue through a
consolidation programme. Two kinds of activity are financed through the programme:

The identification of the most endangered structures by technica anayses,

The actud consolidation work.

379. A number of buildings have aready been identified as class 1 endangered and tender
procedures to select contractors started. Budget alocations for consolidation are relatively low. In
Bucharest, only 12 consolidation projects were being prepared in July 2000. Assstanceis transferred
ether as grants or interest subsidies for families with above-average incomes, who can obtain loansto
finance the consolidation work.

D. Mortgage markets

380. Asin other centra and east European countries, the financing of housing investment in Romania
reliesadmog exclusvely on investors cash resources and informd lending (from family or friends).
Some financing comes from the government programmes described in section C. Long-term growth of
investment in housing requires, however, an effective market- based housing finance system, which can
be defined asthe ingtitutional and legal arrangementsin the financia market which are intended to
provide access to finance for housing-related investment. Three basic modds of housing finance system
can be diginguished in terms of the way the capitd israised by the lending ingtitution:
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Commercia bank mode — loans funded from short-term deposits (present universaly on a
bigger or smdler scde),

Contract savingsmodd — loans funded from long-term deposits of other participantsin the
system (ditinct locd variaions in countries like Germany, France or the United Kingdom),

Secondary market model — loans funded on the capital market through different types of
securities issued againg exigting loans (basic in the United States and Denmark, very strong in Germany
and the United Kingdom).

381. Itisby no means certain which of the three sysems will prevail in Romania Commercid bank
lending isonly just beginning to develop, and alegd base for secondary market development has
aready been adopted. Additiondly, there are indications that contract savings ingditutions (German
Bausparkassen) are interested in entering the Romanian market. Still, there are some basic
macroeconomic, inditutional and legd requirements that the economy and the banking sector will have
to meet before any housing finance system can be established in the country:

Theinflation rate has to be rdatively low, though not necessarily one-digit, or

With higher inflation rates, the economy would need to present good prospects for them to
fdl;

Badic indtitutions guaranteeing a true market economy, and especidly a market-oriented
banking sector, including a strong, independent central bank with a successful record of supervision
over credit indtitutions;

A relidble system for the confirmation of title to property; and

The means for the housing aspirations of households to be transformed into effective demand
for housing finance.

Inflation

382. Compared to most centra and east European countries, Romania was much less successful in
curbing the high inflation typicd of the early stages of economic trangtion. Over the 1990s prices
proved very voldile, and athough in 1996 inflation was brought down to 32.3% (from 136.7% in
1995), it rocketed up to 154.8% in 1997. The subsequent inflation rates were 59.1% in 1998 and
45.8% in 1999. With such high and volatile inflation rates, it comes as no surprise that housing finance
systems are developing dowly in Romania. However, recent economic policy statements, such as“The
Nationad Medium-term Development Strategy of the Romanian Economy”, show a determination to
improve the macroeconomic indicators and create better conditions for the development of the housing
finance in Romania. The Government planned an inflation rate of 25% in the year 2000. Successin
doing so would certainly open good business opportunities for those interested in lending for housing in
Romania Theleve achieved is estimated to have been 43.5%, which means that this foundation of
sound housang finance is fill amatter for the future,

383. Inflation affects housing finance mostly through interest rates, which are decisve for the
affordability of housing loans. Unsurprisingly, interest rates are fairly high and volatile. Table 20
illustrates the development of average lending and deposit rates offered to non-bank customersin 1997
and 1998.
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Table 20. Interest ratesfor non-bank customersin 1997 and 1998 (% ayear)
Lending rates Deposit rates
Month 1997 1998 1997 1998
January 53.2 59.8 39.0 36.3
February 69.7 62.0 58.7 40.1
March 108.0 62.1 96.6 40.6
April 112.7 60.7 94.9 39.6
May 109.0 57.4 87.5 38.2
June 91.4 53.2 73.8 34.3
July 69.0 48.5 47.4 32.4
August 52.8 47.0 38.4 32.1
September 49.8 47.9 33.8 33.5
October 48.1 53.0 32.7 37.5
November 50.5 54.3 32.9 40.4
December 55.6 58.9 34.1 42.3

Source: National Bank of Romania, Annual Report 1998.

384. Thevolatility of interest rates makes housing loanstypical adjustable rate mortgages with very
frequent adjustment periods. Banc Pogt, for example, adjusts rates on its housing loans every two to
three months.

385. Table 20 shows ancther feature of the current interest rate Stuation, namely the existence of
large spreads between deposit and lending rates, usualy between 10% and 20%. This can be seen as
symptomatic of the high risk entailed in the lending business (and consequently the tendency for banksto
invest in lower risk Treasury hills, which in addition are offered at favourable rates). 1t may aso indicate
inefficienciesin banking sector operations, however, this Stuation is likdly to improve, asthe legd
environment for banking activitiesisimproving and the banking sector is being privatized and
restructured.

Banking institutions

386. Attheend of 1998 there were 45 banks in Romania, with total net assets of 130,500,000
billionlel. The number of banksisindicative of the fast development of the banking sector since 1991,
when there were only eight banksin Romania. Most banks are newly established medium or small
private banks (Romanian, but with foreign or domestic capitd), or branches of foreign banks. Only one
bank (CEC) iswholly owned by the State, dthough the State is the mgority shareholder in the few big
banks, and the Government has aready declared plansfor their privatization.

387. The sector reacts quickly to the general performance of the country’s economy. The
upsurge of inflation in 1997 affected the banking system’ s key financid indicators, and in 1998,
the ratio of nonperforming loans rose to 54% (from 43% in 1996), hdf of which were not
properly collaterdized. It should be noted, however, that if problem banks are excluded, risk
credit ratios are much more favourable. However, this phenomenon mostly concerns lending to
companies, lending to households is much lessrisky. However, though increasing, lending to
householdsiis till low: at the end of 1998 it represented 5% of dl credit, of which overdue credit
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accounted for only 3.3%”. Although bad loans affect individua banks finencia standing, the
sector as awhole does not seem to be in danger of collgpsing, thanks to the well-developed and
prudent regulatory framework of the National Bank of Romania, and its effective bank licensing
and supervison policies.

388. The banking sector shows strong prospects of development and competitiveness, including in
lending for housing business. Lending for housing purposesis one of the objectives of a number of
existing banks®:
- Romanian Commercia Bank (mgority State-owned, big),
Romanian Bank for Development (privatized, medium),
CEC (State-owned, medium).
Banc Post (privatized, smal),
Bank lan Tiriac (private, smal),
Bank Transylvania (private, smdll).

389. The above-mentioned banks offer market-rate loans for housing purposes. However, their
operations in the housing market are fairly limited. If we discount CEC, which until recently offered
subsdized housing loans, credit for housing purposes forms a very smdl portion of banks' total assets
(1-2%). Theterms of the housing credit product currently offered to individuas by the Romanian
banking sector can be illustrated by the example of Banc Post.

In August 2000, Banc Post was offering two types of housing loan, and was about to introduce another

type. Thethree are:

=  The short- or medium-term loan for buying and/or upgrading properties (2-5 years),

= Thelong-term construction loan (up to 15 years),

= The mortgage loan (new product).

The basic difference between the construction loan and the mortgage loan is the way the credit is

collateralized. Until recently the banks could not accept the property that they were to finance as

collateral. With the construction loan, Banc Post accepts as collateral rea estate other than the property

being purchased, the value of which has to be 25% higher than the loan plus annua interest. Banking Law

rules apply to foreclosure, which means in practice that the lender would have to go to court to foreclose,

and, if the court decison were favourable, supply the evicted borrower with dternative housing — a

socialy supportive measure, which unfortunately hinders the lending of money for housing construction. In

contrast, the mortgage loan granted under the Law of 1999 can be secured by the purchased or

constructed property being financed. Repossession of the collaterd is effective at 30 days notice without

any judicia procedure nor the need to provide the borrower with another dwelling. Presumably, the other

terms of a mortgage loan will not be very different from existing products, thet is:

= [nterest rates — adjustable (in the case of a mortgage loan - under the Mortgage Credit Law - rate
adjustments have to be related to certain reference indexes approved by the Nationa Bank of
Romania),

= Minimum downpayment — 20% for purchase and 30% for construction,

= Borrower’s effort ratio — monthly repayment of principa and interest not exceeding one third of net
monthly household income,

= Loan currency — Romanian lel or selected foreign currencies.

25 All data concerning the performance of the banking sector come from the 1998 Annual Report of the National Bank of Romania.

2 Source: The Prospects for housing finance in Romania, prepared by the Urban Institute for USAID East European Regional Housing
Sector Assistance Project, December 1999.
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390. An fective housing finance system requires an adequate supporting infrastructure, including
property vauation and credit information systems. For property vauation, cooperation has been
established between the banking sector and the leading association of property vauers (ANVAR) (see
chapter I11). ANVAR has prepared va uation standards approved by the Nationa Bank of Romania
and the Securities Commisson. ANVAR has aso trained 400 credit officersin the mgor banks. The
nationwide database for property vauesis currently operated by ANVAR; but it has now been
recognized that the service should be established on a business bas's, which ANVAR neither wants nor
isableto do. Romaniadoes not yet have credit bureaux to provide banks with a prospective
borrower’ s credit history, but aregister of loans over 200,000 million le is available at the Nationa
Bank of Romania.

391. The Romanian banks are clearly open to innovation in housing finance, as can be seen from a
new mortgage insurance scheme to be launched by agroup of banks. Apart from the obligatory
insurance of mortgaged property (arequirement under the Mortgage Credit Law), the banks intend to
introduce optiona insurance for |oan repayment, which can be used to relax credit contract terms for
certain groups of borrowers. The target group is middle-income borrowers well able to repay, who are
interested in good-quality housing. The Mortgage Guarantee Fund (modelled on the existing Romanian
Loan Guarantee Fund) will be established with the interested banks as shareholders. The Fund’s mgor
source of capital will be the internationa markets. A programmeis planned for US$ 500 million worth
of mortgages over 10 years (15,000 properties), and will be preceded by a pilot financing project for
60 homes. Before any guarantee will be issued, the Fund will approve the lender, the borrower and the
property. The insurance premium will be 8% of the value of the mortgage, amortized over 15 years of
the mortgage life. Due to credit risk sharing, the innovation should bring about lower interest rates on
mortgages, and possibly arelaxation of other loan parameters, such as the minimum downpayment.

392. Housng loansin Romania are currently funded from short-term deposits, despite chapter VI of
the Mortgage Credit Law dlowing aternative funding, namely the issue of mortgage bonds against
exising mortgages. The implied secondary market for mortgages seems, however, avery distant
option, since the system would require a more eaborate regulatory framework than exists a present,
and would still need to be worked out. Moreover, the banks have not yet been able to build suitable
mortgage portfolios.

Right to title

393. Oneof the crucid issuesfor the development of housing finance is clear ownership rights for any
red estate subject to market transactions, supported by an effective and rdiable title registration system.
Part of the legacy of communist rule in Romaniais the countless clams to formerly netiondized redl
edtate. It will probably take afurther decade to sort out thisissue. In the meantime, the unclear status
of land and buildings will continue to inhibit the development of mortgage financing, because it excludes
alarge portion of the red estate market which is considered too great arisk for potentia mortgage
lenders. The Government is currently working on the country’ s cadastre systemn, one function of which
will bethe legd confirmation of titles to property.
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Creating effective demand

394. Asmentioned in section B, redtrictions on effective demand for housing are mostly income-
related. New dwdllings are too expendve for many people but existing units are more affordable.
Smilarly, the accesshility of housing finance itself can depend on the type of the product that isfor sde.
Under present conditions, and reflecting the level of interest rates and income distribution among the
population, the potential market for adjustable rate mortgages is very restricted; and thisis mostly dueto
the very high cost for aborrower of the initid phase of loan repayment. The dilemma currently facing
maost would- be house buyers in Romaniais: to reduce the loan repayment/household budget ratio to a
level acceptable to the bank, the loan has to be smdler, and this pushes the would- be purchaser
towards chegper property (for example, an existing unit instead of anew one). But even then, for most
households, it aso requires alarger initid downpayment, which they cannot afford.

395. Modds for addressng this problem have been developed successfully in other countries. For
example, in Mexico and Poland, banks have agpproached the need to make loans available to lower-
income groups by introducing mortgage plans which distribute the burden of loan repayment in away
that isfar more tolerable to the borrower. One such is a dua-indexed mortgage, in which the interest
rate and monthly payment amounts are based on two different indices (repayments usudly follow the
movement of wagesin the economy). The DIM product technology is fairly complicated, but the
example of Poland shows that it can be absorbed even in the early stages of trangtion.

E. Typical financing structures

Private housing construction companies

396. InRomania90% of dl new housing congruction is financed from private funds. The public
sector from renta housing congtruction. The Nationd Housing Agency’ s programme and other
government programmes directed at owner-occupancy are responsble for only afraction of newly built
owner-occupied dwellings.

397. The condruction of sngle-family housing in rurd aressis usudly managed by the
prospective owners without any public assstance. In contrast, new homes in urban areas are
usudly offered by market-based developers. Unlike some publicly supported congtruction
programmes, described in detall in section C, private-sector housing projects do not entall
sophigticated financing patterns. Theinitiad project capitd, which is sometimes funded from a
short-term loan, buys the land and covers the adminigtrative costs of the necessary permits.
Before any actual construction work starts, the devel oper pre-sdls some or dl of the dwellingsto
be built in order to obtain finance for the congtruction work. A standard initial ingtalment for
prospective owners is 15% of the agreed purchase price of the property. Instalments are indexed
to aforeign currency, typicaly the United States dollar, and customers often offer to pay much
more up-front to protect againgt the effect of inflation on exchange rates. Such prepayments can
then be treated as credit to the developer and bear an annud interest of 10%. Late payments,
however, will be treated as credit to the customer, for which the developer will charge something
like 14% ayear. The development company is additiondly insured againgt losses as aresult of
late payments. The money for ingtaments can come ether from the purchaser’ s savings or from
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aloan. Asindicated in the previous sections, housing invesment is till financed primarily with
cash.

The funding of housing-related infrastructure

398. Themunicipdities are respongble for providing access to sewerage and water networks, while
nationd utility companies provide other types of infrastructure. While funds for large- scae infrastructure
projects, and some infrastructure in rurd areas, can atract international assstance — e.g. programmes
mentioned in section C - the financing of service provison in urban areesis problemétic. The limited
investment capacity of loca authorities and utility companies forces the providers to seek investment
capitd esewhere, or to fail to meet their obligations. Typicaly, therefore, if they are to develop housing
on apiece of land, developers will have to finance the construction of the infrastructure networks
themsdves. Asthey cannot own the infrastructure, they have to transfer it free of charge to the relevant
utility companies, which implies ultimately a cost to be borne by the find home-buyer. The Stuation for
commercid housing developers is about to become even worse, snce municipdities are now obliged to
dedicate funds primarily to infrastructure for land to be used in NHA projects.

Maintenance and renewal

399. The Romanian tenure structure is heavily biased toward owner-occupation. Normaly, this
might be expected to have a positive effect on the finance available for maintenance and renewa.
However, thisis not the case in Romania, Snce most owners are not rich. The financing of renovation is
particuarly problematic in the multi-family stock, whose owner-occupiers are the result of either
restitution or the “give-away” privatization process. In particular, the common parts of the multi-family
buildings often need serious repairs or modernization. The joint-owners ability to pay for proper
maintenance, |et done dedicate additiona resources to renovation work, is very restricted. For
organizationa and cost reasons aloan for this purposeis an even more distant option. Currently, the
State does not offer any subsidies to owner-occupiers to solve this problem. There are micro-finance
schemes using internationa resources; but their scope is very restricted. On the other hand, the market
for refurbishing individud dwellings seems to be blooming, gving employment to a multitude of petty
entrepreneurs. Thiskind of renovation isincreasingly financed by bank credit.

400. Thedtudion in rented sock seems no better. Renta housing is mostly in municipaly owned
stock. Rents are regulated by legdation. According to the Housng Act, rent should cover
“maintenance, repair, taxes, return on investment”, which, if applied, would provide sufficient income to
landlords. However, the rents cannot be raised above alegd ceiling of 25% of the household' s income.
Thislevd is deemed to be economic, and to yield an income stream able to cover the expenditure
recognized in law as necessary; however, given the rdatively low incomes of current tenants, it is usudly
insufficient for proper maintenance and repair.

401. Thedtuation iseven worsein the socid housing rental stock, whose tenants can be
charged no more than 10% of the household’ sincome. Legidation places the same responsibility
on landlords to ensure the upkeep of the properties, but assumes that the difference between
rental income and expenditure can be covered from the local authority’s budget. The authorities
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find that other urgent priorities prevent this, which implies that the socid housing stock will be
deteriorating even faster than in the private sector.

402. Upto 1999, when rent levels were adjusted to catch up with generd price inflation, rentsin
Romaniawere symbolic, and amounted to 300 |ei/n? per month. Currently in Bucharest, they range
from 7,000 l&i/n¥ in zone | to 2,000 lei/n¥?in zonelll. Around 40% of non-socid renta stock in the
city fals under rent controls (i.e. is subsidized). Socid housing in Bucharest forms avery smal portion of
the stock and is allocated to the poorest families. In the year 2000 only about 4 billion lel were
alocated for repairs to public stock in the Bucharest municipa budget.
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SUMMARY AND RECOMMENDATIONS
Overview

403. Romaniaisacountry in trangtion from asocidist planned to market economy. At presant, it is
experiencing a number of sgnificant housing problems. The country aso faces severd mgor chalenges
to action over the coming years, and afallure to address these adequatdly islikely to result in the
housing problems growing to insuperable proportions.

404. Set againg this negative background, there are some promising signs for the future. Over the
past few years, the Government — primarily the Ministry of Housing and Planning — has become
increesingly active in the formulation of housing policy, and has taken various initiatives in housing issues.
Nonetheless, however essentia and effective these might be, they are not sufficient to ded with the scde
and complexity of the country’s housing problems.

405. One poditive initiative by the Government was its request to the United Nations Economic
Commission for Europe for this country profile on housing. This reflects an honest appraisal of the
Situation, acknowledging that Romania might benefit from an objective externd view of its housing
gtuation. In this same spirit, the profile ams at an entirely honest description and assessment of the
housing Stuation in the country: its problems, the effectiveness of measures taken to date to address
them, and the options for future action.

406. Perhapsthe greatest danger facing the country’s housing is afailure to recognize the scde and
complexity of theissues. Thisis exacerbated by the fact that recent housing initiatives do gppear to be
beneficid, but in avery narrow area. There is a danger that this success might distract attention from al
the other issues not yet being addressed, leading to complacency by those in authority, and the public
who are keen to see red progress, which in turn might prevent action until it istoo late. The request to
the United Nations Economic Commission for Europe can be taken as clear evidence that the Romanian
Government is not complacent about the current Stuation, and will welcome its atention being drawn to
al the areas which need it.

Strategic priorities for housing policy

407. Tofocusthis sudy, it was essentid to identify the objectives of Romania s housing policy.
Thereis no shortage of strategies, policies and legidation in which aspirations for the country’ s future
housing are set out; and, yet, these aspirations have produced few concrete objectives or practica
measures. It therefore became imperative to assess the concrete housing issues facing the country and
its citizens, and for their implicit problems to be tackled by policy and action. Thisled to one of the key
conclusions of the study, namely that there is a marked difference between the materid circumstances of
housing in Romaniaand current officid priorities.

Public expenditure on housing
408. Judging by the sze of budget dlocations, housing is neither anationd nor alocd

politica priority. Thisreflects the attention being given to more urgent and politicaly sengtive
issues, and the tight budgetary policies necessary if EU gpplicants such as Romaniaareto
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comply with the Maadtricht criteria. More ggnificantly, the prevailing view in officid circles—
at least @ the nationd level — appears to be that the only mgor housing problem requiring
government intervention is the need to “kick-start” the market in house purchases: al ese can
be |eft to market forces.

409. Despitethe rdatively low leve of direct budget dlocations for housing, considerable public
resources can actudly be seen to flow indirectly into housing. Thistakes a variety of forms. Some
reflect the fact that not al areas are market- oriented: as for example red expenditure in subsdizing utility
sarvices, or the opportunity cods of atificidly low public rents, State land provided free for
development, and tax-free periods following privetization. More hidden isthe rdatively unrecognized
enormous depreciating asset value of the country’ s housing stock due to insufficient investment in
maintenance and repair - aloss for both state and private owners. This again reflects the lack of
gppreciaion of market vaues which would come from awell-established market.

410. Public spending on housing is dso poorly targeted. The drategy for public investment in housing
in other countries usudly follows policies:

To dimulate investment among eements of the population who otherwise would not invest in
housing,

To provide housing (or services) to those who are not in a position to afford suitable housing
(services) in the market.

411.  Within the Strategy, investment is usudly targeted on those housing sector areas which need
priority due to the urgency or intengity of their need. In Romania, in contragt, the main focus of current
public expenditure is the Nationa Housing Agency, whose activities gpparently do not concentrate on
those areas mogt in need of government investment. For example, the NHA is undoubtedly building
new good-quality dwellings, which are sold at reduced price to customers without checking whether
they can afford to (or intended to) buy at market prices or not.

412. Poor targeting is aso evident in the dlocation of subsidies to the public rental stock and utilities,
when the subsidy (of either rents or utility bills) is gpplied across the board irrespective of the household
income. Bascdly, the renta stock is subsidized through rent controls, which is commonly recognized as
an obsolete method.  Even though the public rental stock in Romaniaiis very smdl by any European
standards - which means that rent controls do not greetly interfere with the owner-occupied sector - it
can ill hinder the growth of the private rental sector, limit the housing mobility of tenants, and - most
importantly - adversdly affect the physical condition of the rental stock to whichit is applied.

413. Additiondly, there are evident ggps in housing expenditure policy. There are no readily available
subsidy mechanismsin cases of massive naturd disasters which destroy substantial housing stock. Y et
Romaniais endangered by both floods and earthquakes. Recent experience indicates that ad hoc
measures to enable recongtruction or provide aternative permanent housing usudly entail delays and

highly inefficient public spending.

414. Thereisadso no policy for ensuring that the housing authorities can provide enough
adequate shelter for homeless people, as described in more detail below. Romanialacks supply-
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gdesubsdies. Aninsufficient supply of land for housing congtruction, with adequate infrastructure,
pushes costs and prices up. Responsbility for infrastructure was transferred to the local authorities,
but local budgets cannot support the task.

415. Actionsamed at improving housing conditions could generate additiona resources, in what
could proveto be a“virtuous circle’. For example, agreater taxable base for public investment could
be created in the building materid and construction industries through massive increases in turnover from
the necessary repair, renovation and new congtruction work. More use of economic rents and utility
charges could service loans raised for commercia investment. A more secure housing market combined
with better gppreciation of asset value could stimulate and judtify increased private investment by
homeowners.

The housing market

416. Theenvironment for housing finance is seadily improving (both in ingtitutiona and
macroeconomic terms), but this sarted from avery low base; and there is till only a very rudimentary
market- based housing finance system in Romania

Macroeconomic conditions will hinder the development of housing finance in Romaniain the yearsto
come. How long they will do so depends on the sustainability of the present macroeconomic policies.
The prevailing grict budgetary and monetary policies are both conducive and obstructive to the
development of the housing sector: conducive in the long run in bringing stability; and obstructive in the
short run due to the need for cuts in expenditure and high redl interest rates.

417. TheRomanian loan market is dominated by the few commercia banks, which fund housing
loans from short-term deposits. The supply of housing loansis limited in both scae and variety for both
individua home-buyers and private resdential devel opers.

Public spending dways interferes with markets; and the government-sponsored programme of
relaunching new housing construction through the NHA is no exception. It creates unequa competition,
since NHA projects are basicdly directed at the same customer as those of private devel opers and the
NHA enjoys specid privileges and ultimately a price advantage over private developers. If adequately
capitdized, the NHA can crowd out the competition in the market, bringing business success, but not
necessaily to the red benefit of market development.

The National Housing Agency

418. Created by the Government to work to a policy agenda, but under market conditions, the NHA
can be seen asaway to “privatize’ housing policy. The NHA has been assigned tasks which are
typicaly performed by governments. There is nothing intringcally wrong with this gpproach, but, in the
Romanian context, it poses certain risks to housing policy effectiveness. The risks can be characterized
in the following scenarios:

Policy. Early successin ddivering on objectivesin one area of operation - whether
factud or window-dressing - could easily lead to a strong perception of the effectiveness of the
Agency’ soperations. This might lead decisonmakers to assume that this effectiveness will apply
to whatever the Agency undertakes, and reinforce atendency to believe that such an agency
working through market mechanismsisthe only way to address al housing problems. One
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conseguence might be to give the Agency afree hand, not only to implement, but dso to
formulate, al housing policies. Consequently, the NHA could develop by default into the only
agent on the housing policy scene. Since Romanialacks certain important policies a nationd level
(see below), this kind of autonomy for amarket-oriented body without politica direction could be

very risky.

Practicalities. The Agency was gpparently devised as a self- perpetuating “investment
maching’, in which, having been set up with itsinitid public capitd, funds revolve and generate ever
more private funds. However, thisis likdly to prove fase: because the funds will dmost certainly not
revolve fast enough to meet any demand substantia enough to start meeting Romania s housing needs.
Misplaced trust in the ability of thismode of financid engineering to ddliver could leed the Government
and Parliament to limit or completely cut off public funding at atime when further input is required.
Equaly, if the NHA became amgor (or the only) channdl for transferring public funds into housing
condruction, its funding requirements might divert most or dl public money available for housing awvay
from other schemes that meet other needs.

System-built apartment blocks

419. A large pat of Romanid s housing stock consists of blocks of apartments constructed by the
State using various forms of systemn building. The vast mgority of these gpartments have been sold into
private ownership, a measure which enjoyed widespread support at the time, reflecting the population's
gtrong preference for owning their home.

420. A number of mgor problems have been identified in connection with these apartment blocks:

Physical. A andl but sgnificant number of blocks suffer from mgor structurd problems.
The vast mgority are very poorly insulated, causing magor discomfort and endangering health and even
lifein both the heat of summer and cold of winter. Poor insulation together with badly maintained
internal and externd infrastructure for utility services lead to high wastage and costs in provison. One
fundamentad issue is that there has been no survey of these physical conditions, and therefore thereisno
firm knowledge of their scale and extent, nor of the cogts of rectifying them.

Institutional. The ownership of the blocks was fragmented into multiple ownership of the
separate gpartments within condominiums, including continuing public ownership where tenants were
unable or unwilling to buy. This Stuation has been further complicated by the letting and subletting of
some gpartments. The handling of building work, payments for utility services, and other matters of
common interest to condominium residents depends on the effectiveness of their homeowners
associdions. This varies congderably and has no firm legd basis.

Economic. After meeting their everyday living codts, few households owning
gpartments have sufficient digposable income | eft to contribute to the costs of cyclica
maintenance and minor repairs, and even fewer can save for mgjor repairsto their buildings. As
a consequence, the genera condition of the apartment blocks can be expected to deteriorate,
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rendering an increasing number unfit for habitation. A sgnificant minority of households
(typically older people on fixed pensons) cannot afford even to meet their heeting and other
utility bills and their tenure can only be maintained if the State-owned utility companies are
subsidized and tolerate arrears.

Financial. Although the ownership of an gpartment represents ared financid asset, the
generd lack of maintenance and repair can eadly imply asgnificant risk for any potentid private
investor, making it rdatively difficult for homeownersto raise mortgagesin a poorly developed financid
market. Thereisaso little public funding available for homeowners.

Social. Many households are investing money in improving their own apartments.
However, investing in the jointly-owned building structure or utility infrastructure is often impossible
because either some resident househol ds cannot afford to contribute or because cooperation within the
homeowners association, if thereis one, is poorly developed. The situation is being exacerbated as
those who can afford to do so are moving out of the apartments to purchase newer and/or better qudity
properties. This can be seen asthe first stage of asocid polarization, which will lead to an increasing
concentration of poorer households in these apartment blocks. Unless these issues are addressed,
Romania faces the prospect of emerging ghettos of poorer households literaly trapped as owners or
tenants of unsuitable properties that they cannot afford to maintain.

Older family housesin urban areas

421.  While not experiencing the same problems of shared responsibilities as the new owners of
goartments in condominiums, the resdents of older family houses do share the economic and financia
limitations of those living in gpartment blocks. Equdly, athough the physica condition of their homes
tends to be better than that of apartment blocks, its maintenance and repair has been typicaly neglected
for decades, and therefore aso represents amaor chalenge. In short, additiond investment into this
sector of the housing stock is needed to avoid its further deterioration. An additional problem for many
resdentsin this stock is the threst of losing their home through claims for restitution by the former
owners or their descendants.

Rural housing

422. The nature and condition of the rurd housing stock is very varied, and care must be takenin
generdizing. There are nonetheless extreme cases of unfitness, typicaly associated with poorly
maintained traditiond timber and earth sructures.

Rura housing problems are even more associated with poor energy efficiency, the inadequacy and cost
of utility provision other agpects of the physica infrastructure, and poor commercia and socid amenities
inrura settlements. 1n other words, it would be more appropriate to speek of the housing dimension of
the complex of problems generally besetting rurd areas in Romania, rather than rural housing problems.

New housing produced by the market

423.  Sincethe housng market in Romaniais not well developed, it is not surprising to find
new market generated congtruction to be very limited. Nonethdess, itsqudlity is generdly
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acceptable: the problem is rather the sdlling price which limits accessibility to ardatively very
amal portion of the population. This price is governed partly by the inefficiencies associated
with obtaining serviced building stes, and partly by the cost of finance, materiads and
congruction in an as yet insufficiently developed market economy. The efforts made to
introduce innovative building methods and materials to produce new homes at lower cost have
not been generdly welcomed by potentia customers. Although attributed by commentators to
an inherent consarvatism, this could equaly reflect disllusonment with system:-building methods
used for gpartment blocks in the 1960s.

New social housing

424.  The congruction of new socid housing is currently negligible. This can be attributed to the lack
of public funding, or to the tifling of debate on the subject due to the received wisdom that thereisno
actual need for more socid housing. Nonetheless, there are Sgns of tenson which will resurrect this
issue: not least agrowing number of evictions and increasing homeessness, but adso the mismaich
between households and their living space, or between households income and their increasing housing
costs. Emergencies like earthquakes and floods are another reason for kegping a significant public
housing stock, which would reduce the volume of ingtant expenditure should a disaster occur.

Conclusions and recommendations

425. Despite the scale of the housing problems facing Romania, effective solutions are possble. They
will, however, demand considerable immediate action by the State. In other words, the free market
aonewill not be sufficient to dea with the country’ s present and future housing problems.

426. Romanian will need to make much more funding available for direct investment in housing.  This
could be found by redirecting resources currently wasted as indirect funding for housing-related issues.
However, the State cannot redigticaly be expected to meet more than a smal proportion of resource
requirements, and the need for State action covers much more than invesiment. Considerable private
investment must be made available to ded with housing problems over the next years. This private
investment must come not only from corporate commercia sources, but dso, to alarge degree, from
ordinary householdsin the country.

So the Romanian Government has avery dear and sgnificant role in developing and maintaining a
suitable framework for encouraging, facilitating and helping direct private investment into housing o as
to solve the various problems. Thiswill require a better understanding of the housing sector and, on this
basis, a gtrategic approach going well beyond the current expressions of intent, and setting out clear
plans and programmes to achieve the objectives. It is hoped that this report will provide a practicable
and appropriate basis for this understanding and strategic approach.

427. Thiscountry profile makes a number of recommendations to the Romanian Government, drawn
from the analysis and conclusions in the various chapters. In the schedule below can be seen an
embryonic strategy which is recommended by the UNECE team of experts:
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General Approach of the National Gover nment

428. Theoveriding need isfor the Romanian Government to recognize the scale, extent and
complexity of housing problemsin the country. Consequently the Government will need to be committed
to much greeter active intervention in the country’ s housing markets than a present, if it isto improve
the effectiveness and efficiency of market operations. If the palitical will for this change is lacking, the
implementation of &l other recommendations will be ineffective. Moreover, certain aspects of the
current Situation require immediate intervention by the Government to prevent the Situation getting out of
control.

429.  Without in any way wishing to question the importance of market forces in degling with many of
Romania s housing problems, the experts fed that the Government will have to recognize that avery
large proportion of its citizens will not be able to get satisfactory housing conditions without financid
resources from outside norma markets. So further commitment will be needed to ensure the future
provison of better targeted public funding. It will also probably need to be much greater than at
present.

430. The Government is advised to pay more attention to the potentia role of the housing sector in
the economic development, which is one of the country’s priorities. On the one hand, housing
congtruction, repair and maintenance can be mgor contributors to economic activity and employment.
On the other, the availability of decent housing in the right location and & the right price for the
economicaly active population is akey component of the country’ sinfrastructure.

431. Paticular atention needs to be given to drategy, policy and plan formulation &t al levels, with
the lead being taken by the nationd Government. Specificdly, strategic documents must be seen asthe
beginning, rather than the end, of processes, with far more care taken both in consdering how plans and
policies are to be fully implemented, and in ensuring that implementation is monitored and achieved.
Specificaly, the various potentia stakeholders in implementation need to be involved in strategy
formulation, to maximize its chances of success.

General Actions by the National Gover nment

Legislation

432. Legidation on locd authority finance should be revised so that funding for the housing sector and
its related infrastructure becomes a priority for loca administrations.

433. Thedraft laws on land-use planning, locd public utilities and property restitution, which are
currently before Parliament, should be approved and implemented as quickly as possible.

434. Romania should adopt legidation regulating financia support from the budget to personswho
lose their dwdlingsin natura disasters. In emergencies, the State should be able to react quickly and
offer subsidies (cash grants, low-interest loans, interest subsidies, State guarantees, specia purpose
insurance schemes, etc.) to individuals for the recongtruction of their homes, or to municipaitiesto
acquire socid housing for the victims. Support is particularly important in rural aress, where access to
dternative housing is restricted, and where it is unlikely that the property logt isinsured.
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435. The Government should consider the need for legidation to support and/or enforce the wider
housing role for loca authorities recommended below.

436. TheLaw onthe gatus of foreign investments should be amended to include anew clear
provison on foreign investmentsin the congiruction of new dwellings so that Romanian developers do
not suffer disncentives.

437. Thelegidaion on the completion of unfinished buildings financed from State or loca budgets
should be modified so that sdle a asymbolic priceis possble. Thiswould both help bring about
speedier completion and permit new dwellings to be made available at lower prices or rents.

438. The Cadadtrd Law should be completed, making provision for obligatory regigration. Inthe
Law, regidration terms should be clarified.

439. Theactsreating to Stes for new housing congtruction - e.g. Land Fund Law, Law on Public
Property and its Status, Law on Leases (Concessions), building permits and building regulations - need
to be reviewed and possibly consolidated with aview to removing obstacles to effective and efficient
development. The current dispersal of legd provisions hinders the transparency of accessto
development Sites.

440. Theprovisonsof the Law on Qudity in Construction should be revised to extend its provisions
to apply aso to one- and two-gtorey buildings, as this large segment of the stock is currently exempt
from qudity contral.

441. TheHousing Act should be extended by provisons covering the following:

The organisation and obligatory regigtration of homeowners associations,

The regulation of relations between different ownersin condominiums, especidly regarding
ther efficent and effective management;

The contracting of services from public utilitiesin different ways (e.g. by homeowners
associations for the whole building, or by homeowners and other residents directly).

442.  The chapter of the Housing Act on “the renting of dwellings’ should be extended witha new
provison establishing an owner’ s right to receive information annualy from the tenant on the net monthly
income of the latter’ s household when it pays asocid rent.

443. TheHousing Act should be extended to give the developers of socid housing the right to
trandfer these dwellings - after the tax exemption period of compensation - into the category of “free
dwellings’, which can then be sold by developers at market prices. This measure would be an incentive
for legd entities and individuasto invest in socid housing. In the present circumstances, and in order to
attract private capitd to the condtruction of socid housing, these dwellings status as “socid housing”
should be maintained for 5-10 years.

444, The Law creating the Nationa Housing Agency (NHA) should be amended to exclude conflict
with the NHA fields of activity (seearts. 1 and 2).
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445. Thedraft of the Law on Loca Public Utilities should be extended to include the regulation of:
The metering of cold and hot water, gas and heeting in buildings, and
The contracting of services from the public utilities.

| nstitutional

446. A quango responsble for housing policy development (such as arestructured nationa centre for
human settlements) should become the coordinating body and forum for the various playersin the
housing sector. This forum would need to be fully open to any of the ingtitutions interested and involved
in the improvement of housing conditionsin Romania. One of its key aims would be better
communication between organizations and authorities at different levels, permitting a partnership which
could improve housing sector agendas and this would stimulate a positive future housing policy.

447. Nationd prioritiesfor housing need to be set out clearly, and a proper understanding of nationa
housing issues should be promoted through information and debate. They should be made public and
supported through the rdevant ingtitutiona structures and resource distribution.

Education, training and promotion

448. Asapiriority, there should be a recognition of the need to address the mind-set of the new
generation of private owner-occupiers, many of whom ill fed that the repair and maintenance of their
property isaduty and function of the loca authority or housing maintenance company. Oncethis
gtuation is accepted, the new owners have to be educated asto their reponsibility to invest in their own
property to protect its value, aswell asto ensure its primary function - that of shelter.

449.  Support is aso needed for the continuous professiona development of nationa and locd taff in
housing, planning, surveying, engineering, and other rdated professona disciplines, to revitdize the skills
and performance of the entire housing sector.

450. The Government should support technical assistance schemes for banksto train their personnel
in mortgage designs, for example alowing deferred paymentsin the initia phases of 1oan repayment.
Such aterretive designs could work in the present inflationary environment in Romania, and could be
successfully used to make mortgage affordable to moderate-income househol ds without the need for
State subsidies.

Public utilities

451. Thepractice of dlocating public grants to service supply companies should be replaced by a
new system of targeted financid support for socidly vulnerable households to help them pay for public
utilities.

Homelessness

452.  The Government should consder launching a programme to congtruct shelters for the
homdess. Evenif it is not the most pressng need, asmall annud expenditure - in the form of
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meatching grants to municipdities or charitable organizations - could avoid very sgnificant
problems in the future.

Finance

453. Tax incentives gppear to be a suitable instrument to encourage new house congtruction but they
should be used cautioudy. For example, applying a0% VAT rate to housing congtruction would have a
positive influence on the cost of housing production and on the volume of investment in the sector; and
for this reason the Government should give this serious consideration. However, once the lower rate
were introduced, it would be politicaly difficult to raiseit in the future, if the need wereto arise. Inay
case, European Union regulations require that the lowered VAT rate cannot be less than 5%. The same
kind of cautionary qudification gppliesto other tax incentives.

454.  Property tax exemption should be provided for owners (through the homeowners associations)
who invest their own fundsin the rehabilitation of multi- storey residentia buildings.

455.  Increased funding will be needed to support the increased housing activities by loca authorities
as recommended below. The Government will need to fecilitate this, providing resources directly if
necessary; and there is scope for locd authorities to be enabled to raise funding themsdves through
higher rents, local taxes, land sdes, charges for infrastructure provision, and so on - or any combination
of these. However, these must be handled sensitively so as not to solve one problem by increasing local
households' affordability problems.

456. A more supportive framework of assistance is required for the new homeowners crested by
privatization. Although undoubtedly involving strengthening the management of localy based owners
associations, ensuring their access to micro-finance will dso be essentid.

General Actions by L ocal Gover nment

457.  Loca authorities need to adopt a different, proactive gpproach to housing, in which they accept
their role and responghility in ensuring the satisfactory qudity of ther citizens housing. Thisisan
extenson of - rather than areplacement for - their present landlord role. Above all, each loca authority
needsto gain aclear picture of the loca housing situation, and to create a practica strategy for present
and future problems.

458.  Among other things, the authoritieswill need to embrace the need to get involved in the search
for solutions for unfit and declining stock conditions in the owner-occupied sector. Thiswould most
gppropriately be pursued in the framework of generd urban renewd and rehabilitation policies.

459. A key requirement will be to monitor local housing markets, and to gain a greater understanding
of them asthey evolve. The authorities cannot solve dl, or possibly any, problems aone, and will need
to work in partnership with others. They will therefore need to harness market forces asfar as
practicable, and to ensure that they are not inadvertently working againgt them.
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460. A useful partnership for the authorities will often be with the locd communities; including the

groups of householdsin the owners associations in condominiums. Here and e sewhere, they could
develop programmes to support loca action and community management and hence use the potentia
for sdf-hdp and the investment of residents’ own financia resources.

461. Locd authoritieswill find that, in accepting the need to facilitate the access of vulnerable groups
to suitable housing, there is a need to anticipate future needs rather than rely on the needs manifesting
themsdves. They will, of course, need to provide funds for new socia housing; but, to use these
effectively, the housing should be planned and designed to match the nature of the specid needs.

New Housing Construction and NHA

462.  If subsdizing new home purchasesis to continue as a policy, substantial funds should be
channelled to the municipdities for the congtruction of housing-related infrastructure. With growing
demand, the restricted supply of serviced land for housing congtruction is one of the most important
factors in generating higher costs and prices. Supporting the supply side of the housing market is crucid
if messuresto simulate demand for housing are to be implemented at the same time. Most demand-side
subsidies will have been wasted if the newly generated demand causes price increases when combined
with insufficient supply. The NHA housing condruction programme does avoid this problem, but only
because of the exigting Stuation, in which the subsidy isin fact free access to development land.

463. The subsidies and other benefits accruing to the NHA represent a greet price advantage over
other developers. The NHA should avoid the risk of taking — or appearing to take - advantage of its
gatutory powers to compete with private developers in the same housing market. NHA involvement in
the production of new housing for sde should target those segments of the housing market which are
unable otherwise to attract sufficient finance. To do otherwise creates a great risk of using considerable
public resources for little net benefit to the general housing situation. NHA resources should be directed
to those areas of housing where the need for investment is not satisfied by private investors (e.g. socid
housing, or rental housing in generd, consolidation, renovation). This shift would dso alow the local
authorities to tackle the real needs of the sector and allocate public resources more efficiently.

464. The gatutory framework for the operation of the National Housing Agency should be revised as
follows

By introducing sunset clauses into the Law on the Nationad Housing Agency; the operationa
objectives of the NHA should be clearly stated and, after the achievement of these (or after a stated
period of time) the programme should be phased out or privatized;

By redesigning socidly oriented criteria for applicants to the NHA programme (e.g.
introducing maximum income digibility caps) and giving these criteria more weight;

By introducing further redtrictions on the selling of newly built NHA dwdlings by ther
owners.
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Unfitness within the Housing Stock - Condominiums

465. The Minigtry of Public Works, Transport and Housing should complete its assessment of the
condition of the housing stock and quantify the investment needed to meet minimum standards. The
results should then be fed directly into the policy-making process to inform the cregtion of anationd
drategic framework within which this problem can be tackled. This framework will need to direct and
resource the necessary measures at both national and loca levels, and ultimately ensure that gppropriate
action is gpplied to each building. In most cases, action will need to include repair, modernization,
remodeling, and even recongtruction to dedl with existing unfitness. In al cases, arrangements will be
needed to ensure that future problems do not arise through further negligence:
- By organizing cyclica maintenance and due repair,

By periodicaly ingpecting buildings, and maintaining atechnica passport for each,

By ensuring the appropriate use of buildings and equipment,

By informing the public authorities of technica accidents,

By cresting and operating a snking fund to cover future maintenance and repair costs.

466. Susgtainable housing requires professona management. Y e, current government policy involves
reliance on the enthusaam and activity of inexperienced inhabitants, which Smply cannot guarantee it.
Changing the present inadequate Situation will probably require in each case some form of cooperation
between governmentd, voluntary, and private inditutions to creste effective management arrangements.
It is recommended that the loca authorities assume the role of facilitating these partnerships, receiving
support from the government and other bodies interested in regenerating this key eement of the nationa
housing scene.

467. Highest priority should be given by the Government to raising public awareness of the need for
the regeneration or recongtruction of the existing stock. More specificdly, change is needed in the
mentdity of homeownersif they are to engage actively and fully in trying to improve their own Stuetion.

General housing for rent

468. The Government should acknowledge the need for additional rented housing to accommodate
new future households not yet able to afford homeownership. Socid housing will be needed in any case
to ded with the growing problem of evictions, and the need for temporary accommodation for tenants
from buildings undergoing renovetion, etc. Where this need is unlikely to be met by a supply of suitable
housing, astrategy should be developed to create such a supply, including with public funding if
necessary. The genera dtrategy of the NHA should be redirected towards the construction of socia
housing or other dwellings for rent.

469. Rent controls should be lifted or at least decentralized and rdlaxed. Asaform of subsidy to
tenants they should be replaced by housing alowances offered to low-income householdsin dl kinds of
tenure to cover overal housing costs. It should be possible to do this without increasing the budgetary
burden on the State, and possibly with a significant reduction of this burden. At the very leadt, it should
ensure a better targeting of resources. A housing alowance regime could also be extended to cover the
service charges of the utility companies - thiswould help them improve performance and reduce the
burden on the State of covering their losses.
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