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Executive Summary

This report recommends how the Ministry of Environment might formulate a program for sustainable housing.

We focus exclusively on housing built before 1990.  Most of the later housing broadly meets the criteria of sustainability.  The older existing stock, in contrast, meets few of these criteria.  The issue is less whether the housing itself is sustainable (which is a issue simply of proper maintenance and of improvement of energy efficiency), than whether it is managed in a way that is consistent with sustainable development.  This housing is overwhelming in private ownership, and dominated by apartment owners who, because of the way that privatization was carried out, lack many of the skills that allow them to manage their homes sustainably.  We therefore focus on how the Government should encourage and require that the owners of the housing manage it in a sustainable manner.
Sustainability and housing

The classic definition of sustainable development is “…development that meets the needs of the present without compromising the ability of future generations to meet their own needs”.  It embraces a long-term perspective that looks beyond current problems, and searches for durable solutions.  It deals with the equitable distribution of goods and services, and with the present and future welfare of the people.  It also takes an ecological perspective that deals with maintaining and enhancing the natural resource base.  

Sustainability has become one of the guiding principles of the EU.  Lithuania is not the first countries where the concept of sustainability is being applied to existing housing.  It may, though, become one of the front-runners in Europe, and worldwide if it succeeds in articulating this approach and embodies it in the national housing strategy as an explicit organizing principle for its housing policy.

This study concentrates on those aspects of sustainability that affect and are affected directly by housing: Economic Sustainability, Environmental Sustainability and Social Sustainability.  

An assessment of present housing management practices

The first principle of economic sustainability is that the financial cost of a sustainable housing program must be affordable in the long run to central and local governments, and to each of the various other institutions involved in the implementation of the program.  

The report finds that Government should choose to spend little, if any, greater proportion of its budget on housing than is already proposed or planned.  However, a relatively small proportion of present public housing expenditures is targeted to the most needy groups.  Expenditure could be reduced in various ways (including making the maintenance companies more efficient, and from reductions in utility compensation payments resulting from energy efficiency improvements).  The savings thus realized could be re-allocated to other priority uses, including well-targeted expenditure on housing.

Many housing functions have been allocated to municipalities, but no one has estimated the cost to municipalities of fulfilling their assigned duties, nor, therefore, of the revenues needed.  Few municipalities have carried out an assessment of the human resources required for housing management, and there is likely to be a substantial shortfall between need and supply. 

The five Housing Advisory Centers (HACs) have played a successful role in promoting sound housing management in Lithuania.  The report finds, however, that, as they are presently established, they are not financially sustainable.

The second principle of economic sustainability is that the cost of a sustainable housing strategy must be affordable to each individual household on a month-by-month basis.  

Although there are conflicting estimates of the proportion of income households pay for their housing in Lithuania, one estimate is that households on average already pay 30 percent of their income on rent or loan repayments, and on utilities (water, electricity, heating, etc).  A high proportion pay much more than this.  International experience suggests that households can afford to pay up to, say, a third of their income on housing.  The report argues that even the present, subsidized, burden may be unsustainable for a significant minority of households.  To a large extent, this is a legacy of the system of housing allocation, design and pricing practiced during the Soviet period, which created unsustainable high levels of housing consumption.

The third aspect of economic sustainability is that the program for existing housing must also optimize the value of the existing housing stock.  

Weaknesses in the structural condition of multi-family housing are caused by a combination of poor construction (design and/or materials used) and negligent maintenance.  The main problems are leaking roofs, defective windows (within apartments and on staircases), poor joints between panels in panel buildings (which result in water permeating to the interior), insecure entrance doors, and dangerous balconies and entrance roof slabs—the ‘common areas’ of multi-family housing.  If certain repairs are not carried out, the lifespan of many building will be substantially reduced.  Yet others have adverse effects on the health of the residents, for instance damp seeping into homes causes dampness and mold and, ultimately, respiratory problems.  Most buildings also require non-structural improvements, such as the painting of internal common areas, or the replacement of entrance doors.

Property values are also relatively low because the market in existing housing is very restricted outside the main towns.  This is largely a reflection of economic activity there.  However, many homeowners who received privatized dwellings in the early 1990s do not understand that they have an asset that may be sold, mortgaged or bequeathed to others; that they have an asset that can increase or decrease in value; and that ownership carries obligations as well as rights.  Property values are also affected by uncertainties about ownership of, and responsibility for, the land immediately surrounding apartment buildings.

A sustainable housing program must embrace the rational and efficient use of natural resources: by minimizing harmful emissions; and by minimizing the use of non-renewable sources, especially of energy.  

There are considerable inefficiencies in the space heating of residential buildings in Lithuania.  Residential space heating is, for example, 50 percent less efficient than in Denmark.  This results in excessive CO2 emissions, high fuel imports, high costs to consumers, the need for high subsidies, and inadequate home heating.  These issues were tackled by the World Bank-funded Energy Efficiency / Housing Pilot Project (EEHPP), which was extremely successful as a demonstration and pilot project.  The project was not, however, sustainable, in the sense that it relied on public finance (ultimately, the government budget) as the source of the loans, and on unsustainably high levels of subsidy: a 30 percent grant for all beneficiaries, VAT exemptions for most components, and grants to poor families to compensate for the cost of loan repayment.

Housing management for human sustainability requires that the impact of housing on residents' health and safety be minimized, emphasis on the psychological and social function of a house as a home, consideration to the special needs of the elderly, and access to a broad choice of housing facilitating adequate residential mobility.

A recent study carried out by the World Health Organization found there to be a high incidence of respiratory problems in panel-built housing in Vilnius, likely to be associated with poor housing conditions.  The health of residents of multi-family housing may also be adversely affected by dwelling size and layout; internal air quality; temperature; infestation with pests; and exposure to noise.

19 percent of the population is over 60; the majority of this group are single, and women.  Although they are relatively well served by social welfare programs, most are asset-rich but income-poor and, often failing qualification tests for subsidy programs, cannot easily afford the cost of housing.
The tenure mix is not compatible with the principles of sustainability (since offering little choice), and the available rental housing is location-biased (little choice in the smaller towns), and of relatively poor quality.  Mobility is also restricted: only 2.6 percent of the population changes home each year.

The other aspect of social sustainability is cultural: the relationships and institutions that shape the quality of a people’s social interactions.  A sustainable housing strategy should reinforce social cohesion, e.g. by emphasizing aspects of social justice such as social inclusion (minimizing social exclusion) and reducing violence, and fostering social links and local decision-making.

Combating social exclusion is a central theme of Government policy, as well as being on the agenda of the EU and of other international development institutions such as the World Bank and OECD.  Precedent from central and western Europe suggests that there is likely to be increasing marginalization of weaker groups as a result of changes in the housing market. There are many manifestations of social exclusion.  Those primarily associated with housing are (i) the processes of creation of marginal communities (the creation of ‘social ghettoes’), and correspondingly, (ii) the social isolation of weaker members of the community in marginal housing.  

A program for sustainable housing

The report makes a series of recommendations how the government may build on its successes of recent years, and participate in managing the housing stock to increase its sustainability.  Implementation of the recommended program will result in the existing housing being managed in such a way as to enhance the sustainability of the society, environment and economy of Lithuania.  
The starting point for development of the program is the commitment of the Government of Lithuania to a “socially-oriented market economy … against the background of poverty reduction and the elimination of social exclusion”.  The program of sustainable housing aims to harness market forces in the interest of both efficiency and equity.  Where the environment is inimical to weaker families, the program proposes well-targeted financial safety nets as well as mechanisms that address non-financial facets of social exclusion.  The program has also been designed to be consistent with and supportive of the Government’s macro-economic policies.  They do not require large subventions from the public budget, but are, rather, designed to ensure the continuation of incentives to mobilize private market resources for housing.  

At the same time, the recommendations build on present strengths of the Lithuanian housing system, rather than proposing a root-and-branch reform of the system.  

There are five main areas of the program:

Program Area 1.  To increase the economic maintenance, repair and upgrading of housing (energy-efficiency and structural improvements), especially of multi-family housing.  
This element of the program is designed to increase the level of maintenance and upgrading of the existing multi-family housing stock, subject to the economic, market-based, viability of individual projects.  It would facilitate bank lending to homeowner associations (or to members of the associations), among other things by Government guarantee of part of the loans.  The purpose of the loans would be the improvement of common areas: those parts of the buildings in common use (such as staircases, entrance lobby), basic structures (basement, roof, etc), and the building infrastructure (heating system, wiring, etc).  The loans would need to be complemented by well-targeted subsidies to enable poorer families—who live in many of the multi-family buildings—to participate.  Un-targeted subsidies, as used in EEHPP, may be needed to a small extent in order to provide a continuing incentive for families to invest in housing rather than to consume.

The program objective, to increase economic maintenance and upgrading, will rely to a large extent on outreach to be provided by the Housing Advisory Centers, the capacity of which will need to be strengthened.  There will be a simultaneous need for the implementation of several legal and institutional measures to improve the efficiency of participating institutions, not least of the maintenance companies.

Because of the complexity of the measures, and because they are inter-related, this program element can most effectively be initiated through a project mechanism.  The Government might choose to seek international loan or grant funding, linked with substantial technical assistance, for project preparation and/or the capital costs of the project.

Program Area 2.  To improve housing affordability, especially of low income households.

Many low-income households would not be able to bear the full economic cost of housing (rent or loan repayments, utilities and the cost of servicing common areas) without considerable hardship.  The present formulas for compensation exclude certain categories of vulnerable household, such as pensioners who in practice are unable to adjust their personal circumstances.  The program for housing sustainability addresses these constraints by supporting the findings of the Programs Evaluation Study in recommending a system of housing allowances, ultimately to be merged into a comprehensive framework for social support (incorporating utility compensation payments, and compensation for repayments for common area upgrading within the same mechanism).  The program also recommends investigating the feasibility of two non-subsidy mechanisms for helping poorer families cope with high housing costs—reverse mortgages for the elderly, and the re-purchase of owner-occupied homes by municipalities at the request of an owner who wishes to revert to being a renter.

At the same time, the program addresses the issue of the sustainability of the government’s fiscal base by recommending phasing out those subsidies that are not directly supportive of the principles of sustainability in order to provide resources for the more strictly-targeted subsidies proposed in this program.

Program Area 3.  To enhance the value of existing housing through local initiatives.

Value is added to housing both by the action of owners in improving the structural condition, internal and common external facilities, and the appearance of their dwellings, but also by external factors.

Proposed instruments include a group of actions that can be taken at local level to enhance the sustainability of housing within neighborhoods, in most cases by municipal initiative: the development of improved neighborhood (ward-level) social and commercial facilities, participation of the community in local decision-making, and maintaining value by the municipality purchasing vacant units for social housing.  The program also includes public education and information on property rights and obligations, including issues of the land surrounding multi-family buildings.

Program Area 4.  To improve housing choice by increasing the proportion of adequate rental housing and by enhancing mobility.

There are several actions to increase the proportion of adequate rental housing and enhance mobility.  The program will increase rental housing through a two-fold approach: the simultaneous strategic expansion of social housing by municipal acquisition of existing dwellings (especially outside the larger towns, where there is little or no private rental housing); and the encouragement of private rental housing, mainly by the provision of tax incentives for investors.  Additional assistance may be given to renters through the tax system (e.g. the payment of rent could be treated as a tax-deductible expense).  The ultimate provision of housing allowances for tenants of private rental housing will also prove to be an important incentive for the conversion of existing dwellings to rental tenure.

The absence of housing mobility is addressed through a minor investigation into constraints to real estate transactions.  Indirect incentives to increased mobility may also result from the provision of greater choice in housing.

Program Area 5.  To reduce problems of social exclusion, especially in large housing estates.

The alleviation of social exclusion is the most important component of the principle of social/cultural sustainability (the reinforcement of social cohesion, social justice and fostering social links and local decision-making).  

The program of housing sustainability incorporates two principal components: maintenance of a social mix by providing financial and other assistance that allows poorer families to remain in their family homes; and the maintenance by municipalities of individual units of social housing within blocks of housing that is otherwise privately-owned.  These are complemented with policies to strengthen the position of marginalized families in low-rent accommodation, through legal/regulatory actions, enforceable by local governments.

The impact of the proposed programs

The program would have positive impacts on most of the criteria for sustainability.  The greatest benefits would accrue to the health and safety of the residents of multi-family buildings, to the owners of flats in those buildings as their economic value is retained and increases, in improved residential energy efficiency, and in the reduction of problems of social exclusion in residential neighborhoods.

The program would affect individual household affordability in a number of different ways, depending on income, tenancy and personal circumstances.  Its most important impact would be to provide access to loans for upgrading multi-family housing.  A few of the poorest households might have marginal financial gains (if the housing allowance were structured so as to reduce the cost of their municipal housing tenancy).  Some elderly households would have the opportunity to improve their own personal financial conditions.  Many other households, however, would be faced by slightly higher costs, especially if they opt to upgrade their multi-family dwellings.  Although a number of households would be marginally financially worse off as a result of the program, adequate protection would be provided for the most vulnerable.  The overall program would, however, be seen as more equitable by benefiting only this vulnerable group. 

There would be a number of impacts on the government budget, which have not been estimated in any detail.  The largest would derive from the common area upgrading project.  It is difficult to estimate the cost of this with readily available data, and much work will be needed to define the various parameters of such a program.  However, we have estimated the possible order of magnitude of a program that would aim to upgrade all multi-family apartment buildings, over a 20-year period, to a minimum needed to achieve building safety, basic health requirements and to implement the most cost-effective energy-efficiency improvements.  The table below summarizes the financial implications of the assumptions made in the text.  
Savings in the utility compensation program would offset this expenditure.  The annual cost to the budget would be less than the estimated present-day subsidies to municipal maintenance companies.



Common Area Upgrading Program: Illustrative Magnitude of Cost, litas

	Spending by:
	Capital (one-time cost)
	Annual cost (by year 10)

	State budget
	160 million
	60 million

	Bank loans
	
	140 million

	Households
	
	140 million


Implementation of policies for increased municipal involvement in sustainable housing management should have no significant net impact on municipal budgets.  The acquisition of small volumes of additional social housing would be loan financed (not grant-funded, as at present), and would be serviced from rents (and Government-funded housing allowances) chargeable on those dwellings.  We assume that the increased revenue from rents would largely be offset by reduced grants from central government, although we recommend that municipalities be allowed to keep a proportion of the increased revenues they are able to generate.

The program requires the expansion of the number and operating focus of the network of Housing Advisory Centers.  This report recommends that, although there is probably some scope for the HACs to increase fees and charges for specific services, the greater part of the expansion can only be financed from central Government resources.  

Expanding the role of municipalities 

There are already many ways in which municipalities have a legislated responsibility for implementation of a local housing program.  Within the broad mandate given by central Government, municipal councils have a wide range of discretion about the way in which they can interpret their responsibilities.  

To implement the sustainable housing program, municipalities would be required to play a number of roles.  These would include monitoring and regulating the market for building maintenance, possibly implementing the subsidy for participants in the common area upgrading program, restructuring the social housing program to be simultaneously more targeted and economically more efficient, administering their authority to achieve a variety of social objectives including the reduction of social exclusion, facilitating the provision of a more desirable mix of facilities for large housing estates, and encouraging more local decision-making by the community.  These tasks are not easily fulfilled, given the current organizational and substantive capacity of local governments.

This program therefore includes a recommendation that central government (and the Ministry of Environment in particular) should seek to increase its powers to persuade local governments to bring greater consistency into their implementation of national housing policy.  This might, for example, require that each municipality should be encouraged or required to prepare its own local housing strategy if they want to benefit from specific national government programs.  There are several tools listed in the report that may be used to bring greater consistency into the local implementation of a national sustainable housing program, and at the same time to make local implementation more effective.  
In order to implement the recommendations, the Ministry of Environment should commission a study to define the limits of a possible program to guide and assist municipalities in more efficiently undertaking their housing functions.  

Improving the flow of information on housing sustainability

The reports on Housing Choice, and on Goals Attainment, make a strong case for strengthening Lithuania’s housing information systems.  This study corroborates those findings.  

‘Information’ comprises both data, analysis of the data, and interpretation of the analyses.  Information is needed by very many different stakeholder groups, including: policy-makers and analysts in the legislature and central and local governments, domestic bankers and overseas financiers, real estate professionals and developers, NGO activists and the media, researchers and, doubtless, other special interest groups.  Housing information—in the wider sense—is, of course, also needed by members of the public, whether for immediate personal needs, or about techniques and technicalities.  The public also needs information on the activities on private and quasi-governmental functions.

A information program implementation plan, prepared for the Ministry of Environment, would identify the different target groups, the nature of their information needs, the sources and most appropriate channels of communication, and the media to be used—electronic (web-based), printed (newspaper, other periodicals, advertising) and visual media (TV), and face-to-face interaction (training courses, public meetings).

The strategy also foresees the need for the Housing Advisory Centers to systematically expand to operate in most cities, and to provide coverage for the remaining municipalities, with regard to their present range of functions.  It is likely that they would be able to play a wider role in the public information campaign, as defined by the Ministry of Environment (perhaps even assisting the Ministry to define it).  

Further research 

The report finds weaknesses in the availability of data on several important areas relating to the existing housing stock, and recommends improvements.  

It also suggests a number of areas of research on sustainable housing that should be undertaken, and outlines the characteristics of each research study.

· The feasibility of introducing reverse mortgages in Lithuania

· The structural condition of multi-family buildings

· Social change

· Housing and health

· How to make municipal maintenance companies more effective

· Single-family housing.  

1.  Introduction

1.1  Sustainability in Lithuania and Europe

This report recommends how the Ministry of Environment of the Government of Lithuania could formulate and implement a program for the sustainable management of the existing housing stock.

This ‘sustainable housing’ strategy is intentionally consistent with, and supportive of, the policies of the European Union.  The Treaty of Amsterdam (which was formulated in 1997 to create the political and institutional conditions necessary to enable the EU to meet future challenges), enshrined sustainable development as one of its main objectives.  Article 2 of the Treaty says that 

"The Union shall set itself the following objectives: to promote economic and social progress and a high level of employment and to achieve balanced and sustainable development…".

The Treaty also includes a commitment to tackle social exclusion, and thereby implicitly incorporates sustainable housing as one of the goals of the EU.  Other European Community bodies have spelt this out more concretely.  Within the EU and following the principle of subsidiarity, housing policy is a matter for national governments.  Nevertheless, the Community has frequently expressed its views on the importance of the development of national housing strategies.  For example, the European Union Charter of Fundamental Rights, signed by the Commission at the European Council in Nice on 7 December 2000, proclaims that 

“in order to combat social exclusion and poverty, the Union recognizes and respects the rights to social and housing assistance so as to ensure a decent existence…”.

Similarly, the 15 EU Housing Ministers, meeting in Brussels in 2002, noted that 

“the Ministers applauded the decisions by the European Council …to combat social exclusion, as an expression of recognition of housing as an instrument of social cohesion.  Housing is one of the core elements in combating social exclusion.  The Ministers considered that access for all to decent and sanitary housing must be included in the National Action Plans for social inclusion, which are to be implemented by each of the Member States.”

The need to build principles of sustainability into sectoral strategies is now commonly stressed by other international agencies.  The World Bank, for example, defines its urban assistance program by reference “a vision” of sustainable cities, defined according to the following principles, among others:

“ensuring that the poor achieve a healthful and dignified living standard;… [in cities] that address environmental degradation, public safety and cultural heritage preservation for the benefit of all residents;… [that have] representation and inclusion of all groups in the urban society; [and that are] financially sound.”

The principles of sustainability permeate the official summary of the program of the

Government of the Republic of Lithuania for 2001-2004.  Section 10, for example, (on environmental protection and urban development) states the policy

“to create preconditions for the implementation of the principles of integrating sustainable development and environmental protection into other sectorial policies by improving, correspondingly, legal and economic instruments...”
The Government underscored its views on the importance of the concept by establishing a National Commission on Sustainable Development, which is

“an institution to address issues of sustainable development policy formation and co-ordinate the preparation and implementation of projects in this field by ministries, government bodies and other institutions… ‘Sustainable development’ means long-term continual development of society with a view to satisfying the needs of the human family at present and in the future, exploiting and augmenting natural resources in a rational manner and preserving the Earth for future generations.”

The Commission is due to report in early 2003.  We understand that the national strategy will comprise a section on housing.

The formulation of a strategy for sustainable housing is also a requirement of the Ministry of Environment.  The Mission Statement of the Ministry explains that its first goal is “to implement the principle of sustainable development” within its areas of responsibilities, including housing.

Not least, the principle of sustainability is embodied in one of the six national housing policy objectives (Druskininkai, February 2002), 

“To create necessary incentives and conditions for improving existing housing stock through better maintenance and upgrading.”

As will be seen later, the principle of sustainability is also reflected in each of the other five objectives, dealing with improved tenure, improved conditions for household mobility, enhanced ability to pay, promotion of responsible home ownership, and increased housing tenure choice.

1.2  Scope of Work 

This study has been designed to respond to the Government’s objective of assuring the efficient utilization of the existing stock of housing ‘through enhancement of market mechanisms and focusing public assistance on assuring optimum matching of household and dwellings’.  This is linked to the strategic objectives of promotion of responsible home ownership, and of the creation of incentives and conditions for sustainable existing housing stock.  The Scope of Work for the project notes that assurance of sustainability of existing housing calls for ‘development of a broad overarching program utilizing a wide variety of instruments including government-supported capital investments’.  

The Scope of Work requires that the following tasks be undertaken:

1) Familiarization with the evolution of housing policy and programs from the beginning of the transition process in Lithuania;

2) Review of international experience in developing sustainable housing programs with special emphasis on transition countries;

3) Presentation at a progress seminar of the sustainable housing concepts and basic characteristics of the pertinent project;

4) Inventorying of information and data generated by earlier studies, and studies conducted for the housing strategy project;

5) Active dialogue with housing policy stakeholders and with teams performing other studies;

6) Formulation of desirable characteristics of the sustainable housing program in Lithuania;

7) Developing implementation plan for the program;

8) Presentation of preliminary report at concluding seminar; and

9) Drafting of final report.

The first report covered the first two of these tasks, and was presented at a seminar on 23 August 2002.
  The present report is undertaken in response to components (4) and (5), and presents findings in respect of tasks (6), (7) and (9): that is, a final report describing the characteristics of a sustainable housing program for Lithuania and an implementation plan.  

The work was to be undertaken within three distinct periods.  The first, a desk study in London followed by field work in Vilnius, covered four weeks in the period 16 July to 24 August 2002.  The second was undertaken between 6 October and 15 November 2002.  The third period, finalization of the draft report (Component 9) was to be completed by the end of November. 

1.3  Content of this report

The next two sections of this report summarize and develop the findings of the previous report, first by introducing the concept of sustainability, and then by defining the parameters within which a program could be developed for the sustainable management of housing in Lithuania.  The report next (Section 4) makes specific recommendations on components of a program for Lithuania.  Final sections of the report estimate the impact of the strategy in broad financial and environmental terms, and make specific recommendations for implementation of the recommendations. 

In order to keep the report relatively concise, we have chosen not to repeat many of the statistical analyses of the current situation that have been so well reported in companion reports for the Lithuanian Housing Strategy Project.  

The report is complemented by annexes which provide more detailed background to the main text.

1.4  The focus of the program

The sustainable housing program described in this report focuses exclusively on the existing housing stock, as distinct from housing newly supplied to the market.  For practical purposes, this has been interpreted as referring to the stock of housing built—roughly—before 1990.  

The primary rationale for this emphasis is simply the weight of numbers.  There are currently almost 1,300,000 dwellings in Lithuania.
  In twenty years, perhaps another 250,000 dwellings will have been built.
  At that time, then, no more than 15-20 percent of the housing stock will have been built before 2002 (and most of it before 1990).  A second reason for focusing on sustainability of the existing stock, rather than of the new, is simply that the regulations in force today will require that the new housing is built to meet current ecological norms (thus meeting criteria of environmental sustainability), and that it has been supplied in response to market demand (thus meeting some of the criteria of economic sustainability).  It may, then, be expected that the new housing will broadly meet criteria of sustainability.

The existing stock, in contrast, meets few of the sustainability criteria.  As will be described in more detail later, the existing housing stock does not yet meet the Government’s housing policy goals.  For example, it provides a limited choice of dwelling types, tenure forms and standards “through the overwhelming domination of homeownership of apartment dwellings in energy inefficient poorly maintained, peripherally-located multi-dwelling block buildings”.  The existing housing stock is also far from efficient, “given the widely-discussed excessive energy consumption and decapitalization of common property in multi-dwelling buildings.”
  This housing is overwhelming in private ownership, and dominated by apartment owners who, because of the way that privatization was carried out, lack many of the skills that allow them to manage their homes sustainably.  

Finally, it should be remarked that the issue is less whether the housing itself is sustainable (which is a issue simply of proper maintenance and of improvement of energy efficiency), than whether it is managed in a way that is consistent with sustainable development.  We do not, therefore, focus directly on management by the owners of their housing, but more on how the Government should encourage and require that the owners of that housing may manage it in a sustainable manner.

2  The Principles of Sustainability in Housing

2.1  What is sustainability?

Until recent years, ‘sustainability’ was a concept that was new to most people in public life, as well as to most professionals dealing with urban development and housing issues.  The term had been introduced in the late 1970s, but was then applied almost exclusively to the natural habitat, contrasted to the sense that mankind was in danger of destroying our ecological heritage by overuse of natural resources.  In 1987, the seminal work by the Brundtland Commission, Our Common Future, provided the world with the sense in which we still understand sustainable development: 

“…development that meets the needs of the present without compromising the ability of future generations to meet their own needs”.

This is still the classic definition.  It was, however, still to be a few years before the term was used in the context of urban development; and before many multilateral agencies, and national and local governments were ready to embrace the concept of sustainability as applying to all aspects of development.  It was still later that ‘sustainability’ was to be linked with ‘housing’.

There is no international consensus on the definition of sustainability: it is a concept that is multi-faceted, in part depending on the standpoint of the observer.  However, there is general agreement that sustainability should embrace: 

· a long-term perspective that looks beyond current problems, and searches for durable solutions; 

· a welfare perspective that deals with the equitable distribution of goods and services, and with the present and future welfare of the people; and

· an ecological perspective that deals with maintaining and enhancing the natural resource base.

As noted in Section 1, sustainability has become one of the guiding principles of the EU.  For example, the European Commission released a paper in 2001 that stated:

“Sustainable development offers the European Union a positive long-term vision of a society that is more prosperous and more just, and which promises a cleaner, safer, healthier environment – a society which delivers a better quality of life for us, for our children, and for our grandchildren.  Achieving this in practice requires that economic growth supports social progress and respects the environment, that social policy underpins economic performance, and that environmental policy is cost-effective.”

Sustainability does not mean the same as maintaining the status quo.  It is not a goal to sustain the present housing maintenance system—for example—since it is a public objective to develop a better system.  So, too, the social conditions of much of Lithuania’s housing can probably be sustained; but it can be argued to do so it is not compatible with the Government’s goals of social justice.  We should use the principle of sustainability as a criterion for judging the elements of a housing strategy, not as an end in itself.

The Lithuanian National Report on Sustainable Development defines sustainable development “as a compromise between environmental, economic and social objectives … seeking universal well being of the society for itself and future generations without exceeding allowable limits of environmental impact.”
  This is an excellent definition, which has therefore been used as the basis for the program for the sustainable management of existing housing.

2.2  Sustainability and housing

The international community first specifically addressed the potential advantages that cities have for addressing sustainable growth, as contrasted with the then-conventional approach of emphasizing the problems of cities, at the Habitat II conference (Istanbul 1996).  More recently, the concept of sustainable housing has been taking hold—most often, simply in the context of newly-built housing (as distinct from existing housing), where the concern is primarily with the energy usage of new housing, both in its construction and in its use as a home.  There are still very few institutions or documents, or even people, concerned with the sustainability of existing housing.  Existing housing does not fit comfortably with the concept of development.  Sustainability is more readily achieved in the context of change, and it is not easy to make changes to a fixed stock of capital.  Nevertheless and as will be seen, proper management of the existing housing stock is crucial to many aspects of sustainability.  

Lithuania is not the first place where the concept of sustainability is being applied to existing housing.  It may, though, become one of the front-runners in Europe, and worldwide if it succeeds in articulating this approach and embodies it in the national housing strategy as an explicit organizing principle for much of its housing policy.  Housing is, indeed, one of the sectors directly discussed in Lithuania’s national report to the Johannesburg Conference on Sustainable Development.  We know of no program for the sustainable management of the housing stock in any other country.

The principle of sustainability in housing is, of course, enshrined in the goals and objectives of Lithuania’s housing strategy.  Strategic Goal II  (“Efficient utilization of existing housing through enhancement of market mechanisms and focusing public assistance on assuring optimum matching of households and dwellings”), Strategic Objective 4 (Responsible Homeownership) and Strategic Objective 6 (Sustainable Existing Housing) all relate directly to the objectives described below.

This study concentrates on those aspects of sustainability that affect and are affected directly by housing.  Following convention, these are grouped into the three categories of Economic Sustainability, Environmental Sustainability and Social Sustainability.

Figure 1.1  Components of sustainability














2.3  Objectives for sustainable existing housing in Lithuania

2.3.1  Economic sustainability

The main aspects of economic sustainability of housing management are as follows:

· Affordability to government and other institutions

· Affordability to households

· Retention of asset values

The first criterion is that the financial cost of a sustainable housing program must be affordable in the long run to central and local governments, and to each of the various other institutions involved in the implementation of the program.

Under reasonable expectations of economic change over the long term (growth, possible recession, maybe economic shock), each of the concerned institutions must realistically expect to have sufficient revenue to support the anticipated financial costs of the strategy.  Institutions include all levels of government, and all other significant institutional actors (including, for example, housing maintenance companies and the Housing Advisory Centers).  The concept of ‘sufficient revenue’ is, of course, ambiguous—especially for government—and must be decided on a priori grounds.  But it implies sound economic planning and prudent fiscal management.  Among other things, it implies that all costs that can reasonably be borne directly by households should be charged to the direct beneficiaries.  

The second criterion states that the financial cost of a sustainable housing strategy must be affordable to each individual household on a month-by-month basis.  Thus, the capital and recurrent costs of shelter (housing and housing-related utilities) to be borne by households must be affordable to (the majority of) those households.  ‘Affordability’ implies both that the household can afford to pay the relevant costs out of its income and accumulated wealth, and that it chooses to do so (‘Ability to Pay’, and ‘Willingness to Pay’).  Household affordability is best achieved by allowing households a choice of housing conditions (and therefore of prices), combined with a social safety net to compensate for skewed incomes, rather than by arbitrarily determining the proportion of income that should be paid by households for housing.

The converse of affordability is house-poverty “the condition of a household which after incurring housing costs is unable to afford the poverty basket of non-housing goods”.  A sustainable housing strategy should anticipate and prevent extensive house-poverty.

The third aspect of economic sustainability is that any program for existing housing must also optimize the value of the existing housing stock.  This entails optimizing the physical life-span of the housing stock (e.g. by maintenance and repair, and perhaps by demolition or reconstruction), as well as maintaining or enhancing other aspects of its asset value by non-physical means.  A sustainable strategy will embrace the institutional means of managing maintenance and repair.

There is a consensus in present-day Europe that renovation of poor housing is a strategy generally preferred to that of demolition and replacement.  Most analyses show this to be the superior alternative in strict economic and financial terms.  Renovation, as distinct from reconstruction, also usually meets other criteria of sustainability summarized below (maintaining the existing social and cultural structure of the neighborhood, maintaining reducing freedom of choice of housing and, probably, meeting ecological goals)—provided that action is taken sufficiently early.  This principal has, however, not always been the preferred option, and there are many examples throughout Europe and North America in which decision-makers have chosen to demolish the public sector equivalent of Lithuania’s worse apartment blocks, as being socially and ecologically unsustainable.

Value is also created by the physical and social environment of a housing estate.  The value of the housing stock can be diminished by taking no action to maintain or improve the housing environment; the value can be increased by making changes that enhance its value to its residents (their desire to live there, and thus its price).

2.3.2  Environmental sustainability

A sustainable housing program must embrace the rational and efficient use of natural resources: by minimizing harmful emissions; and by minimizing the use of non-renewable sources, especially of energy.  The program for Lithuania focuses on those aspects of resource-efficiency that can best be addressed at neighborhood level or below: improvements to the energy-efficiency of the housing stock.  (Unsustainable domestic use of water is not an issue in Lithuania.  Waste management is more of a problem but, since it is not directly connected with the management of the housing stock, it is not considered in this report.)

In economic terms, there is no doubt that reduced consumption of energy has, and should continue to have, high priority in Lithuania, in both economic and environmental terms.  Improvement of energy efficiency in residential buildings has, logically, been a principal concern of the Government during the last decade.  Increased energy efficiency constitutes an important part of the package of policies and measures needed to comply with the 1997 Kyoto Protocol in reducing CO2 emissions (signed by Lithuania in 1998, and recently ratified by Parliament) and, thus, consistency with EU objectives.  This is one of the prime objectives of that part of the Government’s National Energy Strategy (1999) that addresses energy efficiency (together with reducing costs to the consumer, and delaying the need for new generating capacity).

Enhanced energy efficiency is the subject of a draft new EU Directive on energy performance.  This lays down minimum standards for the energy performance of large existing buildings that are subject to major renovation, as well as minimum standards on the energy performance of new buildings; it also introduces the need for energy certification for buildings which are to be newly sold or rented.

2.3.3  Social sustainability

The program focuses on the two aspects of social sustainability: human (the maintenance of human capital); and cultural (social cohesion).

Human capital is understood as to refer to the good of individuals, as distinct from societies.  The quality of health of a population, and its education, skills, knowledge, leadership and access to services all contribute to human capital.  A major focus of the program is thus on the need for housing to have a positive impact on the health, safety and well being of the housing residents.  The World Bank’s Urban and Local Government Strategy adds the need for residents to achieve a ‘dignified living standard’.

Housing management for human sustainability comprises:

· Minimizing the impact of housing on residents' health and safety

· Emphasizing the psychological and social function of a house as a home

· Access to a broad choice of housing

· Accessibility for the old and disabled; provision for young people.

These objectives are consistent with Strategic Goal I of the National Housing Strategy: to broaden 'the housing choice for as many household categories and social groups as possible regarding dwelling type, standard and tenure form’.  As noted above, a wider choice of housing increases affordability, an end in itself, as well as improving welfare.  Improved housing choice includes choice of location, and thus embraces the principle of improved housing mobility.

The second aspect of social sustainability is cultural.  This phrase refers to the relationships and institutions that shape the quality of a people’s social interactions.  A sustainable housing strategy should reinforce social cohesion, e.g. by emphasizing aspects of social justice such as social inclusion (minimizing social exclusion) and reducing violence, and fostering social links and local decision-making.  

Social equity is central to the policies of the European Community, whose Commission explicitly points to the importance of housing policies as a tool for combating social exclusion.
  Indeed, social exclusion is particularly manifest in certain residential neighborhoods, especially estates of multi-family housing.  It is a specifically European perspective to emphasize the importance of strengthening community relationships, especially in large housing estates.  There is a seeming consensus among Lithuanian policy makers to support the concept of social cohesion in housing.  It is a central tenet of the Government to attack problems of social exclusion.  This principle has been restated in policy statements by the Ministry of Social Affairs and others, and by the City Council of Vilnius.  The Government’s stated policy for social sustainability is to pay increased attention to 

‘programs of … good neighbourhood as well as to provide young people with better education and better employment conditions; and to strive for the better compliance of the housing stock structure and its quality to the needs of various residents groups’.
  

The EU housing ministers' meeting in Belgium supported "mixed housing through policies that fight segregation and promote a balanced distribution of all forms of tenure and all types of buildings".
  Estates of multi-family housing in Lithuania generally already accommodate a mix of families across different socio-economic groups.  

3  The Parameters of a Sustainable Housing Program for Lithuania

The previous section of the report described the general principles of a sustainable housing program.  The present section lays out the specific parameters within which a program for sustainable housing in Lithuania must be constructed.  It examines the constraints on, and opportunities for implementing, each of the principles in turn, in order to help to define an appropriate national program to support sustainable housing.

3.1  Economic sustainability: institutional affordability 

3.1.1  Affordability to Government

The principle of sustainability requires that expenditure on housing by the Government of Lithuania should not form an excessive proportion of its total annual budget.  It was noted that it is not possible to give a target figure, since this varies—even from year to year—depending on economic and fiscal circumstances, and on relative priorities of different governments.  Clearly, however, it would not be prudent to recommend any changes in the pattern of expenditure on housing that would jeopardize the tradition of sound macroeconomic management by the Lithuanian Government.

Separate papers prepared by Peter Modeen for the Lithuania Housing Strategy Project calculate how much is spent from the consolidated Government budget on housing, as explicit expenditure (items identified in the budget), hidden expenditure (expenditure included in the budget, but not explicitly identified as for housing), and implicit subsidies (savings foregone).
  A summary of the estimates is given in Table 3.1, below.

Table 3.1  Expenditure on Housing and Government Budget, 2000 – 2001 (’000 litas)

Figures are rounded

	
	2000
	2001

	Budgeted Expenditures on Housing

1. Subsidy for ‘soft loans’ for housing purchase

2. Subsidy for mortgage insurance premium

3. Subsidy for HOA energy efficiency projects 

4. Compensation to needy families for utility payments (including energy efficiency loan repayments)

5. Grants to municipalities for housing (acquisition, construction, restitution)

(Subtotal)
	  5,900

     300

         0

74,800

  5,600

(86,600)
	   5,600

   3,900

   2,000

 76,200

 19,500

(107,000)

	Hidden Expenditures on Housing

1. Excess expenditure on municipal maintenance companies

2. Excess expenditure on land maintenance (Note 1)

(Subtotal)
	
	177,000*

…

(177,000)

	Implicit Subsidies on Housing

1. VAT foregone from EEHPP expenditures

2. Rents foregone from municipal housing

3. Mortgage interest deduction (none until 2004)

(Subtotal)
	
	 (small)

  66,000*

     …

 (66,000)

	Total identified expenditure on housing
	
	  350,000

	Consolidated budget: net government expenditure
	11,720,000
	12,171,000

	Housing/Budget, %
	
	2.9%


Note 1: The Municipality of Vilnius has a policy to charge the cost of maintenance of land surrounding apartment blocks to the owners of those apartments.  Because of the practical difficulties of doing so, however, the charges are not in fact levied, resulting in a theoretical loss to the city budget (and thus, ultimately, to the national budget) of an estimated 10 million Lt a year—See Section 3.3.4.

*  We have used Modeen’s estimates of municipal subsidies on maintenance administration, sub-realistic rates of depreciation, and uncollected fees payable as being, respectively, in the range 12-18 mn Lt, 4 – 9 mn Lt, and 3.4 – 5.5 mn Lt in Vilnius; and 158 mn Lt in the rest of the country.  In the table above, we have used the lower end of the range in each case.

We estimate, then, that the equivalent of at least 2.9 percent of total government expenditure (0.7 percent of GDP) is presently devoted to housing (there are some relatively small quantities that we have not estimated).  Even though much higher than commonly believed, this proportion is not large by international standards.  

These estimates may be compared with substantially higher figures in Poland in the mid-1990s.  In 1996, for example, direct expenditures on housing were 3.1 percent of the central government budget; taxes foregone were a further 2.6 percent of the budget.  Further major expenditures—the magnitude of which was not calculated—were made on housing allowances paid by local government.  Additional revenue was foregone by charging a reduced rate of VAT on construction materials.  Polish guidelines from 1994 suggested that a desirable rate of government expenditure on housing should be 4.5 percent of GDP (equivalent to almost 14 percent of the central government budget at that time).  Independent estimates found that total expenditures on housing may, in fact, have been close to that level.

Government expenditure on housing in Poland fell throughout the 1990s; the relative magnitude it was estimated to be to close to (but slightly higher than) that of the governments in Hungary and the Czech Republic.

In assessing the magnitude of present Government expenditures, note also the comment made by Douglas Diamond on the proposed Bausparkasse program in Lithuania, that the estimated total cost to Government of LTL 750 million over 8 years “is probably equal to or greater than most programs that would be considered to address other housing problems.  In this light, it is likely that adoption of this program will pre-empt the ability of the central government to use other, more direct and targeted means to resolve housing problems.”
  

Government has replaced the ‘soft loan’ subsidy with new legislation permitting Mortgage Interest Deductions from taxable income.  This new form of support for housing is discussed by the Program Evaluation and Redevelopment Study in the Urban Institute and Lithuanian Free Market Institute (UI/LFMI), which finds that the interest foregone in 2004 (the first operational year of this program) is likely to be between 6 and 10 million Lt.
 Although UI/LFMI do not project how this amount could rise over the years, a simplistic calculation shows that revenues foregone could amount to as much as 100 million Lt a year within ten years.
  This is broadly similar to the cost of the Bausparkasse program.

In the context of determining whether present levels of expenditure are sustainable, the recent World Bank Country Economic Memorandum notes that, although the present fiscal deficit of 0.9 percent could be ‘sustainable in the long-run’, it is ‘desirable to continue reducing the fiscal deficit, as a lower growth rate coupled with unexpected higher interest rate may pose a sustainability issue in the future’.
  A substantial proportionate increase in expenditure on the housing sector would not be consistent with this recommendation.

It may be concluded that Government should choose to spend little, if any, greater proportion of its budget on housing than is already proposed or planned.

We note, however, that a relatively small proportion of total housing expenditures is targeted to the most needy groups: the only unambiguous example of a targeted subsidy is the utility compensation payment.
  A proportion of the non-targeted subsidies do, of course, benefit the poor.  The clearest example of the latter is the low rents for municipal housing, some—but not all—of which is occupied by the poorest families.  About a half of expenditures on housing is attributable to unnecessary expenditure on municipal maintenance companies—see below.  This is a simple loss to the economy.  Insofar as it may be possible to reduce this and similar expenditures by various means, the savings realized by the central government budget could be re-allocated to other priority uses, including targeted expenditure on housing.

3.1.2  Affordability to municipalities

The principle of sustainability requires that municipalities should be able to fulfill their statutory housing functions within the budgetary limits set by Government.  Those responsibilities are many and varied, including the following: 

· ownership of those housing maintenance companies that are not yet privatised (the majority), 

· ownership and management of the residual stock of social housing and responsibility for the provision of new social housing, 

· maintaining and managing the waiting lists for housing,

· management of the external common areas of much of the privatised housing, 

· the appointment and regulation of administrators for residential buildings, 

· establishment of a fund to provide financial support to homeowners associations  in payment for structural and other common area improvements, 

· the calculation and payment of housing benefits, 

· ownership of district heating plants, and 

· responsibility for ‘social support’ (thus for ensuring social inclusion in housing).  

To our knowledge, these responsibilities have not been formally codified within a single document.  Correspondingly, we believe that no estimate has been made of the cost to municipalities of fulfilling the duties listed above, nor, therefore, of the revenues or sources of revenue needed.  Equally, we believe there is no record of the extent to which the different municipalities do actually fulfil each of the responsibilities they bear for housing management.

Although the principle of economic sustainability is phrased in terms of the finances needed by municipalities to undertake their statutory functions, it is equally important that they should have the other resources they need—especially the manpower.  We believe that few municipalities have carried out an assessment of the human resources required, but expect that there is likely to be a substantial shortfall between need and supply. 

A more extensive discussion on municipal responsibilities, and how they might be approached by central Government, is included in Section 6.1.  
An important, and revenue-consuming, part of the portfolio of municipalities has been the municipal maintenance companies.  As noted above, these have been a drain on municipal (and therefore national) resources, by charging prices for administration that are below market prices, and by failing to collect a significant proportion of charges due for property management.  At the same time, these companies provide poor service, thus poor value-for-money, representing a further drain on national resources.

An estimate of the cost of the maintenance companies to the budget, made by Peter Modeen for the Lithuania Housing Strategy Project, finds that they have typically been charging 4.5 cents/m2/month + VAT for administration (including routine maintenance) in Vilnius, whereas a commercial rate would be closer to 15 cents + VAT.  Modeen estimates that between 10 and 15 percent of these fees are not collected in Vilnius.  An unpublished report by Eduardas Kazakevičius of HUDF, analyzing returns from maintenance companies in Vilnius, finds that non-payment rates in some districts of the city may be as much as 40 percent or higher, with a further proportion paying only after a delay.  Broadly similar conditions apply outside of Vilnius.  As noted above, the cost to the budget in 2001 may be in the order of 170 million Lt a year.  This figure is gradually reducing as practices that are more competitive are introduced, but is likely to remain high unless further action is taken by central government to require municipalities to reduce costs.

In order to introduce competition and greater transparency, maintenance companies have been privatized in a few of the larger municipalities (Vilnius, Alytus, Jonava and Šiauliai; Kaunas is preparing for privatization).  Privatization is not known to be planned elsewhere, i.e. in the majority of municipalities.

Although there is insufficient information to define specific performance targets, the experience of Alytus and Šiauliai suggests that it should be possible to make maintenance companies in the larger municipalities financially self-sufficient.  Reduction of subsidies to householders who do not pay, as well as higher charges for building management, would doubtless have a knock-on effect on householders, and, ceteris paribus, may be expected to result in higher charges for all households (management charges are not eligible for reimbursement under any welfare scheme).

The implications of the management of municipal maintenance companies are discussed further, in Section 3.3.2, in the context of maintaining the value of the housing stock.

There are other ways in which the financial management of municipal housing responsibilities could be improved—the following box lists the recommendations of the Urban Institute / Lithuanian Free Market Institute (UI/LFMI) team.  However, the overall magnitude of possible financial savings is likely to be small in comparison with the funding needs of homeowners associations (HOA).  Municipal support funds to subsidize upgrading by HOAs have been established by a few municipalities, but no central government budgetary support has been allocated for this purpose and, probably, little local funding either.  To our knowledge, no estimate has been made, nationally or locally, of the potential magnitude of these HOA support funds.

Box 3.1  UI/LFMI Recommendations for improving the effective management of municipal housing


Source: UI/LFMI Program Evaluation and Redevelopment Study

3.1.3  Affordability to other key institutions

The principle of economic sustainability also requires self-sufficiency for other institutions key to the program.  The principal non-governmental institutions that have played a critical role in establishing the market for building maintenance are the five Housing Advisory Centers (HACs).  These were created for the Energy Efficiency / Housing Pilot Project (EEHPP) in 1997 in the main cities of Lithuania, as an instrument to encourage the creation of homeowners associations and the training of chairmen of the associations, and to provide technical support to other participants in the project.  Among other activities, the HACs have also helped to organize Clubs of HOA chairmen in several cities.  From early 2001, the HACs were re-organized under the newly established Housing Advisory Agency (HAA).
  The various evaluations of EEHPP have all concluded that the HACs have been successful in meeting their obligations.

The HAA and the HACs are funded from fees payable by several municipalities for short-term and long-term advisory assistance and training, charges for workshops and seminars and other services to homeowners associations, fees for assistance with the implementation of EEHPP, and—the primary source of funding to date—negotiated project fees from foreign donor agencies.  It is understood that the revenues of HAA and HACs are presently largely dependent on year-to-year agreements with donors.  As such, the institutions cannot currently be considered financially sustainable.

Other institutions that have been, or are of potential importance for program implementation include the Association of Local Governments; and associations of homeowners associations.  These are funded by subventions from members, and presently have a relatively low profile, consistent with low revenues.  Without further investigation, it is difficult to see how they could play a significantly wider role in a program of sustainable housing without additional funding.

The Housing and Urban Development Foundation (HUDF) has played a key, and successful, role in the implementation of EEHPP, as well of other major initiatives in the field of energy efficiency.  In view of incipient institutional changes affecting HUDF, it is not considered appropriate to comment on its sustainability here.  We note, however, that it is ultimately ‘owned’ by the Ministry of Finance, and—despite its name—is not answerable to the housing ministry, the Ministry of Environment.

3.2  Economic sustainability: affordability to households

The criterion for sustainability requires that all households should be able to afford a decent standard of housing, from current income and by access to capital for more ‘lumpy’ expenditures on maintenance and repairs.  It is not appropriate to define an absolute maximum proportion of income that may be spent on housing, since some households may voluntarily choose to spend a higher proportion.  The Goals Attainment report notes that, in the countries investigated by that study, households spend an average of between 11 percent (Poland) and 21 percent (Portugal) of their income on housing.
 

Various statistical sources quote substantially different estimates of Lithuanian households’ expenditure on housing.  There is broad agreement that the median monthly household income (after tax) is about 1,000 Lt.
 

The lowest estimate is by the Ministry of Social Security and Labor, which found that households spent 13.5 percent of their income on housing-related expenses in 2000.
  

The Department of Statistics found the monthly expenditure on housing-related expenses to average about 20 percent of income in 2002.
  (Although relative prices have risen between 2000 and 2002, this cannot account for all the difference between the two surveys.)  By decile, the proportion spent on housing ranged from 25 percent (in the third decile) to 14 percent (in the lowest decile).  The observation of relatively low housing payments by the lowest decile group, which is counter-intuitive, is explained by the fact that many households in the poorest group receive utility subsidies in the form of reduced payments.
  

The 2002 Household Survey found that households paid on average 2.0 percent of their income on rent and loan repayments, and a further 27.6 percent on utilities (water, electricity, heating, etc): a total of 29.6 percent.
  The proportion spent on utilities did not vary greatly by socio-economic characteristics of the household, rising only to 32.5 percent for households comprising 5 or more people.  Households with incomes under 600 Lt a month (about one fifth of all households) spent an average 30 percent of their income on utilities.

Yet another survey, quoted by the World Bank, reports that ‘the average bill for rents and municipal services comprised 50 percent of monthly income for 36 percent of respondents and about one-third for another 39 percent, and district heat alone comprised approximately 11 percent of monthly income in 1999.’

International experience suggests that households can afford to pay up to, say, a third of their income on housing.
  Nevertheless, there are three main reasons to believe that even the present, subsidized, burden may be unsustainable for a significant minority of households.
  

Firstly, by far the greater part of households’ housing expenditures are for utility payments, leaving relatively little disposable income to meet additional housing costs, such as for repayment of upgrading loans, repayment of a mortgage, or even rental income if the household were obliged to move from non-viable accommodation.

Secondly, the figures suggest that the consumption of utilities increases proportionately with income.  One would expect a relatively consistent (inelastic) rate of per capita consumption.  However, if consumption does vary with income, as household income decreases, so the amount of heat, water, etc, also decreases: probably to the extent that poorer households consume a sub-optimal amount of heat (etc).
  In short, dwellings are colder than the occupants would like, and probably colder than would be consistent with good health (part of the human sustainability criterion).

Thirdly, although the households with low per capita incomes pay proportionately less for utilities, the formula for subsidy benefits only those who live in a dwelling with fewer square meters than the norm.  Those pensioners—for example—who are not in a position to move but who have a home even a little larger than the norm, will not be able to receive utility compensation.

The sustainable housing program must pay special attention to protecting vulnerable segments of the population from the most adverse effects of high prices or unpredicted price increases.  The Government already has in place a comprehensive set of social welfare schemes, including several that aim to shield weaker households from excessive costs of housing services.  Those programs are summarized in Table 3.1 above, and detailed in Table 1 of the UI/LFMI report.  Box 3.2, below, summarizes the findings of other studies within the Lithuanian Housing Strategy Project with regard to the effectiveness of targeting of the main housing subsidy programs.

Box 3.2  Targeting of selected existing subsidy programs


A recently published report by the World Bank has undertaken an analysis of poverty in Lithuania, finding that—depending on definitions—between 10 and 25 percent of the population may be considered to be below the poverty line.  That report notes that rural households are at a much greater risk of poverty than urban households.  The elderly are at particularly high risk, as are families with several children.

There has been no specific study of house-poverty in Lithuania: i.e. the degree to which access to adequate housing is constrained, for example, by income.  There is no national standard for adequacy of housing, although there are (several different) norms for the area of floorspace per person; and there are newly published requirements for the maintenance of housing.  National statistics quantify access by households to standard housing facilities, indicating that there is still some severe shortfall in access to infrastructure (e.g. sewerage), especially in rural areas.

Annex 1 comprises a brief analysis of certain data from the 2002 Household Survey which identify the characteristics of poorer households.  This analysis uses a broad definition of poverty, corresponding to the World Bank’s wider poverty line, of about 250 Lt per capita per month.  The Household Survey finds that 22 percent fall below the poverty line, similar to the Bank’s figure of 25.5 percent.  An incomplete analysis of data suggests that the majority of these households live in rural areas or smaller towns.  As would be expected of such a population, most live in single-family houses; and most (88 percent) are owner-occupiers.  The poor also live in multi-family housing, although 81 percent of residents of multi-family housing are non-poor by the definition we have used.

3.3  Economic sustainability: retention of the value of the housing stock

The sustainability criterion requires that the net present value of the housing stock should be maintained or increased, through maintenance and repair of internal and common areas, and by increasing the value through improving the external environment.  The following discussion summarizes knowledge of the state of the housing stock with regard to its structural condition and its perceived value.  The value of the stock in Lithuania is, of course, also heavily influenced by its energy efficiency (the cost to households and perceived effectiveness of heating systems); this aspect is discussed in Section 3.4 below.

Although one of the objectives of the program is to maintain the value of the housing stock, this does not necessarily mean that all parts of the housing stock will be brought up to contemporary standards of energy-efficiency and repair.  There may well be elements of the stock that can more efficiently and equitably be demolished or otherwise taken out of service than maintained for posterity.

3.3.1  The structural condition of the housing stock
Observation suggests that there are a number of problems associated with multi-family housing—in addition to the poor condition of heating systems and poor thermal insulation—caused by a combination of poor construction (design and/or materials used) and negligent maintenance.  The main problems are leaking roofs, defective windows (within apartments and on staircases), poor joints between panels in panel buildings (which result in water permeating into the interior of the buildings), insecure entrance doors, and dangerous balconies and entrance roof slabs.  Some buildings near the coast also reportedly suffer from problems of erosion caused by salt in the air.  

Failure to repair these features has had a number of consequences.  The condition of some of the balconies and entrance roof slabs and other minor architectural features presented a potential danger—as has reportedly tragically been demonstrated by a death caused by a falling balcony.  If other repairs are not carried out, the lifespan of the building will be reduced.  The absence of repairs has adverse effects on the health of the residents.  For instance, damp seeping into homes causes dampness and mold and, ultimately, respiratory problems.  Most buildings also require non-structural improvements, such as the painting of internal common areas, or the replacement of entrance doors.

There is, however, little readily available knowledge on the structural condition of the existing housing stock.  The main technical studies are noted in Annex 2.  An unpublished analysis by the Ministry of Environment—which has been queried by some experts—finds that panel buildings are in most need of repair: and that ‘with proper maintenance, these houses can be used for another 40 years’.  The studies find that other types of multi-family housing have a potential lifespan of over 100 years, subject to proper maintenance.

It was pointed out in the Inception Report that the costs of a major rehabilitation of a multi-family building may typically be no more than 25 percent of the costs of reconstruction.
  However, there is evidence from other countries that the standard of construction of buildings, constructed with techniques similar to those used in Lithuania, may vary considerably from one building to the next.  One building, for example, may need only relatively low levels of repair, but an adjacent building may not be economically viable to repair.
  EEHPP had similar findings from Lithuania with regard to the level of works needed to improve the energy efficiency of existing buildings.

Various estimates have been made of the backlog of maintenance and repairs.  A survey conducted for the City Council of Vilnius found that, of 4,176 multi-family buildings surveyed, 4.8% were ‘beyond repair’; 15.3% required emergency repairs; 48.6% needed major repairs; 28.2% required minor repairs; and a mere 3.1% were in good condition.

A 1998 report notes that the investment cost of necessary dwelling improvements (including energy saving measures and facilities such as bathrooms, hot water supply and appropriate heating systems) was estimated to be about 20,000 Lt per dwelling: say, 25 billion Lt over the whole country.
  This is comparable with the estimate made by the Goals Attainment Study, that the backlog of maintenance and repairs amounts to some 31 billion Lt, an average of 24,000 Lt per dwelling.  Based on the assumptions of the Goals Attainment Study, we have estimated that the repairs presently needed to rehabilitate multi-family apartment buildings would be about 20,000 Lt per dwelling.

Based on the cost of repairs in buildings that participated in EEHPP, Peter Modeen estimated the total backlog of maintenance and repairs as averaging about 150 Lt per square meter.  Based on the total area of dwellings in the whole country, the national backlog of repairs would thus amount to some 11 billion Lt. Modeen points out that this sum is equivalent to 23 percent of GDP.

In addition to the repairs backlog, the Goals Attainment Study recommends that owners should routinely maintain their homes at a level equivalent to about Lt 70 per month.

We have no data on actual levels of expenditure on maintenance and repairs.  Expenditure, however, certainly falls short of the recommend standards.

3.3.2  Building maintenance

Section 3.1.2 noted the inefficiencies of the municipal maintenance companies from the perspective of the municipality, and the status of the privatisation process.  These monopolies, as well as being a drain on municipal resources (or an untargeted source of subsidy to households that prefer not to pay for their services), are at the same time failing to deliver the required services to residents of multi-family housing.  Paying very little, customers of their companies receive only nominal maintenance and repair services, over which they have little or no control.

The law on building maintenance is in the process of change.  A decree (STR) on ‘compulsory requirements for the use and maintenance of residential houses and the procedure of their implementation’ was promulgated in 2002, setting out requirements that are binding on owners or managers of housing with regard to the regular inspection and maintenance of the buildings.
  The Decree needs, however, to be regularized by the passage of a Law on Maintenance or an appropriate amendment to the Building Code (Law on Construction).  We understand that this is presently being drafted within the Ministry of Environment.

The laws on building management were changed with the Civil Code of July 2001.  Among other things, building administrators are to be appointed for those multi-family buildings which have neither a homeowners association nor an equivalent agreement between owners.  Administrators are to be appointed by the municipality; the Ministry of Environment has approved certain regulatory acts in this respect.
  At the time of writing, more than 100 administration companies have been licensed.  Their directors must have participated in approved training courses, which introduce the new legal and technical requirements for building administration and maintenance.  In practice, building administrators are always appointed from maintenance companies.  This is likely to create conflicts of interest and is unlikely to lead to efficient maintenance practices. 

3.3.3  Property values

It is received opinion that many homeowners who received privatized dwellings in the early 1990s are not aware that they own the dwelling.  They do not understand that they have an asset that may be sold, mortgaged or bequeathed to others; that they have an asset that can increase or decrease in value; and that ownership carries obligations as well as rights.  For example, although 84 percent of respondents to the Household Survey stated that they or a household member owned their dwelling, only 58 percent acknowledged that they owned any real estate or other property (including, for instance, a car).  30 percent of homeowners thus did not know – or claimed not to know – that they were owners of real estate.

By far the biggest gap between ownership, and understanding the value of their property, was in the group aged 60 years or more (50 percent of this group owned homes but claimed to own no real estate, etc).  Only 10 percent of all households believed their property to be worth more than 50,000 Lt.  (The median value of a flat in Lithuania is officially estimated to be around 50,000 Lt – e.g. 50 percent of flats are worth more than this amount.
)

It may be, of course, that the respondents to the survey were simply acknowledging the reality of the situation.  Many of the dwellings do have little or no market value: there are, for example, few sales or purchases of dwellings reported outside the large towns.  There is anecdotal evidence that homeowners in some small towns (Akmene is quoted as one example) have tried and failed even to give away their homes when the burden of paying for heating and other utilities became excessive.  We maintain, however, that virtually all occupied housing has a value, even though the market may not be able to measure it.  This value is equal to the price that residents would need to receive to persuade them to leave their homes.  At present, it may a theoretical construct, but it is true that the housing does have a value.

Nevertheless, a strategy does need to reflect the reality that many dwellings have a low market value and that, because of the economic situation of some of the regions, the cost of housing improvements may not be reflected in increased values.

3.3.4  Land around multi-family buildings

A further issue, which affects costs and values of dwellings in multi-family buildings, is that ownership of the land immediately around these buildings has never been clarified.  Although the buildings themselves were privatized, the common area around the buildings (yards, playgrounds, parking and landscaped areas) remains a sort of no-man’s land.  This land is maintained by the municipality, often poorly, even though it is land that is a proper attribute of the apartment building.  In Vilnius, the municipality pays for this maintenance (VAT is added), although we understand that this is not the case in other municipalities.  Peter Modeen reports that this situation is that, “due to unclear legislation and regulation it has not to date been possible to determine the boundaries of the land belonging to each apartment or group of apartment buildings”.  

This is an issue because the land maintenance costs, which should properly be borne by the residents who enjoy the benefits of the facilities, are charged to the City Council (in Vilnius).  Secondly, if the owners do not see the surrounding land as their own and have no pride of ownership, they will often not bother to take responsibility for upkeep, and the local environment (and property values) will suffer.  Thirdly, in some cases the land itself has a market value and could be sold for other uses, commercial or social; if the ownership is unclear, then either it will be difficult to reach a decision on changing land uses, or residents will not benefit from realized prices if the land is sold.

The City Council of Vilnius is making some efforts to resolve the situation.  We understand, however, that it requires legislation rather than ad hoc decisions on individual properties.

3.4  Environmental sustainability: enhanced energy efficiency

As has been well documented elsewhere, there are considerable inefficiencies in the space heating of residential buildings in Lithuania.  For example, the energy intensity of space heating in Lithuanian residential buildings required about 200KJ/sqm/degree-day in 1990, compared to 130 in the USA and 80 in Sweden.
  Residential space heating is 50 percent less efficient than in Denmark.  This results in excessive CO2 emissions (an 8 percent reduction in greenhouse gas emissions between 1990 and 2008-12 was required by Lithuania’s signature to the Kyoto Convention, but the target has already been passed and exceeded), excessive fuel imports, and either high costs to consumers, or inadequate home heating, or both.  The impact of high heating costs on the domestic budget is discussed elsewhere in this report.

The Energy Efficiency for Housing Pilot Project (EEHPP), funded by the World Bank and implemented by HUDF for the Government demonstrated the feasibility of a project to make loans to homeowners associations for energy-efficiency improvements to their homes and the common areas of their buildings.
  The main objectives of the residential part of the project were as follows: 

‘(a) promote and facilitate energy efficiency rehabilitation of residential buildings, by providing loans for technically and economically attractive packages of measures which are affordable to a broad range of citizens; (b) promote private initiative in housing and energy efficiency by supporting the organization of homeowners into functioning associations able to take charge of their buildings and housing maintenance functions; … and (e) introduce the commercial banking sector to the concept of long-term lending for housing and housing improvements.’

It is widely agreed that the project was successful as a demonstration and pilot project.  The project made loans to some 400 associations; heat consumption was reduced by 20 to 30 percent; 56 percent of participants benefited from reduced heating bills, 48 percent from improved comfort levels, and 30 percent from the improved appearance of their buildings.  Nevertheless, the project was only a demonstration project: it reached a little over 1 percent of multi-family homes in the country.  

Nor is it sustainable, in the sense that it relied on public finance as the source of the loans (the World Bank loan to the Government), and on high levels of subsidy: a 30 percent grant for all beneficiaries, VAT exemptions for most components, and grants to poor families to compensate for the cost of loan repayment.
  It would simply not be possible to roll out an identical program on a scale that could reach a significant proportion of the 30,000 multi-family buildings in the country.  Because of the direct relevance of this project to meeting the objectives of a sustainable housing program, Annex 5 of this report reproduces a Summary of Lessons Learned prepared by the World Bank.

The funds generated by loan repayments under EEHPP are being recycled through a continuing loan program utilizing provisions identical to those of EEHPP—including the use of public funds, complemented by a 30 percent subsidy to all beneficiaries.  The limited amount of available capital, however, means that only very few buildings can be assisted annually by this program.  We also note that the program objectives—increasing energy efficiency—are often not identical to the objectives of the project beneficiaries, whose order of priority was ‘(i) to improve their own apartment, e.g. improved indoor climate, better windows; (ii) to carry out urgent repairs of the building (leaking roofs, etc.); (iii) to obtain energy savings.’  A newly-designed program might take these priorities into account.

An EU Council Directive (93/76/EEC), as later amended and strengthened, requires member states to ‘draw up and implement national programmes on the energy certification of buildings…’ (including existing buildings), and accompanied by an information campaign on energy efficiency in buildings. The Ministry of Environment is preparing appropriate legislation for Lithuania.  HUDF, in association with the Housing Advisory Agency, is also preparing a pilot project to validate the processes for issuance of energy performance certificates.

3.5  Social sustainability: human welfare

3.5.1  Health

There may be several issues of the relationship between health and housing in Lithuania.  Several observers note the relatively high morbidity rates.  There are good reasons to suppose that there is a correlation between poor housing conditions and poor physical and mental health.  For example, the health of residents of multi-family housing may be adversely affected by dwelling size and layout; internal air quality (e.g. humidity; growth of mould on walls); temperature; infestation with pests; and exposure to noise.  

A recent study carried out by the European Regional Office of the World Health Organization found there to be a high incidence of respiratory problems in panel-built housing in Vilnius, likely to be associated with poor housing conditions.  However, UNDP notes that mortality and morbidity rates are significantly higher in Lithuania's rural areas than in the towns.  This may suggest that ill health correlates more strongly with poor conditions in single family housing (or with the demographic or economic characteristics of its inhabitants) than in multi-family housing.

Certain health issues are the subject of existing government regulations, which should be enforced by the relevant existing authorities—for example, defining acceptable levels of indoor humidity.  Other aspects of housing that may have an impact on residents’ health—such as the effect of overcrowded conditions on mental health—are clearly not covered by regulations.

The Government states that it has plans that a “monitoring programme of housing and its impact on health will be prepared, the list of the construction products to be certified will be expanded and compulsory evaluation of health indices in territorial planning will be legalised. Guidelines for local authorities and residents on the impact of dwellings on the residents’ health, on preventive means and housing hygienic care are under preparation.”

3.5.2  Choice: tenure and mobility

The Goals Attainment Study finds that there is a mismatch between demand and supply, by reason of both quantity (fewer dwellings than households) and quality (rooms per person, and the small diversity of dwelling types).  A major component of this mismatch is the effective absence of choice of tenure.  The 2002 Household Survey found that owner-occupiers comprised 84 percent of all respondents.  It may thus be assumed that the remaining 16 percent of the population are either renters or live rent-free.
  The following table summarizes our best estimates on present-day tenure, principally derived from special tabulations of data from the Household Survey, showing that no more than about 5 percent of the population is, in fact, private tenants. 

According to the Program Evaluation and Redevelopment Study, Statistics Lithuania reports that 2.2 percent of the housing stock is in municipal ownership, and a further 0.2 percent is in non-municipal public ownership.  We have not attempted to reconcile these statistics with the [slightly different] findings of the Household Survey.

Table 3.2  Household Tenure, 2002

% of households responding (‘Don’t know’s excluded)

	Owner-occupier
	83.8%

	Private renter
	5.0%

	Municipal and other public renter
	3.9%

	Rent free
	5.7%

	Other (presumed enterprise tenants)
	1.7%

	Total
	100%


Source: 2002 Household Survey, Free Market Institute

At present, the rental market comprises several distinct groups of households.  The characteristics of renter households are analyzed in Annex 1.  This finds that renters are predominantly young (with household heads under 35 years old), and in smaller households.  These may be assumed to be newly formed households who have not yet been able to get a foothold in the owner-occupied market.  However, the analysis also shows that renter households often have an above-average household income: presumably, those who choose to rent rather than to buy.  This being said, there is still a significant number of renting households that have older heads, although most of these are municipal tenants.  Most private rental is to be found in the larger towns, with a decreasing proportion in district centers and rural areas.  About one-eighth of all private tenants rent dormitory-type accommodation; others are mostly in multi-family buildings and shared housing.  In general, rented accommodation is viewed as being of somewhat poorer quality than the owner-occupied stock.

It may be concluded not only that the tenure mix is not compatible with the principles of sustainability (since offering little choice), but that the available rental housing is location-biased (even less choice in the smaller towns), and of relatively poor quality.  

Mobility is also restricted: only 2.6 percent of the population changes home each year.
  The Goals Attainment Study points out that some 8 percent of the owner-occupied housing stock in the mature markets of western Europe changes hands annually.

3.5.3  The elderly

19 percent of the population is over 60; the majority of this group are single, and women.  The proportion of the elderly in the total population continue to increase.
  Numerous studies have documented the characteristics of the elderly of Lithuania, and the many ways in which they are disadvantaged.  For example, they are among the poorest of the population: the Goals Attainment Study quotes the 2002 Household Study that 88 percent have a household income below the median, 1,000 Lt a month.  Studies for the World Bank document that most of the elderly reside in the rural areas, often in single-family homes.

Although much has been done by the Government in recent years to alleviate the problems of the elderly, among other ways by ensuring that they may receive proper care in their own homes, there are residual problems related to the nature of these homes.  For example, the Contemplated Programs report points out that, by virtue of being single and thereby consuming ‘excessive’ per capita floor space, many of the elderly are automatically disqualified from receiving Utilities Compensation Payments.  The Goals Attainment Study points out the problems of the elderly living in multi-family blocks without lifts (elevators).  In short, the problem can be summarized as a situation in which the elderly have too low an income which, added to the disabilities of old age, leaves them unable to cope with living in the homes that they have been given.  These problems are recognized by social welfare policies, but more can be achieved through the means of a sustainable housing program.

3.6  Social sustainability: social cohesion

3.6.1  Social exclusion

Although combating social exclusion is a central theme of the Government’s policy, we have not found much concrete information on the nature and extent of the problem in Lithuania as regards the role of housing.  There is anecdotal evidence from a few isolated areas that wealthy households are starting to move out of unattractive or older housing estates (and, by implication, are being replaced by poor households), and that in central Vilnius, as property values have risen, so poorer families are moving to more suburban locations.  Although these experiences are undocumented, they are plausible.  

We are obliged, then, to rely on experience from other countries in central and western Europe.  This suggests that there is likely to be increasing marginalization of weaker groups as a result of changes in the housing market.  As society becomes more mobile (with the market in new housing responding to shifts in demand and permitting an increasing number of people to move out of old housing), so we expect increasing segmentation of the market for the existing housing stock.  This will occur through the operation of three forces.  

The first is the market force that compels poorer families to leave housing that they cannot afford, and instead to occupy cheaper, poorer-quality housing.  The second is the obverse: the purchase of attractive housing from poor families for conversion to commercially more attractive accommodation (either by redevelopment or by upgrading the facilities of the existing building).  (This in itself would not be a cause of social exclusion if (a) the price of their vacated dwellings was at least sufficient for them to occupy a decent dwelling elsewhere; and (b) if the families were sufficiently well informed to be able to make a rational choice of alternative accommodation.  These two conditions often do not apply.)  The third force is the gradual movement of richer, more mobile families from less attractive buildings, eventually leaving only the immobile, poorer, less well educated families.

Perhaps these things are already occurring in some regions or towns of Lithuania, especially those that are in economic decline.  The reported movement of families from urban housing to ‘summer houses’ may represent the beginnings of a particularly Lithuanian manifestation of the creation of marginal communities.  

3.6.2  Homeowners Associations

By 1998, some 4,300 homeowners associations had been established throughout the country.  Most of these (75 percent) were in the towns, 70 percent in the six largest towns, and 34 percent of them were in Vilnius itself.  In contrast, there were an estimated 29,600 multi-family buildings (yielding a membership rate of 15 percent).  The Household Survey found that at least 34 percent of respondents were members of homeowners associations in 2002—implying an impressive more than-doubling in membership in the four years since 1998.

A quick analysis was carried out of data from the Household Survey to investigate characteristics of members and non-members of HOAs—reported in Annex 1.  This found that members of HOAs are now as likely to be in smaller towns and rural areas as in the larger towns.  Members have higher incomes than non-members (except for a blip in the lowest decile of the income distribution, which may result from the special characteristics of the EEHPP subsidy program), but are no better educated.  The majority  (63 percent) of HOA members find their present dwelling conditions ‘good’ or ‘very good’, compared with only 37 percent of non-members.  This may be a result, in part, of implementation of EEHPP, although that project probably reached little more than 4 percent of all homeowners associations; others will, of course, have carried out improvements with their own resources.  

The converse of these findings is that households that are not (yet) members of HOAs live in relatively poor quality accommodation, and have incomes at or below average.

4  A Program for Sustainable Housing Management

4.1  Summary

The previous section on the report demonstrated that, for a variety of reasons, Lithuania’s housing stock is generally not being managed in a sustainable manner.  Many of the problems could be traced to the legacies from the Soviet period of the country’s history, and the subsequent transition.  Nevertheless, a number of reforms have been put into place in recent years, pilot programs undertaken, and institutional strengthening started.  This part of the report describes how the public sector may build on its successes, and participate in managing the housing stock in order to increase its sustainability.


The starting point for development of the program is the commitment of the Government of Lithuania to a “socially-oriented market economy … against the background of poverty reduction and the elimination of social exclusion”.  The elements of the program of sustainable housing—the objectives and the instruments by which the program is implemented—aim to harness market forces in the interest of both efficiency and equity.  Where the environment is hostile to weaker families, so the program proposes well-targeted financial safety nets, and mechanisms that provide support for addressing non-financial facets of social exclusion.  The program has been designed to be consistent with and supportive of the Government’s macro-economic policies.  They do not require large subventions from the public budget, but are, rather, designed to ensure the continuation of incentives for the use of private resources for housing.

At the same time, we have tried to build on present strengths of the Lithuanian housing system, rather than to propose a root-and-branch reform of the system.  Although we are seeking substantial improvements to the housing stock and substantial benefits to its users, we have tried to make realistic and effective proposals based, where possible, on marginal changes to present practices.  

At present, management of the housing stock is probably a net drain on national resources.  As a consequence of implementing the program outlined below, it will in future increasingly contribute to the long-term health and well-being of its residents, will be supportive of the needs of society, and will make a positive contribution to the environment.  At the same time, the value of the housing stock will be maintained over its lifetime in a way that both families and government can afford.  The program pays equal attention to all segments of the housing stock: rural and urban, public and private, multi-family and single-family housing.  While paying particular attention to the needs of the poorer families, the program is designed so that all groups of society in Lithuania may benefit.

The program is cross-sectoral, requiring the engagement of public, private and non-governmental actors.  This report is a document that may be adopted, in part, as a strategy of the Ministry of the Environment.  It can, however, only properly and fully be implemented with the active involvement of many different stakeholders.  As a central example, the strategy for upgrading multi-family buildings can be implemented successfully only if there is a welfare support mechanism for the most needy residents of those buildings, as well as a program to enhance the security of loans provided by banks to residents.  These actions alone will require the active participation of at least three different ministries.

The five main areas of the program, together with their constituent instruments, are summarized below, together with two cross-cutting implementing instruments.  Many of the instruments affect more than one program area.  For simplicity, however, they are only identified within the first program area in which they appear.

· Program Area 1.  To increase the economic maintenance, repair and upgrading of housing (energy-efficiency and structural improvements), especially of multi-family housing, by simultaneously:

· Facilitating bank loans for upgrading by financial enhancement, regulatory change and information for bankers;

· Creating a financial support mechanism for poorer families, but gradually phasing out incentives for non-needy families to participate in energy-efficiency projects;

· Encouraging the more rapid formation of homeowners associations, and providing more information to householders about the improvement of common areas;

· Creating a more competitive and efficient market for maintenance companies;

· Improving the regulation of maintenance; and

· Seeking funding for a project mechanism to implement the preceding elements.

· Program Area 2.  To improve housing affordability, especially for low income households, by:

· Restructuring the system of welfare support subsidies, in order to provide minimum support for the most needy households;

· Investigate non-subsidy alternatives, including the re-purchase of homes by municipalities, and the introduction of reverse mortgages for the elderly; and

· Phasing out subsidies that do not address sustainability criteria.

· Program Area 3.  To enhance the value of existing housing through local initiatives, by: 

· Developing additional commercial and social facilities in large estates;

· More extensive community participation in decision making;

· Encouraging municipalities to purchase vacant units for social housing;

· Assisting families to move from non-sustainable housing; and

· Educating homeowners about the concept of property ownership.

· Program Area 4.  To improve housing choice by increasing the rental housing and by enhancing mobility, by:

· Creating more social rental housing while ensuring that it remains affordable;

· Improving tax incentives for private investors in rental housing; and

· Identifying and reducing constraints to real estate transactions.

· Program Area 5.  To reduce problems of social exclusion, especially in large housing estates, by: 

· Providing the financial means for poorer families to remain in their family homes;

· Maintaining social housing as a part of the social fabric of existing housing;

· Providing additional protection for law-rent tenants.

· Cross-Cutting Instrument 1.  To enhance participation by municipalities in implementation of the sustainable housing program, by:

· Formulation of national guidelines for local housing strategies

· Provision of advice and assistance through intermediaries

· Provision of financial incentives for active participation.

· Cross-Cutting Instrument 2.  To improve the flow of information on housing sustainability, by:

· Enhancing the flow of information about the value of housing; 

· Facilitating the expansion of the network and scope of Housing Advisory Centers;

· Encouraging research and pilot projects on housing sustainability.

This is a long-term program.  Institutions must be strengthened, new capabilities need to be built, and new mechanisms designed.  Implementation of the program will take more resources than are currently available within Lithuania.  Although it is not possible to put a time frame on achievement of the goals, it may be several years before all of the elements of the strategy can be put in place and perhaps 20 years before Lithuania’s housing is being managed on a truly sustainable basis.  

The following diagram describes the impact of each program goal on each of the others.  For example, the impact of a program to upgrade common areas of multi-family housing blocks will have a positive effect on the value of housing.  It will, however, have an indeterminate effect on household affordability, because in cases where the improvements are limited to the most essential improvements to the heating of a building, the net cash flow of households will most likely improve immediately.  In cases where improvements are made to structural elements, there will be no immediate financial return, and households’ affordability will deteriorate over the period of loan repayment.  

There are few empty cells in the table, since virtually all of the program goals are inter-related in one way or another.  The more of the elements of the sustainable housing program that can be implemented simultaneously, therefore, the greater will be the overall impact.

It will be seen that there are two instances where implementation of one program component may have an adverse effect on a different goal (as shown by the red/darker cells).  Both of these relate to the goal of reducing social exclusion, which would be made more difficult by a common area improvement project and by other initiatives to enhance the value of existing housing (because these provide incentives for the poor to realize the increased value of their housing by selling and moving out).  In most cases, however, the impact is positive: implementation of one objective will have a beneficial effect on most of the others (the green/lighter cells).

Figure 4.1  Inter-relationship of program objectives

	Impact of program ↓

on program →
	Common area improvements
	Affordability to households
	Enhance value of housing
	Increase housing choice
	Prevent social exclusion

	Common area improvements
	
	Indeterminate
	Yes: improves value 
	Yes: widens market choice
	No: provides higher incentives for the wealthy

	Affordability to households
	Yes: increases options for upgrading
	
	Indirectly: allows poorer households to participate
	Yes: allows greater personal choice
	Yes: permits poor to stay in situ

	Enhance value of housing
	Yes: increases understanding of economic links
	Indeterminate
	
	Yes: widens market range 
	

	Increase housing choice
	
	Yes: wider choice increases willingness to pay
	Yes: by encouraging rental investments
	
	No: wider opportunities for wealthier households to move out

	Prevent social exclusion
	Indirectly: increases communal action to upgrade
	Indirectly: implementation instruments address affordability
	Neutral for the whole housing stock; may diminish the value of individual blocks
	Yes: allows greater choice to poor families
	


The program is described in terms of its primary goals.  For each goal, however, we are proposing certain broad thematic approaches in the form of tools for implementation.  Figure 4.2 below groups together the proposed instruments for implementing the sustainable housing program, into six broad areas: 

· financial techniques (e.g. loan guarantees, or reverse mortgages),

· municipal and local initiatives (e.g., increased municipal involvement in housing policy implementation , for instance by the re-purchase of privatized flats), 

· subsidy (e.g. compensation to needy families for repayment of loans for common area upgrading, or increasing social housing in existing neighborhoods),

· legal and regulatory reform (e.g. clarifying rights of banks to secure claims on common property loans, or reducing constraints to real estate transactions),

· institutional change (e.g. expanding the role of the Housing Advisory Centers, or public participation in ward management), and

· information, education and research (e.g. educating homeowners about the concept of property ownership, or providing information about the techniques of upgrading common areas).

The latter category—education, information and research—is an essential ingredient for each of the program objectives.  Other instruments are more specific to the particular program objective.  Subsidy, for example, is certainly needed in certain program areas, but is by no means the unique solution to any of the issues addressed.  It will be seen, similarly, that the participation of municipalities and local communities is important for most of the program areas.  Education and information, and municipal involvement in housing policy implementation, are treated as implementation issues, in Section 6. 

Figure 4.2  Similar instruments for different objectives

	   Program

           objectives

Implementing

Instruments
	Common area improvements
	Affordability to households
	Enhance value of housing
	Increase personal choice
	Prevent social exclusion

	Financial techniques
	
	
	
	
	

	Municipal / local initiative
	
	
	
	
	

	Subsidy


	
	
	
	
	

	Legal, reg. Reform
	
	
	
	
	

	Institutional change
	
	
	
	
	

	Info. / Educ./

Research
	
	
	
	
	


4.2  Program area 1: Increasing maintenance and upgrading 

4.2.1  Overview

This element of the program is designed to increase the level of maintenance and upgrading of the existing multi-family housing stock, subject to the economic viability of individual projects.  It would facilitate bank lending to homeowner associations (or to members of the associations).  The purpose of the loans would be the improvement of common areas.  These are parts of the buildings in common use (such as staircases, entrance lobby), basic structures (basement, roof, etc), and the building infrastructure (heating system, wiring, etc).  The loans would be complemented by subsidies to enable poorer families to participate.  There would be a simultaneous need for the implementation of several legal and institutional measures to improve the efficiency of participating institutions, not least of the maintenance companies.  Because of the complexity of the measures, and because they are inter-related, this program element can most effectively be initiated through a project-type mechanism.

This part of the program addresses the objectives of economic sustainability (retention of asset values; affordability to households; affordability to government), as well as environmental sustainability (improved energy-efficiency of buildings) and the social sustainability (in particular, improving the health and safety of existing dwellings, and emphasizing the dwelling as a home).  It addresses three of the Government’s Strategic Objectives for Housing: responsible home-ownership; enhancing ability to pay; and improving the existing housing stock.

By ‘maintenance’, we refer to routine, periodic repair and replacement of building components in order to preserve the existing value of the building (such as sealing roofs to stop leakage of rainwater).  ‘Upgrading’ here refers to the improvement of components so that the building becomes of a higher specification and a higher value (such as the energy-efficient packages implemented under EEHPP).  The phrase ‘subject to economic viability’ implies that owners should not be actively encouraged to provide improvements that increase the value of the dwelling by less than the cost of the improvements.  Annex 2 sets out an argument that there are some buildings in Lithuania that are already close to the end of their useful life; it would not be economic to attempt to rehabilitate these buildings, for example.

This program element addresses both structural improvements, and improvements to the energy-efficiency of buildings.  In recent years, the main project (EEHPP) focused only on energy-efficiency, and was broadly intended to exclude the financing of other structural improvements.  This could be justified in terms of national priorities and, more pragmatically, that scarce public resources (e.g. grants) should not be expended on repairs that provide only private benefits.  The argument that energy savings have public benefits, and are therefore of higher priority for public funding than structural improvements, probably remains valid.  Nevertheless, there are several reasons why the government should actively encourage the rehabilitation of residential buildings through structural as well as energy-efficiency improvements.

Most importantly, the upgrading of residential buildings meets many of the goals of the sustainable housing program.  It would increase the life of the buildings, and would thus address the issue of preservation of asset value.  It would improve the living conditions for all participants, including their health, and would thus address the human sustainability criterion.  Because it could only be implemented simultaneously with measures to subsidize the poorest households, it would also address the problem of low levels of affordability.  At the same time, of course, because many of the improvements will improve the energy-efficiency of buildings, effective implementation of this measure would address the core environmental goal of the sustainability program.  For practical reasons, it is often difficult or impossible to separate structural improvements from energy-efficiency improvements.

Building maintenance cannot be deferred indefinitely.  The longer it is put off, the greater will be the total cost.  If building maintenance continues to be deferred over a longer period, some buildings would deteriorate to the extent that they would need to be condemned as uninhabitable, and could never be restored economically.  Although these buildings would be in private ownership and therefore not the responsibility of the state, in practice government (central or local) would probably need to take action to find alternative shelter for the residents, and may need to demolish the buildings for reasons of public security. It is therefore in the public interest to encourage owners to maintain their housing on a regular basis.

Many of the problems of the management of the multi-family housing stock are attributable to the way in which privatization was carried out, with unclear responsibilities for ownership of the common areas—easy to spot with the benefit of hindsight, but doubtless difficult to have avoided in practice.  That is, the pressing need of multi-family housing units is for repair or improvements to the common areas: the Civil Code (Art. 4.82) declares that these are in ‘common partial ownership’ of the apartment owners.  However, the financial and procedural means of making these improvements is still unclear.  To date, the market has not resolved these issues.  Effectively the only improvements to residential energy systems have made with public funding through EEHPP.  Action is therefore needed in order to remove the constraints to resolution of these problems by the market.

Elements of the strategy for maintenance and upgrading will need to comprise the several simultaneous activities described in the following paragraphs.

4.2.2  Facilitating Bank Loans for Upgrading

The heart of the program is the provision of private capital for the improvement (repair and upgrading) of common areas of buildings, to supplement the personal resources of individual householders.  Because of the cost of the improvements relative to personal incomes, most households would need to take loans if they were to be able to afford the undertake essential maintenance and repairs.  Because the housing improvements will provide direct and lasting benefits to individuals, the loans should be made on market terms.  This is a proper function of the commercial banking system, not of government.  However, despite the positive example of EEHPP, banks have failed to respond to the opportunity by offering loans from their own resources.  There are doubtless several reasons for the fact that EEHPP has not yet been commercialized.  One may be that there are still relatively few homeowners associations (representing entities with which banks may negotiate for loans).
  Probably more significant is the absence of a system for securing collateral for loans made for common property.
  It may also be that banks would perceive the potential transaction costs of lending to homeowners associations or their members—even with acceptable collateral—to be so high that demand would be muted.  

It thus appears that it will be necessary for several actions to have taken place before banks will start lending for upgrading common areas.

The first is for the Government to provide some form of credit enhancement, perhaps equivalent to the mortgage insurance provided by the Lithuanian Mortgage Insurance Company.  Although EEHPP demonstrated that—in the controlled environment of the pilot project—households were able and willing to take and repay loans for renovation of common property (there have been no defaults), the limits of the legal framework were not well tested.  It will possibly be necessary for Government to provide a partial guarantee to banks of repayment of loans for common area improvements, to demonstrate the viability of this type of business.  It should be the intention to terminate Government support for credit enhancement as soon as the institutional enhancements discussed below are in place, and the banks are persuaded of the value of making loans of this nature.

There are several ways in which the scheme could be structured, including different formulas for sharing the risk between Government and the banks (e.g. the banks meeting the first part of loss claims).  It is, however, recommended that the scheme be designed so that it is self-sufficient (e.g. it can be phased out, or run on a commercial basis without government support beyond the pilot phase).  Additional studies are necessary to design the most appropriate form of this instrument.

Secondly, banks will want additional assurance about the security of loans to homeowners associations, apartment owners not in an association, or building administrators.  As the law presently stands, the legal basis on which lenders could collect claims against associations or individual members of the associations, for common area loans is unclear.  Credits to homeowners associations would be unsecured; and this would not be acceptable to banks as a basis for lending.  Without a guarantee by Government, banks would want some reasonable expectation that they would be able to recover debts in case of default.  A recent report by a group of legal experts made a series of recommendations on ways in which the rights of bankers could be secured.
  It appears, however, that the preferred solution—the introduction of a lien system, in which associations could take loans in their own name—can probably not be implemented in the near future because it would need changes to the newly-introduced Civil Code.  Several alternatives were discussed by the expert group, of which the use of a mandatory mortgage would appear the most practical.  The report says, however, that the law is not totally clear in this regard.  Other options might require that amendments be made to existing laws, or even to the Civil Code.  Further discussions would be needed with banking lawyers to determine their views on whether government guarantees could offset legal risks in the near term.

Thirdly, there may be a need for an information service to bankers.  Common area loans would be a new venture for the Lithuanian banking industry, lending to a client group whose characteristics are not well known or understood.  The industry is better able to visualize the risks than the profits, and it is not reasonable to expect the industry to take on this new area of business without further information.  It would therefore probably be necessary for the project sponsor (e.g. the Ministry of Environment or the Ministry of Finance) to work with the banks to help overcome any initial mistrust of the project details.  They might, for example, explain the commercial nature of the program, perhaps collect supporting data about the client characteristics, or detail the nature of equivalent programs in other countries.

4.2.3  Creation of a Financial Support Mechanism for Poorer Families

The EEHPP included three principal subsidy mechanisms: a 30 percent grant of the capital cost of the approved works (which currently is equivalent to reducing the interest rate on 100 percent of the loan to less than 3 percent per annum over 10 years); exemption of the works from VAT; and compensation to poorer householders to meet some or all of the costs of loan repayments.  

A parallel scheme would need to be developed under the sustainability program, with compensatory grants to poorer households for loan repayments gradually superseding the subsidies available to all households.  The grants would need to be steeply progressive, so as to target the most needy households; they would also need to be capped, both to keep the program cost within reasonable limits, and to avoid subsidizing projects that are not economically viable.

For purposes of illustration, we have calculated an order of magnitude of loan repayment for an average program of upgrading for a household occupying a ‘typical’ flat.  The estimate was made from preliminary data collected by the pilot project for scheduling repairs to multi-family buildings, currently being conducted by the Housing Advisory Agency.  Although the pilot was not intended for this purpose, we may make an unscientific assumption based on the data from the pilot project that a typical household would need to take a series of loans of perhaps 10,000 Lt over a period of years for building works (see Annex 2 for detailed assumptions).
  At an assumed interest rate of 8.0 percent (including a loan guarantee fee and bank charges) over 10 years, repayments of 10,000 Lt would amount to 120 Lt every month—say, an additional 10 percent of the income of an average household.

With the data currently available, it is very difficult to estimate the number of families that would be unable and unwilling to afford loans under the new program.  Nevertheless, there are a few pointers:

· Under EEHPP, even with the 30 percent and VAT subsidies, a proportion of participating households were deemed to be unable to meet the costs of loan repayment, and were eligible to receive loan repayment compensation.
  A 2001 survey by Baltic Surveys of 250 homeowners participating in EEHPP found that about 35 percent found repayment of the loans to be a ‘significant burden’; a further 2 percent reported the burden to be ‘unbearable’.

· As shown in Annex 1, we have estimated that up to 20 percent of households in multi-family housing may be classified as ‘needy’, and thus eligible for deep financial assistance.

· The project’s Household Survey showed that the average household in Lithuania already pays 27.6 percent of its income for utilities alone (water, electricity, heating); plus about 2 percent for rent, housing loan repayments, etc.  (Other surveys report lower proportions of expenditure on housing.)  Compare this with the rule-of-thumb that households should not be required to spend more than 25 – 33 percent of their income on all housing-related expenses.

It is clear that all households within a multi-family building need to be in a position to repay any loan taken out on their behalf.  Although the legal position is that it is not necessary for all households within a building to give their formal agreement to a project, in practice any rate of agreement less than 100 percent would be unacceptable to a lending institution.  Since poor households would only be able and willing to bear the responsibility of a loan for common area upgrading if they were reassured that they would receive adequate financial compensation for repayment, the payment of such a subsidy would indirectly benefit all households in a building, whether or not they were actually in receipt of a loan.  The subsidy would thus enable all households to participate in renovation and management of their common property.

The program must therefore incorporate a subsidy for needy households to defray the costs of loan repayment for common area upgrading.  It is recommended that the value of the subsidy be less than the total cost of loan repayments, simply because the project on which the loan is based would add to the value of the housing asset owned by the householder.  However, we believe that the subsidy would need to be close to 100 percent for the most needy households.  

We have made some broad assumptions in order to calculate an order of magnitude subsidy for compensation of loan repayments for common area upgrading, detailed in Box 4.1 below.

Box 4.1   Assumptions for calculating the upgrading loan repayment subsidy


On the assumptions made, the subsidy would amount to about 29,000 Lt a year, payable over 10 years, for every 1 million Lt loan made.  This is equivalent to a capital subsidy of about 20 percent (if the loan is made over 10 years, and using a discount rate of 7.5%).

To continue the order-of-magnitude illustration, if the subsidy now devoted to municipal maintenance companies (177 million Lt a year—Table 3.1) were completely turned over to the support program summarized here, the government would be able to sustain loans of 8,000 Lt to 750,000 families (i.e. those receiving the subsidy and those whose loans are indirectly facilitated by the subsidies) at no additional cost to the budget.  This would upgrade all of Lithuania’s multi-family housing stock.  Section 5 continues the discussion on the cost of the program to the State, including non-subsidy costs.

The definition of need should be identical to the definition used for the calculation of the housing allowance (see Section 4.3.2).  Ideally, the subsidy to compensate needy families for loan repayments would be calibrated and administered in the same way as the housing allowances.  

It might be found appropriate for the subsidy to be given conditionally—for instance, only for loans taken by housing associations, or for buildings only in those municipalities that have taken steps to reform their maintenance companies.

If the sustainability program provides subsidies for loan compensation at the rate of less than 100 percent of the cost of loan repayments, there is a risk that some poorer households may default on the residual loan payment.  Since social laws provide general protection against eviction for families with children, there are certain arrangements that must be pursued as an alternative to eviction.  Nevertheless, these are not yet tested, and their feasibility will need to be further investigated.  Options include reverse mortgages, and a program of exchange housing whereby families may move out of unaffordable housing and into affordable social housing—as discussed later.

As noted, it would be necessary for Government to place a cap—a ceiling—on the value of the loan eligible for subsidy, both in order to control public costs and to ensure that public moneys are being spent in an economically-efficient way.  (Government should not, however, cap the value of loans that homeowners associations might take from banks.)

Calculation of an appropriate ceiling is difficult.  An economic analysis should be undertaken that compares the costs of various upgrading packages with the marginal benefits: including, but not limited to the value added to the property, the financial savings to households resulting from increased energy efficiency, and with an imputed value of improvements to beneficiaries’ health.  The ceiling should be set at a level where marginal costs equal marginal benefits.  It will, in effect, define a minimally-acceptable upgrading package for multi-family dwellings.

The following chart shows—diagrammatically—the relationship between the cost and value of upgrading a basic, 50m2 flat, in a medium-sized town with an average economic base, such as Šiauliai.  The price of an unrenovated flat might be 40,000 Lt. A basic upgrading package, as described in Annex 2, would cost some 3,000 Lt, and would raise the value of the flat by a similar amount.  A more major upgrading package—also described in Annex 2—would, however, cost perhaps 17,500 Lt but would raise the value by little more than 5,000 Lt. We note that in this case the market value would not fully measure the increased benefits of upgrading, such as the improved health conditions for residents, nor, possibly, the long-term financial benefits of lower outgoings for heating.  However, there is an issue both of measurement of the economic benefits, and of determining what is an appropriate maximum level of state support for upgrading.

Figure 4.3  Cost and value of upgrading a panel-built flat in Šiauliai
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Responsibility for administering the subsidy will need to be clarified.  Central government has already delegated authority to municipalities to administer funds for assisting HOAs for similar purposes.  It might be difficult to withdraw that discretionary authority.  It might, indeed, be found advantageous for municipalities to be able to complement central government funds with their own resources for location-specific upgrading projects.

At the same time, there is no clear justification for a continuation of the 30 percent grant and the VAT exemption provided under EEHPP.
  Section 4.3.4 recommends that both subsidies should systematically be reduced, with the long-term intent of phasing them out.  

4.2.4  Encouragement of Homeowners Associations; information to householders

The existence of a well-managed homeowners association is not a precondition for a loan to be granted for the upgrading of common areas.  Banks may give loans to owners that have chosen not to be represented by an association; and may presumably also give loans to building administrators for the purposes of common area upgrading.  (Although the powers of building administrators remain to be defined, administrators may take loans on behalf of those families for whom they provide administrative services.)  Nevertheless, the existence of a well-managed association would clearly provide a greater level of comfort to a banker, by indicating the ability of the homeowners to act together for the common good.  An increased rate of formation of homeowners associations is therefore an integral component of the program to increase maintenance and repairs, as well as the training of their chairmen in the esoteric skills of building maintenance, energy efficiency, bookkeeping, and building administration.

A 1998 municipal survey found there to be 4,300 homeowners associations then in existence, representing about 15 percent of the 29,600 multi-family housing blocks in the country.  It has not been possible to obtain figures that are more recent, although it is likely the number has doubled since then—see Section 3.  Nevertheless, it remains true that homeowners associations do not represent about two-thirds of multi-family housing blocks.  A brief analysis in Annex 1, based on findings of the 2002 Household Survey, explores some characteristics of households that live in multi-family buildings but are not members of homeowners associations.  In comparison with households that are already members of HOAs, non-members tend to be headed by older people, living in poorer households outside the main urban areas, and to be more dissatisfied with their present housing conditions. In short, the new target group for membership of HOAs is more difficult to reach than those that have already become members.

Reasons that membership of associations remains unpopular may include a lack of understanding of the benefits that an association can confer on the homeowners, and the practical difficulties in establishing and administering an association.  Correspondingly, it has been found that householders are not well informed about the implications and practical, financial and administrative techniques of common area improvements.

EEHPP has demonstrated that these constraints may be overcome by the active outreach program of the Housing Advisory Centers (HACs), described in Section 3.  The program will therefore require the continued participation of HACs in encouraging the formation and effective management of homeowners associations.  The HACs may, for example, prepare documentation for the establishment of a HOA; organize workshops at which the homeowners are provided with information about the association, and activities of existing homeowner associations.  They also give assistance with the preparation of the founding documents and organizational meetings.  

As discussed more fully in Section 6.2.2, the program objective for increasing economic maintenance and upgrading will rely to a large extent on the outreach to be provided by the Housing Advisory Agency (HAA) and its subsidiary HACs.  At the same time, the work of the HAA will need to be supported by the information system of all other relevant public agencies.

4.2.5  Creation of a Competitive and Efficient Market for Maintenance

The creation of a market for common area upgrading loans will only be effective if homeowners have access to efficient and competitive maintenance organizations.
  This is not yet the case for much of Lithuania.  Section 3 of this report noted some of the drawbacks of the inherited system of municipal maintenance companies.  It also mentioned some of the initiatives that have been taken in recent years to improve the efficiency of some of them, including the privatization of a few, the introduction of a competitive market for both private and public companies in Vilnius, and the new legal requirement that municipalities should appoint building administrators for those multi-family buildings that do not have homeowner associations or the equivalent.

Some municipalities, then, have determined that there is both the need and a practical option to privatize the companies.  In the absence of government advice on the subject, most other municipalities have seemingly decided to take no action.  It is not know whether this is simply a default position, because they have an active preference for municipal ownership of the companies, because they see it as impractical to privatize in smaller municipalities where a privatized company could exploit its new monopoly position, or because they simply do not know how to go about the process of privatization.  

Although there are examples of privatization of the municipal maintenance companies, it is not known whether these can be described as successful.  To our knowledge, there has no description of how the privatization has been carried out, nor has there been any systematic external evaluation of these programs.
  It should be a part of the sustainable housing strategy to carry out such an evaluation, to consider alternative ways in which privatization might be carried out, and to determine how best central government, perhaps with the support of other agencies, might best assist and accelerate the processes of privatization.  We believe that there is a strong need to encourage municipalities to generate a competitive market among maintenance companies, to train the staff of the companies in property management and maintenance, and to develop appropriate management structures within the municipalities themselves.

The subject of central government assistance and incentives to local government is further discussed in Section 6.1.

4.2.6  Improving the regulation of maintenance

Earlier this year, the Ministry of Environment approved the legal instrument STR 1.12.05:2002 for the regulation of minimum requirements for building maintenance.  This regulation does not yet have the full status of a legal instrument, for which it is first necessary to have an enabling law, either a new law or an amendment of existing legislation.  At the time of writing, the legal instrument was under active preparation within the Ministry.

EU Directives on the energy certification of existing buildings need to be legislated in Lithuania.  We understand that legislation is currently in course of preparation.

The Civil Code also requires that a building administrator be appointed for multi-family buildings that do not have a homeowner association or the equivalent.  The Lilleholt report finds that the duties and responsibilities of the administrator are not clearly defined vis-à-vis recovery of expenses, and recommends that appropriate clarification be made.
  The same report recommends that the municipality should be identified as having the authority to determine, in case of dispute, what repairs are ‘necessary’.
 

Observers also find that maintenance of residential buildings, and its supervision, may become problematic because of the lack of skilled professionals.  To our knowledge, there has been no comprehensive assessment of manpower needs for the sector, and recommend that one should be undertaken to determine whether any constraints or bottlenecks do exist and, if so, how they should be tackled.

4.2.7  Seeking Funding for a Project Mechanism 

The program objective of increasing the level of maintenance and upgrading of existing buildings is the most complex of all the objectives identified within the sustainable housing program, both because of the number of instruments within it, and because all of these instruments need to be applied simultaneously.  It would, for example, not be effective to continue supporting energy efficiency improvements without also facilitating the type of structural improvement that is both necessary and a high priority to many homeowners.  The Government cannot continue to subsidize common area improvements unless and until it has rationalized its subsidies for housing.  It would not be effective to facilitate the creation of a financing mechanism unless welfare support nets were also in place.  It would not be useful to provide information about upgrading to homeowners unless they also had access to reliable, price-competitive companies that could undertake the work.  

Although the program minimizes exposure to the public budget, there would be a significant public cost.  The budget would need to bear the costs of the following items, the magnitude of which are estimated in Section 5.

· Project preparation, including design of program elements (the nature and magnitude of a loan guarantee facility, the form of the household subsidy, methods of creating a more efficient market for the maintenance of multi-family housing, and the design of information campaigns);

· Capitalization of a loan guarantee facility (the loan guarantee program itself could and probably should be structured to cover its own costs, and thus to require no subsidy);

· Compensation to the poorest families for involuntary participation in common area loan programs;

· Possibly, a low level of general incentive grants to persuade all homeowners to invest in upgrading the common areas of their buildings, rather than to spend discretionary resources on consumer goods or services;

· Subsidized or free-of-cost technical assistance to homeowners associations, municipalities, maintenance companies and housing administrators, and bankers;

· Design of a project monitoring system, which (among other things) would point the way to the design of a sustainable system as a successor to this project.
Because of the complexity of this part of the program, therefore, it would be advisable to approach implementation through the medium of a project.  It is recommended that the program should seek overseas loan or grant funding, linked with technical assistance, for some or all of the costs of project preparation and project implementation.  

4.3  Program area 2:  Improved affordability for low income households

4.3.1  Overview

This program objective directly addresses the principle of economic sustainability (affordability to households) and, indirectly, the social sustainability objective (minimizing the impact of the cost of housing on residents’ health and safety).  It also directly addresses Housing Strategic Objective 3 (‘Enhance ability to pay’).  The instruments discussed under this program objective are complementary to several affordability instruments described elsewhere, including the following:

· The financial support mechanism for needy families required to take loans under the common area upgrading program (Section 4.2.3)

· Assisting families to move from non-sustainable housing (Section 4.4.5).

Box 4.2  Affordability: ability and willingness to pay


Although, as discussed previously, there is some uncertainty about the burden of payment for housing on household budgets, there is little doubt that many low-income households would not be able to bear the full economic cost of housing (rent, loan repayments, utilities and the cost of servicing common areas) without considerable hardship.  

Many households have very little discretionary income that could be devoted to repayments of a loan for upgrading common areas, for example.  Although there are financial support mechanisms in place, they have some drawbacks.  For example, it is likely that poorer households (especially those immediately above the qualification limit for utility compensation payments) make relatively limited use of charged heating and other utility services.  The present formulas for compensation, too, exclude certain categories of vulnerable household, such as pensioners who in practice are unable to adjust their personal circumstances in order to take advantage of welfare payments.

The program for housing sustainability addresses these constraints by supporting UI/LFMI which recommends restructuring the system of welfare support subsidies through the introduction of housing allowances.  In addition, we recommend investigating the feasibility of two non-subsidy mechanisms for helping poorer families cope with high housing costs.  These mechanisms would also improve affordability by increasing housing choice.  At the same time, we recommend phasing out those subsidies that are not directly supportive of the principles of sustainability in order to provide resources for the more strictly-targeted subsidies proposed in this program.

4.3.2  Restructuring the system of welfare support subsidies

It is not the purpose of this report to make detailed recommendations on how the social welfare system should be restructured.  Well-reasoned recommendations have been made in the companion reports by Douglas Diamond and UI/LFMI.
  

Consistent with those recommendations, the program for sustainable housing would ultimately seek to integrate the administration of all household welfare payments (e.g. including utility compensation payments, and compensation for repayment of loans for common area upgrading) within a common, simple, transparent, framework, which is exclusively targeted to the needy and provides incentives to economize on energy consumption.

In the short term, however, the present system of welfare support subsidies could be utilized for administration of the proposed compensation grants for repayments of loans for common area improvements, using the same mechanisms as were used for EEHPP.
  That system was not, however, transparent, in that, as senior officials in Vilnius were not able to explain the methods of calculation, it is even less likely that beneficiary homeowners would understand, or even that the HOA administrator would easily able to explain it to them.  If they do not understand the system, it is at best difficult for them to make a judgment on the most appropriate ways to invest and consume.  The interim system must, therefore, be simple to understand, even if at the cost of minor inequities in targeting. 

4.3.3  Investigate non-subsidy alternatives for improved affordability 

This section addresses two groups of problem.  The first is one of simple housing affordability: that poor households—and elderly households, in particular—cannot readily afford to meet regular utility payments even though they own a large asset (their home).  The second is a sub-set of the first: that where a common area upgrading project is proposed, certain households—such as lower-middle income families required to meet a part or all of the cost themselves—would choose not to make the loan repayments even if they were subsidized.

Most lawyers would probably assert that if one family refused to participate in a proposed upgrading project, this would prevent the HOA or administrator from implementing the whole project.  (Options exist within the Civil Code whereby claims can be made against households that have not entered into a specific contract, but it would obviously not be desirable to utilize these provisions.)  Two options do exist, however, which effectively allow the householders—particularly the elderly—both to remain in their homes for their lifetime and for upgrading to take place, but for ownership of the flat to be transferred to a new owner in return for that new owner agreeing to meet the cost of upgrading.  

The same instruments can be used in other circumstances (e.g. where upgrading is not contemplated) to convert the equity of income-poor households into cash.  

The first option is, effectively, voluntary de-privatization.  The municipality would buy a flat from its owner, in return for assuming responsibility for maintaining and managing it.  The previous owner is guaranteed the lifetime right to remain in place as a tenant of the municipality.  The owner is relieved of the financial and managerial burden of managing her or his dwelling, and gains greater control over personal finances.  The net financial cost to the municipality would depend on the age of the tenant, the rents set by the municipality, the condition of the building, and the expected future market value of the flat (if any).  

It is understood that de-privatization has already been started on a small scale in some Lithuanian municipalities.

The second option is for the owner to be able to take a reverse mortgage from a bank or other institution.
  This is a scheme under which the bank pays the original owner an agreed income for life, based on the present value of the flat discounted by the owner’s life expectancy.  (The older the owner, the greater will be the ratio of income to value.)  Title to the property reverts to the bank on the owner’s death.  In the case of common area upgrading, the owner could use part of the mortgage income to repay the relevant share of the cost of upgrading; at the same time, he or she would keep possession of the home until death.  

Because of the financial arithmetic of reverse mortgages, these could only be an effective answer to the affordability problems of older people.  A privately-financed scheme would only be financially viable in larger towns where the present value of property is sufficiently high to guarantee loan repayment.  It might, in any case, be necessary for Government (or possibly a local government) to guarantee the deal to provide reassurance to householders who might otherwise be mistrustful of such a scheme.  

Reverse mortgages could prove to be important instruments to address the specific financial problems of the elderly (an issue of human sustainability).  It might, therefore, be desirable to offer an opportunity to local housing authorities to subsidize the scheme in circumstances when banks might otherwise be reluctant to offer a mortgage against a property with an uncertain future value.  

A proposal for the introduction of reverse mortgages in Latvia is described in Annex 3.

These two options would contribute to sustainability of housing management in several ways.  In addition to improving the affordability of individual households and giving more freedom for housing managers to implement common area upgrading schemes, it would also increase tenure choice (by allowing households the freedom to opt for a return to municipal tenancy or de facto tenancy under the reverse mortgage scheme).  

A recent report makes similar recommendations in the context of constraints on mortgage holders being able to collect their claims against families with children, who are protected by the social laws of Lithuania.  The report argues that if options such as reverse mortgages were available, it would be much easier for bankers to collect loans outstanding.  Other options identified in the report include making an unpaid loan ‘standing until the owner passes away, interest on the loan being included in the mortgage’; and to ‘introduce a housing exchange programme for people who live in housing they cannot afford’.

Even though many of the elderly, and other poor households, reside in single-family houses in rural areas, it would probably not be feasible for these groups to participate in programs of reverse mortgages or of the purchase of homes by municipalities.  This is simply because the value of these dwellings is often so close to zero that the level of subsidy required would be unaffordable to the public authorities.

The financial and legal consequences of these proposals have not been investigated.  It would be desirable to undertake a study of each of these proposals in the near future, to determine whether they are feasible—especially for low-value flats—what are the financial consequences for the individuals, municipalities and banks, and what steps are necessary to implement them.  Section 6.4 makes more recommendations on further research needed.

4.3.4  Phasing out subsidies that do not address sustainability criteria

There are certain subsidies that do not directly address the criteria of sustainability.  In the interests of efficiency and improving affordability to Government, they should be systematically withdrawn.  Subsidies for existing housing that are not targeted by income include the following two:

· the 30 percent grant for loans made in conjunction with EEHPP and

· the VAT exemption for works carried out under EEHPP,

in addition to hidden subsidies for municipalities, and explicit subsidies for loans for house purchase – which can be extended for existing or new housing.  

The sustainable housing program therefore includes the elimination (or reduction) of the non-targeted EEHPP subsidies, the reduction of expenditure on municipal maintenance companies, increased revenues from municipal housing rents, and the rationalization of utility subsidies.  We also recommend the termination of grants for the construction or acquisition of social housing, to be replaced by the use of credit finance.  Other implicit subsidies with possible scope for reduction include the Mortgage Interest Deduction (discussed in the UI/LFMI report).  The financial savings could be applied to the common area upgrading compensation program discussed above.  Complementarily, the common are upgrading program, by improving energy efficiency and thus utility payments, will reduce the need for subsidy payments under the utility compensation program.

Although relatively small amounts are budgeted for the EEHPP subsidies at present, the cost to the budget would increase if the subsidies were maintained over a longer period.  (An estimate made by the Ministry of the Environment suggests that a program that provides a 30 percent grant for repairs and renewals could absorb 150 million Lt annually from the state budget.)  The rationale for the original introduction of these subsidies is well understood: in essence, it was to induce households to participate in a pilot project which was otherwise proving to be relatively unappealing.  The 30 percent subsidy served its purpose: it did attract more custom to the program, in sufficient numbers to be able to judge it a success.  It is no longer needed for this purpose.  

However, reduction of the 30 percent subsidy would increase the payback period for all individual energy-efficiency investments, and would certainly decrease the attraction of taking a loan.  The economic analysis carried out as a part of the World Bank’s close-out report suggests that EEHPP was no better than marginally viable according to the economic criteria used.
  It achieved an adequate financial rate of return only because of the 30 percent grant subsidy.  Reduction of the subsidy, it is implied, would reduce the calculated financial rate of return to a level that would not be acceptable to participating households.  The 2000 report by Dansk Energi Management A/S, similarly finds that there would be negligible demand for loans in the absence of a general subsidy, simply because all realistic improvement packages would have a negative impact on household budgets.

We believe there is insufficient evidence to be able to judge at what level of subsidy demand might fall off significantly.  Demand will depend not only on the immediate impact on household budgets, but also on the level of understanding by households how upgrading will improve their health and safety, as well as the value of their homes.  

It is therefore recommended that it should it be announced as public policy to remove the general subsidy in the long run.  This should, however, be done systematically, and in pre-announced tranches.  For example, the general subsidy could be set at 15 percent for the first year of the new program, 10 percent for the next, and so on until an equilibrium position is reached.  This would have the effect both of encouraging a more rapid take-up of the project (since potential beneficiaries will know that the subsidy is to be reduced in later years), and to allow policymakers to judge the impact of the subsidy and, thus, to determine how much of the subsidy, if any, should be retained on a longer-term basis.

4.4  Program area 3:  Enhance the value of existing housing through local initiatives

4.4.1  Overview

This element of the program aims to enhance the (asset) value of the existing housing stock in accordance with the principles of economic sustainability, and with Housing Strategic Objective 6 (‘Improving the existing housing stock’).  The instruments discussed below are complementary to those requiring the participation of individual homeowners (discussed under Section 4.2 above).  They include the development of additional facilities for the neighborhood, more extensive community involvement, and that municipalities play an active role in maintaining property values.

Value is added to housing both by the action of owners in improving the structural condition, internal and common external facilities, and the appearance of their dwellings, but also by external factors.  Similarly, flats will decrease in value if they are not maintained and repaired; and if the cost of utility and other housing services increases faster than the cost of living.  The value of flats is also strongly affected by the health of the local economy.

In extremis, the value of a dwelling can fall to zero (when no-one wants to buy it).  This is already said to be occurring in a few places in Lithuania, where owners have unsuccessfully tried to sell their flats for a peppercorn price.  We note that there is virtually no market in previously occupied flats in Lithuania outside of the few main towns.  In practice, it is difficult or impossible to ascertain a market value there, because there are no transactions.  This does not mean, however, that the flats there have no value: most owners would not be willing to give them up without any financial compensation.  It means only that values there are unknown, and probably low.  It also implies that the value added by most common area upgrading schemes could be significantly less than the cost of the schemes themselves.

The phenomenon of extreme loss of value has happened quite extensively in other parts of Europe, resulting in considerable personal and social hardship.  The solutions are, however, economic and social, not by manipulation of the housing policy.

All other things being equal, the existing housing stock will hold or increase its value if it is well located vis-à-vis social and commercial facilities; and if the community views it as desirable for tangible and non-tangible reasons.  There is a group of actions that can be taken at local level to enhance the sustainability of housing within neighborhoods: the development of improved neighborhood (ward-level) social and commercial facilities, participation of the community in local decision-making, and reducing long-term vacancies by purchasing unwanted units for social housing.  Other actions include the education of homeowners about the concept of property, and measures to clarify the ownership of the land surrounding blocks of multi-family housing.

4.4.2   Development of additional neighborhood facilities in large estates

A number of neighborhoods comprising blocks of multi-family housing are relatively poorly served with commercial and social facilities.  The housing would be socially more sustainable, and economically more valuable, if the neighborhood facilities were improved, consistent with commercial and social plans for the city as a whole.  Sometimes, actions could be as simple as that of the Vilnius City Council helping homeowners to make physical improvements to their backyards, by contributing 50 percent of the cost of the works.

Local organizations in a number of central European countries, often working in concert with local governments, have identified the type of facility that is lacking in their neighborhoods, and have implemented plans that have resulted in an improved quality of life locally and, therefore, increased property values.  Often, plans for the upgrading of local neighborhoods is driven by consultations between the municipal authorities and residents—see below.  In other cases, local officials have taken the initiative.  It would be appropriate for local governments to benefit from the lessons of overseas experience, and to determine how the concepts might be transferred to Lithuania.  Section 6.1 discusses ways in which local governments may be assisted in the development of housing strategy implementation.

4.4.3  More extensive community participation in local decision making

Experience elsewhere, and particularly in western European countries, has shown that the value of housing tends to increase if members of the community are involved in making decisions about how the external environment is managed.  The added value arises because, and because residents tend to have a better understanding of the needs of their own neighborhoods than do municipal planners, and can thus better determine ways of adding value to the neighborhood and thus to their own homes; and because participation by local residents helps to create a sense of community and thus added value to the neighborhood.

A series of examples of ways in which community empowerment can add value to large housing estates was quoted in the Inception Paper on Sustainable Housing.

Although public participation is still a relatively new concept in Lithuania, Lithuania is a signatory to the 1998 Aarhus Convention on Access to Information, Public Participation in Decision-Making Process and Access to Justice in Environmental Matters.  The principle of public participation in the management of municipal affairs is also enshrined in Lithuania’s Law on Local Self-Government.  A number of municipalities already seek the active participation of local community leaders when drawing up strategic plans (‘Agenda 21’).

“Residents of Vilnius are engaged in the activities of modern professional society “Baltijos konsultacinė grupė” (Baltic Consulting Group) or within self-governments of the city of Vilnius where they devise projects for the development of their city”.
  The City Council of Vilnius is planning to draw on these initiatives, and its own strategic plan includes the objective “to foster social partnership and a sense of community...”.  Among other activities planned are “to create community councils of wards and to organize their activity, solving social problems”, and “to sign contracts between wards and Homeowners' associations on housing and environmental maintenance”.

The strategy should include the promotion of initiatives similar to those being managed experimentally in Vilnius, in smaller municipalities.

4.4.4  Municipalities to purchase vacant units for social housing

If occupancy of apartment blocks in Lithuania shadows that in other European countries, we may expect to see a pattern of increasing vacancies, especially in less market-desirable properties.
  This will occur if—broadly—the supply of new housing exceeds the net rate of household formation in any particular market segment (e.g. for a specific type of housing, perhaps in a specific location), or if there is a net decline in the number of households in any market segment.  These trends are already starting appear in some locations, as households are unwilling to maintain their homes and are, presumably, unable or unwilling to rent or sell the accommodation.
  (It is possible, however, that some of these households are not aware that they have the right to sell.)  It is also likely that, except in a few prime locations in the larger cities, it would not be an economic proposition for real estate companies to redevelop sites where vacancies are appearing.  In these cases, long-term vacancy rates will increase.

Extensive or long-term vacancies are unsustainable, being at the same time a waste of resources, and having tendency to reduce the value of neighboring properties (e.g. flats within the same building).  Vacancies breed vacancies: at some point in the cycle, the process of increasing vacancies becomes irreversible.

an appropriate use for vacant dwellings with little prospect of a commercial sale would be for conversion as social housing, to help meet the needs for social housing at a lower net cost than by new building.
  It would be appropriate for the Housing and Social Care Divisions of municipalities to budget for the acquisition of units within existing housing as they become vacant.  

4.4.5  Municipalities to assist households in non-sustainable housing

It has been noted that there is likely to be an increasing number of residential buildings in Lithuania that cannot be economically repaired or rehabilitated.  Situations will include buildings that are in poor physical condition, as well as buildings that are becoming abandoned because of the absence of market demand and that have no viable alternative use.

This need is acknowledged by the City Council of Vilnius, which has adopted a policy “to evaluate and determine categories of typical houses, renovation of which is economically and engineerically baseless” (Strategy Goal 3.3).

The corollary of the policy only to improve units that are economically viable is that municipalities should assist with removing unviable units.  It is part of the policy for sustainable housing that no public financial assistance should be provided for the rehabilitation of buildings that are considered unsustainable.  

Although families will be only required to move from those buildings that are structurally dangerous, families might wish to move from other substandard buildings but could be unable to do so because they lack the financial means to move to other accommodation.  It would be the responsibility of the social care divisions of the municipalities to determine appropriate policies on non-sustainable housing, but these would likely include giving priority for social housing to families from moving from such housing.  

Other forms of unsustainable housing will include those older blocks that have excessive vacancy rates.  These risk becoming centers of attraction for anti-social elements, such as criminals, and drug dealers or addicts.  Experience from elsewhere shows that buildings like these can be dangerous to the remaining residents, especially to the elderly, and that their physical condition defies all reasonable efforts to rehabilitate them.  In such cases, it would be preferable for the local government to re-house the remaining residents in more sustainable housing.  We suspect that these circumstances are more likely to occur in municipalities with a weak economic base (high unemployment; and, perhaps, a financially weaker local government).  In this case, the process of re-housing would be beyond the financial means of the municipality.  It might, then, be appropriate for central Government to establish a special fund to assist local governments to address problems of unsustainable housing.

4.4.6  Educating homeowners about the concept of property

There is a significant proportion of homeowners who benefited from the privatization program of the early 1990s who remain unaware, or not fully aware, of the benefits and obligations conferred by property ownership.  This was noted in section 3.3.3.  As the report of the 2000 Household Survey said 

‘it may be concluded that part of the households do not regard their own dwelling as property….This curious situation can be explained by the fact that the majority of citizens acquired their dwelling during “windfall” (voucher) privatisation; in other words, they received it for free. This circumstance may have determined the answers to this question: even being lawful owners of their dwelling units, many people do not feel as owners in the economic sense as they do not consider their dwelling as wealth in the economic sense.’

It was the economically weaker homeowners that claimed to have no real estate property.

This impinges on the sustainability of housing in several ways.  Firstly, if householders are unaware that their housing has a value or if they otherwise do not believe that they have any rights or duties regarding the building (as distinct from the interior of the apartment), they will not take responsibility for its maintenance and repair of the common areas of the building.  This, too, will inevitably inhibit other residents of the same building from taking initiatives to improve the value of the building.  In turn, this will have an adverse effect on the health and well-being of all the buildings’ residents.

Secondly, property ownership confers choice: the dwelling can (at least in theory) be sold, mortgaged or let for rental; the owner has a number of options of means for moving to different accommodation.  If the legal owner is unaware in practice of the benefits conferred on him/her by homeownership, they will be equally unaware of the housing choices offered to them.  This impacts adversely on the quality of life (‘social sustainability’).

The program therefore includes the important element of public education and information on property rights and obligations.  This is discussed in Section 6.2.

4.5  Program area 4:  Improving housing choice

4.5.1  Overview

This program objective directly addresses the need to improve housing choice.  It corresponds to Housing Strategic Goal I, ‘Broadening the housing choice for as many household categories and social groups as possible regarding dwelling type, standard and tenure form’, and to Strategic Objectives 1 and 2, ‘Improve tenure choice’ and ‘Improve conditions for household mobility’.  It primarily addresses the principle of social sustainability (access to a broad choice of housing; emphasizing the function of a house as a home).

As noted previously, although housing choice has been increasing marginally over the last few years and there is some evidence of housing mobility in the larger towns, neither is at an optimal level.  There are therefore several interrelated actions needed to implement this element of the strategy, intended to increase the proportion of adequate rental housing and to enhance mobility.  The strategy approaches the objective of increasing rental housing with a two-fold approach: the simultaneous expansion of social housing, and the encouragement of private rental housing.  The absence of housing mobility is addressed through a minor investigation into constraints to real estate transactions.  Indirect incentives to increased mobility may also result from the provision of greater choice in housing.

The Program Evaluation and Redevelopment Study has proposed the systematic, gradual, introduction of a system of housing allowances to permit poorer families to meet the economic cost of their housing, including rent, heating and other utilities—see Section 4.3.2.  In the first instance, the allowances would be made available to municipal tenants, with the intention of later rolling the program out to private tenants and maybe, then to all households.  Payment of housing allowances to municipal tenants would allow municipalities to raise the rents of social housing to market levels, and thus (for the state or municipality) to recover some of the cost of housing households above the qualifying income level.
  

In the long run and as housing allowances were made available to private tenants, we would expect that the private market would quickly respond by making more rental units available.
  To this extent, and insofar as housing allowances meet other criteria of sustainability, these recommendations of the Program Development Study are consistent with and endorsed by this report.  However, we also note that the existence of a strong private rental sector can encourage processes of social exclusion.  Section 4.6.4 makes some recommendations how some of these adverse indirect effects of the introduction of housing allowances may be avoided.

We recommend that the housing allowance program be designed to be neutral between different forms of tenancy (owners and renters).  This requires that neither rental nor homeownership be more heavily subsidized than the other.  If, for example, owners receive mortgage interest deduction, so renters should receive equivalent tax incentives.  

4.5.2  Increased social rental housing; 

The UI/LFMI report comments on the current practice of managing the existing stock of social housing, and makes a number of recommendations for the future, including realistic rent setting matched by the introduction of housing allowances, and improved maintenance and repair of municipal properties.  Among other things, the report finds that, within the future housing program, “realistically, there is going to be little opportunity to increase the size of the municipal stock through acquisition because of budget problems”.  Although the argument of UI/LFMI is financial, other observers have also noted that there are economically and socially more attractive means of providing social housing than through the agency of the municipalities.  We will re-examine these arguments in turn, concluding that, although there is much merit in them, municipalities should nevertheless continue to be active managers of social housing, with a modest budget for acquisition of new units.

Firstly, we look at the argument that the private sector, and perhaps the non-profit rental sector too, are more efficient providers of social housing.  This argument is made in the context of a parallel recommendation for the introduction of housing allowances.  If municipal housing rents are set at market levels (as is recommended), then there is no price differentiation between public and private rentals.  Municipal social housing, in most countries, is inefficiently managed, despite attempts at reform.  The lack of efficiency is not compensated by lower costs.  We do not know if this is also true in Lithuania.  However, there are no a priori reasons for assuming that the public sector in Lithuania would provide better value housing than the private sector.

However, it is not clear that the private sector—still less the non-profit rental sector—can meet Lithuania’s needs for social housing in the short or even in the medium term.  Now, we note, too, that these needs have not been articulated or quantified.  Our only hard evidence is the existence of waiting lists for social housing.  Although the shortcomings of these lists are well understood, (and legislation has been passed that will rectify many of these deficiencies), nevertheless they do indicate the desire of poorly-housed households for a low-rent municipal flat.
  The numbers would probably decrease if rents were increased and offset by income-targeted housing allowances.  Nevertheless, there is a clear demand for low-rent flats.  On present evidence, municipalities are seen as being ‘better’ providers than the private sector, because of lingering mistrust of the private sector.  That would probably still be the case, even if municipal rents were raised to private levels and complemented with housing allowances.

Still, a probable demand is not a sufficient argument for municipal housing being the most efficient solution to a need for low-rent housing.  Look, however, at the following arguments:

· There is no active property market outside the larger towns in Lithuania.  There is little prospect that private rental housing could be induced to emerge in the economically-weak towns in sufficient quantity to meet the need there for low-rent accommodation.  The only other solution is such places would be for social housing to be provided by the municipal sector.

· There is a need to house the socially-weak population: those families that are not easily able to fend for themselves in the market, particularly because of behavioral disabilities, physical disability or extreme old age—essentially the families on lists 2 and 3 in Article 11 of the new Law on State Support to Acquire or Rent Housing.  This group of people cannot easily, and probably should not be expected, to find accommodation in the private market.  The proper provider for all of these groups would be the municipality.

· UI/LFMI recommends that housing allowances should be phased in gradually, starting with social housing.  We concur with that recommendation.  However, that means that housing allowances will not be available to tenants of private rental housing in the near future.  That means that the introduction of housing allowances will be not be an incentive for the provision of additional private rental housing in the near future.  Since we should not expect there to be a rapid increase in this latter sector, it can be argued that social (municipal) housing should be provided in the interim for the whole of the low-rent market.

· It has been argued in this report that municipalities have a responsibility to play an active role in promoting sustainable housing, by acquiring units of the existing stock for specific purposes.  We have recommended that 

· municipalities should offer to re-acquire housing, especially from the elderly, to help improve affordability;

· municipalities should consider the acquisition of vacant flats as a mechanism for maintaining the social cohesion of an estate.

For all of these reasons, we believe that it is desirable for national policy to support municipalities to increase their stock of social housing, if warranted by local circumstances.  As previously stated, it would be desirable in most cases that the stock be increased by acquiring units of existing housing, rather than by building new units.

Following present practice, it is totally appropriate for municipalities to determine their own needs and capabilities.  We would not expect, however, that there would be need for a large expansion of the number of social housing units nationally.
  

It has, however, been national practice for central government to make grants from the annual budget to local governments for the purchase or acquisition of social housing.  We do not believe that it is appropriate to continue this practice, which is neither fully consistent with the principle of subsidiarity, nor with sound fiscal practice.  It is certainly not financially sustainable on any significant scale.  We recommend, instead, that it is better to move to the international practice of permitting and requiring local governments to fund capital works such as housing primarily from the proceeds of borrowing (loans or domestic bonds).
 

4.5.3  Improved incentives for private investors in rental housing

As noted in Section 3, the number of households renting private accommodation comprises around 5 percent of all households.
  The potential private rental market doubtless encompasses a larger variety of households than are presently served:  including newly-formed households who have not yet been able to get a foothold in the owner-occupied market, individuals needing to move to work in a new location, students, and singles and households that opt for the flexibility offered by rental housing and choose not to buy.  Maybe different economic and cultural forces are still at work in Lithuania, however, which deter the emergence of a private rental market.

The market itself normally identifies the characteristics of the housing required by these different groups.  This process has hardly yet started in Lithuania, even though market forces have been determining housing supply for some ten years now.  It might be expected that renting households would be smaller than average, hence requiring relatively few rooms; and that many groups would have an income below average, hence requiring cheaper accommodation.  This describes the type of accommodation found in existing multi-family dwellings.  However, as in other countries of central and western Europe, it may be expected that young singles and young families would choose to rent relatively up-market dwellings, not currently widely available in Lithuania.  These may emerge as new housing types.

On the assumption that the market is not working optimally, it is desirable that encouragement be given to the expansion of the rental sector in the existing housing stock, improving labor mobility, as well allowing a better match between household preferences and housing solutions.  The first tool is the introduction of housing allowances, recommended by the Program Development Study, and the subject of comment in Section 4.5.1 above.

Secondly, fiscal incentives may be given to encourage individuals and corporate bodies to rent accommodation for profit.

For example, private corporations may be enabled to purchase existing housing in order to upgrade it for rental to an upper-middle income market.  Existing owners may either remain as tenants or be provided with alternative, improved, accommodation by the new owners.

Many countries recognize a supply of rental housing as of sufficient importance to justify a variety of fiscal incentives to encourage the private provision of rental housing.  These incentives are used to encourage both new rental housing, as well as the retention or conversion of existing housing for rental purposes.  The main mechanisms utilized are as follows:

· Accelerated depreciation allowed for rental units (USA, Germany, Australia, Canada)
· Landlords can deduct interest on loans and operating expenses (UK, Germany, USA, Canada)
· Landlords can set rental losses against other income  (Germany, USA, Canada; formerly Finland)
· Lower tax rate for landlords’ capital gains (formerly USA)
· Landlords can set capital outlays against rental income (Ireland, Italy)
.
Additional assistance may be given to renters through the tax system (e.g. the payment of rent could be treated as a tax-deductible expense), especially to the elderly or those on low incomes, thus strengthening the market for lower income rental housing.  These programs may be seen as alternative to providing social housing to needy households who could not otherwise afford to buy or rent in the open market.

The sustainable housing program in Lithuania would consider alternative ways in which amendments to the tax code could stimulate the provision of rental housing, particularly by the conversion of existing owner-occupied housing.  Special attention would be paid to the stimulation of ‘affordable’ rental housing – e.g. housing affordable to households between the 40th and 70th percentiles of the income distribution.

An alternative tenure form to the private rental market is non-profit rental housing.  This could create affordable housing within the existing housing stock as well as in new housing.  The concept is discussed in the Program Evaluation and Redevelopment Study.

We recall, finally, that housing allowances will positively promote a private rental housing market, albeit one that is likely to bring some social costs—see Section 4.6.4, below, for instruments to address those problems.

4.5.4  Reducing constraints to real estate transactions 

Preliminary analyses undertaken for this study indicate that there are few legal, financial or procedural constraints to real estate transactions by individuals (such as the sale and purchase of existing dwellings)—see Annex 4.
  There are the customary problems in a new mortgage market with the lack of familiarity on the part of many households with the requirements of the banking system: there is scope for increasing public education about how mortgages work, and, probably, scope for bankers to simplify their procedures.

4.6  Program area 5:  Reduction of problems of social exclusion

4.6.1  Overview

The alleviation of social exclusion is the most important component of the principle of social/cultural sustainability (the reinforcement of social cohesion, social justice and fostering social links and local decision-making).  It directly addresses the goal of the sustainable housing program to maintain the principle of social equity.

There are many manifestations of social exclusion.  Those primarily associated with housing are (i) the processes of creation of marginal communities (the creation of ‘social ghettoes’), and correspondingly, (ii) the social isolation of weaker members of the community in marginal housing.  There is little evidence that these processes are yet occurring to any great extent in Lithuania (although the City Council of Vilnius has adopted policies that imply its awareness of such a risk).  Extensive evidence from cities in other European countries, however, suggests that raw market forces may create more such communities in Lithuania unless active measures are taken to prevent their occurrence.

Note, though, that we do not argue that a housing program should be a tool of economic policy.  We do believe, however—consistent with the Government’s expressed philosophy—that it is the responsibility of society, notably local government, to attempt to moderate the impacts of forces that nourish social exclusion.  The program of housing sustainability thus incorporates two principal components: keeping a social mix in multi-family buildings by helping poorer families to remain in their family homes; and the maintenance by municipalities of individual units of social housing within blocks of housing that is otherwise privately-owned.  These are complemented with policies to strengthen the position of marginalized families in low-rent accommodation, through legal/regulatory actions, enforceable by local governments.

4.6.2  Providing the financial means for poorer families to remain in their family homes

The program provides for means by which certain poorer families may be assisted to stay in their family homes.  These are discussed elsewhere in this report (Section 4.3.3).

4.6.3  Maintaining social housing as a part of the social fabric of existing housing 

Much of the municipal (social) housing that presently exists—the residue of housing that was not privatized—exists as individual units within blocks of housing that is otherwise privatized.  This type of housing is relatively uneconomic for municipalities to manage, because it is physically dispersed.  It may also not create optimal conditions for management by a homeowners association of a building with mixed public and private ownership, since the interests of the municipal owner may be not coincide with those of the owner-occupiers.  (Personal experience suggests, however, that a non-interventionist municipal owner is not a hindrance to operation of a homeowners association.)  On the other hand, it is just this social mix resulting from privatization that creates the social diversity of which Lithuanians are rightly so protective.  

On balance it is considered socially more sustainable for municipalities to retain ownership of these isolated units of social housing, and that they should actively seek to add to this stock by purchasing units in existing housing as and when the opportunity arises.

4.6.4  Protection of low rent tenants 

A well-established private rental sector often consists of two sub-markets: one for the relatively affluent and mobile part of the population, and one that, unregulated, can act as a sink for the poor and disadvantaged.  There is experience from the ‘market-liberal’ economies with a small social housing sector and reliance on household allowances as a welfare mechanism, that the private rental sector at its low-rent end attracts the poor in low-wage jobs, and households dependent on social assistance.  Low-cost rentals tend to be in areas of deprivation and with poor access to social and commercial facilities—that is, after all, why they are low cost.  ‘The private rental sector is the sector for social exclusion.’
  Such households need legal protection and assistance with their housing if they are not to be exploited by private landlords and if they are not to be sucked into the pit of social exclusion.  

The sustainable housing program will therefore include two sets of measures designed to protect low-rent tenants: the establishment of minimum acceptable housing standards, and amendments to the Civil Code to regulate private rental agreements.  In addition, of course, municipalities would be required to use their powers of social support, outside the housing program, to identify and assist vulnerable households.

The adoption by the Ministry of Environment of minimum standards for multi-family housing will enable local governments or other authorities to determine whether rental accommodation (as well as all other dwellings) is substandard.  Consideration should be given to the passage of complementary legislation that would permit authorities to enforce the standards.  (It is, however, recognized that this may provide opportunities for rent-seeking (i.e. corruption): any legislation should be designed to avoid this possibility.)  Some minimum standards have already been adopted, such as in the newly-amended Law on State Support to Acquire or Rent Dwellings.  Standards of maintenance have been drafted; health and hygiene standards already exist; and there is a broad consensus about the facilities that are appropriate for a modern urban dwelling.
  Although it will be necessary to codify these standards and to seek a consensus, the only substantial item outstanding is the need to define adequate heating standards.  

There is also a variety of standards of acceptable floorspace per capita, used for various legislative purposes.  This, however, is a measure of how the floorspace is used by the household in residence at the time; it is not a measure of the adequacy of the housing stock.  It is therefore not appropriate for use in the context of maintaining minimum standards of physical adequacy of housing.

Secondly, although there is little evidence that the absence of legislation governing landlord-tenant relations is important as a current issue, we believe that it will certainly be needed at some time in the future to protect the more vulnerable groups of the population.  Relevant recommendations of the UN ECE Mission are as follows:

‘The Civil Code … should be amended to include the following provisions: (a) Rental contracts, landlord/tenant agreements, need to be mandatory; (b) Excessive tenant protection should be urgently reviewed with a view to striking a balance between the rights of tenants and the right of owners; (c) Tenants in clear breach of general legal requirements … should be liable in accordance with the tenancy agreement; (d) tenants need to be protected against unjustified rent increases, harassment by the landlord and violation of their occupancy rights.’.

5  The impact of the proposed programs

5.1  Summary

This section of the report assesses how the sustainable housing program described in Section 4 meets each of the criteria of sustainability summarized earlier in the report.  It finds that the program would have positive impacts on most of the criteria.  Although it is not possible to quantify the impacts, it appears that the greatest benefits would accrue to the health and safety of the residents of multi-family buildings, to the owners of flats in those buildings as their value increases, in improved energy efficiency and to avoidance of problems of social exclusion.

The program would affect individual affordability in a number of different ways.  Its most notable impact would be to provide access to loans for upgrading multi-family buildings.  Although a number of households would be marginally financially worse off as a result of the program, adequate protection would be provided for the most vulnerable.  The program would be seen as equitable by providing the greatest financial benefits to this vulnerable group.

There would be a number of consequences for the government budget, which have not been estimated in any detail.  The largest would derive from the common area upgrading project, which could cost perhaps 60 million Lt annually to upgrade 2½ percent of the stock of multi-family dwellings annually.  This expenditure, and other, smaller, items of expenditure would, however, be offset to some extent by savings that would accrue to a number of budget lines, not least by savings in utility compensation payments.

5.2  Economic sustainability: institutional affordability 

5.2.1  Affordability to Government

The program includes a number of elements that would require a change in Government expenditures.  These are shown diagrammatically on the next page, and are discussed more fully in the following pages.

Figure 5.1  The impact of the program on the State budget
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Those elements of the sustainable housing program that would require increased Government expenditure are as follows:

Project for increasing maintenance and repair of multi-family housing (common area upgrading project): 

· Government guarantee to participating banks

· Subsidy to compensate poor families for loan repayments

· General (reducing) subsidy to provide participation incentive

· Expanded infrastructure for information dissemination

· Project design and preparation costs.

Assume a program to bring all Lithuania’s multi-family dwellings to a basic minimum standard of energy-efficiency, health and safety within 20 years.  The aim would thus be to upgrade 5 percent of the multi-family buildings annually (say, 37,000 dwellings, in 1,500 buildings).  First-cut orders of magnitude of public cost are shown in the table below.
  

Assume that each dwelling needs basic renovations at an average cost of 7,500 Lt.  This figure is substantially lower than the optimum calculated by the Goals Attainment Study (about 20,000 Lt per apartment in a multi-family building).  The difference is that the lower figure is assumed to be a minimum needed to achieve building safety, basic health requirements and the most cost-effective energy-efficiency improvements.  This estimate would need to be refined, since it is not based on engineering studies.  

Costs of more complex renovations would not be supported by the project.  The cost of routine maintenance and repair, too, would not be supported by the project.

Annual capital costs of the basic program would thus be 277.5 million Lt 

(= 37,000 dwellings * 7,500 Lt).

We next make assumptions about the proportion of total funds that would be borrowed under the project, and thus eligible for subsidy.

Administrators and HOAs of a proportion of all buildings will, on behalf of their owners, choose not to participate.  Others may participate, but individual owners would use their own resources rather than take out a loan.  The 2002 Household Survey, as interpreted by LFMI, gives some indication of the reluctance of households to take loans from banks.  (For example, 20 percent of respondents did not think it necessary to improve the condition of their dwelling; 40 percent who intend to repair are saving for the purpose; 26 percent would not want to borrow from a bank as they “did not want to assume financial liabilities against financial institutions.”)  These figures are indicative of attitudes, but are not very helpful for estimating demand.

We also have evidence from EEHPP that owners are reluctant to participate in improvement projects without a financial incentive.  Let us assume that—as recommended previously—the ‘30 percent subsidy’ is gradually withdrawn to the point at which about the equivalent of half of all owners in multi-family dwellings are incentivated to participate over the course of the 20 year program.  We then need to guesstimate the magnitude of this subsidy.  For illustrative purposes, we assume that it is equivalent to a 10 percent government contribution to the capital cost. 

We assume, then, that 50 percent of the cost of the program is borrowed: 140 million (0.5 * 277.5 million Lt) annually.  The remaining 50 percent will derive from householders’ personal resources.  The loans will be supported by a government guarantee facility, and will be complemented by targeted subsidies to poor families, and incentive grants to all participant families.  

Table 5.1  Illustrative Cost of the Common Area Upgrading Project (annual loans of 140 million Lt / $40 million)

	
	Illustrative cost: Lt. 
	Illustrative cost: US $ 

	Capital cost

Guarantee facility

Project preparation costs
	150 million 

   7 million
	45 million

  2 million

	Total capital cost
	(160 million)
	(50 million)

	Annual costs to Government

Targeted subsidy (year 10)

General subsidy

Technical assistance
	40 million

14 million

 2 million
	10 million

  4 million

  1 million

	Total annual cost to Government
	(60 million)
	(15 million)

	Other annual costs

Bank loans 

Household resources
	140 million

140 million
	40 million

40 million


Prices and conversions have been generously rounded, to indicate the highly-generalized nature of the individual estimates.

In practice, it would not be possible to expect to reach lending of this volume in the immediate future, as it would be necessary to build the program up gradually. In order to gauge its magnitude, note, however, that it is of the same order as the proposed Bausparkasse program (estimated to be 750 million Lt over 8 years)—see Section 3.1.  It is also broadly similar to the cost of the annual subsidy to municipal maintenance companies.  The annual cost of the proposed program is about half that of the utility compensation payment—which itself would reduce annually as the energy efficiency improvements reduce the need for compensation payments.

The preceding table indicates that a rule-of-thumb for planning purposes is that the project might cost about 40 million Lt annually for every 100 million Lt of upgrading loans made by participating banks; and that 100 million Lt of loans might benefit 13,500 households in 500 buildings (say, 1.5 percent of the stock).

Other elements of the sustainable housing program that would require increased central government expenditure comprise the following:

Pilot project for housing allowances

More details of this are given in the UI/LFMI report on the Programs Evaluation Study.

Reverse mortgages

· Feasibility study

· Government guarantee to participating banks

We would estimate the cost of a pre-feasibility study to be around $75,000.  Without the results of this study, it is not possible to make an informed estimate of a feasible scale of a scheme for reverse mortgages, nor of the likely cost of establishing the scheme.

Government guarantee for municipal borrowing for the acquisition of social housing.

This guarantee should have no budgetary cost and, if structured sensibly, no financial cost either.

Central advice and assistance to municipalities

Decreased taxes from investors in rental housing

Seed funding for research.

The cost of these items has not been estimated.

Those elements of the sustainable housing program that would decrease public expenditure are as follows:

Termination of public loans for EEHPP 

Termination or reduction of EEHPP subsidies

The budgeted cost of the 30 percent subsidy was 2 million Lt (say, $575,000) in 2001.  We do not have an estimate of the value of the VAT foregone.

Reduction of grants for expenditure of municipal maintenance companies

Table 3.1 estimated the annual cost to be 177 million Lt at the present time.

Reduced operating subsidies for social housing

Table 3.1 estimated the annual cost to be 66 million Lt at the present time.

Reduced expenditure on utility compensation payments following implementation of the common area upgrading project.

As the common area upgrading project will decrease energy costs to participating households, so the cost of utility compensation payments to qualifying households will also reduce.  We have, however, not been able to estimate the savings to the national budget.

5.2.2  Affordability to municipalities

The program requires that municipalities undertake the following changes of function:

· Pro-active acquisition of existing dwellings for use as social housing, in pursuit of a policy of sustainable social development

· Increase rents for social housing; administration of compensatory housing allowances

· Enforcement of protective legislation for low-rent tenants.

Implementation of these policies should have no significant net impact on municipal budgets.  The acquisition of additional housing would be loan financed, and would be serviced from rents (and Government-funded housing allowances) chargeable on those dwellings.  We assume that the increased revenue from rents would largely be offset by reduced grants from central government, although we would recommend that municipalities be allowed to keep a proportion of the increased revenues they are able to generate.

5.2.3  Affordability to other key institutions

The program requires the expansion of the number and operating focus of the network of Housing Advisory Centers.  The report recommends that, although there is probably some scope for the HACs to increase fees and charges for specific services, the greater part of the expansion can only be financed from central Government resources.  We have not estimated the cost of this.

5.3  Economic sustainability: affordability to households

The program would involve the following changes to household affordability:

· Raising social housing rents, offset by the introduction of housing allowances

· Subsidies for poorer households participating in the common area upgrading project

· Termination of EEHPP program subsidies

· Accessible, market-sourced, loans for common area upgrading (possibly subsidized initially)

· Wider housing choice, therefore improved affordability

· Non-subsidy options, mainly for the elderly: reverse mortgages; re-purchase of flats by municipalities

· Better value from housing maintenance companies (usually implies higher costs)

In the absence of the program, few households would be in a position to improve the common areas of multi-family dwellings; subsidies would be spread thinly between households in most income groups; and most households would have little choice whether to improve their personal affordability by changing tenure.

The proposed changes would have a number of impacts on households, depending on their income, tenancy and personal circumstances.  The poorest households might benefit marginally (if the housing allowance were structured so as to reduce the cost of their municipal housing tenancy).  Elderly households would have the opportunity to improve their own personal financial conditions.  Many other households, however, would be faced by slightly higher costs, especially if they opt to upgrade their multi-family dwellings.  As ‘affordability’ includes access to capital, the financial circumstances of those households to be included within the common area upgrading project will improve sharply.  Upgrading packages will be structured to give the opportunity to participating households to maximize their income (e.g. by focusing on the most cost-effective energy efficiency enhancements).

Overall, there will be greater equity, insofar as subsidies are now to be much more tightly targeted to needy households, instead of benefiting families throughout the income spectrum.  Those households above the minimum income limit who previously received subsidies are, therefore, expected to be worse off.  The greater degree of protection will go to those needy households participating in the common area upgrading project.  However, this report recommends that all households should pay at least a nominal proportion of the repayment cost of common area loans.

5.4  Economic sustainability: retaining the value of the housing stock

The program comprises the following elements that would optimize the value of the existing housing stock:

· Common area upgrading project 

· Improved performance by municipal maintenance companies

· Encouragement of the creation of homeowners associations

· Improved regulation of maintenance

· More extensive community participation in decision-making on local planning and development issues

· Municipalities to purchase vacant dwellings

· Educating homeowners about the concept of property

· Incentives for private investors in rental housing.

The value of the housing stock will be positively affected by all of these measures.  In the absence of the program, it might be expected that few multi-family dwellings would be upgraded (except for that handful that could continue to attract loans from recycled EEHPP funds, together with the associated subsidies).  As increasing numbers of richer homeowners move into new housing, so the vacancy rate in the existing housing stock would increase, and property values would start to fall precipitously.  

The program aims to counter these tendencies, by providing sufficient opportunities and incentives for owners to be able to improve the value of their homes in a variety of ways.  

5.5  Environmental sustainability: enhanced energy efficiency

The program comprises the following elements to enhance the energy efficiency of the existing housing stock:

· Common area upgrading project 

· Improved performance by municipal maintenance companies

· Improved regulation of maintenance.

In the absence of a program, most of the housing stock would continue to be as energy-inefficient as at present, with continuing excessive greenhouse gas emissions from domestic sources, and adverse effects on household budgets and personal health, and on the national economy (fuel imports).  

The extent to which the program will have a positive impact on these issues will depend on the degree to which the government feels able to fund the common area upgrading project, and the degree of take-up of that project by households in multi-family flats.

5.6  Social sustainability: human welfare

5.6.1  Health

The program comprises the following elements that are designed to improve the health of the residents of the existing housing stock:

· Common area upgrading project 

· Improved affordability

In the absence of a sustainable housing program, it should be expected that the health of residents of multi-family dwellings, in particular, would deteriorate as the buildings let in increasing amounts of moisture, and as many residents find that they are financially unable to replace or repair windows that admit rain and snow.  As some households will be obliged to live in accommodation that is increasingly unaffordable, so they will have smaller disposable incomes to spend on health care, for example.  It is also conceivable that mental health problems will increase, as people’s homes themselves physically deteriorate. The condition of architectural features such as balconies would also continue to cause alarm and, if they fall, they could cause physical damage to passersby.

The program aims to combat these tendencies.  Although it will not be able to solve all of the problems of all of the buildings within a short time period, it may be feasible for program administrators to give priority to those buildings that pose the greater health risks to their residents.  Depending on the level of funding available, it could be possible to provide residents of all multi-family dwellings optimal health conditions in their flats within, say, 20 years.

5.6.2  Choice: tenure and mobility

The program comprises the following elements that are designed to improve the choice of tenure, and to increase housing mobility, within the existing housing stock:

· Educating homeowners about the concept of property

· Increased supply of social rental housing

· Incentives for private investors in rental housing

· Housing allowances eventually to be introduced for private rental housing 

· Educating homeowners about the concept of property

· Improved information about mortgages.

Without the program, residents of the existing housing stock will continue to have as little choice of housing type as at present.  Families, newly-formed or established families wishing to move, will have little choice but to occupy owner-occupied housing; very little rental housing will come onto the market except in Vilnius and the larger towns.  There will be extremely limited opportunities for needy families to move into social housing from private accommodation.  

The program will not be able to make any dramatic change to this scenario, although all of the measures listed above will have an impact in increasing the availability of private and social rental housing.  As affordability increases, and households begin to understand more about their property and how it can be used, so one can expect to see a more active market in existing dwellings and with it, greater individual mobility.

5.6.3  The elderly

The program includes the following elements that will have a positive impact on the lives of the elderly:

· Reverse mortgages

· Re-purchase of flats by the municipality

· Improved health conditions resulting from the common area upgrading project

· Improved physical safety resulting from programs of social inclusion, and from decreased risk of falling masonry.

Not all of these program elements, of course, will reach the elderly population, even in multi-family housing.  However, it is expected that, in addition to the Government’s on-going assistance programs, these may have sufficient impact to make a difference to the lives of many elderly householders.

5.7  Social sustainability: social cohesion

The program comprises the following elements that are designed to reduce the risk of social exclusion occurring as a result of the way that the existing housing stock is managed:

· Reverse mortgages

· Re-purchase of flats by municipalities

· Maintaining social housing as part of the fabric of existing multi-family housing

· Stronger protection to tenants

· Define and enforce minimum standards of housing.

In the absence of a program, as has been argued throughout this report, the problem of social exclusion as a feature of the housing market will grow and become more visible.  The program includes several elements designed to address this potential problem.  It may be that these measures will be seen as relatively marginal and of a low priority.  They are, however, all low-cost measures (with the possible exception of a government-guaranteed reverse mortgage project).  We believe that they will have a high rate of social return, in preventing what may become rapid but unpredictable social deterioration.

6  Implementation Issues

This section describes the next steps to be taken, in terms of expanding the role of municipalities in housing management, improving the flow of information, and expanding the knowledge base on sustainable housing in Lithuania.

6.1  Expanding the role of municipalities in sustainable housing management

The preceding sections have noted some of the many ways in which municipalities have an interest in, and may take responsibility for, implementation of a sustainable housing program.  They include the following functions:

· Municipalities own most of the housing maintenance companies, and are thus responsible for maintaining most of the multi-family buildings within their jurisdictions.  At the same time, by condoning inefficiency, they utilize huge sums of money to subsidize these companies (0.4 percent of GDP).  They have a responsibility to improve the efficiency of these companies.  There is, however, no guidance to municipalities on how to benchmark the efficiency of existing companies, nor on methods of improving efficiency.

· They are the owners of the residual stock of social housing.  They have a responsibility for managing this stock efficiently and actively in the interests of the communities that they serve.  They have the right and responsibility to set the rents of this housing in accordance with the Civil Code.

· They are required by the amended Law on State Support to Acquire or Rent Dwellings, to create and maintain waiting lists for social housing.

· They also have access to a budget for the provision of new social housing, and can thus increase the stock of municipal housing by acquisition of existing flats and by construction of new housing.

· Municipalities are also the effective owners of the external common areas of much of the privatised housing.  They have an interest in re-allocating the future responsibility for maintaining (and utilizing) these areas.

· They have the responsibility, delegated by the Law on Local Self-Government, for the calculation and payment of social and housing benefits (utility compensation payments and loan compensation payments), and should have the responsibility for ensuring that these are properly targeted.

· Article 4.84 of the Civil Code requires municipalities to appoint and regulate administrators for buildings that have no homeowners association and have not established an agreement on joint management.

· Government Decree STR 1.12.05:2002, on the maintenance of residential buildings, requires that municipalities should monitor compliance with the regulation by home owners and others.

· Under a Government Resolution on the Establishment of the Fund for Support to Homeowners Associations in Municipalities, municipalities are required to establish and regulate a fund to subsidize structural improvements, renovation of common use areas and energy efficiency improvements in building managed by homeowners associations.  The Funds have, however, not been funded by central Government.

· As consumers of heat (in municipal housing) and producers of heat (in municipally-owned district heating plants), municipalities have an interest in the efficient distribution and pricing of heat for residential buildings.

· With assigned responsibility under the Law on Local Self-Government for the provision of social support, they have a de facto responsibility for the actions identified above as ‘social sustainability’—pre-eminently, the avoidance of social exclusion in housing.  They also have responsibility for public health, implicitly requiring their concern for maintaining good health conditions in private housing. 

In addition to these responsibilities, municipalities have certain duties with respect to enforcing regulations on the supply of new housing, and implicit responsibility for monitoring local developments in the sector.

Within this broad mandate, municipal councils have a wide range of discretion about the way in which they can interpret their responsibilities.  This is visible in the variety of ways in which local governments have, in fact, undertaken to implement these functions.  For example, a few municipalities have chosen to privatize their maintenance companies; but the great majority has opted to retain the status quo.  Some municipalities have established Homeowners Association Support Funds out of their own resources; most have chosen not to do so.  To our knowledge, no municipality has an explicit housing policy or housing strategy, although the city of Vilnius has many elements of such a policy contained within its own City Strategic Plan.

For implementation of the sustainable housing program described in the preceding pages, municipalities would be required to play a number of roles, including monitoring building maintenance and regulating the market for building maintenance, possibly implementing the subsidy for participants in the common area upgrading program, restructuring its social housing program to be simultaneously more targeted and economically more efficient, administering its powers to achieve a variety of social objectives including the reduction of social exclusion, facilitating the provision of a more desirable mix of facilities for large housing estates, and encouraging more local decision-making by the community.  These tasks are not easily fulfilled.

The principles of local self-government in Lithuania require that local governments be given a wide range of discretion in the implementation of their powers under national law.  Nevertheless, given the degree of responsibility given to local government over housing, and the way in which these powers have been exercised mean that a national housing strategy cannot be consistently implemented unless and until there is a greater degree of uniformity.  At the same time, many local authorities will not easily be able to fulfill the requirements of a national program for sustainable housing without receiving advice and assistance—technical and financial.

The program for sustainable housing therefore includes a recommendation that central government (and the Ministry of Environment in particular) should seek to increase its powers to persuade local governments to bring greater consistency into their implementation of national housing policy.  This might, for example, require that each municipality should be encouraged to prepare its own local housing strategy.

There are several tools that may be used to bring greater consistency into the local implementation of a national sustainable housing program, and at the same time to make local implementation more effective.  Possible alternatives include:

· The utilization of guidance manuals or handbooks, coupled with hands-on training, in various facets of the program.  Preparation of manuals, and the provision of training, could be undertaken by an enhanced staff of the Ministry of Environment or, more likely, contracted out to agencies or consultants.

· Greater utilization of the Association of Local Authorities for purposes of education and information.

· Direct use of the Ministry’s website to provide assistance specifically for local governments.  Introduction of a regular bulletin intended for local housing managers.

· More extensive networking, national and internationally.

· Use of financial incentives by which municipalities would receive conditional central government financing.  For instance, grants for new social housing could be made conditional on the municipality having completed and approved a housing plan.

In order to implement the recommendations, it would be advisable for the Ministry of Environment to commission a study to define the limits of a possible program to guide and assist municipalities in more efficiently undertaking their housing functions.  This first study would aim only to determine the cost, staffing and management implications of the various recommendations of this report; would prioritize them; and would determine alternative ways in which they might be implemented.

6.2  Improving the flow of information on housing sustainability

6.2.1  Overview

As noted throughout this report, an improved flow of information is required for the successful implementation of most components of the sustainable housing program.  Although, strictly speaking, this is not a program objective, improved information is an instrument that serves all program elements.  It is therefore treated as a separate program area.  Good information is, indeed, seen by many as a cornerstone of sustainable development.
  

Three areas are discussed: below enhancing the flow of information about housing; strengthening the institutional structure for housing by expanding the outreach of the network of Housing Advisory Centers; and initiating research in several areas with a direct bearing on housing sustainability.  Research topics are outlined in Section 6.

6.2.2  Enhancing the flow of information about housing

The report on Housing Choice makes a strong case for strengthening Lithuania’s housing information systems.  The argument is made for systems that “describe how households make housing choices, how suppliers of housing make decisions, how the market brings demand and supply sides together, and how changes in exogenous variables (i.e. mortgage rates) alter the market outcome... The information produced by such a system can assist the Government in developing an optimal housing policy.”  The report makes specific recommendations on improving market intelligence; defining and assigning areas of responsibility for data collection; and on institutionalizing a housing information system.

The findings of this study corroborate the findings of the Housing Choice study.  

We see ‘information’ as comprising both data (qualitative as well as quantitative), analysis of the data, and interpretation of the analyses for different audiences.  Information is needed by very many different groups: including policy-makers and analysts in the legislature and central and local governments, by domestic bankers and overseas financiers, by real estate professionals and developers, by NGO activists and the media (specialist journals, popular periodicals, television and radio), and by researchers (consultants) and, doubtless, by other special interest groups, too.  Information—in the wider sense used above—is, of course, also needed by members of the public, whether for immediate personal needs (e.g. how to get housing benefits), or about techniques and technicalities (such as why it may be preferable to form a homeowners association rather than rely on a municipally-appointed administrator).  The public also needs information on the activities on private and quasi-governmental functions (e.g. who would qualify for a mortgage; what steps must be undertaken to sell one’s flat).

Housing policy may be only a specialist interest, often considered relatively esoteric.  To an extent, that is because it is not well understood.  In addition, each interest group naturally tends to focus on the elements of particular concern to it.  Developers are interested in the market for new housing, for example, or public finance specialists may be most interested in the immediate impact on the Government’s budget.  Housing policy, however, touches every resident of the country, directly insofar as it affects their everyday welfare, and indirectly insofar as housing has a significant impact on the national economy.  If it is not well understood, and if many people have a blinkered view of what housing policy consists of, so much more is the need for a campaign of education and of information.

The strategic implementation plan would identify the different target groups, the nature of their information needs, the sources and most appropriate channels of communication, and the media to be used—electronic (web-based), printed (newspaper, other periodicals, advertising) and visual media (TV), and face-to-face interaction (training courses, public meetings).

It is neither necessary nor practicable for a single organization (the Ministry of Environment) to manage every aspect of the information system.  However, insofar as the information system is presently very rudimentary, and knowledge about housing and housing policy is restricted to a relatively small circle of professionals (albeit highly skilled professionals), it would almost certainly fall to the Ministry to initiate an information campaign, even if the Ministry were to sub-contract other agencies to carry out parts of the campaign.

The role of the Housing Advisory Centers (HACs), and their parent the Housing Advisory Agency (HAA), has been discussed previously, primarily in the context of the objective of increasing maintenance and upgrading of existing housing.  The Centers already play an important role in providing information to individuals, homeowners associations and municipalities.  Nevertheless, their outreach is limited by the number of centers from which they operate, and by their staffing and financial resources.  We anticipate that the analysis of required information flows summarized in the previous section will point up the need for the HACs to play an even more active role in the provision of technical assistance and advice.

The strategy therefore foresees the need for the HACs, or their equivalent, to systematically expand to operate in most cities, and to provide coverage for the remaining municipalities, with regard to their present range of functions.  It is likely that they would be able to play a wider role in the public information campaign, as defined by the Ministry of Environment (or perhaps even assisting the Ministry to define it).  As we noted earlier, there is a need for a wide campaign to provide information to householders on their rights, obligations and options.  It is also likely that the HACs would be involved in the implementation of a wider range of pilot projects, including those related to energy performance certification as well, of course, as dissemination of the results.

If HACs are to be made a major instrument of sustainable housing policy, we would recommend that their performance be subjected to a subjective evaluation.  (We have no reason to expect any shortfall in past performance—all reviewers have been complimentary—but an evaluation is usually a sound method of clarifying optimum directions for the future.)  This review should be accompanied by a study that would set out options for the future, including a manpower needs assessment.  In addition, it might be desirable for the relationship of the HACs and HUDF to be re-examined in the light of the forthcoming institutional re-alignment of HUDF itself.

There is a continuing need for pilot projects to ascertain or demonstrate the feasibility of certain assumptions.  An example is the program currently proposed by HUDF for donor funding, the Implementation of Maintenance Planning and Energy Management in Multi-Family Apartment Buildings project.  This—at least superficially—is totally consistent with the principles of the sustainable housing program, with regard to both the pilot energy certification of multi-family buildings, to the training of staff of maintenance companies and homeowners associations, and to the group of public information measures.  We support the concept of pilot projects, provided that they are designed so that they may later be replicable, and provided that they are carefully and systematically monitored, in order to benefit from the lessons learned.

6.3  Rectifying the data shortfall

During the course of undertaking this study, there were several sets of data that were needed for analysis, which might reasonably have been expected to be available, but could not be found.  The shortfall was noted with respect to the following areas of interest.

Household expenditure on housing.  Different surveys reported widely differing estimates of the proportion of household income spent on housing (rent and loan repayments, heating and other utilities).  The extent of divergence between the surveys far exceeds the normal limits of statistical accuracy, and is extremely unlikely to be due to real changes in household spending.  We have not been able to determine the reasons for the discrepancies, which may be simply due to matters of definition (e.g. of household income), but seem more likely to be due to the methodology of the surveys and the phrasing of the relevant questions.  

It is extremely important for housing policy analysts to be assured of expenditure patterns, both in order to calibrate subsidies and to be able to monitor changes over time, as well as to be able to quantify and model differences across different household characteristics.  

The enquiry would best be mounted in the first instance by a short review of recent household expenditure surveys and a study of the reasons for discrepancies between their findings.  This could be undertaken by a skilled analyst of income and expenditure surveys.  It would be followed by a dialog with the Department of Statistics to determine what procedural changes, if any, were needed to routine surveys.  If resources permit, it might also be desirable to mount a special purpose survey on housing expenditures.

Rental housing.  We were able to ascertain the characteristics of private rental housing only by a process of induction from secondary data from the Household Survey.  Many of our questions on the nature of rental housing and its residents could not be answered satisfactorily from the survey itself.
  Even though private rental housing comprises only 5 percent of the total stock, the Housing Strategy Project confirms the findings of the Druskininkai brainstorming session for the Housing Strategy Project that it is an important policy goal to increase this proportion.  Unless and until more is understood about the dynamics of the present market (e.g. how rental housing comes onto the market), it will be less easy to formulate more specific policies to assist with its expansion.

We recommend that a special survey be undertaken on the characteristics of the rental housing market, in order to measure the potential demand, to identify any constraints to its creation or operation, and to determine the characteristics and motivation of the owners of the rental housing.  The findings of the Household Survey will be helpful in designing the survey and preparing a sample frame.

Data on municipal housing activities.  We were not able to get a clear picture of present municipal housing activities, by municipality.  For example, we were not easily able to find data on the number of homeowners associations registered in each municipality; on the housing policies of each municipality, or even the relevant departmental structure; on the policies of specific municipalities with respect to municipal maintenance companies; on the status of the municipal funds for assisting homeowners associations.  

It appears to be national policy that municipalities play an increasing role in the management of the existing housing stock, private and public.  It is a principle of the sustainable housing program that the role of municipalities should continue to grow.  As noted above (Section 6.2), this will require that central government provides substantially increased advice and assistance to municipalities, directly or indirectly. The appropriate nature of this advice and assistance, and the modalities for its delivery can, however, only be properly determined after a comprehensive survey of municipal housing activity.  It is probably most appropriate that this survey be carried out in conjunction with the Association of Local Governments in Lithuania.

6.4  Further research

Other than the data enquiries summarized above, there is a need to undertake more systematic research into various aspects of housing sustainability.  The Sustainable Housing Program would ideally involve outreach to the various universities and research institutes, in order to persuade them of the interest and public good of undertaking research into priority areas of housing sustainability.  At the same time, there are many research projects being undertaken under EU auspices.  The Sustainable Housing Program, too, would maintain contact with these groups, seeking both to utilize their findings and to help define the shaper of future research projects in the specific interests of Lithuania.  Other pieces of research may be undertaken as a part of funded project-specific research.

The feasibility of introducing reverse mortgages in Lithuania.  This report has made a case that reverse mortgages, as successfully used in other countries, could be appropriate in Lithuania.  We suggest, however, that two specific fields of enquiry be pursued to determine the feasibility of this.  

It would be necessary to anticipate that banks would probably be willing, in principle, to provide reverse mortgages for flats in Vilnius (for which there would be a good probability of most flats retaining their sales value for the lifetime of most elderly occupants).  It is improbable, however, that they would be equally willing to acquire the future value of a flat in a small town (where the present market value is indeterminate, let alone the future value).  It would, then, probably be necessary for some form of state guarantee of repurchase from the banks of reverse-mortgaged flats in most towns by the government.  

It would therefore be desirable to establish an elementary model to determine the relationship between (a) the value of housing in different municipalities; (b) the level of guarantee provided by government; and (c) the level of income that could be provided to occupants on basic assumptions of their life expectancy and the characteristics of the income stream.  Only then would it be possible to determine if such a scheme might be feasible in Lithuania, and whether the income would be sufficient either to help repay loans for common area upgrading, and/or to significantly improve the affordability of housing to an elderly household.

If the initial financial feasibility proves positive, it would be followed by a social feasibility analysis—probably based on experience in Latvia—of whether such a scheme could be made attractive to elderly householders in Lithuania.  Since this is presumably a relatively conservative group, as in most other countries, it would be necessary to ascertain whether a publicity campaign could effectively reach this group, and what enhancements might be necessary to provide incentives for their participation.

The structural condition of multi-family buildings.  We have found very few pieces of systematic research that document the condition of the main types of multi-family buildings, analyze variations by geographical area (for example, we understand that certain buildings on the coast depreciate much faster than elsewhere), and review the likelihood of significant variations in building condition according to the actual materials used for each specific building.  The outcome of this study would be a clear guide to maintenance planning for central policymakers and economists, for local maintenance companies, and for individual homeowners associations and building administrators.  At the same time, the study should provide some guidelines on how to define un-sustainable buildings, and how to tackle them in practical (economic and social) terms.  This part of the study has already been mooted by the Vilnius City Council; and could, perhaps, be conducted in conjunction with the Council.

We believe that identical construction practices (and malpractice) were found throughout the Baltic region.  It is possible that such a study has already been conducted in Latvia or Estonia, in which case the findings should readily be transferable to Lithuania.  If no such study has yet been undertaken, it might be found more efficient to sponsor a simultaneous investigation for the three Baltic States.  

Social change.  We have not seen any reference to demographic studies which predict changes in household composition over, say, the next two decades.  In common with the Housing Goals Study, we believe that the household size is likely to continue to decrease, which has implications for the size of dwelling needed in the future (these are favorable implications, given the existing size distribution of dwellings in Lithuania).
  There will, however, be other changes in demography and lifestyle, perhaps echoing changes foreshadowed in other European countries, which will call for new styles of housing.  There may be an increase in the average age of marriage, for example, requiring a greater number of single-room, rental dwellings.  Increasing income and familiarity with lifestyles in other countries will also doubtless bring demands for different dwelling styles.  These studies will be of value more for those planning new housing than for management of the existing housing stock, although the latter will need to use every possible technique to ensure that the housing supply may adjust to demand.

Housing and health.  Very few studies appear to have been undertaken into the relationship between housing and health.  This study has noted several possible links, but it is not certain whether these are causal.  Once these have been described authoritatively, it will then be possible to quantify both the extent of the housing problems, and the extent of the health consequences.  This knowledge will allow upgrading projects to be better targeted.  

The Government states that it has plans to introduce “monitoring programme of housing and its impact on health will be prepared, the list of the construction products to be certified will be expanded and compulsory evaluation of health indices in territorial planning will be legalised. Guidelines for local authorities and residents on the impact of dwellings on the residents’ health, on preventive means and housing hygienic care are under preparation.”

How to make municipal maintenance companies more effective.  Lithuania has already gained experience with the commercialization and privatization of municipal maintenance companies in a few municipalities; Vilnius is currently going through the process.  However, apart from a few personal connections, there is little evidence that lessons are being learned from the experience, and that most other municipalities are planning to emulate the successes of their peers, still less that there is any evaluation of the processes used nor any investigation of ways in which the maintenance companies in smaller and rural municipalities may be made more effective.  It is recommended that there should be the subject of a comprehensive study, in order that appropriate guidance, and possibly incentives, may be issued by central Government to those municipalities that have not yet started the process.

Single family housing.  The diagnostic part of this and companion reports has stressed that problems of (un)sustainability are found associated with all parts of the housing stock.  The more severe, and least tractable, problems are probably encountered in the single-family housing stock.  The single-family housing is older and probably poorly-maintained, less energy-efficient, occupied by poorer and older families and, often, located in municipalities that themselves are financially weaker.

Nevertheless, solutions have been offered predominantly for the multi-family housing stock, perhaps because this is the more visible, perhaps because its problems have been inherited from the state (different in nature to those of the single-family housing, most of which has always been privately owned), perhaps because the solutions lie more obviously in state action in the housing sector.  The problems of single-family housing can more obviously be attacked through policies of economic growth and social welfare.  This latter hypothesis remains to be demonstrated.  We would welcome a study that focuses on issues of single-family housing in Lithuania, pulling together all available knowledge on the existing housing and how its is used, from the perspective of economists, health experts, architects and sociologists.  This, at least, would be a basis for a more systematic policy on how state aid may best be channeled to help this, large but unseen, group of the national population.
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Annex 1.  Characteristics of members of homeowners associations, poor households, and renters

The Lithuanian Free Market Institute has made additional sets of tabulations from the 2002 Household Survey of characteristics of respondents who are members of homeowners associations, of poor households, and of renting households.

Incongruous or interesting results are highlighted

A.  Homeowners Associations (HOA)

Definition: 

· ‘members of HOA’: owners who live in m/s flats and who answered ‘yes’ to question on membership of HOA

· ‘non-members’: owners who live in m/s flats, and who answered ‘no’ or ‘don’t know’ to question on membership of HOA

Membership of HOA by Income

	
	Decile 1
	Deciles 2-4
	Deciles 5-7
	Decile 8-9
	Decile 10
	All in m/s flats

	Members
	51%
	30%
	40%
	55%
	62%
	43.6%

	Non-members
	49%
	70%
	60%
	45%
	38%
	56.4%

	Total
	100%
	100%
	100%
	100%
	100%
	100%


Membership of HOA by Place of Residence

	
	Vilnius
	Next 3 cities
	Smaller towns
	Rural

	Members
	39%
	47%
	46%
	32%

	Non-members
	61%
	53%
	54%
	68%

	Total 
	100%
	100%
	100%
	100%


Membership of HOA by Dwelling condition

	
	Very good, good
	Satisfactory
	Bad, very bad
	Total

	Members
	63%
	33%
	5%
	100%

	Non-members
	37%
	56%
	8%
	100%

	All respondents
	43%
	47%
	10%
	100%


Membership of HOA by Education 

no difference between members and non-members

Membership of HOA by Age of Respondent

	
	≤35
	36-45
	46-60
	>60
	Total

	Members
	32%
	31%
	25%
	12%
	100%

	Non-members
	31%
	20%
	33%
	16%
	100%


B.  Poor households

Definition: 

· poor households are those with a per capita income of less than (about) 250 Lt (e.g. corresponding to the World Bank’s broader definition of poverty in Lithuania)

Poor households

659 households identified as poor / 2998 respondents in total = 22%

(World Bank CEM estimates 25.5% according to a similar but not identical definition)

Poverty by Home Ownership

	
	Total poor households
	All respondents

	Own
	88%
	84%

	Rent and rent-free
	8%
	11%

	Social and enterprise
	3%
	5%

	Total 
	100%
	100%


Poverty by Type of Housing

	
	Total poor households
	All respondents

	House, etc
	54%
	38%

	m/s flat
	46%
	55%

	Other
	0%
	7%

	Total 
	100%
	100%


Occupants of multi-storey housing by poverty

	
	m/s flats
	All housing

	Poor
	19%
	22%

	Non-poor
	81%
	78%

	Total
	100%
	100%


C.  Renter Characteristics

Definitions: 

· “All” Renters: All households occupying dwellings not owned by themselves (i.e. including rented and rent-free accommodation, enterprise dwellings, and municipal housing).

· “Private” Renters: All households occupying dwellings ‘owned by other natural persons’, and who make regular payments for rent or other purposes.   This group includes all households renting housing privately, but may also include some households living rent-free and repaying housing loans.  It also includes a proportion of households living in ‘dormitories’.  Since the survey did not explicitly ask which households pay rent, this—admittedly impure—definition is the closest we can get to isolating the group of private renters.  

“All” Renters: Age of Respondent

	
	“All” Renters
	All households
	“All” Renters / All households

	≤35
	57.0%
	29.9%
	30.5%

	36-45
	14.6%
	22.7%
	10.3%

	46-60
	17.3%
	26.1%
	10.6%

	>60
	11.1%
	21.3%
	8.3%

	Total
	100%
	100%
	16.0%


“All” Renters: Household Size

	
	“All” Renters / All households

	1 person
	16.7%

	2 people
	17.7%

	3 people
	19.6%

	4 people
	13.8%

	5 people
	5.9%

	≥6 people
	4.3%

	Total
	16.0%


“All” Renters: Location of Residence

	
	“All” Renters
	All households
	“All” Renters / All households

	Vilnius
	19.8%
	15.6%
	20.3%

	Next 3 cities
	19.3%
	20.1%
	15.9%

	Other towns
	38.0%
	33.2%
	18.3%

	Rural areas
	22.1%
	31.1%
	11.4%

	Total
	100%
	100%
	16.0%


“All” Renters: Dwelling Type

	
	“All” Renters
	All households
	“All” Renters / All households

	House
	7.7%
	27.8%
	4.5%

	Part of house
	10.4%
	8.4%
	20.1%

	Cottage
	0.8%
	14.9%
	9.1%

	M/s flat
	55.7%
	54.5%
	16.6%

	Dormitory
	19.8%
	5.7%
	56.9%

	Other
	5.4%
	3.9%
	22.4%

	Total
	100%
	100%
	16.0%


“All” Renters: Perception of Housing Condition

	
	“All” Renters
	All households
	“All” Renters / All households

	Very good
	2.5%
	4.3%
	9.3%

	Good
	37.0%
	38.6%
	15.3%

	Satisfactory
	46.1%
	47.0%
	15.7%

	Bad
	13.7%
	8.9%
	24.3%

	Very bad
	0.8%
	1.1%
	12.1%

	Total
	100%
	100%
	16.0%


*  *  *  *  *  *  *

“Private” Renters: Age of Respondent

	
	“Private” Renters
	“Private” Renters / All households

	≤35
	73.7%
	14.1%

	36-45
	10.5%
	2.6%

	46-60
	9.9%
	2.2%

	>60
	5.8%
	1.5%

	Total
	100%
	5.7%


“Private” Renters: Household Size

	
	“Private” Renters / All households

	1 person
	6.6%

	2 people
	5.6%

	3 people
	8.2%

	4 people
	4.0%

	5 people 
	2.7%

	≥6 people
	0.0%

	Total
	5.7%


“Private” Renters: Location of Residence

	
	“Private” Renters
	“Private” Renters / All households

	Vilnius
	22.8%
	8.4%

	Next 3 cities
	21.1%
	6.0%

	Other towns
	37.4%
	6.4%

	Rural areas
	21.1%
	3.9%

	Total
	100%
	5.7%


“Private” Renters: Dwelling Type

	
	“Private” Renters
	“Private” Renters / All households

	House
	5.3%
	1.1%

	Part of house
	13.5%
	9.3%

	Cottage
	1.8%
	6.8%

	M/s flat
	60.2%
	6.4%

	Dormitory
	16.4%
	16.8%

	Other
	3.5%
	5.1%

	Total
	100%
	5.7%


“Private” Renters: Income

	
	“Private” Renters

	Lowest 20%
	13.5%

	Next 20%
	14.0%

	Middle 20%
	25.7%

	Next 20%
	24.0%

	Top 20%
	22.8%

	Total
	100%


Annex 2.  The Necessary Level of Investment to Ensure Sustainability of the Housing Stock

Asta Paskeviciene

Economic Research Consultant

This paper is based on the following sources of information.  

Interviews with the Territorial Planning and Construction Inspection, Vilnius City Municipality, Housing Advisory Agency, Independent experts from both the VGTU and private construction companies, as well as private RE Agents, have taken place.  

Market Status Audit prepared under the auspices of the UNDP (The Terre Initiative),Market analysis provided by the Housing Advisory Agency (Dir. Valius Serbenta),Building Materials (VGTU Prof. Antanas Kaminskas, 2000), Technical Evaluation of Multi-apartment panel buildings built between 1971-1989 (Prof. Ceslovas Ignatavicius, Independent Expert, Head of Laboratory Investigations within the VGTU), Technical Evaluation of multi-apartment buildings built between 1959-1970 (Prof. Ceslovas Ignatavicius, Independent Expert, Head of Laboratory Investigations within the VGTU), and Selective Defective Technical Analysis of the Newly Built Multi-apartment Buildings in Vilnius (Prof. Ceslovas Ignatavicius, Independent Expert, Head of Laboratory Investigations within the VGTU).

Existing housing stock

A number of sources indicate that there are approximately 500,000 dwellings in single-family houses, mainly in the countryside, which makes about 34% of the entire housing stock, while the number of dwellings in multi-apartment buildings amounts 806,000 units (66%), suggesting that the major part of residents are based in the multi-apartment buildings.  It is also assumed that in the case of individual houses, their maintenance is being resolved on a case-by-case matter.  Also, considering that the new construction does not exceed 2-3% of the entire housing stock, the strategic focus should remain with the renovation and maintenance of the existing housing stock.  

The Housing Advisory Agency divides the existing construction into the following construction periods:

1. Dwellings completed before year 1940 – 14%;

2. Dwellings completed during 1941 – 1960 – 11%

3. Dwellings completed during 1961 – 1990 – 70%

4. Dwellings completed after 1990 – 5%.

Implementation of minimum and maximum requirements for a building renovation.

Ministry of Environmental for the regulation of implementation a minimum requirements for a building maintenance at 1st of July, 2002 approved legal act documented as STR 1.12.05:2002. According to this document building administrator is responsible for a minimum requirements implementation. The main requirements for a building are as follows:

1. mechanical hardiness and stability;

2. secure use

3. health and environmental condition stability and safety;

4. protection from the noise, and

5. fire safety

6. energy efficiency.

Technical status of the housing stock

There are two studies, as known to the researcher, on the Technical Evaluation of the status of multi-apartment buildings built between 1959-1970 and between 1971-1989, which, in fact, cover the building period between 1959 and 1989.  The results of the two reports/studies indicate that the technical status of multi-apartment panel buildings built between 1959 and 1989 is very similar.  In general, the Reports state that in average depreciation of separate parts of the buildings can be divided as follows:

· depreciation of external walls 10-40%;

· depreciation of joist ceilings – 10%,

· internal walls – 10%

· staircases 10-20%;

· balconies and roofs above the entrances – 50%;

· ledges (cornices) and parapets – 45%. 

Of course, there are exceptions, but in those cases specific reasons were found, which were mainly the effects of poor maintenance.

Assuming that 10% depreciation for individual parts of houses is not considerable there is no need for repairs, 10-30% depreciation needs to be addressed, but defects are not significant.  Depreciation of 30-60% is important and needs to be addressed immediately.  And finally, parts of buildings, depreciation of which exceed 60% are considered as critical and need to be replaced immediately.  

Depreciation of the multi-apartment buildings built during different time periods does not differ greatly.  Depreciation of secondary parts of buildings (balconies, entrance roofs, lodges, terraces) is much greater than depreciation of the main parts (joist ceilings, external and internal walls and staircases).   

Systematic monitoring of the technical state of the housing stock is not being done.

How decisions to renovate are made

The main reasons why renovations take place are the following (based on the example of Finland and adjusted to the Lithuanian case):

1. personal factors (painting facades, reorganising the interior) 44%, after 17.2 years of exploitation); 

2. change of the purpose of premises (26%, 26.8 years);

3. physical depreciation (17%, average 28.7 years of exploitation);

4. optimisation of economic factors (reduction of maintenance costs, increase of selling price, increase of investment value or its stabilization (9%, 17.7 years);

5. change of circumstances changes in the number of family members, change of the owner, additional needs to due to health issues and etc) 4%, 24.7 years). 

Decisions to renovate are, in most cases, linked to financial abilities, physical depreciation of the building, psychological depreciation of the building, traditions, and legal framework.  

Renovations can be done in three ways: minimal partial, rational partial and complex renovation.  

According to the Housing Advisory Agency, the minimum scenario would look like as follows and would amount to ~2,700,- Lt per apartment is average investment for a minimum requirement implementation in an average 5-storey 50-apartment building.

	Measure
	Market price (in Lt) for a building

	Replacement of heating substation, balancing of heat system
	36.800

	Roof renovation by new covering
	26.800

	Repairing of seams between panels
	22.500

	Windows renovation
	25.700

	Renovation of staircase (painting, windows and entrance door renovation)
	21.200

	TOTAL FOR A MINIMUM REQUIREMENTS:
	133.000


According to the Housing Advisory Agency, complex renovation/reconstruction would amount to 913,000 LT, which would make ~ 18,500 Lt in average investment per apartment for a maximum investment program implementation in an average 5-storey 50-apartment building:

	Measure
	Market price (in Lt) for a building

	Replacement of heating substation, balancing of heat system
	36.800

	Installation of individual heat cost allocates
	60.000

	Heat and water pipes renovation 
	15.000

	Roof renovation with insulation
	107.000

	Windows replacement
	282.300

	First floor insulation
	44.800

	New wiring installation
	9.000

	Renovation of staircase 
	21.200

	TOTAL FOR A MAXIMUM REQUIREMENTS:
	914.300


So far, renovation of buildings has been understood as insulation only.  The tables presented above seem to confirm this.  However, there have been cases when just one measure (eg replacement of windows) has worsened the ecological and health situation in the premises by reducing the ratio of oxygen, increasing the humidity and the quantities of CO2 twice or more and creating preconditions for cultivation of various species of micro-organisms.  On the other hand, painting facades can partly solve the energy efficiency problem by reducing the level of water absorption and etc.  

In addition, in the first presented case, the critical issues of mechanical safety and safe use remain unresolved.  The second (‘maximum’) scenario is not considered as financially justified and feasible.  A more balanced set of measures is needed in order to determine the appropriate level of investment typical for a panel block multi-apartment building which would enable meeting the minimum requirements for efficient housing (mechanical stability, safe use, hygienic norms, fire protection measures and energy efficiency).  

In the absence of a clear methodology for calculating the necessary level of investment to meet the minimum requirements and subsequently implement upgrading programmes, the estimation is made on the understanding that reconstruction is 40% higher than the construction of new housing and using the prices indicated in the above mentioned publication.  

As an interim solution the following can be considered as a most optimum solution under the existing circumstances:  

	Measure
	Market price (in Lt) for a building*

	Renovation of balconies**
	90,000

	Renovation of roofs above the main entrance (4)
	5,000

	Renovation of parapets and cornices (1,800 m in a standard case)
	90,000

	Roof renovation by new covering
	25,000

	Replacement of heating substation, balancing of heat system
	35,000

	Walls insulation***
	330,000

	Renovation of staircases (painting, windows and entrance door renovation)
	20,000

	TOTAL FOR A MINIMUM REQUIREMENTS:
	505,000


*Prices are rounded up 

**Based on the assumption that 1 apartment has one balcony in a standard 50-apartment 5-storey building

(Source: ‘Rough Estimate of Works Prices According to 2001 Calculations of Resources’ provided by the Housing Advisory Agency’)

***In some cases insulation can be replaced with painting, which would save up to 70% of investments

Considering that not all the balconies need to be replaces and that renovation of all the parapets and cornices is urgently required, it is highly likely that the required investment would drop by 1/3 making approximately 335,000 per standard house, which is 134 Lt/sq.m, or 6,700 Lt per standard 50sq.m apartment.  The full range of measures presented in this table would make approximately 200 Lt/sq.m, or 10,000 Lt per standard apartment. It has to be noted that this does not include replacement of windows, ventilation system and electrical installations (the latter is not considered as an urgent requirement), which would add approximately 3,000 –5,000 Lt/per apartment.  

The obtained figures somewhat match the calculations made by the Vilnius Municipality, which states that approximately 150LT/sq.m. are needed to upgrade the existing buildings. 

It is suggested that a comprehensive assessment of the existing housing stock, preferably grouped into several categories (by age of building, type of buildings and etc, if appropriate), is carried out by licensed engineers and, based on the results of such assessments, renovation/reconstruction plans are prepared and implemented.  

This would increase the renovation costs by 2-5%, but in the long run it would repay in terms of improved stability and lifetime of the housing stock.  In addition, it would help create more transparent procedures for the acceptance of the renovated/reconstructed stock.

From the institutional point of view, licensing of technical engineers does exist, but the available capacity may not be sufficient in terms of HR and laboratory equipment.    

It is assumed that up to the year 2005 renovation of buildings will be done using bank credits.  As a matter of interest, approximately, 73.3 mln of heated area needs to be renovated, which means that 16,390 m2 of windows, 77,880 m2 of walls and 40,700 m2 will need to be insulated.  In average, insulation of 1m2 costs approx 280 Lt and its repayment period is about 25 years (A.Kaminskas, ‘Construction Materials’, 2000).  

Effect on the market value

There are a number of factors, which influence the value of a dwelling.  These are the following: physical & economic status, engineering equipment, legal framework, architectural and esthetical conditions, functionality, comfort ability, maintenance and depreciation.  

This Table contains an indication of the market value of various dwellings in various locations in the Vilnius city.

	
	1-room flat, Lt, 25-35 s/m.
	2-room flat

40-75s.m
	3-room flat

65-100 s.m
	4-room flat (and 5to 6 room flats)



	City centre (including old town)
	70,000
	100,000-150,000 
	190 and more
	200,000-300,000 and more

	3-5 km from the city centre (Zverynas, Antakalnis)
	57,000-60,000
	80,000-90,000 
	160,000-190,000
	150,000-300,000 or more

	Newer construction in the newer part of Vilnius (Pasilaiciai, Fabijoniskes, Justiniskes, Pilaite, and etc), buildings 5-15 years
	58,000-65,000
	70,000-80,000
	90,000-100,000
	90,000-105,000

	Less popular regions (Seskine, Zirmunai, Naujininkai, Savanoriu, etc), buildings 20-40 years
	45,000-55,000
	60,000-70,000
	70,000-80,000
	80,000-90,000


It is expected that if the full complex of measures is taken in the centres of Vilnius and Klaipeda, it may increase the dwelling value by 40-50% or even more.  Programme ‘minimum’ would increase the market value by 10-20%.  For the panel block houses, the Programme ‘maximum’ would raise the value up to 10%, while the minimum measures not more than 5%.  At present, prices for two similar apartments in the same region (one is renovated and one is not) already differ by 5-8%.

The sales prices for new residential houses (4.7 LT/ m² in Vilnius, 3,300 LT/ m² in Klaipeda, 2,000 LT/ m² in Kaunas, 1,700 LT/ m² in Siauliai and 1,600 LT/ m² in Panevezys) it can be assumed that the price for land and the price difference for labour force are the main factors influencing the price for new construction.  

The Housing Advisory Agency gives the following averages per cities/towns:

	Municipality
	Prices in Lt/m²

	Vilnius
	1.400

	Trakai
	1.200

	Kaunas
	1.200

	Klaipeda
	1.200

	Neringa
	1.450

	Palanga
	1.300

	Birstonas
	650

	Visaginas
	600

	Druskininkai
	640

	Skuodas
	600

	Kretinga
	800

	Silute
	530

	Plunge
	600

	Mazeikiai
	450

	Telsiai
	600

	Silale
	550

	Taurage
	650

	Jurbarkas
	560

	Kelme
	520

	Siauliai
	850

	Akmene
	200

	Joniskis
	450

	Pakruojis
	500

	Radviliskis
	500

	Raseiniai
	500

	Sakiai
	650

	Vilkaviskis
	700

	Marijampole
	850

	Prienai
	550

	Alytus
	900

	Lazdijai
	850

	Varena
	800

	Salcininkai
	700

	Kaisiadorys
	750

	Jonava
	400

	Kedainiai
	450

	Sirvintos
	600

	Ukmerge
	500

	Moletai
	500

	Panevezys
	950

	Pasvalys
	600

	Birzai
	610

	Kupiskis
	300

	Rokiskis
	510

	Anyksciai
	640

	Zarasai
	480

	Utena
	700

	Ignalina
	550

	Svencionys
	600


Considering the price of land for housing (150-200 LT/ m² in Vilnius, 80-100 LT/ m² in Kaunas, ~200 LT/ m² in Klaipeda and 12-15 LT/ m² in Panevezys) it can be stated the price for land (or simply physical location where land issues are not resolved), together with the price for infrastructure) constitutes the major part of the dwelling price.  The new construction is considered as non beneficial when the construction cost exceeds 1200 –1400 Lt/per m2 for Vilnius and Klaipeda and 800-1000 for other locations.  

It is assumed that the data presented in the above table are those from the Cadastre and Register offices, as recorded many years ago.  In a number of locations (except Vilnius, Klaipeda and, partly, Kaunas, regions, as well as several industrial regions, eg Kedainiai, Mazeikiai etc), there are almost no sales transactions recorded in the recent years, which would lead to re-evaluation of the market value of the property.  At present, the State Land and Real Estate Cadastre and Register Enterprise carries out a mass re-evaluation, however, the results are not known to date.  

Real Estate companies do not operate outside three or four major cities, which does not allow comparing the given prices with those offered on the market.  

As it is evident from the last table, there are locations, in which dwelling prices are below 500-600 LT/ m².  In such cases (and even in the cases where the prices do not exceed 800 Lt/ m²) investment is considered as inappropriate, in the absence of infrastructure and industrial activities.  

The importance of socio-economic environment is extremely important in the latter case, which can be best evidenced by the Klaipeda example.  Although Kaunas has been considered as the second city in Lithuania, however, due to lesser economic activity, prices for dwellings dropped significantly, while in Klaipeda reached the Vilnius level.  Investment into the housing sector outside the mentioned area would not be financially and economically justified, unless housing improvement measures are used to complement regional development or any other development programmes aimed at intensifying socio-economic development in those areas.  

Annex 3.  Reverse mortgages for the elderly in Latvia

Extract from World Bank Project Appraisal Document: Latvia Housing

“The income of the large elderly population in Latvia tends to be low and dependent on state pension obligations which exceed 10 percent of GDP. However, the elderly often have wealth in the form of privatized or restituted housing, which often has value (relative to income) that is much larger than is the case in developed countries. A survey of pensioners by the Latvian Pensioners Association for this project indicates that about 30 percent of pensioners surveyed would be interested in reverse mortgages. The average value of the properties of those interested in such loans exceeded $10,000, and in Riga was considerably more. This figure is almost 9 times larger than the average pension paid in 1999, suggesting that the average house price exceeds the average pension income by more than double the amount typical of market economies. In other words, even though the elderly tend to have lower incomes they have a relatively large amount of housing wealth. However, bank financing is not available to them to access this wealth. As a result, current conditions do not provide any possibilities for these "cash poor - housing rich" elderly people to utilize their wealth and improve their living conditions or to protect themselves from disruptions in current income. From a risk perspective, these elderly households are both extremely under-diversified, due to the illiquidity of their wealth, and they are sometimes forced into poverty not because they are poor, but because of imperfections in the newly-developing financial system, and the constraints on providing any social assistance to families with apartments valued at more than $5,000.

“This component would help address this imperfection by providing the elderly with access to market-based finance. This scheme would allow pensioners to exchange part of the equity in their housing for cash to allow them improve their housing conditions by making capital improvements in their units or contributing their share to capital improvements in the common areas of the building where their apartment is located. Commercial banks or insurance companies will provide financing to the elderly essentially in the form of mortgage loans with deferred repayment. The loan amount and accumulated interest would be repayable when the person leaves the property for any reason (including mortality) by the heirs or from the proceeds of the sale of the property. Experience with these instruments in market economies has shown that one of the key factors for efficient implementation of such an instrument is trust and fairness of the transaction. As a result, qualified sub-borrowers would be required to undertake special counseling on the transaction…  Such an extensive assistance and advice will be provided to the elderly population primarily through the Association of Pensioners and other relevant NGOs...”

Annex 4.  The cost of individual residential real estate transactions

Asta Paskeviciene

Economic Research Consultant

Cadastre services

Before the sales-purchase agreement can be concluded the seller is obliged to take the following steps:

· to order with the Cadastre local office a statement for the sales transaction which stays with the Notary bureaus.  Such statement costs 29.50 to 59.0 LT, depending on the duration of the order (options are: 10 working days, 5 working days, 3 working days and 1 working day).  The issued statement is valid 15 days, so, if the sales transaction is not completed within two weeks, another statement is to be ordered;

· if the last evaluation date of the property to be sold is more than 5 years, which is most often the case, the Cadastre automatically extends the order and re-evaluates the property, by introducing new location coefficients, construction price indexes and depreciation rates.  This approximately costs from 17.37 to 34.74 LT, again depending on the number of working days;

· in addition, a special register about ‘check-out’ is obligatory made for 11.8 to 23.6 Lt.       

If the seller has children under 18, he/she has to apply to the Court and obtain their ruling to sell the property (mainly stating that children’s rights are respected).

Further, the seller has to contact separately the electricity company, the heating company, the telecom and the municipal maintenance company to get their statements that all the bills are settled.   

Mediation

If the transaction is concluded via real estate Agents, they charge approximately 1-3% from the value of the transaction.  

The buyer, if the purchase agreement does not involve bank funding, can either pay by making bank transfer or in cash (in the latter case, no payment for transfer). 

Banks have adopted a number of requirements, if the buyer applies for bank funding.  The banks usually require that the property to be bought be evaluated by independent experts.  Depending on the size, it costs 200-400 LT.  In the case of commercial loans, mortgage is optional; in the case of soft loans - obligatory.  

Notary fees are the following:

Up to 30,000 LT – 1%, but not less than 50LT

From 30,000 to 100,000 LT – 300 LT + 0.7% from the actual price minus 30,000

100,000 and more – 790 LT + 0.5% from the amount exceeding 100,000.

If the parties do not agree otherwise, the fees are divided into two equal parts.  

Cadastre services:

The buyer then has to register the property ownership rights.  

Costs for services: 

Up to 50,000 Lt – 20LT

Between 50,000 and 100,000 – 25+(0.050% difference between the actual cost of the transaction and 50,000)

Between 100,000 and 200,000 – 50+ (0.045 % difference between the actual cost and 100,000)

Between 200,000 and 500,000 – 215 + (0.035% difference)

More than 1,000,000 – 390 + (0.03%)

In a very simple case when an average apartment eg for 80,000 is bought/sold without mediators and without bank involvement, the following costs would incur:

Cadastre fees for the seller:  approx 
75-100 LT

Notary fees – 



650 LT

Registration of ownership rights
115 LT

TOTAL



~ 850 LT

Such procedure would take approx two months to finalise.

If the same apartment sold/bought via mediators, total cost would increase by 

1600 LT, amounting to 2450 LT.  Time factor would not be different from the previous example.

If bank funding is involved, the costs would further increase by 2000-3000 LT (mortgage and life insurance) and 300 LT (property evaluation).  In total, the costs would reach 4500-5000 LT.  

Annex 5.  Energy Efficiency/Housing Pilot Project: Summary of Lessons Learned

Abstracted from World Bank Project Appraisal Document on a Proposed Loan … for the Vilnius District Heating Project. July 2001.

Lessons Learned - Project Beneficiaries (Homeowners/Homeowners’ Associations)

· HOAs are able and willing to renovate common property if provided with institutional support, technical support and financial incentives.

· HOAs take debt seriously and are repaying loans, often faster than needed.

· Case stories and examples have an important demonstration effect when communicated directly to homeowners.

Lessons Learned - Legal Barriers

· Proper legal and regulatory framework is mandatory to facilitate formation of HOAs and energy efficiency investments.

· Lack of wider educational program regarding HOAs leads to a poor understanding of laws and regulations.

Lessons Learned - Institutional Barriers

· Significant institutional support and financial incentives are needed to reduce the transaction costs associated with addressing barriers to the formation of HOAs and to private initiative in maintenance of residential buildings.

· HOAs are hesitant to invest in project preparation (energy audit and preparation of investment proposal); however, they are willing to cover some expenses for design, procurement and supervision consultant services.

· Privatization of municipal maintenance companies would help to facilitate formation of HOAs by removing artificial pricing of maintenance services, opening the door to competition in the sector and offering homeowners choices in maintenance services.

Lessons Learned - Energy Efficiency and Energy Savings

· The main motivations for homeowners when they decide to take the loan were (in order of importance): (i) to improve their own apartment, e.g. improved indoor climate, better windows; (ii) to carry out urgent repairs of the building (leaking roofs, etc.); (iii) to obtain energy savings.

· After project implementation, homeowners become more interested in energy savings and some start planning new projects.

· Once payment for heat is based on building level metering and size of apartments, the actual energy savings – reduced consumption – varies significantly from building to building and can be negative due to increased consumption – from a desire to have warmer room temperatures.

· Metering in individual apartments with thermostatic valves and heat cost allocators have demonstrated high energy savings and satisfaction.

Lessons Learned - Financial Barriers

· Homeowners are willing to invest in energy efficiency and renovation if supported with financial incentives, i.e. tax benefits and grant elements. Public outreach alone will not convince homeowners.

· Lack of collateral is a key obstacle to private sector lending to HOAs. Transaction costs associated with administering the subloan as it is currently structured make this product unattractive for commercial banks. Other financial products could be more effective in mobilizing investments in energy efficiency retrofitting.

Annex 6.  Why homeowners don’t like to establish Homeowners Associations 

Valius Serbenta

There are 60 municipalities in Lithuania; the information was presented from 36 municipalities  (data from 2000)

	Problems, reasons
	Amount of municipalities mentioning the problem

	1. General and economical situation in the Country 
	Insolvency of owners 
	15

	
	Debts to suppliers 
	12

	2. Social / economic problems 
	Inefficient State assistance to HOAs’ by providing support funds , lack of finance. 
	11

	
	Lack of policy to low income home owners. 
	4

	
	Lack of subsidiary loans for building insulation 
	4

	3. Accountability 
	Complicated requirements for book keeping in HOA 
	8

	
	Not efficient control system for HOA financial activities 
	1

	
	Fluctuation of legal acts (very often) 
	5

	
	Legal requirements are very high
	11

	4. Legal regulation 
	Collective responsibility for all members of HOA  
	7

	
	Difficulties with reorganization of HOA (specifically big HOA with many buildings)
	1

	
	Exaction of debts is complicated; eviction from the apartment when the debt is too high is complicated 
	5

	
	There is no qualified building administration and maintenance  
	2

	
	Lack of explanatory work, seminars
	9

	5. Information, training 
	Lack of initiative and responsibility from the apartment owners side 
	16

	
	Disagreement between owners of apartments concerning maintenance of common property.
	5

	
	Lack of support for  establishment of HOA
	2

	
	Distrust about effectiveness of HOA activities
	2


Implementation of the Program for Sustainable Housing will result in the stock of housing being managed in such a way as to enhance the sustainability of the society, environment and economy of Lithuania.  








Raising rents and fees and improving collections to improve the level of services, preserve the available municipal stock, and provide resources for housing allowances;


Subject all tenants to periodic means testing to free up units for the truly needy;


Increase the frequency of the periodic means testing from every three years to every one or two years;


Compile an inventory of units that are the most suitable for households with special needs, and direct needy households to these units as they become available;


Free up units by implementing a market-oriented housing allowance program for households that may be needy, but possess the capability of renting a unit from the private market; and


Free up units occupied by moderate income households by offering them the alternative of non-profit rental housing.








Utility compensation: “The utility expense support is available to anyone below an income threshold and facing high utility expenses.”  But “better quality data is needed, both about the characteristics of who is getting the assistance”, and “the design of the program can blunt the incentive to conserve on energy use”.  (Diamond, Contemplated Programs Project).  A “number of households receive no compen�sation due to the fact that they do not fit with the local / municipal criteria... Another group of households … meet the criteria [but] receive no subsidy because they do not know how to apply for compensation. (Economic Research Center et al, Goals Attainment Study)


Mortgage Interest Deduction: “available to all tax paying households who pay interest on housing loans to qualified institutions.  There is no targeting among these households.”


(UI/LFMI, Program Evaluation Study)


Municipal Housing: “The anticipated improved targeting as well as the facilitation of choice conform well with strategic goals. Both the efficiency and equity of the low rent program [could] improve from their current low levels.”  (UI/LFMI Program Evaluation Study)
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For order-of-magnitude estimates, assume that the subsidy would be payable on the following basis.  The loan would be repaid over 10 years at an interest rate of 8 percent.  It would have a ceiling of 8,000 Lt per household, requiring repayments of —say—95 Lt per month.  The subsidy would be payable on a progressive basis (i.e. with decreasing amounts of subsidy as household income increases).  The assumed rule of thumb would be that poor households (with an income below, say, 600 Lt per month) should be required to pay 5% of their income towards the loan repayments; households with incomes between 600 and 1000 Lt per month should be required to pay 10% of their income; and households above the median of 1,000 Lt per month would be required to pay the full amount due.  This particular formula would in practice need to be calibrated more precisely, but is presented here more for an order-of-magnitude calculation than as a concrete proposal.  Broadly in keeping with the findings of the Household Survey, it has been assumed that 20% of families have a household income below 600 Lt, and that 25% have incomes between 600 and 1,000 Lt per month.








It was stressed in the Inception Paper that affordability is the result of the interaction of a household’s ability to afford housing (e.g. disposable household income), and the household’s willingness to pay for the housing.  The greater the housing choice available to the household, the more it will be willing to pay as a proportion of their income.  Stated simply, a household will be more willing to pay for housing that it sees as being desirable than for housing that it does not like.  Affordability is, therefore, increased by offering households a greater choice of housing types, including housing tenure, and by reducing the costs of housing mobility.  All of the recommendations under the sustainability program that improve households’ choices of existing housing, therefore, will also serve to improve affordability, contributing to the objective of financial sustainability.
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� Michael Lee.  Sustainable Housing: Managing the Existing Housing Stock for Sustainable Development. Inception Paper.  Vilnius, 23 August 2002.


� Housing Choice Study, Figure 1.


� On the naïve assumption that the rate of construction of dwellings in Lithuania will, over the longer term, approximate to the replacement rate (since there will be little change in the number of households and, perhaps, relatively little internal migration).  See the Housing Choice Study, Section V.


� Lithuanian Housing Strategy Project Basic Conceptual Framework.


� Much of this section is adapted from the Inception Paper ‘Managing the Existing Housing Stock for Sustainable Development’, 23 August 2002.  That paper contains detailed references that are omitted from this report.
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� Republic of Lithuania, Report on Sustainable Development Implementation: from Rio de Janeiro towards Johannesburg.  Section 3.


� Recent practice of rehabilitation of large housing estates in Western Europe is summarised in the Inception Paper on the Sustainability of Housing Management in Lithuania.


� Amended proposal for a Directive of the European Parliament and of the Council, on the Energy Performance of Buildings.


� Several European Council meetings—most recently, at Laeken, 14-15 December 2001—have promoted the idea of social inclusion as an important element of national policies.


� Questionnaire on Sustainable Housing in Lithuania for the European Ministers Conference on Sustainable Housing.


� Final communiqué of the European Housing Ministers’ meeting, page 2.  Note, however, that mixed housing is not universally accepted as an appropriate goal of sustainable development.
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Policies For Housing.  The Urban Institute Consortium. 


� Douglas B.Diamond, Contemplated Programs Project, page 60.


� Program Evaluation and Redevelopment Study, draft, November 2002.


� On the elementary assumption that the cost of the program is 10 million Lt in 2004; that the cost to the budget of interest deductions from the first year cohort depreciates by 15 percent a year; and that the annual value of new entrants to the program increases by 15 percent a year [as assumed in the ‘positive growth’ assumption of the Housing Choice Study, Section 4.2].


� World Bank.  Lithuania: Country Economic Memorandum, page 8.


� As the overall budget is likely to increase over time with higher revenues and greater public administrative efficiency, however, so the absolute amount available for housing will increase proportionately.  Diamond estimates that the rate of growth may be in the order of 4 percent annually.





� But the Programs Evaluation and Redevelopment study says that the Utility Compensation Program has not explicit income limit:  it is “means-tested only in the sense that at some point, a family’s income is too high such that, after taking into account its required contribution, the subsidy is too small for the family to care about it.  The lack of an explicit income limit probably accounts for the explosive growth in the use of this program.”   


� The Housing Advisory Agency (HAA) is a public non-profit institution, founded by the Housing and Urban Development Foundation (HUDF).  HUDF, the Ministry of Environment and the Association of Local Authorities are all represented on the Board.


� See, for example, the World Bank’s Implementation Completion Report for EEHPP.


� Economic Research Center, et al, section 3.3.


� The ‘median’ is the mid-point of a range: for example, exactly 50 percent of households have an income above, and 50 percent below, the median income.


� Lithuanian Free Market Institute.  An Overview of the Survey of Income, Expenditure and Taxation by Social Stratification of the Ministry of Social Security and Labour.


� Lithuanian Free Market Institute.  An Overview of the Results of the Household Budget Survey for the First Quarter of 2002 conducted by the Department of Statistics.


� 13.5 percent of all households receive utility compensation payments.  Since income is calculated per capita, these are likely not to be all in the lowest quintile of the income distribution.


� The 2002 Household Survey was carried out as a part of the Lithuania Housing Strategy Project, and was managed by the Lithuanian Free Market Institute.


� World Bank.  Implementation Completion Report for EEHPP


� The rules for calculating utility compensation payments require that households pay 25 percent of their marginal income (over a certain minimum) for heating, plus 2 percent for cold water and sewerage, plus 5 percent for hot water.  Costs of electricity and payment for common areas are additional.


� Jan Brzeski points out that “this finding suggests that many households ‘consume’ too much housing relative to their incomes or that household incomes are too low for the level of chosen (or inherited) housing consumption. The legacy of administratively established level of housing consumption inherited from the Soviet system has in itself created unsustainably high quantitative housing consumption, given that present consumer choices of Lithuanian households prioritize various other areas as evidenced by their market and social behavior.” 


� Domestic consumption of water in Lithuania is said to average between 70 and 90 litres per capita per day, about half the WHO recommended norm for Europe.  We do not know, however, whether consumption is so low because of the high cost of (hot) water, or for other reasons.


� “A Profile of Poverty and Living Conditions in Lithuania, 2000”, World Bank, Country Economic Memorandum, Volume 2.


� Lithuania’s National Report on Sustainable Development summarizes the indicators as follows: ‘About 90 % of dwellings in urban areas are equipped with infrastructure should be improved in rural dwellings. In urban areas the problem of housing shortage central heating, water supply system and sewerage, whereas in rural areas – only 40-45%. Public technical should be solved and the spatial and thermal parameters of a dwelling should be improved. Technical standards of newly constructed dwellings are much higher – up to 96% of new dwellings are equipped with municipal conveniences.’  Table 3.4 of the Goals Attainment study summarises the lack of access to household services reported by the 2002 Household Survey, confirming the relatively severe problems of rural residents (e.g. 25% without lavatory; 20% without a heating system).


� HUDF, also in an unpublished paper, comments that ‘there is no analytic work aimed at systematic assessment of panel block buildings (regarding their mechanical resistance, stability, fire safety, hygiene, convenience of use, noise, use of energy and other resources, physical safety, interests of third parties, and other factors, in particular considering its functional aspect of dwelling purpose) since there are neither persons interested in such work, nor finances for carrying them out’.


� Monica Schümer-Strucksberg, The Berlin Strategy for Future Development of Large Housing Estates. 


� See, for example, Szymon Liszka, The uncertainty in cost effectiveness analysis of energy efficiency measures in buildings. 


� Communication from Eduardas Kazakevičius


� Rambøll, Study on Government Assistance Programmes to the Housing Sector: Policy and Housing Alternatives Report, quoting a personal communication from the (then) Ministry of Construction and Urban Development, January 1998.


� “[In the Netherlands], every ten years considerable investments are made to maintain an acceptable maintenance level. This level is about 10% - 20% of the construction costs of the dwelling (inflation included). Every 30 years a larger investment is made of approximately 20 – 30% of the comparable construction costs. Dwellings, not well maintained need an important refurbishment every 50 years of at least 50% of the construction costs.”  Economic Research Center et al, Goals Attainment Study, Section 4.3.6.


� The Decree covers the following issues: ‘mechanical resistance and stability, fire safety, hygiene, health and environmental protection, safety of use, protection against noise, energy economy and heat retention’.


� The course of licensing for administration institutions; standard roles for administration institutions; procedures for the appointment of administrators by municipalities.


� Annex 2 quotes estimates of actual property values through Lithuania.


� Calculated as 55m2 x 900 Lt/m2.


� World Bank Staff Appraisal Report, Republic of Lithuania Energy Efficiency / Housing Pilot Project. 


� The project ran from 1996 to 2001, and was also designed to support public initiative in introducing energy efficiency in schools.


� Additional public moneys were spent on establishing the institutional infrastructure.  


� A current Europe-wide research project funded by the EU also aims to ‘conceptualise and develop the strategic, organisational, technological and commercial framework to deliver a model for assessing the energy performance of existing buildings in a European framework… The energy performance assessment method will be developed making use of energy assessment methods available in the European Countries.’


� Lithuanian National Report on Sustainable Development Implementation, Vilnius, 2002. Section 7.5.


�The questionnaire for the Household Survey did not directly ask which households were renting privately, and the specific categories of tenure must be determined by reference to respondents’ answers on the level of payment for housing (rent, loan repayment, etc).  


� There were about 34,000 residential transactions in 2001.  Note, however, that most of these take place in just a few counties, implying a higher rate of mobility there but an even lower rate for most of the rest of the country. 


� Statement by H. E. Ms. Vilija Blinkeviciute, Minister of Social Security and Labour, at the �Second World Assembly on Ageing, Madrid, Spain, 11 April 2002.


� The two sets of figures are not strictly comparable, since a homeowners association can represent owners in more than one building.  33.6 percent of respondents to the survey who live in multi-family buildings said that they were members of a homeowners association.  A high proportion, however, answered ‘don’t know’.  A special investigation was being carried out by the Association of Local Governments and the Housing Advisory Agency, for this study, to determine the current number of homeowners associations.  The data could not, unfortunately, be collected in time.  This experience emphasizes the absence of, and need for, good current data.


� Strategic Objective 3 is to ‘enhance ability to pay for housing on the market through targeted support for paying household expenditures, for paying loan interest and for lowering down-payment costs’.  Strategic Objective 4 is to ‘promote responsible home-ownership through better understanding of rights and obligations and financial consequences of using common property and energy in multi-dwelling buildings’.   Strategic Objective 6 is to ‘create necessary incentives and conditions for improving existing housing stock through better maintenance and upgrading’.


� See Section 3.6.2.


� An expert report on the legal framework for bank loans to associations for common area improvements (Lilleholt et al, 2002) finds that the existence of a homeowners association is a desirable but not an essential precondition for such loans.  It finds that although legal changes are desirable, they may not be absolutely critical.  And it finds that although the social laws protect families with children against eviction, there are mechanisms that would still allow banks to enforce loan agreements.


� Kåre Lilleholt and others, Apartment Ownership and Mortgage Finance in Lithuania.


� The average EEHPP loan to a homeowners association was about $41,000 in 2000/01.  We do not have information on the number of beneficiary households, but guess that the average loan size may have been around 3,000 Lt per household.


� We have been unable to ascertain the number (proportion) of households that actually received compensation payments under EEHPP, as well as being unable to ascertain the absolute amount of payment made annually.  Payments are made by municipalities, from the Utility Compensation Fund.


� As in Section 3, we note that there are significant discrepancies in data on housing expenditures derived from different statistical sources.  We have had no means of reconciling these discrepancies, and strongly recommend that this should be the subject of early research.


� It might be possible to make an ethical argument that the government has a responsibility to compensate owners for the lack of proper maintenance in the decades prior to privatization.  This argument might justify the provision of state assistance to multi-family dwellings and not to single-family dwellings (which were never state-owned).  However, practicalities will mean that the Government will never have enough resources to make up for the lack of investment in housing maintenance during the Soviet era.


� See Annex 5 – a summary of lessons learned from EEHPP.


� But the report Strategy to Promote Building Renovation and Energy Efficiency in Residential Buildings in Lithuania, Dansk Energi Management and HUDF, page 32, does carry some statistics from the Lithuanian Association of Housing Maintenance Enterprises which purport to show that the privatised company of Alytus was more efficient than the remaining municipal-owned companies in terms of output per employee, and revenues per building maintained.


� Lilleholt et al, op.cit, pp 34-35.


� Lilleholt et al, op.cit, page 33.


� Douglas Diamond, Contemplated Programs Project Report; UI/LFMI, Program Evaluation and Redevelopment Study


� At present, the utility compensation program provides no incentive for participants to economize on energy consumption within the norms, and provides a disincentive to participate in energy conservation programs.


� Note, though, that we have not been able to review the precise details of the EEHPP loan repayment compensation scheme, and have not, therefore, been able to confirm the compatibility of the systems.  We were, however, assured that the system was administratively simple. 


� Although such schemes are common in north America and some parts of western Europe, similar scheme have been introduced in Budapest and Moscow.  Discussions are also in course for the introduction of reverse mortgages in Latvia, where a government guarantee is assumed to be a necessary adjunct.


� Readers interested in greater detail are referred to Robert Buckley and others, Integrating Housing Wealth into the Social Safety Net: The Elderly in Moscow


� Lilleholt et al, op.cit., passim.


� The methodology, however, did not take into consideration the returns to the life expectancy of the buildings from investments in structural repairs (such as the repair of leaking roofs).  Nor did it quantify the benefits from the improved health of residents that would result from several of the standard upgrading measures.  Quantification of these benefits would have increased the economic rate of return to a figure higher than the quoted 8.6 percent.


� “The present Feasibility Analyses has documented that it is possible to put together an energy efficiency package, which can be implemented in district heating supplied multi-storage buildings, at almost no costs for the individual apartment owner. The analysis has documented that the in the report referred package 1 is able to generate savings at such a level that the savings alone are able to cover the payments for the loan taken. It has also been documented that the economic feasibility of the package is depending from the fact that the favourable conditions within the EEHP project are maintained. This means 30% grant for the initial investment and the possibility to obtain loans at a minimum duration of 10 years at a 10% discount rate.” (Emphasis added).  Strategy to Promote Building Renovation…, Appendix 2.








� Republic of Lithuania, National Report on Sustainable Development Implementation.


� There are, for example, vacancy rates of 30 percent in older buildings in east Germany.  Source: Andreas Blum and others.  The Futurity of Older Inner-City Apartments.


� The problem is recognised by the City Council of Vilnius, whose strategy proposes, for instance, ‘to organize engineering, ecological, sociological and housing market researches, in order to determine territories, which are losing their attractiveness, housing problems and ways to solve them’ and ‘to prepare renewal program and detail plans of territories, loosing their attractiveness, planning investment projects and multifunctional building in these territories’ (Goal 3.3).   City of Vilnius, City Strategic Plan 2002-2011. 


� See Section 4.5.2.


� Lithuanian Free Market Institute, Household Survey Report, section 1.5.


� We note, however, that the ‘market rent’ in smaller towns—if, indeed, this can readily be determined—may still be below the economic cost of rental.


� Because so many countries utilize some form of housing allowance, it is difficult to draw simple conclusions about the likely impact of the introduction of such a system in Lithuania.  We note, however, that three countries which place a very heavy reliance on housing allowances as part of their more general social welfare programs have a large private rental sector: Australia has 21.7% private rental and 5.0% social rental; Canada has 52.0% private rental and 6.0% social rental; the United States has 34.5% private rental and 1.5% social rental.  Source: Hulse and Burke, op.cit.


� The UI/LFMI Program Evaluation Study Urban Institute reports that, for example, 5,000 families exist in Vilnius that have been verified as being actively interested in moving into municipal housing.


� The Goals Attainment Study finds that “the potential demand for [social rental housing] is at a minimum 6% higher than the actual supply”.  We do not know the source of this statistic.


� We have not investigated the implications of this recommendation on the broader agenda of reform of municipal finance systems.


� The equivalent figure for western Europe is around 20 percent (ranging from a low of 9 percent in Spain; about 18 percent in Sweden, Norway, Germany, Austria and Italy; to a high of 29 percent in Belgium and 56 percent in Switzerland).





� Source: Christine Whitehead and Kathleen Scanlon, Fiscal Instrument for the Provision of Affordable Housing. 


� ‘In Ireland the over-55s can treat rent to private landlords as a tax allowance.  Italy allows low-income renters to deduct housing expenditure. In Greece tenants may deduct 30% of their rent, up to 15% of taxable net income.’  Whitehead and Scanlon, page 11.


� UI/LFMI, Program Evaluation and Redevelopment Study, Section 2.


� Neither the Terre Report, nor the UNECE report on housing in Lithuania identify any serious financial, regulatory or procedural impediments to the sale or purchase of residential housing by individuals.


� Kath Hulse and Terry Burke, Social exclusion and the private rental sector: the experiences of three market liberal countries. 


� The UK’s standards for decent housing are, in summary: (a) above the current statutory minimum standard for housing; (b) in a reasonable state of repair; (c) with reasonably modern facilities and services; and (d) provides a reasonable degree of thermal comfort.


� UNECE, Country Profiles on the Housing Sector: Lithuania. 


� The author claims no expertise, in particular, in assessing the cost of guarantee facilities.  But, as Keynes said, it is better to be vaguely right than precisely wrong.


� We believe that a root-and-branch reform of municipal finance is probably required in order for local governments to be able to fully and properly carry out the required functions.  Consideration of the necessary reforms is, however, outside the scope of this study.


� The British Government’s principles of sustainable development, for example, include the following statements: ‘Using scientific knowledge.  When taking decisions, it is important to anticipate early on where scientific advice or research is needed, and to identify sources of information of high calibre. Where possible, evidence should be reviewed from a wide-ranging set of viewpoints.  Transparency, information, participation and access to justice.  Opportunities for access to information, participation in decision-making, and access to justice should be available to all.’  Source: British Government website.


� Housing Choice report, Section VI


� A paper published by USAID (and re-published by the World Bank) describes a successful information campaign to inform the public and popularize housing finance in Poland: Rebecca Black, Krzysztof Jaszczołt and Michael Lee.  Solving the Housing Problem: Lessons from Poland and Hungary in Creating a New Housing Finance System. 


� This is not a criticism of the Household Survey.  The Survey was neither designed not intended to answer these questions.


� The report suggests that the size is likely to decrease from the present level of 2.6 people, to an average of 2.3 people per household within 20 years.


� Lithuanian National Report on Sustainable Development Implementation.  Section 7.5.
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