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From a State Controlled
to a Laissez Faire Housing System

Local Government and Housing in Estonia

Anneli Kihrik, Jiiri Kore, Margus Hendrikson and Ille Allsaar

INTRODUCTION

Estonia is a country in northeastern Europe with 1,361,000 inhabitants. Its independ-
ence —achieved in 1918, then lost during the Soviet occupation in 1940—was restored
in 1991. Due to the relatively short duration of the last period of independence, current
housing situation is, to a large extent, influenced by the period spent under the Soviet
regime—the era when industrialized building technologies were introduced and hous-
ing construction volumes reached their peak.

Estonia is one of the smallest of the EU candidate countries in terms of its popula-
tion and area (45,227 km?). Estonia has integrated itself smoothly into the global trading
system and the degree of openness of the Estonian trading system (average of imports
plus exports to GDP) was the highest of all candidate countries in 1998. Estonia has
been transformed into a remarkably open and trade-oriented economy. The Estonian
currency—the kroon—is fully convertible. GDP per inhabitant, at current prices in
1999, for Estonia was EUR 3,300 compared to EUR 21,200 in the EU15. Regionally,
more than one-half of the national GDP was created by the capital city region in northern
Estonia and its share in the national GDP grew continually from 1996-1998.

The biggest social problem in Estonia is unemployment. The unemployment rate
(11.7% in 1999) is higher than in the EU15 (9.2%). Estonia differs from the EU in its
employment structure: a large share of the people in Estonia are involved in the primary
and secondary sector and a lesser share in the tertiary sector. In addition, the aging of
the population is one of the most crucial issues in Estonia, because the proportion of
the elderly is increasing considerably faster than that of children. This will result in the
need for an increase in social support, the growth of health and pension fund disburse-
ments, a decrease in the numbers and an aging labor force.

In the ethnic structure of the population, ethnic Estonians predominate with a
67.9% share (56.6% in towns and 91.3% in rural municipalities) [Census, 2000]. The
rest of the population consists mostly of the Russian-speaking population, i.e. Russians,
Ukrainians, Byelorussians, etc (in total 30.1%).
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Administratively, the territory of Estonia is divided into counties (15), rural mu-
nicipalities (205) and towns (42) (at the beginning of 2001, see Table 4.1). The local
government units are rural municipalities and towns, whereas the regional administrative
units are counties. The largest municipalities are Tallinn, the capital of Estonia, with
480,300 inhabitants (in Harju county) and Tartu with 101,700 inhabitants (in Tartu
county) (Census 2000 data) (see Figure 4.1). The state administration in counties is car-
ried out by county governors and the government agencies. In fact, counties are simply
extensions of the central government; there is no directly elected representation of the
people on the regional level. Thus, the local government system is one-tiered, taking
place on the municipal level. All municipal units (towns and rural municipalities) are
equal in their legal status.

Table 4.1
Division of Municipalities in Estonia by the Number of Inhabitants,
at the Beginning of 2001

Number of Inhabitants Number of Municipalities [%]
under 1,000 32 13
1,001-5,000 179 72
5,001-10,000 22 9
10,001-50,000 11 4
50,001-100,000 1 1
100,001 and up 2 1
Total 247 100

SOURCE: Statistical Office of Estonia.

Compared to the other Central and East European post-socialist States, the housing
reforms carried out in Estonia during the 1990s have been especially radical. Domesti-
cally, reforms in the housing sector have been more radical than in any other social
policy field. In less than a decade, the housing policy turned from a state-controlled
socialist housing system to an almost entirely lzissez faire system. The reforms have most
significantly changed ownership relations, resulting in the formation of a ‘homeowners’
society. In addition to the housing privatization and process of restitution of property
nationalized by the Soviet regime, the reforms involved rent reform, i.e. the liberaliza-
tion of the rental sector and housing management reorganization.
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Figure 4.1
Estonian Counties
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SouRCE: Regio Ltd (2002).

The study aims to give an overview of the main reforms that have taken place in the
Estonian housing sector over the last decade and examines their social and economic
consequences. The analyses are mostly focused on local governments. We show how the
role of these administrative units has changed in influencing the housing sector, explain
how and why local governments have reacted differently to the changing conditions and
evaluate the efficiency of the current housing policies pursued by local governments.
The analyses are based on Estonia’s housing-related legislation, previous studies on
housing, available statistical databases and the authors’ own evaluations. A survey, the
‘Local Government Housing Survey’ (LGHS) was conducted among housing specialists
working for local governments in Estonia. The survey involved all municipalities with
more than 5,000 inhabitants (the total number of such municipalities is 37, response
rate was 46%). In addition to the survey, two interviews were conducted with housing
specialists from the local governments of the two biggest cities in Estonia: Tallinn and
Tartu.
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1. HOUSING AND NATIONAL HOUSING POLICY
DURING THE TRANSITION

1.1 Housing Conditions

The regular data based on the summary of housing owners’ reports in inter-census
periods, indicates the number of dwellings to be 623,100 with a total floor area of
33,600,000 m?* in Estonia at the beginning of January, 2000 (the Statistical Office of
Estonia). The average per capita floor area was 23.3 m?and there were 432 dwellings
per 1,000 inhabitants, making Estonia a country relatively well endowed with dwellings,
compared to other European countries.

In the socialist housing system in Estonia, there were four types of tenure: state
housing, municipal housing, private housing and cooperative housing, based on both
private as well as public investments. In 1992, prior to the launch of the ownership
reform, 26% of dwellings belonged to the State, 35% to local governments, 35% to
private owners and 4% to housing cooperatives. Housing privatization and housing
restitution were mostly completed by 2000. The restitution processes involved the
majority of housing stock built before 1940. From the housing stock constructed
during the Soviet period, the majority of the dwellings in multi-apartment houses were
privatized, whereas detached and semi-detached houses were mostly privately owned
by individuals already before the privatization.

In 2001, 94.8% of dwellings belonged to the private sector and 5.2% of dwellings
were owned by the public sector, mostly by local governments (see Table 4.2). The
cooperative dwellings are being privatized as well, firstly to the housing cooperatives and
after that to individual owners, but this process is still ongoing. Dwellings returned to
legal owners or their successors accounted for about 2.6% of the total dwelling stock.
There were 22,500 households in those houses which were restituted (about half of
them in the capital Tallinn) (Zagastatud majade. .., 1998).

From the 1960s to the early 1980s, the rate of housing construction was quite
high in Estonia (over 10 dwellings were constructed per 1,000 inhabitants annually).
However, in that period the rate was not high enough to satisfy the housing needs of
the population, which was growing rapidly due to extensive migration from the other
republics of the Soviet Union. A decline in building volumes started in the second half
of the 1980s and continued throughout the 1990s. Since 1996, the construction rate
has remained at the level of 0.5-0.6 dwellings per 1,000 inhabitants. New housing
construction has also been concentrated in northern Estonia. Until the 1980s, 1- or 2-
room apartments accounted for over 50% of new housing built. In the 1980s, there was
an increase in the prevalence of 3-room apartments. The share of one- and two-family
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houses exceeded apartment dwellings during the second half of the 1990s. The new
housing constructed in the 1990s has almost entirely been based on private funds—the
funds of privately-held companies and individuals. Public sector investments in new

housing construction have been minimal (Table 4.3).

Table 4.2
The Distribution of Housing Stock by the Type of Ownership in Estonia
(Beginning of 2001)
By number By Floor Area Average Floor Area
of Dwellings of Dwellings of Dwellings

[%] [%] [m2]

Public dwelling stock 5.2 3.8 39.2

..state ...0.6 ..0.5 ...39.7

..local government 4.6 .33 ...39.2

Private dwelling stock 94.8 96.2 54.8

..condominiums ..25.2 ..25.2 ...54.0

Total 100 100 54

SOURCE: Statistical Office of Estonia.
Table 4.3
Dwelling Completions by the Source of Finance
Local Governments’ Private Individuals’ Other Sources Total
Budgets Sources (Private Companies,
etc.)
Number | Floor Area | Number | Floor Area | Number |Floor Area| Number | Floor Area
[m2?] [m2] [m2]
1993 211 11,463 486 58,277 1,734 110,783 2,431 180,523
1994 26 507 64,527 1,420 92,742 1,953 159,175
1995 58 3,932 472 56,563 619 44,421 1,149 104,916
1996 30 2,293 500 64,183 405 37,054 935 103,530
1997 1 739 90,779 263 30,726 1,003 121,605
1998 0 525 66,487 357 32,828 882 99,315
1999 0 402 53,668 383 33,423 785 87,091
2000 1 314 45,084 405 33,680 720 78,863
Source: Construction Register at May 1% 2001.
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Due to negative migration rates and a natural decrease since 1992, the Estonian
population has been on the decline. Therefore, despite the very low construction rates,
the relative supply of dwellings (dwellings per 1,000 inhabitants) has improved slightly
during the 1990s. There is no visible lack of living space in Estonia at the moment.
According to Census 2000 data the number of dwellings exceeded the number of house-
holds by 5%. However, there are problems related to ‘over-population” and the low
quality of dwellings (e.g. different generations sharing one dwelling, a large percent of
the living space is in a physically unsatisfactory state of dis-repair). Also, the population
is unevenly distributed over the housing stock. Many small households occupy much
of the living space and large families are relatively constricted. There is a geographical
discrepancy between the housing market and labor market, with many vacant dwell-
ings in geographically peripheral areas and overcrowded population centers. Although
Estonia is among the leading Eastern European countries with respect to the number
of dwellings per 1,000 inhabitants, it falls behind most of its neighbors in the quality
of housing. About 40% of dwellings in Estonia were built before 1960. According to
the data of the Living Conditions Study in Estonia in 1999 (Living Conditions Study
...» 2000), 72% of households in Estonia live in multi-apartment houses (41% in
5- and more story blocks of apartments) and 27% in detached houses. Households
most frequently occupy two rooms (39% of all households) and they have the follow-
ing facilities: 87%—running cold water; 84%—public sewage system; 77%—indoor
bathroom; 72%—bath or a shower; 65%—central heating; and 63%—running hot
water. The availability of the facilities has almost remained the same at the end of 90s
as it was at the beginning.

Compared to 1994, households enjoy more privacy in their dwellings. 41% of house-
holds occupy a dwelling where the number of rooms exceeds the number of household
members (while in 1994 only 24%). 26% live in housing where there are more household
members than rooms (in 1994 only 42%) (Table 4.4).

Renovation projects have mostly been implemented by private funds (initiated by
individual owners, condominiums or housing cooperativesz). Local governments have
not directly financed the projects. Apart from the investments of private individuals, a
few small-scale regeneration projects have been carried out in the main cities of Estonia.
In Tallinn and Tartu these involve one or two housing quarters in the wooden tenement-
housing zone surrounding the central city. These projects have involved the demolition of
dilapidated buildings and the construction of small-scale apartment houses and terraced
houses. Projects have been developed by private companies (detailed plans were designed
by local governments, infrastructure already existed there before). As the demand for
newly built dwellings is low, due to the limited credit capability of the majority of the
population (though there is a need for the improvement of living conditions) private
developers prefer to invest in projects with quick turnover and a high return rate,
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such as the new housing quarters on the outskirts of the city of Tallinn. Therefore, the
regeneration projects have not been implemented to a previously planned extent. In
addition to these projects, a few ‘model buildings” have been thoroughly renovated as
pilot projects in the housing estates of Tallinn and Tartu, in cooperation between town
governments and foreign institutions (such as Swedish Foreign Aid Agency NUTEK,
Phare). The investments by the Tallinn and Tartu municipalities were minimal in these
projects—Ilocal governments were involved in the organization of seminars and selection
of houses for renovation. In the case of Tartu, residents (i.e. condominiums) did not
have to pay for the renovation costs, whereas in Tallinn, condominiums covered partial
costs, receiving loans for this purpose.

Table 4.4
Indicator of Privacy in Estonia According to the Living Conditions Surveys,

1994 and 1999 [%]

Living Conditions | Living Conditions
Survey 1994 Survey 1999
Number of household members exceeds number of rooms 42 26
Number of rooms is equal to number of household members 34 33
Number of rooms exceeds number of household members 24 41
Total 100 100

SOURCE: Statistical Office of Estonia.

1.2 National Housing Policy Objectives and Legislative Changes

1.2.1 Housing Policy Objectives

The current housing policy objectives and strategies derive from the programs of the
main political parties in Estonia. The bases for the current political developments at the
national level are established in the coalition compact (between Reformierakond—the
Reformist Party and Keskerakond—the Central Party) but housing policy questions are
only very briefly covered. The compact points out the following objectives:

+ Io find solutions to the problem of tenants in restituted housing;

+ To find possibilities to transfer financial resources to local governments for the

new municipal housing construction;
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+  To improve the existing system of social benefits by increasing the share directed
to households in real need and by decentralizing the system in giving more
decision-making freedom to local governments.

The national government has not yet succeeded in approving the national housing
strategy as a single document with clearly defined housing policy objectives on the basis
of which local governments could develop their housing programs. In the preliminary
version of the Estonian Housing Strategy (prepared in 1999) the aims of the Estonian
housing policy are defined as follows [Eesti elamumajanduse ..., 2000]:

+  Io establish physical and social safety in the housing sector and housing acces-

sibility (includes the formation of a legal framework);

o establish ‘professionalism’ in housing, i.e. to secure conditions which allow
the furtherance of the knowledge and professional skills of all parties in the
housing sector;

+ To support the initiative of individuals and households in access to housing and
in the improvement of their housing situation, to establish favorable condi-
tions for non-governmental organizations in the housing sector and to stabilize
ownership relations.

It is stated in the strategy that “the State with its structures should not secure hous-
ing for all population groups and support them directly in the improvement of their
housing conditions. Rather, it is necessary to support the establishment of conditions,
the institutional environment and financial instruments for ensuring the support, so
that housing owners, tenants, managers and non-governmental organizations could cope
with the housing problems by themselves” [ Eesti elamumajanduse ..., 2000: 7].

The preliminary version of housing development strategy is based on a relatively
liberal attitude toward housing development. Although the strategy pays considerable
attention to the enlargement of the municipal and social housing stock, it is mostly aimed
at solving the problems of tenants in restituted housing (see below). In our opinion,
the national housing strategy should, however, support housing development, i.e. to
increase the supply-side housing subsidies and support, directly and indirectly, housing
construction and renovation. This would help to prevent further price increases, improve
housing affordability and choice in the housing market. If there is more supply and
choice, the housing market will likely be less segmented. The housing strategy should be
related to regional policy, labor and social policy. To ensure an efficient implementation
of housing policy, the strategy should contain long-term housing policy aims, where
the financial means and opportunities are also specified. Housing policy and its means
should be targeted to all families who have little opportunities to obtain an adequate
standard of housing in the housing market.
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1.2.2 Housing Legislation

The Constitution of Estonia does not directly regulate the housing side of the economy
and housing conditions. This area is regulated by other special acts: the Law on Local
Government Procedure, the Housing Act, the Principles of Ownership Reform Act, the
Privatization Act, the Planning and Building Act and the Social Welfare Act. According
to the Constitution, private property is inviolable. Property can be expropriated without
the consent of an owner only when it is in the public interest and fair and immediate
compensation is made to the owner. Everyone has the right to freely possess, use, and
dispose of his or her property.

The principles of housing restitution and privatization were stipulated in the
Principles of Ownership Reform Act (approved in 1991) and the Privatization Act
(approved in 1993). According to these acts, the purpose of the ownership reform was
to restructure ownership relations in order to ensure the inviolability of property, to
undo the injustices caused by the violation of the right of ownership, and to create the
preconditions for the transfer to a market economy. In the course of the ownership
reform, property in the state ownership was transferred without charge into the mu-
nicipal ownership (the municipalization of property) and after that it goes into private
ownership (the privatization of property).

The purpose of housing restitution was to return (or to compensate for) the illegally
expropriated property back to their former pre-WW II owners or their legal successors.
Leases, in force at the time of the return of a residential building, were deemed to be
valid for three years after the transfer of ownership unless the tenant and the owner
agreed otherwise. After that deadline, the central government was forced to extend the
leases until 2007. Tenants living in restituted residential buildings are entitled to receive
a new rental dwelling or are entitled to apply for a loan or grant from the State or local
government for resettlement or for the purchase of a dwelling. In the case of eviction,
local governments must provide tenants in restituted housing with a dwelling that is
located in the same municipality and is comparable to the tenant’s previous (restituted)
dwelling in quality and size. The Housing Act states that if it is impossible for a local
government to provide such a dwelling, the State must provide means for the purchase
or construction of such dwellings for local governments. In reality, the central govern-
ment has not supported local governments in this, even though many municipalities
face such problems.

Housing privatization, starting in 1994 (the duration of privatization to sitting
tenants lasted until June 2001), began on extremely favorable terms for tenants. All
municipal tenants who did not occupy restituted housing had the right to buy their
rental dwellings. By law, local authorities could also restrict the privatization (by selecting
dwellings not designated for privatization). Yet, in reality the pressure for privatization
was so strong and the governments’ resources so very limited, that they seldom used
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that right. For the most part, the purchase of apartments occurred through vouchers,
i.e. privatization checks (public capital vouchers, or EVPs). Privatization was restricted
for households that did not have enough EVPs (though money could be used for pri-
vatization as well), but these formed a marginal group of tenants.

All individuals permanently living and working in Estonia were entitled to EVPs
that were distributed on the basis of the length of time worked in Soviet Estonia; one
year was made equal to £VP300. The privatization price for dwellings was calculated by
the price difference between a particular dwelling and the ‘standard dwelling'—which is
an apartment in a 9-story prefabricated (panel) building and for which the fixed priva-
tization price was applied. In the ‘standard dwelling,” one m* was equal to one working
year or EVP 300. The amortization state of a dwelling, the state of maintenance and
location were taken into account in calculating the final privatization price of a dwell-
ing. For instance, as an average working period for a pensioner in Soviet Estonia was
40 years, a pensioner could usually privatize a 2-room apartment for his EVPs. EVPs
can be freely purchased and sold—the exchange rate at the moment (in June 2002) is
EVP1 = EEK 0.7 (USD 0.04). Dwellings could also be sold for money or traded for
the securities issued for the compensation of illegally expropriated property and the
employment shares issued to collective farm workers. The direct financial costs (i.e.
in terms of money) of privatization for tenants were low and consisted mainly of legal
fees for the transaction (which did not exceed 1% of the total value of the transaction).
In the case of property that was not restituted nor privatized to the sitting tenants, the
sale occurred in the form of a public auction.

Due to the significant changes in tenure structure, today’s rental sector has become
dualized, consisting of mostly residualized public dwellings with a relatively low rent
level and of a newly emerged private rental sector that is formed from the restituted
and privatized flats that are rented out at market prices. In some municipalities a rent
regulation still applies to the old tenants of restituted housing. No reliable data is avail-
able for the number of privately owned rental apartments. The data of the Statistical
Office of Estonia indicates that about 10% of individuals rented their housing from
private parties in 2000. In reality, the share of tenants in private housing is most likely
higher than this figure.

The main objectives of the ownership reform have been achieved by today. The
ownership relations have been restructured (as well as the responsibilities of renovation
and maintenance), the injustices caused by the Soviet regime concerning the violation of
the right of ownership have been mitigated to some extent and a private housing market,
designed to operate on a free market basis, has been created. However, the ownership
reform applied in Estonia created the following inequalities [Kihrik, 2000]:

+  Some households who became property owners received large financial gains

from the process, whereas the gains for other households were minimal as property
market prices vary greatly between regions and within municipal territories;
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+  Inequality characterizes the situation of, on one hand, those public tenants who
had an opportunity to privatize their housing or who got their property back
and, on the other, those who were deprived of that right as the property was
to be returned to the former owner;

+ Younger generations and those households who did not occupy public housing
have gained little or nothing directly from the privatization process. Among
them, we find residents of private houses and members of cooperatives who
had already incurred much higher housing-related expenses during the Soviet

period.

The most frequently discussed negative consequence of the ownership reform
concerns tenants in restituted housing. Occasionally, a purchase is made possible by
an agreement with the owner on free market terms. Tenants in restituted housing
demand the same rights as the public tenants (who could privatize using £VPs). They
expect local governments to offer them new housing which they might privatize later,
or to receive so called EVP loans, which would enable them to buy a dwelling on the
market using EVPs3. So far, local governments have not been active in solving these
problems, although they are legally bound to do so. Municipal councils have extended
the rent control period in restituted housing so these tenants do not get evicted en
masse. Local government representatives have estimated that 40% of the owners of
restituted housing are willing to end existing leases (so they can renovate a house and
rent it out for several times higher rent) or to convert the dwellings to non-residential
spaces. Therefore, many tenants in restituted houses do not have an option to continue
as tenants with a new landlord.

Besides the problems arising from the conflicts between tenants and owners in
restituted housing, there are other weaknesses and shortcomings that result from massive
homeownership which the new order has not been able to resolve. The level of housing
construction and housing renovation is very low, the public rental sector has become
marginalised (residualised) in terms of its social and physical structure and housing
affordability has declined. According to the ‘filtration of the available housing’ theory
[Knox, 1995] which forms the basis for the lzissez fairehousing policy, the more affluent
individuals occupy new dwellings in the market (newly constructed and existing) whereas
lower income groups can raise their living standard by moving to the dwellings vacated
by the upper income groups. In Estonia, as in many other countries, the model does
not seem to work. Firstly, social groups with lower incomes are not able to obtain the
housing vacated by the affluent, because the purpose of such housing can be changed
(from residential space into office or business space) or the space can be used by family
members (retired parents, children). Secondly, the number of households able to obtain
new housing is very small. During the last five years, an average of 950 new dwellings
were built annually, which indicates that 0.2% of households can potentially move into
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newly built housing each year. Thirdly, the living conditions of affluent households
already experienced a substantial improvement by the first half of the 1990s and the
majority of these households are no longer active in today’s housing market [see Social
Trends 2, 2001].

In 1994-1996, a package of the laws regulating the activities of local governments was
adopted. If, up to that point, local governments had the ‘right’ to fulfil their functions,
taking over from the county government, then now it has become an ‘obligation’.
The Law on Local Government Procedure determines the tasks, responsibilities and the
arrangement of local governments and relationships between local governments and state
government institutions. According to the law, local government units are responsible
for social assistance and services, the care of the elderly, housing and community services
and utilities, water supplies and sewage, common weal, physical planning, transport,
the maintenance of roads and streets, in the event these tasks are not in someone else’s
responsibility. Local government units are also responsible for the maintenance of
shelters and care homes and other local institutions, if they are municipal property.
In cases prescribed by the law, certain expenditures made by these institutions may be
financed from the state budget or from other sources [R7 7, 1994]. The division of
responsibilities between central and local governments is not always clearly expressed
by legislation. There are many areas (social welfare and health care) of shared and
ambiguous responsibility. In general, the local governments feel that their responsibilities
are overwhelming in light of the limited available resources.

The Housing Act, approved in 1992, states that the central government is responsible
for defining the groundwork for housing allocation, occupancy and the management of
state-owned dwellings, the principles of socially-justified living space and the differences
in applying it, the principles of landlord—tenant relations and rent calculation and the
principles of the establishment and management of condominiums. Local governments
are entrusted with devising procedures for the registration of persons who do not have a
dwelling or a permit to occupy a dwelling, and of those who are unable to improve their
housing situation on their own. They are also charged with the allocation, occupancy
and management of the dwellings in their ownership, including overseeing maintenance
and repair procedures.

The Housing Act abolished centrally governed rent regulation. Rental price
should be set at a level allowing it to cover the actual costs of housing, i.e. the costs for
housing maintenance (includes costs of small repairs), the renovation costs (for more
expensive improvements of housing quality, this also includes loan costs, if funds are
borrowed for housing renovation®), housing services and owner-profit which is allowed
to account for up to 10% of the total rent price. In addition to rent, tenants must pay
for the water supply, sewage, electricity, heating costs and natural gas (if these facilities
are available), cover the costs on land tax to the extent of the land the tenant uses and
the costs on building insurance to an extent that corresponds to the size of the living
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space the tenant occupies. Local governments, however, obtained the right to regulate
rent levels in dwellings within their municipal territory. Although this applies to all
dwellings irrespective of ownership, it actually gives governments the possibility to
regulate rents only in the municipal dwellings and in restituted dwellings’, because in
today’s housing market, the demand exceeds the supply and, according to the law, rent
is set by an agreement between a landlord and a tenant.

For large housing estates, the management of the units is increasingly given over to
condominiums that usually contract private management companies and companies to
provide housing services. Condominiums are non-profit organizations having the status
of a legal person that are charged with the management of the common spaces of the
buildings and of the land that belongs to the building; they represent the interests of
apartment owners. Housing management is carried out in concert by apartment owners
(i.e. every apartment owner can vote equally at general meetings, with decisions taken by
a majority vote). The members of condominiums are all apartment owners within one
building. The establishment of condominiums has gained momentum during the past
few years, as apartment owners have started to realize their rights and responsibilities
as owners. The union of Estonian condominiums (formally known as the Estonian
Union of Cooperative Housing Associations)® was founded in 1996. At the beginning
of 2002, 710 condominiums and former housing cooperatives were members of the
union (34,000 apartments and approx. 100,000 residents).

A distinction should be made between social housing (which is in municipal own-
ership) and municipal housing in general (includes dwellings which have not yet been
privatized as well as ‘social dwellings’). According to the Welfare Act, the ‘social dwell-
ing’ is a dwelling in the municipal ownership designated to a person who needs social
assistance. Social housing is supposed to include special social services. However, in
reality social housing does not mostly correspond to the requirements imposed by the
law. Usually, the same rent level and rental conditions apply to both social dwellings
and other dwellings in municipal ownership. In addition to municipal housing, a hous-
ing service is also provided through other institutions like shelters (during 1999 1,700
persons stayed in these places for some time), social rehabilitation centers (during 1999
4,700 persons stayed there for some period) and social welfare institutions (care homes
for adults with 5,800 registered persons at the beginning of 2000 and care homes for
children with 1,700 registered children and young people at the beginning of 2000).
These institutions are not included in the analyses of the current study. The law states
that local governments are obliged to provide a rental social dwelling or an opportunity
to use a shelter to a person or a household who is not able or capable of obtaining it by
himself. Local governments must assist disabled or other persons with special needs by
adjusting the dwelling to their needs or finding them a more suitable dwelling.

The subsistence benefirin Estonia is a monetary support granted to promote the ability
of a household to cope with, among others things, rising housing costs. In the period
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0f 1994-1996, a specific housing allowance was applied. The State compensated, via a
housing allowance, for those housing costs that fell within the standard allotted living
space and exceeded one-third of a family’s income. This allowance was accompanied by
the subsistence benefit, paid to persons whose monthly income was below the subsistence
level. Both allowances were granted and paid on a monthly basis by local governments
from the funds of the state budget allocated for this purpose.

In 1997, the two benefits were combined into a unified subsistence benefit, also
paid through local governments. In the new system, local governments were again only
in an administrative position, i.e. they paid the benefits as the law dictated, whereas the
financial means came directly from the state budget. The aim of the change in the system
was to reduce the proportion of recipients of assistance in order to cut public expenditure
on social benefits. The benefit went to households whose net income, after housing ex-
penses, remained below the subsistence level established by the central government. The
basis for the granting of subsistence benefits was the monthly income of the household
after the payment of housing expenses for the use of the standard allotted living space
with a maximum ceiling. The following housing costs were taken into account when
deciding on the benefit: actual housing rent or management costs, the heating costs of
dwelling and the heating costs of hot water, water supply and sewage costs (based on
usage) electricity costs, costs of gas, land rent costs and the costs of building insurance.
The Welfare Act enables local governments to set housing expenditure ceilings that are
included in the payment of subsistence benefits.

The difference between the subsistence level—EEK 500 (USD 40.2, using rate
from January 01, 1997) for the first household member plus EEK 400 (USD 32.2) for
each additional member (at the moment of contract)—and the household’s monthly
income decreased by housing expenditures was covered by the benefit. For example, if a
one-member household’s monthly income was EEK 600 (USD 48.3) and the monthly
housing expenditures EEK 300 (USD 24.1), then EEK 200 (USD 16.1) was compen-
sated. In general, 18 m” of total area per household member and a supplementary 15
m? per family were considered a standard allotted living space. Both housing owners as
well as tenants were eligible for benefits [see also Living Conditions, 2000].

The only municipality that did not change the benefit system in 1997 was Tallinn
who continued paying the two different supports—housing allowances and subsist-
ence benefits—until 2001. Households whose housing expenses exceeded 40% of
their income, were eligible for a housing allowance. Since 2001, the unitary system of
subsistence benefits was also applied to Tallinn.

Since 2002, according to the agreement between the ministries and local governments,
the subsistence benefits have been distributed and paid from the local governments’
budgets (these are transmitted there from the central government’s budget) on the ba-
sis of conditions and a level determined by the law. The means are transmitted to the
budgets of the local governments as part of the support fund at the disposal of local
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governments. The distribution of means is based on the proportions of benefits paid
in 2000 and 2001.

The administration of planning, design and construction in the territory of local
governments is the duty of local governments. 7he Planning and Building Act regulates
relations between the State, local governments and other parties in the planning pro-
cess, building design, housing construction and the intended uses of buildings. Local
governments must produce long-term land use plans for the whole territory of the
municipality (comprehensive plans) and detailed plans for smaller parts of a municipal-
ity that are the basis for construction activities in the short term. Local governments
are obliged to build the infrastructure in new housing construction areas with their
financial means.

The Income Tax Act states that tax is not subtracted for income derived from housing
expropriation (housing that the taxpayer occupied until the expropriation, housing that
was restituted to the taxpayer and in other specified occasions). Interest of the housing
loans is permitted to be subtracted from taxable income (on specified occasions such
as housing purchase or construction for the taxpayer’s own use, for his children or
parents, etc.).

1.3 Housing Market and Housing Finance

Before the 1990s, the private housing market was very small in Estonia. Apart from
transactions with privately owned housing (in the private sector a person could own only
one property) the user rights for state-owned dwellings (i.e. rent contracts) were traded
to a minor extent. As the transactions with state-owned housing were illegal, they were
formally carried out in the form of other transactions (fictitious marriage agreements,
apartment exchange, etc.). The housing market started to develop rapidly after the city
councils of Tallinn and Tartu legalized the selling of user rights—key rights,” in the
vernacular—for rented municipal apartments in 1993. At the same time, municipal
funds were established for the purpose of issuing housing loans. There was, however,
no legal base for the selling of user rights. User rights were sold on the basis of decisions
made by local government authorities (in Tallinn and Tartu). Later, the Privatization
Act was adjusted to reflect the actual situation. The privatization price for a dwelling
was reduced to the amount a tenant or other member of a household had paid to the
local government for the right of occupancy.

When the privatization and restitution processes developed, transactions with private
property became gradually more active. Real estate specialists distinguish between active
and passive property markets. The housing market is the most active in the Tallinn
region, Tartu and Pirnu and less active in small towns and rural regions. There are,
however, a number of small towns which, for various reasons, enjoy a good reputation
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and where the property markets are also characterized by higher-than-average activity
and price level compared to their surroundings. These towns include some regional
centers and holiday resorts. In 2000, 74% of all transactions by value were carried out
in Tallinn and Harju county.

Owing to the government’s liberal housing policy, the extent of housing construction
and transactions with existing housing units are largely determined by the lending
policies of banks. Until the middle of the 1990s, the interest rates of commercial housing
loans were extremely high (about 20%). At that time (in 1995), the central government
founded the Estonian Housing Fund, which granted loans and operated on the finance
allocated from the state budget to state loan projects.

During the last several years, commercial housing loans have accounted for about
50—-60% of loans granted to private individuals and about 10-12% of the total loan
portfolio. In reality, loans received by companies (in sole personal ownership) may also
be used for housing-related projects. The conditions for issuing commercial loans have
become more favorable. Since 1995, the interest rates have fallen gradually (e.g. interest
rates for housing loans issued by commercial banks to private individuals dropped to 8% in
2002 (the Bank of Estonia). In spite of the decline, the candidates for commercial loans
are only from the highest-income bracket. Most households do not have access to these loans
(due to bank requirements such as a certain level of regular income, collateral, etc.).

The average per capita savings deposit in banks was only EEK 10,200 (USD 606.4)
(the average of deposits and current accounts), i.e. average wages for approximately two
months. A 55.4% share of the total value of savings deposits belonged to the residents
of Tallinn in 2001. According to the Bank of Estonia, the average value of loans issued
by commercial banks in 1999 was EEK 117,300 (USD 8,746.9, using exchange rate
of January 1).

In 1995, the Estonian Housing Fund was established by the central government.
The loans of the Fund were issued through commercial banks. In the first few years
after establishment, banks distributed the state sources (banks also added their service
fees). With such a method, the State attempted to reduce high interest rates, but as the
loan resource was relatively small, this strategy was not very successful. Only smaller
commercial banks joined up with the project. Some years later, the State started to
guarantee loans issued by commercial banks. The State guarantees made it possible to
reduce a share of the borrower’s own finance for special groups. The State guaranteed
that commercial banks would receive the money back from the borrower—when the
borrower was unable to pay the loan back (and the loan guarantees of the borrower were
exhausted) the State paid the money back to the bank up to the guaranteed amount.
The funds came from the state budget and from the privatization scheme (25% of
the income from privatization was transferred to this Fund) (Table 4.5). In 2001, the
Fund was abolished and some of its functions transferred to a self-managing guarantee
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fund, the KredEx, established in 2000 within the administrative field of the Ministry
of Economy. Besides guaranteeing the housing loans (for the purchase and renovation
of housing), this institution also guarantees loans which support trade and small- and
medium-sized enterprises (www.kredex.ee).

Table 4.5
Estonian Housing Fund’s Financial Means Available for Housing Loans in Estonia,
1995-2000 [USD, millions]

1995 1996 1997 1998 1999 01.01-
01.03.2000
From the state budget 1.3 2.5 1.4 0.7 — —
From privatization — 6.9 9.0 7.2 9.9 0.4

Sourck: Estonian Housing Foundation.

The system of state loans has become gradually more accessible since its foundation.
Initially designated mostly for new construction, the system became more flexible and
enabled families from special demographic groups to purchase apartments and renovate
dwellings. State loan resources and guarantees have been aimed towards young fami-
lies, young teachers, tenants and owners in restituted housing, local governments and
condominiums. The two main loan projects financed by the Estonian Housing Fund
(before its abolition in 2001) were:

+  Loans to young families with a child (children) under 16 years;

«  Loans to tenants in restituted houses, the so-called ‘privatization voucher (EVP)

loans.” These were designated to the re-allocation or purchase of the dwelling.
With this loan, a tenant purchased a dwelling at the market price but repaid
the loan in EVPs (with the rate EVP 1 = EEK 1). Thus, the State paid the dif-
ference between the £VP and EEK value: At today’s rate 60% of the dwelling
price would be paid by the purchaser and 40% by the State (the exchange rate
was, however, more favorable some years ago). The interest rate was 12% and
the loan had to be repaid within 15 years. The loan was very popular but the
resources were limited. Moreover, many that were interested did not qualify.

Today, the KredEx provides guarantees on loans to young families, persons under

35 years of age who are employed ‘specialists’” with a higher or a vocational education
and loans to condominiums (Box 4.1).
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Box 4.1
Good Practice for Influencing Better Affordability
of Housing Loans to Special Groups

Since 2000, the Foundation for Credit and Export Guaranteeing KredEx has offered guar-
antees to the loans issued by commercial banks. The foundation is within the administrative
freld of the Ministry of Economy. It is a self-managing institution that earns a financial
profit. In 2001 no financial means were allocated from the state budget.

The KredEx provides guarantees to the loans issued to:

o Young families with a child under 16 years of age (quarantees up to 75% of the loan
amount)

« Young specialists, i.e. young people with a specialized or higher education (guarantees
up to 75% of the loan amount);

« Condominiums (guarantees up to 75% of the loan amount). Guarantees enable bor-
rowers to take loans without mortgaging an apartment owners’ property. Priority is
given to loans which are directed to modernization or renovation of a heating system
or communications, improvement of a building’s thermal insulation, renovation of
staircases or roofs and to other activities which improve a building’s economy, security
or life quality. The loan repayment period is normally up to 7 years. The annual
guarantee charge is 1.5-2% of the loan amount.

With KredEx guarantees, commercial banks issued housing loans—for the purchase and

renovation of housing—for EEK 736 million (USD 43.7 million, exchange rate of 2001)

in 2001. Through these loans, 2,545 young families and 587 young specialists improved

their living conditions. The amount of guaranteed funds was EEK 145 million (USD

8.2 million, exchange rate of 2002) by the end of 2001. This will be increased in 2002

considerably.

SOURCE: www.kredex.ee

The loan guarantees provided by the Estonian Housing Fund and the KredEx have
been efficient policy instruments. Before the state-guaranteed loans were introduced,
those who wished to buy a flat often did not have sufficient self-financing (this extended
up to one-third of the cost of a dwelling) and the interest rates were relatively high.
Thus, loans have now become more affordable, especially for younger people. Instead
of financing the housing purchase from a household’s own funds, it is now possible to
carry out renovations on purchased housing.

1.4 Housing Affordability

Both the average monthly income and housing prices vary from county to county in
Estonia. Table A4.1 (in the Appendix) shows the variation in average salaries, home-
ownership prices (calculated for an average apartment in a multi-apartment building)
and price-to-income ratios in different regions of country. The ratio varies from 44.6
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months in the most developed Harju county, to 5 months, in Jogeva county with the
lowest level of home-ownership prices.

The percentage of housing expenses from household expenditures has sharply
increased during the transformation period. While in the second half of the 1980s,
households living in state-owned apartments spent 2-3% of their total expenditures
on housing on average, the share of housing expenditure had risen to 19% by 1999.
Spending on housing was exceeded only by expenditure on food (34%) in the total
budget of households in Estonia (Table 4.6). In 2000, an average of EEK 340 (USD
21.8) was spent on housing expenses per household member (this does not include
housing purchase or costs of renovation, loan repayments and interest rates) (Statistical
Office of Estonia). The expenses in apartments (in multi-apartment buildings) were EEK
387 (USD 28.8) compared to EEK 194 (USD 14.5) in one-family houses. In housing
estates, the regular maintenance costs are higher because the heating system is often not
modernized and water meters are not installed. The housing expenditures are higher for
tenants than for homeowners: households that rented private housing spent EEK 430
(USD 32.1) per individual in 1999, an amount which exceeds the average expenses paid
by homeowners by EEK 100 (USD 7.4). The amount of housing expenses is strongly
influenced by the presence of amenities [ Living Conditions, 2000].

Table 4.6
Expenditure of Households in Expenditure Deciles in Estonia, 2000
[Monthly Average per Household Member, in %]

| Il 11} v \" Vi Vil VIl IX X
Food 510 | 467 | 433 | 39.5 | 38.1| 360 | 31.8 | 289 | 250 | 153
iztgzﬁv . 38| 41| 45| 50| 58| 63| 67| 78| 74| 90
Housing 16.3 16.1 17.1 18.2 16.7 16.3 15.3 14.7 14.8 13.9
Transportation | 3.5 | 45| 48| 49| 57| 68| 83| 88| 103 | 149
Other 254 | 287 | 303 | 323 | 337 | 346 | 378 | 398 | 425 | 469
Total 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0

SOURCE: Statistical Office of Estonia.

In 1999, 57% of households spent 20% or less of their total expenditure on hous-
ing, 33% of households spent 20—40% and 10% of houscholds spent 40% or more on
their housing. The most disadvantaged category is one-member households of persons
aged 65 years or over, who spent 27% of their income on housing. This is, however,
the category with the largest share of people over-consuming their housing. In around
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56% of the cases there are at least two rooms per person [Living Conditions, 2000;
Social Trends 2, 2001]. Households with a different socio-economic status differ in the
structure of expenditure (Table 4.6).

The majority of the population is unable to finance housing renovation. A total of
40% of households ‘approaching the poverty line’ (this group accounts for 23% of the
total population) and 59% of ‘poor” households (10% of population) were not able to
renovate or improve their housing during 1997-1999 [Living Conditions in Estonia,
1999]. In 1999, the average monthly amount spent on regular dwelling repairs was
EEK 70 (USD 5.2) per household member (this does not include expenditure on major
repairs). The share of expenditure on maintenance and repairs of housing increased
slightly in 1997-1999 [Living Conditions, 2000].

2. EFFICIENCY AND EFFECTIVENESS
OF LOCAL GOVERNMENTAL HOUSING POLICIES

The second part of this report focuses on the implementation and consequences of the
national housing reforms with respect to the local level and issues related to the municipal
housing stock. Thereafter, the discussion turns to the housing policy objectives and
strategies of local governments. The empirical data presented in this part emanates mostly
from the Local Governments Housing Survey (LGHS) which was carried out among
local government housing specialists in municipalities having over 5,000 inhabitants.
The survey was conducted over a two-month period at the end of 2001. The response
rate to the mailing survey was 46%. Local governments belonging to different size
categories responded to the survey as follows’:

Table 4.7
The Survey Rate of Return
Number Number of Municipalities Percentage
of Inhabitants In Total Responded In Total Responded
5,001-10,000 21 10 57 59
10,001-50,000 11 4 30 24
50,000 and up 5 3 14 18
Total 37 17 100 100

Due to the very low number of municipalities in Estonia, no special weighting
procedure has been applied and the following results are thus presented as simple fre-
quencies counted on a non-weighted data sample.
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2.1 Local Government Housing

The privatization of public housing stock has followed the same centrally defined rules
in all municipalities. That is, local governments have officially had no opportunity to
adopt an independent privatization strategy. Due to the very high pressure for housing
privatization from the tenants’ side, it was extremely difficult for local governments to
leave housing in public ownership and more significantly, they were not motivated to do
so (it was in their interest to cut expenditure on housing as much as possible). In reality,
the reasons for not privatizing a dwelling were more likely related to the lack of financial
resources (privatization vouchers, etc.) for some households or the lack of awareness
of their rights and less likely to be related to the low standard of housing. In towns in
northeastern Estonia, a bigger number of apartments remained in public ownership
because of the high rate of emigration (this is a region where the non-Estonian—mostly
the Russian-speaking population—is highly concentrated). Due to these reasons, there
were minor differences in the extent of privatization between municipalities (Figure
4.2). In most cases (particularly in Tallinn), it was economically extremely beneficial for
tenants to privatize due to the (future) market prices. The major motivations to privatize
were, however, a fear of losing one’s home and the possibility of using privatization
checks (£VPs) which were issued in proportion to years of employment.

Figure 4.2
The Share of Municipal Housing Stock in 1995 and 2001

% of Total Housing
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SOURCE: Statistical Office of Estonia.
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According to the data from the Statistical Office of Estonia, the share of municipal
housing accounted for 4.6% of the total housing stock (public sector housing in total
5.2%) in Estonia in 2001. City governments in northeastern Estonia own a bigger share of
housing stock than do cities in the rest of the country. For instance, in Kohtla-Jarve (47,100
inhabitants) the local government’s housing accounts for 14%, and in Kivioli (7,300
inhabitants) no less than 24%, of the total housing stock. But even before privatization,
public housing stock constituted a larger proportion of housing in this region.?

According to the results from LGHS, the major share of local government-owned
dwellings is located in 1—4-story apartment houses (63%). A total of 19% are located
in 5— or more story apartment houses and 18% in detached or semi-detached houses.
The fact that the share of detached houses is just as large is due to smaller municipalities,
where the number of municipal dwellings is low, but where they are more often located
in detached houses. The average size of a local government dwelling is 35.3 m? and
the average dwelling has 1.7 rooms (i.e. average in municipalities with over 5,000
inhabitants) (LGHS). According to the data from the Statistical Office of Estonia, the
average municipal dwelling has 39.2 m® living space. The municipal dwellings are less
spacious than privately owned dwellings (average floor area 54.8 m?) [Statistical Office
of Estonia]. In terms of housing quality, a distinction can be made between dwellings
with all the basic facilities (including running hot and cold water, shower/bath, sewage
system, water closet and central heating—the flats in housing estates fall into this
category) and dwellings with only some of the amenities or without amenities at all.
The first category usually comprises relatively modern housing stock (built after the
1960s) that tends to be of a better standard than the latter quality (in very broad terms).
This distinction, however, is an arbitrary one and in many cases the amenities do not
have a clear connection to housing quality. For instance, housing estates constructed
in the 1960s are often in a very poor state but have all the mentioned amenities. On
the other hand, some apartments in old buildings lack central heating but are still very
highly valued. Local government housing consists almost equally of dwellings with all
the basic amenities (approximately 48%) and of dwellings with only partial amenities
or without any amenities (52%) [LGHS]. Compared to private housing, the municipal
housing stock is of a lower standard. For instance, bath facilities like a shower or tub are
installed in only 57% of the municipal housing stock, compared to 84% in the private
sector and 64% have a central heating system compared to 82% in the private sector.
A total 25% of municipal housing was constructed before 1945 compared to 12% of
private housing [Statistical Office of Estonia]. This indicates that municipal dwellings
are relatively older, lower quality, and less modern.

According to LGHS data, the local government apartments where thorough
renovation/modernization has recently been carried out, or which are newly built,
account for an average 2.6% of local government’s housing (but the median is 0, i.e.
over half of municipalities do not have such housing at all).
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Presented indicators show the first signs that public housing is becoming residualized.
This is mainly because the better housing units have been privatized and municipalities
cannot generally afford to construct new housing or modernize the existing stock. Due to
the fact that lower social status groups usually occupy municipal housing, it has become
problematic to maintain even the present housing standard. Public housing stock is
becoming physically and socially marginalized. A suggested option would be to privatize
the existing residual (the lowest) quality public housing because it is to expensive to
upgrade and inefficient to manage. Instead of concentrating on public housing units
in certain neighborhoods, a better option would be to disperse them over the territory
of the municipality (or have just very limited clusters of social housing blocks) to avoid
social segregation and prevent social exclusion.

2.1.1 Management of Municipal Housing

Until the end of housing privatization, when condominiums had not yet been estab-
lished, housing management was organized by the parties charged with ownership
reform—in most cases, local governments or the State. The former public management
institutions were reorganized into housing management companies, usually owned
by local governments (legal or non-legal bodies). Recently, housing management has
increasingly been handed over to private firms. As a transitional stage, companies may
be ‘half-privatized’—local governments owning shares and, thus, having some control
over their operation. In line with privatizing housing management companies and
transferring management duties to them, another current tendency is to transfer housing
management obligations to condominiums (in buildings where these were established).
Condominiums can employ people in different positions like cleaners, accountants,
electricians, etc., or contract housing management firms for certain services. In the
case of smaller apartment houses where the establishment of a condominium is not a
necessary or efficient solution, management issues center on a contract agreed upon by
the dwelling owners, with an individual selected by dwelling owners to serve as housing
services contractor.

In the case of municipal housing, housing stock is usually managed by public hous-
ing management companies or by private (semi-private) management companies. If
there are municipal dwellings in buildings where condominiums are established, a local
government appointee represents the municipal-owned dwelling in a condominium
and has the same rights and obligations as the other apartment owners. According to
LGHS, in 88% of the municipalities, local government-owned housing is managed
by municipal management companies, while in 38% of the municipalities, private
management companies do the job. Within one municipality, several management
models can be applied. In the largest towns, the management of the housing stock has

209



HOUSING POLICY: AN END OR A NEW BEGINNING? -+ PART II

more often been given over to private management companies, whereas in small- and
medium-sized municipalities the management occurs usually through local government
management companies. In some towns, like Tartu, the management company is still
based completely on city government capital, but the aim is to transfer the shares to
private investors and convert the company to a private management company.

Fair competition between private management companies has not yet developed
and the mechanisms of controlling newly formed companies are not yet functional. The
most efficient management is provided by non-profit housing cooperatives and condo-
miniums; residents (who are also managers) have a sense of community and capacity
for close supervision of social aspects. From the point of view of the tenants, it does
not make much difference whether the manager is a public or a private, profit-centered
company. From the local governments’ point of view, the strategy of privatizing manage-
ment companies and the increase in competition between management companies has
resulted in better management of the housing stock. However, local governments need
to have control over the level of maintenance costs. Local government representatives
have argued that large-scale management companies work and maintain housing stock
more efficiently than small companies. They maintain housing better, whereas small
companies deal mostly with ‘emergency’ repairs.

2.1.2 Municipal Housing Expenditures

The average monthly expenditures of local governments on municipal housing stock
management/maintenance/renovation was EEK 4.9 (USD 0.31) per m* in 2000, but
the figure varies considerably between regions. According to data from the Statistical
Office of Estonia, in Tallinn and its region (Harju county) the expenditure is the high-
est at EEK 8.0 (USD 0.51) per m?. In other counties, the level remains below 5 EEK
(USD 0.32) m* According to the Statistical Office of Estonia, public expenditures on
municipal housing in 1999 were structured as follows: maintenance formed 46% of total
expenditures, repairs 23%, administration 16%, recycling 6%, land tax 3% and other
costs 7%. The expenditure on housing repair and mainly renovation (that is completely
missing in the structure) should increase considerably to ensure the improvement of
housing stock and the present standard of housing,.

2.1.3 Municipal Housing Income (Rents)
In practice, 50% of municipalities used their right to introduce their own system of

rent regulation, whereas the others have abolished such a system. The average rent in
municipal housing does not depend on whether or not the municipality still applies
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rent regulation or not, for even in municipalities where there is no regulation, the level
of rent has not risen considerably. Tenants in public housing are usually low-income
and not able to pay higher rents. Rent regulation is especially relevant for keeping “old”
leases in restituted dwellings to prevent massive rent arrears and the eviction of tenants
by private landlords. In 2000, about 50% of the owners of restituted housing in Tartu
stated that they had the ‘old’ leases in force at a regulated rent (survey data) and the
other 50% had new leases with a rent negotiated freely between tenant and owner.

According to LGHS, the monthly average rent in municipal dwellings was EEK
4.2 (USD 0.25) per m? in 2001, while in 1993 the rent was on average EEK 1.1 (USD
0.08) per m”. Regionally, the highest rents were in Harju county in 2000, i.c. in the
Tallinn region at EEK 5.7 (USD 0.37) per m* and the lowest rents in Polva and Véru
counties in South-Estoniaat EEK 1.9 (USD 0.12) and 1.8 (USD 0.11) per m? respec-
tively (Statistical Office of Estonia).

The rental prices are too low in most municipalities to cover the necessary main-
tenance and renovation costs of housing. On average, in 73% of the municipalities,
the current rental income does not cover the costs necessary for housing maintenance
[LGHS]. It is, therefore, often subsidized by local governments themselves (with the
exception of renovated dwellings where much higher rents are usually introduced).
However, rents cannot be raised because of tenants’ inability to cope with rising hous-
ing expenses. As the data on the expenditure of municipal housing indicates, several
municipalities spend more on municipal housing than is covered by rent. In Véru
county, for instance, the average rentin 2000 was EEK 1.8 (USD 0.11) per m?, whereas
expenditure is EEK 3.0 (USD 0.19) per m? It is estimated by representatives of the
local governments that the rent level should be raised to around EEK 11 (USD 0.71)
per m” in order to cover the necessary regular maintenance costs [LGHS].

Rent prices are differentiated within a municipality according to:

«  Physical condition of dwellings, i.e. whether it is renovated or not (77% of

municipalities);

+  Costs of housing services like heating, garbage collection, etc. (62%);

. Location and land rent (31%) [LGHS].

As the current rent level in most of the municipalities is lower than so called ‘cost rent’(i.e.

it does not cover the needed expenditure on housing) the following strategies are used:

+  Postponing housing renovation (enables the setting of lower rents than cost-
rent). In municipalities, where rents are regulated, the renovation of municipal
housing and of some restituted houses is usually postponed;

«  Financing renovation costs from local government budgets. This strategy is used
by the relatively wealthy municipalities, such as Tallinn and, to a lesser extent,
also by Tartu and other cities;

«  Application of rental costs in renovated municipal dwellings.
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The private rental sectorin Estonia that could be directly compared to the ‘for profit’
rental sector in Western Europe, is small in size. It consists of individual privatized
dwellings that are rented out by private individuals, or dwellings in rental apartment
houses restituted to former owners (the construction of new privately-owned rental
apartments is economically unattractive). The ‘for profit’ rental sector is more developed
in economically rapidly developing cities like Tallinn, Tartu and Parnu. The rent level in
this sector is determined mainly by the location and amenities of the flat; it often differs
significantly from rental prices for the same dwellings in municipal ownership.’

Although the Housing Act declares that housing rent should include costs for
housing maintenance and renovation, housing services, administration and may include
up to 10% owner-profit, in reality many municipalities, as well as owners in restituted
housing, subsidize the rent. Most municipalities are unable to carry out the repairs
necessary to retain even the current standard of living (it is problematic even to cover
only maintenance costs and costs on ‘emergency repair’). Therefore, the physical quality
of municipal dwellings is deteriorating rapidly. The management of local government
housing in most of the municipalities is still inefficient. The largest municipalities have
raised the rent in their dwellings closer to the market level, but, even there, the level should
still be raised at least by an additional one-third. Modernization or thorough renovation
cannot be carried out in municipal housing without additional public subsidies.

Moreover, raising rents in municipal and social housing increases the dependency
of tenants on social welfare. As long as the social benefit system does not function
effectively, there will be a rise in rent arrears, for tenants in municipal housing belong
mostly to lower socio-economic status groups. The question of whether to subsidize
rent or to pay more and higher social subsistence benefits, is not so relevant in Estonia
(in terms of economic efficiency) because the municipal housing stock is very small in
size. However, if regulated rents are still to be applied (on a lower than cost-rent level),
private owners must be subsidized by public authorities.

2.1.4 Rent Arrears

In line with rising rent levels and housing costs, rent arrears in public dwellings have
risen since 1990. A few tenants have been evicted. The average sum of rent arrears as a
percentage of the gross rent roll was 12% in 2000 (LGHS). There are different reasons
why people fall into rent arrears. In some cases, tenants do not pay rent because they
have no other option, but a large share of tenants are ‘principal non-payers’ as they
actually do have the capacity to pay (from social benefits or other sources). Therefore,
rent arrears are not only caused by rising rent levels and the economic difficulties of
tenants, but also by traditions from the previous regime. They also existed throughout
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the Soviet period, when rent levels were highly subsidized. Back then, arrears were for-
given regularly in the case of some groups and, in fact, many households did not pay
rent for several decades. An average period of rent arrears in municipal housing stock

is about 1.5 months.

Box 4.2

Successful Tools Applied by Local Governments to Decrease the Rent Arrears

Tartu town government has successfully reduced rent arrears by systematically contacting
and negotiating with tenants who are in arrears. Short- or long-term payment schedules
have been set up to provide more realistic opportunities ro pay back the debis for renants
with economic problems. Also, more people were employed as negotiators in disputes with
tenants. As a result, rent arrears have been reduced.

Another tool used by the Tartu town government was setting up a grace period (e.g. a month)
during which tenants in arrears did not have to pay overdue charges.

SOURCE: Interview data.

Local governments have used various tools to decrease rent arrears (LGHS, inter-

view data):

Taking cases to court (41% of municipalities use this option);

Limitation of housing services, repairs are not carried out in a dwelling or build-
ing where there are high rent arrears (6%);

Improvement of the quality of municipal dwellings and client services (6%).
This option can improve the situation when tenants do not pay rent because they
are not satisfied with the housing quality and services they get from municipal-
ity and intentionally do not pay rent to force an owner to carry out necessary
housing repairs;

Negotiation with tenants in arrears to set up short- or long-term payment
schedules (6%);

Setting up a grace period (e.g. a month) during which tenants in arrears do not
have to pay the overdue charges (6%);

Selling off dwellings with rent arrears (6%);

Revoking leases or threatening eviction (12%).

The importance of the problem of rent arrears depends on the size of the municipality
and the local government’s budget. The strategy of calling in the debts through judicial

action would not help much unless there were cases where tenants have actually higher
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(illegal) incomes than reported and they have not paid rent intentionally. A relatively
good practice is to give tenants a more realistic chance to pay back their debts by setting
up a long-term payment schedule and waiving the overdue charges to certain groups.
Most rent arrears are short-term, up to three months. The housing economy thus
gives ‘credit’ to those whose household budget is very tight. Arrears increase during
the winter period, when heating costs are high. These are usually paid back during the
summer period.

2.1.5 Vacancies in Municipal Housing Stock

The total share of municipal housing stock in Estonia is very low and insufficient
to satisfy the real need. Therefore, most municipalities do not have problems with
vacant dwellings. However, according to LGHS, the average vacancy rate defined as
the percentage of voids in the total municipal housing stock at the end of 2001 was
9.4%"°. In a way this figure is misleading. Though voids should not include dwellings
unsuitable for living, many municipalities probably counted them this way when
completing the questionnaire (they did not read the instructions carefully). The existing
databases of municipal housing could even contain demolished or partly demolished
dwellings. According to Census 2000, the structure of the occupancy of total housing
stock was as follows: 86% occupied; 5% reserved for temporary or seasonal use; 6%
vacant and 3% unknown (in this case, however, a different definition of vacancy has
been applied). The structure in municipal housing was as follows: 82% occupied; 3%
reserved for temporary or seasonal use; 13% vacant and 2% unknown. The average rent
loss through voids, defined as a percentage of gross rent roll in 2000, was 3.5%. The
options municipalities have used to reduce the vacancy problem are [LGHS]:

«  DPrivatization of housing (e.g. in the form of auctions) (12% of municipalities

use this option);
+  Improvement of housing quality and housing services (6%);
+  Ensuring accessibility to dwellings (6%).

Vacant dwellings are especially a problem in regions where the housing market is
passive (such as the towns in northeastern Estonia). In this case, it is also difficult to
privatize municipal flats. Many families who privatized municipal dwellings in these
areas are now ‘trapped’ in their property—if they want to move they cannot sell, as
there is no market for the apartments. In more active markets, it would be beneficial to
privatize dwellings of relatively low quality and high expenditure. If vacancies exist and
there is no demand for municipal housing, yet there is pressure for owner-occupancy,
privatization of hard-to-manage housing stock is a good option.
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2.1.6  Allocation of Municipal Housing Stock

The tenants of municipal housing are, to a large extent, the ‘old’ public tenants who
for various reasons did not privatize their apartments. Although the legislation gives
quite a special definition to ‘social” housing, in reality the difference between municipal
and social housing is very vague. All municipal housing stock is targeted to the most
disadvantaged social groups, i.e. the whole stock is more or less a social housing (those
households that did not privatize their housing tend to belong to same lower income
groups). According to the percentage of municipalities where these criterion for housing
allocation are utilized, the preferred groups in the municipal/social housing allocation
are as follows [LGHS]:
+  Households who have lost their dwelling as a result of an accident (fire, etc.)
or some other catastrophe or through demolition (94%);
+ Tenants in restituted housing (75%);
«  Multi-child families (75%);
Households who have been evicted from privately owned dwellings because
of rent arrears and who are not capable of finding other accomodations by
themselves (69%);
«  Low-income families (69%);
Civil servants (63%);
Other groups (19%).

In 23% of the municipalities, several kinds of allocation systems for municipal hous-
ing are in use. 56% of the municipalities have a waiting list for municipal housing. For
instance, in the municipality of Tartu, there were 150 persons on a waiting list at the
beginning of 2002 (interview data). In Tallinn, about 4,300 people were on the waiting
list for a municipal dwelling (mostly tenants in restituted housing) and 600 for a social
dwelling (daily newspaper ‘Postimees’). The length of the waiting period depends on a
household’s situation. If a household has lost its home in an accident, they will usually
be provided with a dwelling immediately, if necessary. For other groups, the waiting
period varies to a large extent in different municipalities (up to several years) if they
qualify at all for a municipal dwelling (this is decided by the local council) or if it is
possible at all to provide municipal housing.

Due to the high rate of privatization, the current local government housing alloca-
tion criteria and the low reputation enjoyed by municipal housing, tenure has become
biased towards lower socio-economic status groups (Table 4.8) [Statistical Office of
Estonia]. Higher income groups usually do not occupy municipal housing. This can be
an exception when higher income tenants in restituted housing are allocated to munici-
pal housing. Then they usually occupy renovated municipal flats where the rent level is
higher than for the average municipal flat. The structure of owner-occupants and tenants
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in the public rental sector differs on the basis of household structure. Whereas larger
households (couples with or without children, two- and three-generation households)
tend more to occupy housing that they own, one-person households (especially working-
age individuals) and single-parent households are disproportionately prevalent in rental
housing. From the groups listed, one-person households are, to a small extent, more
prevalent in public housing than the other groups [Statistical Office of Estonia].

Iable 4.8
Tenure Types by Income Quintiles in Estonia [in % from Total of Households]
Income Quintile
I (Lowest) 1} 1] v V (Highest)
Owner-occupied 77,6 83,5 85,5 83,3 84,3
Public rental 6,5 59 4,5 3,7 3,0
Private rental 10,3 7,5 7,3 9,5 8,8
Other* 4,8 2,7 3,4 3,3
Total [%)] 100 100 100 100 100

*  ...—means that the share is negligible (statistically insignificant).

Source:  Living Conditions Study in Estonia in 1999 (2000: 112).

The current municipal housing allocation system is often not efficient. Not all
those who need municipal housing have access to it and, through allocation to some
groups, relatively wealthy households are subsidized. Many low-income families live
in cottages designated for seasonal occupation that lack even a proper heating system.
In Tartu, the homeless population is approximately 300-500; for Tallinn the number
is not known. These people have access neither to private nor to public rental housing.
Many higher income households who lived in restituted housing have been assigned
municipal housing, though they did not need to occupy public housing (where rents are
considerably lower than in private rental market) for economic reasons. With the cur-
rent legislation it is difficult to terminate leases of municipal housing once the housing
has been allocated to a household. For instance, the incomes of current tenants could
rise to the point that they no longer qualify for social housing, yet, at the same time,
households remain on the waiting list, in need of a municipal rental flat. In general,
however, current allocation principles favor social segmentation in the public housing,
i.e. the concentration of lower social status groups. Public housing stock is often con-
centrated in the run-down housing districts of wooden tenement housing (especially
cheaper non-renovated flats).
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2.2 Compensation for Housing Costs Through Subsistence Benefit

The purpose of legislative change in the principles of compensating housing costs
was to make the system more efficient and cut governmental expenses on housing.
The proportion of the compensation of housing costs from the total amount of social
benefits paid from the state budget has diminished more than three times during the
last six years. Of the total sum of social benefit public expenditures (including welfare,
subsistence and housing allowances), 79.4% was spent on housing allowances in 1994
(EEK 232.8 million, USD 16.8 million) whereas in 2001 only 20.1% was spent for
the same purpose (EEK 71.4 million, USD 4.2 million).

In 2001, a total 0f 70,417 households received subsistence benefits, which accounts
for 12% of the total number of households (statistics for households that receive ben-
efits are available only from 2001 and, thus, it is not possible to compare the data with
previous years). The average benefit paid per application increased from EEK 491 (USD
39.5) in 1997 to EEK 797 (USD 47.4) in 2001.

Households with children make up the largest proportion of the recipients of
subsistence benefits (in 2000, they accounted for 46% of recipients). As is apparent from
Table A4.2 in the Appendix, the most frequent recipients of subsistence benefits are
households with a member who is unemployed for an extended period or unemployed
and looking for a job. The payment of subsistence benefit is not directly related to the
number of children in a household. Families with one child need state assistance even
more than others, as many of those families have only one parent or a family member
unemployed. Applications from families with unemployed family members accounted
for approximately half of all the approved applications from families with children.

Today’s system of subsistence benefits falls short of the ideal and is dysfunctional.
It does not support households to a sufficient degree in paying for their housing costs.
For instance, in 2000, 2.5 times less was spent on the compensation of housing costs
from the total sum of benefits than in 1996 (when the support was paid in housing
allowances). The amount of benefits that cover housing expenses should be raised in
order to serve its purposes and ensure its effectiveness. The overall level of subsistence
benefits should, thus, be raised. The distribution of subsistence benefits should also be
modified as many households that need the compensation are not eligible for it. At
the same time, benefits are distributed to households that do not in fact need them.
The benefit should be directed to all tenures and it should allow people to pay rent in
the private rental market as well. Today, many tenants in private rental sector do not
have an official tenancy agreement and have no way of receiving subsistence benefits
(many owners are not interested in official contracts because they want to avoid taxes).
According to Kuddo (2001), about 63% of subsistence benefits are paid to ‘non-poor’
households, i.e. the benefit system does not fulfill its objective (of supporting low income
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households in compensating costs on the housing, food, etc. primary necessities). This
is because many households do not report their real incomes and local governments
have no right to refuse payment if necessary documentation is provided by an appli-
cant. Local governments should have greater freedom to decide over the recipients of
subsistence benefits.

2.3 Local Housing Policy Strategies and Objectives

Local governments are obliged to establish long-term development strategies and short-
term development plans that specify the aims and programs of the development of
municipalities. Besides a general development strategy or development plan, each local
government can also establish policy plans for special areas. Most of the municipali-
ties do not yet have their own housing development plans or strategies in the form of
independent documents. Only the municipalities of Tallinn, Tartu, and Pirnu have ap-
proved such plans. A few housing-related objectives are, however, stated in the general
development plans or strategies of many municipalities. Of the larger local governments
(municipalities with more than 5,000 inhabitants), 41% stated that their municipality
has approved a housing policy strategy, but only half of them admit that the housing
policy objectives are clearly defined in it (LGHS). Housing policy is an area in local
government that is not considered a priority. Housing problems have become a ‘burden’
for local governments and the main goal is to transfer housing-related responsibilities
to the private sector. Housing policy objectives, which half of the larger municipalities
have declared in their housing policy strategy, can be divided into three groups (Internet
pages of local governments):

1) o establish an efficiently functioning social/municipal housing stock;

2) To support/encourage construction of new private housing through the planning

process and the development of infrastructure;
3) 'To assist the establishment and management of condominiums in multi-apart-
ment houses.

The results of the LGHS show that the most quoted housing policy objective is the
establishment and support for management and renovation of condominiums (65%).
The second most frequent goal was the support for new private housing construction
(through planning, infrastructure building, etc.) (41%). However, if we take into con-
sideration only the first most important goal stated in LGHS (objectives should have
been ranked according to their importance) the most frequent goal evaluated as the
most important one was, surpassingly, housing privatization (even though privatization
is almost finished).
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Box 4.3
The Goals of Local Government Housing Policies Stated in Local Governments’
Development Plans (Available via Internet) at the End of 2001
(Listed in Decreasing Order of Importance)

« Increasing the social and municipal dwelling stock, the renovation of the present
municipal housing fund and the modification of allocation principles

o Planning and preparation of plots for construction of new private housing, initiation
of said construction in cooperation with private firms

o Establishment of condominiums, support of their management and renovation
projects

* Renovation of housing stock, the system of financial opportunities (including preparation
of standard renovation solutions for buildings by the State and local governments)

o Improvement of loan opportunities in the housing market for housing purchase and
construction

* Privatization of low-quality dwellings in municipal ownership

As to the financial resources for the implementation of these goals, municipalities
plan to use resources from their own budget and the state budget, as well as from vari-
ous private and public funds.

The established goals of housing development are usually couched in a very abstract
and general way, while clear programs and financial resources for their implementation
are not specified. In the LGHS, local government representatives had to choose the
objectives which corresponded best to their government’s activities (from the list pro-
vided) according to the respondents’ own evaluation and not depending on whether or
not the municipality had approved the housing policy goals. The following goals were
mentioned among the three main housing policy objectives (the objectives are listed in
decreasing rank of importance):

+  Solution/mitigation of housing problems of people with special needs (disabled

people, etc.) (60% of the municipalities);

+  Provision of dwellings for the homeless (50%);

+  Solution/mitigation of housing problems of elderly people (41%);

«  Improvement of housing accessibility to low and average income people (35%);

+  Improvement of housing conditions (including energy efficiency) (35%);

+  Promotion of owner-occupancy and/or construction of private housing (24%);

+  Promotion of tenant participation in municipal housing management (12%);

+  Prevention of social segregation (6%);

«  Promotion of tenant mobility (in the public as well as in the private sector) (6%).
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This shows that the housing policies of the local governments are mostly concerned
with solving the problems of special marginal groups in society (such as the disabled
and homeless) and economically disadvantaged groups (the elderly and unemployed).
Some governments were also concerned with construction and improvements in existing
housing stock. Just a few local governments mentioned the last objectives on the list.

2.3.1 Development of Municipal Housing Stock

After 1994, construction of new municipal housing halted. Only a few blocks of flats
(which were in municipal ownership and not privatized) have been renovated and
converted to ‘social housing’ in Tallinn. However, a new housing policy strategy ap-
proved by the Tallin municipality means the restoration of new municipal housing
construction (Box 4.4).

Box 4.4
Municipal Housing Program in the Municipality of Tallinn

The municipality of Tallinn is planning to extend the municipal housing stock by 5,000
apartments (including 2,000 newly constructed dwellings) in Tallinn between 2002-2007.
The primary goal of the program is to solve the problems of tenants in restituted housing
by 2008. The total cost of the newly constructed dwellings will be EEK 1.2 billion (USD
67.8 million). In the financial blueprint, 75% is to be covered by the local government’s
budger and 25% from the state budget. In addition to the 2,000 newly constructed dwell-
ings (400 dwellings will be built every year), the municipality will renovate the existing
municipal flats. A total of 1,700 households will be allocated to vacant existing municipal
Slats (inherited or donated to the municipality) or move to the flats rented in the private
sector by the local government. In addition, 500 households will receive a stipend from the
municipality to solve, it is hoped, their housing problem by themselves.

According to the preliminary plans, the average size of the new flats will be 50 m’ with a
rent of EEK 20 (USD 1.19) per m? plus costs of utilities around EEK 30 (USD 1.78) per
m’ (i.e. for 1-room apartments, tenants will have to pay approximately EEK 1,200 (USD
71.3) per month).

Ténants from restituted housing will have the right to privatize these apartments after five
years. The privatization opportunity will not be given at once to prevent profiteering with
dwellings (which can be sold on the market). It is hoped that providing these new munici-
pal dwellings will reduce the housing deficit in the capital and slow down further housing
price and rent increases. According to prognoses, the private sector will build about 3,000
dwellings by 2008 (600 dwellings per year). A share of them will be developed within the
public-private partnership programs.

Daily newspaper Postimees’ www.postimees.ee
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The modification of the structure of local government housing involves the conver-
sion of as many housing units as possible into ‘social housing’ and the privatization of
low-quality municipal apartments in buildings in which most of the apartments have
already been privatized. Local government representatives argue that this strategy helps
to raise the efficiency of municipal housing management (it is rather difficult to manage
social dwellings that are located in different buildings all over the municipal territory).
This development should be monitored carefully, as the concentration of social housing
will raise many problems as well.

The principles of allocating social and municipal housing are being modified and
elaborated, with particular attention being paid to the problems of tenants in restituted
housing. These tenants form a priority group in the housing policy strategies of many
municipalities (they have preference in the allocation of municipal housing imposed
on local governments by the central legislation). Some municipalities have cooperated
with the third sector (non-profit sector) to accommodate people with special needs.
Local governments mentioned this as a successful strategy (Box 4.5).

Box 4.5
Good Practice to Accommodate People with Special Needs

In the Tartu municipality, the project ‘Our home,” a housing service for the mentally disabled,
is carried into practice by the non-profit organization Iseseisev elu’ (‘Independent life)). It
is a so-called group accommodation where three mentally disabled people share a 4-room
flat belonging to the State, the municipality or the non-profit organization. The non-profit
organization supports them with services (they are taught how to live independently, cope
with living expenses, etc.). Likewise, similar projects are being carried out on the initiative

of the Ministry of Social Affairs in other municipalities.

Another example is homes for young people. This is a half-institutionalized social service
where children from orphanages and boarding schools adapt to living independently (they
are taught how to cope with housing and other living expenses, how to look for a job, etc.).
In Tartu these homes are managed by a local government; in Pirnu and Tallinn by non-
profit organizations.

SOURCE: Interview data.

Social and municipal housing programs are directed towards special social groups
and the most disadvantaged individuals (tenants in restituted housing, the lowest income
groups, the disabled, etc.). In the Tartu municipality, it has been claimed that a sufficient
social housing stock for the city should comprise about 600 dwellings, which would
mean that there is a need for a maximum of only 100 additional social dwellings (inter-
view data). Local government representatives argue that the management costs would
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be lower if social dwellings were concentrated in single-purpose buildings. However,
though this strategy may seem like the economically efficient option in the short term,
it may not be efficient in the long run. If low-income groups are concentrated in one
building, there is a higher probability that rent arrears will arise and it will be impos-
sible to carry out maintenance work. The process can also result in unexpected social
consequences. If socio-economically disadvantaged groups are physically concentrated,
a neighborhood will become more stigmatized, the groups will be more frequently in
contact with each other, having fewer possibilities for contact with people outside their
own social group. This would have a negative impact on their chances in the labor
market (as individual contacts occur increasingly with people from their own status
groups) and they would become more separated from the ‘mainstream’ of society and,
therefore, socially excluded. It would be much harder to remedy the consequences than
to prevent this phenomenon from spreading.

The strategy of selling municipal flats to low-income people cannot be deemed an
economically good option. Low-income households that purchase apartments are not
economically capable of renovating their housing (privatized apartments are usually of
relatively low quality). A better strategy would be to privatize them to better-off groups
who would be more likely to make investments. The privatization of dwellings to ten-
ants from restituted housing is not always an efficient process either. These tenants are
often taken advantage of offers made from private real estate agents; after privatization
the dwelling is resold at a profit.

Box 4.6 summarizes the positive and negative impacts of social/municipal hous-
ing development. Based on the experiences of Western countries with industrialized
economies and the negative consequences that have become evident, current liberal
developments and the marginalization of social housing stock cannot be entirely justi-
fied. The management of municipal dwellings could partly be transferred to non-profit
organizations. Also, the possibilities to transfer the ownership rights to, and pursue
the new rental housing construction by, non-profit organizations could be considered
an appropriate and efficient alternative to municipal housing. The development of a
private rental housing sector with reasonable rents could be better encouraged by local
governments (through grants, subsidies, tax policies and other instruments). The es-
tablishment of a solid rental housing stock that would provide an accessible alternative
to owner-occupancy should become a priority in the field of housing policy for local
governments.
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Box 4.6

Positive and Negative Impacts of Social/Municipal Housing Development

Positive Impacts

« Helps to keep the local governments’ expenditure low (at least in the short run)

« Encourages owner-occupancy and individual responsibilities for the housing stock and
also boosts private investments in housing sector

« The modification (vestructuring) of the social housing stock through new construction
or reconstruction/modernization will have positive effects on housing management: the
costs will be lower as the new and also modernized apartments will be more energy-
efficient, smaller, etc. (thus, the regular housing costs and costs on renovation will be
lower)

Negative Impacts

The concentration of low-income groups in one building will raise the risk of rent ar-
rears, it will become more difficult to carry out renovation. Also, the concentration of
low-income people may have a negative impact on the neighborhood (the reputation
and quality of the neighborhood), on socio-spatial segregation and the neighborhood
may affect negatively the life chances for these social groups who live there

As the marginalized public housing sector encourages owner-occupancy, the private
sector consists of owners from various socio-economic backgrounds. They vary in an
ability and willingness to invest in renovation and modernization of their housing. A
share of housing owners to whom the property was restituted (many of them got several
properties back in different towns), have no clear vision what to do with it

In the case of large investors in the private sector (companies, large-scale property
owners), capital will be accumulated. There is no guarantee that the profits will be
reinvested in the housing sector or that capital gains will be used for housing develop-
ment purposes

Through allocating tenants in restituted housing to new or existing municipal dwellings,
local governments ‘subsidize’ this group. As the group of tenants in restituted housing
consists of people with various incomes (thus also wealthy households), governmental
policy cannot always be considered economically effective (the same applies to providing
Javorable loans for housing purchase).

2.3.2 Support for New Private Housing Construction

1o encourage the construction of new housing, local governments have implemented,
and/or proposed, various programs.

The project ‘Home for Young Families was a widely publicized housing program
organized by the State and some local governments several years ago. The initial plan
of the project was to choose a few rural areas in peripheral regions and privatize them
on favorable conditions to young families. It was expected that young families would
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move to these areas and start re-energizing local economic life. In fact, this project was
never put into practice. In some cases, the land was privatized to young families (e.g.
the cost of one plot was EEK 28,000 (USD 1,664.7) of which EEK 25,000 (USD
1,486.3) was supported by the State.

Some local governments have planned, or already implemented, private-public
partnership projects that aim to increase new housing construction and improve ac-
cess to new housing. Local governments establish detailed plans for selected areas and
build technical infrastructure, free of charge, to reduce property prices and to encourage
construction of private detached houses (Box 4.7).

Box 4.7
Good Practice of Public—Private Partnership Encouraging
the New Housing Construction and Improving Access to New Housing

The municipality of Tallinn has generated public-private partnership projects to reduce
the scarcity of living space in the city. First, the city government announced a tender for
the right to build on a given construction plot. The private company that offers the best
balance between construction price and quality and a good local district plan, is selected ro
realize the project. From its budget, the municipality covers the costs of the land, zoning and
infrastructure to keep the property price lower than the market price. The private company
is obliged to sell the dwellings at a price not exceeding the level stated in the terms agreed
upon by the parties. While the market price for newly constructed detached houses is ap-
proximately EEK 10,000 (USD 594.5) per n?’, the price will remain approximately EEK
7,000 (USD 416.2) with municipal involvement. Other selling conditions are decided by
the private developer, such as the amount of the first installment payment, etc. The private
company carries the risks. In the future, preference in purchasing the dwellings will likely
be given to tenants in restituted housing and families with several children.

SOURCE: Interview data.

The public-private partnership in new housing construction has been a good practice
as it helps to raise the level of new housing construction to a fair extent and improves
the access to new housing, creating more choices for households (especially for young
families). The projects are effective if they involve only small housing quarters located
close to other residential districts. The problem is that the new settlements will be
homogenous in terms of the residential structure (consisting of wealthy young and mid-
dle-aged couples or families) resulting in socio-spatial differentiation (households are in
the same life cycle and have particular needs for services that will change over time, e.g.
the need for schools, kindergartens, etc.) Though this improves access to new housing
for young families, other advantages should be directed towards them as well, e.g. for
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the purchase of existing apartments. Only a small group of well-off young families can
afford to construct their own detached house (even if the construction price is reduced
due to the public-private partnership) and most young households have difficulties in
access to housing. To compensate for the polarization between new residential areas in
the suburbs and the cores of cities, initiatives should also be directed toward renovating
the existing housing stock.

2.3.3 Initiatives to Condominiums and Housing Renovation

To encourage the establishment of condominiums and to support their management
and renovation programs, some local governments have applied, or are planning to
apply, the following measures (LGHS, interview data):

+  Providing financial support for the establishment of condominiums (up to
EEK 2,000 (USD 113) per association). For instance, in Tallinn, a project was
launched in 2001 by the local government aiming to support the creation of
condominiums financially and to motivate them to assume administration and
management obligations. A stipend to this end is payable on a one-time basis

(Box 4.8);

Box 4.8
Good Practice for Supporting the Establishment
and Better Management of Condominiums

The municipal government of Tallinn has supported the establishment of condominiums
Sfinancially. 1o ensure the better management of housing stock, the local government has
supported condominiums with the following financial transfers (subsidies):

1. Establishing condominiums—EEK 2,000 (USD 113)

2. Taking over the administration and management responsibilitie—EEK 3,000
(USD 169.5)

3. Participation in a training course—in the amount of EEK 2,000 (USD 113) per

condominium

The training courses are given by the Estonian Union of Cooperative Housing Associations
and the Association of Estonian Facilities Administrators and Maintainers.

This support mechanism has had good results and has been widely used by condominiums.
The city government controls the disbursement of the financial assistance.

SOURCE: Interview data.
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Providing financial support for the participation of condominiums in special
training programs;

Providing direct financial support or loans (or mediating loans) for moderniza-
tion and sustainability projects in housing estates—e.g. for the installation of
automatic heating stations (Box 4.9);

Box 4.9
Good Practice for the Modernization of Heating Systems
in High-rise Housing Estates

In 1992, the central government and the European Reconstruction and Development Bank
(EBRD) launched a project for capital investments in housing energy consumption. The
loan was given for the replacement of defunct heating systems. The loan was distributed to
municipalities. The municipality of Tallinn borrowed DEM 5 million for the reconstruction
of heating stations. The loan is to be repaid between 1996-2003.

A similar, USD 5 million loan was taken from the International Reconstruction and
Development Bank (IBRD) by the central government. The municipal enterprise Tallinna
Soojus Ltd, which is responsible for producing heating energy in Tallinn, was selected by
the municipality of Tallinn to implement the modernization project. This loan is to be paid
back berween 2000-2009. The municipal government contracted district governments in
Haabersti and Mustamiie to purchase and install heating stations and various companies
were contracted to perform modernization. The finances for loan repayment come from an
additional charge added to heating energy costs. Additional costs are calculated from the
amount of investments that are made in different buildings (calculated by district govern-
ments).

If the buildings or dwellings were in municipal ownership, the municipality had to pay the
modernization costs from the tenants’ rent; if the dwellings were privatized, apartment-
owners paid the costs as surcharges to regular maintenance costs. According to the contract
between Tallinn city government and Tallinna Soojus Ltd, the municipality had to cover
the modernization costs with EEK 10.5 million (USD 593,495.3) from the municipal
budget during 1994—1996.

SOURCE:
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National and local government legislative acts, contract between Tallinn city government and
Tallinna Soojus Ltd.

Initiating campaigns which are aimed at improving the quality of the private
housing stock: in Tallinn, this kind of project was carried out with the purpose
of initiating large-scale renovation projects in the high-rise housing estates. In
Tartu, the renovation campaign “The City of Good Colors’ was initiated by the
Tartu town government by which the property owners could purchase renovation
materials (paint, in particular) and services and take out loans under favorable
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conditions. The project was carried out in cooperation with the private sector
(Box 4.10). A similar project was also carried out in P4rnu and some other small
towns, but with less success.

Box 4.10
Good Practice of Motivating Households to Renovate the Housing Stock

The Estonian Union of Cooperative Housing Associations, in cooperation with the city

government of Tallinn, has initiated the renovation project in large housing estates with

the purpose of motivating private individuals to carry out large-scale renovation projects

in the housing estates of Tallinn (renovate facades, improve energy sustainability, etc). The

city government supports the program from its budget resources. In cooperation with the

private and public sector and the non-governmental organization, the following activities

will be carried out:

1)  Participating condominiums will be selected (based on their own application)

2)  Physical state of apartment buildings will be assessed by specialists and the results will
be discussed with representatives of the condominiums to set up the work schedule

3)  The best financial and construction arrangements will be found to achieve optimum
conditions for the condominiums

1t is planned that the condominiums will take out loans in the amount of about EEK 50-60
million (USD 2.8-3.4 million). The interest rates will be around 6.6% for 5 years and
7.4% for 10 years (the interest rate is reduced to such a level using various instruments).
The intention is also to exclude the interest rate from loans taken for housing renovation
[from taxable income (which is 269%). The maximum loan amount per m? of living space is
EEK 1,000 (USD 56.5). Extra favorable conditions will be made available to households
that are in economic difficulties for paying back the loan (as the population in the housing
estates consists of many households in economic difficulties). So far, the project is in an initial
stage and a pilot project will be tested in 2002. The results will show whether the project
will be carried out in the future.

SOURCE: Interview data.

The strategies of supporting the establishment of condominiums (by covering the
establishment costs or by helping with the documentation, explaining the establish-
ment and management process in housing estates and other apartment-houses where
condominiums have not yet been formed) and the strategies aimed at supporting the
renovation and modernization activities of condominiums could be considered effective
ones. Also, the activities aimed at supporting other private owners in renovation (those
who live in detached or other small houses where there is no need for an condominium
and in buildings where associations have not been established yet) are important for an
efficient housing development.
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2.3.4 Other Activities of Local Governments

Besides the above-mentioned main objectives and programs of local governments, sev-
eral of them have also initiated or been involved in other housing-related projects. For
instance, the Tartu municipality has applied the following three methods for supporting
tenants in restituted houses:
1) Resettlement support in the amount of EEK 2,000 (USD 113) which is paid
to every tenant, regardless of where or to which tenure they are moving;
2) Favorable housing loans available to these tenants (interest rate is 8%, the sub-
sidization of one fifth of the loan);
3) If the owner of restituted housing agrees to support a new housing purchase for
a tenant with the amount of EEK 40,000 (USD 2,300) the municipality adds
the same amount and the tenant pays the rest. This method is not functioning
as effectively as expected and there has been much profiteering in order to get
the support from the local government. Housing exchange has also been supported
(or proposed) for elderly people seeking smaller dwellings with low regular
expenses.

Supporting the elderly in reallocation is a good option as this group often over-
consumes their housing. For different reasons, however, they may be unable to find
new housing by themselves. Another option proposed by the pensioners of Tartu could
also be considered a good one as long as speculation on property is avoided. Pension-
ers suggested that they could give the ownership rights of their privatized dwelling to
a local government on condition that the local government: 1) Provide them with a
smaller rental flat and guarantee occupancy right for the rest of their lives and; 2) Pay
the difference between the price of the dwelling and the rental price in the form of
monthly additional payments appended to their pension. The local government has
not yet taken a position on this proposal.

Municipalities and administrative district governments have increasingly started to
consider housing development issues in establishing long-term goals for area develop-
ment. For instance, a general plan was established for the Supilinn district in the city of
Tartu that aims to improve the environment in the area. Supilinn is a low-quality pre-
WWII wooden housing area that needs financial investments. The general plan establishes
foundations for the development of the area, by planning public as well as private investments
there and promoting the influx of wealthier demographic groups (Box 4.11).

Attempts are also being made to improve the quality of the Kopli area in the
Northern Tallinn administrative district. It consists partly of pre-WWII housing that
has depreciated greatly and partly of low-quality socialist high-rise housing estates (see
Box 4.12). It could be argued, however, that the approach chosen for the Kopli area
is not the best way to deal with the problem. This strategy does not solve many social
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problems, as the ‘evicted’ groups do not have anywhere else to live. Nor does it en-
courage further private investment in the area. What is suggested instead, is improving
employment opportunities and providing social support to enable problem groups to

remain in their flats. It is important to raise community morale, but a strong police

presence would have a negative impact and raise resistance towards authorities among
the residents. The public sector should encourage new housing construction and raise

the environmental quality in the area.

Box 4.11
Good Practice of Area-based Development in Tartu Municipality

The general plan for the Supilinn area prioritizes the development of new, small-unit
housing in the area’s vacant lots (large lots will be subdivided, if the owner agrees to sell)
and improvements in physical and social infrastructure (roads will be improved by the local
authority, etc.). The development does not foresee municipal investments in housing, only
private capital. 1o conform with the existing architectural environment, only 1-3 story
buildings will be allowed.

The local government will invest in improving existing roads, adding new roads, new bridges,
infrastructure, the renovation of public recreation areas and a new kindergarten.

SOURCE:

www.tartu.ee

Box 4.12

The Development Program Initiated by the North Tallinn District Government

in the Tallinn Municipality to Improve the Quality of Life in the Kopli Area

1o improve the environment in the Kopli area, the local authority (district government)
has started to improve security in eight municipal blocks of flats that have a high crime
rate (24-hour police guard). Only people with special permission are allowed to enter the
buildings. Meanwhile, emergency repairs will be carried out. Leases will be negotiated
with long-term residents and those who have sufficient financial means. Those who cannot
afford to pay rent and communal services, or have a disorderly history, will be reallocated
to special places. Vicant rooms will be renovated and distributed to those on the municipal
housing waiting list. In this way, the district government expects to reduce crime in these
neighborhoods, reduce the number of drug addicts and alcoholics and achieve greater security.
1t is expected that tenants will establish associations and continue housing management by
themselves. The Tallinn municipal government has allocated money for police patrols in the
neighborhood and for the emergency renovation. 1o support the police activities in the area,
the municipality of Tallinn has allocated living space for police in the area. The renovation
program has already begun to be implemented. The problem groups will possibly be assigned
shelter housing adjusted for these purposes.

SOURCE:

Daily newspaper Postimees, www.postimees.ce
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In spite of the established goals, most municipalities are not investing in the housing
sector from their local budgets. In most cases, housing problems are perceived to be the
concern of individual households, not of local governments. The problems arising from
ownership reform should be solved through close cooperation between the State, local
governments, private sector and non-governmental organizations. Today, the central
government is imposing too many responsibilities on local governments, without suf-
ficient involvement in solving any of these problems by itself. The only efficient local
housing fund operates in the Tartu municipality, supporting tenants and owners in
restituted housing through favorable loans (for housing exchange or renovation). The
establishment of efficient housing funds by larger local governments could be a good
strategy for implementing housing policy goals.

3. CONCLUSIONS AND POLICY RECOMMENDATIONS

Housing policy in Estonia has gone through radical reforms since 1991. New housing
policies, influenced by an overall liberal-minded political environment in the country,
have focused on liberalizing the housing market, placing it in the sphere of free mar-
ket relations and limiting the public responsibilities and investments in the housing
sector. The main housing reforms that have taken place in Estonia are summarized in

Figure 4.3.

Figure 4.3
Main Housing Reforms that Have Taken Place in Estonia Since 1989

SOCIALIST SYSTEM
Before transformation

Public rental housing
predominates

Housing market controlled

by public bodies

Public rental housing to all
income groups

Highly subsidized rents
Housing stock mostly managed
by public housing management
companies

Supply-side subsidies

Housing sector highly
subsidized
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LIBERALIST SYSTEM
After transformation

Owner-occupied housing
predominates

Free housing market based on
market dynamics

Public rental housing for the
most disadvantaged groups
Transition to cost-rent
Housing stock increasingly
managed by private housing
management companies and
condominiums
Demand-side subsidies
Noteworthy cuts in public
expenditure on housing
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Today, the main objectives of housing reform have been achieved. Ownership reform
has almost been completed. As a result of the extensive privatization and restitution
process, the share of public sector housing has decreased from 61%, in 1992, to 6%, in
2001. Using the extremely favorable privatization opportunities, over 90% of previous
public tenants have become the owners of their own homes. The statistics show that
about 84% of houscholds live in owner-occupied housing; 10% in the private rental
sector and 6% are public tenants. Compared to other European countries, the propor-
tion of owner-occupied housing is quite high (in the EU, the average tenure structure is
as follows: Owner-occupancy—>56%, private rental—21%, social rental—18%, housing
cooperatives and others—5% [Balchin, 1996]. The rental sector—public as well as pri-
vate—has become marginal. The rent level is relatively low in the rental housing stock,
which is of very low quality and higher rents characterize those housing units that are
of better quality and in better locations.

The public sector has transferred ownership responsibilities to the private sector
and ended direct subsidization of the housing sector. The main policy instruments are
aimed at increasing demand in the housing market. Low-income families are paid the
subsistence benefit to remunerate (entirely or partly) housing costs and the efforts of
special groups (young families, tenants in restituted housing, condominiums, etc.) to
acquire housing in the market or renovate it are supported by national and local govern-
ment policies (through loan guarantees, tax policies, etc.). Minor supply-side policies
include public-private partnership programs; in the capital city, a new municipal housing
construction program is being created.

The aim of the reforms in the sphere of rental housing has been the transition to
the cost-rent system, i.e. the rise in rent prices to a level where it can cover the neces-
sary expenditures on housing. However, many local governments still subsidize rent or
postpone necessary expenditures on housing (a more likely scenario). About half of the
municipalities still regulate the rent level. This applies to restituted housing, where ‘old’
leases are still in force and in the municipal housing (or a part of municipal housing).
Regulated rents set limits on the activities of owners in restituted housing and force them
to subsidize the tenants. This has caused much tension between owners and tenants in
restituted housing (and between owners and local authorities), as owners cannot cancel
existing leases and ‘evict’ tenants unless compelled to by the law.

Management has been transferred from public housing management companies to
private (or semi-private) companies or joint management by residents (usually condo-
miniums). Public bodies have encouraged the establishment of condominiums in larger
multi-apartment houses. Local governments offer financial and non-financial support
for condominiums; for establishing them, supporting the transition of management
responsibilities, offering training courses and supporting renovation. The process of
establishing these condominiums has taken longer than expected. The management in
new condominiums is likely not as efficient as expected by public bodies (the manage-
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ment was more efficient in former housing cooperatives where the dwellings belonged to
cooperatives and not to individuals). In privatized housing, people are mostly focused on
their private property and they do not necessarily prefer to act in the common interest.
A sense of ‘community’ has not often developed in condominiums in high-rise housing
estates. As a result, common spaces such as staircases, exterior, roof, etc., are depreciat-
ing and the future costs for renovation will likely be higher. Other problems faced by
condominiums are caused by the various socio-economic backgrounds of residents and
their inability to take loans for housing renovation purposes (as these condominiums
do not have enough collateral or do not meet other requirements set by banks).

Local government programs are currently increasingly being aimed at supporting
new housing construction, while additional efforts are made to motivate private owners
to renovate the housing stock. Figure 4.4 summarizes the main positive and negative
impacts caused by the housing reforms.

Figure 4.4
Positive and Negative Consequences of the Housing Reforms

POSITIVE

Public expenditure and
responsibilities concerning

housing considerably reduced
Private investments in housing
increased

Quality of housing

management and communal services
improved to some extent
Established condominiums

are effective in many cases
Residents who have become owners
feel more freedom to carry out their
housing strategies

Establishment of social justice
through restitution

Housing choices have expanded for
wealthier households
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NEGATIVE

+  Marginalization of rental sector

+  Residualization of public rental
sector

+  Dolarization in the private rental
sector

+  Spatial segregation

+  Homelessness

+  Regional uneven housing
development

«  Conflicts between tenants and
owners in restituted housing

+ Lack of cooperation between
governmental bodies on
different levels of housing
development

+  Low level of new housing
construction

+  Difficulties in access to housing
and in housing affordability
for many social groups

+  Housing management problems

+  Housing market failures

«  Private sector interested in
profit and non-intervention
of government
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Though the radical reforms have succeeded to cut the governmental expenditure on
housing to a notable degree, the continuation of liberal trends may not be efficient in
economic or social terms. On one hand, due to the liberalization of the housing mar-
ket, the freedom of housing exchange and housing choice has increased for a share of
households. On the other hand, many social groups increasingly meet with difficulties
in access to housing. The development of solely demand-side politics by governments
(such as improving loan conditions for housing purchase) results in higher housing
prices. The existing system of subsistence benefits is not functioning effectively enough
to cover the necessary costs on housing and is leading to the likelihood that low-income
households will occupy substandard living space.

On a national level, the housing strategy—the goals and programs of housing devel-
opment—has been prepared, but not approved by the government. The established goals
are too abstract and the ways of achieving the goals are not sufficiently specified. The
absence of a national strategic housing development document makes it more difficult to
set up housing policy goals and programs at a local level. Only three larger municipali-
ties have approved their housing development plans, while some other municipalities
have established a few housing development goals in the general development plans.
The established goals do not cover all important housing development areas. The main
empbhasis is on supporting owner-occupancy and private housing construction, housing
management and renovation by private owners and raising the efficiency of municipal
housing stock. The aim is not to considerably extend the public rental housing stock.
More successful strategies are the encouragement of owner-occupancy, private housing
renovation and new housing construction (target-groups are young families and ten-
ants in restituted housing) and the establishment of condominiums. Policy incentives
concerning public housing provisions or other rental housing at an affordable rent level
have remained weak. Thus, the present quality of municipal housing is also often low,
its management is not efficient and the allocation principles are not efficient enough
to satisfy the real need for such housing.

The cooperation between central government and local government should be better
organized and the same goes for the objectives of development. Although the national
government has to solve the problems related to housing reform (primarily alleviating
the problems of tenants in restituted housing) no additional funds have been allocated
to local governments for these purposes. Local governments are made responsible for
finding solutions to their housing problems, including the social housing sector. The
responsibilities of local governments are planning and construction policy, preparing
plots for housing construction (roads and infrastructure); providing housing for special
social groups and rent regulation. Obviously, due to the constraints imposed by small
budgets, municipalities have little or no possibility to make investments, either in the
construction of new rental units or modernization of the existing stock, or to finance
other large-scale housing projects.
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The supply of housing is relatively good in Estonia. Due to the demographic trends,
the need for housing has diminished over the past years. Formally, there is a balance
between the number of dwellings and households. But in fact, the size of dwellings does
not correspond to the size of households and the geographical location of housing and
the labor market do not overlap. The problems in the housing market are tied to the
relatively old and poor quality housing stock. The level of new housing construction has
been extremely low and concentrated in the capital region only. The housing market
is regionally clearly divided into active (the Tallinn region and other main towns) and
passive markets (most of the rural areas and small towns).

3.1 Policy Recommendations

The imperfections of the housing market can be, to some extent, eliminated by public
intervention. The high pressure on the housing markets of large municipalities can be
mitigated by encouraging improvements in existing housing stock and the new hous-
ing construction. Through regional policy, it is possible to some extent to decrease the
disparity between the geographical distribution of the labor market and housing market
and to decrease the high pressure on rental dwellings by economic migrants moving
from rural areas to the cities. During the second half of the 1990s and during the 2000s,
the significant addition to the cities” housing market has been (and will be) the apart-
ment-market and cottage-market of the rural municipalities in the neighborhood of the
cities. Thus, the housing situation and the tackling of the housing problems depends
to a large extent on cooperation between cities and their surrounding municipalities.
Primary housing policy measures are:

+  Development of infrastructure, improvement of transport organization;

+ Land and planning policy (the distribution of lots on favorable terms, the
preparation of properties by the public sector through the establishment of
detailed plans and the construction of technical and social infrastructure);

+  Development of a financial system (the improvement of loan opportunities
for housing purchase and housing renovation). Favorable loan opportunities
to certain population groups (through the regulation of interest rates, tax allow-
ances, loan guarantees, etc.);

+  From the long-term perspective, direct support for new housing construction
through grants in suburban areas.

As neither the market nor the public sector seems to be able to bring about efficient
occupancy of existing dwellings, this imbalance will probably remain unresolved until
an average household is able to obtain a newly constructed single-family dwelling. The
means to support a more efficient occupancy of the existing housing stock are:
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+  Grants directed to support the renovation of buildings and dwellings in the
inner-city areas that often are in a very poor physical state. The grants should
be provided on the basis of socio-economic need;

+  Targeted grants for the renovation of private dwellings, etc. The supplementary
result for this activity is the construction of new dwellings, as it improves the
environment and makes neighborhoods more attractive to a potential influx of
wealthier groups;

«  Improvement of loan terms to condominiums and private individuals for hous-
ing renovation/modernization—incl. partial subsidization of the interest rates,
loan guarantees, etc.;

+  One effective method to accumulate resources for housing investments (espe-
cially for renovation) could be to initiate a savings deposit system. However,
it is important to consider the unstable character of price dynamics in the real
estate market, as interest rates may not keep up with prices in the housing sector.
Thus, it is important to provide state guarantees as well as hikes in the interest
rates.

Despite the decreasing population, there will probably be no surplus of living space,
as pensioners tend to occupy spacious dwellings and young couples or singles look for
a dwelling of their own. A more extensive need for living space will emerge around
2015-2020, when the ‘baby-boom’ generation, born in the late 1980s and in the
early 1990s, will enter the housing market. This generation will potentially need both
private as well as rental dwellings. The private sector is today interested in providing
owner-occupied housing to upper-income households (to the 9" and 10* income decile
households). It will be problematic for average-income, young households to enter the
loan market—and thus to become housing owners—if the following measures, all of
which increase supply and demand, are not applied:

«  State housing construction grants for local governments that help realize housing
programs for young households. The local governments’ own finances should
likely be directed towards the same purposes (in wealthier municipalities);

+ Interest subsidies and guarantees for housing loans issued to young households
(up to 35 years old, with young children);

+  Targeted birth grants for families with children who keep housing-related re-
sponsibilities (housing loans, etc.).

The predicted changes in the household structure, household financial opportunities
and preferences increase the demand for rental dwellings with moderate prices. Pension-
ers as well as young households prefer increasingly to be tenants (if the tenant-sector
is functioning normally). Thus, the plans for the development of the public housing
sector should also consider wider social needs besides the needs of tenants in restituted
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housing and the disadvantaged groups. Today’s policies do not meet the social demand
and do not enable rent to be raised to the cost-rent level; the smaller the public rental
sector, the harder it is to raise the rent level. The potential for rent increase also depends
on the price increase of public services (heating, water supply, electricity, etc.). In view
of the current situation, the following initiatives would help increase the efficiency of
the rental market:

«  Increase the size of the municipal housing fund and extend the range of potential
candidates to average-income households, in order to decrease management
costs;

+  Transfer management of the social housing fund to non-profit independent
organizations/companies. Support these organizations in enlarging the social
housing stock by the purchase of dwellings in private ownership, new housing
construction and the transferal non-residential spaces to residential spaces;

+ In the renovation and construction of social housing stock, strict construction
quality requirements must be followed. These would guarantee low regular
housing expenses in these dwellings;

+  Certain favorable conditions on loan interest and land prices and tax breaks
and allowances, for the developers of rental housing in the private profit rental
sector;

+  Privatization of the existing residual (low-quality) municipal housing fund, as
managing and renovating it is an economically inefficient proposition. Privatiza-
tion should be directed to average and higher income households who would
be able to make investments in the municipal stock;

+  Develop an efficient allowance (benefit) system by the central government to
increase housing demand (includes subsidies for tenants as well as owners);

«  Transition to cost-rent in municipal/social housing. A households’ ability to pay
rent must be simultaneously regulated by the social benefit system. Rent level
in social housing must, however, remain lower than it is in the private sector.

The system of social benefits does not function effectively in Estonia, in spite of
having been in operation for ten years. 1o achieve a situation where social benefits are
better directed to families in real need, the following should be achieved:

1) Establishment of acceptable minimum standards (the size of living space, qual-

ity) for housing;

2) Compensating costs for families in need within these norms (difference between

needed costs and own resources).

The share of social benefits aimed at compensating housing costs has gradually
decreased in the 1990s. Many households who had fallen into economic difficulties
during the 1990s, passed several stages in the process of solving their housing problems
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and have reached the state of being “mired down” in poverty (from an average dwell-
ing in town to a low-quality dwelling in town, then from a low-quality dwelling in the
countryside to a shelter). If these trends continue, the final results will be expensive and
socially perilous. Possible solutions are:
+ Increasing the efficiency of the social subsistence system and, thus, saving a
considerable amount of resources;
+  Considerably increasing the level of social subsistence benefits from resources
that become available after raising the system’s efficiency;
+  Constructing municipal-owned dwellings with modest living spaces with low
monthly expenses that cover the minimal primary housing needs of lowest
income households.

The housing problems of the average citizen will probably not find a solution in the
new buildings to be constructed within the next 10-15 years. The low average income
compared to high construction expenses and the present loan conditions (the interest
rates are high, banks have very high loan security requirements) do not favor extensive
new construction. Loan conditions have, however, become more favorable compared to
earlier years. At the same time, it is essential that there will be an increase in the share
of persons improving their living conditions by obtaining a larger dwelling or renovat-
ing or enlarging their existing dwelling. Possible solutions for the improvement of the
existing housing stock are:

«  Central and local governments providing standard solutions for the renovation

projects of housing estates that are carried out by condominiums;

+  Establishment of a financial system for the renovation of dwellings (the im-
provement of loan conditions, tax allowances, subsidies, direct grants; about
5-10% of the project costs);

+  Promotion of financial models in which special firms provide loans with govern-
mental guarantees to low-income housing owners for improving their housing
conditions and pay the related taxes. The companies would receive a share of
inheritance right or a proportion from the sale of property in accordance to
their investment share;

+  Application of rehabilitation policy to increase the quality of life in depressed
areas. In certain neighborhoods, the low-quality municipal dwellings could
be replaced by new construction, buildings renovated, their size modified ac-
cording to the market demand (by merging or splitting the dwellings) public
rental apartments partially privatized, management of rental housing transferred
to the non-profit organizations/housing associations and private investments
encouraged. Local governments can support these projects by improving the
infrastructure, raising the quality of public spaces and providing green space.
Within this process, it is essential that a share of cheap rental dwellings be re-
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tained in these areas to keep the residential mix as it is and prevent the outflow
of all original residents.

The establishment of short- and long-term housing strategies, the redistribution
of public resources and allocation of additional funds to the housing sector, and the
acknowledgment of the importance of intervening in the free market processes by both
demand-side as well as supply-side initiatives, would increase the chances to overcome
the social and economic tensions in the housing sector that have become apparent and
are gradually deepening,.
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APPENDIX

Table 4A. 1

Apartment (in Multi-apartment Houses, Movables) Sale Prices by Income
(Average Net Salary per Month) Ratios in Estonian Counties (End of 2000)

Average Net Salary Average Price Price-to-income Ratio
per Month [USD] per Transaction
[Thousand USD]
Harju 320.0 14.3 44.6
Hiiu 225.3 3.4 15.1
Ida-Viru 215.8 1.6 7.3
Jogeva 208.0 1.0 4.9
Jirva 208.9 1.3 6.3
Liine 190.4 2.7 14.1
Lidne-Viru 212.4 1.8 8.4
Polva 189.0 1.6 8.5
Pirnu 238.6 7.7 32.4
Rapla 237.2 2.7 11.4
Saare 218.7 5.7 26.2
Tartu 219.7 6.9 31.6
Valga 207.9 1.2 5.8
Viljandi 208.4 2.7 13.0
Voru 191.3 3.6 18.6
Total 219.4 3.9 17.7

SOURCE: www.stat.ee
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Table 4A.2
Recipients of Subsistence Benefits by Household Type in Estonia in 2001*
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Pensioner households 34,023 7.7 9,543 13.6 3.6
Student households 73,918 16.7 12,018 17.1 6.2
Unemployed households, 262,116 59.1 41,003 58.2 6.4
including
o with a member 139,484 31.5 23,164 329 6.0
receiving unemploy
ment benefits
«  with a household 122,632 27.6 17,839 25.3 6.9
member who is long-
term unemployed or is
unemployed and is
looking for a job
Households with children 169,955 38.3 28,496 40.5 6.0
Households with a disabled 25,930 5.8 5,557 7.9 4.7
member
Other 10,487 2.4 2,108 3.0 5.0
Total 443,265 X 70,417 X 6.3

As one household can fall into several different categories by its social status, one family can be rep-

resented in this table more than once. Therefore, the total amount of applications approved and the
number of households belonging to different categories shown here is, to some extent, larger than in

reality.

Sourck: Ministry of Social Affairs.
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ENDNOTES

The preliminary reports of the 2000 Population and Housing Census show that,
as of March 31, 2000, there were 618,700 dwellings (detached houses, parts of
detached houses, apartments, self-contained rooms in hostels) in Estonia (i.e. the
number is somewhat lower than estimated by regular data). According to the census,
the number of households was 585,600; i.e. the number of dwellings exceeded the
number of households by 5%.

Housing cooperatives differ from newly established condominiums. In this case,
apartments in a house belong to the cooperative and dwellers own shares in the co-
operative. This form of ownership was important in the Soviet period. Now co-
operatives are being transformed to condominiums.

> In 1997, housing loans for tenants in restituted dwellings were introduced. The
loan was extremely favorable as the repayment took place by EVP%. Unfortunately,
the majority of tenants were not able to obtain this loan, as they were not able to

fulfill the conditions set by banks.

The non-regular costs for housing, such as costs of major renovation works, can be
charged from tenants independently from regular rent, depending on the previo-
us agreement between owner and tenant. In this case, the tenant has right for the
extension of a lease.

Rent control in the restituted dwellings last until the current tenant contracts expi-
re, i.e. in most cases after 5 more years.

Housing associations are the previous housing cooperatives. They still operate on
the same basis, but are increasingly developing into condominiums (apartments
will be privatized).

The data presented in the text is not weighted according to the size of municipal units,
since it was demonstrated beforehand that there is no correlation between the size
of municipalities and the empirical data. The simple averages per inhabitant are
only therefore provided.

In Ida-Viru county (see Figure 4.1) 84% of all housing units belonged to the public
sector in 1995, whereas the percentage for the whole country was 56.3.

? o date, the monthly rent for a 2-room flat in Annelinn—a city district of pre-fab-
ricated blocks of flats—is around EEK 1,500-2,000 (USD 85—113). In the case
of an average-size municipal rental dwelling (31.4 m?) at the current average rent
level of 8 EEK (USD 0.45) per m?, the monthly rent is 251 EEK (USD 14.2). In
Tallinn, the contrasts between market rent level and regulated rent level in municipal
dwellings are even greater.
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' The average is this high because of a few small municipalities where the vacancy

rate in municipal dwellings is high. A somewhat more reliable indicator is the me-
dian, which is 5.6, i.e. there is an equal number of municipalities where the vacan-
cy rate is above and below 5.6% of the total municipal housing stock.
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