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ABSTRACT
 

Pursuant to ICMA letter of 13 March 1995, issued under Task Order 72, the Consultant traveled 
to Armenia during the period of 17 March through 31 March 1995 to render assistance in the 
following areas: 

" Development of an Action Plan on Housing Policy Reform; 

* Assistance in drafting the Law on Housing Policy; and, 
* Advising on the compilation of statistical data for monitoring heusing reform 

objectives on an ongoing basis. 
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I. INTRODUCTION
 

Consultant traveled to Armenia during the period of 17 March to 31 March 1995 to undertake the 
following activities (See Annex 1): 

* To render assistance in the development of an Action Plan on Housing Policy Reform; 
" To provide needed assistance in drafting 'he Law on Housing Policy: and, 
* 	 To advise on the compilation of statistical data for monitoring housing reform objectives 

on an ongoing basis. 

II. LAW ON HOUSING POLICY 

The Draft Law on Housing Policy contains five chapters: 
1. 	 General Provisions; 
2. 	 Ownership in the Housing Sphere (which governs the rights of Armenian citizens to 

housing); 
3. 	 Provision of Citizens with Dwelling (which specifies the means by which citizens may 

obtain housing, including the structure of the social safety net); 
4. 	 Conduct of Housing Construction (which contains provisions regarding the sale, lease 

and allocation of land for construction, the permitting process, the classification of 
"illegal" dwellings, mortgages and tax privileges); and, 

5. 	 Management of the Housing Stock. 

Consultant attended two meetings of the SRCCM Group which was drafting the law with the help of 
ICMA Consultant Richard Winnie. These meetings dealt primarily with Chapters 1 and 2 and part
of 3. I met with the SRCCM Group on two additional occasions to discuss with them the basis for 
provisions in Chapters 3, 4 and 5. In general, the original draft of these three chapters morewas 
detailed and restrictive than a policy law needed to be. Within this context, articles relating to the 
social safety net (housing subsidies) and to mortgage finance would have proved counter-productive 
to Armenia's transition to market-based housing sector. 

With respect to Chapter 3, Article 19, I suggested that paragraphs b), c), d) and j) simply be omitted 
to remove the troublesome subsidy provisions. 

With respect to Chapter 4, Article 28, we discussed the provisions regarding "illegal" housing at some 
length. I suggested that some mechanism should be available to legalize housing units that satisfied 
codes and standards within a reasonable amount of time following notification of the owner/occupant. 
With respect to Articles 30 and 31, I suggested that they be omitted. 

With the exception of these specific recommendations, I attempted to communicate to the SRCCM 
Group the reasons for a particular policy structure supporting a market-based housing system, rather 
than attempt to re-draft provisions word-by-word. We discussed certain elements of the structure at 
length and the SRCCM Group felt that they understood what I was suggesting. The Group indicated 
that they would use this understanding to redraft the various provisions. (See Annex 2) 
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III. HOUSING POLICY ACTION PLAN
 

The World Bank and the Ministry of Economy agreed (MOE letter of February 8, 1995) to present 
an Action Plan on Housing Policy Refonn on or about March 31, 1995. According to this agreement,
the Action Plan presents statements on "Policy Intent," summarizes policy "Achievements," "Ongoing
Activities and Short-Term Actions" (next 6 months) and specifies planned "Mid-Term Actions" (6
months to 2 years). Thus, the Action Plan is both a review of the status of housing sector reform 
accomplishments and a statement of priorities for planned actions leading to a housing policy that will 
help the Republic of Armenia apply in practice the strategies for transition from a state-based to a 
market-based economy. 

A draft of this Action Plan was not available in English upon arrival in Armenia, bu. together with 
Peter Epstein, I met with the World Bank Representative in Armenia (Vahram Nercissiantz) to 
determine whether the deadline of 31 MarTh was firm and what sort of a document the Bank was 
looking for. When the draft Action Plan prepared by the Sta:e Department of Architecture and Urban 
Planning of the Republic of Armenia was received in English, it was felt that the World Bank would 
not find it responsive. Consequently, Epstein and I initiated work on a draft Action Plan that would 
follow more closely with outline of the World Bank Terms of Reference. 

A revised draft of the Action Plan (in English) was delivered to Andranik Andreassian on 31 March. 
Andreassian seemed satisfied with the effort, though he was anxious to have the Armenian translation. 
(See Annex 3 for relevant documents). 

IV. HOUSING FINANCE SYSTEM 

In work on both the Housing Policy Law and the Action Plan, it was clear that thinking about a 
housing finance system has not progressed very far. Moreover, Andreassian had been asked by the 
State Minister of Finance for a briefing on what kind of housing finance system Armenia should have. 
In response to Andreassian's request, I therefore prepared a short briefing memo covering the main 
aspects of such a system. (See Annex 4). 

V. USAID DEVELOPMENT STRATEGY FOR ARMENIA 

During my debriefing with USAID Development Officer Ray Norton, we discussed at some length
what USAID's development strategy should be for Armenia. Morton asked that I do a memo on the 
points I had raised. (See Annex 5). 

VI. DATA DEVELOPMENT 

Very little was accomplished toward developing an improved statistical system for monitoring husing 
sector performance. Completing a draft of the Action Plan in approximate time to meet the World 
Bank deadline commanded highest priority for this mission and that proved to be a Lat)rl tie
consuming task. 
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ANNEX I
 

Scope of Work
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ATTACHMENT A
 

SCOPE OF WORK
 
Short-term Housing Economist
 

This Task Order describes a program of technical assistance in
 
national housing policy development in Armenia and Kyrgyzstan to be
 
carried out by housing economist James Christian. It also provides

for oversight of the periodic compilation for ICMA/USAID of housing
 
sector statistics by Cooperating Country National (CCN) consultants
 
in each of the Republics being assisted by ICMA. In Kyrgyzstan,

Elaine Weis (housing finance adviser to the Republic of Kazakhstan)

will also participate to a limited degree.
 

BackQround
 

1. Housing Policy Development in Armenia
 

With ICMA assistance, a basic housing privatization law was enacted
 
in Armenia in June 1993, and most of the implementing decisions
 
anticipated by the law have already been prepared and adopted by

the Council of Ministers. A complementary condominium law has been
 
drafted and is expected to be acted on by Parliament in the session
 
beginning in early February of this year.
 

ICMA's lead counterpart, Andranik Andreasian, Director of the
 
Department of Urban Policy within the apparat, has recognized the
 
need for the government to look more systematically at the state's
 
role in the provision of housing in the context of the overall
 
transition to a private market and the ongoing housing

privatization effort. Prior to the creation of the Department last
 
year, there was no government entity charged with looking at
 
urban/housing policy as a whole. In particular, Andreasian appears
 
to recognize that in order to complete the housing privatization
 
process and introduce market pricing for housing services, there is
 
a need to rationalize housing subsidies--most likely through

introduction of some form of housing allowance program. Moreover,
 
he feels it is timely to begin to address overall national policy

regarding the introduction of a competitive, housing finance
 
system- -particularly in light of the progress Armenia made in
 
reducing inflation during 1994.
 

Andreasian, through USAID-sponsored study tours to Hungary, Moscow,

and the US, has been introduced to housing allowance experiments in
 
Moscow and Hungary, the variety of housing programs run by the US
 
Department of Housing and Urban Development, and the broad outlines
 
of the American housing finance system.
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Last fall, the Department of Urban Policy commenced work on a
 
comprehensive revision of the Housing Code to bring it into
 
consistency with the housing privatization law and to re-orient the
 
code to the emergent market system. Andreasian also contemplates

producing a more comprehensive housing policy law or government

decree to provide an appropriate legal framework for the

government's ongoing role within that market system. ICMA has been
 
providing support to this effort, both through its CCN consultants
 
from the Scientific Research Center for City Management ("SRCCM")

and legal adviser Richard Winnie. However, there is need for
 
ongoing input from a Western housing economist to help develop a
 
broader policy framework for this and other legislative measures-in
 
particular by helping to define and analyze housing policy options

for re-orienting housing subsidies and encouraging a competitive
 
housing finance sector.
 

Andreasian has exp-essed his strong interest in assistance from a
 
housing economist .ith particular expertise in housing finance, to
 
assist in the development and refinement of overall government

housing policy in conjunction with the legislative drafting

activities underway and contemplated for the near future. The
 
consultant would work closely with the 
SRCCM in delivering this
 
technical assistance. The Resident Adviser will 
also explore

participation in the national ho,.,sing policy process by Yerevan
 
officials responsible for housing policy.
 

In addition, as a 
condition of the World Bank's Earthquake

Reconstruction loan to the Government of Armenia, the government is
 
to prepare a "Housing Action Plan". USAID/UDH has informally

agreed to provide technical assistance as may be requested by the
 
government in preparing this Action Plan.
 

2. Housing Policy Development for Kyrgyzstan
 

In Kyrgyzstan, an effort is underway to articulate a broad national
 
housing policy to govern the transition to a fully privatized

housing sector, apparently somewhat on the model of the
 
Presidential Decree on a New Housing Policy promulgated in
 
neighboring Kazakhstan. The primary momentum for this work comes
 
from within 
Gostroi (the State Committee for Architecture and
 
Construction) with some oversight from Mr. Alykulov, head -f the
 
group within the Presidential apparat responsible for houoL..2g and
 
construction. 
There also are a number of discrete initiatives
 
originating with Gostroi including draft decrees 
on allowance
 
subsidies for the purchase of housing, on issuing housing bonds, on
 
housing credits, and on transferring uncompleted housing for
 
completion and sale. Gostroi officials responsible for the housing

policy initiatives have requested assistance from a housing

economist with expertise in housing finance.
 

In addition, the Chief Architect of Bishkek has expressed inter-st
 
in helping to organize input of housing experts from h<-'h
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government and academia in the development of a comprehensive and
 
consistent housing policy.
 

All parties are interested in the participation of a housing

economist/housing finance expert to share international
 
perspectives, help frame the policy discussion, and comment and
 
advise on policy and legal documents as work goes forward.
 

3. Housing Sector Indicator Program
 

In both Armenia and Kazakhstan, the Resident Advisers have arranged

with Cooperating Country National (CCN) consultants to compile

housing sector statistics to help USAID monitor the sector. Early

in this contract, ICMA (on direction from USAID/UDH) made plans to
 
use the World Bank/UN Housing Sector format to structure this
 
monitoring activity. The World Bank methodology was developed with
 
financial support from USAID and has been used around the world.
 
However, many of the key indicators are not really applicable to
 
socialist economies in the early stages of housing privatization

and introduction of private real estate markets and financing
 
systems.
 

In 1993, ICMA arranged with the economists from the Russian Academy

of Sciences, who had prepared an indicators report in English under
 
contract to the Urban Institute, to translate their report into
 
Russian to facilitate preparation of reports in the Republics where
 
ICMA was working. The Academy's format represented an initial
 
effort to adapt the World Bank methodology to the realities of the
 
transitional economies of the former Soviet Union. Reports have
 
been prepared once in Kazakhstan and twice in Armenia. More
 
recently, ICMA's resident advisors in Kyrgyzstan, Armenia, and
 
Kazakhstan have arranged for collection of basic housing sector
 
data using a simplified, standardized format. It is expected that
 
this data should be available by the end of January.
 

We understand that over the past year the World Bank has invested
 
some effort in developing a housing indicators methodology specific
 
to Eastern Europe and the NIS. It would be timely, therefore, to
 
have a housing economist review the World Bank methodology and
 
provide direction and quality control for ICMA's housing sector
 
monitoring activities in the three republics in which it is
 
working. A basic choice should be made between (i) investing in
 
the degree of oversight that would enable data to be compiled in
 
the World Bank format and integrated into the World Bank data base;
 
or (ii simply continuing to focus on data collection for the
 
purposes of keeping ICMA and USAID Washington informed about the
 
performance of the housing sector and status of privatization
 
efforts.
 

Objective:
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The primary objective of work authorized by this task order is, in
 
both Armenia and Kyrgyzstan, to help structure and provide the
 
policy analysis needed as input to national policy and legal
 
measures aimed at redefining the government's housing role in a
 
transition economy. More specifically, to:
 

1.1 Help clarify the objectives for government housing policy
 
over the transition period and thereafter;
 

1.2 Help structure and define the empirical measures for
 
defining the housing problem and for evaluating program
 
options. The Adviser will provide formats and methodological
 
guidance for compiling data; actual data collection and
 
organization will be conducted by Armenian government staff
 
and consultants;
 

1.3 Help define policy options for meeting housing needs and
 
suggest analytic frameworks and methodologies for assessing
 
program options--with particular attention to housing
 
allowances and other demand side subsidies. Provide an
 
analytical framework to enable the government to define and
 
more clearly evaluate the magnitude and composition of its
 
housing shortage, and to develop options for allocating scarce
 
government resources among the needs of the housing sector;
 

1.4 Help define a process for translating policy decisions
 
into legislation and pilot projects to test key concepts (e.g.
 
housing allowances or other).
 

A secondary objective is to help CCN consultants and counterparts
 
in all three countries to compile statistical data in a form
 
suitable for monitoring progress towards achieving housing sector
 
reform objectives and for defining/analyzing housing policy options
 
on an ongoing basis.
 

Tasks:
 

Task 1. Armenian Housing Policy Development
 

1.1 The initial TDY will focus on clarifying the status and scope
 
of work in progress, reviewing work products, clarifying government
 
objectives and the quality of data available to inform policy
 
choices, and sharing the Adviser's perspective on basic policy
 
options with senior departmental staff through consultations and/or
 
informal workshops.
 

During this visit, the Adviser will meet with government officials
 
and executives of the central bank and other banking institutions.
 
The Adviser will prepare a brief assessment of the status of the
 
government's existing financial support for housing and )f he
 
housing finance system as presently constituted.
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The Adviser will review the adequacy of data already compiled
 
regarding:
 

-- the magnitude of existing housing subsidies; 
-- the equity of housing subsidies; 
-- the affordability of housing in respect to both operating 

and capital costs;
 
-- the gap between housing supply and need; 
-- the magnitude of serious structural problems in the 

existing housing stock.
 

The Adviser will advise the Department of Urban Policy on:
 

-- defining and evaluating options for government housing 
policy with particular attention to (i) reducing the
 
overall level of government subsidy and targeting
 
assistance based on need; (ii) providing government
 
assistance in ways that work through and strengthen
 
market mechanisms; (iii) providing the
 
legal/institutional framework for a competitive housing
 
finance system that can mobilize private savings for
 
investment in the housing sector; and (iv) encouraging
 
and regulating other institutions and professions
 
essential to an efficient housing market for the
 
production, allocation, and servicing of housing. To the
 
extent appropriate, policy design criteria such as cost
 
effectiveness, ease of implementation, and equity will be
 
addressed systematically.
 

the additional data collection and analysis that may be
 
needed to assess options and design housing policy
 
measures.
 

As appropriate, this advice will be documented in outlines of
 
options and briefing memos for discussion with counterparts, with
 
possible expansion and elaboration from the United Stettes in
 
preparation for the next TDY.
 

Before departure, the Adviser will consult with Andreasian (and
 
other counterparts as appropriate) to try to reach agreement on a
 
program of work for the period ahead (6 months to one year) for the
 
housing policy development program, including the role of SRCCM,
 
other CCN consultants, and the advisory role of the Adviser. The
 
Adviser will work with SRCCM to clarify additional data collection,
 
quantitative analysis, and other work to continue in his absence
 
and to generally help focus and clarify the six month SRCCM work
 
program.
 

1.2 During the second TDY, the Adviser will work with counterparts
 
with the aim of producing a consensus that, so far as possible,
 
provides a statement of housing policy objectives, summary of the
 
factual situation, and recommended policy principles and
 
directions. As input to this process, the Adviser will-prepare
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outlines of policy concepts and fundamental design options (pros
 
and cons) for educational and discussion purposes. It is
 
anticipated that development of the consensus statement will be
 
accomplished in part through a workshop(s) bringing together key
 
policy makers concerned with the housing agenda.
 

In conjunction with the above workshops, the Adviser will seek
 
agreement on a work program/process for moving from general policy
 
declarations to legislation and implementation of pilot projects
 
and actual programs as applicable.
 

1.3 The Adviser will be available to comment on and generally
 
assist with policy studies and proposed legal measures (decrees, 
decisions, legislation) . It is anticipated that over the period of 
this task order, the Adviser will make two follow-up TDYs. 

1.4 During the initial TDY the Adviser will consult with the
 
Resident Adviser and lead government counterpart on training events
 
to support the development and political acceptance of the housing
 
policy. It is anticipated that this might include a US study tour
 
for senior officials later in the year and an in-country conference
 
or workshop or, housing policy directions. Training recommendations
 
will be included in the Adviser's initial trip report.
 

The Adviser will assume the lead in the design and conduct of any
 
such training events. As appropriate, this Task Order will be
 
modified to provide for additional assistance directly applicable
 
to such events.
 

Throughout the period of this Task Order, the Adviser will
 
coordinate with Legal Advisor Richard Winnie in respect to the
 
implications of this work for the legal reform agenda.
 

Task 2. Kyrgyzstan Housing Policy Development
 

Assistance in housing policy development for Kyrgyzstan will
 
consist .f a series of tasks essentially similar to those defined
 
above for Armenia (Task 1 above).
 

The lead counterpart for this work initially is expected to be the
 
housing policy Z-oup within Gosstroi and the Presidential Apparat.
 

STA Weis, currently working in Kazakhstan, will participate in the
 
initial TDY in order to share perspectives gained from assistance
 
on housing finance policy and institutional development and will be
 
available to supplement the Adviser's efforts.
 

Task 3. Housing Sector Indicator Program
 

3.1 Prior to any field work pursuant to this TDY, the Adviser
 
will:
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(a) 	review the housing indicator work products produced to
 
date for the three NIS republics in which ICMA is
 
working;
 

(b) 	consult with the World Bank and Urban Institute on the
 
status of efforts to adapt the World Bank/UN Housing
 
Indicators methodology for use in the transitional
 
economies of Eastern Europe and the former Soviet Union;
 

(c) 	in a memo, provide preliminary recommendations to ICMA
 
and USAID on an approach to housing sector monitoring for
 
the duration of the contract, with particular reference
 
to participation in the World Bank Indicator program.
 

(4) 	consult with ICMA and USAID with the aim of agreeing on
 
an overall approach to housing sector monitoring.
 

3.2 In the course of TDYs to Armenia and Central Asia pursuant to
 
Tasks 1 and 2 above:
 

(a) 	the Adviser will meet with CCN consultants performing the
 
housing sector monitoring to:
 

- -	 review the work produced to date; 
- - familiarize himself with the range and quality of 

housing sector statistics compiled by the 
government; the annual schedule on which such 
information is up-dated and available; and which 
information is available on a nationwide basis 
and/or for the capital city; 
provide informal training in the recommended 
methodology; and, 
develop a work program for housing sector 
monitoring for the life of the project. 

The 	aim should be to achieve as much consistency as
 
possible among the housing indicator reports being
 
prepared for each country, taking into account variations
 
in the scope and quality of available information and the
 
frequency with which basic statistical information is
 
revised. For each country, the work program should also
 
clearly distinguish between data to be monitored on a
 
national basis and/or for the capital city only (or
 
another lead metropolitan area).
 

(b) 	With the Resident Advisers for the respective republics,
 
the Adviser will consult with lead counterparts on the
 
possible institutionalization of the housing sector
 
monitoring program, with a view to both improving the
 
quality of statistical data available on an ongoing basis
 
for market-oriented housing policy development inl "
formalize government participation in the World Bank -4
 

7
 

[.3
 



Indicators Program.
 

3.3 	 The Adviser will review and comment on the Housing Sector
 
Monitoring reports produced by the CCN consultants, and
 
provide general editorial assistance in adapting these reports
 
for use by USAID and other prospective users.
 

Reporting:
 

1. Within 10 working days of completing each TDY, the Consultant
 
will prepare a trip report to USAID ENI/EEUD/UDH and ICMA
 
describing the work accomplished during the TDY, the extent to
 
which the objectives were accomplished, any significant findings
 
and advice not appropriate for inclusion in reports to
 
Counterparts. The trip report will also:
 

contain an exhibit identifying persons with whom meetings
 
were held;
 

inclLde an exhibit for any training events. (At a
 
minimum, the exhibit will outline the topic of the
 
training, the date and location, the names/titles of
 
participants, and the agenda for the event.);
 

include an attachment outlining the scope of work and
 
effort for the subsequent TDY to the country or countries
 
visited, including specific work products. This scope
 
will be reviewed and agreed upon by ICMA and USAID prior
 
to the subsequent TDY.
 

The initial trip reports for TDYs to Armenia and Kyrgyzstan will
 
include as separate attachments:
 

a fairly detailed assessment of the current context for
 
housing policy development (particularly housing finance
 
institutional development);
 
the recommended training program per Task 1.4, above, and
 
the corresponding task under Task 2;
 
any agreed work program materials.
 

Any memos prepared for counterparts as part of each TDY (and
 
translations of any counterpart documents on which comments have
 
been provided) will also be appended to each trip report.
 

The Adviser will also be available to meet with the USAID Mission
 
in the Republics visited and to brief USAID in Washington on the
 
results of each TDY (either en route back from the TDY or ,n
 
another occasion). Brief exit reports (for inclusion or expansi "n
 
in the final trip report) will be prepared for these briefings
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2. The Housing Sector Monitoring memo per Task 3.1 above
 
and any memos to CCN consultants or mark-up of CCN consultants
 
draft reports will be provided to ICMA Washington.
 

3. Copies of any nteinos or other work products prepared in the US
 
between TDYs will be promptly forwarded to ICMA in Washington, with
 
translations of any referenced documents attached).
 

Candidates for this Assignment:
 

ICMA proposes that Mr. James Christian be the lead consultant for
 
purposes of this assignment, supplemented by housing finance expert
 
Elaine Weis. Mr. Christian is a well-known housing economigt who
 
has participated in numerous housing sector assessments and
 
assistance programs for USAID and other international
 
organizations. Ms. Weis has been actively involved in USAID
 
housing finance reform efforts in both Eastern Europe and
 
Kazakhstan. Resumes and biographical data forms for both Christian
 
and Weis are attached.
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ANNEX 2
 

Draft Law on Housing Policy
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FROM IOaIA Yerevan, Amwnia OE NO. : 78152 151350 Mar. 16 1995 05:52PM P2 

Draft Law of the Republic of Armenia 
on Housing Policy of te Republic of Armenia 

This Law lays down tho basic principles and guarantees for the right of the citizens of the
 
Republic of Armenia to dwelling, declared by the Constitution of the Republic ofArmenia under
 
now social and economic conditions, and serves as legal basis for the formation and development
 
ofnew housing legislation.
 

The Republic of Armenia's housing policy is diiected at the promotion of: equal development
 
and expansion of the Republics housing stock based on all the types of ownerS; development
 
of housing c 'ction use of the
p effective and maintenanco housing stock; action of
 
favorable conditio r provision of citizens with housing; and protection of rights and lawful
 
interests of citizens, institutions, enterprises and organizations in the sphere of housing relations.
 

Chapter 1. General Provisions 

Article I. Definition of Main Terms Used in the Law 

I. 	 'HouseFlat" means a structure which is designated for permanent residence of citizes and)
 
whichf complies with the sanitary and technical requirements established 6y legislation.
 

2. 	 'mmovable propctty in the sphere of homing" means immovable property including land
 
plots and residential buildings as well as non-residential structure affixed to land, affached
 
structures of economic use, green areas, residential buildings and fats,' residentiul
 
structures located either in residential buildings or In other structures and suitable for
 
permanent or temporary residence, as well as structures and womponent'of ehgneering
 
infrastructure intended for operation and servicing ofthe housing stock.
 

3. 	 "Housing stock' means the aggregate of all the residential structes, regardles of thear\ 
type of ownership, including residential buildings, flats, special houses for social use,) 

dormitories, service residential structures, and other structures suitable for residence. 
4. 	 "Social norm of residential spaWc means the size of residantial space determined 1.or one
 

person, according to which housing allowances (compensations) xee allocated to citizens.
 
5. 	 "Multi-flat residential house (building)' means a structure that has more than one separated
 

flab.
 
6. 	 "Lease contract 'of t house/flat" means an agreement, according to which a house/flat 

-:. ,hic as a rule, should be separated) suitable for permanent residence and complyinAt rvw
withj nrm of residential space is transfaTd by its o-wer (lessor) to the temnt and 
his/her family members for use, and the tenant undertakes an obligation so use the 
house/flat as intended and pay, in a tImely"manner, the fees for the use of the fiat and 
public services. ." 

A7. "Lease coatract of immovable property in the sphere of housing" means an agrceant, 
according to which the owner (lessor) of immovable property in 1he sphere of housing. 
irrespective'of its size, transfers it to the lessee for temporary possesion and use or in 
return of a rent for its use, and the leee undertakes an obligation to use.the property in 

BEST AVAILARLE COPY 
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compliance with the requirements of the contract and pay the rent in a timely manner along 
with the fees for public services. 

8. 	 "House-buildlng cooperative' means a voluntary association of citizens, which is directed 

at the fulfillment of its members' housing needs through the exercise of house-building 
activities at their own expense, supported by credits of governmental or non-govenunental 
loan institutions, provided the association obtains the right to operate those houses. A 
building constructed by an auociation is owned by that association, and its members act as 
shareholders. 

9. 	 "Condominium" means a multi-flat rividentia building where the flats, as well as non
residential premises not inteuded for oxamon ue are owned by separate titleholder, and 
common 	use areas along with other suctures and facilities are owned by them a joint 

r t%UiW. 
To provide the operation and servicing of a condominium building. its owners establish 
associations. . 

lO.' Builder" means a physical or legal person who organizes construction, rehabilitation, or/ 

t 10. repair of residential buildings. 

&rd 2. Right to Dwelling 

The citizens ofthe Republic of Annenia hav 

That right shall be ensured by: 

" allocation, on the basis of lease 

a right to dwelling)-

'-I""" 

structurin the buildb, of 
the stae or municipal housig F-0Cto catir-M; 

, of their own residenal building, ofSacgW9stlon oconstruction, byi 
residential structures owned by other persons; 

0 rvision. bydthr.Slte of hoosing allowances or allocation of residential sase in* 
special houses of social use to the persons and families of certain categories; and 

0 provision of State assistance to the builders. 

The amount of flats owned by a citizen of the Republic of Armcnia shall not be subject 0 uW)
 
restriction.
 

The surface area of residcnti*l buildings (flats) built by the citizens or organizations of
 

Republic of Annenia may be re3tricted only pursuant to the provisions of urban plam lasf'(
 

legislattion ofthe'Republic ofArmenia.
 

I' k n 

S"Flat" means a housing unit Which is designed for permanent residence of the citizw and vh 

meets sanitary andtechncal requirements placed on flats. 
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The prmises, which am not Igne for citiz=n residence or 7M/lh&fuil to meet sanitary and 
technical requirements set ou for flats, shall not be usd as flats. 

An owner of a fit shall be entiled to use his flat for other purpse or reconstf the flat as 
with the provisions of iegslation of the Republic onon-resldential premisMs in a -cordance 


Aanmi.t theat as
 

A or otheru a lat use ah ibrt or
't hii "" O "e r CVUon, " U 

An owmer of a flat located in a multi-flat building (such as condominium, ho, Iding 

cooperative or other. fiat) may be cntitl6d.to recnstruct the flat as non-resideatiti in 
at to theaccordance with the provisions of lgihlation of the Republic of Armenia only 


charter ofthat multi-flat building (with the permission of the ow s).
 

Non-residential premises may be reconstructed as a flat In accordance with provisions of 

1egisation of the Republic of Armenia withot any restriction. 

or the Supreme Coundil o te Republic of Armenin InlhArtide 4. The Pawm
b'ther of 1onrinulation 

The Supreme Cduncil of the Republic of Anenia shall: 

1) 	 conduct legislative regulation of housing relations in the whole terfitory of the Republic of 

Armenia;
 
2) set forth M principles for granting ho-s-n--
" 0" 

for financing n rdtn of housing wctflIXti2l3) 	 set forhg0riMpe 
4) establih e vatizlinn of houseslflhi of the state housing stock
 

5) establish rates for jgsr immovables; .
 
6) ecercis other powers provided for by Iaw 4"
 

lte Soe
Arlfli25e Dgfteowerx of the.Governmet oftcRpulce" renin in-

Herniae Relaion 

The Governmet of the Republic of Armenia shall: 

1) estublis procedure for dimtribution (letting out) Of houMASjIS Of the state housing dtock; 
""~' specify the r-tesof rent for houses/flab of the state hoiung fid; ....-	

rue oi t~ ~h e forfrtiuse ofn o fldLonnh22 	 olnes norms for td-"'ct----
3) 	 establish and 

adjacent to residential houses;
 

"
 4) 	 establish rules for granting housing privileges and subsidies; 
establish rulea for financing and crediting housing construction;5) 

3 
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6) 	 establish rules for allocation of lands for howing construction purposes; 
47) control oemion and maintenance of bom /flats;
 

8) establish rules for r eapam thanio ofstst-owned houses/flmas;

9) exercise other powe specified in thjs Law.
 

&lde 6. The Powers ofLooai Council of Denudies in the Sphe-no Housing I odado.. 

' 	 The local councils of deputies, within the limits of their authoity and through their executive 
bodies, shall: 

1) manae stock oweby them; 
q2)8q _lands for hopng construction purposes;


3) 	 dltribute Octot)housefflas of the state and municipal houring stodk;
4) 	 supervise the compliance with the nzlea and norm of technical operation of house/flats

and the rules for use of areas adjacent to residential houses;
 
.5) grant housing privilegcs and subsidies inaccordance with established rule;

6) organize collection of rents for houesflats;),-

7) reWize other powers specified in this Law. 

7
 

, Artile.a 7.. Hose/Mit 	 Aer- " 

/the .ep.blic of Annenla, its citizens, the Republic of Armenia's Institutions, enterprises and
f organ.ations, as well as foreign states, legal persne. of foreign states, intrnational 

S orgnizations,. along with f . .ye and stateless Pesnm, may be owners of ahouse/flt In 
the Republic of Armenia, keeping in compliance with the rcstrictiom set forth by lclsladon of 

Chapter 2. Ownership Inthe Housing Sphere 	 4' 

Artcle8. RkW,,-.
W av 2 mmovable 	 I'tin the Fo,, nvei. 

Immovables In the howing sphere may appear as state property, citizei' property, co.. 
prop 	 ty or cVL&oMM!ih- projev. 

' 	 ..% ie legislation of the Republic ofArmenia may provide for other formo/nwnesblp.i ' 

State ownership to immovables in the housing aphere shall cwmprie the republic's ownmuhp 
- .d owneship by adninistrativo and tesitoril units (municipal ownership).• 

Citizens' ownership to immovables in the housing sph~rc shall corn e ownership by
nincorpor 0 o founded by such citizens.in accordance with in 

4A",LTHA\F1LAPI.E COPY Aj 
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Collective ownerhitp to immovablas in the housing sphere shall comprise ownwihip by private 
organizations (including civic associations), which arc legal entities, and joint or shared 
ownership by legal entities established on the basis of mixed ownership. 

Condominium owneahip to immovables in the housing sphere shae comprise owneratip by 
several persons of the property, a umber of whose parts is acpray owned by such peson 
and the remaining parts appcar u joint property of such persons. 4A . L ,,.,. 

In accordance with Urms and conditions specified in the legislation or treaties of the Repubilo CI 
Armenia, foreign eta and legal entities, international organiztions, forei citizens and 
stateless person may also own (keping incompliance with the restriction set forth by 
legislation) immovablee (except for land) in the housing spher 

-11 

Artde .HOUuingStods ' 

1)State Housing Stock 

a) Departmental stock owned by the Republic of Armenia which is subject to l 
disposal by state, enterprises under national jurisdiction. or opemivo managemnut by 
governmental institutions. 

b) Municipal (Local Self-Govenmnt Bodied) Housing Stock 

2) Housing stock owned by adminitrativo and territorial units, as well as departmental stock, 
which is subject to full disposal by municipal enterprises or opmtve management by municipal 
institutions subordinate to such administrative and territoral units. 

1) Private Housing Stock, 

a) Housing stock owned by citie, which comprises residential houses and flats built by 
them, privatized to them, or acquired by them in any other manner permitted by law, as well a 
the ftm owned by a house-building cooperative, whose users has entirely paid up their shares in 
such coopertve.. 

b) Housing stock owned by the organizations that are established by private owners. 

4)Ho sing Stock Which h Colective Property 

Housing stock owned by Va-iou persons, including citizen.% legal entities, staft or municipal 
athorities, civic organizations, as well as housing stock which is joint or shared propeaty, And 
housing stock owned by houe-building cooperatives. sc member has not fully paid up his 
share. ) B rA ,,.!.. Fror V 
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5)Public Housing Stck 

Houing stock owned by civic organization. 

dArtie Condominiums10. 

4. 	 Condomnium a a type of property in the housing sphee are the multi-flat reuidential 
buildins, whose flats, other residential premises or other parts of immovable housing property 
are separately owned by various penons (citizens, legal entitlies, private organizations, municipal 
authorities, civic associations), and remaining parts are jointly owned by such persons. 

Joint proper,y @hall comprise the parts which art not designed for individual use, such as 
foundation of buildings, walls, non-privatized cellars, basement, shelter, enincerng 
communications and structures, yard amenities, other jointly used property, engineering 
equipment located outside the flats and territories adjacent to the building 

All the owners of a multi-flat residential condominium building shall join together and establish 
real estate owners associations, .which shall be'lql persons. Such association shall conduct 
management, operation and provision of service for the multi-flat residential building. 
Condominium resideintial buildingS anf'associations of their owners shall be registered with 
appropriate sate bodies. 

Relationship between the owners in repect of the management, operation and provison of 
services for residential buildings shall be governed by legislation and contracts. 

Atide 11. Right and Duties of the Owners 

An owner of immovable property (or its part) in the housing xfhere shall be entitled to possess, 
use and dispose of such property In accordance with the provisions of legislation (including 
lease, pledge in full or in part, sell, modify, recomnstruct or destrict, perform other actions 
permitted by law). 

The above actions performed by the owner may not prejudice of other citizens and 
organizations, or public interests. 

Ownership by citizens to immovable property in the housing sohere shall not be restricted in 
quantity, size or value and alul enjoy immunity rights. 

The state shall guarantee the protection of the rights and lawful interests of all the owners of 
immovable prpperty in the housing sphere. 
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Aridb12- GrwoUnd for Th 
 o i 

th L ii.n eMnvn "ka.,A i-

Jnvoiuntary frzmination of any right of ownwhip Inaccordance with tht p'visios of law,
witout oaet of the owner, may be conducted only by deciion of a court, ubitrage orm 

arbitration courL 

inghet of prvtlzation ofatermuoniweraih n rco ornctitise orisllon ofaw, 

In the event of dissotion of a civic organization and in the absnce of u co, housin rock 

ownedM r by TshallMetosobe rvso to local le~mthem bUanferred self-govermnt bodies. of the respective
adminisrative aind tnritorial unit, provided thatall housing right of ciiz.s including rigJhttoprvaizailon of tm,and other housing rights of citizeM shall be preserved. 

-
A r c- s ,., 
hapter 3. Provisot of Citizens With DwonOing 

The provisionof citizans with dweoling shall be carried out by: 

a) aequiifion by the stlznof a respect as propetravavo rtu;. 
b) lese om toecitize ofnahouse/flat of the social °housing stock; 

ren
t by the citizen of a reidvitial unit (immovable property in the houuing shere); 
d the citizen becomn a nhareholder in a house-building coopertve or member of a 

amd minWn a uociaton;
e) allocation to remely needy and prccarious citizens ofhousing wilts in hotel-.ype ome
 

and th orb)nforming with technical snitasysaeiolrequirement in special houses 

importance.. 
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Arlide 14. Aiusftlon by a CitIen of a Flat as Private lronerpt 

The citihens shal be entitled to acquire a house/flat a3 private property.)' 

The housm/fTa which may be acquired by the citizens u private property hI not be restricted 
In namber, area or vahue. 

The citizens may acquire a house/flat as private property: 
a) by privatizia%a&manner specified by law, the howestin of the state, municipal or
 

public hoiwng stock, which they have occupied bcforehand under a renting agreement; 
i(b) by conductig housing construction independently or through individual bulidws 

companies; 
c) as a shareholder of a house-building coopmtive: by paying up in full their shard: 
d) by purchasing a flat or a housing unit (immovable property in the housing sphere) pursuant 

to a sle and purchase agreement; "v jp-1in. 
e) by acquiring a flat or a housing unit (ummovable property in the housing sphere) by virtue 

of donation, inheritance or in any other manper parmitted by Iw.' 

Artile 15. •AflorAtion to the Ci s of the ffouses/Mlat ofhe SMIl Use 1ou1n, Stock 

The social use housing stock shall be accumulated from the national aod municipal housing. 
stocks, and .[_be divosed by the local self-government bodies. 

/.9 / The gocip] use housing stock shall comprise the rcsidental houses, flats, which, by a rfntl 
a/ of
ament and within the limits of a certain social herin, shall be allocated to the c 2 it 
cetin categories (servicemcn, teachers, research asistants and so forth), who need 
improvement of theirdwelling conditions.. 

A social norm of arealdential area shall be determined on the basb of a level of the provison 
with dwelling at the given time, composition of the family and other circumstances. 

The grounds for letting the flats/residential houses of the social use housing stock to the citizen, 
those of neediness for improvement of dwelling conditions and categories of the citizens who ere 
entitled to receive, by a renting agreement a flatihouse of the social. use housing stock salt be 
determined by the legikation ofthe Republic of Armenia. 

The ofte r~al ui3isoc shall be detcrmined by the Goverment of the Repibr c 
of Arm ia'CYo-reahyea. 

Article 16. Lese of a Houshn! Unit 

The owners of housing tocks shall be entitled to grant to tho clUtizi, by 'rcntipg oolwa1 
housing units (immovable property in the housng sphere) of any area and amount 

A 
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A rmting agreement for a housing unit shall be concluded betwcen the owner and the citizea 

A renting agreement for a housing unit shall lay down the procedure for raeting a housing unit, 
period of nmting, fights and duties of the parties, and other tem. 

The quantity of the state and municipal housing stock, which ar subject to allocadton pumsant to 
a riting agreement for a housing unit, shall be determined by the Government of the Republic 
of Amlenia for eaclr year. 

A hauing unit may not be given by a renting agreemeat to other pons without the consent of 
the penots who reside in that unit on alxwfu basis. A 

The special houses of a social importance and housing units located therein shall not be allocated 
by a renting agreement for a housing unit 

Artil It. Shareholding in a HsetB1idin - CooncrntIve and -Membership In a 

Condominium Association 

The citizens may join house-building cooperatives, as residential house shareholders. 

A cooperative residential house shall be deemed in fuJ as the cooperative'. property. 

Tha shareholder who has fully paid up his share shall become an owner of the appropriate flat 
and the common use parts ofthe residential house shll remain as the cooperative's property. 
A ohareholder who has fully paid up his share shall receive an ownership ceatificate. 

The ciize may be membcrs of an auocirdion of the owners of condominium residential 
houses. To become a member of an association, the citizen shall participate in the construction 
(financing) of a condominium residential house being under construction, or become the owne. 
of a housing unit (botiing units) in an already built condominium residential house by 
purchasing or acquiring that unit in any other manner specified In law. 

The residential houses of house-building cooperativcs, in which all the flats (or part of m) 
have become the sharcholde' propety, may be transformed to condoipiniums by being 
reimteredas such in accordance with the specified procedure. 

Article 18, Payment of . Rent for a Flat (losingUnit) and of Muni6Vppl EXeIX 

A rent for a flat or a housing unit shall be fixed in the amount, by which mAintensam ad 
reconstruction of the house Tflat, residential unit), as well u expenses for public utilities ca be 

provided. 

PFST, AVA-' L2.4i..F c-CX' 
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Ile rate of rents for a housing unit and expanses for public utilities shall be deternined by the 
Government of the Republic of Armenia. 

The amount of a rent for a housing unit and expenses for public utilities shall be stipulated by an 
agreement concluded between the owner and the tenant. 

The norms of payments for rent of the housing units of the state and municipal housing stocks 
and public utilities shall be specified by the Government of the Republic ofArmenia. 

' 1 ~ArtJ e 19. The Measurca of Sodal Sec rily of Citizen. in the flondn Sphere 

a) For the citizens' who reside in the houca of the state housing stocks, under a renting 
en the t ren e/flt Al bepreservedaftertheadoptionofthisLxw, 

) e truton to Me new or paying rents and xenPees for public utilities shall be V 
carried outo in stages du g y Thterm of passing much stages shall be specified in 4D 

L the Jaw of the Republic enIa.( 	 o) The Government of the Republic of ocal self-government bodies* shall artist to
 
the citizens in the form of housing allowances which provide payment o! a rent and
 
payment for public utilitics -within theuhose/flat gocial nop and public utilities
 
normatives, taking into consideration a gross income of the family, acting privileges and
 
approved budget. The sources of such allowances shall be determined by the legislation of
 
the Republic of Asnieaia.
 
Local self-goverment bodies shall bo entitled to grant to the citizens privileges in paying a
 
rent and for public utilities, where the nize of aresidential area exceeds the social norm.
 

d) 	 A vacant residential area in a communal (shmed) flat shall be allocated by a renting _ 
agreement to the most needy family residing in &it flat 
In the absence in a communal flat of a pemon, who would like to occupy the vacant flat 
that flat shall be allocated by a renting agreement to other citizes without special 
preferences. 

the Law, at present, is similar to 
the term."city/town, district councils". 

c) 	 The Government of the Republic of Armenia, local self-government bodies, institutions, 
enterprises, organizations, social tssociationas shall be empowered to grant, at the cost of 
the appropriate budget or at the cost of their own assets, allowances to the citizens, who 
occupy i residential area under a renting agreement, taking into account a gross income of 
the family ! ne privilc.es. 

X 	 4 f) it shall be prohibited to sell flats/residential uniti of the municipl housing itocks to other 

* Note: The term 'local self-government bodies' used ii, 

persons without the consent of the major persons lawfully mriiding in such -flatw/residantial 

g) 	 The Government of the Republic of'Annenia and local self-government bodies may grant 
to the citizens that own a residential unit compensations (allowances) within the-limits of a . 

10 
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social norm of rent and public utilities normatives, taking into consideation a gross 
income of the family and acting privileges. 

S cpi oue of te s municipal r-midetial stocks may not be allocated by a 
renting ahi~went to other persons without the constnt of all the major persona residing in 
such housea4In addition, thee may not be so allocated special houses of @ochA importanco 
and hmiin ui located therein.ftsf 

i) For certain categories of persons,m here may be established privileges in the sphere of 
payments for public utilities and rental payments, irrespective of a gross income of theirL-	families. 
The sUt may gr nt priv eges to those organizations and citizens, who let their residential 
unit at a relatively low rent. 

' The procedure and terms of state aisistance (housing allowance) granted for rent of a flat 
(residential unit), all the state privileges granted in the housing sphere shall be set forth by 
the laws ofthe Reput lic of Armeni. 

Artilde 20. IJabllt, ofCitizen in the Snhere of Lega Rdsatlonshin Related to llousing

a) 	 The citizem, wbo grant the houses/flats rentcd by them to sub-iease shall be deprived of a 
right to receive an allowanco for rent and public utilities. 

b) 	 If rental.payments and payments for public utilities have not been made for more than nix 
months (one year), the citizens shall be subject to qiglm by a court, and th shall, e 
be allocated a flat meeting technical andsanitary requiremcnts olcd an hnmtL,. 

c) 	 If the renW and public utilities payments under a residential unit renting agreement have 
nOtbenmadeformome than6 months, the agreement shall be r n bya cort,and 
the tenantshmll'be evicted. 
The tenant of astate or municipal housing stock shall be evicted by a cout with allocation 
of another residential unit which meets technical and somitary requiremuts placed on 
hostels. 

d) 	 The citizens who violate the rules of common conduct in the flars (residential units) shall 
be subjected to administrttive and other sanctions. 

a) 	 A tenant of a flat (or residential unit) of the state and municipal homing stock shall be 
entitled to exchnmge his occupied flat or residential unit for another rented flat (residential 
unit) with the consent of the major members of his family residing together with him, 
irrespective of a place of location of that flat (residential unit). 

b) 	 A tenant of a fixt or residential unit of the state municipal houning utock shall be entitled, 
with the consent of the housing stock owner or a person authorized by the owner and the 
nhjor members of his family residing together with hm, to asign the rights and 
obligations stipulated by a residential unit renting agreement to an owner of a private or 
condominium housing stock in exchange for acquirition of an owncrxhip title to a 

lJ 
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residential house (flat, residential unit), or to an owner of ahouse-building cooperative in 
exchange for acquisition for the lattues rights. 

Article 22.-- Privatizatlon of Jlouses/J'lets 

Privatization of the flit/houses of a social use housing stock shall be conducted in accordance 
with current legislation. 

The quantity 6f national and municipal housing stock to be privatized shall be deturmined by the 
Government of the Republic of Armenia for each year. 

Resdential units of special houses of social importancoe and other residential units provided for 
by law shall not be priVatized. 

Article 23. Mortgaac, of Ilousemsa 

Mortgage of a flat (residential unit) is permitted for redemption of a loan granted for howe
 
(residential unit) construction or capital reconstruction.
 

The rooms which constitute a partof the flat may not be asubject of mortgage.
 

Only a flat (residential unit) which is owned by the mortggor may be mortgaged.
 

A tenant of a mortgaged flat or the owner residing thcein shall not be eicted in the cam of a
 
sale of the mortgaged flat (reidential unit). In such a case, a residential unit renting arwmmnt 

shal be concluded with the former owner, and the tenants shall preserve rights and obrfption" 
stipulated by the renting agmement. 

The procedure and terms for mortgage shall be set forth in the legislation of the Republc tj] 

ilhousl e Nrcdy and Precarious. Ciizem 

The citizens who have been evicted from a flat/house of the tocial use housing stock due 10 their 

being unable to pay a rent or to pay for public utilities shall be allocated a residential mit t 

meete the sanitary and technical requirements placed on hostel-type houses. The allogadeu 
such a unit shall be effected on the basis of decision of local self-government bodies. 

To provide dwelling for certain categories of citizens (lonely aged persons, etc.). speal 

Article 24. Providion of A ,FoK.trlcmy 

spmu 
of social importafce shall be established. 

..... AVAILR! C(FloY 

12 



FROM: I CO Yerevan, Armenia H1,E NO. : 78B52 151350 Mar. 16 1995 05:51PM P14 

The procedure and terms of Allocation of residential units in special houses of social importance 
s well u categories of precarious citi7=n shall be swt out by the Govemment of the Republic of 

AnnmiL 

Aricle 25. Occunation of the Houjing Sto 

e citizens shall occupy flats (residential units) on a lawful ground.) 

A warrant shall be deemed as a ground for occupation of a flat of the social housing stock under 

a renting agreement.. 

A renting agreement concluded between the landloird (owner) and tenant shall be deemed a a 
Smund for occupation of a housing unit (immovable property in the housing sphere) ugder a 
renting agreement 

A documnt of title shall be deemed ws a ground for occupation of a flat (residential unit) by its 
owner. 

A warrant shall be deemed as a ground for occupation of a flat in a houebuilding cooperative. 
A dwcon of a local self-government body (ower) shall he deemed a a ground for occupation 
of a residential unit in special houses ofsocial Importanca and hostel-type houses, 

The procedure and tenms of occupation of the houing stock shall be set forth by the 
Government of the Rkepblic of Mfmeisa 

Whc=e a lawful ground for occupation of a flat (residential mit) is available there shall not be 
permitted any adminigtralive restrictions for occupation of a flat (residential unit) by citis, 
excelt as spec~fld in legislation. 

Chapter 4. Conduct of Housing Construetion 

Autide_ 26... Sale and Allocaion of Land for HOnxifh Construction 

Any sale, lease or allocaton of land for pcrmanent use for the purpose of housing consinuction 
shall be carried out in accordance with the provisions of the Land Code of the Republic of 

2 Armenia. 

Where the land nstniction to the citizens who need dwelling. the sale sOl 
be effected S0 per cent discoug)'ne payment of the price for -Twhich is due to be poid 
by such persons may e pj-,in cars during fire years beginning from the fifth year of 11e 
purchase ofthat land. 
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The land acquired by the citiZes who need dwelling in a maMr described in the aecond 
paragraph of Ibis Article may be alienated only upon expiration of ten ycar• from the date of 
prMse of that land. 

A rent for state-owned land leased to the citizens who need dwelling shall be collected beginning 
fnmn the fifth year of the lease of that land. The tenants of land referred to in the third paragraph 
ofthis Article Wal be prohibited from subleasing that land. 

The procedure for sale or lease of state-owned land for housing construction to the citizens who 
need dwelling shall be set forth by the Government of the Republic ofArmoni. 

Article 27. ContWructiopa OfHouMs 

The persos who are eatied to own residential houses (flat) in the Republic of Armenia shall 
have the right to build individual or collective residential houne and other structures required 
for their maintennce on the land owned or leased by temor alload to them for prmanent 
use, at non-prohibited aites and in a mainer prescribed in the legislation of the Republic of 
Armenia. 

The pewns who are entitled to own residential houses (fiait) in the Republic of Armenia Ehall 
have the right to build residential houses irrespective of the fact that they own another house 
(flat) or other ircum nce. 

For the purpose of improving dwelling conditions fir the persona who need dwelling, the 
Government of the Republic of Armenia and the respective local xelf-gov ens bodies shall 
carry out housing construction, annually allocating for that purpose finanial means identified In 
their budgets. 

In the cue of any construction of a residential house and other structures required for its 
maintenance, only a percentage of the area of a land-plot permiussible for building, its location 
and pensiuible height of the house, which are determired by urban-planning documents and 
rules for the given populated area and the given territoy; shall be set out. 7he space of a 
residential building,and that of the sructure required for Its maintemnace shall not be restricted. 

A building permit for a residential house and other structures required for its maintenance l 
be granted in accordance with the provisions of the legislatim of the Republic of Armala by 
executive committees of the respective district coun6ils within one month (two months) fnM the 
dae of the receipt of such an application. If no permit or rejection has been commwicsted 
within the stathd period, the building permit shall be deemed as granted. 

Tle rejection of an application to grant a building pernit for a residential house and nther 
structures required for its maintenance may be appealed against to a ocurt. 
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Artilde 28. 11D! (Unnathorized) Conamuction 

It shall be prohibited to carry on any construction ofa residential house or structures rnquirnd for 
its maintenance Without perMiion or without a plan approved in accordance %vithestablished 
rules. 

The builden of a residential house or structures required for its maintenance aTlt abide by urban 
planning, building and other rules and nonns. 

Illegal (unauthorized) builders of a residential house or structures required for Its maintonamao 
shall be subjected to material, administrative or criminal liability, as specified in the Iegia!fon 
of the Republic ofAnnmia, while the illegally built house shall be confiscated. 

PBSON 
The citizens and legal penois that have effected illegal construction before the enactment of thi 
Law, may apply to the executive committee of the respective district council for leulization of 
the illegal construction carried out by them. 

The executive committees of district councils shall leize illegal buildings in accordance witn 
the provisions of the legislation of the Republic of Armenia, or reject an pplication for 
legalization of illegal buildings within one month (two months) from the receipt of such an 
application. 

Legalization of an illegal building may beRcfued if that building has been bilt in violation of 
the urban-planning. building and other rules and norms, or if that contradicts with the 
requirements ofthe goeneal plan of that area. 

The rejection of an application for legalization of a residential house or structures required for its 
maintenance may be appealed against to a court. 

Artide 79. Reconstruction and Extension of a House 

Any. owner or tenant of a houwe shall be entitled to reconstruct or extend his house (flats, 

residential houes and other structous required for their maintenance) in accordance with the 

provisions of the legislation of the Republic of Armenia. 

Reconstruction and cxtension ofhouses shall be carried out in accordance with this Law. 

Article 30. Te Financine and Creditlng of Housine Conslrueion 

Housing cohstruction shall be financed by house-owners or.if so spbcifically provided for by the 

legislation of the Republic of Armenia6'"ut of the state or local budgets of the Republic of 

Armenia. 
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Secred loans (on mortgage or guaranty) may be granted for housing construction. 

Long trm preferetial loans may be granted for the reconstruction of houses for the pumon 
who need dwelling, in accordance with the procedure set forth by the Govbimmt of the 
Republic of Amnia.. 

Aiclde 31. Tax Priviie, in the Sphere ofHousine Construction 

Any land acquired or leased for housing construction by the persons who need dwelling, as well 
as any structures built on that land shall be exempted from tax on land and immovables during 
the period often years. 

The enterpriass that carry 'onhousing.-comtruction shall be grainted profit-tax privilees in 
accondance with the provisions of the legislation ofthe Republic of Armenia. 

Chapter S. Managment of tHBo gtok 

Artide 32. The Role of State Bodies in the Management of the Housin_ Stock 

The Government of the Rcpublic of Armenia shal: 

a) establiab the rules for the use, operaton, and inaintemance of resideatiai mudingS 
(flats) and sunuing area attached to them, an well as the rules and norms for 
tocbaical otnion of facilities of engineering infmtructurc intended for technical 
servicing of reddential buildings (fiats); 

b) exercLse supervision over the use and maintenance of houss/flats. 

Local self-governmental bodies (Executive Committees of Local Cuncils) shall: 

a) manage the housing stock under their jurisdiction;
 
b) exercse.supervision ovcr th. maintenance of the rules for the use, operation, and
 

mintenance of residential buildings (flats) and surrunding areas attached to then, 
as well as the rules and norms for technical operation of facilities of engineering 
infrastructure intended for technical servicing of residential buildings (flat). 

Article 33. The Rleht to the Maintenance and Repair of the.Housins stock 

The right to the maintenac ad repair of the housing stock shall be hold by the Omer of a
 

given residential building (flat), or, in a manner provided by law, by the physical or legal person 
to whom that buildihg (flat) is allocated for use or leased, or by the buildet to whom the above 

mentioned right is transferrd according to a contrat 
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Capital repair of a residential building (flat) shall be authorized by a construction permit issued 

by the appropriate local self-governmental body (the Executive Committee of the "Local 

council). 

and Repair ofArticle 34. Comnetltive PriPlIP1e Inthe Sphere of Oneration. Seridn. 
the ]busing Star& 

Enterprises, institution, and organizations aigaged in desisning, construction, and servicing. 
irrespective of their type of ownership and place of registration, shall be permittd to conduct the 
open*on, servicing, and repair ofthe housing stock. 

Selection of an operation, tervicing, or repair organization rhall be made by the owner of the 
housing stock (residential building). 

Contracts for operation, servicing. and repair of the state hoising stock shall be finalized by the 

appopriateocal self-governmental body (the Executive Committee of the Local Council) or by 

the national and municipal institutions and organizations. Selection of an operation, servicing, 

or repair organimation shall be made, as a role, on a competitive basis and inpective of the type 
of owneahip. 

Issues related to the servicing, operation, and repair of condominium residential buildings sbhl 

be regulated in a manner established by associations of condominium owners, in accordance 

with legislation ofthe Republic of Armeni.. 

Artclde 35. People's Partldlpaion in the MAn sement of the Houslne Stock 

To protect and guarantee their economic and social rights and lawful interests, The owners a,. 

tenants of the Republic of Armenia's housing stock (irrespective of its ownership), non

governmental and public organizations, other voluntary associations and private citizens shall be 
of their registrationentitled to participate in the management of the housing stock at plame 


(residence).
 

H. Karapetlan
27 February, 1995. 
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ANNEX 2
 
Earthqcuake ReConstruction Project
 

Action Plan on Housing Policy Reform
 

TERMS OF REFERENCES
 

Background
 

In 1993 the World Bank approved a credit amounting US$ 28.0 million. The 
primary objectives of this loan are: a) to provide improved housing and 
living conditions to'residents of the Earthquake Zone; b) to reconstruct 
basic infrastructure which will support employment creation; and c) to 
develop a longer term sustainable program for rehabilitation in the 
earthquake zone. 

The project is completing the reconstruction of housing, factory shells 
and municipal infrastructure that could provide immediate assistance and 
employment to the needy population in the earthquake zone. It also oupports
 
some key reforms in housing policy (e.g. privatization, cost recovery, single
 
family self-help housing, etac) and help develop the overall housing reform
 
agenda for Armenia. Additioally, it has prepared a long term regional 
development strategy to rehabilitate the earthquake zone, and is preparing
 
the regional infrastructure investment study.
 

During negotiations, the Government confirmed that the borrower will 
submit an action plan on housing policy reform (Action Plan in further text) 
as described in Annex 1.3 at the time of the Mid Term review (para 2.8) and 
Credit Agreement (Schedule 3, Part D, para 2; Schedule 4, para 3). A letter 
from the Minister of Economy to the Government Department for Urban Policy on 
February 8, 1995 has initiated steps for preparation of the Action Plan. 

Goals and objectives 

The goal of the Action Plan is to establish the stages of Housing Policy
 
Reform development, and to set priorities for assistance in developing mound
 
housing policy that would help the country apply in practice some of the
 
strategies in the transition from the state to the market-based econumy.
 

Work plan
 

The Government Department for Urban Policy will prepare the Housing
 
Action Plan. The Ministry of Finance will provide all necessary information
 
concerning financial components of the Action Plan. The State Administration
 
for Urban Planning and Architecture will provide the necessary information on
 
inter-fiscal relations between the Government and the municipalities, and on
 
housing and construction codes. Technical assistance will be provided by the
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International City/County Management Association (ICOA) unit dealing with the
 
reform on housing policy in Armenia funded by the US Agency for International
 
Development (US AID).
 

The Action Plan will clearly define present achievements, ongoing
 
activities and short-term and mid-term planed actions. The Action Plan will
 
be presented to the World Bank by the end of March 1995.
 

Tar=n of Refereaces
 

1. suumiarize the achievements in the housing sector:
 

1.1. 	general housing policy issues (privatization, rent, targeted
 
subsides, land reform, cadastre, etc.)
 

1.2. 	regulatory environment ( The Law on Privatization and
 
Decentralization of State Enterprise and Unfinished Construction,
 
Law on State and Public Housing Stock Privatization, Decrees on
 
Land Cadastre, Law about Banks and Banking, Law on Land 
Privatization, The Mortgage Law, The Property Tax Law, etc.) 

1. 3. financial components (banking sector reform, lending mechanisms, 
cost 	recovery, etc.)
 

1.4. 	inter-fiscal relations between the Government and the
 
municipalities (transfer of ownership in housing, urban land,
 
infrastructure)
 

1.5. 	institutional framework (clear role of state and local government,
 
private sector, etc.).
 

2. sumnarize the ongoing activities:
 

2.1. 	general housing policy issues
 
2.2. 	regulatory environment
 
2.3. 	financial c=Vonents
 
2.4. 	inter-fiscal relations between the Government and the
 

Mumicipalities
 
2.5. 	institutional framework
 

3. Short-term actions (next 6 month) and mid-term actions (1-2 years):
 

2.1. 	general housing policy issues
 
2.2. 	regulatory environment
 
2.3. 	financial components
 
2.4. 	inter-fiscal relations between the Government and the
 

municipalities
 
2.5. 	institutional framework
 

4. In the reference to the overall housing policy priorities for assstance
 
should be presented.
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STATE DEPARTMENT FOR ARCHITECTURE AND URBAN PLANNING
 
OF THE REPUBLIC OF ARMENIA
 

(W o r k i n g)
 

On the State Housing Policy of the 
Republic of Armenia 

After the collapse of the USSR and declaration of the Republic's of Armenia 
independence, the housing problem has become the most important and socially 
significant problem inherited by the newly independent state. After the Spitak 
earthquake, the unfinished cancellation of the large-scale All-Union programs 
for reconstruction of' the disaster zone, duration of the Karabakh conflict and the inflow 
of hundred thousands of refugees to Armenia, economic blockade of the Republic, 
strong dearth of electricity and fuel and, as a result of that, the total economic collapse 
and sharp reduction of construction volumes have created a difficult, critical situation 
which negatively affects the social stability of the society. The crisis of the housing 
sphere is caused also by the strict state social and economic governance, a number of 
circumstances associated with the stage of transition to a new economic system based 
on market relations, lack of an appropriate system of legal rules and legal field, 
unavailability of a systematized network of market mechanisms and services. 

The housing sphere is an integral and important part of the Armenian economy, anr" the 
direction of a coordinated state policy in that sphere is extremely important for 
successful conduct of the general economic reform, because, by influencing settlement 
processes and distribution of the labour force and its mobility, distribution and 
allocation of capital investments, it promotes the improvement of macro economic 
development proportions and, owing to drawing and collection of private assets of the 
population for housing requirements, the stabilization of money circulation and 
slackening of the tension on demand in the general consumption market, provision of 
employment for quite high percentage of the free labour force. 

By rejecting the monopolistic role of the former socialist state in the housing sphere, 
where it has acted as a customer, planner, builder, distributor and operator, the state, 
however, cannot stand apart of the solution of housing problems, formation of market 
relations and mechanisms, the duty to organize and regulate activities, necessity of the 
provisions of high economic profitability and balance of the social fairness, the duty to 
protect socially precarious strata of the society. 

The experience of the developed countries, and the analytical work "Guidelines of the 
Housing Policy" prepared by UN European Economic Commission prove that the 
provision of economic profitability and attractiveness of the housing sphere requires 
application of state legal, financial and economic arrangements to assist to the 
development of a viable market both in a new housing construction and in the field of 
lease, operation and maintenance of the existing housing stock. At the same time-, it is 
obvious that the framework of the functioning of that market must be governed through 
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the state's interference for the purpose of protecting the rights and interests of residents 
and consumers. That experience also proves that the development of market economy
depends on effective state management to be effected through the organized framework 
of services and mechanisms, and that only a civilized market can functionate within the 
framework of the existence of such services and mechanisms. 

the adoption of the Law on Privatization of the Housing Stock and the development of 
the privatization process have begun modifying the structure of the housing stock 
according to the types of ownership, reviving and forming a spontaneous housing 
market, where, however, a primitive mechanism of sale and purchase of finished flats 
is acting, and that market is not regulated by systematized legal and economic rules,
 
and it has no firm organizational and structural mechanisms.
 

The housing reform requires to change the structure of new housing construction
 
according to investments, sources of capital investments and forms of ownership, and
 
to involve that sphere and the extremely complicated sphere of flat leasing and rents in
 
the field of market relations as well, and to form a diversified and fully functioning

housing market. Staying of any of such spheres outside the market will hinder the
 
market regulation of other spheres.
 

This all dictates the necessity of the consecutive conduct of the housing reform and the
 
necessity of elaboration and implementation of a new state housing policy on the
 
principal and long-term aimed basis.
 

The designed state housing policy can be classified into the following main
 
components:
 

- creation of legal and legislatie bases for the housing sphere;
 
- the state policy in the sphere of housing construction;
 
- the state policy in the sphere of operation of the housing stock; - state policy in the
 
sphere of urban planning.
 

These directions must be elaborated and implemented altogether: as mutually .connected
 
and accorded, in order to have an opportunity to promptly reply and adjust to the
 
changes, because the lack and non-equivalence of any of them immediately entails
 
disproportion and counteraction in the market, and hinders the effectiveness of the
 
realization of other components.
 

1. Creation of Legal and Legislative Bases for the Housing Sphere 

Here, first of all, it is required to form an ideology of the new state's housing policy,
whose main principles must be the :ight of private ownership to land and immovable 
property and the right of a citizen (individual) to determine the size, price and location 
of his house (flat) on the basis of his desire and possibilities, and the state must use its 
best efforts to assist and help the citizens to exercise that right. On the basis of that 
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ideology and constitutional rights, there must be drafted and adopted civil legislation,
commercial legislation (regarding regulation of dealing with immovable property), and, 
especially, housing legislatioi. Then, on the basis of the adopted laws, a number of 
important subordinate legislative acts must be adopted. That legal field will give an 
opportunity to realize the constitutional right of the citizens to own a house (flat) under 
new social and economic conditions, to ensure legal regulation of housing relations in 
the course of the formation of new types of ownership. 

The law must law down strict classification of the types of the housing stock, delimit 
the rights and duties of different types of owners of the housing stock. 

2. The State Policy in the Sphere of Housing Construction 

The housing construction in Armenia has been strongly reduced along with the total 
economic collapse. The following are the indices of new residential space accepted for 
operation during the last three years (expressed in 1000 square meters): 

1991 1992 1993 

State Construction 889.0 215.0 243.9 

House Building 66.2 6.9 15.8 
Cooperative 

Private Individual 954.1 136.9 110.6 

Total: 1909.3 359.7 370.3 

Such a process of construction is strongly insufficient, especially if taking into account 
that 120.2 thousand families and hundred thousands of refugees wait for their turn to 
receive a flat. 

The construction of a large number of unfinished residential buildings has been 
suspended (especially in the disaster zone), and they are expected to be spoilt or to lose 
capital investments because of they not being laid up. 

Under such conditions, the capacity of the state budget to finance housing construction 
is strictly limited, and inflation processes and free hicrease of prices for building 
materials and goods, not regulated by anything, further reduce them. 

The attempts of reducing the costs of housing construction by reducing the standards 
for provision of amenities and equipment cannot give considerable results, and the 
reduction of such standards also has allowed limits. 
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The housing reform and the present critical situation require to involve in investing and 
financing of that sphere ny private financial resources of various form of ownership, 
including allocations and contributions of the population's family assets for the housing 
needs, to revive individual housing construction, to assist to the development of 
commercial housing construction. To achieve these goals, the housing construction 
must become economically profitable and competitive. Whereas, presently the incomes 
of the most of the families have been reduced in comparison with the value of flats and, 
in general, with the minimal living standards, and these allocations which may be 
sufficient for the housing needs have become impossible and meaningless. 

In the case of calculation of a ratio of the value of flats (houses) to average family 
_ko~tV income, it should be considered that the value of a flat should not exceed a family's 12

--- 15annual salaries. It means that if 1/3 of the family income is used for payment for a . 
flat, its full redemption, together with interest on housing loan amounts, should be 
made during 30 -35 years. (At ld4,- )) hl oo 

However, presently (as of July, 1994) the value of a three-room flat located in a 4
storey building amounts to 920,000 - 960,000 Drams, and the most unpretentious 3
room detached house, excluding the value of the land plot, amounts to 1 million and
 
100 thousand Drams, and together with interest on loans: for 1 million and 430
 
thousand to 1 million and 520 thousand, and 1 million and 706 thousand Drams
 
respectively. It is clear that the present level of the population's incomes, prices of
 
flats, money inflation, unstable financial situation, the present financial and credit
 
system cannot contribute to the increase of the volumes of individual, cooperative and
 
condominium house construction.
 

Under these conditions, only one per cent of the Republic's population can
 
independently pay expenses necessary for satisfaction of their housing needs.
 

Thus, it is necessary for the state to interfere with the situation existing in the housing
 

market, on the basis of a premeditated policy.
 

The following may be the forms of such state participation and interference:
 

- target additional payments and allowances aimed at the solution of the population's
 
housing problems, by reducing the state's share in housing construction;
 
- state guarantees for housing construction loans in _financial and credit transactions.
 
state compensation for a part of loan interest, promotion of the first payment in case of
 
purchase of a flat through loan;
 
- establishment of income-tax privileges in respect of the funds assigned for housing
 
construction, reduction of rates of value added tax on building materials and goods.
 
reduction of rates of income tax on crediting activity aimed at housing construction;
 
- sale of a part of the unfinished residential buildings owned by the state (even at a
 
symbolical price) to legal and natural persons, upon the condition that they must be
 
finished and then be used according to their purpose.
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By limiting its direct participation in housing construction, the state, however, must 
carry out a certain volume of housing construction to satisfy the housing needs of 
military servants and other public needs, thus eliminating the tension in that sphere. In 
addition, through such state and, especially, municipal construction, the state must 
influence the supply and demand existing in the housing market, the price for sale and 
lease of flats. 

All the arrangements to be carried out must be directed to the provision of economic 
profitability of housing construction, drawing of private financial assets and 
investments to this sphere, and participation of as higher percentage of the population 
in financing of housing construction and conduct of individual housing construction, as 
possible. 

3. State Policy in the Sphere of Housing Stock 

The adoption of the Law on Privatization of the State and Public Housing Stock has 
created a basis for structural changes in the housing stock, for the purpose of further 
increase of the share of citizens and legal persons (private property), and exempting the 
state from the duty of direct management of the housing stock and creating conditions 
for transition to market regulation also in this sphere. The goal is clear: to attain the 
provision of safe and then profitable functioning of the sphere of lease relations and 
municipal services in the housing stock by involving that significant sphere of economy 
in the market. However, under present conditions, such a rvement, from the' social 
point of view, becomes painful and dangerous for the society, taking into consideration 
the reduction of incomes and rapid growing of prices for lease of flats and municipal 
services. 

Here, it is necessary for the state to directly participate and assist the population by way 
of various compensations and allowances, until the general economic development and 
increase of the population's incomes allow the families having average incomes to pay 
for their flat and municipal services at market prices. Such a period, obviously, will 
take long, and it must be conducted in stages. It will be necessary to transit for 
additional payments and allowance provided for housing operation units to the system 
of additional payments and allowances to be paid directly to the population. It will be 
better to pay these payments and allowances by bank transfers through housing check
books, which may be used only in the course of payments for housing and municipal 
services. 

The experience of the developed countries proves that even under the developed 
economy, the state continues providing various housing additional payments and 
allowances, along with securing socially precarious strata of the society and regulating 
market level of housing and municipal expenses. 

In addition, for regulation of the housing market, a system of mandatory registrafion of 
contracts for sale and purchase, mortgage of land and immovable property mut be 
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introduced in association with the creation of legal, tax and territorial cadastre services 
for land and immovable property. 

4. State Policy in the Sphere of Urban Planning 

The structural changes in housing construction and the housing stock, and the housing
reform require also respective changes in the sphere of urban planning, architecture and 
construction. 

The following must become the main directions of urban planning and land-use policy: 

- transition to the preferable building of low-storey (1-2 storey) detached houses with 
attached land plots; 
- building of economical up to 4-storey houses in the field of state, municipal and 
commercial housing construction. 

These approaches require revision and re-planning of the general plans of the 
Republic's towns (cities) and populated areas, by developing and adjusting the zones of 
low-storey and average height houses construction and their improvement, the nature of 
use of land-plots, restriction on building, density, type and height of structures. 

All these problems and issues that arise in the housing sphere prove that it is required 
to elaborate a coordinated and uniform policy, and that elaboration and implementation 
should be conducted by joint participation of the ministries and state departments which 
engage in this sphere, covering all directions. 

ENGLISH TRANSLATION BY: 

ICMA (USAID Contractor) Local Tel.: (8852)-52-56-93
Department of Urban Policy Intern. (Tel/Fax): 011-7-8852-151-350 
Government Apparatus Mailing Address: 
Republic ofArmenia Steven J.Anlian, ICMA Advisor, "C" 
Government House, Room 77 USAID/Yerevan 
Republic Square, Yerevan Department of State 
Armenia, 375010 Washington, DC 20521-7020 

Word account: ICMA PRINTING DATE: March 22, 1995 
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IMPORTANT NOTE: All of the data contained in this draft are subject to official 
confirmation and verification. Particular attention should be given to policy 
statements, interpretations and data presented in bold italics; these are especially 
subject to official completion and/or revision 

(DRAFT)
 
ACTION PLAN ON HOUSING POLICY
 

REFORM IN ARMENIA
 

1. INTRODUCTION 

1. Background 

The World Bank and the Ministry of Economy agreed (MOE letter of February 8, 
1995) to present an Action Plan on Housing Policy Reform on or about March 31, 
1995. According to this agreement, the Action Plan presents statements of "Policy 
Intent," summarizes policy "Achievements," "Ongoing Activities and Short-Term 
Actions (next 6 months)" and specifies planned "Mid-Term Actions (6 months to 2 
years)". Thus, the Action Plan is both a review of the status of housing sector 
reform accomplishments and a statement of priorities for planned actions leading to 
a housing policy that will help the Republic of Armenia apply in practice the 
strategies for transition from a state-based to a market-based economy. 

I. THE CONTEXT FOR HOUSING REFORM 

1. Macroeconomic Conditions 

The collapse of the Soviet Union and the system of central planning that governed 
the production and distribution ofgoods and services throughout the several 
Republics set in motion waves of both political and economic change. 

In the case of Armenia, a border dispute with neighboring Azerbaijan led to an 
economic blockade that severely constricted the flow of energy to Armenia, a 
diversion of scarce domestic resources and the discouragement of official and 
private capital inflows. Unrest in neighboring Georgia disrupted other traditional 
trade routes with the rest of the former Soviet Union. And the border with Turkey 
was closed as Turkey sided with Azerbaijan, leaving only a narrow corridor for 
overland trade through Iran. A peace agreement between Armenia and Azerbaijan 
now appears to be at hand and trade across the Armenian-Turkish border is 
expanding. 

Although the major earthquake of 1988 that struck Armenia took place before the 
disintegration of the Soviet Union, earthquake damage was extensive, so that at 
the time of Armenian independence in 1991, the economy was already struggling 
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to deal with the repercussions of the earthquake and return to previous levels of 
production. 

As a consequence of these extraordinary dislocations, it is estimated that real GDP 
in Armenia fell by 52% in 1992 and an additional 23% in 1993. Accordingly, 
employment plunged. At the beginning of 1993, 56.3 thousand persons were 
registered as unemployed. By October 1993, the number ofjobless persons had 
increased to 93.8 thousand, or about 10% of the labor force. Such an 
unemployment rate is probably a serious underestimate because of the extent of the 
decline in real GDP and because economic conditions for the average Armenian 
are substantially worse than a 10% unemployment rate would imply. 

Exacerbating these multiple hardships, inflation increased dramatically during this 
period, in part because Armenia chose to remain in the Russina ruble zone--
Russian inflation and ruble devaluation were consequently transmitted to Armenia. 
The rate of inflation in 1992 reached 828% and approached an annual rate of 
1,000% in 1993. 

Armenia broke its link with the Russian ruble in 1993 and introduced its own 
currency, the dram, established an independent central bank and invoked an 
extremely tight monetary policy. In part as a result of these and other reform 
measures taken by Armenia, economic conditions in 1994 improved significantly. 
Real GDP is estimated to have grown by 2.5%; inflation declined significantly 
during the year, reaching an annualized rate of 8.4% in February, 1995; the new 
national currency, the dram, remained relatively stable against the US dollar over 
the six-month period from August 1994 through February 1995. Furthermore, 
some relief from the acute energy crisis should appear by mid-1995 when a large 
nuclear facility, capable of meeting an estimated 60% of Armenia's electricity 
needs, is expected to come on line. 

2. Housing 

In the housing sector, significant strides have been made in privatizing the housing 
stock and moving toward a market-driven housing sector, but the extensive 
damage caused by the 1988 earthquake and the influx of refugees have combined 
with past backlogs t',) produce a significant housing shortage. Some 50,000 
dwelling units ha-,- been started but remain uncompleted; 40,000 of these are in 
the earthquake zone. In Yerevan alone, which accounts for 35% of the national 
population, 4,753 units have been started in 115 buildings, but only half of these 
are under active construction. 

Of a total population of 3.7 million (roughly 900 thousandfamilies), 120 
thousand families are presently considered underhoused and are on the officua 
waiting list; 41 thousand of these reside in Yerevan. 

2/,. 
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To complicate estimation of the housing shortage, thousands of Armenians have 
emigrated to other countries and it is unknown how many might return when 
economic conditions improve. 

3. Special Housing Needs 

The 1988 earthquake caused extensive damage to both the housing stock and its 
associated infrastructure and led to a serious displacement problem. The conflict 
with Azerbaijan over the disputed enclave of Nagorno-Karabakh also contributed 
housing problems because of the influx of refugees from the disputed territory. 
Indeed, it is estimated that some 500,000 of Armenia's population remain displaced 
either because of the earthquake or the conflict with Azerbaijan. 

4. Housing Production 

With the exception of international donor projects and housing being completed in 
the earthquake zone by the World Bank, housing production has virtually come to 
a halt. 

5. Housing Affordability 

Much more analysis must be done before good estimates of housing affordability 
can be made. This finding arises primarily from the uncertainty of family income 
estimates; home price estimates are believed to be significantly more accurate. 

As ofJuly, 1994, the value of a three-roomflat in afour-storybuildingranged 
between 920 thousandand960 thousanddrams, or$ to $ at the 
then-prevailingexchange rateof_ dramsperdollar. The most unpre
tentious three-roomdetachedhouse, excluding the value ofthe land, 
commandedapriceof1.1 million drams ($ ___J. Slightly different data at 
year-end1994 indicatesthatthe averagepricepersquaremeterforflats in 
Yerevan were about$127, or$6,350fora 50 m 2flat Outside Yerevan, this 
same study' indicatedan unweightedsquaremetercost ofabout$35 persquare 
meter, orabout $1,750fora 50 m 2 flat, which would correspondroughly to the 
Republic-wideestimates at mid-year1994 indicatedabove. 

Estimatesoffamily inc,,me aresubstantiaiymoreproblematical. Foran 
averagefamily offour Aa year-end1994, these estimates rangedfrom $180 a 
year to $720 ayear. GVP per cauitafor1994, however, has been projectedat 
just over $2,000, which,for afamilt offour, would imply an annualfamily 
income of about$8,000. Obvioust',, it is difficult to reconcile these various 
estimates. 

1 Gourgen Mushegian and Petros Sogomonian, "Overview of the Market Monitoring in the Housing
 

Sector, Major Cities of the Republic of Armenia," January 1995.
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M. 	 GENERAL HOUSING POLICY ISSUES 

Overall (Long Term) Housing Policy Objectives: 

o 	phase out subsidies for the housing sector except for the neediest portion of 

the population; 
* 	establish private markets and a housing finance system that will provide a more 

efficient and equitable allocation of economic resources for housing and urban 
development; 
through private markets, provide consumers increased quality, choice, and* 
availability of affordable housing; 

* 	 in accomplishing the transition to private markets, preserve the right of all 

citizens to decent and safe shelter. 
provide decent housing for earthquake victims and refugees with cost-recovery* 
based on ability to pay. 

1. 	 Framework for Coordinated Housing Policy Development 

1.1 	 Policy Intent: 

" to create improved institutional capacity for on-going housing policy 

development and analysis; 
" to create overall policy and legal framework for more specific policy 

and legislative initiatives. 

1.2 	 Achievements 

1.21 	 Creation ofDepartment of Urban Policy 
1.22 	 tousing Policy Law Drafted 

1.3 	 Ongoing Activities and Short Term Actions (next 6 Months) 

1.31 	 Form anAd-Hoc, Inter-MinisterialHousingPolicy Working Group 

1.32 	 Refine andformalize HousingAction Plan 
1.33 	 Secure CabinetapprovalofHousingPolicyLaw 
1.34 	 Conductselective surveys to clarify the magnitudeof the housing 

shortage 
1.35 	 Enactlaws presently drafted 

1.4 	 Mid-Term Actions (6 months to 2years) 

1.41 	 Institutionalizeimprovedcapabilityfor housingsector monitoring, 
policyformulationnandimplementation 

1.42 	 Secure Parliamentaryaction on the Housing PolicyLaw 
1.43 	 Implement laws adopted 
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2. Housing Privatization 

2.1 Policy Intent 

" to complete the process of housing privatization; 
" to transfer full responsibilities of ownership to condominiums and 

cooperatives 
" to encourage growth of private competition inhousing construction and 

management 
" to provide a regulatory framework to govern relationships among 

buyers and sellers and among land lords and tenants. 

2.2 Achievements 

2.21 Legal Structure 

The process of establishing a legal basis for the privatization of housing and 
its regulation is well advanced. The status of the several actions taken is as 
follows: 

* 	 State and Public Housing Privatization Law (Adopted June 29, 1993) 
* 	Law About State and Public Housing Stock Privatization (Adopted 

June 29, 1993) and Implementing Decisions: 
* 	Decision About Implementation of Law About State and Public 

Housing Stock Privatization (July 29, 1993); 
* 	Decision on Privatization of Basements; 
• 	 Decision #453 On Regulations of the Participation ofthe 

Representatives of Governmental Departments, Enterprises, 
Institutions, Organizations in the Privatization ofthe Departmental 
Housing Stock (September 8, 1993); 

• 	 Decision # 451 (On fees for processing housing privatization), 
(September 8, 1993); 

* 	Decision #452 About Registering Privatized Apartments (September 8, 
1993; 

* 	Decision # 456 On Permission to Privatize Houses and Apartments 
Considered Historical or Cultural Monuments (September 8, 1993); 

* 	Condominium Decree (Inter-Nfmisterial Review Complete; Ready for 
Adoption) 

P.EST A\1;LABI f C~OFY 
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2.22 	 Status of Housing Privatization 

At the end of 1994, the total compleiedhousing stock ofArmenia 

amountedto 745,496 dwelling units, of which 411,944 (55.2%) were 

privately owned. Units locatedin urbanareasaccountfor almost 70% 

of the total housingstock; of these, 39% were privatelyowned (45% if 
Cooperativesareconsideredprivately owned). Of the ruralhousing 

stock, 93 % of the dwelling units wereprivately owned. 

Status of the Armenian HousingStock 
(As of December30, 1994) 

Total Urban Rural 
HousingStock 745,496 515,043 223,648 

Private 411,944 201,284 208,739 
Cooperative 30,471 30,471 

State 303,081 283,288 14,910 

PercentPrivate 55.26% 39.08% 93.33% 
(excludes Coops) 
IncludingCoops 59.35% 45.00% 93.33% 

Percent Urban 69.09% 
PercentRural 30.00% 

The pace ofprivitizationduringthe secondhalfof 1994 is remarkable; 

some 59,000 housing unitswere convertedfrom State toprivate 
ownershipduringthisperiod 

2.22 	 Pilot Projects demonstrating private housing tenure have been conducted 

(Triangle Project; Earthquake Reconstruction and UNHCR Refugee 
Housing Project) 

2.23 	 Yerevan City Decision on establishing the Condominium Services Office 
2.24 	 Training Program for Condominium Associations, Yerevan State 

University 

2.3 	 Ongoing Activities and Short-Term Actions(next 6 months) 

2.31 	 Continue the processofprivatization,with a deadlinefor completion of 
September,1995 

232 Adopt CondominiumDecreeand additionalimplementing decisions 

2.33 	 Plan andorganizeeducationalprogramsandtechnicalassistancewith 
cities 

2.34 	 Elaboratepolicy on remainingmunicipalhousing stock and 
privatizationof "Zsheks" 
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2.35 	 Develop and adoptregulationsfor the operationof a realestate 
brokerageindustry 

2.4 	 Mid-Term Actions (6 months to 2 years) 

2.4.1 	 Develop policiesonfinancialassistancefor capitalrepairs 

2.4.2 	 Develop policies to encourageproperty insuranceindustry 

2.4.3 	 Implement Municipalhousingstock andZshek privatizationpolicy 

2.4.4 	 Developpolicieson the remainingMunicipalhousing stock 

3. 	 Rents for Municipal Housing and Pricing of Communal Services 

3.1 Policy Intent: to raise rents and prices for communal services to levels 

sufficient to cover operating costs, amortize capital investment, and to fund 
reserves for replacement. 

3.2 	 Achievements 

3.21 	 The Republic of Armenia has moved aggressively to raise rents and to 
bring fees for communal services to full cost recovery levels. The 

following table presents the extent of these changes. 

Evolution of Increasesin Rent and 
Feesfor CommunalServices (in drams) 

Actual Fee Fee 
Cost Pre-Dec '94 Dec '94 

Rent (perM 2) 	 8.9 0.0625 0.5 

Communal Services 
Electricity (perKW-) 5.1 1.3 10.0 

0.27 0.54Water (perM3) 10.3 

(Yerevan)
 

0.03 0.09Sewerage (perM3) 0.56 
(Yerevan) 

GarbageRemoval (per 24.7 6.08 12.16 
per month)

person, 
(Yerevan) 

Heating (perM2 per 1056.0 120.0 360.0 
annum, Yerevan) 

Hot Water (perperson, 185.0 8.0 16.0 
per month, Yerevan) 
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3.3 	 Ongoing Activities and Short-Term Actions (next 6 months). 

3.31 	 July deadlineforfull costpricing.(Note: basedon operatingcosts??) 

3.4 Mid-Term Actions (6 months to 2 years) 

3.41 	 Move to rents thatrecover capitalcosts andfund reserves 

3.42 	 Ongoingrefinement ofpricingpolicyfor housingrelatedmunicipal 

services and utilitiesto promote energy conservation/environmental 
management objectives 

4. 	 Rationalization of Housing Subsidies: 

Although the policy debate has not been concluded,currentthinking at the 

Ministeriallevel suggests that the approachto housingsubsidies,as well as 

othersubsidies,will evo.'ve towardsocialsafety net assistancein ageneralized 

form 	 That is, subsidiesfor specific goodsand services will be replacedby a 
"means-tested" income supplementpaidto individuualsorfamilies. Recipients 

would then befree to allocatethosefunds as they choose Such apolicy would 

minimize distortionsand,at leastin principle,allowfull marketpricingofall 

goods andservices. A decision on this approachis expected by mid-1 995. 

At this stage of thepolicy, it isfelt that rationalizingsubsidiesmight well 

provide the necessaryfunding to implement such an approach. Forexample, 
all individualsunder the age of) 7presently receive a State stipend,regardless 

ofthe income of thefamily to which they belong. "Meanstesting" such 

stipends would eliminatepayments to many and,perhaps,free up sufficient 

fundsfor those satisfying the "means" test 

4.1 	 Policy Intent: to reduce government subsidies and target them to the 

neediest using mechanisms that are "transparent" (i.e. subsidies are explicit) 

and as far as possible work through and help strengthen the private 
market; to control the impact of housing subsidies on overall government 
finances.
 

4.2 	 Achievements: 

4.21 	 Direct subsidization of housing construction has been discontinued; 
4.22 	 The Ministerial review of a draft regulation on conducting "Dutch 

auctions" of the State-owned housing is complete. 

4.3 	 Ongoing Activities and Short-Term Actions (next 6 months) 

4.31 	 Develop andadopt a detailed "means-tested" or "targeted"subsidy plan 

4.32 	 Model budgetary impacts of subsidyplanfor one or more cities 
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4.33 	 Study optionsandbudgetary implicationsof (1)preservinggovernment 
guarantee of minimal shelter(eg. "hostelof lastresort), and (2) 
addressing refugee andearthquakehousing problems. 

4.4 	 Mid-Term Actions (6 months to 2 years) 

4.41 	 Implement the subsidy policy 

5. 	 Urban Land Reform 

5.1 	 Policy Intent 

" 	 to develop private real estate market for land ownership and 
development; 

" to clarify basic interests in real estate; 
" to establish and implement market-based methods of allocating pubic 

lands to the private sector; 
" 	 to adopt and implement land use regulations (such as zoning and 

subdivision controls) and market-oriented urban land planning processes 
that balance public and private interests, that allow private parties to 
participate in land use decisions, and that protect the public health and 
safety as well as environmental ad historical amenities. 

5.2 	 Achievements: 

5.21 	 Law About Agricultural Land Privatization (Adopted January 22, 1991), 
'included privatization of garden plots (Dacha land) and cottages. 

5.22 	 iDecision on Approval of Model Lease Without the Right To Purchase the 
Property (Adopted April 20, 1994); 

5.23 	 Government Decision on Sale of Land by Auction (Adopted ) 

5.24 	 Regulations on Interim Starting Prices for Land (Adopted ) 
5.25 	 Decree #412: On the Procedures for Compensation For Lots Privatized by 

Individuals and Collective Farms (Adopted June 19, 1991); 
5.26 	 Draft Decree On Selling Land Plots as Property to Citizens 
5.27 	 Draft Regulation For Condemnation With Full Compensation of Non-State 

Owned Land 
5.28 	 Draft Revised Land Code (including provisions for privatizing urban land 

and generally clarifying real property rights, ready for Cabinet of Ministers 
Action) 

5.3 	 Ongoing Activities and Short-Term Actions (next 6 months) 

5.31 	 Submit LandCode to Parliamentfor adoption; 
5.32 	 Promotepilot land auctionsby municipalities; 

9 



5.4 	 Mid-Term Actions (6 months to 2 Years) 

5.41 	 Adopt and implement decisions broadeningsale ofland by auction and 

by competition; 
5.42 	 Adopt andimplement UrbanPlanningandLand Use Regulation Law; 

5.43 	 Develop policics andlaws to strengthen municipalcapacity tofinance 

infrastructureandcommunity facilitiesfor urban landdevelopment. 

6. 	 Cadastral Reform 

6.1 	 Policy Intent 

to achieve a unified cadastral system that provides consistency in the" 
documentation and procedures used to register interests in all real 
property (land and buildings regardless of use or location); note: 
system presently fragmented among Yerevan Inventory Bureau, 
Geodesy, Giprozem (Agricultural Ministry), Ministry of Communal 
Services; 

" to establish a market-oriented legal cadastre (property registration 
system) that can serve as a secure repository of property records and 

serve the needs of the private market for convenient and reliable title 
information; and 

" to develop a fiscal cadastre to serve the government's need for 
information on market values for property tax administration and other 
governmental purposes. 

6..2 	 Achievements: 

6.21 	 Yerevan City Council Decision # 35/16 On Establishing Committee For 

Coordinating Cadastre Activities (Adopted August 19, 1994);
 
Draft Decision to establish a unified Republic Cadastral Commission.
6.22 

6.3 	 Ongoing Activities and Short-Term Actions (next 6 months) 

6.31 	 Adopt and implement Decisionto Establish Commission; 

6.32 	 Adopt andimplementstandardizedindexing andmapping systems, 

documentation andprocedures; 
6.33 	 Complete designs inprogressforpilotprojectsandproposalsfor 

internationaldonorfinancing; 
6.34 	 Operationalizeproceduresfor "on-demand"property registrationon 

self-financing,forfee basis. 
6.35 	 Clarifypolicy on illegalconstruction. 
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6.4 	 Mid-Term Actions (6 months to 2 years) 

6.41 	 Implement pilotprojects(registrationof allparcelsin targetareas;data 

networking with tax inspectorate); 
6.42 	 Completefiscalcadastrebasedon aerialmaps. 

6.43 	 As resourcespermit,pursueautomationof the system, surveying of all 

privatizedproperties,and modernization ofsurvey equipment 

7. 	 Land and Property Tax 

7.1 Policy Intent: to permit government to fund investment in infrastructure 

and transportation through the introduction of advalorem taxes on land 

and immobable property. 

7.2 	 Achievements 

7.21 	 Law About Land Tax (Adopted) 
7.22 	 Regulations adopted on interim measures of urban land valuation 

,1995)7.23 	 Law ca Property Tax (Adopted 

7.24 	 Decision on Property Valuation submitted to Supreme Council, 
1995) 

7.3 	 Ongoing Activities and Short-Term Actions (next 6 months) 

731 Complete andadopt implementingDecisionsforPropertyTax; 

Z32 Complete detailed4 implementationplanning 

Z33 Initiatetrainingin realpropertyappraisalandpropertytax 
administration 

7.4 	 Mid-Term Actions (6 months to 2 years) 

Z41 	 In law andinpractice,unify landandpropertytax into realproperty 

tax; 
Based onfiscalcadastre,introducemass appraisalofpropertiesbased7.42 
on market data. 

7.43 	 Institutionalizetrainingcapabilities; 
7.44 	 As resourcespermit,pursuefull scaleautomationofpropertytax system 

with readypublic access to information. 

8. 	 Construction Industry Reform 

Housing construction began to decline as long ago as the early 1980s. Following 

the 1988 earthquake, however, reconstruction assistance from across the Soviet 

Union produced a surge in housing construction that evaporated with the breakup 

of the Soviet Union. As a consequence, many apartment buildings have been 
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started but are as yet unfinished. Moreover, due to severely depressed economic 

conditions in Armenia, housing construction is presently at a very low level. The 

following table summarizes housing construction activity during the past several 

years by number of square meters acceptedfor occupancy; these data do not 

include the volume of unfinished residential space. 

Completed Residential Construction 

(thousands of squaremeters) 

1991 1992 1991993 

State Construction 889.0 215.0 243.9 168.9 

Cooperatives 66.2 6.9 15.8 n/a 

Private Individuals 954.1 136.9 110.6 80.1 

TOTAL: 1,909.3 358.8 370.3 249.0 

State Department for Architecture and Urban Planning, Republic of Armenia and 
Source: 

Housing Department, Ministry of Economy
 

Although precise estimates of the housing shortage are difficult to derive, a recent 

World Bank analysis estimates that Armenia needs about 200,000 units, or 

something on the order of 10 million square meters of residential construction to 

eliminate the housing deficit. Almost 2 million square meters were built in 1991, 

so erasing the housing deficit can be estimated to involve a five-to-ten year 

building program even with much higher levels of construction than at the present 

Completing the unfinished buildings and repairing damage to the infrastructure 

must be a high priority inasmuch as physical deterioration ofthe existing, but 

With an estimated 50,000 units 
incomplete, construction will increase over time. 

in buildings started but not completed, the volume of square meters involved is 

roughly 2,500,000, more than the entire volume of construction completed in 

1992. These considerations strongly influence policy reform measures in the 

construction sector. 

8.1 Policy Intent 

privatize the state construction industry and introduce competitive
" 

procurement of all government funded construction;
 

establish a regulatory framework for private market construction

" 

activity; 
" 	 establish acompetitive building materials industry with equal access io 

materials by all market participants; 

12 
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remove the government from direct construction of housing except 
special cases. 

9 

8.2 	 Achievements 

8.21 	 Law on Privatization of State Enterprises and Unfinished Construction 
(Adopted on August 27, 1992); 

8.22 	 As of the end of 1994, 90% of construction firms were privatized; 
8.23 	 Demonstration of competitive bidding and market-oriented, construction 

management practice through international donor funded construction 
projects have been conducted; most construction firms are now educated in 
bid preparation; 

8.23 	 Decision on Competitive Bidding of All Government Funded Construction 
Over $50,000 (exact title??date??Early 94?); 

8.24 	 Decision on Competitive Bidding of all Government Funded Construction 
(title, date -early '95??) 

8.25 	 Decision on Unified Owner for Government Construction (title,date-early 

'95); 
8.26 	 Decision on Building Code Enforcement Organization drafted; 
8.27 	 Decision on Licensing of Construction Contractors drafted. 

8.3 	 Ongoing Activities and Near-Tern Actions (next 6 months) 

8.31 	 Implement competitiveprocurementproceduresthrough unified 
ownership(Placedin State Committee on Architectureand 
Construction); 

8.32 	 Initiateaprogramto completeprivatizationofconstructionenterprises 
through Jhe ongoingauctionproces; 

8.33 	 Adopt andbegin to implement decisionson buildingcode enforcement 
organization; 

8.34 	 Adopt andbegin to impleme;at the decision on licensingcontractors; 
8.35 	 Establisha self-financing, constructionestimatinginformationsystem 

within the State ArchitectureCommittee; 
8.36 	 Establish a constructioncontractorsassociation 

8.4 	 Mid-Term Actions (6 months to 2 years): Complete theprivatizationof 
the constructionindustry. 
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IV. FINANCIAL COMPONENTS 

I. Banking Sector Reform 

1.1 Achievements 

Significant steps have been taken at the national level to set the Armenian 
financial system on a sound footing. 

* Banking Reform Law Adopted
 
" Mortgage Law Drafted
 

" 	Armenia left the Russian ruble zone in November 1993 and introduced 
its own national currency, the Dram. Much of Armenia's inflation prior 
to that time was attributable to its susceptibility to Russian reform 
measures. Although the new Dram initially continued to devalue, by 
mid-1994, it had begun to stabilize and by the early 1995, had enjoyed 
six months of relative stability against the US dollar. 

" 	The Armenian Central Bank was given independence from the 
Government (still subject to the Parliament, of course) and adopted an 
aggressive tight money policy to combat rampant inflation. 

" 	 As a partial consequence of these actions, price inflation, which had run 
828% in 1992 and approached 1000% in 1993, declined to % in 
1994. Indicative of continuing progress on the inflation front, the 
monthly increase in February 1995 was only 0.7%, an annual rate of 
about 8.4%. Armenian monetary policy remains highly restrictive, 
however; the Central Bank's refinancing (discount) rate remains at 80%, 
but that is down significantly from a rate of 360% adopted shortly after 
the Central Bank became independent. If inflation stabilizes in the 10% 
to 12% range or below, significant reductions in the Central Bank 
refinancing rate can be expected, with consequent reductions in retail 
lending rates. Revitalization of retail bank lending can then be 
expected. 

" 	The Central Bank has taken steps to to strengthen bank supervision and 
will introduce higher minimum capital requirements on banks on April 
1, 1995. These r.easures can be expected to continue the trend toward 
consolidation of the banking sector. At the beginning of 1994, there 
were 60 banks in existence in Armenia; by the end of 1994, only 41 
banks continued to operate and inform'ed sources believe that only 10 or 
12 are sufficient to meet Armenia's financial needs. 

• 	 Notwithstanding the fact that the Yerevan Stock Erchange (Bourse) 
presently operates only two days a week, it neverthe less exists. As 
this institution develops, bringing with it investment banking 
expertise, necessary institutional capability for an integrated housing 
finance system will materialize. 
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2. Housing Finance System 

The need for a housing finance system to provide both construction financing and 
mortgage credit is unquestioned. However, the depressed state of the Armenian 
economy, with attendant low levels of family income, makes the identification of a 
significant effective demand (willingness and ability to pay) extremely difficult. 
The continued suppression of inflation, leading to more affordable interest rates, 
and the pace of recovery of the economy and of the growth of employment and 
income will govern th,. speed with which the housing finance system can be put 
into operation. 

2.1 Achevements 

Beyond completing the draft of the Mortgage Law, there are no other 
significant achievements can be shown toward establishing a market
oriented housing finance system. 

2.2 Ongoing Activities 

Preliminary discussions with cognizant government officials are taking 
place with respect to initiating technical assistance in the development of a 
housing finance system. 

2.3 Short-Term Actions (next 6 months) 

In the context of the reform measures being taken with regardto the 
overallfinancialsector, the design of an integratedhousingfinare 
system shouldbe completed, legalconstraintsidentifiedand appropriate 
trainingshould occur. 

2.4 Mid-Term Actions (6 months to 2 years) 

Subject to hoped-for improvements in the economic environment and 
completion of the design and trainingcomponents targetedfor short
term action, thefollowing steps should be taken in the mid-term: 

" enabling legislation to lift any constraintson the operationof an 
integratedhousingfinancesystem shouldbe draftedandenacted; 

" the institutional structureof the system should be established; 
* 	 a cadre of appropriatelytrainedstaffshouldbe in place; 
* 	the system should be operational,in the sense thatfunds mobilization 

andthe extension of mortgagecreditare takingplace. 
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V. 	 INTER-FISCAL RELATIONS BETWEEN TtlE NATIONAL 
GOVERNMENT AND THE MUNICIPALITIES 

In the past, the budgets of the Republic and the municipalities were essentially 
integrated. The Republic collected virtually all taxes, fees and other revenues, 
municipalities submitted their individual budgets to the Republic for approval and 
received funds from the Republic in the amount ultimately approved by the 
Parliament. In the future, municipal governments will have greater autonomy in 
levying taxes and fees and in funding their own budget. Important linkages 
between the budgets of the several levels of government will, however, remain. 

(Shouldhave more here.) 

VI. 	 PRIORITIES FOR INTERNATIONAL ASSISTANCE 

In addition to on-going technical assistance from USAID/ICMA and continued 
humanitarian assistance to house refugees and earthquake victims, the following 

constitute priorities for international assistance: 

" Creditfor construction loans andmunicipalinfrastructureto demonstrate 
low-density residentialdevelopment; 

" Creditfor apartmentcompletions andrenovation ofexisting housing; 
" Development ofmarket-orientedfiscalandlegalcadastre; 
" Help with trainingandsystemsfor implementingproperty tax law; 

" Assistance with development of nm,2icipalmanagementandfinancial 
capacityto supporttransitionto privatemarkets. 
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MEMORANDUM
 

26 March 1995 

TO: Andranik Andreassian 

FROM: James Christian 

SUBJECT: Alternatives for the Housing Finance System of Armenia 

1. General: A reformed housing sector in Armenia will have to include a well
structured, efficient housing finance system. More analysis will be required, however, 
before we can offer an opinion about when substantive development should begin or the 
most appropriate form of the housing finance system. We would hope to make such an 
assessment on my next visit, tentatively scheduled for June, 1995. Housing sector reform 
is sufficiently advanced to make this assessment a priority for 1995 and, at this point, I 
can offer my views on the broad directions of housing finance system development in
 
Armenia should take.
 

2. Integration: The housing finance system should be integrated into the overall 
financial sector. In this context, "integration" means that market interest rates should be 
charge for mortgage credit and market interest rates should be paid for the financial 
resources that support that credit. The housing finance system, although specialized in its 
activity, should be fully competitive with other financial markets operating in Armenia. 

3. The Role of the State: In general, the role of the State in the financial sector 
should include the following: 

a. Quantity and Quality of Information: The State should specify the 
information that lenders must disclose to borrowers regarding the terms and conditions 
under which borrowers receive credit and should enforce the full and accurate disclosure 
of that information. The State should operate similarly with respect to information 
provided to investors. That is, investors (including depositors) must be assured that the 
disclosure of information regarding the amount and quality of a financial institution's 
assets and liabilities, its capital, profitability and other aspects of its operations is accurate 
and readily available, so that investors can rely on that information in making risk 
assessments. This role also applies to securities, such as mortgage-backed bonds as well 
as to shares and the securities (bonds) offered by private companies. Fulfilling these 
responsibilities of the State will generally require both the necessary law and continuous 
supervision to ensure compliance by specifying and imposing appropriate penalties and 
sanctions for noncompliance. 

b. Enforcement of Contracts: Either through the courts or other judicial 
bodies, the State must ensure the enforcement of contracts (loan agreements, for example) 
by acting promptly to support the lawful claims of lenders, borrowers and investors. 
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c. Support and Facilitation: Depending on circumstances and the type of 
system adopted, there may be a role for the State to act in supporting and facilitating the 
development of the market. It is really too soon to suggest what form such measures 
should take in Armenia, but the assurance of clear title to property offered as collateral is 
one example. Anticipating the use of mortgage-backed securities in the system, the State 
should also adopt regulations requiring the standardization of mortgage documentation. 
Another example might be the provision of certain types of guarantees of the quality of 
credit being offered to the market. (Some care must be exercised here to preserve the 
integrated character of the system.) 

4. Form of the System: The ultimate form of the housing finance system should
 
feature the use of securities (bonds) as an important, if not the exclusive, source of
 
funding for mortgage credit. This is the preferred system because it offers a more
 
complete matching of maturities between assets and liabilities and thereby promotes
 
better risk management and greater stability of the system. It is, however, a more 
sophisticated system, requiring a relatively high volume of activity, than the second-best 
alternative of an institution-based system. Should the necessary preconditions not exist 
or be in immediate prospect, Armenia could begin with an institution-based system, 
structured for an easy transition to a securities-based system when the necessary 
conditions do prevail. 

a. System Fundamentals: 

(1) Sources of Funds for Mortgage Lending: The largest source of funds 
available for lending to households are households themselves, regardless of how a 
financial system is structured. Even if the State provides the credit, it must raise the 
funds from taxes (paid by households) or revenue from its own enterprises (product 
prices paid by households). In a market-oriented system, households are offered a variety 
of ways to hold their financial assets; some household funds will be deposited in banks, 
others will be devoted to pension funds, trusts (mutual funds) and to premium payments 
for life insurance. 

(a) Bank Deposits: In general, the funds which households place on 
deposit in banks are the households' "working balances" (checking accounts) and short
term savings accounts held for specific future expenses (a child's education, purchase of a 
car, downpayment on a home) and against unforeseen events that would require an 
unexpected outlay. When compared against the typical term of a mortgage (15 years or 
more), household savings deposited in a bank have shorter terms. Since short-term 
interest rates (such as those paid on deposits) move more up and down more than long
term interest rates (such as those paid on mortgages) as economic conditions change. a 
bank using short-term funds for long-term lending is exposed to volatility of its profit 
margin and, in extreme cases, to insolvency if its losses exceed its capital. That volatilit% 
is transferred to housing market activity and, if housing is an important element of the 
macroeconomy (it usually is), economic stability is also undermined. 
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(b) Life Insurance and Pension Funds: Household saving that is 
devoted to paying life insurance premiums reflect a long-term commitment; a person who 
buys a life insurance policy at age 25 or 30 generally plans to continue paying the 
premiums on that policy until he or she dies; alternatively, if life insurance premiums are 
paid by the individual's employer, those premium payments go on as long as that 
individual is employed. The same considerations apply to pension funds, whether the 
periodic contributions are made by the individual or by the employer or both. From the 
point of view of the individual, these are long-term commitments and long-term assets. 
Similarly, from the point of view of the insurance company or the pension fund, these 
payments are long-term liabilities because they obligate the insurance company or the 
pension fund to pay when the individual dies or retires. The insurance company and the 
pension fund therefore want to invest in long-term assets. For example, insurance 
companies often invest in office buildings which can be expected to yield rental income 
for a very long time. Mortgages or mortgage-backed securities can serve much the same 
purpose and, in addition, offer liquidity greater liquidity than an office building because 
they can be bought and sold more readily. Moreover, because individuals buy life 
insurance and contribute to pension funds for long-term reasons, they are much less likely 
to cancel their life insurance policies or cease contributing to pension funds (particularly 
when employers are making at least a part of the contribution) when short-term interest 
rates go up or down. 

(2) Housing Finance System Functions: 

(a) Savings Mobilization: Attracting funds from households and 
from employers on behalf of their employees requires the development and marketing of 
appealing instruments and providing high quality service to these accounts. This involves 
dealing directly with households and individual companies who may be persuaded to 
provide insurance and pension benefits for their employees. Special skills and expertise 
are clearly invol, ed. 

(b) Loan Origination and Servicing: Because loan origination and 
servicing involves dealing directly with individual borrowers, this activity is well-suited 
to "retail" financial organizations--deposit banks and mortgage bankers. It is not as well
suited to life insurance companies and pension funds. 

1. Origination: Origination involves determining the 
creditworthiness of an individual applicant for a mortgage loan. Also known as 
underwriting, it is the process of verifying the information on an individual's mortgage 
loan application--the individual's income, employment and credit history--and 
determining that the seller of the property that will serve as collateral for the loan has a 
clear title and that the appraised value of the property is sufficient to warrant approving 
the loan. 



2. Servicing: Loan servicing entails collecting the periodic 
payments of principal and interest, handling any escrow accounts that may be used to pay 
property taxes and hazard insurance premiums, taking necessary actions to remind
 
borrowers of late payments and taking the necessary legal actions for foreclosure and
 
resale of foreclosed property when a borrower defaults on his loan.
 

(c) Securitization and Placement: These functions are elements of a 
securitized system. In an institution-based system, the institution that originates and 
services the mortgages (a bank) also typically hold those loans in its own portfolio; 
securitization is not involved and placement entails only sending the mortgage to the
 
appropriate department of the bank. In a securitized system, however, these are crucial
 
operations, involving special skills.
 

A mortgage-backed security (MBS) represents a claim on the 
stream of principal and interest payments generated by a pool of individual mortgages. A 
number of variations on this basic security structure are possible and putting that structure 
together is most appropriately accomplished by an investment banker (or merchant 
banker) to ensure that the legal and financial aspects of the security are, in fact, what they 
purport to be. Additionally, investment bankers serve important marketing and 
placement functions. For example, investment bankers typically advise life insurance 
companies, pension funds and large private investors (trusts, mutual funds) on their 
portfolio investment decisions and acquire appropriate investments for these clients. 
Investment bankers therefore know what their investor clients need and can structure the 
securities to make them fit those needs. For these reasons, investment bankers are in the 
most advantageous position in the market to bring together mortgage lenders and long
term investors. 

Key limitations on implementing a security-based housing finance 
system are that (1) sufficient capital market activity (issuance and trading of securities for 
capital market investors) must exist and (2) originators must produce a sufficient volume 
of individual mortgages to make security issues large enough to be of interest to 
investment bankers and their investor clients. Otherwise, the cost of issuing mortgage
backed securities is likely to prove uneconomic. 
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MEMORANDUM
 

31 March 1995 

TO: Ray Morton 

FM: James Christian 

SUBJ: Development Strategy, Armenia 

1. Per your request through Steve, this brief memorandum attempts to capture the 
gist of our conversation yesterday regarding an AID strategy for Armenia. As you know, 
my task(s) here didn't directly involve either the economy or the financial sector, but 
rather helping the ROA develop its Housing Action Plan. Consequently, my comments 
on development strategy are not "studied" ones, but more the kind of impressions an 
economist picks up incidentally. 

2. First, the timing of emphasis on financial sector development (including the 
development of an integrated housing finance system) is hostage to the economic 
recovery. The fundamentals are quite simple: the demand for financial services is a 
derived demand--no real economic activity, no demand for financial services. 

3. Second, although it appears the economy has hit bottom, it also appears that a 
true recovery of lost ground has scarcely begun. Still focusing on the financial sector, the 
next year would look like a golden opportunity to prepare the ground for future 
development. The Armenians are very bright people, but even so, the financial sector 
serves much the same resource allocation functions in a market economy that the central 
planning apparatus does in a command economy and I doubt they quite have the handle 
on this. My brief discussions with people in and around the Armenian financial 
community suggests they have some grasp of the concepts and operations involved, but 
only a shallow one, and they have virtually no concrete experience with modem, market
oriented financial service operations. That practical experience can't emerge until the 
economy gets going again, but some very important work in the regulatory area (some is 
already going on), in system design (particularly in housing finance) and in training could 
take place in the interim. 

4. Third, how to stimulate the economy? The quality of the data leave a lot to be 
desired--more so than in most 3rd World countries--but it certainly seems to me that open 
unemployment (never mind underemployment) has to be 25%-30% of the nonagricultural
work force. The big plus is that this labor force is skilled. Armenia's economic isolation 
(closed borders, energy blockade etc.) is an extra burden, but even the low estimates of 
the annual remittances from abroad ($60 mm and up) from the diaspora and from 
emigrated workers seem not to be showing up in investment. If a couple of merchant 
(investment) banks could capture even part of this flow, they might be able to reop.-n 
some of the factories now dead in the water, re-employ workers and initiate a cumulati e 



movement inio economic recovery. While the borders are essentially closed to trade and 
while the energy shortage endures (neither will last forever, of course), the profit 
oriportunil:ies for an investment group may look somewhat distant and not ripe for the 
plucking. Nor is it clear how competitive Armenian industry is in today's global 
economy. In the near term, however, some stimulus could be generated in the 
housing/construction sector. 

5. Many (not all) types of construction generally have important developmental 
advantages. Armenia will be a little different, but the general case is that construction is 
(a) labor intensive, (b) has a relatively low import component, so that it doesn't "leak" the 
way many manufacturing industries do and (c) in the case of Armenia, there's an 
unquestioned need for a variety of construction services--repair and modernization, 
completion of unfinished apartment buildings and so on. You might think of this as final 
demand, but remember there are also supporting industries, particularly building 
materials, furniture and fixtures, textiles, stone/clay/glass--all the stuff that goes into 
bringing a housing unit to the point of occupancy--that would be stimulated by a stronger 
effort on the housing side. You'll recognize that a lot of these industries are also labor 
intensive and relatively low import components. (You can make the same argument for 
commercial space--strip shopping centers, for example, though probably not high rise 
office buildings.) 

6. While employment and income remain so depressed, however, and while we 
wait for the propitious moment to crank up the financial sector, especially the housing 
finance system, the effective demand for housing is very weak. That's where a variant of 
the merchant banking strategy might be played. Suppose the bank could pull together the 
capital to buy a whole (say, unfinished) building--there are a few of them around, I've 
noticed--pump in the capital to employ the workers and finish out the flats. If the finishes 
are somewhat upscale, a market might be found among the ex-pat community or even 
among Armenians whose incomes are not depressed to the average. The rental income 
alone would probably justify the investment. Alternatively, the merchant banking group 
might offer the finished units for sale and turn the capital over into another project. To 
jump-start the economy, of course, you'd have to repeat this scenario quite a few times, 
but that seems feasible if the capital and the organization can be channeled in that 
direction. (By the way, you might also notice how many rusting cranes, bulldozers and 
other construction equipment is lying dormant and deteriorating. My understanding is 
that equipment could be had for a price that would be hard to refuse, so, while you might 
have to refurbish this equipment (locals can do it), the purchase or lease price of it for 
completing construction would be almost inconsequential.) 
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