A NEW HOUSING STRATEGY FOR THE EARTHQUAKE ZONE

The Republic of Armenia

EXECUTIVE SUMMARY

The identified goal of the Strategy is to provide permanent housing to the remaining earthquake displaced population and, while doing so, to enhance the original cities. The essence of the “New Housing Strategy” deals principally with alternatives to new construction. This is a consumer-oriented (“demand-side”) policy geared to the physical redevelopment of each city that provides eligible beneficiaries with significant choice regarding the type of replacement housing it will receive.

The Strategy is to be implemented by a careful balance of three program elements: a physical plan, a social plan and a financial plan:

· The physical planning strategy component introduces a phased program in the old cities, organized around a logical, sequential and successive selection of sites in the original cities to be cleared of the temporary huts (“domics”) in conjunction with building strengthening activities and/or construction on the same site. Over time, most domics, site by site, will be removed to provide space for redevelopment of the sites.

This “site by site” approach (starting with the most viable sites in terms of the maximum number of housing units produced at the lowest cost) is directly linked to the distribution of benefits, providing the Government with flexibility in management of the program (i.e. number and types of sites selected for development in any year will be determined by its budget allocation, loans, grants, etc.)

· The social planning strategy component assures that former residents of damaged/destroyed buildings on each selected site (and certain other categories not necessarily site-related) will be eligible beneficiaries. The actual level of benefits depends on their waiting list category coupled with new means-tested criteria (i.e. the unified waiting lists are now targeted)

· The financial planning strategy component gives each eligible household the choice between a) accepting a "housing purchase certificate" (HPC) to use immediately in purchasing (existing or nearly completed) permanent housing or b) being re-housed temporarily and later moving into the building to be reinforced/constructed on the subject site when it is completed.

· Depending on the absorption rate for the two options (“a” or “b” above), and the continuing feasibility in terms of housing supply of the "housing purchase certificate” option, more housing or less housing will be newly constructed. The flow of certificates can be turned on and off through a “policy valve”. The objective is to absorb the surplus housing stock first, which is available or can be made quickly available in the Republic, before starting new construction.

Physical Planning Component: Economic Analysis and Housing Data

It is evident that partially completed infrastructure and unfinished buildings are spread out over large, unmanageable areas in the new regions of Gyumri and Vanadzor. The ongoing activity is not consistent with urban development in a market economy. The reconstruction plans were developed during a different time, within a different system. The approaches made sense at the time and were seemingly achievable. If the same daunting tasks for reconstruction were faced today, needless to say, different approaches would be taken.

It must be recognized that the various new city plans were excessive to begin with, in both the planning and in the estimation of implementation costs. At the time, It behooved planners from all the Soviet republics, which were to participate in the two-year earthquake recovery program, to maximize construction budgets. The new Government of the independent Armenia has had to deal with that legacy.

It is clear that a tremendous investment has been made in the construction of the new regions over the last decade. But, much of this may be considered  “sunk costs” in economic terms. Need us not forget the large investments made as well in the existing cities over tens of decades. We must step back and take a fresh look at the entire picture, not simply find a way to continue the status quo of new construction.

A new generation of housing consumers has evolved since the earthquake; many dependent children in 1988 are now heads of household with their own children. This presents a whole new series of issues of what exactly are Government’s obligations.  Through a recent intensive survey process of both temporary housing residents (represented by “domic” dwellers) and beneficiaries of new housing units, interesting observations are made, most significantly:

· The historic relationship where “domic dweller” was synonymous with “earthquake displaced” has broken down over time. A fairly large number of domic dwellers today did not lose their homes in the earthquake - so, “turnover” of domics now becomes an issue.

· While domic dwellers believe that the Government should help provide 

them with a new home (very few are willing to stay in their domics 

even if they are upgraded or moved to better sites), many domic dwellers admit that they are ready and willing to participate in their housing relocation using, in part, some their own resources. 

· There is great confusion as to waiting lists: of those who say that they are on the waiting list, half do not know in which category.

· There are many (up to 20%) housing units which have been allocated to beneficiaries over the last several years which remain unoccupied.
· There has been no consistent policy for domic disposition after the household receives a new housing unit. This has resulted in a serious situation where domics have assumed many other functions which were never intended.
Any new strategy must make economic sense and must work within the capacity of the Government to implement. If foreign assistance is part of the solution, then the strategy must satisfy the scrutiny of grantors and lenders. New construction and building reinforcement costs as cited in the Report are based on contracts for State construction as implemented in the past.  But new approaches to State construction management and methodologies of materials procurement may result in significant cost savings.

Existing housing units are sold in the market for significantly less than the cost to replicate these units through new construction. This forces the consideration of new ways to deliver housing to those who are entitled to Government assistance. 

The Urban Planning recommendations are summarized as follows:

· Concentrate State construction efforts on a) reinforcement of damaged buildings in the old city districts and b) in the new districts, on finishing the buildings with the highest level of completion. New construction, if warranted, should only take place on sites already active (as in “a” and “b”).

· Limit construction activities in new regions either not presently (or easily) serviced by the necessary infrastructure. (Additionally, this policy is supported by considerations of long-term public servicing requirements by local governments).

· The first two points logically translate into the following: the “New Gyumri” (with the exceptions of the “Ani” District and the “Mush” 2 District which already have a high level of infrastructure and building completions) should be designated as “reserve” areas for future uses to be determined. New construction and completions should not be considered there for the foreseeable future. After the other programs have been tested (“housing purchase certificates” for existing housing, revised housing allocation procedures, etc.) and unfinished housing construction and reinforcements are delivered, the Government may better evaluate the reserve areas. Vanadzor and Spitak have their own unique conditions, and strategy recommendations for completing housing restoration there will be different than in Gyumri. 

The Project Team sees a potential for domic “upgrading” in Spitak only, i.e. conversion in selected cases to permanent housing, accompanied by completions, reinforcement and potentially limited low density new construction. In the other cities (Gyumri and Vanadzor), programs should be commenced immediately for the removal of domics in the original city districts in conjunction with building reinforcements (and potentially “infill” new construction, i.e. construction on sites where there are building reinforcements). As long as the domics remain scattered about, the cities will maintain the image of the “disaster zone.”

Special programs should be developed to deal with the difficult issues of domic removal and temporary housing arrangements to provide a “bridge” for residents who vacate their domics to permit construction mobilization (but must wait for new permanent housing). There is an important role for the private sector in these solutions and programs should be developed to stimulate the housing market.

Social Planning Component: Housing Allocation and Waiting Lists

The waiting lists for all jurisdictions may remain intact. While the lists should be “cleaned-up”, in terms of glaring “errors” (removing names of fictitious households, etc.), the Government should not start adding nor subtracting from the lists. Rather, all lists for all jurisdictions should be put into uniform format.

The Government, in essence, demonstrates its resolve to maintain its obligation to assist those on the waiting list. However, a targeting system should be put into place which will give priority to those most vulnerable and the least capable of improving their housing conditions using their own means. Targeting may provide compensation to waiting list households, but in many cases, only at a percentage of actual housing market values, depending on a set of established criteria which attempts to identify individual household means.

Finally, waiting lists should be readily available to the public, preferably published and updated regularly, in order to increase transparency.

Financial Planning Component:

The Housing Purchase Certificate is a critical tool for implementation of the Strategy. The Government may allocate a specific amount of State funds each year for non-transferable “housing purchase certificates”, which can be used exclusively for purchase of existing housing units (on the open market) or in some cases, for new/nearly complete housing units. This will absorb the underutilized housing surplus (and take advantage of the low acquisition prices due to lack of effective demand) before committing State funds to new construction. The advantage of this system is that the State pays nothing until the objective is achieved, i.e. when there is a successful match between buyer and seller (the certificate is redeemable at time of transaction). The value of a Housing Purchase Certificate will be determined by: the market values for housing in the region, the size of apartment for which the household qualifies in accordance with national norms, and an evaluation of the beneficiary household’s needs, based on the aforementioned targeting criteria.

“Fixed Price Certificates” will also be used to provide immediate compensation to those waiting list households which are not in the “most needy” category and therefore most likely to use their own means to improve their housing conditions. The decision as to acceptance of this final compensation now or wait indefinitely for a better offer will be voluntary.

The financial services community will become a critical agent to the Government in implementing the financial strategy component. Banks will require intensive training and technical assistance in order to prepare for this role.

Investment Plans for each city, allocating funds for the various activities (housing purchase certificates, fixed-price certificates, reinforcements, completions and new construction) are important for the success of the Strategy. Management, in particular the phasing of the Investment Plans, will be an important element of the Strategy. In general terms, the Housing Purchase Certificate (HPC) Program (both targeted and “fixed price” certificates) should be initiated as soon as possible. This may be accompanied by the loan program to rural areas. These two programs: housing purchase certificates and credits comprise approximately 30% of the planned investment and present opportunities for participation by international donors, accompanied by a technical assistance component to assure proper implementation of these new approaches.

The combined investments for housing reinforcements and completions of unfinished buildings total approximately 50% of the total planned investment. The latter has the best potential for international donor assistance.

The remaining 20% of the investment plan is allocated for new construction projects, which should be initiated in later stages of redevelopment, only after the degree of success of the other activities (above) can be better gauged and the needs reassessed. New construction will be most effective and best advance the overall strategy when integrated with an inner city site where building reinforcements are underway; i.e. increasing densities. Hence, there is international donor potential here as well.

Further details of the Strategy may be found in the Final Report: “A New Housing Strategy in the Earthquake Zone: The Republic of Armenia”, December 21, 1998.
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GRAND TOTAL: SUMMARY OF THE INVESTMENT PLAN

FOR THE EARTHQUAKE ZONE RECONSTRUCTION PROGRAM

(Consensus among the Republic of Armenia: Ministry of Urban Development; Municipal Development Program Implementation Unit; and The Urban Institute, Washington, DC using official Government figures for “Total Need”)


Unit of Measure-ment
Total Need
Ways of Satisfying The Housing Needs




Reinforcement of Damaged Residential Buildings
Completion of the Construction of Unfinished Residential Buildings
New Construction
Acquisition of Apartments (withNon-transferable Housing Certificates)
Housing Loans (Rural Areas)

1
2
3
4
5
6
7
8

TOTAL ALL MARZES (INCLUDING GYUMRI, VANADZOR, SPITAK, STEPANAVAN)

Number of  Housing Units

26,841
7,005
5,035
3,639
6,466
4,696

Investment per Unit
US $


6,823
5,961
9,605
10,772
4,007
5,941

Total Investment
mln. US $
183.13
41.76
48.36
39.2
25.91
27.9

Percentage
%
100
22.7
26.3
21.7
14.1
15.2

4
6

