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Executive Summary

The Irag Housing Market Study is a key component of the UN Trust Fund-supported
Strengthening the Capacity of the Housing Sector Project being implemented by UN-
HABITAT. The study is intended to provide an up-to-date analysis of the housing
sector and real estate markets in six selected cities — Sulaimaniya, Mosul, Baghdad,
Hilla, Najaf, and Basrah — representing the housing sector in the north, centre, and
south of Iraq.

As with other sectors, the housing sector in Irag has been dominated by government
interventions and characterized by a highly centralized bureaucracy. Housing was
seen as a social (rather than a productive) activity and therefore the institutions and
institutional frameworks reflect a paternalistic approach. While access to housing was
stated to be a basic right, it had to be rationed because the state was unable to meet
the demand.

More importantly, access to and provision of housing were also seen as instruments
to control who lived where, and therefore allocation of housing, land, and finance was
used to benefit and reward sections of the population as much as it was designed to
meet needs.

In practice, the state could not produce enough units nor meet the particular needs of
individual, well-off households, for whom housing meant more than just shelter. The
state thus had a two-pronged approach to meeting housing needs: public sector-built
housing units for the masses and land for housing the privileged.

Land Supply and Management

In urban areas, since the state owned virtually all vacant land, it could be allocated to
those the state wanted to reward or favour — mostly party members and state
functionaries. Not all of them wanted to build houses, and so a secondary, private
market emerged for land, sold by the owners through brokers or auctions.

Under centrally controlled land use planning and zoning, Irag’s cities expanded in the
1960s and 1970s. Low-density residential areas were planned and infrastructure and
highway networks were installed. Serviced land with and without houses, as well as
housing finance, were provided primarily to government employees; housing Types 3
and 4 resulted (see Table 14). In the 1980s, planned urban development slowed, but
the government continued to allocate vacant, poorly serviced residential land on the
periphery of cities. Under Saddam Hussein’s regime the practice of distributing land
to regime supporters peaked around 1997-1998. Types 6 and 7, the incomplete
peripheral subdivisions, resulted from the practice of allocating poorly serviced plots.

Once allocated, the land plots became tradable in the private market, which explains
why most of the land owned by the surveyed households (65 percent) was acquired
from a private owner. Iraq has systems in place to facilitate the buy-sell process for
land and housing that are generally effective and do not constitute a serious
constraint on residential development within master plan areas. The process of
buying and selling land involves registering title deeds with the local office of the
General Directorate of Real Estate (Land Administration Department, Ministry of
Justice), and can be completed in one month’s time. However, the system is entirely
paper-based and there is no accurate, up-to-date aggregated data on types of
property ownership or the number and type of transactions for any specific
geographical area.
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Today there are three potential sources of vacant land for new residential
development: vacant plots within built-up areas, incomplete peripheral subdivisions,
and agricultural land at the urban periphery. However, the government issued a
moratorium on the release of state land pending the completion of master plans for
the cities (which have not been updated since the 1970s).

The Ministry of Municipalities and Public Works, which in 1994 took over local
government oversight functions from the Ministry of the Interior, is responsible for
urban planning in Iragi municipalities (except for Baghdad). However, while the
ministry is charged with preparing urban development plans, the municipalities are
generally responsible for their implementation. This is a tall order in light of the limited
capacity of local governments and their lack of authority to raise revenues and carry
out infrastructure improvements. This mismatch between municipal responsibilities
on one hand and authority and financial resources on the other is further explanation
for the emergence of the peripheral residential subdivisions in the 1990s. These were
created in keeping with master plans and the Ministry of Municipalities and Public
Works released land to municipalities for subdivision allocation, but they were never
consolidated with basic shelter-related infrastructure investments.

Housing Finance

The purpose of housing finance was to make it possible for those who had land that
was authorized for housing to be able to construct their housing. It was not intended
to be the general means of accessing housing, and therefore, had very restrictive
conditions. On the other hand, the loans, once available, were on very favourable,
highly subsidized terms.

In reality, most households (90 percent) have relied on their own savings or money
borrowed from family or friends as the primary source of funds to purchase or build a
house. Even in the heyday of the Real Estate Bank, 20 to 30 years ago, its loans
were the primary source of financing for only about 12 to 13 percent of households.
After a ten-year hiatus, the bank began lending again in 2000, but today is moribund
and inefficient. The recently established National Housing Fund, capitalized with
US$200 million in oil funds and meant to fill the housing finance gap, particularly for
low-income households, has yet to fulfil its role.

Housing Production

Government-built housing only ever met about 15 percent of the housing needs in
Irag. Most government housing construction occurred in the 1960 and 1970s, when
the government built multi-storey public housing (Type 5), and some ministries,
universities, and state-owned construction companies built staff housing. Even the
Ministry of Construction and Housing’s recent plans to revive its role as a housing
producer by constructing some 100,000 housing units will only address between 5
percent and 10 percent of the estimated housing needs.

Since the early 1980s, the private sector has been providing 80—90 percent of
housing through small-scale private contractors working for individual landowners
who had purchased or were allocated a piece of land.

However, as a result of the government-controlled system, no large-scale private
developers are constructing built-for-sale housing outside of the Kurdish region of
Irag. The government has effectively siphoned the supply of land and finance to
would-be developers. By offering highly subsidized housing in the past, the state-led
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housing delivery system effectively discouraged the entry of speculative housing

developers into the low- and moderate-income housing market and kept them from
developing the necessary experience and confidence to work under today’s difficult

conditions.

s

The small-scale builders are the backbone of the housing construction industry. They
have proven to be adequately flexible, working on the construction of new housing,
extensions, and renovations at the same time, depending on the particular needs of
their clients. They provide a high degree of satisfaction for individual clients,
matching client requirements and preferences with the housing that is being
produced. The major issue involves reaching the necessary scale of operations to
meet housing demand in the most efficient manner.

Housing Conditions, Quality, and Tenure

This dysfunctional, centralized system of housing and land delivery has resulted in a
number of unmet housing needs. Shelter-related infrastructure and service problems
are severe and a key concern among households. A majority of households complain
about the quality of their water, and almost half report daily problems with the supply
of their water. Not only is the sewage network unreliable (daily problems) in 36
percent of households, but 34 percent of households are not connected to the public
sewerage system. Moreover, 34 percent of households have raw sewage in the
streets around their houses. Sporadic solid waste collection services have also led to
a substantial proportion of households (46 percent) with solid waste in their streets.
Electricity supply is another key problem. While virtually all urban households are
connected to the public electricity supply network, it typically only works for one or
two hours per day, particularly in Baghdad. Almost all households surveyed depend
on up to three sources of electricity.

Overall, as measured by UN-HABITAT’s Key Indicator 6, only one-third of
households are connected to primary services (piped water, sewerage, electricity,
and telecommunications). Housing on the periphery of cities (Types 6 and 7) suffers
more than average from low service coverage, especially regarding sewerage and
paved roads.

These infrastructure problems have created slum-like housing conditions in much of
Iraqg’s cities. About one-third of all households experience at least 2 slum-like
conditions, and about 13 percent of households experience 3 or more slum-like
conditions. Most of these conditions relate to infrastructure and service problems.
Moreover, the poor quality of infrastructure services, as well as the predominance of
brick construction, is creating urban environmental problems (sewage and garbage in
streets, air and water pollution, etc.).

While overall housing structures are durable (90 percent), in relatively good (37
percent) or fair condition (44 percent), and of substantial size (144 m? on average) by
international standards, there is notable variation across the housing types, tenure
modalities, and income groups. Older, denser housing in central city areas (Types 1,
2, and 9) shows distinct signs of deterioration; about 52 percent, 39 percent, and 29
percent, respectively, of these three types of dwelling units are in poor condition
(needing major structural rehabilitation) or are uninhabitable.

Middle- and upper-income households in search of bigger and better housing have
vacated these central city areas, which have been converted in large part to private
rental housing. The result is substandard housing for private (and predominantly low-
income) renters, who make up one-third of the surveyed population. On average,
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housing units of private tenants are smaller, have fewer rooms (by one), and have
less floor area per person. Over 90 percent of private landlords never do minor or
major rehabilitation or maintenance, according to the survey respondents, which has
led to dilapidated rental housing. A quarter of private rental units are in poor condition

or are not liveable, compared to 14 percent of owner-occupied dwelling units.

s

Estimated Housing Needs

Households are investing very little in their properties under the current conditions,
which will eventually lead to further deterioration of the housing stock. Few
households (6 percent of those surveyed) have plans to build new housing or
improve existing housing. The key obstacles cited by households include the high
price of land and the lack of finance. The current state of unrest and instability will
lead to continued disinvestment in the existing stock, not to mention damage
resulting from the conflict, as well as the further deterioration of infrastructure and
services as the roles and responsibilities of government entities remain undefined.
Add to this scenario the unique shelter needs of internally displaced persons (IDPs),
whose numbers are increasing at alarming rates, and the future of housing in Iraq is
bleak.

With an estimated housing need over the ten-year period from 2006 to 2016 of
roughly 1.27 million units for Iraq’s urban areas, it is necessary to scale up the
current level of housing production. The estimated need for new housing in the six
cities — 674,412 units — can be broken down further:
¢ New housing formation (a total of 402,442 units).
¢ Reduction of overcrowding, to have an acceptable number of households per
dwelling unit (42,465 units).
¢ Replacement of those units in the existing housing stock that become
obsolete (214,120 units).
¢ Replacement of non-upgradeable units (15,385 units).
e Upgrading of those units that are considered “upgradeable” (112,316 units).

Key Bottlenecks in Housing Sector

Results from current Irag Housing Market Study research in the six selected cities
shows existing housing conditions that are comparable to those found by earlier
studies and reports. All of these studies indicate a housing situation that appears to
be relatively normal but in reality suffers from a number of major problems.
Inadequate housing production and the current level of disruption have seriously
eroded both the quantity and quality of housing throughout the country.” Housing
delivery systems in Iraq have underperformed for many years, due in large part to the
sector’s insufficient access to human, financial, and material resources. The
consistently low level of recorded housing production does not come close to
matching the projected housing need. Continuation of this situation will have serious
consequences for the future.

The Problem Tree (Annex |) indicates the causes and effects of some of the major
bottlenecks that currently plague the housing delivery system in Irag. The core
problem to be resolved is the lack of adequate institutional, human, financial, and
material resources given to the housing sector in order to meet housing need. This is
a major problem of considerable consequence, which will not be easy to resolve
given the competition from other sectors for the same resources. The principal

" The Iraq Housing Market Study Household Survey showed that only 5 percent of the households
reported damages due to military activities, looting, or other crime.
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effects from this situation include: 1) constrained economic development and private
sector investment; 2) progressive deterioration of living conditions in urban areas: 3)
increased overcrowding and social instability; and 4) increased environmental
damage from unauthorized development. The ultimate effects are a growing housing
deficit and substandard living conditions.

Four main bottleneck areas are considered in the Problem Tree: 1) finance and use
of subsidies; 2) building materials and skills; 3) city planning and access to residential
land; and 4) policy, legal, and institutional support.

The key policy guidelines to eliminate each of these bottlenecks are as follows:

1. Poorly targeted and reduced subsidies for housing finance
a. Introduce micro-finance for incremental housing or small and medium-sized
development
b. Make mortgage and construction financing available
2. Inefficient use of state building materials and public sector professionals
a. Increase availability and reduce costs of building materials
b. Develop building skills to help meet housing needs
3. Uncertain planning and land management due to decentralization
a. ldentify suitable land for new housing development
b. Prioritize the upgrading of partially serviced land
4. Insufficient legal, institutional, and policy frameworks for private sector
housing
a. Develop a complete legal and regulatory framework for private sector
housing
b. Gear the institutional framework towards private sector housing
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Iraq Housing Market Study Main Report

1 Study Objectives and Methodology

The Iraq Housing Market Study is a key component of the UN Trust Fund
Strengthening the Capacity of the Housing Sector Project being implemented by UN-
HABITAT. The study is intended to provide an up-to-date analysis of the housing
sector and real estate markets in six selected cities in Irag.

The central objective of the Iraq Housing Market Study is to develop a base of
reliable information about housing sector conditions and performance in the selected
cities. The intention is to provide a base of knowledge to inform future policymaking
and action plan implementation. The performance of the housing sector in Iraq as a
whole has received little attention during the last 25 years. Discrepancies in the
market and the overall housing delivery process have not received much attention.
There was also a decrease in interest in the sector on the part of the international
donor community. Housing projects suggested by the Ministry of Construction and
Housing did not receive priority consideration during the donor conference held in
Madrid in October 2003 and during the following meetings in Abu Dhabi and Doha in
2004.

The Iraq Housing Market Study was designed to provide the Government of Iraq and
other actors involved in the sector with an overview of the opportunities and
constraints that exist within the various subsectors of housing and real estate
development. It is a pilot study intended as the first component of a comprehensive
database about the housing sector, on which to base future policy decisions.

The cities included in the study were selected by Iraqgi stakeholders at the Housing
Sector Meeting in November 2005, and confirmed with a minor alteration to include
Sulaimaniya, as requested by the Ministry of Housing and Construction
representative at the Iraq Housing Market Study Launch Workshop in May 2006. The
cities — Sulaimaniya, Mosul, Baghdad, Hilla, Najaf, and Basrah — represent the
housing sector in the north, centre, and south of Irag.

To gain a deeper understanding of the housing situation in these six cities, four
surveys were carried out, targeting 1) households; 2) builders and developers; 3)
building material producers and suppliers; and 4) real estate brokers. These field
surveys were complemented by interviews with key individuals in the sector,
including public and private sector actors, as well as a desktop review of existing
publications, legislation, and data.

The analysis of the primary and secondary data on the housing sector has been
organized into three subreports:
e Subreport 1: Conditions and Quantity of Housing Stock, Tenure, Needs, and
Affordability
e Subreport 2: The State and Potential of Irag’s Housing Construction Industry
e Subreport 3: Land and Housing Delivery Systems

The Iraq Housing Market Study Main Report includes a summary of the findings and
conclusions, as well as a crosscutting analysis of the housing subsectors that
highlights the key bottlenecks hindering market performance and proposes a series
of policy guidelines for the Government of Iraq to consider as it formulates a new
housing policy.



2 Demand for Housing
2.1 Estimated Housing Needs

Several estimates have been made of the housing deficit in Iraq. The Polservice
Study, for example, already identified a need for some 1.6 million units in the early
1980s. Current estimates also range from around 1.6 million units to more than 3
million units. In any case, the estimated deficit exceeds what can reasonably be
done. ltis still helpful, however, to develop an estimate that provides a breakdown of
housing need and geographic distribution.? This will help determine the necessary
policies and actions to be taken.

The total anticipated need for housing, according to the Iraq Housing Market Study,
for the central areas of the 6 study cities over the 10-year period from 2006 to 2016,
based on the Shelter Needs Model, is around 674,412 units, or about 67,441 units
per year. Extrapolating these results to all urban areas of Iraq would result in a rough
estimate of 1.27 million units.®

As illustrated in Table 1, the need for new housing is broken down for each city with
reference to:
¢ New housing formation (a total of 402,442 units).
¢ Reduction of overcrowding to acceptable numbers of households per dwelling
unit (42,465 units).
e Replacement of units in the existing housing stock that become obsolete
(214,120 units).
¢ Replacement of non-upgradeable units (15,385 units).
Upgrading of those units that are considered “upgradeable” (112,316 units).

These results are based on assumptions about future conditions and trends briefly
summarized in Table 2.*

2 The Shelter Needs Model determines the number of housing units required to meet calculated need
without making a distinction between vertical or horizontal units or between those that are owned or
rented. Investment and subsidy requirements are based on housing all households in a minimum,
acceptable unit.

This extrapolated estimate of housing need is based on a total urban population (excluding the
northern three provinces) of approximately 15.1 million people, as cited in the UN-HABITAT Slum-
upgrading Strategy, 2005.

More information and a detailed breakdown of housing needs are contained in Subreport 1. An
explanation of the model and the manner in which it works is presented in Annex A of the same report.
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Table 1. Summary of Estimated Housing Needs for Six Cities

CATEGORY CITIES
Mosul Sulaimaniya | Baghdadl Hilla | Najaf |Basrah| Total

Response to new 59,884 55,698 218,331 23,574 23,339 21,616 402,442
households
Reduction in 1,218 5,030 28,269 3,761 1,569 2,618 42,465
overcrowding
Obsolescence of 27,984 23,876 123,497 10,374 11,100 17,288 214,120
existing housing
stock
Replacement of 1,854 2,571 7,179 255 319 3,208 15,385
non-upgradeable
units
Total New Units 90,940 87,175 377,276 | 37,964 | 36,327 | 44,730 | 674,412
Units to be 14,679 12,524 64,780 5,442 5,823 9,069 112,316
upgraded

Table 2. Assumptions and Data Sources for Shelter Needs Estimates

ASSUMPTIONS DATA CITIES

SOURCE

Mosul Sulaimaniya | Baghdad Hilla Najaf Basrah ‘ Total

Annual Population COSIT 2.90 3.00 2.40 3.10 3.00 1.90 2.56
Growth (%) National

Statistics
Average Household IHMS 6.39 5.39 5.44 6.00 6.25 6.88 6.0
Size Household

Survey
Overcrowding IHMS 1.22 1.26 1.25 1.22 1.17 1.09 1.23
(households per Household
dwelling unit) Survey
Desired Households Policy 1.5 1.5 1.5 1.5 1.5 1.5 1.5
per Dwelling Decision
Rate of Obsolescence | Consultant
(annual %) Estimate®
-Acceptable Units 1.5 1.5 1.5 1.5 1.5 1.5 1.5
-Upgradeable Units 3.0 3.0 3.0 3.0 3.0 3.0 3.0
Non-upgradeable Policy 5.0 5.0 5.0 5.0 5.0 5.0 5.0
Replacement (annual | Decision
%)
Units to be Upgraded | Policy 5.0 5.0 5.0 5.0 5.0 5.0 5.0
(annual % of Decision
upgradeable units)

> Census data from two recent periods are not available for Irag, but would normally be used to
determine the rate of obsolescence. Absent census data, consultants made a reasonable estimate
based on international experience with similar building materials.

10
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The distribution of these estimated housing needs across income groups is illustrated
in Table 3. Five income groups or “quintiles” have been established, based on the
distribution of monthly household income obtained from the results of the Iraq
Housing Market Study household survey. The lowest quintile (i.e. 0-20 percent of the
income distribution) is considered “low-income”, the next three quintiles (i.e. 20—-80
percent) have been grouped as “middle-income”, and the highest quintile (i.e. 80-100
percent) is considered “high income”.

Table 3. Estimated Housing Needs by Income Group
(number of units)

Mosul Sulaimaniya | Baghdad | Hilla Najaf Basrah | Total
Low Income 39,883 11,260 90,858 9,462 3,999 4,328 159,790
Middle Income 42,216 49,595 242,094 | 20,977 | 22,536 | 22,685 | 400,103
High Income 8,840 26,320 44,324 7,525 9,792 17,717 | 114,519
Total 90,939 87,175 377,276 | 37,964 36,327 44,730 | 674,412
2.2 Affordability

Another aspect of housing demand is the amount of housing that is affordable to
households. In estimating what different households can afford, it is necessary to
know how much money they have (or can get) and compare that to how much
housing that could purchase. While the resulting figure reveals which housing is
affordable, it needs to be checked to see if it is also acceptable: in the case of those
with low incomes, the amount of housing they can afford is likely to be less than the
amount of housing they will accept.

To calculate affordability, the study looked at those households that are currently
renting their housing from private landlords, since governments usually rent at
subsidized rents, and ignored, for the moment, those who are owner-occupiers and
those who are living rent-free. If they could all get a loan at 0 percent interest,
repayable over 15 years (the most favourable conditions), then, by using the money
they currently pay as rent, they can afford to pay 15 times their annual rent. Dividing
this amount by the cost of housing will obtain the size (m?) of housing they can afford.

Table 4 below shows what housing is affordable to households in each of the six
surveyed cities for those who are currently renting their housing.

11
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Table 4. Amount of Housing Affordable to Low-income Households (lowest
10th and 20th percentiles)

Median Median MMR
Monthly Monthly  Amortized at Average Amount
Household Rent 0%-= Housing (Size) of
Income (MMR) MMRx15x12  Cost/m? House
Location Income level (Iragi Dinar)  (ID) (ID) (ID) m?2
Mosul Lowest 20% 224,000 105,000 18,986,000 180,000 105
Lowest 10% 159,000 40,000 7,200,000 180,000 40
Sulaimaniya  Lowest 20% 427,000 100,000 18,000,000 300,000 60
Lowest 10% 303,000 80,000 14,400,000 300,000 48
Baghdad Lowest 20% 305,000 55,000 9,900,000 250,000 40
Lowest 10% 250,000 50,000 9,000,000 250,000 36
Najaf Lowest 20% 382,000 150,000 27,000,000 300,000 90
Lowest 10% 320,000 150,000 27,000,000 300,000 90
Hilla Lowest 20% 300,000 100,000 18,000,000 150,000 120
Lowest 10% 250,000 50,000 9,000,000 150,000 60
Basrah Lowest 20% 450,000 100,000 18,000,000 300,000 60
Lowest 10% 390,000 117,000 21,060,000 300,000 70

Except in Najaf, the amount of housing that households in the lowest 20 percent of
incomes can afford is less than the current planning figure of 120m2. Those in the
lowest 10 percent can only afford around 60 m2 for the most part.

To attempt to make more housing affordable, there are four options:
1. Increase the amount of money that households use to access housing.
2. Increase the amount of money that households can get through housing
finance.
3. Reduce the cost of housing.
4. Reduce the size of acceptable housing.

Each of these options is described briefly in the table below.

Table 5. Options to Make Housing More Affordable

Current situation

Possibilities

Funds e  Average income ID200-400,000 e Increase incomes by adding income-
e  Average rent ID50-100,000 earners/earning-streams or extending
e  Rent = 25-50% of income inputs
e Reduce expenditure: cut quantities and/or
quality, or defer items of expenditure
e Liquidate assets (jewellery)
¢ Recall loans/obligations
e Borrow from relatives
Finance e 010 6% interest e Introduce sequential loans
e Period of 2to 20 years e Introduce targeted savings of housing
e 1D75,000 to 18,000,000 loans
Costs e Low =1D300,000/m? ¢ Reduce quality/finishes and fittings
e Manage materials, sources, purchases
Housing e Mean 125 to 170m? e Reduce size/number of rooms
e Median 95 to 150m? e  Stage/phase construction
e Rooms:3.51t05.5
e  Policy: min 120 m?

12
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In practice, of course, households would be expected to, and do, use all of these
options, with each household doing what it can to maximize affordability.

For example, many households use land that was allocated by the government at
very low rates. Later, when they needed to, many were able to sell off a plot of land
in order to raise the funds to build their own house. Building incrementally is another
commonly used option, and many families build additions and extensions that can be
used for renting and later taken over by their children when they are in need of their
own housing.

In the table below, the third column shows the levels of affordability if the current
average figures for costs and ability to pay obtained by the Iraq Housing Market
Study are used. As might be expected, the result is that the house is not affordable.
A proposal® for making housing affordable by using a US$5,000 (7.5 million Iraqi
dinars) upfront cash subsidy is shown in the next column, and this is shown as being
affordable. Though affordable, the necessary upfront cash subsidy might not actually
be available; thus this alternative is effectively not viable.

The next four columns show how the different components might be varied to
produce affordable results. The first of these uses a single loan, but the remaining
three use sequential loans. This reduces the total cost to the household, as is shown
in the last row, in which the costs of the multiple loans have been added together to
get the total outlays. The overall period of payments is also reduced, though the
household has to live in a smaller house initially.

For each of these proposals, it has been assumed that the land is acquired
separately, either before (through an allocation, for example) or after the house has
been constructed (as proposed below).

® Roliff Purrington, 2004.

13



Housing

Household

Finance

Affordability

Subsidy

Summary

Table 6. Proposed Alternatives for Affordable Housing

Alternative

Construction cost/metres

Total house size in sq. metres
Total house cost

Land, utilities - 30% of house cost
Cost of complete house + land

Initial house size in sq. metres
Initial house cost

Income/year

Income/month

Downpayment as % of house cost
Monthly payment as % of income

Initial loan required
Interest %

Term in years, of each loan
Monthly payment required

Is this unit affordable?

Min. income/year needed to afford
Min. income/month to afford

Times current income

Max. loan on current inome

Max. affordable house in sq. metres
Downpayment required

Upfront cash
Owner self-help work input/metres

Number of loans

Full house in years after start
Years of payments by household
Interest paid

Total paid by household

Note: All monetary figures in Iraqi dinar ‘000
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IHMS HH Cash Possible Possible Possible Possible
Survey Subsidy 1 2 3 4
225 215 200 220 215 200
120 80 80 80 80 80
27000 17200 16000 17600 17200 16000
8100 5160 4800 5280 5160 4800
35100 22360 20800 22880 22360 20800
120 80 80 43 27 27
27000 17200 14000 9460 5670 4779
2400 2250 3000 3000 3000 3000
200 188 250 250 250 250
10 10 25 50 52 48
25 33 33 35 33 33
24300 7980 8500 4515 2587 1864
6 6 6 6 6 6
15 20 15 5 3 2
205 57 72 87 79 83
NO YES YES YES YES YES
9843 2060 2608 2993 2861 2968
820 172 217 249 238 247
| 0.9 0.9 1.0 1.0 1.0
5925 8715 9777 4526 2712 1884
38 83 76 43 27 24
2700 1720 3500 4730 2948 2294
0 7500 0 0 0 0
0 0 25 5 5 23
1 1 1 2 3 3
1 1 1 5 7 5
15 20 15 9 9 6
12610 5741 4411 1344 730 352
39610 15441 16411 18544 17130 12672

Which of these is the “best” depends on the particular circumstances of each

household. Some may prefer to pay a higher down payment, while others may want

a house faster. Using other alternatives may suit another household that is able to
increase its monthly income, and so on. The possibilities are infinite, but in each

case, it is up to the household to make its own informed choice.

If it wants to, a household can find an alternative. While the state must not force a

particular choice or presume what it might be, the state can help by making sure that
the regulatory, technical assistance, and financial environment is modified to enable

the household to do so.
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3 Land and Housing Delivery Systems

Government interventions have dominated Iraq’s delivery systems for housing and
residential land and there is a highly centralized bureaucracy. Housing was seen as a
social (rather than a productive) activity and therefore the institutions and institutional
frameworks reflect a paternalistic approach. While access to housing was stated to
be a basic right, it had to be rationed because the state was unable to meet the
demand.

More importantly, access to and provision of housing was also seen as an instrument
for controlling who lived where, and therefore allocation of housing, land, and finance
was used to benefit and reward sections of the population as much as it was
designed to meet needs. In practice, the state could not produce enough units, nor
could it meet the particular needs of individual, well-off households, for whom
housing meant more than just shelter.

3.1 Housing Delivery Components and Current Production

Housing production in Iraq has substantially fallen short of housing needs for quite
some time. The current period of conflict has only made it worse. Table 7 indicates
the annual number of building permits issued since 1994 and the number of new
housing units recorded as complete. Not only are the numbers of building permits
inadequate for meeting the housing needs, the number of completions is only about
one-third of the building permits issued. No matter how one interprets the data, there
is a need to dramatically improve the production and delivery of affordable housing.

Table 7. Housing Production from Building Permit Data (1994—2004)

Year BP issued Completed % of permitted
units units that were
completed*
1 1994 18,361
2 1995 6,298 2,000 11%
3 1996 1,607 400 6%
4 1997 4,495 1,000 62%
5 1998 6,694 1,000 22%
6 1999 11,074 2,000 30%
7 2000 16,833 4,000 36%
8 2001 45,881 15,000 89%
9 2002 77,507 24,000 52%
10 2003 15,353 5,000 6%
11 2004 8,000 52%
Total 204,103 62,400 31%

Source: Annual Statistical Abstracts, Republic of Iraq, Ministry of Planning and
Development Cooperation, COSIT
*Based on one year for construction

The housing deficit has been estimated to be at least 1.6 million units. As early as
1981, for example, the Polservice study recommended that plans be pursued to build
a similar number of housing units between 1981 and 2001. A detailed programme
was developed with targets for public and private sector production, but only 13,000
housing units were built during the period.
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To begin to address the situation, the central government is attempting to revive its
role as a producer of public housing. Private, built-for-sale housing developers are
not active outside of northern Iraq, while small-scale builders continue to serve
owner-builder clients of all income levels. The immediate challenge facing the
housing sector is to build upon the strengths of the existing system, while significantly
raising both the number and quality of the housing units produced.

3.1.1 Government Role in Production

As part of its plan to reactivate the public housing sector, the Ministry of Construction
and Housing has announced plans to construct some 100,000 housing units during
the next few years. Successful completion of these units will address between 5 and
10 percent of the estimated housing need. The Housing Commission and Fund are
expected to produce 42 percent of these units, other ministries 18 percent, and the
General Union of Cooperatives the remaining 40 percent. The private sector, which
has traditionally supplied the majority of new houses, is expected to produce the
remaining 85 percent of the total housing need. Virtually all of this private sector
production will be implemented through small and medium-sized contractors working
for individual clients.

Although building activities by the State Housing Commission make an important and
visible contribution to the delivery of public housing, they provide only a limited
number of housing units in light of the overall need. Government programmes in this
form show the government’s interest in the housing sector but cannot close the
housing gap.

3.1.2 Private Sector Role in Production

The private sector has been responsible for producing between 80 and 90 percent of
all new housing for all income groups since 1982. Small-scale contractors build
almost all of this housing for individual clients. While most of these companies are
registered, there seems to be little difference between registered and unregistered
companies in their size and/or ability to undertake projects. The number of registered
and classified contractors in each of the six cities is shown in Table 8.
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Table 8. Classification of Registered Contractors

Class Mosul Baghdad Hilla Najaf Basrah Total
1 12 57 2 2 3 76
2 2 9 0 0 9 20
3 24 46 15 1 17 103
4 15 54 16 2 57 144
5 50 220 27 4 44 345
6 12 76 4 0 17 109
7 155 507 78 32 169 941
8 197 175 54 23 162 611
9 20 47 7 3 55 132
10 50 268 24 7 91 440

Total 537 1459 227 74 624 2921

Source: Annual Statistical Abstracts, Republic of Iraq, Ministry of Planning and Development
Cooperation, COSIT

There are virtually no large-scale, built-for-sale housing developers in Irag. By
offering highly subsidized housing in the past, the state-led housing delivery system
effectively discouraged the entry of speculative housing developers into the low- and
moderate-income housing market and kept them from developing the necessary
experience and confidence to work in today’s difficult conditions. In addition, the
weakness of effective demand, the lack of security, the risks involved in the unstable
political situation, the lack of housing finance for both construction and mortgages,
and the high and unpredictable costs of construction have hampered housing
developer participation. A few large private firms, both Iraqgi and foreign, are building
housing in Erbil, where the situation is more stable, but not in other parts of the
country. Consequently, built-for-sale housing has not met any of the actual annual
demand for housing.

The private sector, working through small-scale builders and individual owner-
builders, built virtually all of the new housing units between 1987 and 2002. Small-
scale construction of individual, low-cost housing in Iraqi cities has grown in
magnitude and importance over the past two decades or more. Small-scale builders
and craftsmen have supported the predominant owner-builder approach to housing
production. The incremental housing approach has been the traditional way of
building in Iraq and one that responds well to the needs of both the client/homeowner
and the builder. This approach is not new and its improvement and expansion is
much needed now.

The majority of the housing units occupied by owners in the Iraq Housing Market
Study were obtained on the private market. Almost half (47 percent) were purchased
directly from a private owner and another 9.1 percent were purchased through a
broker. Almost 12 percent inherited their unit or received it as a gift. Less than 2
percent acquired their unit through a cooperative, and slightly fewer than 20 percent
of the units came from the government. Most of these government units (75 percent)
were acquired more than 15 years ago. When asked how they acquired their unit, the
remaining 10 percent reported that they built the unit themselves.
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How did you acquire this unit?
(% of owner-occupiers)

O Purchased directly from
2% private owner, 47%

20% M Purchased through
broker, 9%

O Gift or inheritance, 12%

10%

OBuilt it myself, 10%

B Acquired from
12% government, 20%

9% O Acquired from
cooperative, 2%

Source: Household Survey, UN-HABITAT, 2006

However, the survey revealed that many more households said they built their
housing unit after purchasing or inheriting a unit. A full 38 percent reported that they
built their housing themselves — which includes the “original builders” (10 percent)
and the 28 percent of households that purchased, inherited, or were allocated a unit.

"How Unit was Acquired” by "Purchased or Built"

100
90
80 B
70
60
50
40
30 O Purchased unit
20

10 )
0 [l Built myself or

by my family

lers

% of Owner-Occup

Source: Household Survey, UN-HABITAT, 2006

This suggests that there is a notable amount of incremental housing development
occurring in the six study cities. In one possible scenario, households have acquired
small or core housing units and made substantial additions to the original unit. In
another scenario, an adult child has purchased or inherited a unit from parents or in-
laws, who remain in the original structure. He develops the house for his own family
by adding one or more floors or several rooms to the original structure.

In just over half of the owner-builder cases, the owner hired workers and supervised

their construction of the house, while 31 percent used their own labour with family
and/or friends; only 14.7 percent hired one general contractor for the complete works.
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An overwhelming majority of the owner-occupiers (89 percent) obtained a building
permit for the construction of their house.

How was your unit constructed?
(% of owner-builders)

O Self-built, 31%

B One private general
contractor, 15%

B Hired workers with
supervision, 54%

Source: Household Survey, PADCO/UN-HABITAT, 2006

Although small-scale builders, working directly with homeowners/clients, have
produced between 80 and 90 percent of the existing housing stock since 1982, the
number of housing units being produced falls far short of what is really needed.
Raising the performance and outputs of small builders will require not only a
significant increase in the number of these builders, but also greater efficiency in the
building process itself.

Iraq Housing Market Study survey results highlight the owner-builder, incremental
path to housing as an approach to improve and expand upon. Small-scale builders
have proven to be adequately flexible — working on the construction of new housing
and doing extensions and renovations at the same time, depending on the particular
needs of their clients. They provide a high degree of satisfaction for individual clients,
matching client requirements and preferences with the housing that is being
produced. The major issue involves reaching the necessary scale of operations to
meet the housing demand in the most efficient manner.

3.1.8 Housing Production Costs

The cost of materials used in actual construction, based on government statistics,
amounted to 42.8 billion Iraqgi dinars in 2005 or roughly 66 percent of the total
recorded cost of 65.2 billion Iragi dinars. Given an estimated average cost of 20
million dinars per house, the results from these statistics would cover the financing of
only about 3,000 units, or just a small percentage of the units required.

The Construction and Building Materials Report for 2004—2005 stated that the cost of

construction materials used in building for the year 2004 was 1,083.3 billion ID. This
would imply a significant drop in construction between 2004 and 2005.
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Table 9. Production and Cost Changes for Brick and Block Houses in 2004—

2005

City Mosul Baghdad Hilla Najaf Basrah Total
Nb. of Brick Houses 2004 296

Nb. of Brick Houses in 2005 44 3680 2873 1371 1732 9700
Percentage Change -85.1 11.9 9.0 75.3 27.1 16.0
Ave. Cost/Brick House 2004 (Million ID) 22 36 24 49 20 30
Ave. Cost/Brick House 2005 (Million ID) 38 59 41 47 45 50
Percentage Change 73.6 61.7 70.9 -2.6 130.1 62.6
Nb. of block Houses in 2004 (Million ID) 7701 2 1 2 213 7919
Nb. of Block Houses 2005 (Million ID) 3156 2 7 0 94 3259
Percentage Change -59.0 0.0 600.0 -100.0 -55.9 -58.8
Ave. Cost/Block House 2004 24.2 34.1 25.0 23.5 19.1 24.0
Ave. Cost/Block House 2005 41.2 61.4 37.9 - 26.0 40.7
Percentage Change 70.2 80.2 51.6 - 36.0 69.4

Source: Annual Statistical Abstracts, Republic of Iraq, Ministry of Planning and Development
Cooperation, COSIT

3.1.4 Labour and Skills Supply

UN-HABITAT has underlined the need to improve professional skills in the
construction sector to be able to meet future housing demand. The agency has
worked with more than 800 local contractors in the northern governorates and has
observed a developing entrepreneurial class of architects, quantity surveyors,
engineers, and building contractors. Similar progress needs to be achieved in both
the southern and central areas of Iraq if the housing situation is to be addressed.

Data about the size and skills of the housing construction labour force are limited.
The 2004 Iraqi Living Conditions Survey estimated that the construction industry
provided 10 percent of overall employment. Data from the Housing Construction
Survey for Mosul and Erbil and this study provide some further insights into housing-
related employment in the selected cities. Both surveys showed that the majority of
firms involved in housing construction were small, with a limited number of
employees.

The 1980 Polservice report determined a set of ratios for the number of skilled and
unskilled workers required to build housing. Based on theses ratios, some 20,000
skilled and semi-skilled workers and 13,000 unskilled workers would be required to
respond to the estimated housing need.

Data from government statistics show a total of some 3,500 skilled and semi-skilled
workers for the governorates in which 5 of the 6 study cities are located. Even if all
these workers were involved in housing, there would still be a serious shortage of
skilled and semi-skilled workers. At the same time, there appears to be an adequate
number of unskilled workers to meet the workforce requirements for housing. Thus, if
the construction industry is to produce quality buildings in line with international
standards, many skill sets will need to be updated and further developed. Skilled
labourers who can provide quality bricklaying, masonry, plastering, and carpentry are
in short supply. “Highly skilled” workers in these areas are able to command twice the
average wage. The skill sets of higher-level management also need to be developed
further in both the public and private sectors if an open, competitive, and productive
market is to develop.
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3.1.5 Building Materials Production and Supply

A wide range of public, private, and state-owned industries has produced the basic
building materials used in residential construction. This includes cement, bricks,
ceramics, polyvinyl chloride (PVC) piping, glass, plumbing fixtures, etc. Nevertheless,
the production of local building materials is only partially developed and lacks
incentives for investment. Importing materials remains necessary.

This situation is the result of both the previous subsidies on building materials and
the lack of security due to the ongoing conflict. Both of these conditions challenge the
industry’s ability to obtain raw materials, meet production costs, and distribute
finished products to their clients and local builders. Both processed and unprocessed
local materials need to be developed and improved.

The Irag Housing Market Study Builders’ Survey asked contractors to cite the three
main problems they faced in the building of houses. Roughly 81 percent of the
builders indicated that the unavailability and high price of building materials were the
biggest concerns. In Sulaimaniya, for example, virtually all of the surveyed builders
stated this. The problem seemed slightly smaller in Basrah.

Cement

Until now, large state-owned firms have dominated the cement industry in Irag. The
Ministry of Industry and Minerals operates three cement companies that serve the
central, northern, and southern regions of the country. They had 17 functioning
factories in 2004, but these are neither modern nor efficient. Indeed, most state-
owned cement plants are operating at less than 15 percent of their monthly design
capacity or not at all. Since 1990, none of the factories has been updated to meet
growing demand.

Demand for cement in Iraq has grown rapidly over the past three years, in large part
due to reconstruction and security requirements. Cement is required for nearly
everything that is built: roads, bridges, buildings (both residential and non-
residential), security barriers, etc.

However, while demand has increased, in-country production of cement has
dramatically declined and currently is around 3 million tons per year. This is too little
to meet domestic demand, which is high and growing. It is largely being met by
imported cement from Turkey, Lebanon, Egypt, Iran, Kuwait, and China. If the
security situation improves, demand for cement could rise to as much as 30 million
tons per year. The most Irag’s cement plants could produce by operating at 100
percent of their design capacity would be around 18 million tons per year.

Government statistics on the use of building materials indicate that some 1.87 million
tons of cement were used for construction in 2002, 0.56 million tons in 2003, and
0.05 million tons in 2005. The construction of a typical house requires some 30 tons
of cement, based on ratios developed in the 1980 Polservice study. Assuming the
continued relevancy of this ratio, the recorded amount of cement used for
construction would be sufficient to build fewer than 2,000 units, if all the cement were
used only for housing. The data suggest that, even with a large amount of cement
imported from other countries, the housing sector has not received the amount of
cement necessary to meet housing needs.

Before 2003, prices for cement were fixed at US$10 per ton. High local demand and
limited supplies drove market rates to US$80 per ton in 2003. Current prices are
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reportedly between US$80 and 110 per ton. Despite these high prices, the operating
costs of the cement plants exceeded revenues by 40 percent in 2003, even when
government subsidies for fuel and electricity were factored in.

Brick

Brick production has been an art and a science in Iraq since the beginning of urban
civilization. Almost all brick production facilities are privately owned and operated.
Most rely on traditional brick-making methods and few are mechanized to any
degree. Under the most common approach, mounds of sand and other base
materials are piled on-site and mixed with water to form large slabs of wet mud that
are subsequently cut by an industrial-age machine into the shape of semi-standard
bricks. These bricks are then carefully stacked for a few days of drying in the sun.
After drying, the bricks are loaded onto donkey carts and moved to a large furnace.
The furnace is a long brick- and mortar-built structure about 100 metres in length,
culminating in a large smokestack. Fresh bricks are stacked in the heat to cook for
about a week. The entire process has a relatively low investment cost.

Demand for bricks is high enough to make brick making a fairly stable industry. Two-
thirds of the surveyed brick makers achieved an annual profit of between 10 and 20
percent for the year. The rest were more or less evenly divided between more than
20 percent profit and less than 10 percent.

Brick making problems included increases in material prices, shortages of raw
materials, and costs of transport. There was also some concern that brickyards were
not performing at full capacity. Brick makers in the survey indicated that they could
produce between 8,000 and 30,000 units per day, with an average around 25,000.
Brick making has a number of drawbacks: loss of agricultural soil, salt in the brick,
use of child labour, pollution, high fuel consumption, etc.

Cement Block

Cement block is a building material that is commonly used in conjunction with
concrete frame construction. Contractors in the builders survey indicated that
concrete frame with infill was the predominant building method in the six cities.
Nevertheless, building permit data indicate that large numbers of cement block
buildings are found only in Mosul, with some also in Basrah. The predominant
building material in the other cities is baked brick.

The poor availability and high cost of cement may restrict its use. The technology and

equipment for making cement blocks may not be accessible and the sector thus may
find it difficult to compete with more traditional brick.
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3.2 Legal and Regulatory Environment for Land and Housing Markets
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3.2.1 Urban Land Management

The regulatory framework for land and housing markets is in a state of flux today.
Before 2003, land was centrally managed and the central government was the
ultimate source for all land for housing. Centralized land management was but one
aspect of a centrally managed urban development sector; line ministries essentially
managed urban growth. In 2004, the Coalition Provisional Authority passed
regulations that devolved considerable responsibility for urban management to the
local government level. However, these regulations have not been put into effect in
most cities. Now Irag has a new constitution, which replaces or supersedes the legal
bases of the pre-war and wartime regulatory frameworks for land management. But
the implementing regulations related to land and urban development have not been
prepared or passed. As a result, the regulatory and institutional framework for land
management is essentially in limbo, with no clear lines of authority, division of labour,
or systems and procedures.

Approximately 85 percent of all land in Iraq is state land. Much of the remainder is
under fee simple private ownership. State land is vested in the State Properties
Directorate (Ministry of Finance), which transfers control of selected lands to other
ministries for development purposes. The General Directorate of Municipalities within
the Ministry of Finance managed approximately 70,000 properties located in Iraqi
municipalities.

3.2.2 Urban Planning

The shortage of developable land’ is the single biggest constraint for the housing and
real estate sectors in Iraq today. The government issued a moratorium on the release
of state land for urban development, pending the updating of urban master plans that
will determine the areas suitable for housing, commercial, industrial, and other types
of urban development. According to the Iraqi participants of the 5 May 2006 Iraq
Housing Market Study Launch Workshop, most urban managers — whether municipal
or from the governorate offices of the Ministry of Municipalities and Public Works —
believe that it is important to complete the planning process before releasing more
land for development.

The Ministry of Municipalities and Public Works, which in 1994 took over local
government oversight functions from the Ministry of the Interior, is responsible for
urban planning in Iragi municipalities. The ministry’s jurisdiction does not, however,
include the city of Baghdad, which in the Ba’athist era operated independently of the
ministerial planning system and was responsible for preparing and implementing its
own development plans. Some local councils of gada’ (districts) and nahia (sub-
districts) also have the authority to prepare their own development plans, but they
often do not exercise it.

The unit within Ministry of Municipalities and Public Works responsible for urban
planning is the General Directorate for Physical Planning, the responsibilities of
which are defined under Law No. 11 of 1996. The directorate has historically
prepared conventional master plans, which set out physical development proposals
(land use, infrastructure, special projects, etc.) without specifying the process by

7 “Developable land” is land that can be developed for urban uses. This usually means that slope and
soil conditions are suitable, the area is not flood-prone, and it is zoned for residential, commercial,
industrial, or other urban land uses.
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which they will be carried out. Institutional, policy, and legal/regulatory changes are
usually given short shrift. There is little or no detailed implementation planning
(“action planning”), in which next steps, responsible parties, and time frames are

defined.

s

While the Ministry of Municipalities and Public Works is charged with the preparation
of urban development plans, the municipalities are generally responsible for their
implementation. This is a tall order in light of the limited capacity of local
governments and their lack of authority to raise revenue and carry out infrastructure
improvements. This mismatch between municipal responsibilities on one hand and
authority and financial resources on the other goes a long way towards explaining the
very mixed results of public sector efforts to guide urban growth in Iraq in recent
decades.

Another factor undermining the implementation of urban plans is political patronage.
Most of the recipients of plots in the peripheral subdivisions established during the
1990s were soldiers, members of the Ba’ath Party, or other supporters of the
Saddam administration being rewarded for their support of the government.
Moreover, politically well-connected individuals were permitted to purchase from the
state large tracts of land that had been set aside for parks, schools, and other public
amenities. This use of urban land for patronage directly undermined the
implementation of the master plans.

3.2.3 Land Administration

As stipulated in the Land Registration Law No. 43 of 1971, the General Directorate of
Real Estate (Land Administration Department, Ministry of Justice) and its local
offices, known as Real Estate Registration Directorates, undertake land titling and
registration functions. There is at least one such directorate in each governorate;
Baghdad has about ten directorates. The Real Estate Registration Directorates
operate land cadastres, maintaining original title deeds for properties within their
jurisdiction. Local government in Irag essentially has no role in land titling and
registration within its jurisdiction.

All directorate records are in hard copy form only and are stored in separate
dossiers. Cadastral information is entered into paper registers by hand. There are no
computerized databases in operation in national or local property administration
offices. Therefore, there is no accurate, up-to-date aggregated data on types of
property ownership or the number and type of transactions for any specific
geographical area, such as a city or governorate.

Despite their archaic and centralized nature, Iraq’s systems for land titling, property
registration, and land use change are generally effective. Legitimate owners are able
to protect their property rights by securing legal title. Although somewhat complex
and cumbersome, both land registration and ownership transfer can generally be
carried out in less than 1 month, and often within 15 days. Coverage of the national
property registration system is broad. A 2004 survey by Research Triangle Institute
of the USA found that 96 percent of owners had registered their property, with a
slightly lower share having secured a title deed from the Real Estate Registration
Directorate. In general, the registration system is not acting as a constraint on land
and housing market performance.

However, there are a number of problems associated with the current system:
forgery of title deeds, multiple ownership claims, decreasing coverage due to informal
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3.2.4 Building Standards and Quality Control

Quality control measures in Iraq comprise a disaggregated mix of standards and
systems assembled from various countries. There is no system in Iraq for developing
and using standards in either government agencies or the private sector. In addition,
there are no means to assess whether or not any standards have been applied. The
development of a system of uniform standards for each sector, including housing, is
one of the important issues currently facing the country.

To address this problem, the US Department of Commerce has been helping Iraq to
re-establish the Central Organization for Standardization and Quality Control. This
agency has primary responsibility for ensuring the application of standards for goods,
both domestic and imported.

The Central Organization for Standardization and Quality Control, the Ministry of
Construction and Housing, the Ministry of Defence (for fire protection and intelligent
signalling), local governments, and other relevant ministries and agencies are
responsible for defining and putting into effect appropriate housing standards. To
accomplish this, they need to increase capacity, build a functioning and coherent
infrastructure for standards and conformity assessment, and promote the
development of a modern, open set of agreed-upon standards. This can only be
done through continuous research and development work on sustainable building
technologies that enable decentralized production and marketing in a profitable
manner.

The Ministry of Construction and Housing is also developing and adopting a new
building code that will outline construction standards for housing. Current building
codes and standards are outdated and not being enforced by local governments. At
this time, they neither help nor hinder construction operations. However, construction
sites are not secure and the health and safety of inhabitants are not protected.

Municipal governments are responsible for development control. They are in charge
of issuing building permits, although governorate or central officials will usually be
involved in approving major development projects. For the city of Baghdad,
construction permits are made and fees collected according to the updated 1999
Planning Regulations for Buildings and Land Subdivision.

The same basic concerns and constraints about housing standards exist for all
categories of housing, whether for low-, medium-, or high-income clients. Better
quality control is needed for local building materials, both manufactured and raw, and
for imported materials as well. The chosen approach to establish quality standards
should not be one that isolates research and development from economic reality.
Affordable standards need to be understood and applied by typical builders and local
populations.

Realistic standards are also needed for the rehabilitation and expansion of urban
infrastructure, particularly at the neighbourhood level. The Irag Housing Market Study
has shown, like many others, that large numbers of urban residents do not have
proper access to road, water, and sanitation networks. There is a need to identify
appropriate technologies to resolve these issues and assist local communities in the
immediate transfer of the technology required to rehabilitate and expand these
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networks. Assistance from workers in state-owned construction companies and their
reassignment to work closely with local communities could be useful in this regard.

3.3 Land Development Process

Prior to 2003, the public sector was ultimately the source of all urban land. Following
a decision by the Ministry of Municipalities and Public Works and its predecessors,
local governments would auction land or distribute it to selected target groups. Once
privately held, however, land plots became tradable in Iraqi urban land markets, and
were bought and sold among private parties. Most prospective landowners therefore
obtained their plots either from government or private parties. In the 6 study cities,
the share of owner-occupiers that purchased their plot from private parties is in the
50 percent to 80 percent range, according to Household Survey data. Another 12
percent (Baghdad) to 40 percent (Basrah) of households purchased their plots from
the government, as shown in the following table.

Table 10. Plot Acquisition
(owner-occupiers percentage)

Source of Baghdad Basrah Hilla Mosul Najaf Sulaimaniya
Plot

Government 12.2% 40.8% 12.8% 12.8% 23.7% 18.4%
Cooperative 2.6% 4.5% 0.0% 0.0% 6.9% 0.0%
Private 63.3% 50.8% 69.5% 71.6% 58.8% 80.9%
owner
Gift or 21.8% 3.4% 16.3% 12.8% 9.9% 0.7%
inheritance
Other 0.0% 0.6% 1.4% 2.8% 0.8% 0.0%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Source: Household Survey, PADCO/UN-HABITAT, 2006

A review of plot acquisition by year highlights the late 1980s and the late 1990s as
peak periods. Twenty-five percent of all plots in Baghdad were acquired after 1997,
most of them between 1997 and 2001. Thirty percent of plots in Sulaimaniya were
acquired during 1995-1998. Najaf and Basrah also exhibit increases in plot
acquisition during that period.

This reflects in part the public sector’s plot distribution programmes, in particular the
Saddam administration’s programme to distribute 1.2 million plots, which peaked in
1997 and 1998, as confirmed by the spike in plot acquisition reported by respondents
in the household survey. Interestingly, housing construction figures reported in the
survey do not increase significantly in the years following plot distribution. This is
partly due to a few specific features of the land distribution programme:

¢ Plots were distributed to recipients only in his or her city of birth, not city of
residence. This depressed the effective demand to actually build a house on
the plot. Many people accepted them, somewhat passively, as an asset to be
capitalized on in the future, without formulating specific plans for investment.

e Many plots intended for distribution were never registered with the
beneficiary. No title to land was issued.

e The land distribution was not followed by investment in basic tertiary shelter-
related infrastructure: paved roads, water supply systems, and sewerage
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networks. The neighbourhoods have largely been fitted with water and power
infrastructure since they were laid out, but they still lack sewerage and paved
roads.

As discussed in the section on land supply and availability below, there is very little
precise information on the number of undeveloped plots (plots with no buildings
constructed on them) in these subdivisions as well as the tenure status of the plots
(title issued to beneficiary or not).

3.3.1 Land Supply and Availability

There are three main sources of vacant land for new housing development in the
study cities: infill plots, incomplete peripheral subdivisions, and agricultural land at
the urban periphery. Each of these is discussed below.

Infill Plots throughout the Built-up Fabric

These should be assigned high priority for development; with access to existing
infrastructure, housing investment in infill plots is economically efficient. But the
quantity of land in infill plots (number of plots and total area) in the consolidated,
built-up area of the city is not large (in contrast, see Incomplete Peripheral
Subdivisions below). The process of developing infill plots is simple: the household or
developer buys the plot from the current owner, builds housing, and occupies, rents,
or sells the unit(s). There are no major problems or constraints associated with this
process, and no specific public sector measures are necessary to promote their
development.

One type of infill development that is not going forward is the subdivision of city parks
into residential plots. This was mandated by the Saddam administration. Recipients
included well-connected Ba’ath party officials and military officers. Confident of
retaining use rights, many recipients neglected to complete the land registration
process. After 2003, these subdivision plans have been cancelled and use rights to
plots that were not registered have been revoked. This is infill development in
reverse, clearly an improvement of the quality of the urban fabric in Iraqi cities.

Incomplete Peripheral Subdivisions (Housing Types 6 and 7)

In these areas, the plots have in most cases been demarcated; roads have been laid
out if not paved; and in many cases water systems have been extended. Investment
efficiency dictates that these should be priority development areas.

A large number of vacant plots exist in peripheral subdivisions in the study cities. As
discussed in the previous section, many recipients of plots did not complete the land
registration process and secure titles. Others secured a title but did not build on their
plots. Little infrastructure was provided in these areas. In total, the Saddam’s land
distribution programme of the 1990s included about 1.2 million plots. A 2001 study by
the Central Technical Committee of the Ministry of Municipalities and Public Works
on the “extension of urban master plans” estimates the number of allocated
undeveloped residential land plots in urban Irag at about 681,000. Many of these
were distributed under the Saddam land programme; most are in incomplete
peripheral subdivisions (Housing Type 6 and 7; see Subreport 1 for a complete
description). A 2003 study cited by the Housing Commission at the October 2006
Technical Meeting with the Iraq Housing Market Study team estimates the number of
undeveloped plots in Iraqi cities at 1.25 million. The National Report on Secure
Housing and Land Tenure (Ministry of Construction and Housing, 2005) notes that
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1.04 million plots were distributed to soldiers, security specialists and national
intelligence staff across the country under Resolution No. 117 of 2000.

RNt

The main reason for the wide divergence in estimates is that accurate records on the
number of allocated plots registered at Real Estate Registration Directorates have
not been kept. Moreover, the records of building construction on allocated plots are
not completely up to date. It is important to accurately quantify the contribution that
this type of vacant land can make to satisfying current and future housing
requirements in Iraqi cities. The best way to do this would be to carry out surveys in
each city, including:

¢ Field reconnaissance of Type 6 and 7 housing areas to determine which plots
are undeveloped (no buildings constructed on the site).

e Cadastral research to determine which of the undeveloped plots are not
registered with the Real Estate Registration Directorates.

Despite the relative inaccuracy of the figures, it is clear that the number of vacant
plots in incomplete peripheral subdivisions is high. According to the 2001 Ministry of
Municipalities and Public Works study, the number of vacant plots (681,000)
represented 65 percent of all developed residential plots and could satisfy 82 percent
of the housing deficit at that time. The study concluded that the residential land
shortage would not be solved by more subdivisions, and that government should
service existing residential areas to incentivize the construction of housing on
existing plots.

There are no clear development trends in Type 6 and 7 areas in the Iraq Housing
Market Study cities today. However, public officials and private experts interviewed in
the study cities made specific observations:

e Landowners are generally private.
e Some owners of vacant plots reside locally, while others are absent.

e Some owners prefer to build a house for themselves or their family, but lack
financing. Other owners of plots are more interested in building housing,
including rental housing, for investment.

e Some owners get a construction permit, but never build. Some people use
their permits to get access to subsidized building materials.

Officials in Mosul report that plots were originally distributed to increase the social
status of the recipient, rather than as a place to build a house. Many owners who
cannot afford to build choose to sell their plots.

Local experts report that measures that will be effective in stimulating the
construction of houses on such plots include provision of finance, provision of
infrastructure services, and the proliferation of private real estate development
companies.

Agricultural Land at the Urban Periphery

This requires conversion to urban uses, transfer of ownership or use rights to
developers, or partnership between current owners and developers or contractors.
Off-site infrastructure costs can be significant. To the extent that the first two sources
above cannot satisfy residential land requirements, development will be necessary.
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This land has less potential value for residential development since it lies mostly

beyond the master plan boundaries of cities. The municipal government lacks the
authority to extend shelter-related services to these areas. Without services, land

values are repressed.

s

In general, agricultural landowners are aware of the development potential of their
land and many would develop if the land were rezoned. Many owners do not
understand all the “ins and outs” of land development regulations and procedures,
however, and therefore may choose to partner with developers or contractors. Local
real estate experts in Mosul and Hilla report that agricultural landowners at the urban
periphery of those cities have a good understanding of the land subdivision and sale
process. If land were rezoned, many owners would likely proceed to subdivide.
Rezoning agricultural land to urban uses would seem to be a powerful development
stimulation tool in Iraqi cities today.

In most towns, all three sources of land — infill plots, incomplete subdivisions, and
agricultural land — will probably have to be mobilized to meet future requirements. But
the first two sources should be given higher priority since their benefit-cost ratio is
higher, given the existence of some infrastructure adjacent to the plots.

3.3.2 Land Prices

The median land price in the six towns is 120,000 Iraqi dinars (US$80) per square
metre. Median land prices are higher in Baghdad and Najaf at 300,000 and 200,000
Iraqi dinars respectively, and lower in Mosul and Hilla at 75,000 and 50,000 dinars
respectively.

e Prices in historical centres are the highest on average, reflecting their central
location and, in some cases, commercial development potential.

e After historical centres, the highest price per square metre is found in public
housing estates and then in informal settlements (157,500 Iragi dinars).

Land prices charged by public sector land allocation programmes, in contrast, can be
as low as 200-250 Iraqi dinars per square metre. Resale prices for unserviced
peripheral land plots in Mosul, for example, are in the range of 2-5 million dinars.
Given plot sizes that average 200 m?,, these sale prices per square metre are in the
10,000-25,000 range.® The ratio of the market price to the state distribution price per
square metre in Mosul is 78:1 on average.

The survey results allow for a comparison of the market price of land at different
infrastructure service levels. Three service levels were defined:

e High service level: access to piped water, access to piped sewerage, and
located on a paved street.

e Medium service level: access to piped water, no access to piped sewerage,
and located on an unpaved street.

e Low service level: no access to piped water or piped sewerage, and located
on an unpaved street.

Median land values for the study cities at the three infrastructure service levels are
shown in the table below. High service level plots command a high premium, with
average prices almost four times higher than medium service level plots across the
study cities. Plots with access to piped water, in turn, are valued at about twice as

8 Source: Municipality of Mosul, personal communication.
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high as plots without water service in Basrah, Hilla, and Mosul. The medians for the
two categories, however, are very close (about 70,000 Iraqgi dinars), reflecting the
high level of representation of relatively low-value plots in Hilla in the medium service
category and the high representation of relatively high-value plots in Sulaimaniya in
the low service category. The overall averages in the “total” line are therefore
somewhat misleading regarding the impact of access to water supply on land values,
which is significant.

Table 11. Land Prices for Plots with High, Medium, and Low Infrastructure
Service Levels (Iraqi dinars per square metre)

City High Service Medium Service Low Service
Level Level Level
Baghdad 350,000 94,000 70,000
Basrah 180,000 48,000 20,000
Hilla * 51,000 22,225
Mosul * 88,000 48,000
Najaf 333,333 200,000 112,500
Sulaimaniya 211,875 * 150,000
Total 266,667 71,667 70,000

Source: Broker Survey, PADCO, 2006
*Brokers in this city identified an insignificant number of plots with this infrastructure service

profile.

The medium service level land prices are comparable to those reported by builders
participating in the Builder/Developer Survey, in which land prices per square metre
were 62,000 Iraqi dinars in Hilla (median of 32 cases), 100,000 dinars in Baghdad
(median of 90 cases), and 14,000 dinars in Basrah (median of 74 cases). Some
projects were completed three years ago, when prices were lower.

The following table isolates the impact of specific infrastructure services on market

prices for land.

Table 12. Land Price Multipliers for Infrastructure Access (Iraqi dinars per
square metre)

Infrastructure Type Baghdad | Basrah Hilla Mosul Najaf |Sulaimaniya| Total
Street
Land Price/m? Paved 350,000/ 150,227| 90,476| 100,000{ 200,000 201,667| 175,000
Land Price/m? Unpaved 80,000 51,273] 45,000/ 50,000/ 200,000 150,000 75,000
Multiplier 4.4 2.9 2.0 2.0 1.0 1.3 2.3
Piped Water
Land Price/m? with 300,000| 125,000| 58,333| 100,000/ 200,000 211,875| 194,923
Land Price/m? without 70,000 *|  22,225| 48,286| 112,500 150,000 94,442
Multiplier 4.3 -- 2.6 2.1 1.8 1.4 21
Piped Wastewater
Land Price/m? with 320,833| 180,000/ 50,000| 75,000] 333,333 210,000] 250,000
Land Price/m? without 84,000 58,750/ 50,000[ 75,000/ 175,000 150,000 88,000
Multiplier 3.8 3.1 1.0 1.0 1.9 1.4 2.8

Source: Broker Survey, PADCO, 2006

*Brokers in this city identified an insignificant number of plots with this infrastructure service profile.

Overall, the multipliers for access to paved streets, piped water, and piped
wastewater are typical for middle-income countries (the range often being between
2.5 and 3). But there are significant differences among the study cities, with Basrah
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and especially Baghdad showing a substantial land price premium for infrastructure
services. Najaf and Sulaimaniya, on the other hand, have very low multipliers, which
suggests that local housing markets are generally sluggish or that local residents do
not highly value these service level increments (e.g. they do not have cars to take

advantage of paved streets; they have wells or buy bottled water; they use on-plot
sanitation, etc.)

s

The general conclusion is that land development is more likely to be financially
remunerative in Baghdad and Basrah and less likely in Najaf and Sulaimaniya. Hilla
and Mosul are in the middle. The ability of public sector agencies or private
developers to recover the costs of on-site infrastructure investment from
intermediaries or end users depends partially on these multipliers.

34 Housing Finance

The purpose of housing finance over the last five decades in Irag was to make it
possible for those who had land that was authorized for housing to be able to
construct their housing. It was not intended to be the general means of accessing
housing and therefore had very restrictive conditions. On the other hand, the loans,
once available, were on very favourable, highly subsidized terms.

Housing finance in Iraq has therefore never been an attractive proposition for the few
private and commercial institutions, but was handled mainly by one public institution,
the Real Estate Bank, which operated more as a bureaucracy than a financial
institution.

3.4.1 Housing Finance Institutions

Real Estate Bank

Established in 1948 with the mandate to provide housing finance, the Real Estate
Bank has 18 branches and a staff of more than 700. Many of the loans from the bank
were made (by presidential order) at low interest rates to selected borrowers, namely
middle- and high-ranking government and army officials. A fixed amount was lent to
landowners and public employees at a fixed, subsidized interest rate for periods of 15
to 25 years. The amount was often not enough to finish construction on the houses.
Repayment of a loan was guaranteed by compulsory deductions from the employee's
wages.

In 1990, faced with a severe shortage of capital, the Real Estate Bank stopped
granting loans. The bank resumed lending in 2000, but inflation and the sharp
erosion of the Iraqi dinar crippled the bank's lending portfolio as loan defaults
became widespread.9 An assessment of the bank in 2003 concluded that it is
woefully undercapitalized and suffers from poor management. Over 80 p