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Executive Summary 
The purpose of the study is to understand why the multi-family housing stock in 
Azerbaijan is not adequately maintained and provision of other communal services (such 
as building maintenance, district heating, network gas, water, sewerage and garbage 
collection) continues to deteriorate.  Although the problems connected with the multi-
family stock in many transition countries have been thoroughly investigated, in 
Azerbaijan little is known.  This study is the first.  Resolving the underlying problems in 
the multi-family stock has implications not only for the sustainability of the majority of 
the urban housing stock (which would be prohibitively expensive to replace), but also for 
reversing the decline in the quality of communal services.   
 
The study focuses on multi-family apartment buildings for several reasons.  First, housing 
reform efforts have targeted apartment buildings since historically there was little state 
involvement in single-family dwellings.  Second, the majority of the urban population 
lives in these buildings.  Finally, apartment dwellers comprise one of the most important 
groups of residential customers for “communal services” (i.e., water, district heating, gas, 
elevator and building maintenance and garbage collection).   Apartment dwellers also 
constitute an especially problematic population to serve as cutting off individual 
households in apartment buildings for non-payment of communal services is technically 
difficult due to the nature of the services themselves.         
 
Reforms in housing and communal services remain incomplete.  In the early transition 
years, privatization of apartments created a new group of owners, who acquired the 
benefits of apartment ownership without fully assuming the responsibilities because 
institutional reforms remain incomplete.  State-set maintenance tariffs are too low for 
sustainability, and are not augmented with other funds, so apartment buildings continue 
to deteriorate.  The current institutional framework requires both maintenance and capital 
repairs to be provided by the state through its Housing and Communal Services 
Departments (ZhEKs).   Without adequate financing, ZhEKs cannot provide routine 
maintenance, but instead provide a form of catastrophic insurance.  If the roof falls in, for 
example, then the ZhEKs will repair or replace it at no charge.  Since roofs and other 
building common areas remain the property of the state, household expectations that the 
state should maintain those areas are easily understood.     
 
The multi-family stock is important for communal services providers in three ways.  
First, apartment residents are the primary consumers of communal services in urban 
areas.  Second, most communal services are delivered at the building level, which makes 
disconnection of individual apartments for non-payment technically difficult.  Finally, the 
ZhEKs play a large role in delivery of most communal services.  When problems develop 
with any of the communal services, households are more likely to turn to the ZhEKs than 
the service provider.  Continued state ownership of, and responsibility for, building 
common areas by the ZhEKs explains much of the result.  Communal service providers 
are not responsible for maintaining or repairing pipes, power lines or other network 
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infrastructure inside the buildings.  As a result, households expect ZhEKs to fix internal 
pipes and power lines or other problems related to such communal service issues. 
 
Residential households pay little for communal services as residential tariffs are set at 
very low levels in order to keep services affordable.  But the government cannot afford to 
make up the difference out of public funds.  The result is continued service deterioration 
for all customers, including those who can afford to pay.    At the same time, the most 
recent poverty assessment (World Bank, 2003) concludes that Azerbaijan is favorably 
positioned for economic growth and significant poverty reduction, which would have 
implications for households ability to pay for services. 
 
Households are the largest consumers of communal services.  Low tariffs, non-payments 
and arrears mean funds are never sufficient and service quality continues to erode from 
year-to-year.  Two services, district heating and hot water, have almost entirely collapsed. 
The current availability of heating and hot water is less than ten percent of what it was at 
the beginning of transition.  At the same time, capital repairs of the multi-family stock 
have dropped to one-tenth of their pre-transition level.     
 
The multi-family stock will continue to deteriorate until the underlying institutional and 
policy causes are addressed.  A legal framework for joint ownership (for example a 
condominium law) is urgently needed.  This would be a prerequisite in separating 
management and maintenance responsibilities for common areas.  The quality and 
efficiency of maintenance services would be improved by ending subsidized tariffs to the 
sector, which would be a first step to permitting competition.  At the same time, given 
income mixing in apartment buildings, lower-income apartment residents will need to be 
protected from increased tariffs if these reforms are to be made.   
 
Changing the institutional framework for the multi-family stock would also be an 
important step for improving communal services provision.  The institutional framework 
should recognize the de facto situation, namely that communal services are delivered at 
the building level.  Buildings should be able to regulate their consumption of services 
such as heat and water and pay only for what they use.  Service providers, in turn, should 
be able to collect from customers even if this means disconnecting entire buildings to 
enforce payment.   At the same time, tariffs should be set to reflect actual costs.1

1 Azerbaijan has made a major step forward in terms of improving the overall cost recovery in the sector by 
largely eliminating or monetizing l’goti (categorical privileges), which were discounts on housing and 
communal services provided to groups of citizens largely at the expense of the service provider. 
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Introduction 

The purpose of the study is to understand why the Azeri multi-family housing stock is not 
adequately maintained and provision of other communal services2 continues to 
deteriorate.    Although the problems connected with the multi-family stock in many 
transition countries have been thoroughly investigated, in Azerbaijan little is known.  
This study is the first.  Resolving the underlying problems in the multi-family stock has 
implications not only for the sustainability of the majority of the urban housing stock 
(which would be prohibitively expensive to replace), but also for reversing the decline in 
the quality of communal services.    
 
The study focuses on apartment buildings for several reasons.  Housing reform efforts 
have targeted apartment buildings since historically there was little state involvement in 
single-family dwellings.  Although apartments comprise a smaller share (30 percent) of 
all housing than in some of the other countries of the former Soviet Union, the majority 
of the urban population (54 percent) in Azerbaijan lives in apartment buildings.  
Apartment dwellers comprise one of the most important groups of residential customers 
for “communal services” (i.e., water, district heating, gas, elevator and building 
maintenance and garbage collection).   Apartment dwellers also constitute an especially 
problematic population to serve as cutting off individual households in apartment 
buildings for non-payment of communal services is technically difficult due to the nature 
of the services themselves.         
 
The study begins by summarizing the major reforms in housing and communal services 
since 1990.  Next, the study provides evidence of deterioration in the multi-family stock 
as a result of insufficient funds for maintenance.  Communal services, which are of 
particular importance to apartment dwellers as they have fewer coping options, are also 
deteriorating as a result of insufficient financing.  Improving the performance of 
communal service providers is linked to apartment dwellers as these services are 
provided at the building level and as apartment dwellers are the major consumers in 
urban areas of these services.  The study considers the affordability of these services for 
the population before proposing short and medium-term reforms to address the 
underlying problems.     

Housing and communal services since 1990 
The housing sector has been a high priority for the Government of Azerbaijan since 
independence. The housing stock inherited from the Soviet Union was larger and better 
equipped than the stock in countries with similar per capita incomes in other regions.  
This inheritance helped Azerbaijan with the difficult early transition years, especially the 
need to accommodate large numbers of refugees and IDPs displaced as a result of the 
conflict with Armenia.   At the same time, the government’s housing privatization 
program has resulted in an unparalleled transfer of wealth in the country.  As in other 
countries, housing is the population’s major asset.  Because of the failure to maintain, the 

2 For the purposes of this study “communal services” include building maintenance, district heating, 
network gas, water, sewerage, and garbage collection. 
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‘winners’ (or households eligible to privatize because they lived in state-owned 
apartment buildings) are becoming ‘losers’ as the buildings deteriorate. 
 
Housing sector reforms have been aimed at housing in apartment buildings and 
communal services providers.  At the beginning of transition, 65% percent of all 
dwellings were privately owned.   The privately owned stock consisted primarily of 
single-family homes, located predominantly in rural areas.  Although individual houses 
were privately built and owned even in Soviet times, the multi-family stock was built, 
owned and maintained by the state.3 The state also built and operated the associated 
communal services (water, district heating, hot water, gas, and garbage collection).  Since 
state involvement in housing was focused on the multi-family stock and communal 
service provision, these were the areas that have been most affected by reform.     
 
The central government has significantly reduced its role in some parts of the 
housing sector. In 1990 the state financed just under half of all new housing 
construction and owned more than 60 percent of housing in urban areas.  By 2001, the 
state financed less than 20 percent of all new housing construction.  At the same time, 
new housing construction levels dropped precipitously and in 2001, only one-fifth as 
much housing was built as in 1990.   As a result, in 2001 the state built less than one-
tenth as much housing as it built in 2001.   Despite this drop, average living space per 
capita changed little mainly due to emigration.   

 
Table 1. Housing Stock and Housing Construction in Azerbaijan in 1990 and 2001 

 
1990 2001 

Total housing stock (m2) 88,700,000 97,700,000
Privately owned housing (percent of total) 64.5% 81.9%
Urban housing (percent of total) 55.4% 56.7%

Of which, privately owned (percent of total) 38.7% 68.6%

Annual new housing construction (m2), of which 2,848,800 559,000
Private (non-state) new construction (percent of   

 total)  
52.0% 80.3%

Public (state) new construction (percent of total)  48.0% 19.7%
Public (state) new construction) (m2) 1,367,400 110,123

Average per capita housing 12.5 12.1
In urban areas 12.8 13.4

Source: The State Statistical Committee of Azerbaijan Republic, 2002 
 
Although much of the state-owned housing stock has been privatized, a significant 
amount remains state owned.  Privatization of housing began in 1990 and by 2001, 82 
percent of all housing was privately owned.  This increase resulted almost entirely from 
privatization of the urban stock, specifically the multi-family stock.  The single-family 
homes found in rural areas have always been privately owned.  In 1990, 96 percent of 

3 In addition to multi-family buildings owned by state enterprises and departments, a portion of the stock 
was owned by construction cooperatives.   



6

rural housing was privately owned.  In urban areas where privately owned houses were 
outnumbered by state-owned multi-family apartment buildings, post 1990 housing 
privatization programs saw an increase in private ownership from 39 percent in 1990 to 
69 percent in 2001.  Although privatization has been substantial, the state remains an 
important player in urban areas where it owns nearly a third of the housing stock as well 
as building common areas and associated land.4

The government has substantially reformed subsidies available to households for 
housing and communal services.  In January 2002, the Government eliminated 
categorical privileges (l’goti—discounts or exemptions for certain groups of the 
population).5 At present, IDPs are the only group to receive categorical privileges.  
Elimination of categorical privileges is important for sustainability of the different 
communal services providers, which covered much of the cost of these implicit subsidies 
without compensation. 

Little decentralization has taken place.   Despite the election of local self-governments 
(see Box 1), who are, in principle, responsible for housing and communal service 
provision, little actual responsibility has been handed on.  Local involvement in housing 
and communal services refers not to local self-governments, but to rayon administrations 
(ExComs), which are deconcentrated arms of the central government.6 However, given 
the weakensses in the existing institutional and policy framework, decentralizing 
responsibility for housing and communal services to a lower-level of government is 
unlikely to resolve the existing problems. 
 

Maintenance of the multi-family stock  
 
Except for apartment privatization, the legal and institutional framework for the 
multi-family stock has changed little since transition began.  The Soviet-era Housing 

4 Land Policy Development in the South Caucasus Region:  The South Caucasus Regional Land Policy 
Conference Proceedings.  February 24-26, 2003.  www.aplr.org/conference. 
5 In some cases they were replaced by cash compensations.  See World Bank (2003), p. 115. 
6 ECSSD, 2001.  Rural Infrastructure Services in Azerbaijan:  Sector Note.  Mimeo; Aslanov, Aydin.  2004.  
Decentralization of Municipal Water Management:  Case of Azerbaijan.  Mimeo. 

Box 1.  Local Self-Government  
 
The principles for local self-government were stated in the 1995 constitution, but implementing legislation 
and elections were not held until the end of 1999.   The legal framework provides for local self-governments 
to be involved in the delivery of public services, including municipal housing, garbage collection, water 
supply and sewage.  The legal framework has not yet been implemented and local self-government remains 
very weak. 
 
Key problems include: 

• Unclear division of responsibilities with local Executive Committees (ExComs) 
• Inadequate financial basis (government grants funds to municipalities but criteria are not 

transparent) 
• Incomplete legal framework 
• Small size (more than 2,600 municipalities with more than 22,000 elected representatives) 
• Lack of knowledge and experience by elected representatives 

 
The government reportedly has begun to transfer some of it housing and communal services to 
municipalities on a pilot basis in preparation for a broader transfer in the future should the experience be 
successful.
Sources:  Mamedova, M., Bashir, H., et al., 2001.  ‘Local Government In Azerbaijan’.  In Developing New 
Rules in the Old Environment.  Budapest:  LGI. 
 
Aslanov, Aidyn. 2003.  “Present State of Local Self-Government in Azerbaijan and Trends of Reforms:  
Case Study.”  Prepared for the Intergovernmental Fiscal Relations at the Local Level Seminar, Tbilisi, 
Georgia.  Mimeo. 
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Code continues to define the legal environment within which housing operates, although 
a new Housing Code is under development.   Although many apartments have been 
privatized, ownership of building common areas and associated land remains with the 
state.7 The government is currently developing a law on condominiums to define the 
legal relationships between private and state owners in apartment buildings.   
 

The government not only owns building common areas, but also manages and 
maintains them.  All apartment residents, regardless of whether they live in a privatized, 
cooperative or state apartment, must pay a fee for building management and maintenance, 
which is provided by the local Housing and Communal Service Departments (usually 
through Zheks).8 For most of the 1990s, households in privatized apartments did not pay 
for maintenance.  Since these households no longer rented, they did not pay kvartplata, 
the official rent for state-owned apartments, which included maintenance.  In response, 
the government introduced a mandatory maintenance fee in 2000 and set it at the same 
level as kvartplata, which ranges from 50 manats per square meter in buildings without 
all services to 100 manats per meter in well served buildings.  In privatized apartments, 
the fee is 75 manats (1.5 cents) per square meter.9

The mandatory maintenance fee is insufficient to cover maintenance needs. 
Although no estimates have been made as to how much would be required for 
maintenance in Azerbaijan, tariffs in Azerbaijan are below those in Russia and Lithuania.  
In September, 2003, Russian households paid an average of 23.7 rubles per square meter 
(3.3 cents), which covered an estimated 80 percent of costs.  In Lithuania, households pay 
0.7-0.8 lts/sq. m/month (20-25 cents) and specialists believe that to cover maintenance 

7 Furthermore, there is no unified registration of land and buildings. 
8 The maintenance fee is intended to cover maintaining the outside and common areas of the apartment 
houses, including the roof, basement, stairs, the area around the houses, and the infrastructure (water-
supply and sewage systems and electric wiring outside of the individual housing units).   
9 Cabinet of Ministers Decision No. 40, 10 March 2000.  Households in state-owned apartments pay rent 
(50-100 manats/sq. meter depending on whether or not the unit is in a fully serviced building) instead of 
maintenance, but the proceeds are used to pay for maintenance. 

Box 2.  Regional experience in development of homeowner associations (HOAs) 
 
Resolving the question of ownership of multi-story apartment buildings and associated land has been one 
of the main problems facing transition countries.  Progress has been mixed.   Creating the legal and 
institutional framework for whole-building ownership (i.e., by establishing HOAs) is not sufficient to 
ensure establishment of homeowner associations.  One powerful disincentive to joining a HOA is 
economic:  members no longer benefit from low maintenance fees or are protected in case of severe 
building damage, such as a collapsed roof.   This is true even in advanced reformers such as Lithuania.  
Additionally, in countries such as Russia, local governments may prevent establishment of HOAs in 
buildings where they own units in order to avoid having to pay HOA fees on those units.   Finally, there is 
evidence in a number of transition countries that households are reluctant to enter into housing 
associations due to the more general weakness of civil society and skepticism about possible benefits. 
 
Sources:  See the housing profiles for East European and the former Soviet Union available from:  
http://www.unece.org/env/hs/cph/welcome.html. 
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costs the rate should be nearly double.  Estimates from Armenia suggest that a fee of 7-17 
cents would be required to cover maintenance costs.10 

Many households still do not pay for maintenance, which further reduces 
maintenance funding.  In a recent survey, one-fifth of households in apartment building 
interviewed did not pay for maintenance.  Payment and billing systems are weak.  Most 
households surveyed (56 percent) did not receive a paper bill.  Payments were requested 
infrequently and households were more likely to pay only once a year than on a monthly 
basis.  Although the majority (57 percent) of households pay the local Housing and 
Communal Services Departments for maintenance, a sizable share (36 percent) pay 
collectors, which may create opportunities for corruption.   
 
The age and low-quality of construction standards for the multi-family stock make 
adequate maintenance even more important.  As can be seen in the figure below, 
apartment construction peaked during the 1960s and 1970s, when 60 percent of the 
existing stock was built.   Construction standards during these periods of mass 
construction were low as the intention was to put as much new housing into operation as 
possible.  Buildings were built from pre-fabricated parts according to uniform designs.  
Five-story buildings constructed at this time were of such low quality that their lifespan 
was planned to be only twenty-five years.   
 

Figure 1.  Share of apartments by decade of construction 
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Source:  HBS 2001 
 
Despite the needs, few capital repairs have been undertaken in recent years and 
even routine maintenance is rare. The municipal services survey found that fewer than 
5 percent of households living in multi-family apartment buildings were living in 
buildings where any kind of maintenance (routine or capital) had been carried out during 
the past year.  In Baku, the Housing and Communal Services Department has not been 

10 ECSIE, 2004.  Housing Markets Development in the Russian Federation (Policy Note).  Working draft, 
April 29, 2004.  Mimeo.  ECSIE, 2003.  Multi-apartment Housing in Armenia:  An Issues Note.  Mimeo. 
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able to meet most needs for capital repairs and has sensibly prioritized roof repairs.11 At 
the national level, capital repairs to housing have dropped by a factor of ten.  In 1989, 1.3 
percent of housing space was located in buildings which had undergone capital repairs, 
while in 2001 this figure had dropped to 0.12 percent.  .12 

Households living in apartment buildings strongly believe both current maintenance 
and capital repairs are needed.  Most apartment dwellers (55 percent) believe strongly 
or very strongly that current maintenance is necessary.  Fewer than one-quarter of 
households stated that no maintenance was needed.  Nearly as many households (46 
percent) strongly or very strongly believed their buildings need major repair.13 

Urban households are more dissatisfied with maintenance than any other urban 
service.   A recent study compared satisfaction among ten different services (telephone, 
garbage collection, public transport, sewerage, water supply, gas supply, intercity 
highways, electricity, local roads and maintenance) and found that urban households 
were most dissatisfied with maintenance.  Households outside Baku were especially 
dissatisfied, but even in Baku, dissatisfaction levels were high.14 

Without adequate maintenance, most apartment residents face problems with the 
physical conditions of their buildings.  In a recent survey, about 61 percent of 
households living in apartment buildings evaluated the condition of their building 
negatively.   About 43 percent of apartment dwellers identified general disrepair as the 
most common problem, followed by cracks in the walls (35 percent) and leaking roofs 
(25 percent).  Close to 10 percent of apartment dwellers have problems with the 
elevators.  Apartment residents face these problems frequently.  More than half (56 
percent) stated they faced problems with the buildings several times a day.15 

Apartment residents assess the physical conditions of their buildings more 
negatively than residents in privately-maintained individual houses.  Although the 
multi-family stock and individual housing stock are about the same age, only 31 percent 
of apartment dwellers assess the physical condition of the buildings as good or very good, 
whereas 43 percent of residents in individual houses did so.16 One explanation may be 
that since individual houses have always been privately owned and maintained, they have 
been better maintained over the years. 
 
The failure to provide maintenance turns ‘winners’ into ‘losers’.   Households who 
benefited (or who could benefit) from apartment privatization live in deteriorating 
apartment buildings, as a result of the financial and institutional constraints described 
above.  Government-set tariffs are low, non-payment rates high and additional funds from 

11 Interview with Mr. Hidayat Quliyev, Head of Housing and Communal Services Department, Baku 
(October 2003). 
12 State Statistical Committee of Azerbaijan Republic, 2002. 
13 World Bank (2004). 
14 World Bank (2004), p. 19. 
15 World Bank (2004). 
16 World Bank (2004).  The age of the housing stock was calculated from the 2001 HBS.  Evaluation of the 
physical condition of the building comes from World Bank 2004. 
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the government limited.  Without adequate financial resources, ZhEKs provide poor 
quality services.  Households cannot opt for other service providers because the existing 
legal framework does not allow apartment owners to join together (i.e., in a homeowner 
association) and, for example, to select their own management or maintenance providers.  
One result is to limit the development of non-state SMEs to provide management and 
maintenance services.  Until the underlying financial and institutional issues are 
addressed, the multi-family stock will remain unsustainable and will continue to 
deteriorate.   

The multi-family stock and communal services 
The multi-family stock’s importance for communal services dates back to Soviet times 
when the state emphasized construction of apartment buildings, which were provided 
with all communal services, over construction of individual houses and provision of 
existing houses with access to communal service networks.  Once built, local Housing 
and Communal Services Departments not only maintained and repaired the state-owned 
apartment buildings, but also owned, operated and collected fees for the communal 
services.   
 
The government’s central role in providing communal services has changed little 
since 1990.   Outside the Absheron Peninsula, water and sewerage are provided by 
AzerSuKanal Temir, which is under the State Construction and Architecture Committee.  
On the Absheron Peninsula, water is provided by a regional Joint Stock Company owned 
by the state.  Sewerage is the responsibility of the Baku local government.  Gas is 
supplied by the local offices of AzeriGas State Company.17 The local Housing and 
Communal Services Departments directly or indirectly provide district heating and 
collecting garbage.18 In a few instances, however, garbage collection routes have been 
bid out to private providers.       
 
ZhEKs continue to play a coordinating role in communal service delivery, albeit 
smaller than in earlier years.   Historically, ZhEKs collected payments for all 
communal services.  As Table 2 shows, ZhEKs continue to collect for all communal 
services except for one (gas).   As expected, households are most likely to pay ZhEKs for 
maintenance, but 39 percent of using households pay ZhEKs for garbage collection, 21 
percent for sewerage, 20 percent for heating and 10 percent for water.   Only 1 percent of 
households reported paying ZhEKs for gas. 
 

17 The government intends to privatize water and gas.   See Presidential Resolution #893 (March 25, 2002) 
“On Strengthening the Financial Discipline in the Energy and water Sectors.”   
18 While all entities in district heating are publicly owned, the nature of ownership is not consistent.  Some 
are joint stock companies; others are municipal enterprises or part of different Ministries and Government 
entities.  See, Nexant, 2004.  “Azerbaijan:  Development of the Regulatory Framework and Institutional 
Capacity in Electricity, Natural Gas and Water”.  Draft Final Report. 
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Table 2.  Billing, Payment Mechanisms and Non-Payment for Housing and 
Communal Services compared with Electricity and Telecommunications 

 
Communal Services Using Households 
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% receiving written bill 49 43 39 44 47 56 60 69 
% paying 90 86 88 80 71 92 97 99 
Of those, paying to:    

Collectors 80 74 56 36 65 75 66 9
Housing & Communal Services (ZhEKs) 10 21 39 57 20 1 0 2
Local offices of supplier 6 3 2 3 6 8 8 71 
Banks 2 1 1 1 4 15 23 8
Other 2 2 2 3 6 1 2 10 

% paying monthly 42 34 36 22 17 63 81 61 
% not paying  10 14 12 20 29 8 3 1
* Based on households living in multi-story apartment buildings (N=999). 
Source: AMSS 

Households continue to turn to ZhEKs for resolution of problems with communal 
services, not the service provider.  Households surveyed for the municipal services 
study who experienced problems with the delivery of different services were asked whom 
they addressed for help.   In most cases households resolved the problem independently, 
however, as Table 3 shows, a major share of households requested assistance from 
ZhEKs.   Notably, this is true even for gas despite the fewer than 1 percent of households 
who paid ZhEKs for gas services.  More than three times as many households requested 
assistance from the ZhEKs (23.2 percent) as from the gas company (5.7 percent)19 
ZhEKs play a needed role as a service center, or coordinator, for resolution of problems 
with the multi-family stock. 
 

Table 3. Share of households experiencing problems with different communal 
services who asked ZhEKs to resolve problems 

 
Share of households Water Sewerage Garbage Heating Gas 

26.4 40.4 32.2 39.3 23.2 
Source:  AMSS 
 
ZhEKs provide de facto insurance for apartment dwellers.  Although ZhEKs provide 
little in the way of current or routine capital repairs, households rely on ZhEKs to address 
critical repairs, such as leaking roofs or broken pipes.  This expectation is logical since 
ZhEKs are expected to manage and maintain the multi-family stock, including the water, 
sewerage, gas and district heating infrastructure found in state-owned common areas and 
since these parts of the building continue to be publicly owned. 

19 World Bank, 2004. 
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As is the case for maintenance fees, tariffs for communal services remain far below 
costs.  Gas tariffs, like maintenance fees, are set nationally, but tariffs for water, 
sewerage, district heating and garbage collection are set at the local level to reflect local 
costs (water, sewerage, garbage collection, district heating). Residential customers pay 
little for communal services and benefit from extensive implicit and explicit subsidies.   
In the area served by the Absheron Regional Water Company, for example, households 
consume about 85 percent of all water.  However, because of the tariff structure, 
residential billings account for only about 43 percent of total billings.20 A similar 
situation exists with gas provision.  The current residential tariff (35,560 AZM/1000m3) 
covers only one-tenth of the cost of buying, transporting, storing and distributing the 
gas.21 Households consume about 63 percent of all gas produced and residential 
consumption increases from year to year.22 

The problem with low tariffs is compounded by households that do not pay or 
accumulate substantial arrears. According to data from the recent municipal services 
survey, about 29 percent of using households do not pay for district heating, 20 percent 
for maintenance, 12 percent for garbage collection, 14 percent for sewerage, 10 percent 
for water and 8 percent for gas (Table 2).23 Table 2 also shows that households are more 
likely to pay for telephone and electricity than for the communal services.  Non-paying 
customers can be most easily disconnected from telephone services followed by 
electricity.  Disconnecting apartment dwellers from communal services is technically 
much more difficult as a result of how these services are provided.   Arrears for 
communal services are substantial.  In Baku, data provided by the water company show 
that households paid only 41 percent of the amounts they were billed in 2003.24 Gas 
collection rates are reportedly equally low, or even lower, but exact figures were not 
available.   
 
Non-payments and arrears result from weak billing systems and collection 
mechanism.   Although some households receive a written bill, which they should pay, 
most households do not receive written bills and pay collectors directly.  Regardless of 
whether or not they are billed, some households just do not pay.  The only communal 
service for which more than half of households are billed is gas (56 percent) (see Table 
2).  Customers are least likely to receive a bill for maintenance.  Residential customers 
are less likely to pay for communal services on a monthly basis than they are for 
electricity and telephone service.  Except for gas, fewer than half of households pay 
monthly for any of the communal services.  Monthly payments are lowest for district 
heating (17 percent of using households) and maintenance (22 percent).  About 60 
percent of gas customers and electricity customers pay monthly, while about 80 percent 
of electricity customers pay monthly.  Except for maintenance, most households pay 

20 ARWC 
21 Nexant, 2003.  “Azerbaijan:  Development of the Regulatory Framework and Institutional Capacity in 
Electricity, Natural Gas and Water.”  Draft Report #2. 
22 Since neither water nor gas is metered, bills are calculated based on normative consumption. 
23 World Bank (2004), p. 24. 
24 ARWC 
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collectors for communal services.  The reliance on collectors in an environment where 
billing systems are weak likely introduces opportunities for corruption.   
 
Without sufficient finances, district heating and hot water have collapsed.  Perhaps 
the most dramatic evidence of deteriorating communal services is found in district 
heating and associated hot water provision where only 4.3 percent of urban households 
surveyed used district heating as their primary heating source and only 0.3 percent 
reported availability of hot water.25 When the observed results from the municipal 
survey are compared with the official statistics, the extent of the collapse becomes clear.  
Officially, 45 percent of urban households are supplied with district heating, 
approximately 10 times the number of households who report using district heating as 
their primary heating source.26 

Apartment residents have high access rates to the other communal services.  
Apartment dwellers have higher access rates to communal services than urban 
households dwelling in individual houses as Table 4 shows.  The high access rates by 
apartment dwellers means they are the most important urban consumers.  Although 
apartment dwellers comprise only 54 percent of all urban households, they account for 
62-64 percent of residential water, sewerage and gas consumers. 
 

Table 4.  Share of urban households with access to water, sewerage and gas by 
dwelling type 

 
Water Sewerage Gas 

Apartments 95 95 90 
Houses 68 64 58 
Source:  HBS 2001 
 
As a result of the institutional and policy environment, communal services are 
deteriorating.  A program of gasification has helped to compensate for the collapse of 
district heating, but about one-fifth of households (18 percent) face irregular supply.  
Water is particularly unreliable and fewer than one-third of households connected to the 
water system have 24 hour supply.   Of the few households connected to district heating, 
only 72 percent report reliable provision.  Households living in areas where garbage is 
collected are most likely to have regular provision as 95 percent report garbage is 
collected at least several times a month.27 

Deteriorating services mean a large share of urban households face problems with 
communal service provision and incur additional coping costs.  As the figure below 
illustrates, one in five households with access to garbage collection face problems with 
the service.  For other services the rates are even higher.  More than 40 percent of using 
households face problems with water and gas and more than 60 percent with 
maintenance.  For water and gas the most common problem relates to supply, while for 

25 World Bank, 2004. 
26 Azerbaijan State Statistical Committee, 2003. 
27 World Bank, 2004. 
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sewerage it is the condition of the pipes and for garbage collection, availability of bins 
and irregular collection.28 To improve water supply, households commonly store water 
in bathtubs and sinks and/or install water reservoirs. 
 

Figure 2.  Share of using households facing problems with communal services 
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Deteriorating services means widespread dissatisfaction and reduces the likelihood 
that households will continue to pay.  From 20-40 percent of using urban households 
are dissatisfied with sewerage, water, district heating and gas, and about 12 percent with 
garbage collection (Figure 3).  These results are consistent with the patterns seen in the 
previous figure of households experiencing problems with a given service.  As services 
deteriorate, households will be less and less likely to pay. 
 

28 World Bank, 2004. 
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Figure 3.  Share of Using Households who are Dissatisfied or Very Dissatisfied with 
Different Communal Services 
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Affordability of housing and communal services 
Households expenditures for housing and communal services remain low.   In Baku, 
housing maintenance and communal services comprise less than 9 percent of total 
consumption for households in the poorest quintile (Figure 4).   In secondary cities, the 
effort ratio is even lower, 4-5 percent for households in the bottom two quintiles.  As 
expected, effort ratios for upper income (Q5) households are lowest of all groups in both 
Baku and other urban areas:  3.5 percent in Baku and about 1 percent in secondary cities.   
Although the effort ratio has increased from Soviet times (when it was less than 3 
percent), it remains far below other countries in the region, largely because of low tariffs.  
In Moscow, for example, the effort ratio for housing and utilities for quintile 1 
households is about 20 percent and in secondary cities it is about 15 percent.    
 
Lower income urban households are divided equally among apartments and houses.    
In the figure below, the solid line shows the share of urban households in the multi-
family stock and the dashed line shows the share in houses.  Lower and middle income 
households are evenly divided among the two types of housing although apartment 
dwellers predominate among the higher incomes.     Although the urban poor are not 
concentrated in multi-family stock, the figure illustrates the extent of income mixing in 
the buildings.  About half of the bottom two quintiles live in apartment buildings and they 
are mixed throughout the multi-family stock.  The extent of income mixing has 
implications for tariff increases.   
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Figure 4.  Share of consumption on housing and communal services for apartment 
dwellers in Baku and other urban areas 
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Figure 5.  Share of urban households living in apartments and houses by quintile 
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Summary and implications 
Reforms in housing and communal services remain incomplete. In the early 
transition years, privatization of the multi-family stock created a new group of owners.  
These owners acquired the benefits of apartment ownership without fully assuming the 
responsibilities as the state continues to own, manage and maintain building common 
areas.  As yet, the legal framework does not exist to support joint ownership. 
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The most important problem is continued deterioration of the multi-family stock 
due to lack of financing for maintenance.  Tariffs are too low so households do not pay 
the true costs for maintenance.  At the same time, the government lacks sufficient funding 
to make up the difference.   The 1999 decision to abolish/monetize most l’goti 
(categorical discounts or exemptions to groups of citizens), however,  provides an 
important foundation for improving revenues by adjusting tariffs as maintenance and 
other communal service providers are no longer expected to cover the cost of these 
subsidies. 
 
The ZhEKs are important not only for maintenance of the multi-family stock, but 
also in coordinating other aspects of communal service provision.  ZhEKs continue to 
collect from a substantial minority of households for most communal services.  Even 
more importantly, households rely on ZhEKs to address problems with those services.  In 
this sense, ZhEKs act as state agents to address problems with the publicly owned 
common areas and/or building pipes or other interior infrastructure.   They also act as de 
facto insurers in case the roof falls in or the building floods.  Since roofs and other 
building common areas remain the property of the state, household expectations that the 
state should maintain and repair those areas are easily understood. 
 
Residential households pay little for communal services as residential tariffs are set 
at very low levels. Since communal services are provided by state-owned companies or 
other government entities, tariffs reflect government priorities to keep maintenance and 
communal services affordable.   
 
Low tariffs, non-payments and arrears mean funds are never sufficient and service 
quality continues to erode from year-to-year. Two services, district heating and hot 
water, have almost entirely collapsed.  The current availability of heating and hot water is 
less than ten percent of what it was at the beginning of transition.  At the same time, 
capital repairs of the multi-family stock have dropped to one-tenth of their pre-transition 
level.     
 
The current legal and institutional framework for maintenance provision 
discourages the development of small and medium enterprises that would be able to 
effectively respond to the potential demand for housing maintenance and/or 
management.  This is because both current and capital repairs are provided by ZhEKs 
and households cannot opt for other providers.   

Proposed next steps 
This study has been a preliminary investigation intended to describe the major problems 
facing the multi-family stock.   Given the purpose and scope of this study, and the nearly 
complete absence of other analytical work investigating the multi-family housing stock, 
developing a detailed reform agenda at this stage is not possible.  However, the study 
does allow a few general policy suggestions to be made. 
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The first, and most urgent, step is to increase tariffs for housing maintenance and 
communal services. Although it is generally recognized that water, sewerage and gas 
tariffs will need to be increased, the need to increase maintenance tariffs has not been 
discussed.  Without better maintenance, the country is at risk of losing one of its major 
assets, the multi-family stock.   
 
In the slightly longer-term, the significantly more complicated question of 
improving the legal and institutional framework for housing and communal services 
should be addressed. Here developing the legal framework for joint ownership would 
be especially important.  This will clarify the legal and financial responsibilities of the 
different types of apartment owners (state and private persons) as well as how they 
interact.  It would also allow the question of land ownership for multi-family apartment 
buildings to be addressed.    
 
The framework for joint ownership, however, is equally important in terms of improving 
the sustainability of communal services providers as it will allow the building to be the 
customer.   Since communal services are provided to at the building (not the apartment) 
level, providers will be better positioned to enforce payments.  The building residents, in 
turn, will be better positioned to reduce costs by controlling consumption.    
 
The role of the ZhEKs presents an especially large institutional challenge. Some of 
their functions can, and should be, replaced, while other functions cannot be replaced.  
ZhEKs provide a type of insurance and replacement of this function will occur only 
gradually after an insurance industry develops in Azerbaijan.  At the same time, regional 
experience suggests ZhEKs are inefficient maintenance providers and households would 
benefit from a competitive maintenance sector with private providers.29 Since 
households will expect to see improved maintenance if maintenance fees increase, it is 
important that competition be introduced into the sector.  Without competition, the 
current providers will continue to provide poor quality services inefficiently.  
Furthermore, changes in the legal framework should be accompanied by changes in 
building management.  For example, effective home owner associations will not be 
established as long as ZhEKs are responsible for management (not just maintenance) of 
the multi-family stock.   
 
The impact of tariff reforms on households should not be overlooked.  
Implementation of these reforms should mean long-term improvements in the living 
conditions of apartment-building residents.  However, in the short-term, these changes 
will put additional financial pressures on families as implicit subsidies are reduced.  
Tariff increases are expected for water, gas and electricity.  In all of these cases, the 
expectation is to provide assistance to low-income residents.  Given the extent of income 
mixing in apartment buildings, and given the expected increases in other tariffs, there 
may be a need for assistance with maintenance as well.  Azerbaijan is well positioned to 

29 In Russia, for example, UNECE estimates that public maintenance enterprises have 5-10 times more 
employees than similar West European organizations, which suggests the municipal maintenance 
enterprises are very inefficient.  Furthermore, the quality is lower than in Western Europe.  (UNECE, p. 83) 
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consider alternative mechanisms for assistance to low-income households because of the 
earlier elimination (or monetization) of l’goti (categorical privileges).      
 
The potential benefits of reform are significant—diminished deterioration of the 
country’s major fixed asset (housing); improved sustainability of service providers; and 
the reduced need for state subsidies.  In the Baltic countries, housing and communal 
services reforms programs have resulted in improved service quality and reduced public 
subsidies.  In Riga, for example, municipal subsidies to cover substantial residential 
heating debts were eliminated in less than four years.  While municipal maintenance 
companies continue to operate in all three Baltic countries, they have become more 
responsive to demand and more competitive with private maintenance providers.  This 
has happened most successfully when local governments changed how they saw their role 
and distanced themselves from the management of buildings. 

 
The study also points to knowledge gaps, which should be addressed.   Basic 
background information about housing stock characteristics (for example, the share of 
cooperatives or enterprise-owned housing in the multi-family stock), overall housing 
provision (is there a housing shortage?) or assessments of the maintenance and repair 
backlogs were not available.  The institutional and legal framework should be analyzed in 
much more detail.  The question of how best to protect the poorest households from 
expected tariff increases should be included in the broader poverty and social protection 
agenda.  As the role of municipalities changes, a better understanding of the new role is 
needed. Additionally, it would be important to better understand:  financing flows 
(between ZhEKs, local and national governments, municipalities and communal services 
providers); the legal/institutional status and functions of ZhEKs in order to better 
understand how they might be reformed; and other areas, such as the status of urban land 
(ownership, cadastre, registration, etc.), which are important for the broader reform 
agenda. 
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