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MONTHLY REPORT - OCTOBER 1992
 

SHELTER SECTOR REFORM PROJECT
 
RUSSIAN FEDERATION/CITY OF MOSCOW
 

A. PROGRAM ACTIVITIES - RUSSIAN FEDERATION 

Development of the Legal Framework 

The Ministry of Construction has been asked by Mr. Gaidar to prepare a 
Russian Federation program on "housing." The team has been asked to comment on 
a first draft, which will include the same concepts on housing allowances and 
acceleration ofprivatization as the draft Presidential decree, as well as some ideas on 
mortgage finance. 

Steven Butler (Legal Advisor) continues to work with Mr. Shamosafarov 
(Minstroy) on the Town Planning Codex. This complex piece of legislation was 
reviewed and drafts for specific provisions to the law were submitted. The major 
issue facing this initiative will be the clarification of legal relationships between the 
many levels of government. In addition, the Law on Local Government may prevent 
the Federal Government from taking any significant role in setting standards for the 
urban planning processes. 

Butler has also been asked by Mr. Greenburg (Minstroy) to review a draft of the 
housing reform law codex. The Ministry has prepared the code in advance of the 
enabling law actually being passed by the Supreme Soviet. More importantly, it is 
simply a rehash of much of the existing housing code, with an occasional nod to 
ownership and privatization issues covered by the draft law on principles. 

Nadezhda Kosareva (UI consultant) prepared (in Russian, based on her review 
and Butler's earlier review) comments on the draft law "On the Principles of Federal 
Housing Policy" at the request of the Ministry of Finance, which in turn sent them 
to what appears to be the equivalent of the legislative coordination office at OMB for 
use in the development of the official Government comments. The draft law was not 
sponsored by the Government, but by the Supreme Soviet Conittee on 
Construction, Architecture, Housing Facilities, and Communal Services. 

Changes suggested by the Kosareva comments deal with: (1) a definition of the
"social norm" for housing that may interfere with reforms based on market rents for 
all housing coupled with housing allowances; (2) provisions on condominiums that 
would make renters as well as owners full members of housing associations and 
would prevent the condominium form of ownership of common areas; and (3) the 
omission of downpayment subsidies and mortgage insurance from an enumeration 
of possible forms of subsidy for mortgage finance. 
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The UI team provided Minstroy and other agencies with further comments on 
Law on the Fundamentals of Housing (the housing reform law which passed the 
Supreme Soviet on the first reading last week). Extensive amendments to a bill are 
possible between the first and second readings. As there were a number of final 
changes that weaken the bill, It is hoped that corresponding "positive" changes will 
result from these comments. Kosareva met with a lawyer in the Office of the 
President to discuss our comments; he will prepare a letter to the Supreme Soviet 
with the President's official views on the law. 

Housing Finance 

A draft agreement for USAID to provide technical assistance to 
MOSBUSINESSBANK was prepared for review by both the bank and USAID. The bank 
has a number of concerns-a suitable location for its new subsidiary and the 
commitment of USAID to providing the full program of technical assistance. The 
bank president, Mr. Bukato, is concerned that he will invest substantial staff time 
and funds in creating a new office for the new mortgage bank subsidiary and will 
then find himself without what he views as critical support during the next year. 

Comments on the agreement were also provided by AID/Washington to 
AID/Moscow. While these are viewed in Washington as minor, they are likely to be 
interpreted differently by the bank. The bank will want to study the general 
agreement between the USG and the Russian Federation which is now incorporated 
by reference and the provision for cancellation on 30 days notice will make the bank 
president very nervous-his view is that he is setting up a new subsidiary which will 
be very expensive, and his doing so is significantly dependent on the TA promised. 

Marisol Ravicz (UI staff) and Richard Pratt (UI consultant) are scheduled to 
arrive in November to work with Ray Struyk (Housing Finance Advisor) to develop the 
work program with MOSBUSINESSBANK. As part of this activity, Ravicz, Struyk, and 
Pratt will hold a half dozen formal tutorials/presentations for bank staff designated 
to work on the new mortgage operations to introduce them to various facets of 
mortgage lending. 

The Ministry of Finance has now become actively interested in housing finance 
reform legislation. First Deputy Minister Andrey Vavi!ov is seeking ideas for 
redirecting current subsidies for housing construction to more efficient uses. As 
part of this effort, the Ministry will prepare a proposal for the organization of 
mortgage finance and will invite the Ministry of Construction and the Ministry of 
Economics to comment. At the request of Vavilov, Kosareva and Struyk prepared a 
paper (in Russian) on the structure of the housing finance system in Russia. (Copies 
of the paper have been provided to Minstroy; it will be widely distributed as there 
seems to be no alternative comprehensive statement circulating as a basis for 
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decisions that should be made in the next few weeks about the type of support the 
Government should provide the housing finance system.) Also at Mr. Vavilov's 
request, a draft of a government decree on housing finance (in Russian only) was 
prepared.
 

Butler and Kosareva met with Promstroy Bank, which was formerly a major 
state bank responsible for industrial and project finance, to discuss some proposals 
for interest rate subsidies that the Bapk will be making to the Ministry of Finance. 
Butler made the usual points about the huge long-term risks of interest subsidies 
and challenged Bank staffs view that enterprises and labor unions would, in the 
future, be willing to subsidize mortgages for employees and members. 

Struyk, Kosareva, and Butler met with Valeri Samoschenko, Department Head 
at the Ministry of Economy, to discuss the next steps in preparing the draft 
Presidential Decree on housing finance. The Ministry is taking a quite relaxed 
position; it has decided to await proposals from Sberbank and the private sector as 
what legislation is needed. In this regard, they were extremely positive about the 
anticipated entry of MOSBUSINESSBANK into the mortgage lending market. 

Struyk, Butler, and Kosareva met with G. I. Zadonski, member of the Supreme 
Soviet and chair of the working group that is preparing the mortgage law. This law 
will focus largely on mortgaging agricultural land but will also amplify provisions on 
housing lending in the Law on Collateral. Bitler will review their first rough draft 
and to provide them with some additional materials on the U.S. system. 

As indicated in "Notable Developments," there is significant interest emerging 
for undertaking mortgage lending. The team has been discussing alternatives to the 
Fixed Rate Mortgage with several banks which would permit lending on much more 
commercial terms (and with much smaller or no subsidies). During November, it is 
planned to hold one or two small seminars for selected bankers on these 
instruments. 

B. PROGRAM ACTIVITIES - CITY OF MOSCOW 

Housing Maintenance Pilot Project 

Angus Olson (Housing Management Resident Advisor) has begun conducting 
the training courses for the DEZs-the "owners" of city-owned housing. Three 
representatives of each of the two owners are participating in the training, as will the 
Sub-Prefect of the Western Prefecture and one other representative of the 
Privatization of Management Subcommittee. Two representatives ofThe Institute of 
Housing Economy are also being trained in the "training of trainers" effort. In all, a 
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total of ten people will be trained. Training began in mid-October, using a format of 
one 2-4 hour session per week over 10 weeks. A training manual tailored to the 
Russian situation will be produced in the course of the program. 

Olson conducted the first of his ten-part training course in housing 
management on October 23. The attendees included those who will be acting as 
owners on behalf of the city for the projects being included in the private 
management demonstration, some persons from the city offices responsible for 
housing, and several persons who could be trainers in the future. Response was very
positive--Nikolai Maslov, our program coordinator, asked that five more persons be 
permitted to attend the course; Olson agreed to expand the class by three-more 
would have gotten it beyond the point where the kind ofgive-and-take is possible that 
Olson believes is essential. 

Olson discussed with Ruth O'Sullivan, Resident Advisor in Novosibirsk, some 
ideas for sharing activities and costs between the housing management
demonstrations in Moscow and Novosibirsk. 

Housing Allowances 

Struyk, Kosareva, and Puzanov worked intensely in October with Mrs. Ludmilla 
Kuznetsova, Deputy Director of the Department of Infrastructure Services, on the 
housing allowance program which she will present to the Government of Moscow. 
An initial presentation planned for October 13 was postponed because Mayor
Luzhkov had a schedule conflict and wanted to participate in the discussion. A 
second delay followed when the City Government decided to adjourn its weekly
meeting and to devote a later meeting entirely to the rent increase/housing allowance 
proposal. 

The Government of Moscow has yet to reschedule formal consideration of the 
housing allowance proposal. However, Mrs. Kuznetsova has discussed the proposal
with the Mossoviet leadership and received general agreement. However, they want 
to see the administrative arrangements before making any formal agreement. 

Mrs. Kuznetsova, Struyk, Kosareva, and Puzanov met with First Deputy
Premier Boris Nikolski to discuss the program. Nikolski heads the part of 
government which includes the housing maintenance and municipal housing
departiaents. He initially was very opposed to the program-in part, perhaps
because he believed he had been consulted too late in the process-saying that the 
rent increases proposed were too great and that it would be better to accept housing
allowances in principle first rather than a concrete proposal. 
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Meanwhile, Kuznetsova had, on advice from other parts of the administration, 
modified the proposal in two ways: (1) the rent increase will be phased in three steps 
during 1993, with the first increase occurring in January, before the implementation 
of a housing allowance; and (2) for owners of privatized apartments, the new
"maintenance fee" level would include the value added tax and land tax, so that 
homeowners out-of-pocket costs would be kept the same as those for renters. While 
probably not desirable, these changes are probably trivial compared with the broader 
task of getting the Government to approve the basic concept in principle. 

Condominium Law and Associations 

Butler and Pusanov met with officials from the Government of Moscow 
responsible for developing policy and legislation on condominiums. The basic law on 
privatization may create a problem for the development of a standard form of multi
family homeownership, but that this depends on the interpretation of the basic law. 
It may be possible to modify the package of draft Presidential Decrees in a way that 
clarifies the ability of local governments to act in this area. A knowledgeable Russian 
private attorney suggested that a Presidential decree could override objections that 
may be raised on the basis of other existing laws. 

The attention of policy-makers in both the Russian Federation and Moscow 
Governments is focussed on a particular issue: whether homeowners associations 
should be given control and economic benefits from the commercial space that is part 
of many downtown residential buildings. This a serious issue in its own right, with 
implications both for the fairness of the privatization process and the City's budget 
(the City currently collects 2 billion roubles annually in commercial rents). Most of 
the homeowners associations currently forming are choosing organizational and legal 
forms appropriate to commercial businesses rather than housing. The long-run 
implication is that standardized underwriting of mortgage loans for units in 
multifamily buildings will be very difficult. One possible strategy for dealing with this 
problem is that the Ministry of Finance should be urged to take the lead on standard 
condominium legislation because of its importance to mortgage finance. 

A study tour for Russian counterparts to see how U.S. condominiums operate 
is being planned for early December. 

C. PROGRAM ACTIVITIES - GENERAL 

Sector Monitoring 

The Institute for Economic Forecasting has begun work on the housing 
indicators project. 



Monthly Report - October 1992 The UrbanInstitute 
ShelterSector Reform Project 
Russian Federation/Cityof Moscow Page6 

The Institute for Economic Forecasting will conduct a survey of occupants of 
dwelling units in Moscow that were state rentals at the start of 1992. The survey will 
obtain complete interviews of occupants of at least 2,000 units, or determine that 
some of the units are now vacant. This is the first wave of a projected several wave 
panel survey that will be used to monitor and evaluate developments ir. the rental 
sector. The data set from the survey will be complete by mid-January. 

Training 

Struyk and Kosareva spent October 24 with David Falk and Mark Hayes who 
are organizing a four week training course on all aspects of housing in February at 
the University of Maryland, with USIA and USAID support. Of the 20 participants,
it is planned that 5 will be from Moscow and the balance from St. Petersburg. Falk 
and Hayes were in Moscow to discuss possible candidates for the training. They met 
with Nikolai Maslov of the City of Moscow, Mark Masarsky of Volkhov Housing 
Construction Cooperative, and a group of three possible candidates. They also 
discussed other candidates with Struyk and Kosareva. The Moscow team will 
distribute the informational brochures to additional candidates. It is expected that 
about 12 candidates will apply. Falk and others at the University will make the 
se!ections in December. 

Activity of Other Donors 

Minstroy signed an agreement with Habitat to cooperate in the project,
"implementation Mechanisms for the Russian Federation's New Policy." Under the 
agreement Habitat will provide $80,000, mostly to be used for three separate 
foreign-expert one-month missions. Mr. Igor Greenburg is in charge at Minstroy. 

D. NOTABLE DEVELOPMENTS CONCERNING THE HOUSING SECTOR 

Legislation 

On September 30, a package of three Presidential Decrees was completed: 
housing allowances, measures to accelerate housing privatization, and measures 
to improve housing conditions. The principal idea in the latter is for voucher-like 
payments to be given to families on the waiting list that they could use to purchase 
housing. Overall these are progressive measures which the team strongly supports. 
However, because of uncertainty about the future of Minstroy (which would be the 
implementing ministry), the decrees have not been forwarded to the Supreme Soviet. 

On the same date President Yeltsin signed a decree abolishing Minstroy and 
the Ministry of Industry--both were viewed as too frequently representing the views 
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of large enterprises (and the Civic Forum). It was proposed that the Ministries are 
to be replaced with committees, which will not have cabinet rank. However, members 
of the Supreme Soviet have asked the Government to delay any reorganization until 
after the passage of a new Law on Government and the decrees have been put on 
hold. 

The law on principles of Federal housing policy (formerly known as the housing
reform law) has been reported by the Committee on Construction, Architecture, 
Housing Facilities and Communal Services to the Supreme Soviet. The law was given
its first reading by the Supreme Soviet on October 20 and narrowly passed both 
chambers. The second reading may take place in November. 

Housing Finance 

Several banks in addition to Sberbank (the State Savings Bank) are preparing 
to begin mortgage lending operations despite the very difficult economic conditions. 
These banks are receiving strong encouragement from the Federation and local 
governments. Their plans are to make long-term loans for home construction or
 
purchase; their lending will differ from the first "mortgage banks" established which
 
are making only one to two year loans.
 

Novobank in Novgorod and the Share Company Mortgage Bank in Moscow both 
hope to begin lending in January; Novobank will lend for suburban homes in Moscow 
being built by a Novgorod-based firm. These banks plan to use the traditional fixed 
rate mortgage carrying a low nominal interest rate (under 10 percent), and will cross 
subsidize mortgage lending from the much higher interest rates on commercial loans. 
Under this arrangement, mortgage lending will constitute small share of theira 
assets. On the other hand, Pomstroibank is considering beginning mortgage lending
using a Dual Index Mortgage, but with substantial subsidies which it is discussing
with Government. MOSBUSINESSBANK has plans to set up a mortgage subsidiary and 
begin lending in a year or so, using a Price Level Adjusted Mortgage or similar 
mortgage instrument that would not be contingent on a subsidy. 

E. LOGISTICS AND PLANNED TRAVEL 

Logistics 

Please note a revision 'n the address of the project offices: 

Furkasovskly Pereulok 12/5 
Rooms 300, 301 
Moscow 101819 
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Telephone: (7095) 928-7336 
FAX: (7095) 924-7963 

We have received an additional 30 square meter room in a good building on 
Kalinina Prospect. Olson will have his permanent office there, and short-term staff 
will headquarter there. The main office operations will remain at the two rooms on 
Furkasovsky Pereulok, in part because the Kalinina building is a "closed building" 
and it is difficult for visitors to be admitted. The phone number is (7095) 203-5893. 

Olson moved into his permanent fiat at 4 Ruzheyniy Pereulok, near the 
Ministry of Foreign Affairs, Metro Smolenskaya, and within walking distance of the 
aew office on Kalinina Prospekt (New Arbat). His telephone is (7095) 247-4235. 

Planned Travel 

The following travel to Moscow is planned for November/December: 

Ned Symes (Quadel Consulting Corporation; housing management trainer) 
28 October-11 November 

Marisol Ravicz (UI staff; housing finance specialist)
 
3-26 November
 

Dick Pratt (Housing finance consultant)
 
19-26 November
 

Steven Butler (Legal consultant)
 
December
 

R. Graham (Quadel Consulting Corporation; housing management trainer) 
December 

BUDGET AND LEVEL OF EFFORT SUMMARY 

Budget (Actual expenditures, excluding UI fee)
 
October 1992 $70,528
 
Project to date $130,273
 

Level of Effort (person-months)
 
October 1992 5.47
 
Project to date 10.80
 


