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EXECUTIVE SUMMARY

USAID designed and developed the Housing Sector Reform Project (HSRP) in Russia to
support the provision of technical knowledge and experience to individuals and
institutions working in the housing sector at national, regional and municipal levels. This
six-year project consisted of two phases. HSRP I began in September 1992 and continued
through September 1997, while HSRP II began in September 1995 and continued through
September 1998. The Urban Institute (UI) was the prime contractor for the
implementation of both phases. A local firm, the Institute for Urban Economics (IUE)
was created under the project, and it functioned as a major sub-contractor, along with
several US consulting firms. The total project cost was $23,976,576.

The HSRP’s strategy included four key principles:

• Demonstration Projects – HSRP would develop demonstration projects to show
how housing reforms worked which, in turn, would facilitate adoption of reforms
on a broader basis.

• Demand-Driven Technical Assistance – HSRP responded to requests from
counterpart organizations, rather than attempt to impose a preconceived program,
and accordingly worked with recipients who were committed to reforms.

• Legal / Legislative Focus – HSRP focused on initiating an appropriate legal /
legislative framework that would provide a proper context to introduce reforms.

• Increasing the Role of Russian Professionals – The availability of highly trained
and competent Russian professionals allowed HSRP to give them increasing
responsibility for project implementation and to establish a core technical
capability to continue reforms after termination of the project.

Over the life of the project, HSRP participated in, or sponsored, 287 training courses,
seminars and conferences, which were attended by 28,600 Russians from 103 cities. It
conducted 51 study tours in the U.S. for 442 Russians from 44 cities. Subjects covered all
functional activities of the project. HSRP also produced a vast array of training materials,
how-to manuals, studies, brochures and other informational materials; publishing 201
products on housing and urban development and distributing some 400,000 copies during
the project. HSRP addressed the dearth of official data in the housing and urban
development through independent surveys and analysis of Government raw data sources.
Most importantly, HSRP evaluated the implementation of housing reforms to effect
needed strategy and implementation changes.

The evaluation’s Scope of Work called for the review of the eight major project
activities.

Policy and Legislative Development. The development of appropriate policies and
legislation was a cross-cutting activity that was essential to overall reform. Over the life
of the project, the project’s staff had input into 160 individual Russian Federation (RF)
laws, Presidential Decrees and resolutions, and directly drafted 37 legislative acts. HSRP
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also assisted many oblasts and municipalities, directly and through information
dissemination, to draft local implementation legislation for the broad framework enacted
at the RF level.

All officials interviewed for the evaluation emphasized the vital HSRP inputs in policy
and legislative development. The Chairman of the State Committee on Construction
stated that the project was the key technical resource for establishing a national
framework for the housing and urban sectors. HSRP produced its most impressive results
in housing and urban policy and legislative development.

Residential Mortgage Finance. Housing sector reforms provided an opportunity to
introduce residential mortgage lending in Russia. HSRP drafted the essential legislative
framework for mortgage lending. It also provided technical assistance to 39 banks to
institutionalize international standards for mortgage underwriting and loan administration
and assisted numerous other banks through information dissemination. HSRP produced a
nine volume handbook for mortgage lending which has become the industry standard. By
the end of HSRP, 47 banks were reported to have engaged in mortgage lending.

One of the most vital aspects of HSRP was establishment of the Agency for Housing
Mortgage Lending (AHML), a secondary mortgage market facility designed to provide
liquidity for mortgage lenders and to encourage expanded mortgage production. AHML
also promotes sound mortgage lending practices by requiring rigorous standards to be
followed by participating banks. HSRP introduced the Certified Mortgage Lender
program to provide continuing education for bankers and other real estate professionals.
IUE continues to present this program.

Despite these important contributions, HSRP had mixed results in promoting residential
mortgage lending due to the weakness of banks, foreclosure problems, macroeconomic
conditions and other factors. On the whole, however, the assistance provided by HSRP
was invaluable in creating the conditions necessary to establish mortgage lending in the
banking sector. The framework for mortgage lending has been established, due in large
part to HSRP and this framework will, over time, prove to be the basis of a mortgage
industry in Russia.

Construction Period Finance. HSRP II expanded the role of the project to include
assistance in development of construction finance. Assistance focused on design of
construction finance for housing developers and promotion of sound construction lending
practices in banks. About 400 bankers and real estate professionals received some form
of assistance in construction finance and 37 banks participated in construction lending
under HSRP.

HSRP was instrumental in developing nationwide bank standards in underwriting and
loan monitoring, including preparation of a detailed guide for bank construction lending.
Lending techniques were disseminated through study tours, seminars, handbooks and
publications, and many banks and developers adopted the techniques advanced by HSRP.
HSRP had a considerable impact in introducing international standards for construction
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lenders and housing developers in Russia and established the framework for expanding
construction lending once macroeconomic conditions improve. IUE continues to provide
technical assistance to banks.

Infrastructure Finance. HSRP II provided direct technical assistance to nine
municipalities in infrastructure finance and other institutions providing finance to
municipalities. Pilot projects, literature and seminar presentations were used to
disseminate widely techniques for infrastructure finance. HSRP assisted municipalities,
utilities and the RF in the development of economic concepts for energy and resource
savings. HSRP assisted banks and municipal venders on how to provide long-term
lending for municipal infrastructure projects. It initiated concepts for concessions and
leasing to improve infrastructure and utility management. HSRP introduced tariff reform
to reduce the burden on municipal budgets for housing operations. The project undertook
to develop a methodology to establish credit ratings for municipalities and worked with
municipalities on meeting transparency and financial management criteria. This activity
led to IUE forming E-A Ratings, which has established itself as a creditable domestic
rating agency. S&P, the U.S. credit rating agency, has selected E-A ratings as its local
affiliate to undertake joint rating activities.

HSRP performed a significant technical assistance and educational role in promoting
long-term municipal finance for infrastructure, enhancing the capabilities of oblasts and
municipalities to plan for economically feasible projects and promoting transparency in
municipal financial management. Through HSRP, banks and municipal venders learned
how to better structure finance for municipalities, and municipalities learned how to
approach banks and venders for financing. These technical assistance benefits will long
survive the project. IUE continues to provide technical assistance to oblasts and
municipalities.

Rent Reform and Social Safety Net (Housing Allowances). The RF enacted legislation
to raise rents in State housing to achieve full cost recovery over a five-year period. The
same legislation established a program of housing allowances to protect low-income
families from the expected significant increases in housing rents. HSRP conceptualized
and drafted the legislative framework for housing allowances. The establishment of a
housing allowance program was one of the most impressive accomplishments of HSRP
and now covers most qualified residents in State housing. Without housing allowances,
the RF and municipalities would probably not have been able to put into place rent
reforms. Housing allowances is the only housing reform that has achieved nationwide
coverage and is the one reform that is essentially completed. Moreover, the housing
allowances program is the only means-tested subsidy developed to date in the RF. Based
on the success of the housing allowances program, USAID has now launched a new
project to institutionalize a means-tested approach to social services delivery.

Condominium Creation. HSRP was successful in developing condominiums as a form
of property rights and homeowner associations as a legal entity to manage and to
maintain multifamily properties. HSRP drafted the legislation introducing the
condominium form of ownership as well as homeowner associations to assume
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responsibility for management and maintenance. HSRP also assisted in the preparation of
model by-laws and other documents required to establish and to manage a condominium
and/or homeowner association. As of 1998, over 3,000 condominium associations had
been created, mostly in newly constructed buildings in 30 cities, thus demonstrating their
validity and need. While the number of condominiums is miniscule in relation to the total
number of residential buildings in Russia, the condominium concept has been well
established.

Competitively Bid Maintenance and Management Contracts for Housing. HSRP
initially concentrated its activities to introduce competitively bid maintenance contracts
for large blocks of municipal-owned housing in Moscow. The project set up formal bid
solicitation for maintenance contracts that were opened to municipal maintenance entities
and the private sector. The process of competitive bids for maintenance of municipal and
condominium housing has spread throughout Russia, with varying degrees of coverage
and success. By 1998, 80% of Moscow residential units were being maintained under
competitive bid, while nationwide, the figure was about 28%.

The use of competitively bid housing maintenance demonstrated ways to reduce costs
and to improve the quality of maintenance services. By opening the municipal housing
maintenance process to private companies, further competition was introduced into the
sector. While the value of competitive bidding has been amply demonstrated under
HSRP, particularly in Moscow, its continued existence is somewhat tenuous due to
extreme budgetary constraints confronting local governments. Introducing competitive
bidding to the management component of municipal housing has not been successful.
Municipal bureaucracies have been adamant in their opposition to this effort.

Institutionalization of Reform. HSRP achieved many sustainable initiatives; a few key
examples are outlined below.

• Policy and legislation – Under HSRP the basic legislative framework for housing and
urban development reforms was enacted and institutionalized.

• Residential Mortgage Lending – HSRP introduced mortgage lending in Russia and
established the framework for banks to adopt international standards for mortgage
lending. AHML was established under HSRP and should become a significant
secondary mortgage market facility to expand mortgage lending and promote sound
mortgage lending practices.

• Construction Period Finance – HSRP created the framework for banks to adopt sound
construction lending practices, and construction lending has become an accepted form
of bank lending.

• Infrastructure Finance – HSRP demonstrated an analytic process for municipal
infrastructure planning and finance. HSRP expanded interest in municipal credit
ratings that promote enhanced municipal transparency and financial management.
E-A Ratings has been institutionalized, and it will continue to provide municipal
credit ratings.
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• Rent Reform and Housing Allowances – Rent reform and housing allowances have
been institutionalized throughout Russia. HSRP performed a key role in the
conceptualization and drafting of the housing allowance program.

• Condominium Creation – Condominiums as a form of ownership and homeowner
associations as a form of housing management have been institutionalized.

• Institute for Urban Economics – IUE was established by Russian professionals under
the HSRP, and it continues to serve as the premier technical resource in housing and
urban development reforms.

Conclusions. The major conclusion is that HSRP was an extraordinarily successful
project, both in terms of satisfying project performance indicators as well as providing a
framework for housing reforms in Russia. HSRP’s exemplary performance as a project,
however, does not infer that housing reforms are anywhere near completion. There are
substantial policy, legislative and implementation actions remaining to be undertaken.
HSRP was only a beginning, albeit, a highly effective beginning. It will require many
more years to complete the transformation from a centralized, socialist system to a
market-based economy. What is remarkable is the significant extent of reforms instituted
given the adverse macroeconomic conditions during HSRP’s implementation period. As
proclaimed by Russian Federation, local government and private sector representatives
interviewed during this evaluation, much of the success in housing reform can be
attributed to the effectiveness of HSRP.

Recommendations. Recommendations include the following:

• Continue support for the Institute for Urban Economics.
• Strengthen domestic capital markets debt financing.
• Assist with strengthening bank resource mobilization
• Continue supporting the development of AHML
• Assistance in evaluating the feasibility of mortgage guarantee (default) insurance
• Assistance to local governments in economic development
• Strengthen municipal infrastructure planning, financing and tariff reform.
• Provide training for condominium boards-of-directors and assistance in forming

national and local condominium representational NGOs.
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INTRODUCTION

Purpose of Evaluation: The main purpose of this evaluation is to assess the impact,
effectiveness and sustainability of the Housing Sector Reform Project (HSRP) in Russia,
undertaken from September 1992 through September 1998. Within this framework, the
evaluation is to assess project management under the prime contractor, Urban Institute;
the project’s strategy and implementation mechanisms; and the effectiveness of the
Urban Institute to respond to rapidly changing conditions and needs of the housing sector
during the project period. In addition, the evaluation will:

• Give recommendations on any additional activities necessary to reform the housing
sector in Russia in light of the current economic crisis.

• Give recommendations to address future long-term needs of the housing and urban
development sectors in Russia.

• Identify lessons learned and best practices to assist in determining long-term USAID
strategy in the field.

The evaluation’s Scope of Work called for the review of eight major project activities:

• Policy and Legislative Development
• Residential Mortgage Finance
• Construction Period Finance
• Infrastructure Finance
• Rent Reform and Social Safety Net (Housing Allowances)
• Condominium Creation
• Competitively Bid Maintenance and Management Contracts for Housing
• Institutionalization of Reform.

Other aspects of the project were commented on as time permitted and where they were
appropriate.

The Evaluation Team: USAID contracted for the evaluation to be carried out by the
CARANA Corporation. CARANA’s evaluation team consisted of four members: two
U.S. consultants, Ken Kopstein, serving as team leader, and Daniel Coleman, and two
Russian consultants, Larisa Afanasieva and Nicholas Chitov. In addition Gerald Wein
assisted the team with evaluation planning and review. Work commenced in September
1999 and was concluded in November 1999. Biographical sketches of the consultants are
provided in Annex D.

Methodology: To carry out this evaluation, the team focused on strategies, achievements,
prospects and constraints rather than procedural matters. The impact of externalities on
HSRP and housing reforms, such as economic and political conditions, was essential to
understand the overall impact and sustainability of HSRP, and are discussed in this
report.
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Sources of information for this evaluation were selected project documents, reports from
other sources, and interviews. Project documentation, publications and other technical
materials (e.g., legislation, handbooks, guides, forms and procedures) were so extensive
under HSRP that only a sampling could be reviewed during the time permitted under the
evaluation. Annex I is a list of all the reports and publications produced under the project.
The evaluation team conducted over 90 interviews that began in Washington, D.C. and
continued throughout the evaluation period. Interviews were conducted with officials of
the Russian Federation and with regional and local government officials in Moscow,
Saint Petersburg, Novgorod, Nizhni Novgorod and Ryazan. In addition, many private
sector executives and professionals were interviewed in all the cities visited. Annex B
provides a list of interviewees.

The evaluation team was in Russia for four weeks, from September 20 through October
16, 1999. As HSRP activities were so broad, the consultants divided into two teams: one
focusing on residential mortgage finance, construction period finance and infrastructure
finance and the other on rent reform, condominium creation and competitively bid
maintenance. Both teams covered policy and legislative development and the
institutionalization of reform activities.

Due to the diversity of activities, the evaluation team did not prepare formal hypotheses
and questionnaires for interviews. Instead a common series of questions were posed to
most interviewees. The evaluators sought to encourage a free exchange of information
and project assessments from the interviewees. In this way, interviewees were not guided
into responses, and instead they could identify what they thought were project
accomplishments and shortcomings and the impact of reforms. A number of interviewees
had no relationship to the project and were interviewed because of their ability to assess
the over-all impacts of reforms and project strategies.

A number of the evaluation team’s activities cut across the project’s principal technical
analysis. For example, to evaluate HSRP’s impact, the evaluation team reviewed: a) the
role of the contractor in initiating a framework for housing reform; b) sustainability of
HSRP activities to continue reforms after project completion; and c) participant and non-
participant assessment of progress made.

The evaluation team members faced a number of obstacles, not the least of which were
the project’s large size and the shifting targets as conditions changed in Russia. The
contractor and USAID agreed upon a flexible approach to project activities and
performance indicators to take advantage of changing conditions and opportunities to
effect positive changes. This resulted in changes to project activities and indicators in
each year of the project. In this manner, the project was a moving target that does not
lend itself to easy evaluation.

HSRP had a total of 183 performance indicators over the six years of the project. As the
HSRP contractor separately assessed achievement under many of these indicators in each
of the cities it worked in, the total number of indicators was significantly higher. The
evaluation team was able to test only a selected number of indicators and outputs. The
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team is not aware of any criticisms about the accuracy of the contractor’s reporting on
indicators in the Phase I and II final reports and has assumed that they were essentially
accurate.

Given the project’s scope and size and the limited time and manpower available for this
assessment, the evaluation team was forced to make difficult decisions about which
documents to review, which Russian cities to visit, and who to interview. The team
attempted to focus on the project’s key technical programs and geographic areas. It
reviewed the contractor’s work plans, periodic progress reports, final reports, previous
assessments and other documents which seemed to give the best overview of activities,
obstacles faced and accomplishments. In the five cities visited, the team met with private
banks, Oblast and municipal government agencies involved with various aspects of the
project, and maintenance companies. Although the team would like to have had time for
additional reading, visits and interviews, it does not believe that these would have
appreciably changed the findings presented in this report.

The team members encountered resistance on the part of some governmental officials and
private sector middle managers to be completely candid in responses, probably due to a
legacy of guarding information from outsiders. For example, several financial institutions
were unwilling to provide details about lending volume, terms and practices, and several
government officials were reluctant to provide details on policies and trends outside their
particular domain. However, with multiple interviews, a clearer picture of the situation
did emerge. The evaluation team also benefited from extensive HSRP project reports and
outside documents that provided questions to pose and data to analyze.

Appreciation: The evaluation team members wish to express their appreciation to the
many people and institutions that assisted in the evaluation. We want to thank
USAID/Moscow, USAID/Washington and former USAID staff; in particular, the team
received excellent support, guidance and input from Denis Korepanov, Hugh Winn and
Valentin Stobetsky in USAID/Moscow and input and comments by other staff, including
the Mission Director, Carol Peasley. George Deikun (formerly in USAID/Moscow and
now with USAID/Haiti), Sean Walsh (formerly with USAID/Washington) and Joel
Heisey (USAID/Washington) provided insightful comments on the initial project design
and implementation.

The Institute for Urban Economics, a Russian think tank foundation and major sub-
contractor for HSRP, provided extensive staff time, analyses, data and materials for the
team. Their input was of particular value, and they are deserving of special thanks.

Ray Struyk, HSRP chief-of-party for the Urban Institute, devoted a number of hours
meeting with the team, responding to telephone inquiries and reviewing the team’s draft
report. Jeff Telgarsky, at the Urban Institute in Washington, provided significant
information and materials.

The evaluation team is especially appreciative for the cooperation provided by officials of
the Russian Federation Government and of the local governments of Moscow, Saint
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Petersburg, Novgorod, Nizhni Novgorod and Ryazan. The team was aided, as well, by
many Russian private sector executives and professionals.

Lastly, the team wishes to thank the staff in CARANA’s offices in Moscow and
Arlington, Virginia, which provided considerable logistical and administrative support.

Organization of This Report: This report is divided into four sections and extensive
annexes.

• Background – HSRP’s performance and the success of Russia’s housing reforms are
significantly linked to economic and political conditions in the nation. The evaluation
team believes it is necessary for any reader of the evaluation to understand the
economic and political context under which HSRP performed and the considerable
impact of these externalities on the project. This section provides a brief assessment
of conditions in Russia relating to the housing and urban development sectors, with
additional analyses provided in Annexes E and F.

• Overall Project Development - This section provides an overview of HSRP design,
strategy and activities. A summary of project goals (performance indicators),
legislation, seminars, technical papers and publications and study tours are provided
in Annexes G, H, I and J.

• Activities’ Description and Evaluation Findings - This section provides the
evaluation team’s findings related to the over-all impact and sustainability of HSRP’s
activities and housing reforms in the eight major activity areas requested for
evaluation. Where appropriate, comments are offered on other project activities.

• Conclusions and Recommendations - This section presents the evaluation team’s
overall conclusions, lessons learned from HSRP, future directions for program
consideration and major recommendations.

• Annexes - As noted above, the annexes provide expanded information on the
evaluation, background conditions in Russia and HSRP’s performance indictors and
outputs. A write-up of several project success stories is also an annex.
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I. BACKGROUND

This section contains comments on selected key factors in Russia relating to the housing
and urban development sectors. It is intended to be a brief introduction to assist the reader
in understanding conditions in Russia that affected housing reforms and HSRP.
This section does not evaluate HSRP; rather it provides background information to
augment the evaluation, which follows beginning with Section II.

A.  Conditions Prior to the HSRP Start Date in 1992. The Soviet socialist system
was a highly centralized form of government, with little private sector ownership of
housing or enterprises. Major policies for housing and the economy were determined by
the State. There was little experience with free-market principles or how to implement
them. Many citizens depended on State employment, and housing was substantially
subsidized. In 1991, 96% of the GDP was produced by the State.

In the Soviet era, the government assumed responsibility for providing highly subsidized
housing to its citizens, much as Western governments provide education. In 1990 the
Central Government, local governments and State-owned enterprises owned 67% of the
nation’s housing stock, with only 33% of housing in private ownership. There was a far
higher concentration of State housing ownership in Russia than even in other former
Communist states in Eastern Europe, e.g., about 50% in Budapest (Hungary) and 20% in
Sophia (Bulgaria). In urban areas, the concentration of State ownership was even more
pronounced, constituting some 79% nationwide, with some cities, such as Moscow,
having 90% State ownership. Between 1961 and 1989 single-family construction was not
even permitted in cities over 100,000 population.

Russia’s housing stock was relatively new in 1990, with 89% of all dwelling units built
within the past 40 years. However, much of the housing stock was typified by poor
construction quality, poor energy conservation characteristics (e.g., poor insulation and
highly inefficient central heating plants) and substantial deferred maintenance. Funding
for maintenance and capital improvements was considered to be government
responsibilities, but were woefully inadequate. The Russian Federation estimated that Ru
78 billion would be required for needed maintenance in 1992; however, only Ru 22
billion was budgeted.

Housing investment consumed about 26% of the nation’s investment and employed 13%
of the labor force. Housing was heavily subsidized by the State, with rents frozen at 1928
levels. Rent charges were inadequate to cover utilities and maintenance, much less
recover capital expenditures. The real cost of utilities was often unknown as State-owned
utilities were constrained from charging cost recovery rates. Real costs were likely to
have been high as utility operations were grossly inefficient, lacked maintenance and
capital funding and were technologically outdated.

The State provided the financing for construction of infrastructure and new housing. As
the State owned all land in urban areas, there was little concept of the value of land or
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buildings. There was virtually no private sector housing market and no system of private
mortgages.

With no markets to set prices and to allocate the supply of housing, the government
decided which unit would go to each family. But, with State budgets unable to provide
the necessary resources to build sufficient housing, waiting lists for housing grew larger
and waiting periods longer. In 1986, eight million people were on housing waiting lists.
This increased to nine million by 1988 and to 10 million people by 1992.

The Russian Federation realized that the existing system was unsustainable and began to
initiate reforms in 1990. In 1991 the Russian Federation transferred ownership of part of
the State housing stock and the responsibility for maintenance to municipalities.
Although the central government committed itself to continue subsidies by transfers to
municipalities, this commitment was not met. This policy thus amounted to an unfunded
mandate for municipalities, most of which were not prepared to absorb the increases in
costs. Maintenance of the existing housing stock continued to deteriorate.

The government also embarked on a concerted effort to privatize housing by selling units
at low cost to residents. This policy proved unsuccessful; as of 1992 only about 8.2% of
the housing stock had been transferred to private ownership. That same year, the State
initiated new housing reforms that allowed tenants to acquire ownership of their units
with only transaction costs being charged. This initially met with some success, but many
Russians remained wary of even accepting ownership for fear that this would increase
their housing costs.

Housing reforms continued to receive attention in 1992, and the Federation was clearly
intent on reforming the sector. In response, USAID launched HSRP to provide needed
technical assistance to effect change.

B.  Conditions in Russia – 1992 through 1998. HSRP operated from 1992 to 1998.
As HSRP contributed significantly to housing policy and reforms during this period, its
contribution becomes part of the conditions during that period.

The State began a vigorous program of divesting ownership of enterprises and housing to
private ownership. Many State enterprises were privatized or closed. Outside of Moscow
and a few other cities, enterprise closings and reductions in subsidy transfers from central
government resulted in a sharp decline in production and significant unemployment.

Macroeconomic conditions continued to erode for much of the decade. By 1994, real
disposable incomes were 30% below 1991. GDP continued its decline for every year
between 1992 and 1998, except for 1997. In 1999 GDP is expected to decline about 2%.

Inflation and interest rates were extremely high during this period. For example, in 1995
inflation was 131.4%, and Russian Federation short-term debt had interest rates of 170%.
In 1996, even when inflation was trending downward, bank short-term ruble interest rates
were in the 90% to 130% range to permit the government to fund its deficit, while US
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dollar loans to Russia had interest rates of around 23%. These interest rates obviously
made it difficult to introduce long-term mortgage lending. Before the 1997 Asian crisis,
inflation and interest rates moderated considerably, e.g., inflation was estimated at 12%.
Russian Federation short-term debt was issued at about 20% interest rates until the
massive Government debt default in August 1998 which erased previous positive
economic trends and re-instituted high inflation and interest rates.

Despite these difficult economic conditions, the government made substantial efforts to
transform the housing sector. The Federation’s commitment to housing reform is
exemplified by the passage early in this period of a series of substantial legislation and
Presidential Decrees that created the basic framework for privatization and for reductions
in housing subsidies. By 1995, 49 significant laws and decrees were passed relating to
housing and land issues, and another 17 were in various stages of development. By 1998,
additional legislative acts and decrees were adopted. HSRP had major input into the
Federation’s legislative agenda. In spite of this impressive legislative record, some
significant gaps remain, and continued work is necessary for developing legislation at the
Federal, Oblast (similar to U.S. states) and municipal levels.

The implementation of housing sector reforms has been irregular, in part reflecting the
volatile economic conditions. In 1992 privatization of the State’s housing stock was a
major policy, and considerable progress was achieved until 1995. Privatization then
slowed significantly, and as of 1999 only 55% of State-owned housing stock had been
privatized. Tenants not privatizing their units were fearful of potential increased costs
associated with ownership, including the need to correct deferred maintenance and to pay
operating costs and property taxes. Families’ concern about taking ownership and
maintenance responsibility was exacerbated by a decline in real disposable incomes, and
by the fact that other non-housing costs of living were extraordinarily high, e.g.,
anecdotal reports suggest that a substantial proportion of the population spend up to 80%
of household incomes on food.

Deteriorating economic conditions have also slowed other elements of reform. For
example, rent reform has been curtailed due to economic conditions; private sector
housing construction has slowed in many cities (outside major cities, such as Moscow);
and privatization of municipal housing maintenance has not continued to expand.

Municipalities came under increasing budget pressures, and their newly acquired burden
of housing maintenance and operating costs were creating a desperate financial situation.
In 1994 the Federation initiated rent reform and mandated that full recovery of costs be
achieved through rent increases over the next five years. “Costs” included operating
expenditures (e.g., maintenance and utilities) and some contribution to capital
replacement. A social safety net was provided for low-income households through the
introduction of Housing Allowances, which made cost recovery more palatable.
Municipalities began to accept the concept of rent reform, and rents began to rise from
about 3% of costs in 1991 to about 35% of costs in 1998 nationwide. However, in 1996
the cost recovery schedule through rent increases was extended to 10 years, i.e. to year
2003 for operating costs and to 2008 for capital costs. Economic conditions were viewed
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as too unfavorable to achieve the original schedule of full cost recovery. The increases in
cost recovery that were realized did not greatly reduce the burden on municipal budgets,
as inflation in housing costs exceeded rent increases. (As explained below, HSRP had
major input into the housing allowance program.)

Without the financing formerly provided by the State, housing construction has decreased
substantially. In the period from 1992 through 1995 new housing construction was about
57% of the 1987 levels. In 1996 housing construction declined further, reaching only
47% of 1987 levels. The free market has not been able to replace the previous State
system of housing construction.

Municipalities were also fiscally incapable of implementing infrastructure improvements
and meeting local housing development needs out of current revenues. Municipalities
began to consider long-term borrowing from banks and issuing bonds to finance needed
improvements. There was a significant lack of understanding on how to structure sound
projects for long-term borrowing. Due to inflation, interest rates remained high, making
the cost of domestic borrowing expensive. U.S. dollar or dollar-linked borrowings began
to occur. However, with the significant devaluation of the ruble in 1998, many
municipalities have become painfully aware of the risk of dollar-linked borrowings. One
municipality is currently in technical default on its U.S. dollar-denominated bonds.

In their efforts to generate revenues, municipalities remained involved in entrepreneurial
enterprises, including housing and commercial property development. They continue to
own enterprises of varying nature, including interests in local commercial banks, viewing
this commercial activity as a means to improve local government financial resources and
to meet development targets, e.g., for expanding housing supply. They are in competition,
or in joint venture, with the private sector on a significant proportion of local real estate
development. Municipalities have been slow in providing land for private development;
municipalities lease most land on a long-term basis rather than conveying ownership to
private developers.

Mortgage finance began to emerge in the mid-1990s but has remained a very small
industry. Although no official statistics are kept on mortgage lending, a sample survey of
banks conducted under HSRP in early 1997 showed that17 banks were originating
housing loans. Most loans, however, were under three years in term. Of these 17 banks,
only five were providing housing loans more than five years, and their combined total
long-term mortgage production in 1996 was only 1,066 mortgages. HSRP staff indicated
that there were 47 banks providing some form of mortgage finance in 1997. This
generated optimism that the mortgage industry would expand as inflation and interest
rates moderated in 1996/97. Inflation, however, has increased again and has caused
domestic interest rates to remain high and unaffordable to the great majority of the
population. Inflation is projected at 50% for 1999. Mortgage programs have been limited
largely to the most affluent and are generally dollar-linked.

The failure of mortgage lending to “take off” has resulted from a variety of factors. Banks
still perceive risks associated with housing mortgages in spite of legislative advances to
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protect lenders. There are no mortgage (default) insurance programs, and because of
perceived imperfections in the legal security of mortgage loans, banks have been very
conservative in initiating mortgage programs. Banks also have liquidity and mismatching
of maturity problems that make them hesitant to expand mortgage lending. Another issue
for banks is the high reserve requirements associated with mortgage loans. A secondary
mortgage market facility was created by legislation in 1993 to provide liquidity for banks
to undertake mortgage lending. Although implemented in 1996, the facility has not yet
become operational. (HSRP had major input into the creation of the secondary mortgage
market facility.) Municipalities have begun to initiate mortgage programs at subsidized
interest rates because of the lack of affordable commercial mortgages

The equity in privatized housing is beginning to be used by higher income families to
“trade up” in housing and as collateral for business loans. There appears to be significant
potential mortgage demand, particularly for trade-up housing and unit renovations. High
interest rates, however, impede further expansion of mortgage lending, particularly for
the middle-class.

Equity (stock) and debt markets emerged during the 1990s. From 1995 through 1997, the
stock market (Russian Trading System or RTS) was the best performing equity market in
the world, having reached a market capitalization of about $80 billion. Foreign
investment bankers appeared to structure U.S. dollar-linked debt, and mutual funds
emerged that acquired securities in this growing debt market. However, traditional capital
market purchasers of long-term debt securities, i.e., insurance companies and pension
funds, are only beginning to emerge in the private sector. Most of the large insurance
companies and pension funds are government-linked and respond to central government
investment directives. The great majority of domestic debt issues were Russian
Federation bonds. The Russian Federation began issuing substantial amounts of ruble
bonds, and banks were especially prone to purchase these debt issues. In fact, the
availability of sovereign ruble debt absorbed a substantial amount of commercial bank
investments, leaving little liquidity for other forms of commercial lending, such as
construction loans and housing mortgages. The Federation was financing much of its
budgetary shortfalls and investments through very expensive debt, rather than through tax
revenues.

By June 1998 the Federation had amassed the equivalent of $70 billion in short-term
domestic debt. Economic conditions and high interest rates made this level of debt
unsupportable. In August 1998 the Federation defaulted on its domestic debt, creating a
significant banking crisis as so many banks were heavily invested in Federation debt. Six
of the 10 largest banks failed, as well as many other banks. The stock market had begun
declining in late 1997 due to world economic conditions and finally collapsed in August
1998.

The result of these convulsions in the financial sector has left a diminished private
banking sector with very little capitalization. The capital of the 30 largest banks (which
comprises 70% of the banking sector) declined from $11 billion in early 1998 to $2.9
billion in 1999. In addition, the former State banks, including the largest, Sberbank (with
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implied Government deposit guarantees) have now accumulated over 80% of the nation’s
retail savings. Confidence in the private banking sector is low which inhibits retail
deposits on which to base expanded lending. One positive result of the August 1998 crisis
is that banks now want to diversify their loan portfolios. This could open the door to
increased construction and mortgage lending, especially with the new Mortgage Law’s
passage in 1998.

Complex and onerous Russian tax laws have sometimes inhibited the development of
housing finance and other reforms. For example the complex tax laws have given rise to
significant income tax avoidance, thus creating an obstacle to mortgage underwriting
linked to verifiable incomes. The assessment of the Value Added Tax (VAT) on private
sector maintenance contracts for municipal housing stock has most likely inhibited a
more extensive adoption of this approach.

Unfavorable economic conditions continue to constrain the housing sector. These
unfavorable economic conditions are also contributing to an uncertain political
environment, both of which have, temporarily, reduced the momentum of housing
reform. The State Duma is becoming more politicized, and housing legislation is being
somewhat affected. Municipal Dumas are, similarly, becoming affected, as a conservative
backlash against reforms is beginning to emerge in some cities. Clearly, the economic
situation has affected such housing reforms as rent reform, where cost recovery gains
have largely been frozen at present levels, even in the most reform-minded
municipalities. It is likely, however, that financially strapped municipalities will re-
instate rent reforms as local economies improve. However, the framework for housing
reform has been well established and, once macro and local economic conditions
improve, there is every reason to believe that housing reform will again gain momentum.

 II. OVERALL PROJECT DEVELOPMENT

A. Project Design and Strategy. The Housing Sector Reform Project I was
developed in the New Independent States (NIS) to support the provision of technical
knowledge and experience to individuals and institutions working in the housing sector at
national, regional and municipal levels. This five-year project began in 1992, and with
respect to the Russian component, it initially focused on the provision of technical
assistance to the Russian Federation (RF) and the City of Moscow. In 1993, the project
was expanded to include other Russian cities located east of the Ural Mountains. The
Housing Sector Reform Project II, which began in 1995, was a continuation of HSRP I. It
was a three-year project, with its first two years overlapping with the last two years of
HSRP I, resulting in a combined six year life of project for both. HSRP II ended in
September 1998. The prime contractor for both projects was the Urban Institute of
Washington, DC.

USAID obligated funding of $15,597,725 for Phase I and $8,378,851 for Phase II, for a
total of  $23,976,576. In addition, there were four delivery orders under a separate but
related indefinite quantity contract.  As this evaluation was not a financial audit, no
assessment of expenditures was undertaken.
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Reflecting the emergency nature of the early USAID projects in Russia and the extremely
short time period to initiate project implementation, including HSRP I, USAID moved
quickly to design the project. USAID staff, along with Urban Institute consultants
working under a worldwide USAID contract, undertook an exploratory trip to the
Russian Federation in February and March of 1992 to assess the housing situation and
determine the technical assistance needs. During this trip USAID signed Memoranda of
Understanding with the Russian Federation and three Russian cities, including Moscow,
which stipulated the types of housing technical assistance to be provided. These
memoranda, along with the mission’s trip report, served as the basis for authorizing the
project as well as preparation of the HSRP I Request for Proposals and subsequent
contract award to the UI in September 1992. A separate contract for work in two other
Russian cities, Ekaterinburg and Novosibirsk, (and later Barnual and Omsk) was awarded
to another contractor, PADCO, and is not covered under this evaluation.

Prior to undertaking this initial trip to Russia, USAID had developed a menu of some 12
housing areas in which technical assistance could be offered to the RF and the three
cities. From this menu, representatives of these Russian government bodies, in discussion
with USAID and its UI consultants, selected two to three areas in which the technical
assistance would be focused. With USAID’s concurrence, the principal areas selected for
initial assistance on the national level were the development of the legal basis for housing
reform and the development of housing allowances. In Moscow it was agreed that the
primary focus of attention would be the reform of housing management and maintenance
processes, and assistance in implementing the housing allowance program. A separate
memo was signed with one of Moscow’s districts to implement the reforms in housing
maintenance. Finally, USAID agreed that assistance would be provided to a large
commercial bank to develop a mortgage loan program. Over time other elements of the
housing reform project were developed.

The project’s strategy consisted of several crucial elements.

• Demonstration Projects - The design and implementation of demonstration projects
would prove that a particular housing reform could be developed in the Russian
environment. For example, after competitive bidding for housing maintenance was
successfully implemented in Zhulebino District of Moscow, it was easier to convince
skeptics that this particular reform could work elsewhere in Russia.

• Demand-Driven Technical Assistance - The project was demand driven, meaning that
it would respond to requests from cities and agencies for assistance. This strategy
encouraged the contractor to focus its efforts on agencies and cities where the
environment was conducive to housing reform rather than pushing assistance to
institutions that were indifferent or even hostile.

• Legal / Legislative Focus - The strategy called for a focus on the legal aspects of
reform, that is, putting the appropriate legislative reforms in place that would permit
the implementation of the housing reforms.

• Increasing Role of Russian Professionals - While not an initial part of the project’s
strategy, availability of highly trained and capable Russian professionals quickly
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translated into a concerted effort to increase their involvement in project activities. In
this way the project would compensate for a lack of in-depth U. S. experience in and
knowledge of Russia, while at the same time, help ensure the sustainability of the
housing reforms.

B. Project Organization. As mentioned, the prime contractor was the Urban
Institute. Under HSRP I the principal U.S.-based sub-contractors were Quadel
Corporation, FNMA (Fannie Mae) and Abt Associates and, in Phase II, PADCO and
Research Triangle Institute were added. Several Russian-based institutes or agencies
were contracted from time to time to undertake discrete tasks such as surveys.
Subcontractor work was performed under a series of task orders.

UI fielded several long-term expatriate manager/advisors during the life of the project.
However, the Project Chief-of-Party, who had also headed up the project design
activities, remained in this position for the life of the project. Usually only one other
long-term expatriate advisor was working in Russia at any given time. However, at the
start of Phase II, three expatriate advisors were posted long-term to Russia to help
implement critical project elements. Their roles varied depending on their areas of
expertise and changing project needs. Short-term expatriate consultants were brought in
on an as-needed basis, and some of them were involved in the project throughout its
entire six-year life.

From the very beginning UI employed the services of Russian experts, initially as
consultants, but later as full-time UI employees. As the project proceeded the use of
expatriate short-term consultants declined, while the use of short- and long-term Russian
consultants increased, as they gained experience and skills. At its peak UI employed
some 70 Russians working on a full-time basis. In 1995 the Institute for Urban
Economics (IUE) was formed by these Russian staff members. UI subcontracted with
IUE to help carry out the project.

The project was sub-divided into eight project activities.. Many of the key activities, such
as mortgage lending and housing maintenance, were implemented in both phases. Some
activities, such as housing allowances, were de-emphasized after the completion of HSRP
I in 1997, while other activities, such construction period and infrastructure finance, were
incorporated in HSRP in 1995. As the project evolved, teams of U.S. and Russian experts
were put together to focus on carrying out each activity. The Russians helped their
American colleagues to work effectively in this new environment, and the Americans
helped the Russians learn new skills and techniques.

C.  Training and Study Tours. Because of Russia’s highly educated labor force, the
project invested heavily in short-term training, study tours and information dissemination
to introduce new ideas and procedures. During the six-year life of project, 28,600
Russians from 103 cities attended 473 different training courses, seminars, conferences
and presentations in Russia in a wide variety of housing reform subjects. In addition
some 442 Russians from 44 cities participated in 51 separate study tours or educational
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courses in the U.S. The subjects covered all functional activities carried out under this
project.

D.  Information Dissemination. The project produced a vast array of training
materials, how-to manuals, studies, and such material to support the housing reform
efforts in the Russia. Some 400,000 copies of project publications were disseminated
throughout Russia. Much of this material resulted from reports on the various
demonstration or pilot projects that were an integral part of the project’s implementation
strategy. The project used a variety of methods to disseminate information, from
inexpensively produced brochures to public service announcements on TV and radio to
participation in seminars, presentations and formal training sessions. IUE established an
internet Home Page that provides continuous updates on information resources. Finally,
UI published some 201 reports and studies on housing reform topics, many of which
were in Russian. Information dissemination continues through IUE.

E. Housing and Urban Development Sector Monitoring. The project attempted to
address the dearth of accurate and comprehensive data on Russia’s housing sector by
keeping an up-to-date record of relevant laws passed and regulations issued. It also
tracked developments in the Moscow housing sector through a series of household
surveys that provided information on such issues as unit values, household mobility, and
income to housing expenditure ratios. Most importantly, the project evaluated the
implementation of the project-assisted housing reforms, so as to make adjustments and
changes in the overall housing reform program, as needed.

F. Project Management. In addition to the USAID/UI contract reporting
requirements and scope of work, the project was managed through the use of periodic
work plans. The HSRP I contract stipulated that a six-month work plan would be
prepared within 30 days after contract signing which would set out the types and levels of
work to be undertaken during that period. Thereafter, one-year work plans governed the
contractor’s work activities under both contracts. In all, one six-month work plan was
submitted in October 1992, while five one-year work plans were submitted beginning in
April 1993.
 

1) USAID Management. Given the limited USAID management staff in Moscow
in the early project years, the project was managed from USAID/Washington. By
September 1993 a USAID housing advisor was posted in Moscow to help manage the
project. Eventually a mission housing office was established, and by 1995 USAID project
technical management and oversight was transferred to the field where it remained for the
rest of the project.

To facilitate technical management, USAID required the contractor to prepare weekly
progress reports throughout the project’s life. These reports were prepared in the field
and, at the end of each quarter, UI’s U.S. based support staff consolidated them into a
quarterly report. On completion of each of the two contracts, a final report was prepared.
USAID recognized the need for flexibility in project implementation and worked with UI
to adjust the performance indicators, assistance recipients and activities over the course
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of the project. In this manner, the project was able to respond to rapidly changing
conditions in Russia and accommodate demand-driven technical assistance.
 

2) Contract Management. UI provided a full-time expatriate chief-of-party and a
series of long-term resident advisors (one of whom became deputy chief-of-party in
1995) posted in Moscow who were supported by a senior staff person and research
associates at UI’s headquarters in Washington, plus administrative staff in both cities.
The chief-of-party remained in-place for the entire six-year life of project, which
provided continuity in project management. The chief-of-party in Moscow was also a
full-time UI Senior Fellow, and accordingly was given full responsibility for managing
the project. UI utilized Task Orders to carry out discreet tasks performed by its
subcontractors, which allowed flexibility in focusing on demand-driven technical
assistance.

3). Linkages with Other USAID and Donor Projects. HSRP was the single largest
technical assistance activity, by far, in the housing sector. Other bilateral donors had only
small projects in the housing sector, and they were not linked to HSRP activities. There
was a link between HSRP I and USAID’s housing project being carried out in
Ekaterinburg, Novosibirsk, Barnual and Omsk by PADCO, and later the project
incorporated all HSRP projects east of the Urals. However, exchange of information and
general contact was limited initially. In the later stages of HSRP I, more coordination
between the two contractors occurred, particularly in the mortgage lending activity.
PADCO then became a sub-contractor under UI in HSRP II, when this phase became
responsible for all HSRP assistance activities in the RF.

The most important linkage between HSRP and other donors relates to two
World Bank projects. UI provided technical assistance to the Bank in the implementation
of its $400 million loan for housing construction finance, and also for its $300 million
loan for enterprise housing divestiture.

G. Activity Contribution to the USAID Strategic Objectives. The project
contributed to USAID’s strategic objectives in the following manner:

1) Strategic Objective 1.3. Accelerated Development and Growth of Private
Enterprises

• Mortgage and construction lending via private banks initiated and the concept of
mortgage lending institutionalized

• Introduced international standards for mortgage and construction lending
• Established the Agency for Housing Mortgage Lending to provide a secondary

mortgage market to support expanded bank mortgage lending
• Private sector maintenance companies developed
• Creation of the Institute for Urban Economics to further assist the private sector in

developing international standards
• Private real estate developers assisted in obtaining bank financing
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2) Strategic Objective 2.3. More Effective, Responsive and Accountable Local
Government in Selected Cities.

• Capacity developed to administer housing allowances
• Condominiums and homeowner associations created to provide better management

and services.
• Competitive bids for maintenance and management functions in municipal housing

introduced
• Increased oblast and municipality capacity to plan and structure long-term finance for

infrastructure projects

3) Strategic Objective 3.2. Improved Effectiveness of Selected Social Benefits and
Services

• Introduced Housing Allowances as a needs-based, targeted subsidy, to replace general
housing subsidies
• The Housing Allowance Program was based on need, not on a privilege

III. EVALUATION of the PROJECT’S ACTIVITIES

A. Evaluation of the Overall Project.  A United States General Accounting Office
(GAO) Report to Congress on foreign assistance, “Assessment of Selected USAID
Projects in Russia,” August 1995, stated that “The Institute’s [Urban Institute] critical
assistance helped transform Russian priorities into workable legislation and pilot projects.
Although Russians are responsible for the pace of reforms, the Institute has helped effect
systemic changes in Russia’s housing sector.” USAID’s own internal Contractor
Performance Evaluation gave HSRP a perfect 25 score out of a possible 25 rating for
impact, effective delivery of services and general performance. The evaluation team
concurs with these very favorable GAO and USAID assessments. The impact of HSRP
continued to expand beyond 1995 and had immense success in assuring a framework is in
place to adopt free market reforms in the housing sector.

In preparing this evaluation, the team distinguishes the two-phased Housing Sector
Reform Project from the overall housing reform program being undertaken in Russia.
HSRP had specific goals and deliverables to accomplish in the housing sector and, as will
be detailed below, was very successful in achieving those goals. In contrast, Russia’s
housing reform program is still in its infancy, and to achieve success in reforming this
sector, contingent on how reform is defined, will require considerable additional
resources and many years of work ahead.

While it is not common practice to single an individual in a project evaluation, the team
believes that special recognition is due to the HSRP Chief of Party, Ray Struyk. His
extraordinary contribution to the conceptualization and conduct of the project and his
exemplary relationships built up with Russian counterparts at all levels of governments
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enabled the project to be ever more successful. The former Deputy Mayor of Novgorod
(now Deputy Chairman of Gosstroi) stated that Mr. Struyk, was individually vital to the
success of the project.

B. General Evaluation Findings

Performance Indicators - HSRP can be evaluated in several ways. One way is to cross-
check the performance indicators or goals (often used interchangeably under this project)
contained in the various USAID/UI documentation, i.e., the contract, work plans,
delivery orders, and reports, to determine if and to what degree they were achieved.
Based on this criterion UI indicates in its two final reports that 83 percent of the 53
performance indicators were met in HSRP I, while 85 percent of the 130 performance
indicators were met in HSRP II. While the project evaluation team was unable to verify
whether all were achieved, a review of selected indicators confirms that the contractor
essentially met the performance goal percentages as stated in the final reports. Given the
difficult conditions in which USAID and its contractor were working, this is an enormous
accomplishment.

HSRP was exceedingly productive. In addition to the impressive numbers of
publications, study tours, seminars and conferences identified above, HSRP outputs
included the following:

• Legislation – HSRP had input into the preparation of 160 Federation laws,
Presidential Decrees and resolutions (analogous to regulations), directly drafting 37
of these legislative initiatives. In addition, HSRP assisted many oblasts and
municipalities in drafting local implementing legislation for the broad framework
enacted at the Federation level.

• Assistance to Municipalities – HSRP provided direct technical assistance to over 40
municipalities and indirectly assisted countless additional municipalities with its
information dissemination.

• Assistance to banks – HSRP provided technical assistance directly to over 30 banks
and, through the Certified Mortgage Lender course, handbooks and other information
dissemination instilled improved lending practices in many other banks.

Progress in Reforms - Another way to evaluate the project is to review the project’s
accomplishments in reforming Russia’s housing markets. This type of evaluation is more
subjective in that the RF has set few goals in the housing sector and there are many
factors other than HSRP that contribute to or impede their achievement. One goal was to
recover 100 percent of all housing operating costs from the occupants by 2000; this target
was subsequently revised to 2003 for 100 percent of maintenance and utility costs and
2008 for capital repairs. Clearly, the progress on cost recovery would not have occurred
without HSRP. Further, virtually all observers agree that without the input of USAID
through HSRP, little process in reforming housing markets would have been made. The
progress of other important donors like the World Bank would also have been further
delayed had not the USAID technical assistance team been present in Russia.
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Views of Assistance Recipients - The project can be evaluated from the viewpoint of the
recipients of the technical assistance efforts. In interviews with the people who had been
on the receiving end of HSRP’s technical assistance, all expressed the view that it had
been practical, useful and critical to accomplishing housing reform. Some even expressed
their gratitude in glowing terms as the following quote’s attest.

“As Peter the Great opened the doors of Russia to Europe when he founded St.
Petersburg, so did the Urban Institute open the doors to a whole new way of
maintaining and preserving housing. At last, it was shown that buildings could be
kept clean and people could live in a safe environment.” (St. Petersburg official)

“UI never insisted, never imposed. It was a pleasure to work with them” (St.
Petersburg official)

“The mountain [housing sector policies and practices] seemed to be immovable,
but it was moved.” (Chairman of Gosstroi, Mr. Shamuzafarov, in referring to the
development and implementation of Russia’s housing reform program)

“Our relationship with them [the Urban Institute and the Institute of Urban
Economics] was more than a working relationship because while working
together we became a kind of family. We learned from each other, as a
community of people do.” (Deputy Chairman of Gosstroi, Mr.Kruglic, referring
to his work with the project in Novgorod)

“UI drafted the first version of a document, then the American and Russian
consultants and later IUE took the draft and put it into the Russian context. All
their publications are very effective and of first rate quality; they have been
adapted to the Russian environment.” (President of the Guild of Russian Realtors)

Procurement Procedures - The evaluation team’s review suggests that USAID’s use of
seldom-used procurement procedures contributed to the project’s success. For all
practical purposes USAID used a design/implement concept to carry out the project, due
to the previously mentioned emergency nature of the aid program in the NIS. Since UI
had carried out the design stage of the project in the early part of 1992, USAID rules
would normally have excluded UI from bidding on the implementation phase.
Nevertheless USAID waived this requirement, and as a result UI submitted a bid for
HSRP I and won the contract in the fall of 1992. UI then bid on HSRP II and was
awarded that contract in 1995. This meant that UI was the prime contractor on both
project design and implementation, and was involved in the project from the beginning to
it completion. This arrangement meant not only that UI had to implement what it had
designed, but also that the transition from the design to the implementation stage was
seamless. And since UI won HSRP II, there was no change in contractors in the middle of
the implementation stage. The timely implementation of the project as well as its strong
management were due in part to use of this design and implementation concept.



                                                                                                            HSRP-Russia Evaluation
e

18

Contractor Experience - The almost total lack of USAID and contractor experience in
Russia in 1992 coupled with a lack of information on the housing sector was
compensated by several factors. One was the earlier programs in the Eastern Europe
where some relevant experience had been gained on how to work in economies
transforming housing from a centrally managed sector to a market based one. UI had
been one of the principal USAID contractors working in Eastern Europe, and as such it
was one of the most qualified firms to work on similar issues in Russia. Secondly,
USAID and UI compensated for their lack of knowledge on Russia’s housing
environment by identifying a few key local experts to assist in project design and
implementation.

Flexibility in Project Implementation - USAID recognized early on that the political and
economic environment was constantly changing, not only on the national level but also
on the regional and local levels. As a result, USAID adopted a flexible approach to
project implementation. For example when elections brought to power a reform minded
governor in a particular oblast who wanted to improve the housing sector, the project was
able to launch immediately an activity or activities that would respond to the need there.
When the reverse occurred, the project was able to decrease on-going activities in that
oblast until the situation changed once again for the better. The same was true regarding
economic events. In short, the contractor was able to deliver its scarce resources on
targets of opportunity, instead of being locked into an environment where the prospects
of any achievements were limited or nil.

Legislative Framework as Priority - The project’s efforts to enact appropriate laws to
address the housing reform issues coupled with the use of demonstration projects have
been shown, in retrospect, to have been an effective strategy to move the sector toward a
market structure. Armed with a legal framework and demonstration projects in Russia to
take to a number of oblasts and local governments, the project was implemented in a
timely fashion and with a substantial degree of success.

C. Policy and Legislative Development. The development of appropriate policies
and legislation applied to all the functional activities under the housing reform project.
This particular activity was, in effect, a cross-cutting activity that was essential to overall
program implementation. Over the life of the project, its staff had input into over 160
federal laws, executive orders and regulations, were primarily responsible for directly
drafting 37 legislative initiatives, and assisted numerous oblasts and municipalities in
drafting local implementing legislation and regulations. The most critical piece of early
legislation developed with HSRP assistance was the Law of Fundamentals of Federal
Housing Policy (December 1992) which allowed the implementation of those housing
reform activities being advocated by USAID. Specific pieces of legislation that were
critical to each of the specific functional project activities will be mentioned below.
Annex G is a list of all executive orders and legislative acts directly drafted under HSRP.

HSRP produced its most impressive results in housing and urban policy and legislative
activities. The project can be credited with establishing the legal framework for housing
and urban development reforms and for instituting a free market system. All officials
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interviewed emphasized the vital inputs of HSRP in policy and legislative development.
According to the Chairman of the State Committee for Construction, who has been
involved in HSRP since its inception, HSRP was the key technical resource for
establishing a national framework for the housing and urban sectors. He stated that the
HSRP team contributed significantly to the theoretical base and in the drafting 160
legislative acts, decrees and regulations promulgated in these sectors. The evaluation
team heard confirmation of the Chairman’s extremely complimentary remarks from other
numerous officials at the Federation and local government levels. The former Deputy
Mayor of Novgorod (and now Deputy Chairman of the Committee for Construction) was
similarly enthusiastic about HSRP’s essential role in developing municipal policies and
legislation to adopt housing reforms. He told of the extremely close working relationship
between the city and the HSRP team, summarizing the relationship as one where you
could tell the consultants everything and receive sound advice.

Many key policy and legislative developments can trace their origins to HSRP’s
assistance, such as the 1998 passage of the extremely important Law on Mortgages and
the Law on Registration of Real Estate Rights, both of which have been in development
since 1993. The Housing Allowances program, conceived and drafted by the HSRP team,
and which provided a social safety net for lower income households, was a major impetus
for the acceptance of rent reform.

Even with the extraordinary success of HSRP in providing a legal framework for a free-
market system in the housing and urban development sectors, much work remains to
refine the process, to fill in legal gaps, and to help officials around the country with the
implementation of new modes of operation. In the Institute of Urban Economics, HSRP
leaves behind a significant legal capacity to assist governments at all levels. However, the
capacity of IUE to continue to provide this legislative assistance will be significantly
linked to its future financial resources. (This topic is discussed in detail, below, under
Institutionalization of Reform.)

Unfavorable economic conditions have embroiled some legislative initiatives in politics
and have contributed to delays in enactment of some desirable legislation and regulations.
Given these unfavorable economic and political conditions, the accomplishments of
HSRP makes the impact of the project much more impressive.

D.  Residential Mortgage Finance. The transformation of the housing sector
precipitated the development of a long-term mortgage lending program. Key to
development of this primary mortgage market was the enactment of the Law on
Collateral in 1992, and in 1998 the Law on Mortgages. Initially, project assistance was
provided only to the Mosbusinessbank in all phases of mortgage lending operations.
Later this assistance was extended to other banks throughout Russia. By the end of the
project, some 30 banks had been assisted under HSRP and 47 banks in Russia were
making mortgage loans. The “Mortgage Handbook”, a nine volume set of mortgage
lending information and materials, has become the industry’s bible.
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HSRP contributed significantly to the introduction of mortgage lending in Russia, helping
to initiate a vital legal framework for mortgage lending and to introduce international
standards and procedures for mortgage lending. Another vital HSRP contribution to
mortgage lending was to create a liquidity mechanism for bank mortgage lending through
a secondary mortgage market facility, the Russian Agency for Housing Mortgage
Lending (AHML). This activity was initiated under HSRP and received substantial
technical assistance under the project in its formation and organizational development.
AHML is discussed in more detail below.

HSRP attempted to deal with several of the mortgage lending issues, such as liquidity and
mis-matched maturities through a secondary mortgage market facility. However the
secondary mortgage market facility created under HSRP has not yet become fully
operational to resolve these issues.

The U.S. Russia Investment Fund (TUSRIF), a U.S. Government-capitalized investment
fund, has recently initiated an on-lending program to banks to make mortgage loans. To
date, three banks are participating and a $5 million program is being initiated in Saint
Petersburg. TUSRIF is proposing to commit up to $100 million to spur the mortgage
industry. Although TUSRIF is not affiliated with HSRP, a former HSRP long-term
resident advisor is now a Senior Vice-President with TUSRIF, and the lessons learned
under HSRP’S mortgage activity are readily apparent at TUSRIF.

Early on, HSRP made a strategic decision to develop the mortgage lending program
through the banking sector. It was decided not to work with municipalities on mortgage
lending because many municipal mortgage programs are subsidized, and direct mortgage
lending by municipalities is considered an inappropriate municipal activity. In 1992 the
project looked to the private sector solution as the appropriate vehicle to establish a
mortgage market and to remove government from any direct lending and subsidies in the
housing sector. However, with banks unable to meet the demand for ruble-based
mortgage loans at affordable interest rates, municipalities have begun to initiate mortgage
programs. Opportunities to work with municipalities on involving banks in municipal
mortgage programs have now been recognized, and AHML and IUE are now working
with municipalities on structuring municipal mortgage guarantee and purchase grant
programs. HSRP had developed close working relationships with municipalities, and this
may spur further bank mortgage lending under municipal programs as a part of the
current IUE cooperative agreement. However, IUE’s USAID funding extends only until
next year and, if not extended, there may not be a continuing technical resource in Russia
to promote constructive local government / bank mortgage programs.

HSRP gave considerable attention to the creation of a secondary mortgage market facility
to provide liquidity for banks undertaking mortgage lending. AHML was created by a
Presidential Decree in 1993 and activated by two Government resolutions in 1996 to
serve as the secondary mortgage market entity. HSRP was one of the main proponents for
inclusion of this secondary market facility in the legislation.
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The Russian Federation has committed to providing a sovereign guarantee for AHML
securities, but, given the debt crisis of the Russian Federation, this obligation may not be
appealing at this time. Sovereign guarantees are a political issue, which must be
authorized in a Federation budget approved by both the State Duma and President. Since
the 1998 financial crisis, AHML has altered its approach to issuing securities and is
considering issuance of full faith and credit bonds, collateralized by its general portfolio
of mortgages. As indicated, below, AHML’s small capital base may be an impediment to
more extensive mortgage activity. AHML is now initiating alternative strategies, such as
obtaining oblast and municipal guarantees to supplant Federation sovereign guarantees
for bond issues. Another strategy AHML is considering is issuance of securities in
domestic capital markets. This strategy holds promise if local debt markets can be
developed to absorb such issues.

The Russian Federation has committed to capitalize AHML at the equivalent of $80
million. To date only $14 million in paid-in capital has been advanced. In addition, after
the 1998 financial crisis and subsequent devaluation of the ruble, the capital base of
AHML has eroded to the equivalent of $3.5 million, of which only $1.5 million is in
liquid assets. Without a more substantial capital base, AHML’s bond issuance to
purchase mortgages may be constrained. Unless AHML can find additional capital (and
the Russian Federation’s commitment to provide additional capital of $66 million is
probably the opportunity for a cash infusion at this time), AHML’s effectiveness will
remain limited. The International Finance Corporation (IFC) has been considering an
equity investment in AHML, but this has not materialized. Under a USAID grant, IFC
has placed a foreign advisor in AHML to assist with its further development. USAID has
also funded a technical advisor on risk management.

Saint Petersburg had committed to guarantee $30 million in AHML securities for
mortgage lending in the city. However, municipal officials told the evaluators that since
the 1998 devaluation of the ruble, the City has little appetite for U.S. dollar obligations
and has not yet proceeded with the securities guarantee commitment. HSRP staff indicate
that the City is committed to a lesser $5 million in guarantees, but this, also, has not been
enacted to date.

A nationwide liquidity mechanism for mortgage lending in Russia is an appropriate
strategy. Domestic capital markets for debt securities are not well established, and the
feasibility of selling debt securities in domestic markets has not been established.
Investment bankers affirmed the need to strengthen domestic debt markets in order to
issue mortgage-backed or similar FNMA-type securities in Russia. HSRP advisors to
AHML and AHML staff have held numerous discussions with investment advisors
concerning structuring debt securities, but AHML has not formally engaged an
investment advisor to ascertain the potential market for its securities. For example, it has
yet to be demonstrated that AHML corporate guarantees, coupled with collateral from its
general pool of mortgages, will provide sufficient creditworthiness to attract favorably
priced bond issues.
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AHML’s strategy is to purchase U.S. dollar-denominated mortgages from lenders and to
issue U.S. dollar-denominated securities in international capital markets to fund domestic
mortgage purchases. U.S. dollar-denominated mortgages are utilized in Russia, but carry
significant risks for the borrower in the event of ruble devaluation. The potential market
for U.S. dollar-denominated mortgages are the most affluent borrowers. With the 1998
devaluation, there may be an increasing reluctance for banks to lend long-term in U.S.
dollars and for borrowers to incur a long-term exchange rate risk. AHML is considering
ruble-denominated mortgage finance, but this is linked to a moderation and stabilization
of the domestic interest rates.

A consistent view amongst bank officials was that there were other impediments to the
sale of mortgages to AHML. These included the requirement that banks retain 100% of
the credit risk on assigned mortgages, possible imposition of additional taxes resulting
from mortgage assignments to AHML, verifiable income requirements (difficult to
achieve with pervasive tax avoidance), and legal issues related to foreclosure. These
issues need to be resolved before it can be assumed that AHML will be able to attract a
significant amount of bank lending for mortgages. Given low volume of mortgage
lending even before the 1998 banking sector crisis, the extent of the market is unproven,
and the viability of AHML is dependent on a significant mortgage volume (for Russia) to
make appropriate returns from secondary market operations.

AHML’s mandate is to also promote sound mortgage lending practices in Russian banks.
The guidelines produced by HSRP for use by AHML participating banks provide an
appropriate framework for mortgage lending. AHML requires participating lenders to
follow rigorous international mortgage underwriting and loan administration procedures.
This discipline promotes sound mortgage lending practices that, with AHML continued
efforts, will become the banking standard. As an agency promoting sound bank mortgage
lending practices, it should continue to function.

There are other strategies for AHML operations. These include mortgage products that
focus on ruble-denominated lending. Such lending could have potential market demand,
even during this period of high interest rates, especially to broaden mortgage lending to
the middle-class. Bridge loans for purchasers seeking “move-up” housing, as is being
proposed by some municipalities in their mortgage programs, and housing renovation
loans which may structured as incremental loans that increase as the borrowers’ capacity
increases over time, are examples of loan products that have the potential of broader
market acceptance. Such small loans present problems for structuring as securities, but
they can be accommodated with effort. HSRP did promote bridge loans, and one of the
series of handbooks was on this topic. However, the evaluation team saw little evidence
that bridge loans or other ruble-denominated loan products were an AHML priority.

The extensive analysis devoted to AHML is undertaken because evaluation team believes
that AHML could become one of the most significant resources for expanding the
mortgage market in Russia and for promoting sound mortgage lending practices in banks.
As such, AHML is worthy of further assistance to enable it to overcome impediments
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now confronting its operations. AHML could also serve as a model for other former
socialist nations, and that makes its success an even higher priority.

A significant mortgage market will most likely emerge in Russia as economic conditions
improve. The potential mortgage market in Russia is substantial, even if limited to the
affluent top 3% to 5% of the population. If interest rates moderate, making ruble-
denominated mortgages affordable to the middle-class for “move-up” housing purchase
and unit renovation, Russia could witness an explosion in mortgage demand in the future.
However, even a modest mortgage market can add up to sizable funding requirements.
For example, in Moscow, the average mortgage is estimated at $40,000. If only 12,500
mortgages were originated in Moscow, this would require $500 million in financing.

HSRP introduced the Certified Mortgage Lender (CML) program that is conducted by the
Institute of Urban Economics. This program trains bank and other real estate entity
officials in the technical mechanics of mortgage lending. It was highly regarded by
participants interviewed and has aided in establishing international standards of mortgage
underwriting and administration as the standard for Russian banks. About 60 people have
attended this course under HSRP. It is now fee-based, with the objective of becoming
self-sustaining. The continuation of the course is dependent on the sustainability of IUE
and somewhat on that of AHML, which requires at least one participating bank official to
obtain CML certification in order to become a participating lender. The CML program is
a resource of continuing value to the mortgage industry and is a major success of HSRP.

In summary, HSRP had mixed results in promoting residential mortgage lending. On the
whole, the assistance provided by HSRP was invaluable in creating conditions necessary
to establish mortgage lending in the banking sector. Unfavorable economic conditions
again loom as having been the greatest constraint to the strategy advanced under HSRP.
The mortgage lending framework has been established in large part due to HSRP, and
this framework will, over time, prove to be the basis of a mortgage industry in Russia.

E.  Construction Period Finance. Under the former Soviet system, the State
directly, or indirectly, provided almost all of the construction financing for real estate
development. Hence, there was virtually no bank experience in construction lending as of
1992. HSRP II expanded the role of the project to include assistance in the development
of construction period finance. Thirty-seven banks participated in construction lending
under HSRP. Assistance focused on the design of reliable and attractive financial
schemes for developers and construction companies involved in housing production, and
on harmonization of bank lending rules and patterns with the current Russian economic
environment. Activities were targeted to four USAID-priority cities where there was
strong interest in this type of lending, and which were also targets of World Bank
assistance under its construction finance loan. About 400 bankers and real estate
professionals have received some form of training in construction finance under HSRP.
HSRP also developed a highly detailed guide for construction lenders.

HSRP was instrumental in developing nationwide bank standards in underwriting
guidelines, procedures and monitoring of construction loans. Through direct technical
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assistance, study tours, seminars, handbooks and publications, effective dissemination of
lending techniques occurred, and many banks and developers adapted the techniques
advanced under the HSRP. All bank officials interviewed for this evaluation could
produce materials provided under HSRP and could site specific positive technical
assistance received.

 It is understandable that Russian banks had a conservative posture toward construction
lending. Construction lending is relatively risky, even in the United States. Construction
lending, however, better fits banks’ lending profile than long-term home mortgages
because it is relatively short-term in nature. The pilot projects under HSRP and the World
Bank Housing Sector Loan did produce an increase in construction loan activity. The
close cooperation between HSRP and the World Bank Housing Sector Loan promoted the
objectives of both projects. Even some of the most conservative banks that do not have
long-term mortgage lending programs are undertaking construction lending, but mainly
in the large markets of Moscow and St. Petersburg. HSRP directly assisted five banks to
undertake construction lending. The Institute for Urban Economics still serves as a
technical resource to banks.

The long-term prospects for increasing construction lending are positive. However they
are subject to several factors, including the availability of long-term mortgage financing
to replace the construction loans and to improvements in the economy, which should
result in lower interest rates. Several housing projects in pilot cities have not been
completed and fully sold, leaving construction loans in limbo. One of the reasons why
municipalities are initiating mortgage loan programs is to facilitate the sale of those units.

F. Infrastructure Finance. In the former Soviet system the central government
provided funding for municipal infrastructure. When the Soviet government collapsed,
municipalities were ill equipped to plan and execute sophisticated project planning and
financial structuring for infrastructure. Municipal finances were in a desperate situation,
with inadequate revenues to finance recurrent expenditures, let alone capital
improvements.

HSRP provided much needed technical expertise to assist municipalities with planning
and executing long-term financing for infrastructure. Through seminars, pilot projects
and technical assistance, HSRP greatly advanced the technical capacity of municipalities
to undertake long-term financing of infrastructure projects.

HSRP pilot projects set positive examples of how to analyze and plan major capital
borrowing. HSRP provided technical assistance to banks and vendors, serving as lenders,
and to municipalities, as borrowers. Through HSRP, banks and vendors have learned how
to better structure finance for municipalities, and municipalities learned how to approach
banks and suppliers for financing. This multi-faceted approach served well to promote
financing of municipal infrastructure.

The one area perhaps not adequately addressed under USAID and other donor assistance
programs was in using domestic capital markets for acquiring municipal debt. High
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interest rates deterred more consideration of this approach. However, work with pension
funds and insurance companies could have, potentially, yielded a long-term and more
diversified framework for municipal bond issuance, when macroeconomic conditions
were more favorable.

HSRP took a very practical approach to structuring municipal infrastructure projects. It
also introduced municipalities to new techniques for analyzing economic considerations
for projects. Given the political resistance to tariff reforms that would increase costs for
residents under current adverse macro and local economic conditions, HSRP focused
attention on potential increased efficiency and lower production costs that infrastructure
projects might generate. HSRP’s assistance encouraged greater financial discipline in
municipal project planning than was evident at the beginning of the project. Through
HSRP analyses and technical assistance, the weakness of many proposals became
evident, allowing for more realistic planning.

Another of HSRP’s productive infrastructure finance initiatives was the introduction of
creditworthiness analysis to promote municipality access to international capital markets.
HSRP undertook to develop a methodology to establish credit ratings for municipalities
and worked with municipalities on meeting the criteria to establish credit ratings. This
resulted in several municipalities, e.g., Nizhni Novgorod, receiving international credit
ratings and much improved transparency in municipality financial management.

HSRP’s work on municipal credit rating was institutionalized in the creation of E-A
Ratings as a subsidiary of the IUE. E-A Ratings has established itself as a creditable
rating agency performing credit ratings for municipalities. Standard & Poor’s (S&P) has
selected E-A Rating as its local affiliate to undertake rating services. S&P has provided
considerable technical assistance to E-A Ratings, and E-A Ratings has garnered
significant work during its first year of operations. E-A Ratings is now expanding its
work into commercial ratings.

Under HSRP, several municipalities initiated a strategy to access “hard currency” loans
for projects. The appeal of much lower face interest rates on U.S. dollar borrowings, in
light of high domestic ruble-denominated interest rates, made this approach seem
attractive for municipalities. U.S. dollar lending had been well established for enterprises
and the Russian Federation. However, there is a significant distinction in the exposure to
exchange rate risk between entities with access to hard currency revenues and
municipalities, which do not. International experience has well demonstrated the risks
associated with hard currency borrowings in developing nations. Several U.S. dollar and
DM municipal loans were undertaken and more were in planning. With the 1998
devaluation of the ruble, this exchange rate risk placed a tremendous financial burden on
the borrowing municipalities. Nizhni Novgorod is now in technical default on its $100
million Eurobond borrowing, and St. Petersburg has indicated that it would no longer
consider hard currency borrowing after its experience with $300 million in Eurobonds.

HSRP staff indicated to the evaluation team that they were not involved in advising local
governments on the source of funds (i.e., ruble versus U.S. dollar-denominated debt) and
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had taken opportunities to caution counterparts about the risks associated with hard
currency borrowing. The evaluation team was unable to determine whether HSRP might
have played a stronger role. The team does believe that better ways might have been
found to raise resources, e.g., involving the Russian Federation in an intermediary role to,
in effect, swap hard currency loans for ruble loans or borrow on behalf of subordinate
levels of government. This would be an appropriate role for the Federation to perform to
protect subordinate levels of government.

In summary, HSRP performed a significant technical assistance and educational role in
promoting long-term municipal finance for infrastructure, enhancing the capabilities of
oblasts and municipalities to plan for economically feasible projects and promoting
transparency in municipal financial management. Through HSRP, banks and equipment
suppliers learned how to structure better finance for municipalities and municipalities
learned how to approach banks and suppliers for financing. The benefits from this
technical assistance should long survive the project. IUE continues as a technical
resource to assist oblasts and municipalities with infrastructure project planning and
financing.

G.  Rent Reform and Social Safety Net (Housing Allowances). The Law on
Housing Fundamentals provided for a program to raise residential rental rates as part of a
broad effort to reform the housing sector. To make these increases politically acceptable,
the law also created a housing allowance program to assist poor families who could not
afford the increased rents. HSRP assisted the federal government by preparing the basic
conceptualization for housing allowances and simulation models to show the benefits of
housing allowances. HSRP also participated in the development of regulations for
implementation of both the rental increase program and the housing allowance program.

Since local governments were responsible for funding and managing these programs, the
HSRP team worked with selected municipalities, beginning with Moscow, to establish
their management and operational systems. The housing allowance program is now
operational in nearly all parts of Russia and for the most part functioning properly. It is
the only housing sector reform that has achieved nationwide coverage, benefiting an
estimated 8% of households occupying government and enterprise-owned housing.
During the first week of October 1999, a conference held in Moscow celebrated the
program’s fifth anniversary, using the occasion to highlight the program’s progress and
accomplishments. The Housing Allowance Program is the only needs-based Russian
government subsidy program now operating in any economic sector.

The establishment of a housing allowance program was a major accomplishment.
Without a housing allowance program, the RF and municipalities would probably not
have been able to implement the rent increase program -- a basic building block for a
market-based housing sector. By using this program to protect poor families from the
adverse effects of increased rents, it has been possible to increase rents from about 3% to
35% of operating costs. Based on the favorable experience with housing allowances,
USAID launched a new program to introduce a means-tested approach to the provision of
other social services.
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The Housing Allowance is the one housing reform area that is essentially completed.
Although IUE continues to field occasional questions from municipalities regarding a
technical or implementation issue, municipalities are able for the most part to carry out
this activity without further outside assistance.

H. Condominium Creation. The privatization of state and enterprise housing, as
well as the development of new housing for sale, required the development of new types
of residential property ownership. To fill this need, HSRP assisted in drafting the 1993
Presidential “Decree on Home Owners Associations” that permitted the creation of
homeowners associations in new and existing buildings, which led to the 1996 Law on
Associations of Homeowners. This legislation allowed the common ownership of a
building’s common areas as well as the management and operation of that building’s
facilities by a homeowners association. HSRP also assisted in the development of model
by-laws and other documents required to establish and to manage a condominium and/or
a homeowner’s association. As of the end of 1998 about 3,000 condominium associations
had been created, mostly in newly constructed buildings in about 30 cities. While the
number of condominiums formed to date is miniscule compared to the millions of
residential buildings in Russia, the condominium concept has been firmly established,
both in law and in practice.

Most new multifamily buildings are organized as condominiums, and by fiat, all such
new buildings in Moscow must be organized as condominiums. Since municipalities do
not want the financial obligations associated with new housing, new apartments
constructed by private developers are often required to be formed as condominiums. This
factor has been a major contributor to condominium formation. Under the law
condominiums are supposed to receive the same operating cost subsidies accorded other
municipal housing. However, this practice is not followed in most municipalities.

Tenants do not often understand well the condominium concept. When tenants in a new
building, for example, learn that they are responsible for the management and
maintenance costs, they are often very much surprised. Surprise often turns to anger if
these costs are higher than those being charged in municipally managed housing.
Fortunately, most new buildings require little maintenance costs and virtually no capital
repairs. So, at least during the early years, the increased costs are relatively insignificant.
Nevertheless, this problem exemplifies the need to continue providing information and
training on condominium formation and responsibilities, homeowner association
management, and building maintenance.

I.  Competitively Bid Maintenance and Management Contracts for Housing.
Prior to initiating HSRP, USAID signed an agreement with the city of Moscow to reform
the management and maintenance of municipal housing. Initially this agreement covered
some 2,000 units in the West Administrative District. The project set up a formal bid
solicitation process for letting maintenance contracts and trained city officials in the
contracting process. This process of competitive bids for maintenance of the housing
stock has spread throughout Russia, with varying degrees of coverage and success. Both
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private and public (district) maintenance companies are permitted to submit bids.
Nationally, about 28% of competitively bid maintenance contracts are let to private
companies while the remaining 72 % are let to municipal district maintenance companies.
By 1998, 80% of Moscow residential units were being maintained under competitively
bid contracts.

HSRP’s assistance with competitively bid housing maintenance successfully
demonstrated that this technique could reduce the cost of these services, improve their
quality and maintain better the buildings’ condition. Competitively bid contracting
incorporated private sector companies into the maintenance process, shaking up the
closed nature of the municipal owned building management and maintenance companies.
While private companies still hold only a minority of the maintenance contracts in cities
where competitions are held, their presence has resulted in savings. HSRP surveys in
Moscow have also shown that, where bids take place, building maintenance has
improved. Other surveys show that residents in buildings that have changed to
competitive bidding for maintenance believe that their buildings are now being better
maintained.

While the value of competitive bidding has been amply demonstrated, its continued
existence is somewhat tenuous due to extreme budgetary constraints now facing local
governments. With shrinking government revenues, local governments are often able to
provide the required transfers to complement the rental payments from tenants. As far as
the evaluation team could determine, in no instances are sufficient funds being provided
for housing maintenance, and in most instances no capital repairs are being made. This
lack of funds has caused many municipalities to slow or even freeze the use of
competitive bidding for maintenance. In St. Petersburg, the local government is reversing
its position on competitive bidding and instead will give maintenance work directly to the
municipal companies.

Many private maintenance companies now report that they are losing money on their
maintenance contracts. In an interview with the manager of a private maintenance
company, he claimed that he lost money on the maintenance contract but made up the
losses with earning from other company business activities. He also stated that each time
the contract is put out to bid by the district unified customer service company, there are
between three and six bidders, which indicates that there are still companies that want to
compete in this type of business. Somehow, the protestations of losses do not affect the
entry of other companies wishing to gain a piece of this “non-lucrative” business.
However, if funding does dry up, many of these private companies are likely to leave the
business, handing, by default, the job of maintaining buildings back to the municipal
companies. In Ryazan, for example, during a two-year period in which the municipality
did not honor financial obligations to the maintenance company, it stopped providing
services.

Unlike the generally positive experience with contracting maintenance, letting the
management component of district housing to competitive bid has not been successful.
City bureaucracies have been adamant in their opposition to this effort. The one attempt
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in Moscow failed, and so far, there have been no other attempts. Yet, some unified
customer service companies (public housing agencies) recognize the value of competitive
bidding and/or the use of private companies to provide this service. One such company
manager explained that she would like to privatize (probably through competitive
bidding) her company because she could realize cost savings through such measures as
putting out competitive bids for energy service and trash collection. Her recognition and
that of others of the value of competitive bidding for management services bodes well for
the future.

J. Institutionalization of Reform.

HSRP has achieved many sustainable initiatives that have, or will, lead to the
institutionalization of a number of housing and urban development reforms. A few key
examples of institutionalization are provided below.

1) Policy and Legislation. Thanks in large measure to HSRP’s efforts, the necessary
legal framework for reforming housing and urban development has been put in place.
HSRP had a pervasive and profound impact on the legal framework for reform. The
development of local technical capacity to continue legislative initiatives at all levels of
government has been institutionalized in IUE.

2) Bank Procedures for Mortgage Lending. HSRP created the framework for banks
to adopt international standards for mortgage origination and administration. These
procedures have become institutionalized in a number of banks and will be used for
mortgage origination and administration in the future. AHML will further advance
institutionalization of these reforms through its requirements that participating banks
implement this framework. The Certified Mortgage Lender program will continue to train
bankers in proper mortgage procedures and to expand knowledge on how to apply
international standards to mortgage operations.

3) Construction Period Finance. HSRP created the framework for banks to
undertake construction financing and a number of major banks and regional banks have
adapted and institutionalized the financing procedures and guidelines developed under
the project for this financing. Over time, these guidelines and procedures will become the
standard for the lending industry. HSRP also advanced the banking sector’s approach to
lending to municipalities for infrastructure finance and the analytical procedures and
guidelines will become the industry standard.

Construction finance has become an accepted form of bank lending by major banks and,
as a result, has been institutionalized as a normal banking practice. With more favorable
macroeconomic conditions, construction period financing will expand, further
institutionalizing this process in more Russian banks.

4) Infrastructure Finance. HSRP initiated an analytical framework for
municipalities to plan infrastructure projects and for structuring both bank and bond
financing. These techniques will continue to become the standard for municipal
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borrowings, especially as banks and suppliers seek to require this framework for
considering loans. As macroeconomic conditions improve, municipalities will be
encouraged to obtain long-term infrastructure financing and the framework developed
under HSRP will likely become the standard for project financing proposals. IUE has the
institutional capacity to deliver technical assistance to municipalities in this area.

Credit ratings will become more important for municipalities in obtaining long-term
infrastructure financing. E-A Ratings has been created and will continue to provide a
technical resource for municipalities to obtain credit ratings for infrastructure loans.

5) Rent Reform and Housing Allowances. Rent reform and housing allowances
have been implemented throughout Russia. Both the Russian Federation and
municipalities are committed to rent reform and housing allowances. This process will
continue and cost recovery should reach higher levels as macroeconomic conditions
improve.

6) Condominium Creation. Condominiums as a form of ownership and homeowner
associations as a form of housing management have been shown to be effective in the
Russian context. Newly constructed multifamily buildings will more likely be organized
as condominiums while the conversion of existing buildings to condominiums will be
much less likely to occur. As indicated in section III.H. above, HSRP played a major role
in drafting key laws and government decrees on condominiums, in the development of
by-laws for condominium associations and in helping municipalities to establish the
nation’s first condominiums. While these are clearly among the essential requirements to
institutionalize condominiums and homeowner associations, a number of additional
inputs (e.g., management training and homeowner education programs) will be needed in
the coming years to ensure that these forms spread throughout the nation.

7) Institute for Urban Economics. The Institute of Urban Economics, a private,
non-profit, policy research and consulting think tank, was created in 1995. It became
operational in early 1996 when it received its first contract from UI to work on HSRP. By
mid-1999, it had a staff of 72 of whom 42 were professionals, many with Ph.D’s. In 1998
IUE entered into a cooperative agreement with USAID in the amount of $3,090,000 to
continue the work in housing reform. As of mid-1999 about 74% of its financial
resources were derived from its cooperative agreement with USAID. In 1998, IUE’s
budget was the ruble equivalent of approximately $2.2 million.

IUE has emerged as a major Russian technical resource for continuing the process
of housing and urban development reforms. The development of this institution and the
skilled staff within it are clearly among HSRP’s major contributions. As the premier
source of Russian expertise in the housing sector, IUE has a central role to play in the
deepening of Russia’s housing reforms.

IUE has received international recognition for excellence and been given
contracts by institutions such as the Ford Foundation, Soros Foundation, EURASIA
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Foundation and the World Bank. Nevertheless, it remains heavily dependent on USAID
funding. IUE still derives most of income from USAID contracts, even though sources of
financing are becoming much more diversified. With no endowment to support its core
activities in housing reforms, much of the expertise of IUE could be lost after its USAID
contracts conclude. The State Duma does not pay consultants to assist in legislative
development and municipalities are financially strapped.  However, continuing technical
assistance to these entities is vital to furthering the reform process. To ensure continued
reform activities in housing and urban development, it would be helpful if IUE had a
stable, permanent source of financing.

K. Other Activities.

1) Small Grants Program. HSRP II provided small grants to NGOs operating in the
housing sector throughout Russia. The project disbursed a total of $224,734 to 28
grantees, an average of about $8,000 per grantee. These grants supported the
institutionalization of housing sector reform by funding primarily non-governmental
organizations involved in carrying out housing reform activities.

The evaluators interviewed two grant recipients at their facilities. The Nizhny Novgorod
Department of the Society of Russian Construction Engineers received a $9,000 grant for
training, consulting and exhibition services. The Research Institute "Dialog” in Novgorod
received two grants: $8,500 to develop a system for training homeowner association
managers and $17,500 for increasing qualifications of trainers and printing of training
materials. These organizations reported that the small grants had been exceedingly useful
in developing sustainable activities related to housing reform. Visits to their facilities
revealed that the activities were still in place, and the grantees were continuing to provide
critical assistance. Nevertheless, both organizations reported having difficulties obtaining
funding for many core activities.

2) Delivery Orders. Under an Indefinite Quantity Contract attached to the “core”
contract, USAID issued four delivery orders to UI. The purpose of these delivery orders
was to extend the activities already being implemented or in the process of being
completed by other USAID contractors and/or by UI itself. The four contracts were:

• DO #1: Commercial Real Estate Lending. Consolidated two projects relating to real
estate construction period and commercial mortgage lending, and which would
generate increased demand for this type of lending and the capacity of banks to
provide it.

• DO #2: Land Use Regulatory Reform Roll-Out. Follow-on to the Enterprise Land
Sales project; allowed a transfer of lessons learned and a smooth transaction of
expatriate advisors and trained Russian professionals from the pilot project to the
project’s roll-out.

• DO #3: Deepening Urban Real Estate Reform. Intended to expand the capacities of
Russian professional and organizations engaged in real estate activities, particularly
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through other USAID financed projects, by developing professional education and
training, information dissemination, and growth of professional networks.

• DO #4: Partnership for Freedom in Novgorod. Refocused U.S. assistance on
economic growth and grassroots linkages, building on the groundwork laid out there
under various USAID housing and land projects.

These delivery orders were not subjects of this evaluation.

IV.  CONCLUSIONS AND RECOMMENDATIONS

 A. Conclusions

The evaluation team’s major conclusion is that HSRP was an extraordinarily successful
project, both in terms of meeting project indicators of performance and in effecting a
framework for housing reforms in Russia.  HSRP had a pervasive and profound affect on
the direction and structure of Russia’s housing and urban development reforms. The
reforms achieved would, most likely, not have been as well conceived and legislation
certainly would not have been as well framed without the HSRP. The project provided
critical assistance to the central government and many subordinate levels of government
to establish new norms and structures and to learn new functions. Similarly, the private
sector has been able to begin solidifying free market principles and to begin providing the
necessary resources to finance further reforms.

HSRP’s achievements are particularly remarkable in light of the difficult environment in
which they occurred. The almost total dependence on the State for economic production
and for housing during the Soviet period left a legacy in many ways more difficult to
transform than that found in much poorer developing nations, since the latter typically
had at least some tradition of a free market structure. Further, HSRP realized its success
in an environment of very unfavorable macroeconomic conditions. Virtually the entire
HSRP implementation period was typified by declining GDP and real per capita incomes.

HSRP’s successes, however, do not mean that housing reforms have been fully adopted
and are operational throughout Russia. Indeed, much remains to be done. The massive
transformation of Russia’s socialist economy to a free market system will take many
more years to accomplish. With signals from the State Duma and municipal elections
suggesting a growing conservative backlash to the slowness of reform and poor economic
performance, the road ahead will be long and difficult.

 B. Lessons Learned

1) Transformation of a socialist society to free market principles is a long-term
process.  Donor programs should reflect the need to have a long-term perspective. This
means that donor projects should be long-term (perhaps 10 years or more), both in
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objectives and funding. Similarly, foreign advisors should be long-term, whether resident
or by assigned task order.

2) Macroeconomic conditions significantly impact project implementation.
Macroeconomic conditions had a significant impact on the pace and extent of reforms
adopted. HSRP demonstrated that, in spite of adverse macroeconomic conditions,
progress could be made. However, one wonders what additional accomplishments might
have been achieved with more favorable macroeconomic conditions.

3) Flexibility in project implementation allows for meeting rapidly changing
conditions and demand-driven assistance. HSRP demonstrates the importance of
having a flexible approach to project design which allows for rapidly changing conditions
as well as to take advantage of targets of opportunities from demand-driven technical
assistance, rather than trying to force results based on a pre-conceived set of performance
indicators.

4) Design and implement procurement can be advantageous. HSRP demonstrated that
a contractor engaged to design a project who is then contracted to implement that project
design, can achieve a seamless transition from the design stage to implementation and
produce significant performance in the conduct of the project.

5) Technical assistance should be demand driven. Counterparts must be committed to
the objectives to be accomplished through technical assistance and, thereby, technical
assistance should be provided where such requests and commitments are received from
recipients. Where commitments are not evident during implementation, flexibility to
change recipients should be permitted. This also indicates that technical assistance should
be in support of objectives defined by counterparts.

6) Russian technical capacity-building should be a high priority. Expatriate technical
assistance should be conducted with a major priority for training Russian counterparts to
assume ever-increasing levels of responsibility for project implementation, with the
objective of having in-place technical capacity to continue assistance goals after
termination of the project. In Russia, Russians can be the primary technical assistance
providers. HSRP demonstrated how quickly well educated Russians can be trained to
become teachers of concepts quite outside their previous experience.

7) In-county demonstration projects are often necessary to provide local experience
with reforms prior to their dissemination and adoption. Nothing conveys a message
as well as an example. Demonstration projects, preferably within the recipient country,
are necessary to provide examples that may be emulated and to discern desirable changes
in strategy. Without demonstration projects it will be much more difficult for
counterparts to identify with proposed changes and to understand how to implement
them. This strategy should include making provision for implementing recipient agencies
to become part of the information dissemination process.
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8) Widespread and long-term dissemination of information is necessary to
encourage adoption of changes. A long-term strategy to maximize dissemination of
information about project results should be an essential element of project design and
should have the capability to survive the project. Dissemination strategies should be
multi-faceted and funded at a level to be effective. It is not enough to assume that an
implementation agency is able to disseminate information after the project is completed.
Adequate long-term dissemination funding strategies should be identified within the
project.

9) Monitoring and evaluation must be a continual process. Often official data sources
are inadequate to monitor and provide data to evaluate progress in effecting changes.
Monitoring and evaluating a sector are an essential means to measure progress and to
provide the basis for future strategies. Projects need to incorporate effective monitoring
and evaluation procedures, not only during the project, but to continue beyond project
completion.

10) U. S. experience needs adaptation for Russian implementation. The U.S. has
many policies and systems that are potentially valuable for assisting Russian
transformation to a free market system. However, given social and economic conditions,
and behavioral norms and traditions that significantly differ between the two nations,
HSRP found that substantial adaptation and modification of U.S. experience are
necessary to be successful in the Russian context.

11) “Hard currency” borrowing by entities and individuals must be carefully
assessed. Experience has demonstrated that hard currency debt in developing nations
often becomes onerous due to deteriorating exchange rates. Financing strategies that rely
on hard currency debt should be approached cautiously, with extensive consideration of
the potential risks. Strategies should be identified to mitigate the consequences of
exchange rate risk. A bad experience with hard currency borrowing could actually be
counter-productive to effecting long-term reforms.

12) Continuity in filling key positions is critical. Keeping effective senior personnel for
the life of the project can be very advantageous. There is no doubt that HSRP benefited
greatly from the presence of the highly qualified UI Chief of Project throughout the
project period.

13) Projects must have clear objectives and measurable indictors and then
aggressively manage for their achievement. HSRP seems always to have had a clear
vision of the market-oriented system that it sought to help the Russians to install. This
translated into clear objectives and measurable indicators. That plans and emphases
changed, counterpart agencies varied and indicators were shifted is not a symptom of
weakness or failure; rather, since the vision and goals remained constant, these changes
demonstrates active, aggressive management.
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 C. Future Directions

HSRP has made considerable progress in initiating housing and urban sector reforms.
However, much remains to continue this progress. There are many areas where donor
assistance can be productive. A selected few are outlined below.

1) Further development of the policy / legislative base for reforms. Legislative
initiatives at the Federation, Oblast and municipal levels are still in evolution and would
greatly benefit from continued technical assistance. Continuation of appropriate
legislation is essential to further reforms. A long-term technical resource must be
available to assure that experienced and qualified guidance is provided.

2) Communal services and tariff reform. Inefficiencies, obsolescence, massive
deferred maintenance and inadequate revenues plague municipal communal (utility)
systems. Costs are rising faster than inflation and rent increases, placing extreme
financial pressures on municipalities. Reform in communal systems and tariffs are
essential to assist municipalities to climb out of seemingly intractable budget problems
and to provide better services for local industry and residents.

3) Housing finance. The mortgage industry is just in its infancy. If macro-economic
conditions improve, the potential demand in Russia for mortgage finance could escalate
to the equivalent of billions of dollars. This is especially true if more affordable loan
programs become widely available, such as bridge and renovation loans to improve
currently occupied housing. The banking sector is presently unprepared to provide the
financial resources necessary to meet this prospective demand. A liquidity facility to
provide financing for banks is essential. While the Agency for Housing Mortgage
Lending and other sources, such as TUSRIF, may serve this purpose, more than one such
liquidity facility may be needed.

Assistance needs to be given, and perhaps, new financing strategies devised to prepare
these liquidity facilities to fulfill this function. One measure to be considered is mortgage
(default) insurance for individual home purchase and renovation mortgages. The U.S.
Government instilled confidence in mortgage financing through mortgage insurance, and
this procedure may be beneficial to draw more financial resources to the housing sector.
There are difficulties with establishing a mortgage insurance program, but, nonetheless, it
should be seriously considered.

4) Financial sector strengthening. In addition to assisting banks to improve liquidity
for mortgage lending, there are other factors that need to be addressed in the financial
sector to promote financing for housing and urban development. Improved regulation and
supervision of banks would instill greater confidence in the banking sector. Debt
financing in domestic capital markets should receive significant attention to promote
local currency financing for mortgage securities and municipal bonds. Reliance on
international capital markets hard currency financing is not fiscally sound and is not
appropriate for housing and urban development financing.
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Another measure is to implement a sound deposit insurance program in private banks.
Such a system is now under consideration. An effective deposit insurance system would
significantly enhance resource mobilization for banks and give them more confidence to
provide long-term mortgages. Further, information dissemination efforts need to be
maintained to assure proper bank underwriting and administration of mortgage loans.
This function could be continued by the Agency for Housing Mortgage Lending, if
sufficient resources are available in the future.

5) Tax code revision. The present tax code is complex and counter-productive and
leads to pervasive tax avoidance. The negative impacts of the tax code, for example,
affect mortgage finance by making sound underwriting difficult, especially in
ascertaining verifiable incomes.

6) Institutionalization of Russian capacity to continue housing reforms.
Continuation of legislative initiatives, sector monitoring and evaluation, information
dissemination on best practices and technical assistance must have sufficient financial
support for the long-term to solidify gains in housing reform and advance the process.
The Institute for Urban Economics represents a valuable resource to achieve these
objectives. However, the lack of an endowment to assure a core activity in housing
reform may result in a gradual reduction in its capability to perform these essential
functions, especially if donor funding priorities lead IUE in other directions.

7) Condominium management and board-of-directors training and formation of
national and local condominium representational NGOs. Homeowner associations
and condominiums are emerging as significant housing management and ownership
forms. However, there is not a corresponding understanding of the opportunities and
responsibilities of homeowner associations and condominium ownership. To fully realize
the benefits of condominium ownership and expand this ownership form nationwide,
significant efforts must be initiated to train boards-of-directors and to develop national
and local representational NGOs for condominium owners.

 D. Recommendations

1) Continued financial support for the Institute for Urban Economics. HSRP
achieved significant success, in large part due to the Institute for Urban Economics. IUE
is one of the most significant success stories of HSRP, which spawned this Russian
technical organization.

A core capability needs to be maintained in IUE to continue its technical capacity to
provide services at uneconomic returns or at no cost, where appropriate, to further
housing reforms. In particular, continued legislative work with Federation ministries and
the State Duma is essential to keep enhancing the legal and financial base of housing
reforms. Without a key technical resource, such as IUE, the conceptual base may be lost
for further advancement of the current framework of housing reforms. Of equal
importance is legislative assistance to Oblasts and municipalities, which must translate
the legal framework of housing reforms into practical application at the local level. The
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broad respect IUE has achieved amongst many Oblasts and municipalities under HSRP
cannot be replaced. HSRP demonstrated the positive effects of third party funding to
assist all levels of government in preparation of legislation.

A second important area where IUE will find it difficult to cover its costs through sales is
data gathering and analysis. Official statistics have many shortcomings and much of the
data gathered are in a raw form, not useable as such for analytical purposes. This work
yields little in terms of income, but produces significant benefits. Without continued
funding, much of IUE’s monitoring, analytic and dissemination activities in the housing
sector will be curtailed or gradually fade away as donor support in this sector eventually
ceases.

IUE serves a significant education and technical assistance role in the housing sector.
IUE staff members are frequent lecturers at conferences and seminars. It publishes
technical materials not otherwise available, and presents educational programs, such as
the respected Certified Mortgage Lender course. IUE also performs substantial technical
assistance to all levels of government, non-profit organizations and the private sector.
Many activities are revenue generating, but others are subsidized to varying degrees. As
the need to support IUE services may take it into new technical areas, it is essential that a
core capability in the housing sector be maintained to provide educational and technical
assistance services as the need arises, even if there are insufficient or no revenues
received for such services. IUE has many progressive ideas for advancing housing and
urban development research and conceptual thought, such as creating an advanced degree
program in urban economics, which is unavailable at any higher education institution in
Russia. IUE is an internationally recognized think tank in housing and urban
development policy and practice, and this resource should be maintained for the long-
term.

USAID has a number of options for providing additional support to IUE if it wishes to do
so. USAID could amend its current cooperative agreement with IUE (which concludes in
year 2000) or enter into another long-term cooperative agreement to assure IUE’s
continued core housing sector operations. As IUE is a non-profit foundation, they are
eligible for this funding. USAID may also engage technical assistance for IUE to develop
long-range financial planning, which might include strategies to obtain an endowment
from foundations and ways to enhance revenues from its operations to support core
housing sector functions. IUE is worthy of such financial support. Its experience, contacts
and exceptional reputation, gained through HSRP, is irreplaceable and unmatched by any
other technical resource in the Russian housing sector. Further long-term support for IUE
would be one of USAID’s most productive investments in long-term development
assistance. (Background materials on IUE are contained in Annex K.)

2) Strengthening Domestic Capital Market Debt Financing

Most donor assistance focuses on equity (stock) market development. However, for
housing and urban development sectors, strengthening domestic debt markets would
yield the most productive benefits. This would, for example, assist the AHML to issue
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domestic securities to purchase mortgages, and the oblasts / municipalities to issue
municipal bonds for housing and urban development.

Assistance could be provided to both private sector and public sector insurance
companies and pension funds to advise them in strategies for their investment portfolios
that include a range of housing and urban development debt instruments. Assistance
could also be undertaken to study the feasibility of developing mutual funds for
investment in housing and urban development debt securities.

3) Strengthening Bank Resource Mobilization

Public confidence must be restored in the banking sector to attract significant and stable
deposits that would allow the banks to expand construction and long-term mortgage
lending. Two measures could benefit from donor technical assistance. First, the RF is
considering a deposit insurance program for private banks, and this could be a
constructive assistance program for donors. Second, with all the bank failures in the
1990s, strengthening the Central Bank’s oversight and regulation of banks is essential to
instill public confidence in private banks.

4) Continued Assistance to AHML

USAID is continuing to provide technical assistance to AHML, however, this assistance
needs to be more extensive. Additional assistance is needed, for example, to expand
AHML’s capital base to allow it to successfully purchase, or issue securities to purchase,
mortgages. The prospects of substantial mortgage demand, once macroeconomic
conditions are favorable, coupled with the fact that banks are unprepared to meet that
demand, makes it imperative for AHML to be in a position to serve effectively as a
secondary mortgage market facility.

5) Mortgage Guarantee (Default)  Insurance

To extend confidence in mortgage lending for the middle-class and encourage wider
participation by banks in mortgage lending, development of a mortgage insurance
program should receive serious consideration in Russia, even with the attendant problems
associated with the lack of mortgage history in Russia to price such insurance. Initially
the mortgage insurance program could be introduced for small move-up and unit
renovation loans and then be expanded for larger purchase mortgages in the future. This
could give immediate access to mortgage loans for middle-class borrowers.

6) Assistance To Local Governments For Economic Development

Housing reforms are constrained by adverse local economic conditions. Without a
concerted effort to improve local economies, further reform measures may be stymied by
political resistance, as was evident in recent municipal elections. Several municipalities
indicated that rent reform was on hold due to the financial pressures facing city residents
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and other reforms, such as competitively bid maintenance, was not a priority due to fiscal
constraints being experienced by local governments.

7) Strengthen Municipal Infrastructure Planning, Financing and Tariff
Reform

The success of HSRP in demonstration projects related to municipal infrastructure
planning and finance, suggests that continued technical assistance in this area is
warranted. The significant level of deferred maintenance in municipal infrastructure and
the grossly inefficient operations of communal (utility) services are causing housing
operating costs to rise faster than rent reform rent increases. Now with rent reform
hindered largely by adverse economic conditions, this will place ever-increasing strains
on municipal budgets and create conditions for a political backlash against housing and
urban development reforms. Tariff reform has proven that it is subject to improving local
economic conditions, however, continued preparation to move toward tariff reform will
yield substantial benefits as economic conditions become more favorable.

Municipalities are struggling to meet budget obligations to support housing operating
costs, much less being able to cope with the substantial deferred maintenance that
continues to erode the quality of the housing stock. Continued technical assistance to
municipalities for infrastructure planning, financing and tariff reform will produce long-
term benefits for stabilizing local government.

8) Condominium Board-of-Directors Training and Establishment of
National and Local Condominium Representational NGOs

Condominium ownership offers a significant opportunity to expand private sector
maintenance and management of housing. However, condominium ownership is not well
understood by owners or boards-of-directors; thereby, many of the benefits of
condominium ownership are not realized. Many condominiums are formed only to meet
requirements of local government. Little effort has been made to train owners or boards-
of-directors in accepting the duties and enjoying the benefits of condominium ownership.
Further technical assistance is needed to expand the knowledge of condominium boards-
of-directors in self-management.

National and local representational NGOs are needed to support education programs for
condominiums and to lobby for enhanced conditions favorable for the promotion of
condominium ownership. Since there is such little understanding of condominium
ownership, expatriate technical assistance would be highly beneficial until a cadre of
local professionals can be trained to assume leadership in this area.
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Annex A
SCOPE OF WORK

FOR EVALUATION OF THE HOUSING SECTOR REFORM PROJECT

I. Activity to be Evaluated

The focus of this evaluation is USAID’s Housing Sector Reform Project.  This project has
been implemented by Urban Institute since 1991.  The project contributes toward
achieving a wide variety of USAID/Russia targets, cross-cutting between several
Strategic Objectives. Specifically, the program contributed to:

C SO 1.3. “Accelerated Development and Growth of Private Enterprises”;
C SO 2.3. “More Effective, Responsive and Accountable Local Government in

Selected Cities” (no longer part of the Missions strategic objectives);
C SO 3.2. “Improved Effectiveness of Selected Social Benefits and Services”

II. Background

II.a. Overview

Housing sector reform is one of the most important priorities for Russia as it undergoes
massive economic, political and social transformations.  As recently as 1991, the Soviet
Union's housing policy was one directed at maximum socialization of housing,
characterized by state monopolization of the design, construction, financing, allocation
and maintenance of units.

The transition to a privatized housing sector is having a major impact on the national
economy.  The housing stock accounts for 20% of the nation’s reproducible wealth;
housing investment is 26% of all investment and 13% of the labor force is employed in
housing construction and maintenance.  Privatization of housing is also a major step
towards improving the quality and affordability of housing for Russian citizens.

The first stages of USAID's Housing Sector Reform Program (HSRP), implemented
primarily by the Urban Institute (UI) was launched in September 1992. A follow on
contract (HSRP II) was awarded in 1995 and completed in September 1998. The total
funding for the HSRP I and HSRP II contracts awarded to the Urban Institute was
$23,923,332.  Additionally, technical assistance has been provided for the preparation of
World Bank loans.

The main areas of the project were as follows: policy and legislative development;
housing finance; construction period finance; infrastructure finance; rent and tariff
reform; means-tested housing allowances programs; and institutionalization of reforms.
HSRP-I resulted in a progressive legislative program, key demonstration projects,
primarily in Western Russia, including  documentation of sector developments in
Moscow, and the beginning of institutionalization.  HSRP-II  continued the achievements
of HSRP-I, rolling out reforms to more regions in Russia.  In 1997, an expanded program
was initiated in four regional centers of Russia: Vladivostok (Far East); Irkutsk (Eastern);
Rostov-on-Don (Southern) and St.Petersburg (Far North).  In 1998,  at the request of
Government of Russia, the HSRP sites were changed to the fourteen cities selected as
targets for implementing intensive housing reform.
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II.b. Program summaries

The following activities have been the major components of the Housing Sector Reform
Project in Russia.

1)  Policy and Legislative Development:  Starting in 1992, the Urban Institute participated
in the drafting of  most  pieces of legislation related to housing policy in the Russian
Federation.  This included work on Presidential decrees, Federal laws and government
resolutions.

At the federal level, UI worked closely with the Ministry of Finance, the Ministry of
Economy, the Ministry of Construction, and the relevant committees of the State Duma,
to secure passage of  pieces of legislation, as follows:  the Law on Fundamentals of
Housing Policy (1992); the Law on Fundamentals of Urban Planning (1992); the Law on
Home Owners Associations (Condominiums) (1996);  a Presidential Decree and
subsequent Government Resolution on "Svoi Dom" (1996) aimed on improving the
efficiency of housing construction; Government Resolution on Rent Reform and Housing
Allowances (1996); the Law on Registration of Rights on Real Property and Transactions
(1996);  and Presidential Decree on Development of Competition in Maintenance and
Repair of the State and Municipal Housing Stock (1996); and the Law on Mortgage
(1998).

On the local level UI worked with cities and oblast Administrations throughout Russia to
adopt, amend and implement necessary municipal housing legislation and normative
documents required to proceed with condominium formation, competitive housing
maintenance, housing allowances and tariff regulation. The City of Moscow has a
special program that included all the components of the UI technical assistance
mentioned in the section.

2) Residential Mortgage Finance: UI developed and instituted a residential mortgage
finance demonstration project that involved consultative services to 30 banks across
Russia.  UI developed and distributed guidebooks and computer software on mortgage
lending, and instituted a series of training courses that are now being offered by local
institutions.  With HSRP assistance, over 20 banks implemented viable mortgage
lending programs prior to the economic crisis of late 1998.

UI technical assistance also helped in the creation of the Russian Agency for Mortgage
Lending (RAML), the first ever secondary mortgage market facility in Russia, similar in
function to Fannie Mae in the United States.  Fannie Mae worked under a subcontract
with UI to prepare the principle guidelines for the RAML’s operation, as well as both the
business and financial plans, and provided substantial training to RAML staff.

3) Construction period finance: The construction finance team worked with 13
banks to improve their capabilities in construction loan underwriting (cash flow and
market analysis) and increased discipline in loan dispersal.  UI developed and published
a comprehensive handbook for bankers on construction finance, and developed
corresponding training programs.  Before the current economic crisis in Russia, several
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banks (including Stolichny and East Siberian Commercial Bank) were lending to
developers following procedures developed by the Urban Institute.

4)  Infrastructure Finance:  The focus of this component was on how to improve the
infrastructure through increasing user’s fees, and on how to obtain financing through
bond issue or bank loan.  UI worked with cities where there was significant interest in
learning more about the possibility of financing infrastructure improvements through
municipal bonds or bank loans.  After training, three cities (Vladimir, Ryazan, and Nizhni
Novgorod) stated their intention to find potential infrastructure improvement projects for
long-term financing.  UI co-sponsored several capital finance workshops with the
Research Triangle Institute which was implementing the Mission’s Municipal Finance
and Management Project.  A credit rating analysis was prepared for the City of
Novgorod which was very well accepted by local and international financial institutions
operating in Russia.  The World Bank later signed a contract with UI's key Russian
technical staff and the Institute for Urban Economics, to perform credit ratings in seven
other cities.

5)  Rent Reform and Social Safety Net (Housing Allowances):  Under Russian law, rents
are supposed to be increased to cover the entire operating costs and capital repairs for
municipal housing stocks by the year 2003.  UI developed the structure of the existing
national housing allowances program, where subsidies are paid on a means-tested
basis to low-income families to help cover the cost of increasing rents.  Approximately 95
percent of the Russian population now live in areas covered by the housing allowances
program.  UI was responsible for writing the national guidelines for the housing
allowances program, and advised more than 25 cities on its implementation.  UI also
drafted letters of instruction from the Ministry of Construction on housing allowances to
local governments throughout Russia, and developed several handbooks related to the
program.

6)  Condominium Creation:  UI helped to draft the 1993 Presidential "Decree on Home
Owners Associations (Condominiums)".  Under this decree, a small number of
condominium associations were registered in approximately 20 cities, the precursor to
much broader association registration that occurred later.  UI wrote model charters, and
detailed registration and normative documents for use by local administrations in
registering condominium associations.

In June 1996, the national "Law on Home Owners Associations (Condominiums)" was
passed and signed by President Yeltsin, drafted with assistance from UI.  This law gave
an impetus to the formation of condominium associations nation-wide.  Primarily,
condominiums have been formed in newly constructed apartment buildings.  Many
developers have adopted a practice of forming condominiums during the first stages of
construction.

UI offered training courses on condominium issues for local officials, condominium
boards and condominium managers.  UI also offered consultations with interested or
concerned tenants of buildings being transformed into condominiums.

7)  Competitively Bid Maintenance and Management Contracts for Housing:  HSRP
initiated the first ever competition in Russia for a competitively selected firm to maintain
municipal housing (Moscow, 1993).  Eventually, UI implemented maintenance
demonstration projects in more than 20 cities in Russia.  In most of these cities,
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approximately 10-15 percent of the housing stock is currently under competitive
maintenance.  In Moscow,  UI helped carry out the first successful management
competitions.

UI worked with cities to convince them of the need for creating "customer service"
entities which actually contract for maintenance services.  These structures enable the
city to clearly separate the functions of maintenance and management and support
efforts in implementing private maintenance.  With UI advice, Moscow held two
competitions for selection of private firms to take on full management responsibilities of
4% of all housing stock in the city.  UI offered training courses to city officials on how to
create these customer service entities, to restructure the local housing departments, and
on how to hold successful competitions or bids for private maintenance and
management.

8)  Institutionalization of Reform:  Institutionalization is a priority of USAID's HSRP
program.  In October 1995, the most qualified and experienced Russian staff of the UI
created their own non-governmental organization, the Institute for Urban Economics
(IUE).  The formation of IUE was a result of  a four year effort of UI at training and
institution building.  By January 1996, IUE had become a formal USAID subcontractor
for the HSRP II contract.  The IUE also attracted additional clients, such as the World
Bank, the Ford Foundation, Standard and Poors, and many Russian local governments.
Currently, IUE is carrying out one direct grant and a cooperative agreement  with USAID
with a total value of more than $3 million.

II.c.  Activity contribution to the USAID targets

HSRP contributed to a wide variety of targets, cross-cutting between several Strategic
Objectives and Intermediate Results. Specifically, the program contributed to:

Strategic Objective 1.3. Accelerated Development and Growth of Private Enterprises

In 1997, President Yeltsin signed a decree aimed at implementing housing sector
reforms in Russia, drafted with strong technical support from the Urban Institute and
Institute for Urban Economics. The Decree covered demonopolization and development
of competitive tendering of communal services, promoting creation of homeowners
associations, and reforming the system of finance and payments for housing and
communal services.  The Decree set a target of 2003 for self-sustainability of the sector,
by which date the population should be paying 100% of the costs for maintenance and
communal services, and means-tested subsidies are used to cushion the effects of poor
residents.  The Decree also designated 14 pilot cities where intensive efforts would be
made towards achieving the reform targets.  A follow-on Government Resolution
mandated reducing certain Federal grants to regions which do not adhere to the Federal
schedule of raising rents.  HSRP developed a methodology for computing the status of
compliance by regional governments and for determining the amount of the deduction.
The Decree itself and follow-on resolutions adopted by the GOR gave a substantial
impetus to implement housing reforms on the territory of Russia.

The Urban Institute's regional strategy for HSRP was revised in 1997 to reflect the goals
and objectives of the GOR.  The HSRP focus sites were changed to correspond to the
14 cities selected by the GOR.  With technical assistance provided by the UI, all of the
cities drafted comprehensive local programs of housing reforms by October, 1997.  All



e

Statement of work         Page 5
Evaluation of Housing Sector Reform Project

the targeted cities were very active and supportive to homeowners associations
formation.  Overall 270 condominiums were formed in the targeted cities.  The city of
Moscow continued efforts in creating a competitive environment in the area of housing
maintenance and management.   72% of Moscow's city-owned housing is maintained by
competitively selected companies.

SO 2.3. More Effective, Responsive and Accountable Local Government in Selected
Cities

Competitive  maintenance was accepted in principle by all 14 GOR pilot cities, but
implementation has been slow outside of Moscow.  N. Novgorod led with 40% of
municipal housing being maintained on a competitive basis, while six of 14 targeted
cities had at least 5 competitions held.

According to the federal targets in 1997 the residents were to cover 35% of maintenance
and utilities costs.  The standard was outperformed by 9 out of 14 cities with achieving at
least 36.5% of cost recovery, while the lowest cost recovery rate in targeted cities was
20%.

SO 3.2. Improved Effectiveness of Selected Social Benefits and Services

President Yeltsin’s  Housing Sector Reform Decree and the follow on Resolution forced
cities to increase tariffs to cover 35% of maintenance and communal services costs in
1997. In order to support the low income population hurt by the increased tariffs, HSRP
assisted the administrations in all 14 pilot cities to improve their housing allowance office
operations. Only the cities of Ulyanovsk and Nalchik had no experience with housing
allowance programs.  As a result, they had a very small percentage of households
receiving allowances - 0.7% in Nalchik, and 0.9% in Ulyanovsk.  But both cities began to
make rapid strides.

III. INFORMATION SOURCES

This is not an exhaustive list of available information sources, but items below provide
the Team with most of the available documents.

Contract with Urban Institute #CCS-0008-C-00-2055-00 (HSRP I) for the period of
September, 1992 to September, 1997 for $15,597,752.00.

Contract with Urban Institute #EPE-C-00-95-00118-00 (HSRP II) for the period from
September, 1995 to September, 1998 for $8,325,580.00.

Contractor Performance Report for the Urban Institute for the period from September,
1992 to July, 1996 prepared by USAID.

Progress and final reports submitted by the Urban Institute to USAID since the program
inception.

General Accounting Office report on HSRP I.

All UI files and reports are available at USAID/Russia.
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Project Officers in USAID/Russia, ENI/UDH in USAID/Washington, Urban Institute staff,
home offices of organizations-providers, subcontractors, counterparts, local authorities,
NGOs, and organizations implementing affiliated programs also may serve as
information sources.

IV. PURPOSE OF EVALUATION

The evaluation will concentrate on the USAID activities aimed at providing technical
assistance and training in the field of housing and urban development reforms. The main
purpose of the evaluation is to assess a) impact and effectiveness of the project as well
as  (b) the performance of the Housing Sector Reform Project, as implemented by the
Urban Institute from 1992 through September, 1998; (c) the implementation mechanisms
used in the program; (d) the sustainability of the reform efforts;  and (e) how effectively
Urban Institute responded to the rapidly changing conditions and needs in the sector
over the course of implementation.

The evaluators should also (f) give recommendations on what  further activities towards
reforming the housing sector in Russia should be implemented in response to the
economic crisis, and how. Additionally, the team should (g) give recommendations on
future long term needs of the housing and urban development sectors in Russia.

The evaluation will also reveal lessons learned and best practices of the program to help
determine future, long-term USAID strategy in the field.

V. EVALUATION QUESTIONS

1. Profile of activity.  A profile of each activity reviewed will be developed and will
include, but not be limited to:
-  organizational structure
- staffing
- areas of focus/Types of interviews
- estimated levels of funding
- estimated life of project
- contracting mechanism used
- objectives and targets identified
Note: the activity should be considered as a broad category of assistance, i.e.
mortgage finance, housing allowances, etc.

2. General questions to address (for each activity):

a. Management Structure
- What was the management structure and style of the organization/team/group?
- How did management incorporate program planning and review?  How were

program adjustments identified and carried out?
- What was the level of USAID management/oversight?
- What were the perceived and/or real advantages and disadvantages of the

management structure?

b. Implementation
- What were the accomplishments/lessons learned?  Were they replicable?
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- What were the mechanisms and/or approaches that worked the best/least well?
Why?

- What were the functional areas that seemed to be the most/least responsive to
our interventions?  Why?

- What were the major constraints facing the program?  Were they responded to
effectively?

- What was the program’s approach to cost effectiveness/cost recovery/cost
sharing?  Was it effective?  Was it replicable?

- Did the contractor effectively coordinate/collaborate with and/or build upon the
work being performed by other implementors/donors in the housing sector in
Russia?

- What role did external factors beyond the control of the project have on the
achievements of goals?

c. Flexibility
- How flexible/effective was the program (structure and content) in responding to

changing conditions and varied demands for assistance in Russia?

d. Results, monitoring and reporting
- What type of system was used (methodology) to monitor project impact?
- What types of data/indicators were collected and reported?
- Were there changes to the indicators based on experience?
- How reliable was the data being reported?  What were the biggest obstacles to

“good” data collection?  How were the obstacles dealt with?
- How was the information and the reports generated used by management (both

the implementor and USAID)?

e. Institutional sustainability
- What approach did the program take toward sustainability?  How effective was

it?
- Did the contractor develop and make effective use of Russian expertise?

f. Linkages
- What kind of linkages did the program have with other USAID activities/areas of

focus, e.g., municipal finance, intergovernmental fiscal relations, local
government, natural monopolies, energy/environment activities?

- What difference did these linkages make to the overall program strategy and
achievement/sustainability of program objectives?

g. Specific program questions to address
- How may the current economic crisis in Russia affect  the 

sustainability/continued replication of reforms?  (Mortgage lending and 
tariff/communal services reform are of particular interest.)

- Have the experiences/lessons derived from the past HSRP activities been
incorporated effectively into USAID's current/planned activities in the sector,
specifically with respect to the new recent cooperative agreement signed with the
Institute for Urban Economics?
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VI. EVALUATION METHODS

The overall evaluation methodology will be finalized by the evaluators in collaboration
with the USAID/Russia Evaluation Team and Activity Managers.  However, USAID
expects that at a minimum the evaluators will:

1.  Review and analyze the existing performance information;

2. Interview representatives of the home offices of organizations included in the review;

3. Interview field staff of USAID, the implementing organizations, organizations
implementing associated programs, including private sector organizations, and
Russian Federal Government and local government counterparts;

4. Conduct site visits to a representative number of cities and regions in the Russian
Federation, including at least three areas outside of Moscow and St.Petersburg.

VII. SCHEDULE

Approximately six weeks are estimated to complete this evaluation with an assumption
of a five-day work week. A representative work schedule is indicated below, but it may
be modified on mutual agreement between the outside team and the Evaluation
Coordinator.

Activity Description Location Approximate
Dates

Outside
team
selection

Selection of contractor
Sign  contract

ENI/UDH and USAID/Russia Housing Unit will
provide general background, program and other
documentation.

Moscow

Washington

April 20 –
May 1

May 1 – 10

Background Finalize schedule, review background documents
and performance information, design a list of
interviews,  develop survey instrument(s) and
report outline.

Finalize and discuss the methodology and the
scope of work with Evaluation Coordinator (by e-
mail).

Washington May 17 – 19

Interviews I Interviews with AID/Washington staff and staff from
home offices of organizations-providers.

Select sites to visit and draft the schedule. Start
logistical arrangements.

Washington May 20-21

Interviews II Interviews with Mission and Provider’s
staff, subcontractors, counterparts, NGOs,
and organizations implementing affiliated
programs.

Russia May 24-26
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Review methodology and refine, if necessary.

Finalize travel schedule with Evaluation
Coordinator.

The team may wish to split into two sub-
teams and visit different regions where the
project has been implemented.

Site Visits Conduct site visits.

Begin drafting reports.  Report structure discussion
with the USAID/Russia Evaluation Team.
Agreement by the Evaluation Coordinator

Before departure to Washington, prepare the first
draft of the report, and provide exit briefing to
USAID/Russia.

Russia May 27- June 9

June 11

Analysis,
Report

Draft final report design, additional interviews, if
necessary.

Final report draft submitted to USAID/Russia for
comments

USAID/Russia reviews and comments final draft

Incorporate the comments into the report, finalize
and submit to USAID/Russia.

Washington June 14-18

June 21 (due date,
11AM, Moscow
time)
June 21-22

June 23-24

The final report is expected to be submitted to USAID no later than June 24, 1999.

VIII. REPORTING AND DISSEMINATION REQUIREMENTS

The final report will include an overall assessment of the issues listed in the section
“IV.Purpose of Evaluation” and will address the questions listed in the section
“V.Evaluation Questions”.

Other information to be included in the report will be determined in consultation with
USAID staff over the course of the evaluation.

The final report electronic version in MS Word  on a diskette and 5 hard copies will be
submitted to USAID/Russia.  The structure and format of the report will be proposed by
the evaluator and approved by the Evaluation Coordinator at the beginning of the
evaluation. The evaluation report will primarily be for internal use by USAID project
management and ENI/UDH in USAID/Washington. It may, at USAID’s determination, be
disseminated to outsiders.

IX. TEAM COMPOSITION AND PARTICIPATION

The evaluation will be carried out by a two-person team of experts and one support staff
person who will serve as an interpreter and logistic coordinator. Experts in the team will



e

Statement of work         Page 10
Evaluation of Housing Sector Reform Project

be outside hired consultants, with one of whom acting as team leader.  The field work
might be supplemented by USAID Mission staff, as available. The members of the team
are as follows:

- Team Leader:  Responsible for coordinating and directing the reporting effort,
including preparation and submission of the draft and final report. The incumbent
should have extensive overseas program evaluation experience, including USAID
experience, preferably in the ENI region. He/she must be thoroughly familiar with
techniques of program appraisal.  As team leader, the incumbent should possess
excellent organizational and team-building skills.

- Housing and Urban Development Specialist:  Must possess both overseas
and evaluation experience and be familiar with USAID programs in housing
and urban development sectors.  This consultant should have a combination
of consulting experience that includes urban development, housing and
infrastructure finance and tariff regulation.  This person should also be familiar
with the role that both federal and local governments, non-governmental
organization, communal services providers and financial institutions play in
the development of a strong housing sector.

- Interpreter and Logistic Coordinator: He/she should have a knowledge of
terminology related to housing and urban development.  He or she will
translate conversation between the evaluation team and Russian-speaking
program participants, as well as any Russian language documents provided
to the evaluation team.  Experience in simultaneous translation is desired.
This person will be also responsible for all necessary actions as a Logistic
Coordinator (i.e. schedule, meetings arrangement, tickets, etc.).

X. BUDGET

The current Grant Agreement does not budget funds for an evaluation.  PD&S funds will
be used to fund this evaluation. Team members from USAID if necessary will be funded
from their contracts.

An estimated budget for this evaluation is attached.
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Annex B

List of Interviewees

Moscow

Gosstroi
Anvar Shamuzafarov Chairman
Sergei I. Kruglik First Deputy Chairman

City Duma
Gennady B. Lobok Deputy (former Manager of District Unified

Customer Service)

City Coordination and Analytical Administration
Michael F. Kamensky Deputy Head of Administration

Agency for Mortgage Lending
Roger K. Lindland AHML Consultant for the IFC
Grigorii V. Litvinov

Standard and Poor’s
Cynthia Stone Director, Moscow Office

Institute for Urban Economics
Nadezhda  B. Kosareva President
Alexander S. Puzanov Executive Director
Marina D. Shapiro Project Manager
Margarita V. Pinegina Project Manager
Andrei Yu. Tkachenko Project Manager, Real Estate Finance
Georgii I. Zadonskii Project Director, Legislative
German Yu. Vetrov Project Manager, Municipal Economic Devel.

EA Ratings
Alexei V. Novikov General Director
Tatiana V. Sukhoruhova Deputy General Director for Administration

Russian Guild of Realtors
Konstantin Aprelev President

Troika Dialog 
Ruben K. Vardanian President
Oleg Tsarkov Managing Director, Investment Banking

Investment Banking Corporation
Sergei Gandzuk Head of the Mortgage Department
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Sberbank
Kirill Y. Vasiliev Head, Mortgage Credit Department
Klisho Y. Dmitrievna Deputy Head, Mortgage Credit Department

Best Real Estate Company
Alexander Koplkov Director
Andrei Ryabinski
Marina Gorsukova

Institute for Financial Studies
Andrei P. Vavilov Director

Russia Federal Duma
George A. Medvedev Staff Assistant: Committee on Property,

Privatization and Economics

Russian Ministry of Economy
Vyacheslav M. Loktionov Department Head

Fregat (Maintenance Company)
Valeriy N. Morgunov Vice President

Arthur Andersen
Gerald Gaige Director, Real Estate Consulting

The World Bank
Adrienne Nassau Sr. Operations Officer, Washington, DC
Eugene Gurenko Economist, Washington, DC
Ashot G. Harutounian Infrastructure Specialist, Project Coordinator,
Marina D. Velikanova Deputy Director, District Heating Project
Serguei A. Milenin Operations Officer, Energy Sector

The U. S. Russia Investment Fund
James B. Cook Senior Vice President
Konstantin K. Konstantinov Mortgage Expert

USAID
Hugh Winn Housing and Urban Development Advisor
Valentin V. Stobetsky Housing and Urban Development Project

Management Specialist
Rafail Narinsky Project Management Specialist
Joel Heisey Housing and Urban Development Advisor,

Washington, DC
Sean Walsh Former Housing and Urban Development Advisor
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George Deiken Former Housing and Urban Development Advisor
(telephone)

Quadel Corporation
Gene Rizor Director (Washington, DC)

Urban Institute
Ray Struyk Chief of Party, HSRP I and II
Steve Butler Legal Consultant (telephone)
Jeff Telgarski (Washington, DC)

Cooperative Housing Foundation
Barbara Czachorska-Jones Senior Housing Advisor for Europe (telephone)

Federal National Mortgage Association (FNMA)
Ruth Sando Formal Director of International Programs

St. Petersburg

Committee for the City’s Property
Leonid G. Fridgant Director, Methodology Department

City Committee for Housing Maintenance
Alexander S. Klimenko Former Director, Maintenance Department
Valerie Vogachev Former Deputy Director, Maintenance Department
Alla Suletskaya Director, Labor and Management Department
Tatiana V. Golovko Director, Computer Center

City Committee for Finance
Dmitry N. Kovrizihnyh Director, State Debt Department
Edward V. Batanov Deputy Director

Primorsky District Administration
Vladimir V. Strelets Deputy Chairman

St. Petersburg Bank
Vladimir Beznedelny Deputy Director, Department of Bonds and

Investments
Ekaterina Polyakova Deputy Director, Department of Banking Services

Industry Construction Bank
Dmitry A. Kiselev Financial Market Services Director

Baltic Financial Agency
Olga Augustova Director, Legal Department
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Petrovskiy Commercial Bank
Marina Kanunnikova Vice Chairman
Elena Gordeeva General Manager, Credit Department

Novgorod
City Administration

Yuri Chermashentsev Deputy Mayor

City Housing Administration
Ekaterina N. Sidelnikova Deputy Chief of Department
Tamara L. Ilyna Director, Finance and Economic Department
Irina N. Yavorski Specialist in Housing Allowances
Galina F. Kondrasheva Specialist in Housing Management and

Maintenance
Sergei Zorin Specialist in Condominium Development

City Economy and Finance Committee
Ekaterina Krasnovidova Director

Dialog Training Center
Alexander Zhykovsky Director
TatianaStovba Housing Training Programs Manager

Novobank
Lyubuv N. Masluva Director of Credit and Economy Department

Nizhny Novgorod

Unified Consumer Service - Kanavinsky District
Vera Zolotnitskaya Director

Oblast Housing and Communal Department
Anatolii I. Timerev Director
Irina Borovkova Deputy Director for Condominium Development

City Housing and Utilities Administration
Marina A. Kutsuruk Director, Housing Allowances Division

City Economics Department
Vacheslav D. Molokostov Director

NBD Bank
Dmitrii Fedunin Director of Loan Department
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Unitary State Construction Company
Vitalii A. Frolov Director (also formerly of Oblast Housing

Department)

Nizhni Novgorod Architectural and Construction University
Igor O. Korobeinikov Department Head (formerly with N. N. Loan Bank)

Ryazan

Zhivago Bank
Tamara Merkushina Deputy Chairman of the Board

Prio-Vneshtorgbank
Alexander B. Poltavtsev Loan Department Manager

OAO Regional Center
Igor B. Safonov General Director

City Administration
Irina Vishniakova Deputy Head, Housing Allowances Department
Yurii Nikitin Head, Condominium Development Division
Nadezhda Astafieva Deputy Director, Unified Customer Service

Irbis (Maintenance Company)
Oleg U. Denisov Deputy Director

































Annex D
CARANA’s Evaluation Team Members

Ken Kopstein: Mr. Kopstein served as team leader for the HSRP evaluation. He has had
over 25 years experience in housing development, management and finance as a senior
executive and consultant. Internationally, Mr. Kopstein has had numerous consulting
assignments, including: a) advisor to a national housing NGO in Poland on developing a
business plan to achieve sustainability after the conclusion of its USAID contract, b)
preparation of an analysis and organization structure for a secondary mortgage market in
the Eastern Caribbean, c) technical director on a long-range development plan for Luxor,
Egypt and d) financial expert on preparing a long-range plan for Chiang Mai, Thailand.
He has been a long-term advisor, serving as: a) Housing and Urban Development Advisor
for USAID/Jamaica,  where he developed an innovative cross-subsidy program for a
1,400 mixed-income housing community and was the technical advisor on restoration of
downtown Kingston, and b) Housing Finance Advisor to the Government of Botswana,
where he prepared extensive housing and mortgage demand analyses and a program to
meet projected mortgage demand. In the United States, Mr. Kopstein served as: a)
president of a bank subsidiary conducting real estate syndication nationwide and was
intricately involved in creating financing structuring with the use of tax-exempt
municipal bonds, b) vice-president of a major regional real estate company, where he was
responsible for financing large-scale condominium, cooperative and rental housing
developments, c) general manager of a 1,600~unit cooperative housing community, where
he led a nationally-recognized renovation program and was responsible for structuring a
unique private sector / U.S. Government financing package that resulted in substantial
below-market interest rates and d) assistant director of a university institute on real estate,
which also provided advisory services to local governments statewide on urban growth
economics. He has been a licensed real estate broker and mortgage broker. Mr. Kopstein
holds a Master in City Planning degree from Harvard University and was a Ford
Foundation Fellow at the Housing Specialist Institute. He is a member of the American
Institute of Certified Planners and held designation as a Certified Property Manager.

Daniel S. Coleman: Mr. Coleman has more than 30 years experience as an international
consultant, specializing in housing development, management  and financing. He has
undertaken short- and long-term consulting assignments in over 40 developing countries
in Latin America, Africa,  Asia, the Middle East and Europe. Included among those
countries are the former centrally planned economies of Russia, Poland, Armenia,
Kazakstan, and Mongolia. Mr. Coleman has also worked as a housing developer and
consultant in the U. S., most recently in the development of Low-Income Housing Tax
Credit projects. He is fluent in Spanish and somewhat fluent in French.

Larisa Afanasieva: Ms. Afanasieva is a real estate consultant. A graduate of Moscow
State University with a major in Economic Cybernetics (1980), she is currently Deputy
Director of the Center for Real Estate Analysis, a real estate research firm participating in
assistance projects to develop real estate market operations in Russia. During the last five
years, she has worked in several USAID and World Bank projects to assist in creating
private land rights, property appraisal systems, implementing registration of real estate



rights, and develop the mortgage system in Russia. Ms. Afanasieva  is a member of the
Russian Society of Appraisers and is a Certified Real Estate Appraiser. She is fluent in
English.

Nicholas V. Chitov: Mr. Chitov has more than seven years experience in mortgage
lending and investment banking. He worked for Russian banks such as MENATEP and
Interprombank (based in Moscow) as well as for foreign companies such as Merrill
Lynch Investment Bank based in London. In 1997-98, he developed a business plan for
‘Mortgage Lending Agency’*, Russia’s State Agency that aids in the securitization of
mortgages. Also, Mr. Chitov acted as a financial advisor to the “World Trade Centre”,
one of Russia’s largest business centres. He prepared underwriting (public offering) and
restructuring documentation for this organization. He qualified as a registered
representative of the Russian Securities & Futures expert. He graduated from the
University of London, Imperial College (UK) with a Master of Business Administration
(Finance).
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Annex E

Analysis of Russian Economic Conditions

General background

Russia is a federal state with a republican form of government. The constitution created a
two-chamber legislature: the Lower House (the State Duma) and the Federation Council.
One-half of the members of the Duma are elected from a party list, and the other half in a
simple majority vote. The Federation Council is composed of heads of regional executive
and legislative bodies.

The current president is Boris Yeltsin. The government is headed by the Prime Minister,
now V. Putin. There have been five governments during the past 17 months, led by the
following Prime Ministers:

V.Chernomyrdin - until March 1998 ( until the Asian crisis)
S.Kyrienko - March-August 98 (during the short-term debt default)
Y.Primakov - August 98 -May 99 (legislative/executive consensus PM)
S.Stepashin - May - August 99
V.Putin - August 99 – Present

For more than ten years Russia has been in transition from central planning economy to a
free market. During this time the Russian government has become progressively unstable
due in part to the country’s attempt to change simultaneously its political structure and its
economic orientation. Private property was introduced in 1990, and privatisation started
in 1992. There has been enormous inflation. From December 1991 the Consumer Price
Index increased by 25 times by the end of 1992, by 207 times by the end of 1993, and by
430 times by the end of 1994. Inflation declined somewhat in the 1995-1997 period
(Table 2), and the interest rate on treasury bills (GKO) declined to 27% in ruble terms
before the Asian crisis in October-November 1997. There are some signs of stabilisation,
however it is clear that the Russian economy remains very vulnerable.

Economic background

The Russian economy since 1992 can be characterised as follows:

• Negative economic growth in every year but 1997.
• High inflation
• Large indebtedness, particularly the growing short-term debt;
• Poor financial supervision, particularly in the banking industry, coupled with growing

and unhedged foreign banking debts;
• Private sector indebtedness that allowed excessive investments in certain industries

leading to a bubble in asset prices
• Government budget deficits, leading to diminishing trust in government policies;
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• A considerable increase in short-term foreign debt (more dangerous than long-term
inflows and direct equity inflows);

• Government attempts to maintain an unrealistic exchange rate.

The Asian financial crisis affected the Russian economy and contributed to Russia’s
severe crisis August 1998. (See Table 1 below). In that year, the Russian economy
declined by 4.6% while GDP per capita was only $1,900.

Table 1
A Comparison of Selected Russian and U.S. Data, 1998

RUSSIA THE US
Population, m 146 270
GDP, $bn 277 8511
CPI, % 27.8 1.6
Current account balance, $bn 2.4 -233.4
Federal budget balance,  as % of GDP -4.9 0.8
Total external debt, $bn 145 4826
Reserves exc. Gold, $ bn 7.8 65
Main trade partners Share of export
(import) out of total is around or more
than 4%)

Ukraine, Germany,
Belarus, the US,

Canada, EU, Japan
Mexico, UK,
Germany, China

Equity market capitalisation,  $bn 8.5 10914
Source: EIU, Merrill Lynch, 1999

The growing “brain drain” in Russia contributed to as well as reflected on the serious
economic situation. The latest World Competitiveness Year-book from IMD, a Swiss
business school, ranks countries in terms of “brain drain” by the likelihood of the well-
educated staying in the country. (The scale used is 1 = most likely to leave, 10 = most
likely to stay).  Because of the country’s economic turmoil, Russia’s score on this index
was 1.9. For example, 920,000 well-educated people left Russia to live in Israel between
1991 and 1997, which equalled 17% of the population of Israel at that time.

According to National Statistics Office, Goskomstat, the labour market remained
predictably depressed after the crisis. Real wages declined about 35%, although in the
April-June 1999 period, wages grew faster than inflation. Unemployment reached 14.1%
of the workforce in February 1999 compared to 11.2% in the end of 1998. About 35% of
the population in first quarter 1999 lived on incomes below Ru 950 (about $40) per
month, which was the official subsistence level at the end of June 1999.
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Table 2. Russia; Inflation, %.

Source: Troika Dialog, Russian Investment bank, 1999

Inflation for the first quarter of 1999 alone was 24.5%, but it is declining monthly.
Inflation is now expected to be around 50% for all of 1999 and will probably continue to
decelerate in 2000.

An eclectic economic model and an absence of a long-term government economic
program have discouraged the development of the domestic real economy. Owners of
enterprises and foreign and domestic investors have no incentive to expand their
companies in the long run. Without more direct investments in Russia and positive
economic growth, financial stability will not be achieved.

Monetary policy

Short-term rates

In 1998, Russia monetary policy led to the issuance of short-term financial instruments
at interest rates exceeding 100%. This policy boosted “hot” money inflows, but
obviously not the kind of long-term foreign direct investment that the Russian economy
really needed. Furthermore, it also discouraged foreign and domestic investment in the
economy and hampered GDP growth.

Structure of the government investments

In 1997, long-term loans constituted only 2-3% of total investments in the Russian
economy, which again reflected the speculative nature of money in the Russian economy
before the crisis. A disproportionate share of funds was invested in Moscow. For
example, at the beginning November 1997, 42% of all assets in Russian commercial
banks, more than 90% investments in GKO market, and more than 80% the commercial
bank notes were held in Moscow.
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To give a better understanding of the investment problem, the Russian Ministry of
Economy estimated in 1996 that the nation needs $200 bn to restructure its economy.

Fiscal policy

Budget policy

The fiscal deficit and the unsustainable reliance on external short-term treasury
obligations to cover that deficit were one of the main causes of the Russian crisis in
1998. These fiscal deficits had been sustainable during the two previous years, but
eventually the bubble burst, exacerbating further the balance of payment situation.

During the 1996-1998 Russia maintained a budget deficit. Even so, government
spending programs did not contain provisions for long-term investments. For example,
the share of long-term investments in the Russian government budget before the crisis
was around 5%, whereas in Korea it was more than 20% and in Indonesia exceeded
40%. Nor did the government revenues benefit from a rising securities market and from
foreign portfolio investments that exceeded $45 bn in 1997 due to the favourable tax
treatment for some investments.

Taxation

In general, tax revenues are insufficient. The tax code does not provide for the taxation
of gains on security market investments such as treasury bills and Russian equities.
There is little tax collection from enterprise profits due to a complicated and antiquated
tax system. Small and medium enterprises are able to avoid paying taxes. Tax evasion is
rampant. Nevertheless, since 1992 tax revenues have constituted 33-40% of GDP in
Russia, which, in itself, is a serious economic constraint. For example, tax revenues as a
percentage of GDP in the Asian countries are around 14-24%. Russian tax policy is
counter-productive to boosting the Russian economy. On the other hand, the sharp
increase in the price of oil has helped Russian authorities to increase overall tax receipts.

Other Issues

Large foreign debt (Soviet and Russian).

In 1998 the debt level and debt service payments were high and rising, while GDP was
falling. Domestic debt at August 1998 reached $70 bn. While short-term debt in itself
was not a serious impediment in the Russian economy, the combination of short-term
debt and a fixed exchange rate made the economy quite vulnerable. In addition, using
short-term government debt to finance the budget deficit made the situation even worse.
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Competitiveness

The Asian financial crisis coupled with the appreciation in real exchange rates resulted in
a deterioration of Russian competitiveness. Foreign goods actually became much cheaper
than Russian goods after the Asian crisis hit. The Russian rouble came under pressure in
late October and November 1997 as this crisis intensified. Yet the government only
allowed the rouble to fluctuate within a 15 % band on either side of a yearly adjusted
central line pegged at 6.2 rubles per US$ during 1998-2000. Insofar as this was not
feasible, the real exchange rate appreciated which had a major effect on Russian exports
and imports, and accordingly on the current account deficit. Exchange rates in Russia
between 1997 and1999 are shown below:
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The Government needed to cover its current account by either equity investments or by
debt, preferably long-term. Yet, the existing huge burden of foreign debt made it more
difficult to finance the current account imbalance, which appeared in the first and second
quarters of 1998. While large foreign reserves could have eased the deficit problem,
especially when Russia was pegging its exchange rate to the US Dollar, the nation’s
foreign exchange reserves were relatively small. In fact, the foreign debt was $14 bn
while dollar reserves were only $11 bn. Accordingly, Russia faced a large and systemic
financial crisis.

Systemic crisis in Russia.

To summarize, there are three types of crises in Russia.

Domestic federal debt crisis
• Out of control government short-term borrowing;
• Inability to repay short-term government debt in 998;
• Investor divestiture of their investment portfolios.
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Currency crisis
• Insufficient foreign exchange reserves;
• Devaluation of the ruble;
• Failure of the fixed exchange rate.

Banking crisis
• borrowings in US$, investments in rouble denominated government T-bills;

Russian banks had few investments in and dealings with the real economy. Few people
had bank savings accounts and lending was minimal. Moreover, Russia’s banking sector
was relatively small, particularly in comparison with Asian banks. Therefore, while
harmful, the 1998-1999 recession was not as deep as expected.

Private investments (structure and direction)

In general, investments were not productive because they did not generate any return to
the real economy and did not boost GDP growth. Portfolio foreign investments (mainly
foreign capital private inflows as “hot” money) were not directed to productive sectors of
the economy. Taxes were not collected from these markets in that government Treasury
Bills were free of taxes and share trading companies were usually offshore. Therefore,
foreign portfolio inflows were not productive and rather created a bubble in the prices of
Treasuries and equity assets.

Low foreign direct investment probably reflected both a lack of government and
“oligarch” desire for such investments as well a lack of investment tax incentives.
Foreign direct investments were only $6 bn in 1997, whereas foreign portfolio
investments were $45 bn. In addition, Russian capital estimated at around $25 bn fled
abroad in 1997 due to a lack of confidence resulting from the political and economic
instability.

In spite of the presence of some foreign investment banks and mutual funds, as well as a
rapidly growing capital market during 1997 and 1998, the investment climate was not
favourable to mortgage lending at that point. It was impossible for mortgage lenders to
compete with the high government interest rates in 1998. Moreover, there were no
incentives for Russian banks and foreign investors to provide mortgage lending or to
invest in the secondary mortgage market.

Savings

Savings were estimated at $50-60 bn before the 1998 crisis. Most institutional savings
were in Russian banks which in turn was invested in Treasury Bills. Thus, domestic
savings were used to finance the government’s budget deficit, rather than in the property
market or the productive sectors of the economy. The bulk of savings were kept “under
the mattresses”, which again reflects a lack of trust in the government.
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Current Trends:
The capital market has changed dramatically in the current year. Corporate debt yields of
some Russian private companies have fallen to 13 to14% (US$), which is less than the
yield on sovereign debt 15% (US$). The Russian investment climate is becoming more
favourable to both primarily mortgage lending and secondary market.

Recently, the Russian economy has benefited from a sharp recovery in the price of gold,
oil and gas; the impact of higher oil revenue because of the ruble devaluation; and an
increase in corporate taxes from oil companies and related tariff collections.

As a result of the most recent IMF discussions, the World Bank and the Japanese
government have resumed their previously agreed loan programs. Investors now hope
that these leading programs will continue and that Russia will be able to maintain a
proper relationship with international financial institutions (as regards repayment
schedules, etc.), although there is no assurance that this will happen.
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Annex F

Analysis of the Russian Housing Sector

This analysis of Russia’s housing sector covers two distinct periods: first, from the
beginning of “perestroika” in 1985 until the end of 1992; and secondly, from the
beginning of 1993 until 1998, which is essentially the implementation period for HSRP I
and II.

1. Situation in the housing sector during 1985-1992.

• Housing construction

By 1985 the Soviet Union began to implement major structural changes to improve the
economy, which are known today as “perestroika”. Implementation of these changes
coincided with an economic crisis that resulted in hyperinflation during 1991-1992,
peaking at 2,480% in 1992. In the housing sphere, the XXVII Communist Party Congress
in 1986 enacted an ambitious program, which in view of the economic situation then, was
far from realistic. The main objective of the program was to accelerate housing
construction and thereby eliminate the huge housing deficiency by the year 2000. In the
early stages, there were some positive changes as shown by an increase in housing
construction of 6.5 % in 1986 and 10.3% in 1887 (see Table 1). In fact, the quantity of
housing constructed during 1987 was the largest annual amount in the last twenty years.

Beginning in1990 through 1992, the rate of housing construction decreased rapidly. Due
to inflation and a sharp decease in state funding, housing construction in 1992 constituted
only 57% of the 1987 level. Table 1 summarizes the housing activity by the three State
sectors (federal, state enterprises and other state/public entities) and the two private
sectors (housing cooperatives and individuals).

Housing construction by state enterprises using their own funds (as opposed to funds
received from the central budget) began only in 1987. This resulted from the
implementation of the 1987 law “On State Enterprises” which decreased taxes for
enterprises and permitted them to retain more of their profits, thereby giving enterprises a
reason to invest in housing construction for their employees. As a result of this reform, by
1988 some 38% of all housing construction was financed by enterprises as compared to
only 6% in 1987.
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Table 1
HOUSING CONSTRUCTION 1, 1980-1992 (in millions of square meters)

  1980   1985   1986   1987   1988   1989   1990   1991   1992

Total amount of housing
Construction:
As percentage of 1980

    59.4

  100.0

    62.6

  105.4

    66.2

  111.4

    72.8

  122.6

    72.3

  121.7

    70.4

  118.5

    61.7

  103.9

    48.3

    81.3

    41.5

    69.6

Federal Budget     49.6     50.2     53.3     54.1     30.1     27.6     21.0

State Enterprises       -       -       -       5.1     27.7     28.4     26.5

Other State/Public entities 3.3 5.3 5.4 5.3 5.2 4.8 5.3

Housing Cooperatives 2.5 3.4 3.6 4.1 4.1 3.7 2.9 2.4 2.1

Individuals 4.0 3.7 3.9 4.2 5.2 5.9 6.0 5.4 4.9

Table 2.
DISTRIBUTION OF HOUSING CONSTRUCTON FINANCING BY SOURCES2

(millions of  roubles)

1980 1986 1987 1988 1989 1990 1991 1992

Total financing of housing
construction,
as a percentage of overall
national investments

13,227

    14.0

18,629

   15.4

20,180

   15.7

21,339

   15.4

22,339

   15.5

22,919

   15.9

37,100

   18.9

191,000

State financing,
out of it:
   - from budgets
   - from enterprises’ funds

11,497

11,497
     -

15,587

15,587
     -

17,076

15,709
  1,367

18,036

9,045
  8,991

18,853

8,521
10,332

18,880

8,347
10,533

30,800

11,500
19,300

154,000

  55,000
  99,000

Housing construction
cooperatives

     404      689     773      772      682      654   1,100     6,000

Other state owned/public
organizations

  1,762   1,678   1,674   1,678   2,168   4,300   26,000

Individuals      379      591      653      857   1,120   1,217      900     5,000

                                                
1 Source of data – Ministry of Economy
2 Indicators for 1980-1990 are given in prices of 1984; for 1991 and 1992 - in prices as of January 1,1991.
Source of data - Ministry of Construction.
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Table 2 shows a trend away from the use of federal or state budgetary financing for
housing construction in favor of enterprise financing, a major change in the housing
sector during this period. Another significant change relates to the increasing share of
individuals building their own housing that also resulted from new provisions in the 1988
legislation. These developments were aimed at (1) mobilizing individual savings for
housing construction; and (2) making construction loans from state credit institutions
more affordable. But a major part of the increase from individual housing construction
during 1988-1992 was due to individual savings rather than funds borrowed from credit
institutions. Sberbank’s construction loan portfolio constituted only 1% of its assets in
1991. The percentage of individual construction loans issued by commercial banks was
0.2% of its total loan portfolio in 1992.

Although increasing, the share of housing construction by individuals in overall housing
production was still small - only 12% in 1992. As a result, steps to increase individual
construction became a major part of the government’s housing reform program for 1993.

• Housing maintenance and repair
 
 The decline of budgetary funds for housing construction was accompanied by a growing
decline in funds for housing maintenance and repair. Ministry of Construction estimates
show that budgetary funds available for housing maintenance and repair dropped from
60%-70% of the amount needed in 1990 to 25%-30% in 1993.
 
 When ownership of state housing1 by 1991 was transferred to municipalities, decisions
regarding housing management and maintenance (including those related to budgetary
support) began to be made at the municipal level. Because of inflation and a sharp
decrease in financial support from the central budget, municipalities faced increasing
housing maintenance costs that forced them to postpone regular maintenance and repair.
As a result, from the beginning of 1992, such delays became a regular practice and the
housing stock continued to deteriorate rapidly.
 
 Another important issue was that housing maintenance and repair were carried out by
municipal organizations that were paid standard fees based on a predefined level of
standard services to be delivered. Each organization had specific buildings assigned to it
for maintenance. There was no competition for this work and therefore no incentives to
decrease maintenance costs or to increase its quality.
 
 At the same time, the government policy was to maintain low rental payments for
housing and communal services by tenants. At the end of the 1980’s such rent payments
constituted only an average of 3% of overall family expenses. During the period of
liberalization of the economy, prices were increased for practically all goods and services
except housing and communal services. With the high inflation in 1992, the percentage of
payments for housing and communal services fell to only 0.3% of the average family
income. This governmental policy also served to protect the population from the shock of

                                                
1 With the exception of  enterprise housing
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rapid economic change. But this led to the physical deterioration of the housing stock and
the need for urgent measures to increase funding for housing maintenance and repair.
Such measures became one of the most important parts of the upcoming housing sector
reforms.
 
• Housing privatization
The first law on privatization in 1989 resulted in only 10,000 apartment units (0.03% of
the total stock) privatized in the first year, followed by 43,000 in 1990. The subsequent
law “On Housing Privatization in RSFSR”, adopted on July 4, 1991, was the first major
step towards real transformation of the Russian housing sector after “perestroika”. After
this law was passed, 122,000 units were privatized by the end of 1991, which was still
not significant when compared to the total housing stock. Amendments to the Law in
December 1992 allowed “free” privatization1 regardless of the size of the apartment
being privatized and speeded up the process. Data from the State Statistics Committee
demonstrate that the people’s attitude towards privatization changed dramatically and
resulted in the privatization of 2.6 million apartment units in 1992.

Summary. The period 1985-1992 in the housing sector can be described as follows:

(1) Decreasing rates of overall housing construction;
(2) Changes in the structure of housing construction financing with a decreasing share of
central budgetary funding and a corresponding increase of the share of funding from
enterprises and individuals;
(3) Ownership of state housing was transferred to municipalities (excluding the housing
stock of state enterprises);
(4) A decrease in the amount of budgetary financing for housing maintenance and repair
accompanied by an overall policy of retaining low rental payments for housing and
communal services;
(5) No competition in the area of housing maintenance and repair;
(6) Beginning of “free” housing privatization with the adoption of the law “On Housing
Privatization in RSFSR” in 1991.

2. Situation in housing sector during 1993 -1998.

As mentioned above, the law “On Housing Privatization in RSFSR” became the first
major step towards real transformation in the Russian housing sector by implementing
privatization of dwelling units. The next step was the adoption of the Law “On
Fundamentals of Housing Policy” which became effective on the 24 of December 1992
which created the basis for comprehensive reforms in many areas of the housing sector.
To implement this law, the State program on “Housing” was adopted. The purpose of this
program was to define basic provisions of the State’s housing policy as well as specify
the measures for carrying out the following main tasks:

                                                
1 The Law of July 4, 1991 also permitted “free” privatization but only for living space within predefined
norms that depended on family size. Families had to pay for the space that exceeded the norms.
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• Overcome the decline in housing construction by providing citizens’ rights to choose
the own way to satisfy their housing needs;

• Change the structure of ownership and sources of financing in the housing sector by
providing economic preconditions and stimuli for (1) promotion of non-budgetary
funds for housing construction financing, (2) development of a residential real estate
market, (3) further housing privatization, and (4) promoting low-rise construction
(rather than multi-story, multi-family buildings);

• De-monopolize housing construction and housing maintenance;
• Improve the system of housing management.

To facilitate a comparison with the first part of this document, the analysis has been made
from the perspective of developments in (but not limited to) the areas of housing
construction, housing maintenance and repair, and housing privatization.

• Housing construction.

Table 3 below shows that over the period 1993-1995 the amount of completed housing
construction remained fairly steady. The stability of housing construction, and even the
small increase in housing completed in 1995, can be explained by completion of projects
begun in previous years in both multistory and low-rise construction. There was still an
upward trend in individual construction after 1995 but at a slower rate.

Table 3
HOUSING CONSTRUCTION, (million square meters) 1993-1998

1993 1994 1995 1996 1997 1998

Total amount of housing
construction completed,
of which:

41.8 39.2 41.0 34.3 32.7 30.3

Individual construction 5.6 7.1 9.9 10.0 12.1 N/A
Percentage of individual
construction as a % of total

13.0 18.0 24.0 29.0 37.0 N/A

The amount of capital investment in housing construction decreased in both the State and
the individual sectors. The consequences of this decrease became noticeable in 1996
when the total amount of construction completed dropped sharply. The decreased
investment in individual construction was due, in part, to a lack of construction loans
from banks because of the high credit risk in relation to the average borrower’s unstable
and irregular income. Despite a decrease in inflation rates (up to August 1998) it was
more profitable (and less risky) for banks to make short term commercial loans. As a
result the amount of construction loans issued by banks to individuals during 1992-1997
declined even further.
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The law “On Mortgage Lending” was finally adopted in 1998, after being considered for
six years in the State legislature. Statistics show that in urban areas there is an average of
1.15 -1.2 families living in each apartment unit and 1.4 - 1.5 people in each room of the
unit. The need to decrease the high density rate and to improve living conditions, will
eventually result in a huge demand for mortgage loans in Russia. However, the economic
situation still needs to improve to convert this need into effective demand. The adoption
of the law, along with creation of the Agency for Mortgage Lending, formed the basis for
developing the supply side of the mortgage market.

• Housing maintenance and repair

As mentioned previously, at the beginning of 1993 urgent measures were needed to
increase funding for housing maintenance and repair. The major step in this direction, as
provided in the law “On Fundamentals of Housing Policy”, was rent reform which was
aimed at increasing rent and utility payments paid by tenants. The initial date set for
achieving full cost recovery was the end of 1998. To protect low-income families, a
housing allowance program was introduced to compensate for the increase in rental
payments. During the period 1993-1997 the implementation of the housing reforms
resulted in an increase in payments from about 2-3% of costs to 20-40% (depending on
the type of service provided). In 1993 these payments constituted 1.5% of the average
family income while by 1997 it had increased to 15%. Since the rate of increase in
maintenance and utility costs exceeded the inflation rate, the share of local budget
subsidies for housing maintenance and utilities did not decrease.

The increase in rental payments was exacerbated by a decline in real incomes that soured
the people’s perception of the rent reform process. As a result, the deadline for recovering
full maintenance and utility costs from residents was postponed to 2003 and for capital
costs to 2008. At the same time, local budgets were insufficient to support housing
maintenance and repair. In 1996 the recovery of costs from available sources of financing
- local budgets and residents - was only 50% of what was needed. Given the lack of
budgetary funds, only further reforms in the system of payments from the residents for
rents and utilities1 can improve the situation in this area of the housing sector. It means
that specific measures should be developed to increase the participation in cost recovery
of those families who can currently afford to pay up to 100% of those costs. According to
estimates, rent and utilities payments constitute no more then one half per-cent of the
income from more affluent families.

Another negative feature of subsidized rent and utilities payments is that this policy does
not lead to the creation of a competitive environment for maintenance services2. Given
the current low level of financing, competitive bids in some regions are not really
competitive. By requiring upper income families to pay full costs, however, residents will
seek out maintenance companies that provide better quality and lower prices for their
                                                
1 These measures should be combined with others aimed at regulating local electric- gas- and water utility
providers. High tariffs constitute the major part of utilities and other communal services costs.
2 Allowing competition by de-monopolizing housing maintenance is an integral part of ongoing housing
sector reforms.



7

services. This mechanism would use natural economic incentives to create a competitive
environment for maintenance services.

• Housing privatization

The following table shows the structure of housing ownership in Russia.

Table 4
STRUCTURE OF OWNERSHIP IN THE HOUSING SECTOR
Percent at the beginning of the year)

1993 1994 1995 1996 1997
Total amount of housing
stock,
of which:

100 100 100 100 100

- in private ownership,
        of which:

36 47 50 53 55

Ownership of individuals 30 37 41 44
- in state ownership 38 19 13 10 8
- in municipal ownership 25 26 28 30 31
- in public ownership 1
- in mixed ownership 8 8 7 6

The percent of privately owned housing increased from 36% at the beginning of 1993 to
55% at the beginning of 1997. These rates peaked in 1994, after which they began to
decrease as is shown on Table 5.

Table 5
HOUSING PRIVATIZATION

1992 1993 1994 1995 1996 Total as
of
January
1, 1997

Number of privatized
apartment
units(thousands)

2,613 5,804 2,396 1,529 1,203 13,698

Percentage of  total
number of units to be
privatized (%)

8 18 9 6 5 39

Among the most important reasons for the decrease in the rate of privatization is the fear
that the owners of privatized apartments will be the first to pay full recovery costs for
maintenance and utilities. So far, no difference is made between owners and tenants
concerning participation in cost recovery unless the residents of the building create a
home-owners association. Experience to date in converting existing buildings to home-
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owners associations shows that in most cases residents make such a decision only if they
can find additional sources of income to cover the increase in maintenance and utilities
costs. Since such additional income is not easy to find, the creation of  new home-owners
association has been slow,  with only about 3,000 associations having been created in
Russia to date. Other reasons that residents prefer for the building to be retained on the
balance sheets of municipalities include:
• Existing bad condition of the building;
• Low income of the tenants;
• Lack of a developed market for providing communal services (in other words - no

real competition between maintenance companies);
• Presence in the building of families with different levels of income;
• Lack of sufficient regulation of the owner’s responsibilities.

Summary: The period 1993-1998 in the housing sector can be characterized by:

(1) Continued privatization that reached almost 50% by the end of the period;
(2) Decreasing investment in housing construction in both the state and private sector;
(3) Adoption of the major law “On Fundamentals of Housing Policy” which contained
the main provisions for housing sector reforms;
(4) Adoption of the state program “Housing” which contained specific tasks to implement
reforms prescribed by the law;
(5) Initiation of the housing reform process by:

 - Increasing rent and utilities payments,
- Organizing the housing allowances system,
- Organizing competitive bids for maintenance companies,
- Creating home owners associations;

(6) Adoption of the law “On Mortgage Lending” and creation of the Agency for
Mortgage Lending;
(7) Insufficient financing for housing maintenance and repair;
(8) Lack of incentives to create home-owners associations.




























































































































































