EXECUTIVE SUMMARY

This summary provides an overview of the housind é&and management situation in Belarus,
covering the main characteristics of the sectorah@ncing some policy recommendations.

Urbanization in Belarus follows common regionalteats and world trends: the urban population is
increasing (currently more than 73 per cent ofttiial population, as opposed to 57 per cent in L,981d the
main growth is registered in the capital city ofrigk, home to nearly one fifth of the total popuatof the
country. Migration is linked to the opportunitieffesed in urban areas by the development of ingluaitd
services and better living conditions.

There are several signs of a positive attitude shiopwthe Government of Belarus towards the housing

and land management sector, including a numbeefofms and by-laws. In line with similar experieade

the region, the country’s housing and land managésystem has to respond and adapt to post-Sosietd
needs as well as political and institutional restiting. For instance, privatization of housing veae of the
first ways to gradually improve the well-being diving conditions of the people of Belarus. Pasgeti992,
after several amendments, the Law “On the Priviidiaaof Housing Stock in the Republic of Belarug992,
with amendments and additions) allowed the Goventrizeallocate housing space to citizens. As airiudry
2008, privately owned housing stock accounted ¥ &er cent, as compared to 53.5 per cent in dhlg e
1990s.

Despite a general tendency to align themselves wathional development patterns and reforms,
current trends and policy orientations in the hogsaind land management sectors need to be strémger
achieve the full and effective participation of sthkeholders in or affected by the housing seatohiding a
more proactive involvement of the private sectdre Becentralization of decision-making is also ssagy to
involve local authorities and administrations, whis a crucial aspect in this regard.

In general, the Government and its ministries gthdobsen their regulatory functions and increase
facilitation and monitoring of relations and inteanges between the public and private sectors. djehe
know-how and experience acquired in regulatory &arks should be applied more in the monitoringseisa
of projects to check the different actors’ comptiarwith laws and rules. The rule-setting functiefishe
Government should be relaxed and decentralizedlldov &or decision-making at the local level, while
facilitating and monitoring the interactions betwe¢he different actors (including non-governmental
organizations (NGOs) and the private sector) inedlin housing and construction businesses.

The two lead ministries on issues pertaining tositoy and land management are the Ministry of
Architecture and Construction and the Ministry aduding and Communal Services, but in addition abarm
of other ministries and committees are involvedhiis policy area, leaving only a limited role aretluced
number of tasks for local-level authorities. Ovpdlaof responsibilities at the highest levels aral lthnited
decision-making powers of the local structures pnéthe system from being more effective and fliexib

The work of local and regional governments (rayand oblasts) should therefore be given greater
scope and more independence for formulating andeimgnting housing policies. The current “top-down”
approach discourages actors at the municipal lexed, are mere executors of decisions taken at highels,
and therefore cannot translate their knowledge fzamttds-on experience of local realities in effectare
responsive policies and plans. More decentralinatiod a clearer division of responsibilities, ceapWwith a
strengthening of interministerial cooperation, wbblenefit all levels of the decision-making systenthe
sector.

The State is the main actor in the housing and togeton sector. Construction activities are
implemented by the State through State-owned aget&gin companies. As a consequence of a governieent-
market and centralized decision-making as wellessrictions on the roles of NGOs and the privatgose
those two actors play a limited role in policymakiand the implementation of decisions. Their latk o
participation does not enhance the transparenpyaaesses and also discourages foreign investonda8y,



2 Executive summary

local investors would be more motivated if the egstcould guarantee the participation of mer@nd more
diversified— actors at the local level. Thus the constructiatustry should be decentralized and opened up for
participation on a competitive basis.

Belarus is aware of the importance of this seabar igs impact on the well-being of the populatias,
well as for the health of other sectors. Housinlicgads one of the Government’s priorities. Its magoal is to
provide each household with decent, affordablecaraditatively standard housing. Due to the changemure
preferences and the efforts of the State to inerdas responsibilities and financial involvemenbaiers and
tenants, the policy is directed mainly at suppgrtimomeownership tenure. This reorientation is peeckeas
the starting point for a transition from a Stateta¢ housing model, where the State is respondinie
construction and maintenance of the housing stoekards a market-based housing model, where madsieof
construction costs are paid by the population (fawmers) and where market-based housing financed coul
gradually substitute for State subsidies.

In spite of the high level of homeownership proaliby mass public housing privatization (84.4 per
cent of housing stock as of 1 January 2008) anddtminance of homeownership tenure in new housing
construction, the housing finance structure in Bedas still heavily oriented towards the publictee and the
role of private investment and market-based houfimgnce remains a minor one. The systems of hgusin
finance, housing construction and housing mainteeamodernization and management are dominated by
State entities, i.e. by State-owned companies anés)

The dominant role of public entities in housing stwaction and finance does not substitute a well-
functioning market, and discourages the privatetosedrom its further involvement. The positive
macroeconomic development and drop in inflationuth@o hand in hand with an increased role for and
participation of the private sector. However, bptivate housing development and private housingnioe are
relatively underdeveloped in Belarus. In both f&ldompetition is missing and private developeise fa
complex regulations and bureaucracy. Banks facelipuidity (especially for long-term deposits) ahayh
credit risk (due to an inappropriate legal framdgoriUnder such conditions, the private sector cénno
outperform the public one, and no private saviragslme realized.

Some positive trends in the housing sector arethetess being seen in the country. While the typica
Soviet-period flat is characterized by very smaksand poor planning, after 1990 flats became dyigond
more comfortable, reaching an average size of B6.By 1 January 2008. In the Minsk region, about 09,5
people work on housing maintenance in local govemtnstructures, and about 11 per cent of the Minsk
regional budget is spent on housing maintenanceisidg maintenance polices can be described as well
developed and comprehensive. At the moment, thatgodoes not have significant illegal settlemeaoits
illegal constructions.

On 14 June 2007, the President of the Republic @ams issued Directive 3, which addresses
sustainable livelihood and savings as keys to @mguhe economic well-being of the nation. Actie#ito
implement this Directive include: (a) energy audiiisheat supply schemes in buildings and the lilasi@n of
individual devices for heat and hot water supplyrésidential housing; (b) the amendment of technica
regulatory legal acts towards energy-efficient rodtbf performing building design and constructiand (c)
an extensive use of domestic energy- and resoargaesstructures, tools and materials.

A comprehensive Programme on Energy Asset ModdraizaEnergy Efficiency and Use of Local
Fuels 2006—2010 aims at the economic and ratis®lbil energy in the construction sector. Alread2007,
270,000 rfi of housing stock had been selected for retrofjttmincrease energy efficiency.

The National Bank the Republic of Belarus contthiswhole banking system; however, it does notvetee in the
activities of commercial banks. Commercial banks loa State-owned, private or mixed. In this repbs,term “State
bank” is used to refer to a commercial bank whbeeState owns over 50 per cent of the shares.
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The greater challenges in terms of energy effigiese posed by the mass social housing dating
from the 1960s and 1970s. These involve seriouslg@mts in terms of insulation, the poor quality cdterials
and structural design defects.

As of 1 January 2008, 717,500 people were regidtasein need of improving their living conditions,
according to available data. Although the Stat@rviding housing, the demand is still greater thiaa
supply. Demand for subsidized housing is increasinglinsk and the Minsk region. The average timergp
by people on waiting lists can reach 18—-20 yeatfénbig cities, making these lists of very limitaichctical
use. In the period 2000—2007, the cost of housiag @t a rate exceeding the rate of inflation, gxedprice of
housing services (maintenance of residential hgusiotel and hostel services) grew 100 times, agaoed
to an overall increase in consumer prices of only fimes. Increases in the costs of heating, hgusin
maintenance and electricity were the highest. Hmusind utility costs have grown relative to housegho
consumers’ expenditures, from 3.0 per cent in 20004 per cent in 2007.

Moreover, since 1999 the State is no longer bujidincial housing. Given the many people still in
need of housing and the long waiting lists to asdeans, government policies should focus on threxlrie
produce alternatives and more diversified finanogations as well as to strengthen the social hgusector.
Policies for energy efficiency should be also fartbolstered and encouraged, both as a way tofitetro
buildings but also as part of a general approactingi at energy savings, cleaner fuels and reduslignce
on oil and gas imports.

There is still an “affordability” gap between thokeuseholds that received generous economic
subsidies in the form of “giveaway” public housimgvatization and those that have to repay thedcaalbeit
though with below-market interest rates — for pasihg a flat. So-called soft loans (loans with etoarket-
level interest) for the purchase of owner-occupiedsing are extended only by the two dominant haBlsh
loans constituted 72 per cent of overall outstagdiousing loan balance in April 2007. The subsigstem
should be reformed to avoid long waiting periodsléav-interest credit. Subsidy eligibility shoule Inodified
(in particular, eligibility criteria should be cles) and transparency in allocation of loans inseea

The system of housing finance as a whole is cleamly at the halfway point between being State-
based and market-based, and it is still biasedrdsvaublic financing. This is especially true whare takes
into account who manages and maintains housing, s@nstructs new housing and who extends credit for
purchase. The level of subsidies is comparativegh,hespecially when taking into account economic
subsidies (house privatization), cross-subsidiesirfd management and utility consumption) and thplicit
guarantees for performance enjoyed by State corepamd banks.

In general, to overcome these problems, a reforthetubsidies should be undertaken to make them
immediately available, and also by allowing privatnks to issue them. These actions would incréese
sources of loan financing and the participatiopate capital in the housing sector. Thus, thesttgment
of a competitive banking sector should be suppoitéeé liquidity of banks could be improved by openiup
the banking sector more widely to foreign capitadl anoney channels so long as this was accompangied b
strong regulatory frameworks. Further legislationmeortgage banking, and possibly also setting gpséem
of housing savings, could also improve the presguaation. The draft Law “On Mortgage” (2008), esaged
to enter into force in 2009, will, if properly inghented, also facilitate a move from housing ldangassic
mortgage loans.

More intensive private sector involvement wouldoalsenefit the land administration system and
spatial planning. The present study concludesrtiae efficient use of land resources and increpseate
capital for agriculture and industry developmerd aecessary steps to liberalize the land markes. would
generate additional income, which could contribistethe development of infrastructures, includingiab
housing. In line with the above, restrictions teefgn land ownership should also be abolishedaatjpe that
at the moment hinders foreign investment.

In general, land administration could be improvgddforming the taxation systems, clearly defining
real property rights and facilitating real propeftymation procedures. E-land administration wofudher
facilitate the process.
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As with housing, the influence of national policyweorules local needs. Empowering local
administrations to decide on local plans and timepiementation would improve local quality and gueace
of planning measures. To diversify its approach,@overnment should also make use of those urlzameis
who work in private practice, and should considéerent development options and solutions.

In addition to the private sector, other stakehadwed to play stronger roles. Participation sthoe!
encouraged, not discouraged. For instance therlearecentives for homeowners to establish homerain
associations. Existing legislation is not compufsan fact, the associations are set up almostusiatly in
new apartment houses, and only a very few exidhuitdings with privatized dwellings. The creatiof o
homeowners’ associations should become mandatory.

The opening-up of the housing and land manageneetbrs to private operators does not and should
not bring deregulation. On the contrary, a systaoukl be put in place for the Government to guaearthe
broadest possible participation, to monitor theractions that take place according to the newsrafed to
respond to emerging needs.





