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PRACTICE AND CAPABILITIES
OF PROGRAMMATIC HOUSING POLICY
IMPLEMENTATION IN UKRAINE

The need for the growth of housing construction is considered through the prism of increasing
the affordability of housing for citizens, which is determined, in particular, by the develop-
ment of preferential housing financing programs. Availability of housing is a primary socio-
economic task in the difficult conditions of martial law. State and local programs make it
possible to purchase housing, creating additional demand for it on the part of the population
of different income levels.

The aim of the article is to systematize preferential programs within the state housing po-
licy and analyze the capacity of the most significant mechanisms for their implementation,
and to identify organizational forms of increasing housing affordability by applying a prog-
rammatic approach. The study was carried out on the basis of general scientific methods:
generalization, analysis and systematization. To present the results of the study, statistical me-
thods are used: groupings, comparisons, tables. The novelty of the study is in authors’ position
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on the issue and basic methods of application and implementation of the program approach
to increase housing affordability for the population, in particular, an effective tool for attrac-
ting funds for the local investment projects — bonds of local development funds. The article sys-
tematizes the main goals, objectives, basic principles of preferential programs; the effectiveness
of the most significant mechanisms for their implementation was studied, with the determi-
nation of urgent organizational forms of application of the program approach from the point
of view of the availability of housing for the population. The banks’ participation in financing
the construction of housing and other infrastructure facilities in the role of escrow agents that
protect and defend the interests of future property owners was proposed. The importance of
ensuring the availability of mortgage insurance in conditions of high war risks was indicated.
In order to improve the situation with condominium lending, it would be important to stren-
gthen the role of budget sources as a basic element of assistance, in order to encourage lower-
level budgets to increase their contribution to programs for providing housing to the population.

Keywords: housing programs, mortgage, social housing, bank lending, bonds of local develop-
ment funds.

Introduction. In Ukraine, a full-scale war has caused and continues to cause
huge losses in all spheres of society every day. In March 2023, the World Bank
estimated the cost of recovery and reconstruction of Ukraine at $411 billion [1].
According to estimates by the Kyiv School of Economics, during the year of
the full-scale Russian military invasion, the total amount of direct documented
damage to residential and non-residential real estate and other infrastructure
amounted to more than $143.8 billion (at replacement cost). Residential buil-
dings (37.3 % or $53.6 billion) and infrastructure (25.2 % or $36.2 billion) ac-
count for the largest share of the total amount of direct losses. The loss of busi-
ness assets is at least $11.3 billion and continues to grow. Direct losses of the
agrarian sector as a result of the war are another $8.7 billion [2].

The full-scale invasion resulted in the largest mass migration wave of Euro-
pean population since the Second World War; destroyed entire cities and com-
munities; caused the tragic deaths of countless civilians, including children;
pushed more than a quarter of Ukrainian citizens into poverty. According to
the Office of the United Nations High Commissioner for Refugees, as of
05/23/2023, the number of refugees from Ukraine recorded throughout Europe
since the beginning of the full-scale war reached 8.26 million people [3]. More
than 4.85 million Ukrainians became internally displaced persons (IDPs) as of
05/01/2023 (according to the Ministry of Social Policy of Ukraine), 3.5 million
of them moved after 02/24/2022, and 2.7 million were registered for the first
time since 02/24/2022. IDPs and refugees have different intentions to return to
their previous place of residence. While the primary driver for refugee return is
an end to war and related security risks, adequate access to housing and liveli-
hoods in Ukraine will greatly influence decisions for both refugees and IDPs [4].

Provision of affordable housing for the population, especially in times of
war, is an important issue, and state housing financing programs are a relevant
mechanism for providing affordable housing. After all, IDPs who were forced to
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leave their homes need more than just temporary housing. The possibility of
purchasing a new or rebuilding a damaged home is one of the determining
factors for the return of Ukrainians from abroad.

Before the start of the full-scale invasion of Ukraine, the role of the state in
housing construction significantly decreased. State financing mechanisms for
housing construction were dismantled but alternative market methods of hou-
sing construction based on mortgage mechanisms have not become widespread.
Creating a modern housing market became one of the urgent tasks of Ukrai-
nian reforms. Without solving them, it is impossible to improve the well-being of
citizens, ensure effective recovery and development of the economy, and im-
provement of the demographic situation. During the years of reforms, certain
steps were taken in the direction of introducing housing lending into the Uk-
rainian practice of housing construction. Currently, in Ukraine, the only in-
strument of housing credit is considered to be the mortgage, mainly in its full
form, the development of which began after the adoption by the Verkhovna Rada
of Ukraine in 1995 of the concept of state housing policy, which defines the
main directions of reforming the housing market on the basis of a program-
targeted approach and bank lending. However, the results of neither the prog-
ram scenario nor the application of mortgage lending can be considered satis-
factory. The provision of housing for the population remains at a low level due to
the inaccessibility of housing for citizens with low and medium incomes, with
housing construction lagging behind the needs of the population.

The modern housing policy of Ukraine is mainly aimed at expanding the
country’s traditional housing programs: the restoration of state and commercial
housing projects, relying on subsidiary mechanisms, which leads to a reduction
in the burden on the budget of low- and middle-income families. In the condi-
tions of an emergency situation, the program platform for providing the popu
lation with housing is being revitalized. However, implementation of the pro-
grams faces a number of obstacles. Identifying issues and enabling the application
of housing programs is becoming an urgent problem.

Analysis of recent research and publications. The issue of providing the
population with housing, including at the expense of preferential programs, is
studied by many authors. V.M. Novikov devoted to these issues the chapter in
the collective monograph «Social infrastructure on the ways of reforming local
government» [5]. O.A. Bilovsky analyzed the main goals and objectives of the
state housing policy, as well as the basic principles and problems of its forma-
tion and implementation [6]. The authors of the monograph [7] devoted it to
the issues of evaluating state programs for the development of housing con-
struction, housing subsidies and their impact on certain aspects of the quality of
life of the population.

Issues of housing provision in Ukraine’s local territories in terms of archi-
tectural-spatial and household arrangement were studied in collective mono-
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graph «Housing conditions of the population: factors, current state and regu-
lation policy» [8] by the team of authors from the Ptoukha Institute for Demog-
raphy and Social Studies of the NAS of Ukraine. Articles on particular issues
of affordable and comfortable housing in Ukraine were written by V. Sarioglo
[7, 9], L. Cherenko [8, 10], M. Ohay [7], G. Tereshchenko [7].

In modern Ukrainian conditions, the issues of housing programs which
take into account state preferences are among the prior ones. Considering the
potential of previous studies, housing programs should be an element of the
state housing policy, with the role of each program defined depending on the
general economic situation and the population’s housing needs.

The purpose of the article. The aim of the article is to systematize prefe-
rential programs within the state housing policy and analyze the capacity of
the most significant mechanisms for their implementation, and identify organi-
zational forms of increasing housing affordability by applying a programmatic
approach.

Research methods. The study of the main forms of preferential financing
of housing programs was carried out on the basis of general scientific methods:
generalization, analysis and systematization. To present the results of the study,
statistical methods are used: groupings, comparisons, tables.

The novelty of the study is in authors’ position on the issue and basic me-
thods of application and implementation of the program approach to increase
housing affordability for the population, in particular, an effective tool for attrac-
ting funds for the local investment projects: bonds of local development funds.

The main results and findings of the study. Creating possibility for the po-
pulation to access affordable housing is an important issue, especially in con-
ditions of military aggression, and preferential housing programs are a re-
levant mechanism for providing affordable housing. IDPs who have been forced
to leave their homes need more than just temporary housing. The possibility of
purchasing a new or rebuilding a damaged home is one of the determining fac-
tors for the return of Ukrainians from abroad. The troops of the Russian Federa-
tion are destroying the homes of the civilian population, entire settlements in
Ukraine. The issue of restoration and compensation for housing damaged or
destroyed as a result of military operations is a separate complex issue that re-
quires a separate thorough study, so this article will consider the main housing
programs and investigate their effectiveness in modern conditions.

Since March 1, 2021, the «Affordable Mortgage 7 %» program was launched
in accordance with the Resolution of the Cabinet of Ministers of Ukraine No. 28
of January 24, 2020 [11]. The administration of the Program is entrusted to
the Entrepreneurship Development Fund. The implementation mechanism of
the program envisages partial compensation by the state of interest on mortgage
loans up to the maximum favorable for people — 7 % per annum. It is also
possible to use the Fund’s credit guarantees as collateral for mortgage items that
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have not yet been put into operation. At the first stage of the financing of the
Program, it was planned to provide UAH 2 billion with the funds provided for
in the budget. It was planned that 5,000 families will be able to use the Prog-
ram in 2021, and the planned portfolio of mortgage loans in 2021 will amount to
UAH 5 billion. However, despite the institutional innovation aimed at impro-
ving the management of the home lending process, Ukrainian mortgages did
not expand. The volume of bank mortgage lending remains small. During 2021,
21 authorized banks which joined the Program issued loans for the total amount
of almost UAH 1.2 billion under the «Affordable Mortgage 7 %» alone, and
1,370 Ukrainian families took advantage of the Program. From October 2022,
in accordance with the Resolution of the CMU No. 1085 of September 28, 2022
[12], PJSC «Ukrainian Financial Housing Company» («Ukrfinzhitlo») was
involved in the program, so that the new entity would act as an intermediary
between the banks and citizens, so that citizens could take out mortgage loans
against financial collateral — 7 %. «Ukrfinzhitlo» should provide mass mort-
gage lending through authorized banks. The institution will provide funds to
banks at 3 % per annum, and they will issue loans to borrowers at 7 %. For cer-
tain social categories (military personnel, doctors, teachers), part of the in-
terest rate will be compensated by the Entrepreneurship Development Fund.
Thus, instead of 7 %, they will pay only 3 %.

Starting from January 1, 2023, in accordance with the Resolution of the
Cabinet of Ministers of Ukraine No. 1397 of December 16, 2022 [13], compen-
sation of part of the interest rate on loans is carried out by the private joint-
stock company «Ukrainian Financial Housing Company».

Since October 2022, the state program of affordable mortgage lending
(eOselya) has started to work, according to which certain categories of citizens
can get a mortgage loan on preferential terms at 3 % or 7 % per annum. In
order to implement this program, the Cabinet of Ministers of Ukraine appro-
ved a resolution on the joining of the State Mortgage Institution to PJSC «Uk-
rainian Financial Housing Company» (Resolution of the Cabinet of Ministers
of Ukraine No. 945 of September 8, 2021 [14]). The basic conditions for pro-
vision of affordable mortgage lending to citizens of Ukraine by «Ukrfinzhitlo»
were approved by Resolution of the Cabinet of Ministers of Ukraine No. 856 of
August 2, 2022 [15]. The «eOselya» program is implemented by the Ministry of
Economy of Ukraine together with the Ministry of Digital Transformation and
«Ukrfinzhitlo». The program is designed for four categories of citizens: military
personnel under contract and employees of the security and defense sector; me-
dical workers; teachers and teaching staff; scientists. The mortgage term is up
to 20 years. The minimum down payment is 20 % of the cost of housing. Emp-
loyers of the specified four categories will have the opportunity for compensa-
tion of the initial contribution and parts of the loan at the expense of budget
programs. The amount of compensation depends on years of service. The pro-
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gram is also available for other categories — combatants, veterans, IDPs, other
citizens, the mortgage rate is 7 %.

The positive aspect of the «Affordable Mortgage» program is that, thanks
to it, it is possible to create conditions for a partial reduction of the housing de-
ficit and thereby motivate Ukrainian citizens who have lost their living space to
return from emigration.

In modern conditions of uncertainty, the implementation of the program
has certain limitations. The compensation mechanism for housing destroyed as
a result of military actions, which was mortgaged in the bank, is not defined. As
a result, banks’ non-performing loans are growing. Potentially further issuance
of mortgage-backed loans, but without the prospect of compensation, could in-
crease the number of these non-performing loans. The problem for resuming
mortgage lending is also the unavailability of mortgage insurance in conditions
of high war risks.

Since February 2022, most commercial banks have partially or completely
closed their own mortgage programs, as well as joint mortgage programs with
developers. This is also true for banks that were participants in the state prog-
ram for mortgage loans at 7%. The main reasons for the curtailment of mortga-
ge lending were the high risks of an increase in the volume of war-damaged
property that can be purchased as a mortgage, a significant increase in the NBU
discount rate, which potentially increases the borrower’s interest payments to
30—35 % per annum, as well as inflation processes.

Housing for financial leasing (rent with purchase). The program «Housing
for financial leasing» is planned to be defined as a flagship program for provi-
ding housing to civil servants and internally displaced persons and to be exten-
ded to other categories of citizens. International experience shows that integrated
credit and rental housing markets, in which there are no administrative barriers
between the profit and non-profit sectors, successfully provide access to housing
for different categories of the population. As the share of the public rental housing
sector in the housing stock increases, it will compete successfully with the for-
profit sector and have an indirect effect on it in terms of the quality, terms and
prices of housing leasing.

International experience and survey results show that, in the absence of
tax and other economic incentives for ownership, housing leasing can be an effec-
tive way to provide housing for a significant number of households. To ensure its
use, it is recommended to adopt amendments to the Tax Code.

The Cabinet of Ministers of Ukraine, on the initiative of the Ministry of
Internal Affairs of Ukraine, adopted the relevant Procedure, approved by Reso-
lution No. 1201 of November 14, 2018 [15], for the National Police and rescuers
of the State Emergency Service accepting the proposals of the State Security Ser-
vice. Over the past year and a half, 2,235 families of policemen and rescuers were
provided with apartments under the terms of financial leasing with compensa-
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tion of part of the leasing payments at the expense of the Ministry of Internal
Affairs of Ukraine. To date, more than 13,000 families have already given con-
sent to receive housing under the terms of financial leasing and are waiting for
funding from the state.

This program operates throughout the territory of Ukraine: 78 % of pur-
chased housing is located in regional centers, 22 % — in other settlements.
The average leasing rate for the portfolio of housing leased was 8.6 %.

The existing positive feedback on the results of the implementation of the
new mechanism «Housing for financial leasing» by the Department of Com-
munications of the Ministry of Internal Affairs indicates the need to extend
the implementation of Resolution No. 1201 and extend this mechanism to other
state structures. State Mortgage Institution sent an appeal to the Government
and provided the necessary justifications regarding the use of this mechanism
to provide housing for civil servants, military personnel, in particular military
personnel of the Ministry of Defense, the Security Service of Ukraine, the Na-
tional Guard of Ukraine, doctors of the Ministry of Health and teachers of the
Ministry of Education and Science of Ukraine and other categories of employees,
such as employees who receive wages (cash support) at the expense of state or
local budget funds, including internally displaced persons.

Funds for the implementation of this program by the State Mortgage Insti-
tution were raised on the domestic securities market through the issuance of
bonds guaranteed by the Government of Ukraine.

Financing of housing construction (and completion of unfinished housing). Re-
storation of the «Financing of housing construction (addition)» program, accor-
ding to which apartments will be completed and purchased on transparent terms
for the implementation of mortgage lending and financial leasing programs. To
reduce the cost of built housing, it is planned to attract external borrowings.

The development program proposes to reduce to 30 % the share of received
state guarantees in the implementation of internal borrowing by the The State
Mortgage Institution. The founder’s recapitalization will ensure compliance
with the prudential requirements of the financial services regulator and the
requirements of investors (creditors) regarding the adequacy of own capital.
Recapitalization is a necessity for the development of the The State Mortgage
Institution and the restoration of liquidity. Recapitalization also provides an op-
portunity to reduce interest rates on mortgage loans and rewards for obtaining
housing under financial leasing for citizens.

Implementation of state housing programs is also carried out through the
State specialized financial institution «State Fund for Support of Youth Housing
Construction» (SFYH), established in 1994. This institution implements various
mechanisms of state support for citizens in purchasing their own housing.
SEFYH has regional offices in all regions of Ukraine, through which it ensures
the implementation of state and local programs for the construction and pur-
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chase of housing and is the executor of more than 126 local housing programs
in all regions of Ukraine.

Housing programs implemented by SFYH are carried out in the following
directions:

e youth lending program at the expense of the fund’s own funds (autho-
rized capital);

e lending program for internally displaced persons, participants of ATO /
OUF for the purchase of housing;

e lending project «Housing for internally displaced persons» through a
grant provided by the Government of Germany through the KfW bank.

At the service of SFYH there are contracts for previously issued loans for
programs, which are not currently financed from the State Budget:

e credit contracts on the provision of preferential long-term loans to young
families and single young citizens;

e contracts on reducing the cost of mortgage loans to provide affordable
housing for citizens who need to improve their housing conditions;

e contracts on providing partial compensation of the interest rate on
commercial bank loans granted for the construction or purchase of housing;

e credit contracts with condominiums and enterprises working in housing
and utility services;

e affordable housing.

In wartime circumstances, most of the programs administered by the
SEFYH are currently not funded. However, the Fund continues to work and use
all available opportunities to offer Ukrainian families permanent solutions to
the housing issue.

Credit at the expense of the authorized capital of the SFYH. The procedure for
providing long-term preferential loans at 7 % per annum for the construction
(reconstruction) and purchase of housing to young families and single young
citizens at the expense of the authorized capital of SFYH, is regulated by the
Resolution of the Cabinet of Ministers of Ukraine No. 488 of May 11, 2011 [21].

Table 1 provides information on the dynamics of granting preferential
loans to young families at the expense of the authorized capital of the specia-
lized financial institution the SFYH for a long period from 2009 to 2022. Analysis
of the data in the table shows that during 2009—2022, the volume of financial
resources for providing loans to young families increased, while investments in
the construction of residential space decreased. In 2022, the housing needs of
young people are financed in the amount of UAH 57,948 thousand, which is
almost 2 times more than in 2009. At the same time, investments in housing
construction decreased by 20.0 %. To some extent, this situation developed as a
result of the inflationary factor, due to which the real amount of financing of
preferential loans to young families was lower than in 2009. The inflationary
component in preferential loan financing was 70 %.
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In general, the investment of the preferential youth lending program is
meager. The program invested in 77.2 thousand square meters over thirteen
years (2009—2022), which is 0.08 % of the total residential area of buildings
put into operation during the specified period.

Lending to IDPs and participants of the ATO / OUF. The procedure for the
use of state budget funds, approved by Resolution of the Cabinet of Ministers of
Ukraine No. 980 of November 27, 2019 [22], provided for the provision of pre-
ferential long-term state loans to internally displaced persons, participants in
the anti-terrorist operation (ATO) and / or participants in the operation of the
United Forces (OUF) for the purchase of housing. Information on the imple-
mentation of the said resolution is given in Table 2.

The analysis of the Table 2 shows the regressive dynamics of providing loans
for internally displaced persons and participants in hostilities. The number of
contracts from 2019 to 2022 for internally displaced persons and participants of
ATO / OUF decreased tenfold. In the last reporting year of 2022, both categories of
citizens concluded 14 contracts. This is a small number of contracts, considering
that, according to the Ministry of Social Policy of Ukraine, the number of offi-
cially registered internally displaced persons in the country reaches 4.85 million.

The number of ATO / OUF participants is more than 400,000. In fact, in
2022, the number of contracts concluded with them amounted to 0.002 %. These

Table 1. Indicators of granting preferential loans to young families
at the expense of SFYH’s own funds (authorized capital, 2009—2022)

Year F1nan§:2,l_;hous., Loans granted Hotlllls(:;l;g 1Sr(11\.1emst.ed,
2009 25,752.0 97 6.6
2010 16,784.0 55 3.5
2011 31,376.0 104 5.9
2012 56,901.0 165 9.7
2013 35,613.9 100 5.6
2014 23,121.8 63 3.6
2015 58,956.1 91 5.2
2016 34,301.6 75 4.3
2017 63,559.3 127 6.7
2018 36,968.2 62 3.7
2019 67,417.8 115 6.4
2020 83,023.8 120 6.9
2021 77,405.9 96 5.4
2022 57,948.7 68 3.8
Total 669,130 1,338 77.2

Source: [27]
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data indicate that the dynamics of lending indicators for IDPs and ATO parti-
cipants are deteriorating.

Affordable housing. The program for providing state support for the con-
struction (purchase) of affordable housing was improved in accordance with Re-
solution of the Cabinet of Ministers of Ukraine No. 819 of October 10, 2018 [19],
with changes approved by Resolution of the Cabinet of Ministers of Ukraine
No. 895 of October 28, 2019 [20]. However, the main terms of the «Affordable
Housing» program have remained unchanged, it provides for the provision of
state support, which consists of payment from the state and / or local budget:

30 % of the cost of construction (purchase) of affordable housing;

® 50 % of the cost of construction (purchase) of affordable housing for ci-
tizens who are subject to the Law of Ukraine «On the Status of War Veterans,
Guarantees of Their Social Protection» [21];

® 50 % of the cost of construction (purchase) of affordable housing and / or pre-
ferential mortgage housing credit for citizens who are subject to the Law of Uk-
raine «On Ensuring the Rights and Freedoms of Internally Displaced Persons» [22].

The provision of support under local affordable housing programs may be
determined by special conditions established by current regulations issued by
state authorities of the relevant region.

The dynamics of the indicators in Table 3 indicate, firstly, the social instabi-
lity of the «Affordable Housing» program and its inability to meet the national
tasks of contributing to the provision of housing to the population in modern
crisis conditions. Secondly, it demonstrates the institutional devaluation of the
program’s funding sources: the leading role of the state budget as the main factor
of state support for housing construction is violated. In 2015, 2016, 2020 and

Table 2. Indicators of granting loans for IDPs
and participants of the anti-terrorist operation

IDPs Participants of the anti-terrorist operation

Ye

| Number Living area, Amount Number | Living area, Amount

of contracts sq.m of loans granted, of contracts sq.m of loans granted,
am thous. UAH 4-m- thous. UAH

2019 98 6,001.2 96,635.4 100 6,520.0 93,252.8
2020 7 379.8 7,294.6 6 397.6 7,080.1
2021 11 667.8 13,592.2 15 837.0 14,350.0
2022 7 328.8 7,355.5 7 363.7 7,460.7
Total 123 7,377.56 124,877.70 128 118.28 122,143.57

Note: *financing of this program was not provided for in the general fund of the State
Budget, loans were provided only at the expense of budget funds from the return of loans
to the special fund of the State Budget under contracts concluded in 2019

Source: [28].
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2021, the affordable housing program was not supported from the state budget.
Local budgets, which are mostly in deficit, are unable to replace state support for
housing financing. The «Affordable Housing» program currently is not funded.

Preferential youth loans. The procedure for providing preferential long-term
loans to young families and single young citizens for the construction (recon-
struction) or purchase of housing at the expense of the state budget is regulated
by the provision approved by Resolution of the Cabinet of Ministers of Uk-
raine No. 584 of May 29, 2001 [23]. As for local programs, each of them can
determine special conditions for residents of the respective region.

Information on the implementation of preferential youth lending program
is presented in Table 4. An analytical review of this table shows that the main
source of funding for loans to young families is local budgets. From 1998 to 2021,
UAH 955,805.2 thousand were allocated from the state budget for the imple-
mentation of the said program. From local budgets — UAH 1,352,115.4 thou-
sand, respectively, that is 1.41 times higher. Since 2015, the program of provi-
ding soft loans to young families for the construction (purchase) of housing at
the expense of the state budget has not been financed at all. The third source of
providing preferential loans to young families for the construction (purchase) of

Table 3. Indicators of the State socio-economic program
«Affordable housing» (providing state support
for the construction (purchase) of affordable housing)

Provided state support, at the expense of individual funds

Year o iiﬁ}:gnts State budget Local budgets
of ;L:rl:rlfén « | UAHmillion | ;‘;ﬁrbﬁn « | UAH million
2010 590 590 71.4 - -
2011 792 792 98.2 - -
2012 1,258 1,222 156.6 36 3.0
2013 823 802 91.1 21 1.6
2014 147 144 17.9 3 0.4
2015 11 0 0.0 11 1.3
2016 39 0 0.0 39 6.5
2017 11 91 29.6 20 4.9
2018 263 237 85.3 26 9.8
2019 974 878 346.9 31 9.1
2020 95 0 0.0 32 11.6
2021 27 0 0.0 27 8.3
Total 5,130 4,756 897.0 241 56.5
Source: [27].
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housing is the own funds (authorized capital) of the State Housing Fund. Since
2009, the fund’s own funds have amounted to UAH 611,181.3 thousand.

An analysis of the social activities of the SFYH shows that the decrease in
funding from the state budget reduces the effectiveness of the soft loans prog-
ram. For the period 1998-2008, the average annual growth rates of loans and in-
vested housing were 1.0476 and 1.0486, respectively. That is, the rate of housing
construction (thd sq meters) was higher than the rate of granting loans. From
2010 to 2021, those indicators were 1.022 and 1.014, respectively. In fact, the
indicators of invested housing (thd sq meters) were inferior to the indicators

Table 4. Indicators of preferential loans

to young families for housing construction (purchase)

Own funds L
v | e budae, | Loclbudsets | uporedcapta, | Lo | Howsnginvesed
thousand UAH
1998 6,199.0 6,975.0 - 305 21.9
1999 5,640.0 11,016.0 - 331 26.9
2000 60,709.0 15,032.0 - 1,421 93.2
2001 54,338.0 8,253.0 - 1,075 69.9
2002 48,309.0 8,831.0 - 838 56.7
2003 69,359.0 17,718.0 - 1,123 78.7
2004 122,700.0 19,680.0 - 1,601 113.4
2005 110,571.0 20,823.0 - 1,089 79.8
2006 91,002.0 34,289.0 - 646 45.7
2007 94,273.0 51,450.0 - 632 45.0
2008 76,799.0 56,538.0 - 486 35.2
2009 0.0 34,191.0 25,752.0 224 16.0
2010 36,119.0 31,102.0 16,784.0 297 20.8
2011 59,999.0 40,253.0 31,376.0 444 29.3
2012 24,891.0 37,735.0 56,901.0 359 23.3
2013 70,629.7 33,532.3 35,613.9 407 28.8
2014 24,267.5 36,624.4 23,121.8 253 16.1
2015 0.0 64,694.2 58,956.1 231 14.5
2016 0.0 94,336.7 34 301,6 254 16.3
2017 0.0 115,693.1 63,559.3 319 19.7
2018 0.0 145,679.0 36,968.2 299 19.2
2019 0.0 155,924,1 67,417.8 351 21.6
2020 0.0 146,473.2 83,023.8 313 20.3
2021 0.0 165,272.4 77,405.9 291 19.0
Total 955,805.2 1,352,115.4 611,181.3 13,589 931.3

Source: [30].

66

ISSN 2072-9480. Demography and social economy. 2023, Ne 4 (54)




Practice and Capabilities of Programmatic Housing Policy Implementation in Ukraine

of the number of loans granted, that is, the responsibility for the realization of
housing at the expense of the state budget was higher than at the expense of lo-
cal budgets. In the long run, deprivation of funding from the state budget will
have a negative impact on young people who have access to housing.

Reduction in the cost of mortgage loans. Since May 2012, Ukraine has been
operating a program to reduce the cost of mortgage loans to provide affordable
housing for citizens who need to improve their housing conditions. The imple-
mentation mechanism of this program is regulated by the Procedure for redu-
cing the cost of mortgage loans to provide affordable housing for citizens who
need to improve their housing conditions, approved by Resolution of the Cabi-
net of Ministers of Ukraine No. 343 of April 25, 2012 [24].

The essence of the program is to reduce the cost of mortgage loans for the
specified citizens, through state reimbursement of part of the interest on bank
loans received for the construction or purchase of housing in new buildings. That
is, a citizen who has become a participant in the program will be able to get a
mortgage loan from a bank, for which they will actually have to pay 3 % annual
interest, the rest will be compensated by the state.

The direct terms of lending are established by the internal rules of com-
mercial banks, and they have the final say in the decision on issuance.

The term of crediting and partial compensation is up to 15 years from the
moment of conclusion of the contract. The interest rate is no more than 16 %,
the borrower’s mandatory own contribution is determined by the internal rules
of banks, but no more than 25 % of the loan amount. The maximum amount
of the loan should not exceed the derivative of the normative area and the esti-
mated value. The monthly loan payment, including compensation, should not
exceed 40 % of the total family income. Objects for participation in this program
are approved by the decision of the Interdepartmental Commission.

However, the strong social potential of the program has not been used since
2015 for objective reasons. During the period of the program implementation
in 2012—2014, 3557 contracts were concluded (1233 — in 2012, 2154 — in 2013,
170 — in 2014) in the amount of UAH 826.4 million (UAH 285.4 million in 2012,
500.9 — in 2013, 40 — in 2014). The involvement of bank resources was not
observed during 2015—2021, as well as the conclusion of new contracts. In fact,
the program to reduce the cost of mortgage loans for providing citizens with
housing was not financed.

Partial compensation. According to the resolution of the CMU No. 853 of
June 4, 2003, expenses for partial compensation of the interest rate on loans from
commercial banks to young families and single young citizens for the construc-
tion (reconstruction) and purchase of housing are provided for only under pre-
viously concluded credit agreements on loans granted by selected commercial
banks to young families and single young citizens for the construction (recon-
struction) and purchase of housing.
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This program also did not reach a wide range of recipients. During the 5-year
period of program implementation (2003—2008) the number of concluded
agreements was 17885 only, for the amount of UAH 2040,4 million. During
2009—2021 only compensation payments were made under previously conclu-
ded agreements.

Lending for condominiums. The state specialized financial institution «State
Fund for Support of Youth Housing Construction» carries out targeted alloca-
tion of funds provided for in the state budget for preferential lending to legal en-
tities, including associations of co-owners of multi-apartment buildings, for re-
construction, major and routine repair of housing and utility facilities in accor-
dance with the Resolution of the Cabinet of Ministers of Ukraine No. 599 of
May 31, 2012 [25]. The program is currently not funded.

The review of the compensatory housing policy of the country shows a gra-
dual decrease in its social importance in the financial support of the population
to obtain affordable housing. To improve the situation, it would be advisable to
strengthen the role of budget sources as a basic element of assistance in order to
stimulate lower-level budgets to increase their contribution to programs for pro-
viding housing to the population. Combining state housing models, norms and
value guidelines will allow more effective coordination of mortgage assistance
processes within the framework of public-private partnership.

The military actions had a critical negative impact not only on preferen-
tial programs for providing the population with housing, but also on mort-
gage lending through the banking system. As was said above, since February
2022, most commercial banks have partially or completely closed their own
mortgage programs, as well as joint mortgage programs with developers,
which is also true for commercial banks participating in the state loan pro-
gram at 7 % per annum. Although the Ukrainian banking system is adapting
to wartime challenges, mortgage loans are not getting priority. The results of
self-assessment by banks of their own mortgage portfolios show that in 2022
only five commercial banks provided mortgage loans. In March and April, no
loans were granted at all. In the next three months (June-August), 15 mort-
gage loans were issued, 14 of which were for the purchase of housing at the
secondary market, where the weighted average loan rate is lower compared to
the primary market (Table 5).

From the point of view of the conducted analysis, the trend of destruction
of the existing model of housing policy, based mainly on the monetary income
of households, as a source of housing affordability for the majority of the popu-
lation, can be seen.

High profitability and high risks are characteristic of the field of housing
construction. The mortgage lending market is dominated by the five most active
banks, which conclude 90 % of new deals. This state of affairs indicates a high
level of concentration of the real estate market in Ukraine and its inability to
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provide favorable conditions of competition for the majority of functional
agents of housing construction and distribution.

Specially for the needs of territorial communities, with the possibility of
its use by several communities at the same time, a new tool for attracting
funds for the implementation of local investment projects is offered — bonds of
local development funds. Unlike local loan bonds, where issuers can only be city
councils, regional, district, settlement and village councils can also make de-
cisions on issuing local development fund bonds.

According to the international classification, bonds of local development
funds belong to infrastructure bonds. World experience includes many examples
of the effective use of infrastructure bonds for the restoration and construction
of not only housing, but also roads, power grids, utility and social facilities. The
issuers of such bonds are state development banks, specialized state agencies
and commercial banks, but the most common is the practice of issuance by local
self-government bodies, including through specially created funds. It is proposed
to implement this practice in Ukraine.

Bonds of local development funds differ from corporate bonds and local
loan bonds in the following parameter: purposeful use of borrowed funds.
Funds from the placement (sale) of bonds to investors can be used only for re-
sidential construction and reconstruction, designed to meet the needs of terri-
torial communities.

The draft Law of Ukraine «On Bonds of Local Development Funds» [24]
proposes to use the most common settlement mechanism in Europe, which
provides for the participation of the bank at the local level in financing the
construction of housing and other infrastructure facilities. The bank, financing
construction at the expense of funds deposited in escrow accounts of future
home owners or issuing a loan, checks documents and monitors the intended
use of funds. Such a requirement, for example, is enshrined in the legislation of
Germany, Poland, Italy and France [28].

General European practice can be used in cases of destroyed or damaged
housing. By analogy with the mentioned mechanism of restoration or major re-
pair of housing, a mechanism is provided when banks act as escrow agents that
protect the interests of affected property owners. The procedure by which the
developer can dispose of the funds of real estate owners comes into force only if
certain conditions are met, in particular, the developer fulfills their obligations. In
this case, the bank pays out the funds in tranches, which significantly reduces the
risks associated with the violation of the construction and installation work plan.

The use of Ukrainian banks as escrow agents will prevent corruption and
theft thanks to independent control and increase the volume of construction,
which will be based on financing, the source of which will be deposited com-
pensation funds and mortgages. Also, the quality will increase and the terms of
construction and repair will be shortened due to increased competition in the
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industry, a new commission service. In the future, mortgage credit risks can
be minimized thanks to the continuation of the practice of subsidizing interest
by the government [31].

It can be considered promising to determine the indicative cost per square
meter of housing, which is established taking into account the structural features
of the building, its geographical location, the official exchange rate of foreign
currency, as well as changes in the price situation on the market of basic buil-
ding materials and other essential components of the cost of construction. Such
an approach, as noted by specialists, does not require a complex and expensive
evaluation procedure. Only in the case of major repairs, it will be necessary to
professionally assess the percentage of damage affecting the total cost of housing.

The development of bank financing of housing construction through the
use of mortgage lending mechanisms involves the introduction of a number of
innovations. These include improving interest rate management. Banks should
be able to set moderate fixed rates through the use of hedging tools inherent in
the mortgage securities market: opening deals in one of the prospective markets
to offset the impact of price risks in non-competitive markets. This means
expanding the limits of attracting financial funds by issuing mortgage securities.

A necessary step should be the creation of conditions for banks to preserve
the capital of the mortgage loan portfolio or to partially relieve pressure on ca-
pital with the help of mortgage bond issues and securitization programs, which
are actively used by banks all over the world, except in Ukraine.

It is critically important to develop long-term mortgages by expanding
the circulation of mortgage bonds — the main tool for attracting long-term cre-
dit resources from the securities market. This will contribute to the diversification
of involved internal institutions by engaging pension funds and insurance com-
panies. In addition, there will be incentives for the development of mortgages
due to the inclusion of mortgage bonds in the refinancing instruments of the
NBU, as is done in the rest of the central banks for economic growth. Mortgage-
backed securities can also help attract foreign investment in the housing sector.

The evolution of practical models of affordable housing depends on the ar-
rangement of relationships between the process of building residential objects
and determining the price of land for development. Currently, as a result of
the lack of a unified legal regime for the construction and sale of houses without
taking into account the value of land plots that belong to local communities
and are provided free of charge for development, there are numerous problems
with determining the developer’s rights not only to the share of land surrounding
the house, but also to the apartments themselves in an erected house. Therefore,
the determination of the cadastral price of the plot of land, which extends un-
der residential construction, can remove the acute unresolved issues of owner-
ship of the constructed house and attract a certain amount of money for the
restoration of worn-out utility networks that lie under the new building.
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Summarizing the measures related to the evolution of the implementation
of affordable housing programs, we stated the necessity to improve management
of standard risks arising in the sphere of banking activities, in particular credit
risks, capital formation, mortgage interest rates and liquidity.

Conclusions. Housing construction has slowed down in Ukraine in re-
cent years. For the period 2000—2015, the index of the average annual rate of
commissioning of housing was 1.25, then during 2018—2021 it was 1.095.
This situation is explained by a number of circumstances. The pandemic and
related quarantine restrictions have had a noticeable impact on construction.
The military actions destroyed buildings and entire settlements. The primary
real estate market remains unregulated and opaque, which creates risks for
both private investors and bank lenders. There are more and more deceived
persons. Meanwhile, the growth potential of mortgage lending was observed.
During 2020, the weighted average effective interest rate on new mortgage
loans decreased. According to bank data, in December 2020, the average
mortgage loan rate on the secondary market was 14 % (20.6 % in December
2019), 16.9 % on the primary market (21.5 % in December 2019). However,
this growth occurred on a very low statistical base. In Ukraine, the ratio of the
mortgage portfolio to GDP is significantly inferior and measures 0.3 %.
Meanwhile, in post-socialist countries it is much higher: in Moldova — 3.9 %,
Hungary — 8.6, Bulgaria — 10.6, Poland — 21.8 %, etc. In Central and West-
ern European countries, this indicator equals 33.3 % in Austria, 43.5 in Ger-
many, 54.9 % in France.

The low level of attracting mortgage loans is a consequence of the limited
income of the population. If it is kept at the current level, the further reduction
of mortgage loan rates will not lead to a significant increase in the level of hou-
sing affordability. Mortgage loans are used by households with an income of at
least UAH 50 thousand. It is possible to increase the number of citizens who have
affordable housing with the help of traditional and new for Ukraine preferential
housing policy program tools. The article analyzes the functioning of ten prog-
rams that operate on the basis of a combination of profitable and non-profit
principles and the formal absence of administrative barriers between mecha-
nisms for attracting financial resources to ensure access to housing for different
categories of the population. Meanwhile, during the formation and implemen-
tation of preferential programs, discrepancies arise between the sources of their
financing, which come from the state, municipal and departmental budgets.
When evaluating the effectiveness of their synergy, priority should be given to
resources coming from local budgets.

Specially for the needs of territorial communities, with the possibility of
its use by several communities at the same time, a new tool for attracting
funds for the implementation of local investment projects is offered — bonds of
local development funds. Unlike local loan bonds, where issuers can only be city
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councils, regional, district, settlement and village councils can also make deci-
sions on issuing local development fund bonds.

It is proposed to use the most common settlement mechanism in Europe,
which involves the participation of the bank at the local level in financing the
construction of housing and other infrastructure facilities. Banks act as escrow
agents that protect the interests of future property owners. Using Ukrainian
banks as escrow agents will prevent corruption and theft thanks to indepen-
dent control.

Proposals have been made for compensation in the territorial communities
for damage and destruction of real estate as a result of hostilities. The com-
pensation need to be comprehensive and should cover the entire house, outbuil-
dings, utility networks and facilities for the provision of utility services, local self-
government, business, landscaping, etc. Neglecting the integrity of the housing
reconstruction process will leave most of the questions unanswered.

In this regard, it is important to envisage and define a number of urgent
measures: the procedure for accounting and compensation for losses of com-
munal and private economic infrastructure (non-residential real estate); the list
of powers of local self-government bodies to implement the financing proce-
dure; to grant military and military-civilian administrations of settlements (com-
munities) powers similar to the powers of local self-government bodies; to re-
gulate the procedure for the creation and operation of commissions of local
self-government bodies for consideration of issues regarding the provision of
compensation, as well as the mechanism of compensation for the cost of des-
troyed / damaged property in multi-apartment buildings; the compensation
mechanism for the cost of destroyed / damaged property in multi-apartment
buildings belonging in part to communal, state property, of non-residential
premises being a private property, as well as in the case when the owners, for
various reasons, did not apply for compensation for damages; the procedure for
exercising the right to compensation by persons who are abroad, undergoing
treatment, performing military service, have disappeared, are elderly or minors,
as well as by legal entities whose activities have been suspended (condominiums,
small businesses, local community organizations in the event of formation of
military administrations); sources of financing the activities of local budgets, pri-
marily through the tax mechanism.

The gradual strengthening of control over the financing of construction
works should stop the emergence of corruption risks, which lead to abuses and
decrease the quality of capital investments.
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MPAKTUKA I MOXKIMBOCTI ITPOTPAMHOT
PEAJII3AII XKUT/TIOBOI TOJIITUKU YKPATHU

Heo6xigHicTh 3pocTaHHA 00CATiB >KUTIOBOrO OYAIiBHUITBA PO3IVIAHYTO Kpi3b IpU3MY
MiJBUIIEHHA JOCTYIHOCTI XKUT/A I/l TPOMaJiAH, IKa BU3HAYAETHCA, 30KPEMa, PO3BUTKOM
HiZbroBux nporpam inancyBaHHs xnTIa. CaMe JOCTYIHICTD XXIUT/IA € IIEePIIOYEPTOBIUM CO-
11iaJIbHO-€KOHOMIYHUM 3aBJAaHHAM Y CKIaIHMX YMOBaX BOEHHOIO CTaHy. [lepkaBHi Ta Mic-
IeBi MporpaMy HalTb 3MOTY IPUAOGATH KUTIIO, CTBOPIOIOYM JJOAATKOBMII ITOMNUT HA HBOTO 3
00Ky pi3HNMX 3a piBHeM JOXO[y BepPCTB HaceleHHsA. MeTo CTaTTi € cucTeMaTyu3alis Minb-
TOBMX IIPOTPaM >XMTIOBOI IIOJITUKY, SOCTIIKEHH Ni€3HaTHOCT] HaOLIbII 3HAYYIUX Me-
XaHi3MiB IX peajisanii Ta BM3HaYeHHS opraHizalilfHMX (GopM Ii[BUINEHHSA TOCTYIHOCTI
JKITIIA 3aBAKM 3aCTOCYBAHHIO IIPOTPAaMHOTrO mifixoxy. JoCmiKeHHa 3/1ifiCHEHO Ha OCHOBI
3ara/bHOHAYKOBMX METO/[iB: y3arajJibHeHH:, aHaji3y i cucTemarnsaiiii. Takox a1 mpefcTas-
JIEHHs Pe3y/bTaTiB JOCTIJKEHHA 3aCTOCOBAHO CTAaTUCTUYHI METOAN: TPYyIyBaHb, 3iCTaB-
7neHb, Tabmrunmit. HoBusHa po6oTH MOJIATae B TOMY, L0 Y Hiil 3aIIPONOHOBAHO aBTOPCHKY
no3uuiro Ta 6a3oBi MeTOY 3aCTOCYBaHHA 1 peanisalii nmporpaM, 3okpema e(eKTUBHUI iH-
CTPYMEHT 3a/Iy4eHHsI KOLITIB fyIsl peayisariii MiCI[eBUX iHBeCTUUITHNX IIPOEKTIB — 0O6Ii-
ranii poHAIB MiCI[eBOro po3BUTKY. B cTaTTi ccTeMaTn30BaHO KOCBif GOpMyBaHHS ro-
JIOBHMX 1iiJIeil, 3aBJJaHb, OCHOBHMX 3acaf IiJIbTOBMX IIPOrpaM, IIPOBENEHO BUBYEHHA [ie-
30aTHOCTI Hajbi/mpII 3HAYYLIIVMX MexXaHi3MiB ix peasmisalii 3 BM3HaYeHHSM HaraabHUX
oprasisaniiHux GopM 3acTOCYBaHHA IPOrPaMHOIO IIAXOAY 3 TOYKU 30PY JOCTYHIHOCTI
XKVITIIA JiI1 HaceJIeHH:. 3aIlpOIIOHOBAHO y4acTb OaHKIB y hiHaHCYyBaHHi Oy/iBHMIITBA XXMT/IA
Ta {HIMX IHPPaCTPYKTYPHUX 00 €KTIB y pOJIi €CKPOY-areHTiB, AKi 3aXUIAI0Th i BiCTOTD
iHTepecu MailOyTHIX BJIACHNMKIB HepyXoMOCTi. PO3IIAHYTO MOXUIMBICTD JoKamiramizanii
IIporpam, 1o fa€ 3MOry 3MEHIUNTHU BiJCOTKOBi CTaBKM 3a IMOT€YHMMU KPEIUTAMU Ta BU-
Haropoyiy 3a OTPUMMaHHA XUTIA y GpiHaHCOBMII JIisUHT Iy rpomanssH. Heo6xifHo Takox 3a-
6esIednTN JOCTYIHICTD CTPaXyBaHHA IpeMeTa illoTeK) B yMOBAaX BUCOKUX BOEHHUX PU-
3ukiB. [l1a noninmenus curyanii 3 kpegurysanHaM OCBb foliibHO mocuanTy poib 01o-
IDKETHIX JpKepesl sIK 6a30BOrO eeMeHTa JOIOMOTIM 3apajy CTUMY/IIOBAHHS OHKeTiB
HIDKYOTO PiBHS 301IbLIyBATH CBilf BHECOK Y IPOrpaMit 3ab6e3IedeHHs HaCeTIeHHS KIUTIOM.

Kntouoei cnoea: »xntioBi mporpami, ioTeka, SKUTIO COLiaIbHOrO IIpMU3HaYeHHs, GaHKiB-
CbKe KpeuTyBaHHs, oOiranii poH/iB Mic1leBOrO PO3BUTKY.
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