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Preface

At the turn of the second millennium, attentiontb& whole world is once again
drawn to the processes of economic developmentussiB. The possibilities for the global
sustainable development are determined to a laxgente by the direction in which the
transformation in this country will go. The mainllcdon was connected with the question of
Russia becoming a country with either market or-mamket economy. However the choice of
the way is determined not by the will of people bytthe regularities of the institutional
development of the Russian economy which have @emn lcompletely perceived so far.

In this book Russian economy is presented in awaw as a progressive economy of
the razdatok type. The basic laws and institutioihthe Russian economy had been formei
and perfected during its whole history. Periodswastainable development gave way to th
periods of institutional changes. In these per@dsnewal of the out-dated institutions of the
razdatok-economy took place through the introductémd adjustment of new elements
developed by the modern civilization.

The period of institutional changes of the 199@sa@sents a market experiment in the
razdatok-economy of Russia. In this period nhumeesonstration projects were conductec
in the country. Their goal was to work through tharket economic methods. The results o
four years of the economic-sociological monitorarg presented in this book.

According to the authors' point of view, the marketnsformation in Russia will
result in the renewal of the institutional systeitlte razdatok-economy. It will make it
possible for Russia to occupy a prominent placthéworld community. At the same time,
ways for effective economic development will berfiduas well as combinations of collective
values that will permit developing human potensibévery individual.
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Chapter 1

The Institutional Development of Russia:
Grounds of the Theory

Over the last 100 years numerous attempts were ntadeplain the
processes of the development of Russian econonty thé help of
foreign theories that proved to be unsuccessful.SRia needs its own
theory of the institutional development, the oneptaining the logic of
social processes and changes that are taking plddes theory can be
formulated only with the recognition of the objeut character of
Russian economic and social relationships.

The basic propositions of a new theory of the ingtional development
of Russia are presented in Chapter 1. From the pgadhview of this
theory, Russian economic system represents a prsgvely developing
razdatok-economy going through a period of institral renewal in the
1990s.




81. Razdatok-Economy Institutions: Historical Analyss

Modern economy in Russia is a logical result ofalielutionary development of
economic relations. Specific features of these eson relations, which were formed at
initial stages in the history of the Russian statere conditioned by the features of the
environment and the methods of its development.

The reasons that didn't allow the development wfagket economy in Russia are
well-known. Historic literature has accumulated siderable evidence of impassable roads,
enormous distances, and severe climate. The gawralusion about undeveloped market
relations in Russia was drawn from the fact thas$lat exchange would exceed profit”.
Under these circumstances, attention to individiaéh at exchanges and in trading could not
serve as the basis for economic relations as wes irsthe development of a market
economy.

In conditions of low fertility of cultivated landemergence dd razdatok-economy
system (<Rusgazdavat,to give) helped the ancient Russian state to geiré@ver its
centuries-old history, razdatok-economy providediie restoration of the land and
replenishment of other natural resources, thesgglibe sources of public wealth.

Economic institutions unique only to the razdatokwomy system have been
established in the course of its evolution. Thegused the basic relationship between the
people involved in the process of developing the lands and the management of the
economy.

A service-labor system was the basis for the rakdatonomy. It defined the rules of
economic activity for all the members of the socigho were involved in using the public
resources.

Under a service-labor system, any kind of publiola either productive, managerial,
military, or any other acquired features of serda®or. It was obligatory in character and
predetermined by conditions independent of any rtameant fulfilling certain functions
defined by the society. For Russia, a service-lagetem meant that the state assigned certai
obligations to all layers of society. Schematic#ltigse obligations were divided into two
main types. Some had to be in service (economiailitary), all others had to feed those who
served. Thus, the service-labor system embracebeapiopulation of the Russian state.

In the X century the first Russian grand dukestoagkrve the tribes which called
upon them; namely, they had to protect Russian d&anatlacquire more land for Russia. In
response, the Slavonic tribes committed themsedvdte payment of tribute to provide for
the grand duke and his armed force; if necesdagy, were ready to serve in the armed forces
themselves. Over the whole history of Russian $ypdike service-labor system maintained
this distribution of duties. The service class #raltribute-paying population of the Russian
Empire have been replaced today by the state empsognd workers-and-peasants class.

Thus, the service-labor system in Russia embraltéuegpopulation, from the
Emperor and landlords to the peasants and workess the very beginning, the service-
labor system implied the idea of serving; and ités was always shared by the majority of

! F. Braudel, Vremya Mira (Moscow: Progress Publishers, 1992), vol. 3, p. 19 (in Russian).
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the Russian population. At the same time, the eartethis common idea was different and
changing at different stages of historic developmdrom Christianity to communism, from
1917-1985.

Service-labor meant that all the layers of theestggbut forth their labor efforts in
various forms in the volume required. To performitiservice all the members of the society,
in their turn, received the right to use a particydart of the public resources; first in the
grand duke’s possession, then in the Emperor’sfiaatly in the state’'s possession.

Starting in the XI century, land was actively udgdhe grand dukes to enlist people
into their service. From the XIV century, the coatien between land and service became
indistinguishable. Gradually, the rule that “theeamho serves uses land” acquired the revers
side, i.e., “the one who uses land serves”. Thiscjple made Russian Emperors broaden the
state borders with new land grants. Russian lanbaifperiod became both the condition anc
the goal of service, acquiring to the full a seevi@ature. By the XVII century, the property
was differentiated according to the rights the lpndsessors received with the land grants.
The property was subdivided into fixed-date, estatel allodial patrimonial lands. Fixed-date
lands were apportioned for a certain period of tiEstate lands were given for life-time
possession. Allodial patrimonial lands were het@aind could be either bought or sold.
During the soviet period in Russian history notydahd but also almost all public resources,
such as factories, housing, communications, anddhial sphere acquired a service nature
and could not be alienated from the state intqthesession of private citizens. Thus, state
property with a public-service nature was formedhmterritory of Russia. Centralized
production systems were increasingly used to devile territories. They helped to finally
shape the communal nature of the material-techi@dbgnvironment.

Thus, throughout Russian history, the propertyitifens and economic entities was
formed as a result shzdacha(Russiarrazdachagiving) or distribution in the form of
grants, Emperor’s rewards, etin the past, along wittand distribution,there also existed
bread distributiorandmoney distribution

The rules and norms of distribution have been farohg&ring the whole history of the
formation of the Russian economic system. In thiy geriod, distribution manifested itself
in the form of a donation to the duke’s armed ferao received their food, clothes, horses
and arms from the duke. Later, in the XIII-XV cetigs, land became the principle object of
distribution. The principles of the first land dibution had been worked out on the basis of
two criteria. According to the first of them, faxample, a duke’s heirs could only have
possessed the land formerly in the possessioreaffiither. The second rule was stated in th
chronicle: “land possession was conditioned bystatus of a person on the patrimonial scale
of rank”. These two conditions were combined andhed the first historical name for land
possession, nameWptchina(< Russvot-father + ehinarank), ancestral lands. Votchina is
property received according to the genealogicat passed from the father to the son.

From the second half of the XV century, the rulaslénd distribution for possession
were formed. As the great Russian historian of the



XIX century, V. Klyuchevsky formulated, the amouwftdistribution also began to be
dependent on the term and quality of ser¥ittecould be seen from this formula that complex
principles were formed in the razdatok-economyesystio provide for its inner development
and balancing. By the end of the XVIII century, wheb promotion was mostly determined
by the term in service, the land distribution fofanhecame distribution only according to
rank.

During the early soviet period, the normative bé&siglistribution in kind, i.e., in the
form of goods, housing, and social services wanéar. The wage scale for salary
distribution was also formulated then: now the amiai goods and money distribution
corresponded to the official position of employeHsus, the rule of distribution worked out
at the early stages of Russian economic evoluttoreveryone according to his rank,” has
not lost its universal nature in Russia and isitldéspensable principle of the razdatok-
economy system.

The rules of tribute (Russiatachahanding over) in the system of public-service
ownership were formed concurrent with the elaboratif the rules of distribution. Tributes
formed the basis for the treasury income, first&fauke, then for an Emperor and later for the
state. It is both the source for the operationtatesservices and for financing general
economic expenses.

From the very beginning of the existence of thaduey in Russia, it was mainly
formed from tribute. Its essence was a voluntargoonpulsory tribute of foodstuffs or labor.
When dukes came into power, the Slavonic tribeg g@m honey, furs and wax as well as
fulfilled various conscription.

During the XIII-XV centuries, a specific form ofqutuction tribute;kormlenye”
appeared. Periodically, regional officials collecteeat, baked bread, and hay from people in
their localities. A share of the collected tributas sent to the treasury for the benefit of the
dukes and central governors. During the perioagfifrms of the local government system
introduced by Ivan The Terribleprmlenyewas first standardized, and then later replaced by
stateobrok’. Up until the end of the XIX century, the Russiappation was liable for
differentobroks They were so various in form and content thait th&tures were a constant
source for discussions. Having analyzed the essarite discussions, P. Miluykov
formulated their general feature: “obrok is a ttéoon the land”collected for the right to use
the land.

At different stages of reforms in the razdatok-emug of Russia, an adequate way to
measure the part of the product produced to bengige
tribute was sought. The reformers at any peridusiory were governed by
the same main principle, namely, by a general feywif the population in proportion to the
abilities of each and everyone in accordance viigh t

2y, Kluychevsky, A Course in Russian History, vols. 9 (Moscow: Mysl, 1990), vol. 2, p. 210 (in
Russian).

® Obrok payment in kind of a part of the annual peasant income, was one of the relatively easy
forms of peasant duties, for details see B. Rybakov, Kievan Rus (Moscow: Progress Publishers, 1989),
p. 195.

“p. Miluykov, Russian State Economy in the First Quarter of the XVIII century. The Reform of
Peter the Great (S.-Petersburg: Balashov’s Publishing House, 1892), p.45 (in Russian).
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public needs. Up until the XIX century these algft as a rule, were determined by the size
of the distributed land allotment and the numbefiaafily members capable of work. The
mechanism of reallotment through the Russian péasammunity, for example, was used to
adjust the volume of tribute paid by peasants untlanging conditions. Analyzing the
essence of the peasant community, V. Klyuchevskigrsiood it as a financial mechanism
exclusively, where community land was distributegbioportion to the working and tribute
ability of peasants. That is, land was distribudetbng the homesteads according to the
number of working people and it was compulsbry.

The productive population of the Russia Empire ftbmpoint of view of the treasury
had to give tributes in return for distribution. ¥hhis meant was that everyone had to give
part of what was produced according to the distebyproduction conditions, i.e., according
to what had been given. The planned soviet ecorafirthye XX century was always
controlled so that the production and tribute addmto the state was proportionate to the
distributed resources, both fixed and current assehilable to the primary economic
organization. In other words, the same principlériblute was observed in the planned
economy; and it could be explained by the inneiclog the razdatok-economy.

In the course of spontaneous evolution, the prlaadptribute and distribution
relations has been worked out in the razdatok-eograystem. This principle is: “from
everyone according to what had been given, to everaccording to his rank.” This
relationship should have provided for the effecfivectioning of public-service ownership
because it was assumed, first, that performaneserfy function would be adequately
rewarded, and secondly, that these functions whelgerformed with the required public
benefit. That is why the development of distribntgystems is only possible if thew of
correspondence between tribute and distributgabserved.

The logic of this law suggests that if the amourdistribution to any branch or
territory exceeded the standard level, then thengldvbe a particularly strong desire to go to
this place. These circumstances were always us#tebitussian government both for the
development of new lands and new branches of ingdushus, in the XVI century, the
settling on the monastic lands went on much moceessfully as land grants were combined
with generous privileges. The practices of the Sopower are also widely well-known. The
population was involved in the development of nandis by increasing the money and
material distribution there, in comparison to ttemdlard level elsewhere.

The functioning of the law of tribute and distrilaut during the whole period of
development of Russia also manifested itself inaxch for an effective ratio between the twc
groups of population: those who were in servicethinde who had to feed those who served
In modern history it means a search for an effeatatio between the administrative and
production workers. Thus, the law of tribute anstritbution works both for all the economic
entities and the employed workers.

Money and prices are the immanent attributes ofahdatok-economy that serve the
tribute and distribution relations. However, momeye has origins and nature different from
that in a market economy.

Y Kluychevsky, A Course in Russian History, 9 vols. (Moscow: Mysl, 1990), vol. 3, pp.212-
215 (in Russian).
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The word “money” (Russiadengi)came from the Tatar language under the Tatar-
Mongol yoke. It described everything that the cargd Slav tribes had to give as tribute. But
even after their liberation, the terdéngi” was used in Russian finance as a synonym for
“tribute”. Money was used both in tribute and dtsition flows.Money distributiorwas
quite broadly used; it was distributed accordingh®rank, land estate, character and the terr
of service.

Although, with the development of the Russian stateney started playing a more
and more notable role, the tribute and distribuflows in the XVI-XIX centuries were
predominantly in kind. By the XX century, the rammaeconomy system acquired mixed
goods and money character as money distributioarbe@ considerable addition to the
distribution of goods. During the Soviet periodstdbutions in kind to the population took
the form of free housing, medical services, edocatetc. Organizations received distribution
in kind, i.e., in the form of industrial buildinglend sites and fixed assets.

The tribute and distribution flows were regulatgdestablishing the scale of prices.
They helped to alter the distribution of resouricevor of this or that farm or territory, for
example. It was first practiced by the Moscovyesiatthe XVII century. At that time, a
double scale of prices was introduced for breatveiedd to the treasury. The first scale was
tribute price andhe second was distribution pricgoviet pricing was also based on two types
of prices. First, tribute prices, the prices atathihe state bought the production, and second
distribution pricesthe prices at which the production was distribuiéuls, in the course of
economic evolution, the razdatok-economy systentestaising money as an economic
instrument, i.e., tribute-distribution flows in kirwere being replaced. At the same time,
prices became a measure of tribute and distribution

In the historical development of tribute and distition relations, three stages can be
distinguished in the degrees of public labor divisand economy localization (within the
framework of separate peasant homesteads, witlairge estate or within the state economy
as a whole).

At the first stage, part of the production in OldsRia was given to the dukes in form
of tribute with no changes in the process of comitywor family production. Traditionally,
the process was organized and managed by theldiens.eAn elected elder was in charge of
employment, kept the public treasury, paid dutistributed food and clothing, and punished
wrong doings. At the second stage, during estaigdanure, all land and part of production
means i.e., livestock, sowing seeds, were disibstep-by-step from the Emperor to the
landlords, and then from the landlords to the patssd here were two flows of tribute from
the producer: one flow to the state treasury infdinen of tribute and labor conscription,
another one to the landlord. At the third stageeurthe conditions of a unified state
razdatok-economy, all goods produced are tribugdtie state and all production means and
articles of consumption are distributed eitherimdk or in monetary form. It is the case of the
most complete labor division together with the doaice of state provision.

Each stage in the development of the razdatok-eugr@ad its ownmechanism of
balancing tribute and distributiarit manifested itself in the main economic docutregn
that time. At the first stage, the rules of tribatdlection were defined in the duke’s deed.

At the second stage, tribute and distribution flavese coordinated at two levels, at the
state level with the help of a state roster, ardllg with the help of special “tribute and
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distribution books” which were kept by every lamdl@nd cloister. At the third stage, the
state plan became the unified state “book” of teband distribution.

In defining the Russian economic system as razeldokomy, the diversity of
economic relations should not be oversimplifiedtha course of Russian history, relations
other than razdatok-economy existed and developekl. In a broad sense, non-distribution
relations are really distribution exchanges, egghanges of what was received in
distribution, or exchanges of what was produced distributed production means. Exchange
relations of this type are often looked at as naridations, though their nature differs
fundamentally.

Interaction between distribution and non-distribotrelations takes place in different
forms: conflict, shadow, and partner. In the XVhuey, for example, the government
stimulated the development of bread trade by pirtieplacing tribute in kind with money
tribute. Likewise, by giving the right to buy anellsestates, it created possibilities for land
allotment trade. In XVIII-XIX centuries estate exatges with money additions were widely
spread. Housing exchanges in the sphere of stat@rpare today’s analog to the relations o
that time. But non-distributive relations only sedvto maintain a certain balance in the
razdatok-economy system.

The mechanisms of the operation of the razdatok@ng conditioned the specific
features of its management bodies which beganrto ifio the early stages of Russian history.
These management bodies were caliedomstv8.Russianvedomstve existed all the way
from the duke’s period, to Ivan the Terrible, Péber Great, and to the ministries of the
Soviet period. The logic of spontaneous emergehoewvedomstvs clearly illustrates how,
with changes in Russian borders and the expansiis foreign and domestic goals, new
ministries grew and developed. It made it posdiblstructure the complicated economic
reality of the razdatok-economy.

This form of organization demanded a certain ondéhe coordination of the
functions in eaclvedomstv@nd gave birth to a managerial hierarchy. Eactahthical level
had its own set of duties and responsibilities. dgarial function was performed by different
classes of society at different historical stagging the duke’s period this function was
performed by théoyarsor duke’s officials. They were guided in their &itti by a special
list which defined the nobility of the clan and ttaak within the clan. By the XVIII century,
theboyarswere replaced by thdvoryane nobility. TheTable of Ranksletermined which
posts they could occupy. During the Soviet peribd,position of bureaucrats were
determined according to the name on their rostmmenclaturaThis roster was a list as well
and was approved at the top management level.

® Vedomstvo (< Russ vedat know) is a branch, a part of the state management making up the
whole, a range of subordination and activities (V. Dal, An Explanatory Dictionary of the Great Russian
Language, vol. 1, p.329). On the eve of perestroika, modern vedomstvos included ministries together
with trusts and enterprises subordinated to them. Thus before the market reforms, the enterprises in
Russia belonged to a particular vedomstvo and were subordinated to the middle-management level,
trust, which, in its turn, was supervised by the ministry.
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Vedomstve and the managerial hierarchy were indispensaliteetmanagement
model characteristic of Russian razdatok-econonayl #lhe stages of its historic
development.

Complaints, being the most widely spread and actaetion to the incompatibility of
tribute and distribution flows and the defectshia thanagerial system, played the role of
feedback. If it is possible to get something onhdistribution in the system, it means that
there is a necessity to ask for it, i.e., to conmpl&his was exactly how the Russian
population acted when it was not satisfied withadipular situation. Petitions and complaints
were so commonly used during the whole history wés$a that they can serve as one of the
most important historic documents of any periodeie whole period of development of
the Russian state, the feedback mechanisms tygfitiaé Russian economic system were
being perfected. The most adequate methods toninddmsout deviations from the norm were
being looked for and found. This mechanism tookftie of complaints made by all layers
of society and from all the management levels.

Even the first Russian dukes with their armed fenwent to the tribes subordinated to
them to “carry out their duties to the populatioas, S. Soloviov, a great Russian historian
of the XIV century, put if.In response to the complaints of his subjectsjke avould
administer justice, mete out punishment, and &tteramount of tribute. At a period when
kormlenyeexisted, the order of official responsibility fosroplaints was worked out. There is
historical evidence attesting to the fact that wittenterm of a local governor in office
expired, people who had suffered from him could glaim about his wrong doings. As a
result, many local governors who lost the suit &sb not only their property but also their
hereditary property to pay for the plaintiff's I@sand court fines.

At zemscky councils of the XVII century, complainé®k the form of reports of
petitioners’ representatives “about different neefddhe brotherhood”. A special department,
reketmeysterstvalealing with petitions and complaints, was essdigld during the reign of
Peter the Great. The right to complain was graotddken away in the same way as with
property tributes. Thus, during the reign of Caitietl, serfs’ right to complain against their
landlord was canceled by a special verdict.

During the Soviet period of razdatok-economy, caimis remained the main signaling
element. Any complaint incorporates three basicpmmments. These are: dissatisfaction with
the situation, its substantiation, and a requestgolve it. Thus the whole complex of
complaints at any given period gives a completeupécof the problems in any particular
branch of the economy. For example, in the 1960devindustry was developing relatively
successfully, the housing and social spheres vaggrig behind. Eventually the flow of
complaints helped to initiate the housing reform.

The Soviet economy developed the mechanism of antpl
consideration and resolution to perfection. Evedividual and economic executive manager
had the right to complain, but not every complaint
served as a guide to action. A critical mass ofgaimts at every
hierarchical level was necessary for them to besiclemed at the next level.

The higher the rank of the person who complaineel greater the

Ts, Soloviov, The History of Russia from the Ancient Times, 18 vols. (Moscow: Mysl, 1988),
vol. 1, p. 215 (in Russian).
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authority the complaint had. The situation couldelasily explained. The higher the level of
management hierarchy, the greater the number ofoaaic units that needed coordination of
their tribute and distribution flows. The order pfiority and the quantity of resources
allocated to resolve any particular complaint deleehon the weight it gained. The quantity
of complaints served as an indicator of balancthénsystem as a whole and at its levels i
particular. Their minimization was the criterion efectiveness of a manager’s activities ir
razdatok-economy.

Thus, complaints appear to be not only a phenomefioommon culture of the
people but also the most important signaling meisimaf operation for the razdatok-
economy system.

Historic analysis of the development of the Russiemnomy shows how the
razdatok-economy system formed and developed wiijective conditions. The laws of this
system are 1) service-labor organization, 2) bateicibute and distribution flows, and 3) a
mechanism of complaints which played the role efifeack. At every stage in the history of
the Russian razdatok-economy, a specific managesgsteém was formed. It had to provide
for the effective functioning of the razdatok-ecomosystem as a whole. Periodically, with
changes in the conditions of running the econonayaanomplication of the social structure,
the management model becomes ineffective in dealitigthe problems of economic
development. The Russian economy has been exp@gemee such period during the 1990s,
at the stage of market reforms. As before, in tiveent stage of development a spontaneous
search for new effective organizational forms igigmn. As a result, razdatok-economy
institutions will be improved.

82. Institutional Changes in the Period of the Marké Reforms

Market reforms of the 1990s in Russia represenptheess of institutional
transformation embracing all the branches of tlanemy. It was expected that in the course
of the reforms the basic institution of ownershipud be changed and market forms and
methods would be introduced into the economic pracSchematically the directions of the
market transformation in the razdatok-economy hoeve in Figure 1.1.

The macro-economic environment of any society terieined by the dominant type
of economic system (Box 1). The Russian econongystinction to market economies,
represents ezdatok-econonty

8 0. Bessonova is the author of the principle propositions and notions of the theory of
razdatok-economy in Russia. The term is used instead of the term “distributive” traditionally used to
describe Russian economy. The term “razdatok-economy” means its objective character, formed
historically and developed under the influence of material factors. For details, see “The Razdatok-
Economy as a Russian Tradition”, Obshchestvennye Nauki (Social Sciences), 1994, No. 3, pp. 37-49
(in Russian); O. Bessonova, Housing: the Market and Distribution (Novosibirsk: Nauka, 1993), (in
Russian).
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The basic law of operation for a modern razdatakemy is the law of tribute and
distribution flows, in kind and financially. A staplan based on the system of normatives ar
tariffs helped the central power bodies to mainttdiis correlation. Self-regulation of the
razdatok-economy system was achieved with the nmésimeof complaints playing the role of
feedback. They reflected deviations in the quantityd quality of allocated resources
(services) from the established normatives. Labtations were regulated by the general lav
of obligatory service-labor based on staff rostamd wage levels. Such organization of the
institutional environment determined the rulestfa operation of all economic entities.

The razdatok-economy system is characteristic @fetes with a high level of
communality of the material-technological enviromingox 2).

Communality is an organization of the material-technologicalimmment such that
its parts present a unified inseparable systematisa of any part could lead to the
disintegration of the system as a whole. Society ashole benefits from such communal
infrastructure and it becomes a condition for theiety’s survival. Communal infrastructure
is maintained and developed not by the totalitypn¥ate entities which realize their own
interests, but by the state standing for the pubiterests. It establishes an appropriat
management system and through the central bodtemaes the general rules for the use o
the communal infrastructure for all economic eesiti

In the course of the historical development of Ryssommunality of the material-
technological environment has been constantly asing. At the same time, the center o
mass was shifting more and more from the natuasd(land mineral resources, forests, etc
to the material-technical infrastructure. At praseommunality is characteristic of all the
branches of Russian economy. It is serviced byttieed energy system, the centralized hes
and water supply systems, and the public railwagdgportation system.

Communality in housing manifests itself in the igtdfpublic life-support systems for
the main part of the housing stock. The systenrdmmized in such a way that establishet
standards of service and rules of use are maimtamevery part (unit) of it.

The character of the material-technological envitent brings forth a certain socio-
economic structure of the population (Box 3). Thenmunal character of the environment is
matched by the dominance in the structure of thmifadion of groups recognizing the leading
role of the state in providing the operation of tmmmunal infrastructure. These groups o
population comprise thetatization® potential of the society.

Stability of the etatization potential is conditemh by the historic generational
experience of struggling for survival. It has destoated that the razdatok-economy system |
compatible with the communal character of the niatéechnological environment of the
Russian society. As the majority of the populatimes in the housing stock owned by the
state, it determines the rules of use of the hgusteck and bears the main maintenanc
expenses. It results in the formation of the esiitin potential in housing.

° Etatism (<Fr. etate state) means realization of the right for the state to actively participate in
the economic life of the society.

17



A certain combination of the type of economic systéhe character of the material-
technological environment and the socio-economiaciire of the population creates a
macro-economic environment for every society whagtermines its economic life. The
razdatok macro-economic environment with a comminfedstructure and a high etatization
potential of the population are characteristic as&a.

The market macro-economic environment is charasdrby the non-communality of
the material-technological environment and domieamé privatization potential of the
population.Non-communality manifests itself in the technological independesicelements
of the material infrastructure and their ability fianction on their own. Market relations
develop in a non-communal environment while the G@vsupply and demand serves as its
main regulator. Under market economy conditionsupgs oriented toward private means in
the organization of economic life dominate in tleis-economic structure of the population.
These means constitute tipeivatization potential of the population. Private housing is
predominant in countries with a market economytakes the form of individually owned
houses, a rental housing sector, or condominiuresit ldnd hot water are usually supplied
through the equipment installed directly in theldinigs.

Both razdatok and market macro-economic environsnmin institutional
environments corresponding to them. The naturéefristitutional environment in its turn is
characterized by the basitstitution of ownership (Box 4).

Stateownershipis the basis for the modern razdatok-economy.€lsence of the
state ownership in the razdatok-economy is thastaie, being the owner of the main
resources, is responsible for their use in the@steof the society as a whole. The state
distributes property and allots its parts to thenexnic entities, establishes the rules for the
use of the property and the amount of productioseovices tribute for the economic entities.
The state also establishes and adjusts all theoedomrelations.

Underprivate ownership in the market environment separate objects ofgntgare
owned by individuals, groups of people, or orgatiizes which use them in their own
interests; relations between economic entitieeatablished by these entities themselves anc
are regulated by the laws of market economy.

The basic institution of ownership determinestadl institutional elements of
economic life, first of all théorms of organization of the economic entities (Box 5) AState
organizations dominate undiie state ownership The state form of organization means that
it is established by the central or local poweribsdhat should supply it with all the
necessary production resources. At the same timst#te fully regulates all economic
activities. In the market economy organizationslelsshed by private entities with the
purpose of gaining profit dominate; in other woriti® dominance girivate forms is
observedManagement models Box 5, B) formed both in the market and razdatok-economy
institutional environment represent the meansherdoordination of the economic operation
of the entities which help to organize productionhie most efficient way under specific
historical conditions.

On the eve of the market reforms of the 1990s issky the administrative
management model was characteristic of the stg@naations. Thadministrative
management models characterized by a hierarchical order wherddher management
links are directly
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subordinated to the higher link accumulating adl timancial and material resources.

In modern market economiasontract modelrepresents the basic management
model. Under this model all economic entities adependent and establish horizontal
relationships between themselves on the basisnifaxis.

The combination of the form of organization and tienagement model specifies the
type of organization(Box 5). Each historical period in the development of thekagor
razdatok-economy is characterized by the dominaheespecific type of organizatioState-
administrative organizations were characteristic of the razdatok-economy in018380s.
Private-contract organizationsare characteristic of modern market economiesaiest.

Institutional environments in market and razdatokr@mies are characterized by
differentmechanisms of operatiorof organizations (Box 6). For the razdatok -econarhy
Russia on the eve of reforratate planrepresented the mechanism of operation. It balancec
tribute and distribution flows. The mechanisntofmpetition sets the balance between
supply and demand in the market economy.

The difference in the mechanisms of operation naaidfitself in specific features of
the economic status of organizations and operéitiagcial mechanisms. Thezonomic
statuscharacterizes the degree of economic independdrdiffayent organizations (Box 6,
A).

Under state planning,tderarchical budget of income and expenses is the essence
the economic status of the state-administrativamizations. This means that the budget of
all lower-ranked administrative management leveds wcorporated into the budget of
higher-ranked organizations. Thus within the framenof a hierarchical budget each top
management link completely controlled the financi@hdition of its lower links. An
independent budgetis typical of private-contract organizations in tharket institutional
environment. Organizations implement financial ppindependently within their budget.

Financial mechanismrepresents the means of acquiring financial ressuand the
rules of their spending (Box 6, B). For the stalesmistrative organizations in the razdatok-
economynormative order represents the essence of their financial mecimartiselped to
determine the main sources of acquiring capitsladtcumulation and spending. Normative
order represents a unified system of normatives,dqualitative indices determining the
values of spending of all kinds of resources ferphoduction of goods and services for all
state organizations. Normatives are approved abfhenanagement level of the state and
make up the basis of the state plan. In privatérachorganizations in the institutional
market environment, financial mechanism is deteemhibythe contract conditions.

Self-regulation of any economic system and thesidjant of the corresponding
institutional environment are exerted on the bakibe feedback (or signaling) system. The
signaling system incorporates the criteria of éfficy of economic systems and the types of
signals which naturally reflect the degree to whioh effectiveness criteria have been
achieved.

Economic effectiveness criterigBox 7) include three interdependent groups of
indicators. Economic proportions show the basic relationships in using the produactio
resources to the besatisfaction of needsWithin
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any branch of an economy this is the proportiomvbeh the money spent on the managemen
and organization of the production process, mdtexjpenditures, services, and wage
expenses. The wage level together with other latiowli specify thdabor motivation in
organizations of different type for all categoregsemployees, from an ordinary worker to a
manager.

While the effectiveness criteria are identicaltfue market and razdatok-economy
systemstypes of sighalgBox 8) are different.

Profit, the excess of income over expenseshe main type of signal in the market
economy. Gaining profit for private organizatioaghe condition for their survival in a non-
communal environment. If the majority of organinas work stable with profit, then the
market economy is in a condition of sustainablesttgyment. If the majority of organizations
do not gain profit and go bankrupt, then the maedaeinomy enters a period of crisis.

The system ofomplaintsis the main type of signal in the razdatok-econoinay
serves as an indicator of the malfunctioning ofébenomic system. At every historical stage
such an institutional mechanism is formed thaeihpts complaints to best play the role of
the signaling system. To this end the order of i&mation of complaints submitted by
economic entities or the population is determimedli the spheres of the razdatok-economy.
The rules for submitting and registering complaagsvell as the period of time to respond to
them are determined for all the hierarchical mansge levels on the state level. At all the
levels of the economic system there are peopldfggdly appointed to deal with complaints.
Also, in the working schedule of every managereption hours are set to meet with the
population to deal with their complaints in his sphof competence.

If the problems designated in complaints are bseoiged in a timely manner at the
levels where they are made, the economic systémeigondition of sustainable
development. If the level of complaints exceedsnibien, they are collected at either the level
of organizations, at the branches of industryndhe territories. Then they are either
publicized in the mass-media or sent directly edbntral state bodies. When such
complaints become mass in scale, they indicatetlieatazdatok-economy is in crisis. Global
socio-economic reforms are carried out during theseds to solve the existing problems.
These periods represent periods of institutionahgles as the institutional environment of the
economic system is renewed.

A recent transformation period of institutional obas in Russia fell in the 1980-90s.
Its essence was an attempt to introduce the rakatba market economy, to replace the basic
institution of state ownership and the main elem@fthe institutional environment.
Privatization and the introduction of market ecormmodels were the mechanisms of
transition to private ownership that became thderof the national market experiment in
Russian razdatok-economy.

The market experiment embraced all branches oé¢baomy. In housing,
replacement of relations of razdatok-economy byketaeconomy relations was the aim of the
transformation of state housing ownership andh@duction of corresponding changes in
the rules of operation of housing maintenance drgéions.

First, the rules of allocation of the resourceslalée to housing maintenance
organizations had to be changed. In the razdatokesay, the

amount of material and financial resources necgdedhe housing maintenance

organizations was allocated by the state bodigh@basis of plan according to the share of
public housing stock these organizations maintaifiéey were also given the facilities and
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the necessary equipment. In the market economgriditions of competition the amount of
necessary capital is received by selling servioghe customer while the facilities and
equipment are either leased or bought.

Second, in the course of the market transformathanrules of rendering services to
the residents had to be changed. In the razdatmkeaty, maintenance organizations
rendered a given set of services. State resountkBraeance were allocated to them to this
end. Costs, maintenance organizations bore, westlynmreimbursed directly from the state
budget and through the housing fee. Housing feecatiscted from residents of the state
housing according to the unified normative promditely to the floorspace of occupied
dwelling. On the eve of the reforms the normatif’bausing fee amounted to 0.17 ruble per
square meter of dwelling. In the market economyrémge and the quality of services are
determined solely by the consumers’ needs. The ataficollected apartment rent should
cover completely the maintenance expenses.

Third, the rules of acceptance into organizati@mlering maintenance services had
to be changed. In the razdatok-economy, workerg wecepted into organizations for an
unlimited term and submitted theiervice recordRussiartrudovaya knizhkah life-time
document given to all workers by the state orgdiuimavherethey worked. It indicated the
kinds of work performed by the worker and kindsefards and incentives received for the
work done. Attachment to a working place gave mdy the possibility to receive salary, but
also the right to receive public housing, mediea/kes, social insurance, etc. In the market
economy, workers are accepted for the term stat#tuki contract. Usually their wages is the
only remuneration they receive for their work. 8ther goods and services necessary for
living are bought by the employee on their own.

Fourth, in the course of market reforms the rufessgsessing the operation of housing
maintenance organizations had to be changed. Iraffiatok-economy system the absence o
complaints of residents living in the housing steekviced by the housing maintenance
organizations indicates the successfulness of tiparation. In the market economy, profit
gained by housing maintenance organizations bectmdadicator of their success. It means
that consumers pay for the services rendered to thdicating that they are satisfied with the
guality of service.

These changes in the rules of operation of hous@igtenance organizations would
mean the replacement of the razdatok institutienalronment in housing by the market
environment.

The basic institution of ownership had to changéatsame time. In the housing
sphere, instead of one proprietor representeddgttite, a large number of private owners
would appear. Thus the institutional environmenuldahange and its elements would
acquire a market nature. It would mean the emermgand growth of a new type of private-
contract organization in housing maintenance.

In housing, the market experiment took the fornthef Demonstration projects put
into operation in several cities of Russia purstiarnhe Agreement on Technical Assistance
between the governments of the Russian Federatibtha United States of America. On the
eve and in the

21



course of realization of the Demonstration projécim 1992 to 1996 in the city of
Novosibirsk, economic-sociological monitoring oétmarket experiment in housing was
conducted under financial support of the UnitedeSt#@Agency for International Development.

Each stage of monitoring reflected considerablagba in the character of the
institutional environment connected with the emarogeof new types of housing maintenance
organizations (Figure 1.2).

|11 stage
Il stage
State-Contract
| stage
Private-Contract Private-Administrative
State-Administrative State-Administrative State-Administrative
>

November March  April October  November March
1992 1993 1993 1994 1994 1996

Types of housing
maintenance organizations

Figure 1.2. Stages of the Economic-Sociological Maeiing of
the Market Experiment

Before the market reforms were started, organirat the state-administrative type
represented by housing trusts had operated inptihers of housing maintenance. These
organizations were the objects of first stage of monitoring

Thesecond stagef monitoring started when the market experimerthaform of
the Demonstration projects was initiated. Durinig freriod, along with housing trusts,
management companies became active. They wererchoseecompetitive basis and entered
into contracts for housing maintenance. They represl the private-contract type of
organization. A contract management model and ameghanism of operation were tested in
these organizations.

Thethird stage of monitoring institutional changes was conneatéti the
emergence of new types of organizations in housdmgthe one hand, private-contract
organizations working under the Demonstration misjevere replaced by a typemivate-
administrative organizations. These organizations, being private in form, used t
administrative management model. On the other hsorde state housing maintenance
organizations of the administrative type were tfamsed intostate-contract organizations.
They were state in form, but began to use the reract management model.

The goal of monitoring institutional changes in afi¢he branches of the razdatok-
economy — housing — was to make a comparative aisaby the mechanisms of operation
for organizations of all types and to find an itgtonally stable type among them, one
capable of effective operation at the current stdgievelopment of economy in Russia.
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* * *

Thus the experiment realized in the form of the Destration projects became a part
of the market reform in the public housing system also the razdatok-economy of Russia.

The reform was oriented toward mass housing peaatitin and the development of
private management in maintaining the housing stockfferent forms of possession. If the
set goals were realized, the market managemensfana methods offered under the
Demonstration projects would completely replacestiate structure of housing management.
Such a change in the institutional environment etggkto occur in other branches of the
economy as well would result in the developmerd ofarket economy.

To return to the old system of economic relatiomd @estore the administrative
management methods is an alternative to the abetieooh It would mean the rejection of the
market management methods and the inability foraadatok-economy to reform.

These two ways were, as a rule, considered todomtist probable results for the
development of the market reform in Russia in tB@0k.

But how probable is a third way for the developmafrd reform? Is it possible that
during the experimental period various institutioslaments of the market economy will be
tested and as a result, such management modelsenfitiund that will make it possible to
effectively solve the problems of the razdatok-exoyn accumulated in 1930-1980s?

The answer to this question was received in theseoof the economic-sociological
monitoring of the market experiment in the Russiansing economy described in this book.
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Chapter 2

Conducting Economic-Sociological Monitoring

Verification of the theory of the institutional defopment of Russia,
presented in this book, is determined by the extentvhich its
propositions explain the inner logic of current cinges. The scientific
facts presented here will serve as a basis forgkplanation. The goal of
monitoring the institutional changes was to colleittis data. Monitoring
was based on the procedures and methods of econamicsociological
analysis.

The procedure of economic-sociological monitoringlvbe presented in
Chapter 2 of this book. It was possible to studg tturrent period of
institutional changes in Russian razdatok-economitiwthe help of
monitoring one of its sectors, housing. The instremtal character of the
method allowed the researchers to use the scienfdicts to explain the
process of institutional changes in Russian socias/a whole.
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81. The Indicators of Monitoring

The economic-sociological monitoring of the mareperiment in housing included
regular, periodic measures of indicators on théshaiscomparable procedures. These
indicators quantitatively expressed the effectigsnaiteria of economic systems. At all
monitoring stages, these indicators helped to coentee efficiency of the mechanisms of
operation of different types of housing organizasio

The indicators of economic-sociological monitorfiogm four groups. They help to
measure:

- economic proportions;
- labor motivation;

- satisfaction of needs;
- resident requests.

Three indicators, namely management costs, the Wuage and the materials and
repair fund were used to measure the economic piiops.

The management costaire expenses housing organizations bear to maitiai
administrative bodies. In the state-administrativesing organizations management costs
included the wage fund of the trust administrapeesonnel. These same costs for private-
contract organizations equal the amount of the gamant fee. It is paid to the manager or
the management company according to the contract.

Thewage fundof the employees is the sum of pay to all empleyegcluding those
in the top administrative bodies. In the state-anistiative housing organizations, the wage
fund is the sum of pay to all lower level employaesd workers of the trust rendering
specialized services. In private-contract orgaionstthe wage fund is the pay to all
employees, except for the manager.

Thematerials and repair fund is intended for buying materials and carrying out
current house and in-house utility service linearegor all types of organizations, this fund
includes costs of materials, tools, electricityd @ayment to the contract construction
organizations. Unlike the management companiegntterials and repair fund of the
housing trusts includes payments to the employke#®edrust repair and construction service.
It allows the trust to make repairs on its own.

These indicators helped to determine proportionthénspending of the financial
resources and to draw conclusions about the affigief mechanisms of operation of
different types of housing organizations.

Labor motivation was assessed on the basis ofrtdioators, the wage levels and the
working load.

Wage leveldor different categories of employees in the stadministrative
organizations were calculated on the basis of i€ ®sters and paysheet data. In housing
trusts, wages had a complex structure. It inclyzBaaments of wages according to the staff
roster and different kinds of bonuses. These banimstuded multiple compensations for
combining professions, for increasing the mainteparone, for completing additional
normatives, etc. In private-contract organizatiansges were paid according to the contract.

Theworking load of every employee depended on the number of stafér
positions he held and the normative load. It alspethded on the actual work load. Data on
the staffing levels compared with staff roster Ievand official instructions served to
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determine the normative work load. Interviews vifith employees at all levels were the basis
to determine the actual work load.

To draw conclusions about labor motivation efficignwage levels actually paid
were compared with the normative. Wage levels imshtg organizations of different types
were also taken into consideration.

Two groups of indicators were used to measureethe bf resident satisfaction with
the overall performance of the housing organizatidihese were residents’ assessment and
the assessment of the physical characteristicsitafibgs. The former were received during
resident sociological surveys, the latter durirdhtécal inspection of buildings.

The choice of indicators was conditioned by tw@idependent tasks maintenance
organizations must solve. On the one hand, thay cait current repair work. Its results can
be easily assessed by the residents. On the ahdr housing organizations maintain the
safety of buildings and the utility service linesarder to prevent the deterioration of their
physical characteristics. Only specialists cansstee results of this kind of work during
technical inspections.

Current repair work is carried out on a daily bakiisicludes maintaining the
cleanliness of yards, entries, and cellars; conmgjeequests for electricians and plumbers,
providing the proper operation of elevators andgge chutes, disposing of garbage, etc.
Maintenance is planned on the staff roster basias;lthe necessary number of people to be
involved in a particular activity, their wages ahé normative material supply are specified.
Activities to maintain the safety of buildings aagiuipment are capital in character. They
include equipment preparation for the winter seasgnipment repair, repair of entries,
upkeep of the building or its capital repair. Adies of this type are carried out periodically.
Activities to maintain the physical characteristiéghe building are planned on the basis of
work load levels. They depend on the physical deatien of buildings and equipment.

In the course of monitoring, the following requirents for residents’ assessments
were formulated:

1. completeness of the assessment system, i.e., mesidesessments had to be
interconnected and give a full picture of all agpexf housing maintenance;

2. guantitative definiteness relative to the prochss is being measured, i.e., evaluation had
to be built upon the questions from a questionnaitie a quantitative scale;

3. linear character, i.e., an increase or decreafeimdicator’s value had to correlate with
an improvement or worsening of housing maintenance.
At the first two stages of monitoring, residentssassments included five indicators:
1. Assessments of Specific Aspeat$ housing maintenance represent averaged assdssme
by residents of every aspect of housing maintenfroce the normative set.

2. Successfulness of Completing ResidentRequestsshows promptness and quality of
completing a request.

3. ThelLevel of Resident Satisfactioneflects the structure of residents being satisfiéd
housing maintenance to a larger or lesser extent.
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4. An Integral Appraisal of Satisfaction with the housing maintenance is an averaged
assessment of the specific aspects of housing emginte by each family who participated
in the survey.

5. TheAlienation Indicator demonstrates the share of residents who had aréasaldress
the housing organizations, but who did not do sshows the level of uncompleted
requests in rendering the normative set of services

At the third stage of monitoring, additional reguitents to residents’ assessments
were formulated. They were connected with new gaatsexperiences in applying the
assessment model at the first two stages. These wer

1. Unigueness of Interpretation— an indicator must reflect the changes in thegse that
is being observed but not the changes in the hgusionomy as a whole;

2. Successfulness— an indicator must reflect not the causes for geanbut a result of the
process under observation;

3. Sensitivity — an indicator must react to changes taking plad¢kdrcourse of monitoring.

All five indicators were analyzed from the pointwwéw of these new additional
requirements.

The first indicator which shows resident assessmgtite specific aspects of
operation was built on the following question frtme questionnaire:

What is your assessment of the excellent good fair poor
current performance of housing
organization on providing:

Cleanliness of Entries

Cleanliness of Grounds

Performance by Plumbers

Performance by Electricians
Staff Attitude to Residents
Elevator Maintenance

ga|loafjfojoajor|jor| o
Al >
WlWlw|lw|lw|w]|w
NIN[ININININIDN

Garbage Chute Maintenance

As a result, the indicator of assessment of theifgpaspects of housing maintenance
answered all the selection criteria to the largeegnt. It was used at all stages of monitoring and
reflected the level of housing maintenance rendeydubusing organizations of all types. The aspect:
of performance which included the main types ofises from the normative set rendered to the
residents were included in the assessment. Cstédiiicategories are also involved in the work in
each of the aspects. Thus, along with the assessfiiba aspect itself, efficiency of staff
performance was also measured. Thus, throughsbssasent of specific aspedtit® level of
housing maintenancavas also measured at all stages of monitoring.

The indicator of successfulness of fulfilling remidis’ requests was built on the
answers about the completion of requests to plusndned electricians. The successfulness

scale included three gradations:

e promptly completed requests;

* requests completed after repeated calls or aftingéhe manager;
e uncompleted requests.

28



This indicator was used at all stages of monitdoecause it reflected tigeiality of housing
maintenanceand showed the character of reaction to residextigests. Housing organizations
registered the completion of residents’ requesth&inown. Data received from residents in the
course of monitoring did not agree with their d&ta. an organization, a request was consideregl to |
completed if a worker came on request. Howeveradt not taken into account whether the
malfunction was repaired. Such a peculiarity ifstegng the requests resulted in 100 percent index
of request completion. In the course of monitoringas noted whether the request was actually
completed. The larger the number of promptly cotegdleequests, the higher the quality of
maintenance, because it meant that the causefohitan was repaired immediately and there was
no necessity for repeated requests.

At the first two stages, the indicator of the LeveResident Satisfaction was based on the
answers to the question: “Are you satisfied withabndition of maintenance as a whole?” A scale
from “totally unsatisfied” to “fully satisfied” wasgsed. Experience in using the indicator of thesLev
of Resident Satisfaction showed that it was dilffimicome to definite conclusion about satisfarctio
with housing maintenance on its basis. In conditmfra constantly changing environment, changes |
spheres not directly connected with the activitidsousing organizations influenced the indicator's
dynamics. These included an increase in the statiry fee, regularity of wage payment, resident’s
ability to pay timely, etc. Thus, this indicatoddiot meet the requirement of unambiguous
interpretation. For this reason it was not considlet the third stage of monitoring.

The indicator of Integral Appraisal of Satisfactiahthe same time, met all the requirements
of monitoring. By its construction, this indicatepresented the distribution of families in terrhs o
their averaged levels of assessment of all aspEctaising maintenance. In keeping with this

indicator, all families were divided into three gps:

« totally unsatisfied: those whose average assessmatrom 2 to 3;
* not quite satisfied: those whose average assesswasrftom 3 to 4;
 fully satisfied: those whose average assessmentraas4 to 5.

Since this indicator reflected the distributiorre$idents in terms of different levels
of satisfaction, it was used to assess the LevRBlesident Satisfaction with the performance
of different types of housing organizations atttied stage of monitoring.

The Alienation indicator used at the first two gta@f monitoring was not sensitive
enough to short-term changes in the performant®e$ing organizations. It was preferable
to use this indicator to analyze the dynamics n§term changes. For this reason, this
indicator was not used at the third stage of moinitp

Thus, only three of five indicators were includatbithe resident assessment at the
third stage of monitoring:

» the Level of Housing Maintenance;
» the Quality of Housing Maintenance;
» the Assessment of Satisfaction with the EfficienEyHousing Organizations.

The Indicator of the Physical Characteristicsof a building was based not on the
resident assessments, but on the results of aitatimspection conducted by specialists.
Changes in the physical characteristics of builgliage inertial. They depend upon the year o
construction and design features of buildingshla tonnection physical characteristics of
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buildings were measured only once in the coursaafitoring, while the performance of
housing organizations was assessed every six months

The procedure for assessing the physical charatiteriof the housing stock was
developed by the Scientific Management Laboratbithe Industrial-Housing Repair Board
(IHRB) of Novosibirsk in the years from 1987 to 199 his procedure was used for regular
assessment of performance by housing organizatiaddevosibirsk and other cities in
Russia. In accordance with the procedure and obdhkis of the given criteria, an inspector
from the IHRB made an assessment of the conditiatroctural components of the house
and housing maintenance.

The procedure of technical evaluation which hachtssproved in practice over a
long period of time was improved by the authorsliffiers from the former procedure in three
ways.

First, a new assessment scale was used. It mpdesible to actually reflect how an
inspector worked. The scale had three gradatigr; @hd 4. They characterized different
degrees in the physical characteristics of stratitwmponents of buildings.

Secondly, current performance of housing orgaronativas not assessed because its
results had been assessed in the course of tldemesisurveys.

Thirdly, a formalized questionnaire was createdlltiwed the team of researchers to
easily present and evaluate the results of ingpecti

Technical inspection made it possible to assesplifisical characteristics of the
buildings maintained by housing organizations ffiedént types and to analyze differences in
technical policies of housing organizations. Theifierences manifested themselves in
differences in assessments of the condition otgiral components of buildings.

To measur&esident Complaints the last group of indicators of economic-
sociological monitoring, three indicators were uskukey characterized three basic types of
complaints: latent complaints, repair requests,antive (“Red Flag”) complaints.

Latent, not yet obvious, complaints point to problems éxdt in different aspects of housing
maintenance. These problems have already beemisetbpy residents, but they have not yet
requested services from the housing organizatiwribdir resolution.

Repair Requestsare resident requests to housing organizatiomntter a service from the
normative set.

Active or “Red Flag” Complaints include resident appeals to higher- organizatibesmnedia,

local authorities, and parliament members aboliigmas in housing maintenance not resolved by
housing organizations.

At the first two stages of monitoring, the struetarf the main types of repair requests
was analyzed. The analysis helped to explain tbklems that appeared with the emergence
of new types of housing organizations. At the tlsiraige of monitoring, complaints were
measured on the basis of actreistration of complaints in housing organizatiansl
registration of residents’ appeals to higher-leughorities for the resolution of housing
maintenance problems.
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82. The Objects for Observation and Collection of Iformation

Before the market experiment was initiatatithe first stageof monitoring, from
November 1992 to March 1993, the state-administedtbusing organizations were the
object of observation. These organizations worketthé sphere of housing maintenance of
municipal and enterprise-owned housing.

Municipal housing maintenance organizations wepeagented by the housing trusts
(HT) of the Leninski and Zheleznodorozhny distrieftsNovosibirsk together with housing
maintenance units (HMU) NN 26, 3, and 55 since theye parts of these trusts.

Enterprise-owned housing maintenance organizati@mne represented by the
Housing and Communal Boards (HCB) together withHiMiUs of the Khimkonzentrat
factory, Sibselmash plant and the Siberian BraficheRussian Academy of Agricultural
Sciences. These organizations represented industterprises and budget organizations of
the city which had enterprise-owned housing staakeéir control.

At the first stage of monitoring, interviews withet directors of the housing trusts and
HMUSs, foremen, electricians’ and plumbers’ teantkya were conducted. The total number
of interviews was 26. Data on the actual wage EwéB12 workers of HMUs, and HTs of the
Leninski and Zheleznodorozhny districts were caédc

At the first stage of monitoring, resident assesgm&s built on the data of a
complete survey of the residents of thirty-threades in the Leninski district selected for
participation in the first Demonstration Projechiousing maintenance. The selected district
is an industrial and residential district of thiycilhe district has an average standard of
transportation infrastructure and other facilitiesch as schools, stores, and athletic cehters

The distribution of the buildings is representat¢he typical building pattern in the
district and the entire city. It is composed mosiiys- and 9-story buildings built between the
late 1950s and the 1980s, in the period of masdamt$al construction (Table 2.1).

Table 2.1.

Distribution of Buildings Included in the Demonstration Project, 1993, Leninski District, Novosibirsk

Total Period Built Building Material
Type of Building Units | 1930- 1957 - 1980 & Brick Concrete
1956 1979 Later Panel
Low-Rise Buildings _ R
(2-4 stories) 4 4 4
5 Story Khrushchovka 23 1 29 ) 14 9
Buildings
9-12 Story Buildings 6 ) > 4 6
(elevator and garbage
chute)
TOTAL 33 5 24 4 24 9

! 0. Bessonova, On Apartment Rent in the USSR: the Case of Novosibirsk, Izvestiya
Sibirskogo Otdeleniya Akademii Nauk SSSR. Seriya Ekonomiki i Prikladnoi Sotziologii (Proceedings of
the Siberian Branch of the USSR Academy of Sciences. Economics and Sociology Series), No. 3
(1985): p. 59 (in Russian).

31



The 5-storyKhrushchovkauildings, named after Khrushchev, who launched the
program for their construction, mostly built in th860s and 1970s, are distinguished by smal
kitchens and rooms accessible only through the meaim, having a combined toilet and
bathroom. They are not equipped with elevatorsgartiage chutes. Most of the 9-story
Improved Design Apartmebuildings constructed in the 1980s have a largehkn, rooms
with higher ceilings, a separate toilet and bathrpleallway access to all rooms, and elevators
and garbage chutes. There are also several lovbuitdings in the district built before or
immediately after the war (1941-1945). While thekkbuildings can be converted into
higher-quality housing through capital repairs,girg such improvements they are run-down
and unsafe. For example, one such building, huilhé 1930s, awaiting repair poses serious
maintenance problems, while a similar building |tinithe 1950s and on which capital
repairs have been completed, is one of the masictitte residential buildings.

The surveys of 2,073 families living in buildinggiuded in the Demonstration
Project were conducted in February and March 1998terviewers of the sociological
service “Sotsium” (for more details, see Managenaet Maintenance of Municipal Housing
Stock in Novosibirsk: Present Condition and PuBlnion. - Working Paper No. 6 -
PADCO, Inc. Washington. March 1994).

The difficulties faced in developing methods andstaucting the first questionnaire
stemmed from the fact that the housing maintenaadenot previously been the subject of
any special sociological research. Thus no sumelyrtiques or questionnaires existed that
had been developed in Russia and tested in aes@rch.

Related to this problem was the lack of a consistgstem of concepts describing the
housing maintenance that were interpreted consigtiey scientists, practitioners, and the lay
population.

The use of assessments expressed by the resideamdradicator of the objective
status of HMU’s performance was further complicatgdhe residents’ differing views
regarding the HMU’s prescribed role in housing rnteirance. In particular, they often
contacted the HMU and held it responsible for atev supply and heating problems, which
were often not the HMU'’s responsibility. For thésason it was essential to ascertain exactly
with what the respondent was dissatisfied by addungstions about problems in services
provided to the residents.

The survey team also encountered the methodologiodlem obtaining objective
information through subjective satisfaction assesgm Quite often these assessments were
influenced by external factors related to the statfuindividuals, their general outlook and
current attitudes. Therefore the appraisal of ses/had to be supplemented with factual
information on the standard of management and mad@mice services to put those
assessments into the proper context.

On the eve of the market experiment, in additiothebassessment of housing
maintenance, the survey had the goal of obtainieifane and income status data, information
on the attitude to the market experiment, partidipain privatization of housing, demand for
state housing allowances and the character of s¢gjf@ housing maintenance.
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There were different types of questions in the jaesaire. Closed (multiple-choice)
guestions, semi-closed (multiple-choice plus “ctlogation) and open-ended questions were
asked. The number of the latter was greater thareistandard practice. This was needed
because the survey of these types of problemsiveafirst and it was necessary to receive a
complete picture of the problem, its understanding interpretation by those surveyed. Thus
of the total number of questions, closed questionsunted to 52 percent, semi-closed to 27
percent, and open-ended to 21 percent.

The survey team made use of classical questionoaistruction techniques that permit
the researcher to verify the reliability of thednhation obtained: control questions on relate
subjects in different parts of the questionnamegripreting and correlating data for
generalization and constructing indicators, andfigation of answers given to direct
guestions with data derived from answers to indigeestions.

Prior to the survey of all the residents, a pilovey was conducted. As a result, some
guestions had to be removed, others that causedmndisrt in the respondents, were modified
For example, questions about attitudes to marka@s in housing had to be removed. The)
called up associations that stimulated excesss@udsions with a political bias, thus
upsetting the flow of the interview and the intefithe question. Questions related to income
expenditures, or possession of certain propengstaere removed, or modified.

Careful preparatory work ensured the survey’'s ssgcls a result, 94 percent of families
in a large micro-district of the city were surveyéih behalf of the HMU management, all the
residents of the district were notified about tlged of the survey by mail. Also, they could
ask any questions about the survey by telephonayMfathem did so. The interviewers were
issued special cards to confirm their identity tayaresidents’ fears aroused by the high
crime rate both in the city as a whole, and paldidy in the buildings under review. For
example, on the eve of the survey, a murder wasritied in one of the houses and
burglaries were committed on several other occasion

The interviewers remarked that the residents’ agbarticipation in the survey was above
the typical level. Readiness to answer the questieftected a great number of problems in
housing maintenance and hope for their resolution.

Information collected during the survey was unifpreseveral reasons. First, a large
enough array was obtained, permitting the reseesdbealraw statistically significant
conclusions. Second, universal rather than a sangtlee of the survey allowed the
researchers to assert confidently that it represkall social strata of the population in a
typical urban district in the period of institut@minchanges. Third, the concentration of all
respondents in a limited area made it possibledace the impact of variable external
conditions on the respondents’ appraisals whemgreéng the results.

Residents’ assessments received on the basis fifshsurvey gave a representative
picture of the state of housing on the eve of tlaeket experiment and provided initial
indicators for further monitoring.

At the second stagef monitoring, from April 1993 to October 1994 jyate-contract
organizations working under the Demonstration mtsjevere compared with the state-
administrative housing organizations.
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Thus, performance of a management company “Tzeren&' (Demonstration Project-1)
was compared to the work of the Housing Trust ltBninski district. The former started to
maintain a unit transferred from the latter. Thesandicators were used to compare the
performance of the firm “Komfort” (Demonstrationdpect-2) with that of the Housing Trust
in the Pervomaiski district.

From April 1993 to October 1994, the second sesfasterviews with the directors
of housing trusts and HMUs, managers, foremen amttevs was conducted. Information
about actual wage levels of 282 workers of housiagts and management companies for the
same period of time was collected.

At the second stage of monitoring, technical inipacof buildings maintained by
new companies and housing trusts was done. Tedlmggeection of buildings under the
Demonstration projects where private-contract omgdions worked was conducted. Physical
characteristics of buildings under Demonstrationjéut-1 was compared with those of
analogous buildings maintained by the Housing Tofishe Leninski district. The latter
represented a state-administrative type of orgénizalwo criteria were used for the
selection of house-analogs:

» for each building under the Demonstration Projiesthouse-analog had to have the same
number of stories, construction materials, and péaonstruction;

» the location of house-analogs relative to the rsti@ets had to correspond to that of the
buildings under the Demonstration Project, as thesigal characteristics of the buildings
on the main streets, most importantly their appsagawas under centralized control of
the district and city administrations.

Using these criteria, 19 house-analogs were selégtecomparative study of the
buildings maintained by private-contract and statministrative housing organizations.

At the second stage of monitoring, residents ohtheses under the Demonstration Project
were surveyed three times; first, in October 1883, in April 1994, and finally in October 1994.
Taking into account the results of the first staeonitoring, dynamic assessment graph was buil
on the basis of 4 surveys.

In October 1993, questionnaires were mailed taeess of the houses under
Demonstration Project-1. As a result, 1169 questas were collected; they amounted for 53
percent of the general population. The analysisvetdhat the sample was representative.

In April 1994, residents’ assessments of new coiepamas compared with the average
city level of municipal housing maintenance byestadministrative organizations. For this purpose
guota sampling of residents of the houses undeioDsimation Projects-1 and 2 and residents of
the municipal housing stock maintained by the leityising trusts was conducted simultaneously.

A multistage sample was built for survey of thg.d#irst, from the list of municipal
houses (except for the ones under the Demonstatjects), 10 percent was selected at random,
totaling 250 houses. The sample set representegiiezal population by the distribution of
houses in the city districts, construction mateyigbar of construction, and number of stories.
Second, the number of families from each houspdticipation in the survey was determined. It
was done on the proportions of general floorspaickduses with
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different number of stories in the structure ofcafe housing stock. For example, the share of 1-2
story buildings in the structure of houses in theamounted to 12 percent, while their share ef th
general floorspace was only 0.6 percent with tbhegntion of population living in these houses
being approximately the same. Taking these prapwriinto consideration, the number of families
to be surveyed in houses with different numbetarfes was determined: one family in 1 to 4-
story buildings, six families in 5-story buildinditeen families in 9 to 12-story buildings. The
share of surveyed families amounted to 5 perceait tife families living in municipal houses.

The surveyors chose the dwellings to be surveyeatding to the developed schemes anc
instructions, proportionally representing in thepée families living in different entries and ot al
floors of the buildings. The features of the sanapdegiven in the Table 2.2.

Table 2.2.
Sample Features, Novosibirsk, 1994
Demonstration Demonstration City Municipal
Project-1 Project-2 Housing Stock

Number of Surveyed Families 778 520 1764
Volume of the Sample, (percent to
general population) 35 51 5
Total Houses, units 33 19 250

including, (percent)

- 1-2 stories 0 48 23
- 3-4 stories 12 5 4
- 5 stories 70 42 47
- 6 or more stories 18 5 26

A representative sample made it possible to reaeiNable, statistically valid results.
Assessments of the city residents from the selesaatple were able to represent the opinion
of all those who lived in municipal housing stoak,the structure of the houses in the sample
as to the number of stories, building materials,ytar of construction, and distribution by
the districts of the city completely correlatedmwihe indices of the general population.

The analysis of the demographic structure of tlsageeyed showed that the main
indicators of family compaosition under the Demoastm projects and in the city as a whole
were generally very similar to each other. The agerfamily size was 2.2 people, the share c
working family members was 35-36 percent, the sbéretired people was 25-27 percent,
the share of children was 23-26 percent, etc. @ais).

Thus, all age and social groups of the populatierevproportionally represented in
the surveys; their opinions were equally taken aansideration.

In October 1994, residents’ surveys were repeateémuDemonstration Project-1 and
2. By this time new companies had been maintaitiieghouses for one and a half years and
one year, correspondingly. The tendencies in tifopeance of new private-contract
organizations were analyzed.
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Table 2.3.

Demographic Structure of the Surveyed Families,
Novosibirsk, 1994

Demon- Demon- City Municipal
stration stration Housing Stock
Project-1 Project-2
Average Family Size, people 2,2 2,2 2,2

Demographic Structure, %

- Pre-School or School Children 23 26 26

- University and College Students 7 6 5

- Working Population 36 35 36

- Retired (because of Age or  Disability) 27 25 25

- Temporarily Unemployed 7 8 8

A uniform questionnaire formulated, giving consat@n to experience gained in the
first stage of monitoring, was used at the sectagesof the residents’ survey. A modified
guestionnaire was considerably improved, its sias meduced, and questions making it
possible to built unambiguous and quantitativelfjradel indicators of the level and quality of
housing maintenance were introduced. At the seaoddhird stages of monitoring, surveys
were conducted by a group of qualified speciafigis the firm “EKSO” at the Institute of
Economy and Organization of Industrial Productidbthe Siberian Branch of the Russian
Academy of Sciences.

In October 1994, the volume of the sample amouta&b percent of the general
population under Demonstration Project-1 (772 feas)land 51 percent under Demonstration
Project-2 (520 families). The size of the samples determined empirically. To do this, the
stability of results for the total number of housesl for each house separately was analyzed
Additionally, controlling parameters for the samplstability were used. These were the size
of the family, its composition, and living conditis.

At the third stage of monitoring, from November 1994 to March 1996yate-
contract organizations working under the Demonisingtrojects degenerated into a new type
of organization, namely, private-administrativethat period, along with the state-
administrative organizations, new state-contraganizations began to operate. They took the
form of Municipal Unitary Enterprises. All threepiys of housing maintenance organizations
that existed during that period were the objedlufervation.

Private-administrative organizations were represgbly the Housing Maintenance
Unit of the Housing and Communal Services Commidtieine Mayor’s Office (HMU-1
HCSC) and an individual private firm, “Komfort”. €former worked under Demonstration
Project-1, the latter under Demonstration Project-2

At this stage of monitoring, state-administrativgamizations were represented as
before, by the housing organizations of two citstiicts. These were HMU-73 and HMU-74,
parts of the Housing Board (HB), the former hougiogt of the Pervomaiski district, and
HMU-23 of the Housing Board of the Leninski distric
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State-contract organizations were representedéoyntimicipal unitary enterprise
“Zhilishchnik”. It was the first organization ofithtype in the city. It began to work in July
1994,

In the course of the third stage of monitoring, ¢fffectiveness of all types of housing
organizations was compared and their managemenglmogre analyzed. This analysis
helped to form the principles for singling out ifgionally stable types of housing
organizations which met the effectiveness critetimthe largest extent.

At the third stage of monitoring, residents’ surs@yere conducted with the help of
the instruments and sampling used at the secogd.sta

At all the stages of monitoring, economic inforratiwas collected through
interviews. They were conducted with the directmrd workers of the housing maintenance
organizations on a monthly basis. From Novembe216March 1996, a total of 119
interviews was conducted:

0 8 percent, or 9 expert interviews were conductetl thie heads of the Departments of the
Novosibirsk Mayor’s Office responsible for the hmgscommunal sphere.

O 13 percent, or 16 expert interviews were conduatigal the administration of the
Housing and Communal Services Committee of the city

0 18 percent, or 21 expert interviews were conduatetie district level of housing
management, including 10 interviews with the dibestof housing trusts before they were
transformed into the Housing Boards (HB) and 1é&ririews with the directors of HBs.

O 39 percent, or 47 interviews were conducted withrttanagers and workers of housing
maintenance units, being the bottom level of theshiy management system that existec
at that time.

O 22 percent, or 26 interviews were conducted withrttanagers and workers of housing
organizations of new types.

In the course of monitoring, new regulations in $iag legislation, corresponding
normative, legal, and accounting documents werbyaed:

» The Civil Code of the Russian Federation (parehgcted on November 30, 1994;

* Normative acts and documents in the sphere of hgusgislation from 1983 to 1996;

» Resolutions of the Mayor’s Office on reforming tity housing management department;

» Founding documents of new types of housing orgéiniza from 1993 to 1996;

* Management and housing maintenance contracts amtthvith the city housing

organizations;

» Financial and statistical accounting documentsoafsing organizations of different types.

Methodological provision for the economic part admitoring includes statistic
accounting data, “Analysis of housing maintenarast price” and “Labor account for 1992-
1995” on a quarterly basis. In addition, internatdments of housing organizations of
different types were analyzed, including plans aocbunts on current maintenance,
contracts, memoranda, orders on rewards, transfters,
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At each monitoring stage, together with measuriggibdicators of efficiency of
housing organizations, reasons for specific chamgee analyzed. The developed procedure
of economic-sociological monitoring included complenterviews with the participants of the
experiment, analysis of a large number of econ@nitfinancial documents, regular
meetings with housing workers at different levalsd mass resident surveys. It made it
possible to built a picture of institutional chaage city housing from 1992 to 1996.

83. Assessment of the Privatization Potential

The privatization potential of the population wasessed at all stages of monitoring.
In housing, it manifested itself first of all inipatization of dwellings and establishment of
condominiums, i.e., in formation of a class of ptevowners. For the population, the main
motive for participation in privatization was a cige in their material status. If in the course
of the market transformation the family’'s mategtdtus improved, then the privatization
potential increased and embraced an increasingpiop of the social-economic structure of
the population. Exhaustion of the privatizationgrttal in housing manifested itself in a
decreasing level of privatization of dwellingstdok place when the market changes no
longer led to the growth of material wealth for thain part of the population.

For this reason, assessment of the privatizatioenpial was built on the basis of the
classification of a family by its socio-economiatsis. Information about a family’ s
economic level was received in the course of tealemt questionnaire survey at the first
stage of monitoring. It was representative of tbhpydation of a big Russian city of the period

Two groups of indicators, housing standards angeng-income level, were used to
measure the economic status of a family.

It was relatively easy to determine family housstgndards in the course of the
interviews. They were presented in the form ofdattata, i.e., floorspace, number of rooms,
presence of amenities, communal/non-communal dwgllight of disposal (depending on
whether the dwelling was private, rented, or jobtawent housing). The families were
divided into 8 housing groups on the basis of thessteria. (Figure 2.1).

All families were divided into groups accordingtt@ housing rights of disposal
The rights of disposal of municipal housing residadiffered as follows. If classified as
responsible residents, they could exchange thedtlohg for another, transfer it to the
possession of their children, if they lived togethe., to use it at their own discretion. It
could be said that their dwellings were their propahough it was not legalized. The owners
of privatized dwellings had the same rights.
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Housing Rights of Disposal

Complete Incomplete No

94.4% 1.8% 3.8%

Presence of Amenities

Provided Not Provided

93.4% 1.0%

Type of Accommodation

Non-Communal Communal

83.5% 9.9%

Floorspace per Person

More than 12 sq.m. 9to 12 sq.m. Less than 9 sq.m.

34.3% 29.6% 19.7%

Number of Rooms per Family Member

Equals to the Number More than the Number
of Family Members of Family Members
26.9% 7.4%

- Housing Classes

Figure 2.1. Classification of Families by Housing t&ndards,
Novosibirsk, 1993

Families living in job-contingent housing had inqaete housing rights of disposal.
They could not exchange their dwellings, althouwytcould transfer it to the possession of
their children, if they lived together. Howevenrteaf10 years of service such dwellings
became non-contingent giving their residents timeesaghts with those living in state
housing.

Families who rented their dwellings from the famslirepresented by two groups
described above were denied housing rights of dedpés a rule, such rental relationships
were not officially registered. The family rentiagdwelling had to leave it on the first request
of the responsible resident or the owner of a pided dwelling.

Families who had no housing rights of disposalt@dmousing) or whose rights were
incomplete (job-contingent housing) were groupequhsately; their shares amounted to 3.8
percent and 1.8 percent respectively.
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Families who were the owners of privatized dweblimg responsible residents, those
that had the most complete housing rights of digh@snounted to 94.4 percent.

The next criterion for classification was tReesence of Amenitiesin the houses
under study, the share of families who lived in tivwgs either not equipped, or poorly
equipped (no bath, no hot water, sometimes no a@emdating or water supply system) was
considerably lower than in some other residenti@hs of the city. It amounted to only 1
percent of the total number. Families living in thesscribed living conditions were grouped
together.

Next, fully equipped dwellings with full rights alisposal were subdivide into
communal (when several families lived in the same dwellindg ahared the kitchen, the
toilet, and the bathroom) amdn-communal (when only one family lived in the dwelling).
The families living in communal dwellings were gpad together. Their share amounted to
9.9 percent.

The next criterion for the subdivision of fully egped dwellings with complete
rights of disposal of non-communal housing wassthare of floorspace per person.
Families whose level of provision with floorspacassower than the official norm for
provision in new housing, i.e., less than 9 sq.erengrouped together; their share amounted
to 19.7 percent.

The share of families provided with floorspace adogy to the established norm,
from 9 to 12 sq.m per person, amounted to 29.6epr@nd formed the next group of housing
stratification.

Families whose provision with floorspace was highan the official norm, i.e., more
than 12 sg.m per person were subdivided into twops depending on tmmber of rooms
per person. For 26.9 percent of the total numbéamilies, the number of rooms equaled the
number of family members, while 7.4 percent of fe@sihad more than one room per family
member.

Thus, all the families were divided into 8 groups@ding to their living conditions.
These groups characterized the family status irsingustratification. At all the stages of
monitoring, this housing stratification was usedlébermine the factors of housing
privatization and its development in the courséhefmarket experiment.

Further, on the basis of the classification ofiiyiconditions, @ousing standard
indicator was built. According to the values of this indigatall families were divided into
three groups:

» High housing standardThe floorspace per person is more than 12 sq.enumber of
rooms per unit typically exceeds or equals the remolb people in the household, it is a
one-family dwelling equipped with amenities.

» Average housing standard he floorspace per person is from 9 to 12 sq.nis,atone-
family dwelling equipped with amenities.

* Low housing standardThe floorspace per person is less than 9 sq. m ggaipped one-
family dwelling, or the dwelling is communal, joloitingent, rented, or not fully equipped
with amenities.

The possession of property and the income leved wes basis for determining the
property-income indicator. To built this indicator, a resident survey was uasavell.
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It was difficult to receive reliable data on thedme level of the population and its
economic status, given the striking gap betweerirtbe rich” and “new poor”, growing
crime rates, and mutual mistrust and envy. Litdald be learned through traditional methods
using specific questions about the possessionradusdurable goods, the level and structure
of family income, as well as its sources. Theymtitl work under current conditions.
Typically, people would flatly refuse to answer supiestions.

Since it was extremely important to assess priatitin potential in the course of
monitoring, a specially developed method was afpliegather data on the family economic
status. The gquestionnaire relied on a techniquigaies to “conceal” questions dealing with
economic status. To begin with, a limited, consilyestructured list of property was
compiled that could serve as a basis for asseisingroperty status of the family. This set
included:

e a minimum property seto satisfy the basic needs of the family (a refiager and a TV
set);

» a standard property sab satisfy supplementary needs in food and/or egime (a
refrigerator, a TV set, a garden plot or a dacha);

* an improved property sathichincluded the most expensive goods with the highest
prestige value for a Russian family (a refrigera#ofV set, a garden plot or a dacha, as
well as a car and a garage).

Since the cash value of such goods is often implest estimate given galloping
inflation, and since such questions often arouseisions, indirect indicators of the quality
of goods were used. For example, in describindrigesator, the respondent was asked to
state whether it was Soviet-made or imported, anether it had a separate freezer
compartment; for the TV set: whether it was blanl-avhite or color, Soviet-made or
imported; for the garage: whether it was metalemmanent (brick or concrete) or both; for
the dacha: whether it had one or two stories.

The position of these questions was fit into theegal context of evaluating
management and maintenance services. In other wbetse questions did not appear pointec
to the respondents but logically supplemented therdatems. For example, the question of
whether the respondent had a car or where his gavag located was asked in conjunction
with questions about the traffic in the yard angl tbnvenience of the location of the parking
lot. Within the series of questions about the mb@nd the respondents’ knowledge of it, the
residents were asked whether it was necessarywaapecable TV and whether the family
could receive cable TV programs, with an impliaiegy about the presence of a TV set and
its quality. The questions about the refrigeraterevmixed in with the discussion of the need
for having window refrigerators and their adequfimythe families’ storage needs, together
with the other refrigerators in the unit.

Information on income was drawn from the familieg/n assessment as to which
income group they belonged. The question was piosthe context of a discussion of
whether the family could continue paying for theetlimg if housing fee were raised
substantially. The information provided by selfdexdion was checked against answers to th
guestion about the potential need for state howsliogvances.
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In this way the “sensitive” questions about propartd income were uniformly
distributed through the questionnaire and logicedtggrated into the subject of the survey.
Usually they did not cause problems or tensiorthéninterview. It should be mentioned,
though, that in one case out 100, typically in vaifjuent families, the alert respondents,
when asked about the number and quality of refaiges, would counter with the question:
“Why do you want to know that? Is it related to bimg maintenance?”. This suggests that the
original precautions were not out of place. Gemgrabwever, the method adopted enabled
the interviewers to eliminate these problems.

According to the values of the indicators of prapand income levels, families were
classified into low, medium and high groups forreatthe two indicators. Low group had a
minimum property set and a low income level. Medgmnoup was characterized by a standarc
property set and a medium income level. High grioag an improved property set and a high
income level.

The survey team expected to find that groups withwahousing level would also
have low property and income status, and vice vdiisa data, however, revealed that it
turned out that both “rich” and “poor” were unifdgmrepresented in groups with relatively
poor and relatively good housing conditions (Fig2u2).

5 Property-incom
- level:
30 41 -- .
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Figure 2.2. Classification of Families by Housing-®perty-Income Standards, %

In stable market economies housing and materialdeare normally consistent, that
is, richer families have better housing and a lasgé¢ of high quality durable goods. This
results from the fact that the level of incomertétely determines the family’s opportunities
both in the housing market and in the durable gaoasket. In stable razdatok-economy
countries, like Russia before perestroika, houaimdymaterial levels were usually related
because both depended on the family’s positiohérsbcial hierarchy. It was the common
result of operation of a unified mechanism of dlsttion of housing, goods, status, étc.

The discrepancy between housing and the propectyfie level reflected the
transition situation where the former methods sfrihution

20. Bessonova, Housing: the Market and Distribution (Novosibirsk: Nauka, 1993), pp.111-127
(in Russian).

42



are no longer operating, but new market forms hmitg/et emerged. Since little new housing
is now being built, free allocation of housing Ipaactically come to a halt, while the housing
market is only beginning to develop. The existimgribution of families by housing
standards remains in place from an earlier penmwbig changing very slowly. By contrast,
levels of income and material status are dire&lsted to the economic behavior of the
family. Rapid changes in these areas represemirdakdown of the former system of
employment and income generation and the rapidlolerent of a new system. Therefore,
current income distribution and property standandtsor the fast-changing situation.

In other words, the housing distribution is lefeofrom the past; changes are still
insignificant. However, the level of income and eril standards are determined by other
factors and are changing rapidly. For this reakerstirvey team developed a relatively
complex, 9-group matrix reflecting the transitiosaliation in order to place the about
economic level into a meaningful context. The nxagidescribed below (Table 2.4.).

Table 2.4.

Classification of Families by Housing-Property-Incone standards,
%, Novosibirsk, 1993

Property-Income Housing Standard
Level High Average Low Total
High 4.4 4.7 3.7 12.8
Average 154 15.7 15.9 47.0
Low 14.6 10.8 14.8 40.2
Total 34.4 31.2 34.4 100.0
Group 1 (4.4%) — high property-income

high housing standards

At the top is a small group of families that candescribed as prosperous. Two
families out of every three in this group have t@frsigerators, one usually imported, and as
many TV sets. Every other family has a car andrenpeent garage, and 80 percent own a
dacha with a garden plot. The income level is tigbést of all groups. The number of rooms
per unit typically exceeds the number of peopléhahousehold. This group typically
includes former members of the nomenclatura (pamtygovernment elite) who have retained
excellent housing and property benefits while eitle¢aining well-paid government jobs or
filling lucrative positions in newly emerging busss organizations.

Group 2 (4.7%) — high property-income
average housing standards

Next from the top is a group of families with ghiproperty-income level and
average housing standards. As a rule, these amesezfiatives of the former, soviet pre-
perestroika “middle class”. These families obtaihedsing from the state in accordance with
established norms (about 10 square meters peergsidiccumulated considerable property
over the years and received good jobs in new progperganizations.
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Representatives of this group are primarily thetredsicated, experienced, and highly-
qualified specialists of mature age.

Group 3 (3.7%) — high property-income
low housing standards

This group is characterized by a high property4medevel, and a low housing
standard. This group mostly includes young famiit® were not able to get housing under
the old system. Although they now have high incartiesy have not yet acquired
corresponding housing. As a rule, these are thdié&nof young businessmen who started
establishing their own firms and thus lost accesstdte housing. They usually rented the
dwellings in which they lived. With the developmefita housing market, this group is likely
to generate the highest demand for housing of éiighdards and will be able to join the first
of the mentioned groups in the future.

Group 4 (15.4%) — average property-income level
high housing standards

Families from this group have high housing stanslamtl an average property-income
level. Typically, they have a set of durable gostsdard for Russian families, a color TV set
(30 percent of families also have a black-and-whieset) and one or two refrigerators of
good quality. As for more expensive and prestigigosds, families in this group have either
a dacha, or a car, but not both, as is often confoothe representatives of the groups
described above. This group represents a segmém ¢dp stratum in the former social
structure. However, these families, unlike thetfir®up, lack opportunities for drawing high
incomes because of age or qualifications.

Group 5 (15.7%) — average property income level
average housing standards

This group is characterized by both average prgpecome level and housing
standards. It represents the section of the stwieldle class” that has managed to preserve
its level of standards at the initial stage of rafe. These are typically white-collar workers
and working pensioners.

Group 6 (15.9%) — average property-income level
low housing standards

This group is characterized by an average propeciyme level and low housing
standards. It mostly comprises families of agingebtollar workers with a moderate income,
or families of young white-collar workers who hawet been allocated housing from the
government.

The remaining three groups (7, 8 and 9) are alkethby low property-income levels.
The typically have one low-end refrigerator, an etdiet-made black-and-white TV set and
do not own a car, dacha, or garage. However, Ziepehave garden plots where they grow
greens and vegetables.
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Group 7 (14.6%) — low property-income level
high housing standards

This group is characterized by high housing stas&land low property-income level.
This group is mostly made up of non-working pensisrwho do not have children, or who
live apart from them. Their present housing mayehasen provision for a larger family but
over the years, the dwelling has become occupigdynthe retired couple or a single
pensioner. Given the constant rise in real estateq the high housing standards of these
families shelter them from poverty and could endbéam to join groups with a higher
income/property status if they decide to sell asktheir unit and move into a smaller one.

Group 8 (10.8%) — low property-income level
average housing standards

Since the income and economic levels of this grmepquite low, and they lack the
housing “nest-egg” of the previous group, theylass immune to the adversities of the
current economic situation. The “social portraittloe group is similar to that of the seventh

group.

Group 9 (14,9%) — low property-income level
low housing standards

Families from this group are characterized with [maperty-income level and low
housing standards. Families from this group weo¥ided adequate housing according to
former norms, having on average less than 8 squaters of floorspace per person. At the
same time, 82 percent of families from this groeli-assessed their income level as low. The
group is mostly made up of families of disabledspes, large families, those with young
mothers staying home with a child, or single-pafantilies?

A prediction of the limiting values of the popultatihousing privatization potential
was built on the analysis of families’ housing-pedy-income standards on the eve of the
reform. Privatization potential was most influendgdthe groups who were characterized
with better housing standards and better propedgse level at the same time. Their sum
did not exceed 40 perceht.

A variety of procedures that were used in the amofghe economic-sociological
monitoring of the market experiment in housing #mlset of developed indicators and
objects for observation, made it possible to

% For additional information on the property-income level and housing standards of the
described groups, see O. Bessonova and S. Krapchan (Kirdina) “Participation of the Population in
Housing Privatization”, Sotziologicheskiye Issledovaniya (Sociological Research), No. 8-9 (1994): pp.
27-41 (in Russian).

* For details of the assessment, see O. Bessonova and S. Krapchan (Kirdina) “Tendencies in
Housing Privatization: Sociological Analysis”. EKO, No. 6 (1993): pp. 52-65 (in Russian).
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adequately operationalize the concept of instihgichanges, presented in Chapter 1. The
developed procedure allowed the researchers ttesing stable tendencies in the
transformation of one of the branches of Russiadatk-economy in the course of the
market reforms.
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Chapter 3

The Defects of the Administrative Management Model

Both periods of stable operation and of institutiahchanges can be
distinguished in the institutional development oluBsia. Periods of
institutional changes start with a crisis in the magement model at the
corresponding historical stage.

Crisis in the Russian razdatok-economy in the erfdlee XX century
was the cause for the market transformation, mucs the crisis in the
serf management model in the end of the XIX centled to attempts to
build capitalism in Russia.

As discussed in Chapter 3, the basis for the crigishe administrative
management model has been the functioning of theafncial
mechanism which leads to a concentration of capiédlthe top
management level at the sacrifice of basic prodoatactivities.
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81. The History of Housing Economy in Russia

The housing economy in Russia is the branch of @ogrwhich is involved in
maintaining the state housing. Its structure amgtioning is similar to that of other branches
of the Russian razdatok-economy.

The operation of housing maintenance organizaiioiise entire country was
regulated by the state plan. Central state powgiesaletermined the amount of material,
financial, and labor resourcedigtributions)necessary to the branch and set the rules for the
use. Resources were delivered to the state-adnaitivgt housing organizations which had a
hierarchical structure. These organizations hagltrantee the fulfillment of maintenance
norms {ributes)according to the amount of resources.

State housing stock was the object of maintendnaegard to that, the normative set
of services to be rendered to the residents of statising stock was determined. If the
maintenance standards were not observed and prelgier@rged, the feedback mechanism in
the form of complaints was initiated. Residents pl@imed to maintenance organizations, or
directly to the central state power bodies, if tlm@implaints were not resolved at the level of
the maintenance organizations. If the branch leacieuld not provide the necessary
maintenance standard within the amount of allotésturces, the mechanism of complaints
was also initiated. But in this case it was indaby the branch leaders. They appealed to the
higher level organizations and to the central bedibich determined the principles of
operation for maintenance organizations. Centedégtower bodies considered all types of
submitted complaints and took them into accoutalancing the amounts of resources given
to the state-administrative organizations withttiteutes,i.e., the maintenance level, they had
to provide (Figure 3.1.).

Central
State
Bodies

Fulfillment of
Maintenance
Standards
(Tribute)

Allotment of
Resources for
Maintenance
(Distribution)

Leaders'
Complaints

State-
Administrative
Housing Organizations

Residents’
Complaints

Maintenance of the
Housing Stock

Figure 3.1. The Structure of Housing as a RazdatoEconomy Branch
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The formation of the state housing system and aidtrétive management system
characteristic of it were regulatory. It was accamipd with an increase in the public housing
stock in cities, the development of a communakistiructure, and an increase in the level of
difficulty of the maintenance of the housing stoBkveral periods are distinguished in its
development.

Immediately following 1917, Novosibirsk’s housingek, like that of most other
large Russian cities, consisted of private onéworfamily dwellings without basic amenities
and nationalized, masonry, multifamily apartmeritdings controlled by the local Soviets..
With the advent of industrialization, enterprisegén constructing housing for their work
force. Investment in this type of housing was amestment in industry. Nationalized houses
and houses built by enterprises formed the staisihg sector. According to the data of 1926
the share of state housing amounted to 17.8 penv@ht42.4 percent of city population
living in them?

Most of state housing in cities was maintainedg@gcent in 1931) by housing-rental
cooperatives (HRCs). They began to emerge in 188Tepresented “independent resident
organizations, which managed their houses on & leam local Soviets and under their
control”, as was stated in their charters. HRCsiaded the housing stock on a self-
repayment principle. Thus, state organizations maaiad only a quarter of the housing stock
of local Soviets, or less than 5 percent of thentguhousing stock.

In the beginning of the 1930s, supporters of thaiatrative management model
came into conflict with supporters of housing caagpiges. The basis for this conflict was a
disagreement between the state character of hoasingrship and the cooperative (non-
state) management model. The conflict was publica®ed caused numerous check-ups on th
condition of housing stock maintained by HRCs. Eheseck-ups were done by state power
bodies and Workers-and-Peasants Inspections.

In 1937, HRCs, as a housing maintenance managdoremtwere liquidated
according to the resolution of the Central Exe@iBommittee and the Council of People’s
Commissars of the USSR “On Preserving the HousiogkSand Improving Housing in
Cities.” It was said in the resolution that the simg stock “was in the hands of uncontrolled,
small groups of residents independent of the |8caiets and united into housing- rental
cooperatives on a formal basfskaintenance of these houses was transferredt® sta
organizations.

Thus, formation of the state form of managing hogsnaintenance was taking place
under conditions of initial dominance of non-stitens which came into conflict with each
other. The victory was won by state management fehich became dominant.

From the end of the 1930s to the 1970s, the statsig system was in the process o
further development. Over this period, all statadiiog was maintained lomoupravleniyes
(< Russdom-house +udpravieniyemanagement). They were established by the locae&ov
or by some enterprises. Necessary material anditadiresources were allotted to

° Large Soviet Encyclopedia, 50 vols. (Moscow: Sovetzkaya Entziklopedia, 1932), vol. 25, p.
449 (in Russian).

® 0. Bessonova, Housing: the Market and Distribution (Novosibirsk: Nauka, 1993), pp. 111-127
(in Russian).
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domoupravleniyesThey were financed through housing fee collefteh the residents of

the maintained housing stock. Housing fee rategf@awere set centrally by the state,
operated on a nation-wide scale and covered therroajrent housing maintenance expenses
at that period in time. Capital repairs expensagwevered by the income tax collected from
the populatior.

When the economy had been restored after the S&onld War, serious housing
problem emerged. It was related to the growing derity of the employment structure of the
city population. The proportion of the populatiaon@oyed in services increased. This
development called for innovative ways of providhmusing as housing construction was
financed from the center througkdomstvoand enterprises. Khrushchev's 1960s housing
reform addressed this challenge. A resolution “@nDevelopment of Housing Construction
in the USSR” was issued by the Central Committet@fCommunist Party of the Soviet
Union and the Council of Ministers of USSR.

As a result of the reform, state housing finandiegan to be directed not only to the
vedomstvs, but to the local budgets of territorial bodiépawer. Local Soviets were given
sole authority over housing construction and maiatee in their territory. Special housing
construction, maintenance and dwelling allocatiistbns were set up within the city
administration. Dwellings were allocated accordimdpousing waiting lists and normatives.

During this period, municipal stock began to gravt anly through new construction
of its own, but also through obligatory contribuisofrom new housing built by enterprises.
Dwellings formerly controlled by enterprises begarte transferred to the local Soviets.
Cooperative construction using citizens’ resouares government loans was allowed and
supported by the government. From 1917 to 1941, 9 27illion square meters of total
dwelling space was put into operation. From 1956985, 10 times as much was built, i.e.,
1284.2 million square metetdhus, the scale of state housing stock incredsagly during
this period. (Figure 3.2.).

Utility service lines within the buildings becamera complicated in this period. In
1970 the share of city state housing stock equipygtda centralized water supply system
was 79 percent, centralized sewerage system -ré@migand centralized heating system - 74
percent.

By the middle 1970s, the quality of housing impmbaad the housing infrastructure
became more complicated. For this reason the hgt@isencould no longer cover all
maintenance expenses, since the housing fee rdteetrained the same since 1928.

" 0.Bessonova, The Phenomenon of Free Housing in the USSR. lIzvestiya Sibirskogo
Otdeleniya Akademii Nauk SSSR. Seriya Ekonomiki i Prikladnoi Sotziologii (Proceedings of the Siberian
Branch of the USSR Academy of Sciences. Economics and Sociology Series), No. 3 (1988): p. 43-49 (in
Russian).

® National Economy of the USSR in 70 Years (Moscow: Finance and Statistics, 1987), p. 508
(in Russian).

° Ibid., p. 521.
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Figure 3.2. Changes in the Scale and Structure ofi¢ City Housing Stock
from 1926-1980

To increase the housing fee rate would have cétled revision of all financial,
pricing, and social policy. Thus, the state begafinance state housing maintenance
additionally from the budget.

With the growth of state housing stock, complicatid its structure, and inclusion
into the sphere of budget financing, ttmmoupravleniyg were no longer able to cope with
the tasks of housing maintenance. New technicatds\came into demand and requirements
upon qualification of the service staff increadedhis connection the system of
domoupravleniyew/as reorganized. A ladder-type hierarchical stmebf managing housing
maintenance was created in cities on the bastsedfiormerdomoupravieniyge

In the 1970s state-administrative organizationsrfghed in all economic spheres,
including housing maintenance. By the end of theade, the main features of a state housin
system typical of the phase of sustainable devedopmf the razdatok-economy were
conclusively shaped. These features are presested h

1. A unified maintenance normative is sustained d@imount of budget spending per
square meter of state housing is determined dragss.

2. The state budget is the main source of finangiag the state gives a budget
subsidy for housing maintenance. From 1970 to K&t spending on maintaining the
housing stock increased almost threefold and carfBe8tbillion rubles annually. By 1986, the
state share of housing maintenance expenses wasthaor 90 percent. During the same
period housing became a branch of the economy $ulbsidized by the state.

3. Income of state housing maintenance organiza@mart from budget subsidy, i.e.,
collected housing fee, leasing non-residential emin dwelling houses, rendering paid
services to the population, etc., is regulatedtified tariff rates. The amount of income is
planned and taken into account in determining theumt of state budget subsidy. All state
housing organizations have an equalized (with #ip bf the budget subsidy) amount of
planned state housing maintenance expenses.
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4. The state controls the quantity and structuth@®mployed and the amount of
wage rates by means of staff rosters.

5. Material resources, including office premisegjipment, materials, tools, etc., are
allocated on the basis of set normatives, primamilkind.

6. State housing maintenance organizations argressio a specific part of the
housing stock. They can not change the objectef thaintenance themselves, or be
involved in activities, others than those listedha instructions.

7. Residents of state housing have access onhetsdrvices rendered by the
maintenance organization to which their house sggagd. Authorization for a dwelling, a
document which gives a right to receive and livetate housing, is kept by the corresponding
housing maintenance organization, thus providimgtie said attachment.

8. The amount and quality of housing services aterchined by the set normatives.
Resident complaints signal deviations from the pEmthousing maintenance standards. For
higher level organizations, complaints serve amsinument controlling fulfillment of
normatives and regulating activities of lower lelaelising organizations.

Thus, state-administrative organizations were dpgran housing at that time. Their
task was to provide the normative level of mainteaand react to residents’ complaints in a
timely fashion..

From the middle 1980s, housing entered a periatisis. State-administrative
housing organizations could no longer cope withtés& of maintaining the housing stock.
The crisis manifested itself in “continuous worsenof the quality of services, which was
low to begin with.*® It was constantly stressed in the media, that &tage allocates
enormous sums of money for housing maintenanceshwdisappear without a trace. Neither
the quality of maintenance, nor the reliabilityhmfusing-maintenance organizations
improved.®

An endless flow of complaints to the state powaetiés, the media, the Constitutional
Court, from the time it was established, servedramdicator of a disastrous state of affairs in
housing maintenance. At the same time, complaietewo longer able to function as the
feedback mechanism, as state power bodies werdeutmatontrol where the subsidies were
directed and how efficiently they were spent byhbesing organizations.

At the first stage of monitoring, the structureholusing organizations and the
structure of their management were analyzed todindhe causes for the crisis in housing.

19| Mintz and N. Pinegina, Basic Principles in Financing Housing-Communal System and
Payment for its Services, Voprosy Ekonomiki (Questions Of Economy), N 7. (1993): p.125 (in Russian).

el Yavlinsky and S. lvanenko, Privatization in Moscow: In Search for the Ways Out, Moscow
News Weekly, N 46 (1994), (in Russian).
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82. The Management Structure in the Housing Economy

Russian housing economy is the totality of housiraintenance systems in cities.
City housing maintenance systems differ by thecstime of housing sectors. Currently, in
Moscow and St. Petersburg, for example, the housaatpr is mainly represented by
municipal stock (up to 70 percent). In small citige individual housing sector dominates. In
industrial cities built on newly developed terriew, enterprise-owned housing prevails.
These cities most often represented so-callece&itictories”, where all housing belonged to
one or several enterprises.

Market reform in housing was aimed at changingotfyanization of housing
maintenance systems in cities in order to overctiraerisis and improve their effectiveness.
It is evident that the more complex the structdreausing sectors in the city is, the more the
processes that are taking place reflect the picifinearket reforms in Russian housing as a
whole. From this point of view Novosibirsk preseatsnique place to observe the process of
reforms in housing. It is a large industrial anikstific center with a population of about 2
million people. All housing sectors are represetinetthe city. It has been determined that
housing sectors in Novosibirsk are representeddrsame proportions as in Russian housing
as a whole. In the 1990s, municipal and enterpgeed housing stock made up for 46 and
35 percent of the total respectively, cooperatimagding comprised 8 percent of the total
housing stock, and individually occupied housingoamted for 11 percent. At the same time,
the historical age of Novosibirsk, the city is ab®Q0 years old, coincides with the life time
of the Russian state housing economy. Thus, abiéslly relevant stages in reforming the
housing system were observed in Novosibirsk.

Thus, housing in Novosibirsk can serve as a reptatiee of Russian housing as a
whole. Its problems are typical of the state hogisigstem of the majority of Russian cities.

On the eve of the market reform, state housing reaance system had two main
sectors. One of them was represented by housiragn@agions that maintained enterprise-
owned housing stock while another one was repreddnt organizations that maintained
local, i.e., state-owned housing stock.

Maintenance of cooperative housing was controlieddoperatives. As a rule,
cooperative was represented by one multistory mgldA cooperative had its own
maintenance unit funded by the residents and hdaglacchairperson. This maintenance unit
kept the entrances and adjoining yard clean, andtaiaed the utility service lines within the
building. This work was generally done either bynmbers of the cooperative (pensioners anc
moonlighting workers with applicable occupationspyg outside workers who combined the
job in the cooperative with their primary job eld®mxe. For example, specialists from the
municipal or enterprise-owned housing maintenareceos often worked for the housing
construction cooperatives as plumbers and eleatriciAll the upkeep of individually
occupied houses and their adjoining yards was ¢hagant’s responsibility.

Enterprise-Owned Housing Sector

Enterprise-owned housing stock was built by statergrises and organizations
which possessed and maintained it at their ownresge
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Enterprise-owned housing stock was maintained hyskhg and Communal Boards
(HCB) of industrial enterprises that controlled timusing. HCBs had to maintain not only
the enterprise’s housing, but also its hotels dehit’s facilities, hostels, community centers,
etc. HCBs represented organizations of state-adimitiive type. Housing maintenance units
(HMUs) were the bottom level industrial organizagoThe management structure in the
enterprise-owned housing sector is presented ir&ig.3.

Figure 3.3. The Management Structure in the Enterpise-Owned
Housing Sector

The enterprise-owned housing sector had its owaifspéeatures. Its maintenance
could not be always singled out in its “pure forfRtr example, engineering utilities in the
housing stock were maintained by workers of poveps which were not a part of the same
HCB. The same workers simultaneously maintainetbfgengineering equipment.

In essence, HCBs were factory shops. For this retmsr work conditions, financial
and manpower resources, materials base and woakiaggion were similar to those
throughout the rest of the enterprise.

On the one hand, family members of enterprise eyegl® or those who transferred to
it from the enterprise for easier working condispworked at housing maintenance units. On
the other hand, some of the workers viewed théiinahe unit as a step from which to move
upward into the enterprise itself.

Maintenance units’ employees were one of the loyagt groups at the enterprise. If
the enterprise used a 4-category wage systemxé&mn@e, they belonged to the fourth, or
lowest category.

Employees of enterprise-owned housing maintenanite shared most of the
privileges enjoyed by other enterprise personmeldfand consumer goods, enterprise
transportation, free or reduced-charged accesstéppise consumer facilities, etc.

Municipal Housing Sector

The municipal housing stock was owned and maintbiyelocal power bodies for
which they received subsidies from the local budgetal
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housing stock was increased through constructitineadrder of local power bodies,
obligatory contributions from new housing built &gterprises, as well as through the transfe
of enterprise-owned housing stock to local Sovietem 1991 the local housing stock in
Russian cities was termed “council housing”, bylagnawith the West. A more appropriate
term ismunicipal housing, since the Russian version demonstrated impodiéferences.

The chief differences between Russian municipasimguand Western council
housing are the different amounts of housing eacirals and the differing authority the city
administration in Russia and local councils in\West exercise over this housing.

* In Russia, municipal housing is the most widesprggpe of housing. It
accommodates over half the total city populatiohesas in the West, with few
exceptions, council housing's share is relativeigls

* In Russia the maintenance of the municipal steckegulated by a unified
national policy. City administrations in Russia rsahchange the housing fee and work
levels, construction standards, or heat chargethein own initiative. For this reason,
while municipal stock in the West varies in sizel ananagement model, in Russia the
model is the same everywhere, as it was institundde late 1930s.

In Novosibirsk the municipal housing maintenancgtey was established in 1937.
At that time, the Novosibirsk Housing Board sert®&%,000 square meters of total dwelling
space and was staffed with 542 workers. It inclutiedBuilding Repair OfficeGGorzhilsnab
as its materials supplier, and the Budget Planbingsion. Three District Housing Boards
were subordinated to it, which, in turn, haddénoupravleniyeander them.

In 1977 the Housing Board was reorganized as ifnecnecessary to maintain an
increased city housing stock and all-district hngshfrastructure. Industrial-Housing Repair
Trusts (IHRT) were set up in all 10 administratilistricts of the city. These trusts took on
the functions of the former District Housing Boar@kese trusts represented state-
administrative types of organizatiomomoupravleniye had administered the local housing
stock in their territory. Now, they were transfordriato Housing Maintenance Units (HMUs)
and subordinated to the trusts. City Industrial-siog Repair Board (IHRB) headed the
IHRTs.

By 1989 the Novosibirsk Industrial-Housing RepairaBd administered 9,146,000
square meters of total floorspace, (50 times tkewar level) and had 11,108 employees.
Along with the Repair Building Office, it administxl the City Technical Inventory Office,
the Technical Supervision Office for Capital Constion, and the Scientific Management
Laboratory.

Thus, in 1989 the management structure of the kmeahicipal) housing sector had
three hierarchical levels: the housing board ofdihecoordinated the work of 10 housing
trusts, which incorporated approximately 80 HMUstloe bottom level (Figure 3.4).
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Figure 3.4. The Management Structure of the Municipb(Local)
Housing Sector

Operation of state-administrative organizationbadth sectors of housing was

determined by the features of the razdatok-ecorastitutional environment and built on the
basis of several general principles. These are:

a unified national policy of housing fee and leaates for the use of non-residential
buildings;

operating conditions established on the basis ifedhnormatives issued by the Ministry
of Housing and Communal Services, which set thatiaiship between the work load
and expenses on carrying it out;

normative state regulation of wage rates on thishiHghe standard fee/skill manual that
defines qualifications standards for all occupatlogroups and wage rate standards by
sector, fixed according to work load and level dfoe, established at the State

Committee for Labor and Social Affairs;

staff rosters and official instructions developear fspecific housing maintenance
organizations. These documents linked state stdadand normatives with specific
conditions; also, they reflected specific featuwrbthe maintained stock;

a staff roster listed all levels in the job hietaraccording to categories, qualification
requirements (such, as class and rank), normatiwgbar of employees, salaries, bonuse:
as a percentage of salary, and the total wagefunehch job position;

job manuals described line hierarchy, working hpqgrslification requirements, and job
duties.

Organizationally, municipal and enterprise-ownedding sectors were subordinated

to the central (union and republican) power bodiggraction between the top and bottom

management levels of state housing organizatiobstim sectors was based on the
administrative management model.

Under the administrative model, bottom level umitse not economically

independent. The budget of their income and exgawas an integral part of budgets of the
organizational-management structures to which ¥ene subordinated. Thus, budgets of
state-administrative housing
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organizations were hierarchical. The flow of fineshcesources within the hierarchical
budgets was set by the normative order. At the dame the real financial mechanism could
differ from the normative one. The next goal of finst stage of monitoring was to reveal the
real financial mechanism of a crisis period.

83. Bureaucratic Financial Mechanism

The financial mechanism of the administrative mamagnt model was analyzed on
the basis of financial flows in housing trusts frdma moment when they appeared in the
system of city housing maintenance.

When trusts were established, edomoupravieniyavas already predominantly
financed directly from the city budget as the attéel housing fee covered less than a third o
housing maintenance expenses. The amount of fingneas determined on the basis of
standard staff rosters, wage rates, and standrdaterial resources for the required work to
be done.

When housing trusts were established, they recéhedmount of financing and a
sum of standard staff rosters of élimoupravleniye subordinated to them. In the new
housing management systestomoupravleniyg were transformed into house maintenance
units (HMU). Being the bottom level units of thedt structure, formetomoupravieniyes
lost their independence in managing financial resesl Now, the trust administration
decided what a HMU should do and how much it caylend.

At that period, provision for work was made in kifdhis was the main reason why
the financial mechanism functioned in the spherdistfibution and redistribution of the
wage fund between different workers and managetaeats.

In the 1970s the state-administrative organizatiessived the right to retain a part of
the unspent wage fund instead of returning it hadke budget, as was commonly practiced
in the 1960s. The top management level was in ehafrthe part of wage fund saved at all
levels of state-administrative organizations. Inging trusts, the top management level was
represented by the trust administration. The maptiaight allowed the maintenance
organizations to redistribute resources betwedm\tds within the set standard, taking into
account the specific features of the housing stibelt maintained.

From the moment they were established, trusts begastablish specialized services
subdivisions with all-district functions. To estishl new intratrust structures the positions
within the standard trust staff roster were restmed. It included the staff rosters of HMUs
subordinated to it. In doing so, the positionsafresponding workers (warehouse men, hous
painters, carpenters, plumbers) were withdrawn fitwerstaff rosters HMUs had and
transferred to the staff rosters of newly estallistrust subdivisions. As a rule, their number
of wage rates was less than that at a HMU. For plgrm 1977, in one of the city housing
maintenance trusts a warehouse was centralizedraesferred from the HMU to the trust
level. In doing so, instead of 8 warehouse men fileerHMU with the monthly wage fund of
598 rubles (without bonus payment), 5 positionsewept at the trust level (a warehouse
manager, a goods manager, 2 warehouse men, andaadagent) with the monthly labor
wage fund of
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488 roubleg! In this particular case, the value of the “savedte fund at the trust’s
disposal accounted for 110 rubles a month. Thudraézation of a part of the maintenance
functions at the trust level represented the Yiay of centralizing a share of money allotted
to the bottom level organizations at the trustlleve

In the 1970s, there was a deficiency of persormbbiising organizations. For this
reason, a team work system for yard-cleaners, metkérs, electricians, etc. began to be
actively used. The essence of a team work systesgrilved a team, with fewer workers than
was specified in the staff roster, carried outfad work load according to the staff roster. For
example, by 1st January, 1977, there were only ¥84@-cleaners in the city housing
maintenance organizations instead of 1523 accotditige staff roster. Thus, 480 plots
remained uncleanness. When the team work systernmwaduced, teams of yard-cleaners
began to maintain these plots. So, the work loaghach yard-cleaner increasédach team
worker received additional payment to the stafteogvage rate. Nevertheless, the sum of
additional payments was less than the normative fanthe missing workers. Collective
forms of labor organization made it possible tarfahe second source of additional financial
resources that the trust administration receivets alisposal from the bottom level
organizations.

According to the normative order of wage paymemtkers had to be paid bonuses, a
share of the basic wage rate, for the quality eirttvork. Budget subsidies received by
housing trusts to pay wages to their workers uguadluded the total amount of bonuses to
be paid to the workers. The quality of work donebbitom level organizations was assessed
by the trust administration. It deprived the woskef bonuses if the quality criteria and
standards of behavior (drinking alcohol, absenemfwork without excuse, etc.) were not
observed. Thus, usually not all the bonus fund pead. For example, in the beginning of the
1980s, assessment of HMUs’s work was built on atpistem. Ideally, it was possible to
receive full bonus if the work was assessed atpbts. As a rule, it was very difficult to get
that many points. For this reason, HMU'’s staff oftkd not receive the bonus to the fdll.
Thus, the system of bonuses and non-paid bonusethedhird way to increase the
centralized share of the wage fund, which wasetibposal of the trust administration.

Thus, the financial mechanism used in the housiimgiristrative management model
made it possible to redistribute a share of theefagd allotted to the bottom level
organizations in favor of the trust administrationthe form of so-called “saved money”. One
part of the “saved” wage fund was used for the payrof quarterly and annual bonuses to
the workers at all levels. Another part of the wergmormative wage fund of bottom level
organizations (HMUSs) served as a source of wage faonfuture, new management links and
trust subdivisions. It amounted to 18 percent (€&bl).

2L v. Vashchenko, Scientific Labor Organization in Housing (Novosibirsk: West Siberian
Publishinzg House, 1983), p. 33 (in Russian).
Ibid., p. 41.
% Ibid., p.41.
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Table 3.1.

Unspent Normative Monthly Wage Fund of HMU,
Novosibirsk, 1992.

HMU-3 HMU-55 HMU-26

Wage Fund of the HMU
according to the Staff Roster, 444.6 460.9 601.2
thousand rubles

Actual Wage Fund in the HMU,

thousand rubles 372.2 366.0 486.3
Share of Unspent HMU Wage
Fund, (percent) 16 21 19

To better understand how the bureaucratic finamethanism functioned, special
calculations of the unspent monthly wage fund vekenee for all categories of HMU workers
at the first stage of monitoring.

For this purpose, the normative wage rate provifomeach category of workers at
the bottom level of housing organizations was dated. Wage rate provision was
determined on the basis of wage fund accordinpdataff roster and the set amount of
bonuses. The normative bonus rate for managemesdampeel and resident relations
personnel was 50 percent on average, for currgaimrpersonnel it was 40 percent, and for
operating personnel it was 10 percent. If thereewaicancies, normative wage rate provision
for each employed had to be proportionally incrdaas all the work load had to be done by
the workers on the staff. For example, if the nundfevorkers was only half of the staff
roster figure, then each employed had to receiubldopayment.

Real wage rate provision was determined as théaethip between the wage rate
according to the pay sheet and the normative wage including the base pay and a monthly
bonus. A share of the unspent wage rate for eaelgaey of personnel was calculated as a
difference between the normative and the real proniin relation to the amount of the
normative wage rate provision. The results of thesdeulations are presented in the Table
3.2.

Table 3.2

Unspent Monthly Wage Fund of the HMU for Different
Categories of Employees, %, Novosibirsk, 1992

Staff roster Normative Real Wage Level | A Share of Unspent
Staffing Wage Level per per Person Wage Rate
person
Management 81 123 109 11
Personnel
Resident Relations 80 125 104 17
Personnel
Current Repair 40 250 159 36
Personnel
Operating 42 238 211 11
Personnel

The average value of the unspent normative wagbvfias calculated on the basis of data
presented in Table 3.2 for all categories of warkéamounted to 18 percent. It should be noted,
though, that the amount of the unspent wage fuisccawasidered only for staff and temporary
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workers.

Underpays to part-time workers, mostly represdnyasperating personnel, were not taken into
account. Part-time workers did not receive bonsgesified in the staff roster and held incomplete
wage rates. With regard to the above commentsathe of the unspent normative wage fund for
operating personnel was considerably understated.

Thus, the conclusion that bottom level units ahdaaégories of those employed in housing
were regularly underpaid is supported by the detaiblculations that were conducted.

In the 1970s and 1980s the described financial amésin mostly concerned the wage fund,
while from the early 1990s it spread to includegbeeral financial budget of the trust.

The rules of spending the budget of housing tmste such that there was a sharp
distinction between the wage fund and other itéiepending, i.e., there existed a target prindiple
spending the money. In the 1990s, when wages amaagions subsidized from the budget began to
sharply lag behind the wages in other branchewlabtry, housing trusts were permitted to spend a
part of their budget to increase the wage ratebéiremployees.

The wage fund was increased through supplementad/attowances from the budget of
general expenses. Thus, instead of the wage fned aategory of consumption fund emerged in the
practice of normative planning. This consumptiardfunited all forms of income such as the wage
rate, financial aid, and supplementary meal all@ssyetc.

All categories of workers received supplementarglrmiowances depending on the number
of days they worked. At first, the dalily rate opplementary meal allowances was the same for alll
trust employees and determined by the trust admaitiis, taking into account the amount of thel tota
sum of unspent budget that could be spent orLihigt;, supplementary meal allowances began to be
paid taking into account each calendar day of atmén1994, some trusts introduced a differerdiate
scale of supplementary allowances. They were highéite management personnel and lower for
ordinary employees. Payment of these allowancemtiede dependent on the results and quality of
work of ordinary workers.

Usually, supplementary meal allowances were paid the “other expenses” item of
spending and amounted to half of it. A share gpkaupentary meal allowances amounted to 7 percel
in 1993 and in the first half of 1994 it was 10qaett of the total budget of spending on municipal
housing maintenance.

Thus, the wage fund was transformed into a consomipind. The latter included not only
the wage fund, but an ever increasing share ofdbgggnding to cover all the material expenses of
housing maintenance organizations.

The same tendencies of redistributing the resotmabs top management level were spotted
in relation to material and technical resourceseample, centralized warehouses were establishec
at the trust level, where the basic materials anlid hecessary for maintaining the housing stock we
stocked. Vehicles and equipment were kept in aalzetd garage as well. HMUs used the materials
and equipment on the basis of orders placed véttriist. The procedure of resources allocation on
these orders was becoming more and more bureauést result, the access of bottom level units
to the transportation, tools, parts, etc. was eotigtbeing reduced.
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Thus, the normative financial mechanism in statehaidtrative organizations acquired
bureaucratic features, as financial and matesalurees were constantly being redistributed fram th
bottom units, which carried the main maintenanoetfans, to the top management level which sper
a considerable part of these resources on establistw management links.

Thus, the bureaucratic financial mechanism ofttite-sdministrative organizations led to
the constant deficit of financial resources necg¢saerform housing maintenance. The number of
residents’ complaints on the quality of maintenamas constantly growing. These complaints were
first submitted to the maintenance organizatioaistiaen to central and local power bodies in theafor
of active (“Red Flag”) complaints. Under these dtimak, the leaders of the state maintenance
organizations began to ask for an ever increasimgiat of the budget financial resources.
Considering that district housing trusts were tiilg organizations that maintained the municipal
housing stock on the territory of correspondintyidts, the local budget had to cover their growing
needs.

Thus, the practice of interaction between the-sideinistrative organizations and the
budget, called “soft budgetary restriction” in emic sciencé? came into existence. Its essence is tc
cover all the expenses of monopolistic structua the budget even if they exceeded the planned
amount.

In the 1990s, this practice has been preservediesegh the potential of local budgets is
rather limited. The total amount of budget subgtigyhousing trusts received from the city and
districts’ budgets in 1993 was 107 percent of thened amount, though it fluctuated in different

The Level of Budget Subsidies

. to the Plan , %

140
120 | “————____,—-
100

a0 | N

60
40 1

20 1
0

I I I vV Total
quarter quarter quarter quarter year
guarters of the year (Figure 3.5.).

Figure 3.5. The Chart of Budget Subsidies Received lthe Housing Trusts, Novosibirsk, 1993

Budget subsidies were not the only source of firdoc housing organizations. Such
factors as the amount of income collected by tloeganizations and the seasonal character ¢
work in housing maintenance organizations are tak@naccount in allocating the budget
subsidies. As a rule, the work load is the smaltegtie first quarter. The chart (Figure 3.6) of
income (collected income and budget subsidies)eapénses of

24 3. Kornai, Deficit (Moscow: Nauka, 1991), pp. 328-331 (in Russian).
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municipal housing organizations in 1993 illustrates situation that is described above by
quarters.
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Figure 3.6. The Level of Income and Expenditures of Hesing Trusts to the Plan, %, Novosibirsk, 1993

Figure 3.6 shows that only in the first quarter Wasamount of income lower than
planned. In other quarters and in the year as denthe housing trusts spent more than was
planned. The excess amounted to 23 percent.

The results of the work of housing trusts underdéscribed conditions were
paradoxical. The administration of housing trustsstantly complained about the lack of
planned financial resources when the money actspiyt was higher than planned. Further
still, in 1993 the housing trusts spent so much tieither the budget subsidy, nor the income
exceeding the plan were enough to cover these dikpess. For these reason 13 percent of
the expenditures of municipal housing organizationk993 had to be covered in the
following year, i.e., 1994. The total excess ofenglitures over the income in 1993 was 48.5
billion rubles (Table 3.3).

If we take into account that the documents usdléranalysis of income and
expenditures of housing trusts do not include edjtares from grants-in-aid, then the actual
amount of money spent by the trusts will be evexagpr. Expert assessment was used to
calculate that the additional increase in the btidge 10 or more percent.

Beginning in 1993, a new practice of payments bégdie formed in housing trusts.
The power of budget restrictions was reduced teveam larger extent. Income collected by
housing trusts was almost completely spent on gayiges to the workers. In the first half of
1994 it fully provided for the wages and suppleragntmeal allowances for workers. The
consumption fund at that time was 5. 96 billionlesbwhile the collected income for the same
period was 6. 36 billion rubles.

At the same time, district housing trusts did nay pheir contractors to the full and
met the debts through direct transfers from thegbtidAs for maintenance work, housing
trusts entered into agreements with correspondingractors without taking into account the
amount of state subsidy. These agreements wereslatenitted to the budget for further
payment.
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Thus, the bureaucratic financial mechanism in sadtainistrative organizations led
housing maintenance to a crisis when any increasgpenditures did not lead to an
improvement in the quality of housing maintenarfdethe same time, a typical behavior for
the administration of these organizations was @ongtistification of an ever growing
demand for money from the budget. They spent aniegeeasing portion of their working
time trying to solve this problem while paying lesyl less attention to the actual operation of
housing maintenance organizations.

84. Distortion of the Normative Order

Under the bureaucratic financial mechanism, stdtaHaistrative housing
organizations were faced with an increasing difieeebetween normative and actual
proportions in money spending. Primarily, this eiffnce manifested itself in the structure of
wages for all categories of workers and in theritlistion of financial resources between the
main levels of the management structure.

A normative order of wage payment meant that focatiegories of workers it was
paid according to the staff rosters. They deterchthe amount of the base wage level. From
the middle 1970s, the amount of bonus as a pememtathe base wage level was specified
there as well. Analysis of the records of fundsialty paid to the employees of municipal and
enterprise-owned housing organizations in 1992alededisparity between actual practice
and staff roster normatives.

There are two chief divisions in the compositiomafges paid in the housing
maintenance sector. One part is fixed in the steftfer, while another part is variable (Table
3.4).

Table 3.4

The Structure of Wages of Housing Maintenance Workes, %, Novosibirsk, 1992*

Of which (percent)
Total Fixed Regulated Part
per Part
person
(percent) Fixed Monthly Fringe Quarterly Meal
Wage Bonus Benefits Bonus Allowances
Municipal
Housing 100 58 13 5 4 20
Enterprise-
Owned 100 62 14 12 8 4
Housing

e To analyze actual wages, a comparison was made of paysheets for the same month from each of
the surveyed HMUs. These paysheets reflect all wages paid in November, 1992. Paysheets
contain data about all types of payments during any given month. Some payments due for that
month, but paid later, were also taken into consideration. One-third of the quarterly bonus was
included as the portion of that bonus that applied to the month under evaluation. Benefits, such as
holidays, medical, and dependent benefits, were omitted from the analysis. Part-time employee
earnings were not taken into account in estimating average, minimum and maximum wages. Both
regular and temporary (short-term) employees were considered.
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The fixed wage part included:
¢ the base pay for the position held according tcsth# roster;
» regional index (15 percent of the base rate foistheere climate in Siberia);

The fixed wage part for employees maintaining thmicipal housing amounted to 58
percent on average. For the employees maintaimtargrise-ownedhousing, it amounted to
62 percent.

The variable (regulated) part included:

» A monthly bonus, the amount of which was set indtadf roster, but which actually
depended on a decision made at a higher level ohgament. Since the workers viewed thi
bonus as a part of their fixed income, manager¢ddooid it back for disciplinary purposes.
Thus, this bonus played the role of a fine rathantthe role of an incentive. The amount o
bonus paid to the worker did not depend on the rmurobnorms he actually carried out, that
is, each worker received only one bonus paymenhtMg bonuses accounted for 13 percen
of the total monthly wage, on average, for those wiaintained the municipal housing anc
14 percent for those who maintained the enterpmgeedhousing;

» Fringe benefits were usually determined by the HN8glf in accordance with the
general wage restrictions and on the basis of dnmative order. They included benefits for
heavier work loads, combining positions, team leadeties, etc. The “distribution” of
desirable job assignments was at the core of thesefits. For example, areas and building
entrances assigned to cleaners could be more ©ditfgult to care for. If a certain cleaner
had a “less difficult” area, he or she could exptmanother or several other “less difficult”
areas. These desirable assignments were usudHlipdisd to the regular workers on the stafi
to increase their wages for the same number of wgrkours. “More difficult” areas were
generally given to temporary workers, who wereroftethe process of changing jobs becaus
of inadequate pay. If such positions remained ledfjithe areas were cleaned by the whol
team on a set day. These fringe benefits accodotdilto 12 percent on average.

» A quarterly bonus paid once every three months determined at a higher
management level. The source of this bonus wadrgavin the wage fund due to vacancies
on the staff roster, as described above. The sbhmuarterly bonus in total wages of
municipal housing employees was 4 percent, for rprise-owned housing workers - 8
percent;

» Meal allowances were paid only to staff membersrastdo temporary or secondary
job holders. The specific amount of meal allowansas established at a higher managemel
level based on the budget savings. The share df beeafits in total wages of municipal and
enterprise-owned housing employees was 20 andcéperespectively.

The bureaucratic financial mechanism led to comainle distortion in the actual
structure of wages. It manifested itself in a 382gercent increase in its variable (regulated
part. The difference between the actual and nommatages was the first violation of the
normative order which lay at the basis of the ftiahmechanism.

The wage division into fixed and regulated partgegéhe impression that in the
branch as a whole, wages were low. As a rule, coimagthe

65



guestion of wages, employees of housing maintenargamizations at all levels
indiscriminately mentioned only the amount of fixgdge. The actual level of their income
according to the paysheets was twice the levehgbe staff roster (Table 3.5).

Table 3.5

Ratio of Paysheet vs. Staff Roster Average Wages,
Novosibirsk, 1992

Average Monthly Wage, rubles Ratio
Staff Roster Level Paysheet (percent)
Level
Municipal Housing 4120 8259 200
Enterprise-Owned housing 3681 6404 174

Analysis of the data presented in Table 3.5 shawatthe excess of actual wage
payments per worker in the municipal housing maiatee sector was, on average, 200
percent relative to the value set in the staffeost

The difference between actual and staff roster wégethe employees maintaining
enterprise-ownetousing was 174 percent. The difference betwearahahd staff roster
wages was the second violation of the normativerord

The staff roster wage levels were establishedeah#tional level, as were the basic
wage levels and job classifications. The propodiamong job categories remained
practically unchanged. Actual data show that thheagh from minimum to maximum pay by
staff roster considerably differed from the normatfTable 3.6).

Table 3.6
Normative vs. Actual Wages, Novosibirsk, 1992
Ratio maximum to minimum wages, %
Staff Roster Level Paysheet Level
Municipal Housing 4.1 5.7
Enterprise-owned Housing 4.5 10.6
Average 4.3 8.1

According to the staff roster, the wage spread fnaaximum to the minimum among
different personnel categories was supposed todemres for both housing sectors. In
actuality, it was 8.1 times. The actual wage spreadunicipal housing maintenance
exceeded the normative by 40 percent, while foerpnise-ownedhousing employees it was
140 percent. Thus, the actual wage spread conbigiatéifered from the normative. This was
one more violation of the normative order.
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In 1992, the number of employees in housing diffarensiderably from the staff-
roster staffing (Table 3.7).

Table 3.7
Actual vs. Staff Roster Staffing in HMUs on Average
Novosibirsk, 1992
Staffing Ratio, percent
Staff Roster Level according to
Level Paysheet

Municipal Housing 121 62 51
Enterprise-Owned Housing 199 125 63

The actual versus staff roster number of employreéMUs was 51 percent in
organizations maintaining the municipal housing @8gercent in organizations maintaining
enterprise-owned housing.

These proportion was different for different jolteggories. The percentage of
employed management personnel was from 88 to 1i@@pie of resident relations personnel
from 60 to 80 percent, while the percentage of eygad current repair personnel and
operating personnel was only from 41 to 48 percEm. level of employment in housing on
the eve of the market experiment remained the sameseveral years. It indicated that
further reduction of the number of employed wagpdjnmpossible from the technological
point of view and physical abilities of those beermgployed. A considerable difference in the
number of actually employed against the normativalver set in the staff roster marked mos
clearly the distortion of the normative order.

Staff rosters determined and regulated the amdumboagement expenses in
housing through the relationship between the nurabemployed and the amount of wages
of the top management level compared to all theafethe employed. For housing trusts,
management expenses were determined by the nurintvastoadministrative personnel (AP).

The normative relationship between the number oBA® ordinary employees was
supposed to be 1 to 8 while in actuality, by thgitweing of the 1990s, itwas 1 to 4. As a
result, there was two times more trust administeapiersonnel per ordinary employee than
had to be, according to the staff roster.

The difference in the wage levels of trust managerpersonnel and the ordinary
workers was supposed to be 1.7 times, on avenadact, this difference was 4 times
according to the paysheet data.

Thus, the proportion of the top management perddartbe bottom level employees
in the wage fund changed. The relative share st administration in the wage fund
increased, while the share of other categoriegrdgnnel decreased. An increase in the shal
of the trust AP expenses meant an excessive ireireasanagement expenses compared to
the normative. This increase became possible thrthe redistribution of the unspent part of
the total wage fund and understaffing of bottontsumiith ordinary employees.
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The normative order of operation of the state-adstriztive organizations formed the
framework of the razdatok-economy. The succestsafdvelopment is largely determined by
the correlation between the normative system aa@dmditions and needs. A long-term
difference between the normatives, the regulatbexonomic life, and the real practice, leads
society to the state ahomie” Under normal operating conditions, the signalinstem of
the razdatok-economy in the form of complaints wiazdrrect the deviations that appeared
and adjust the norms to the changing conditionsh\Wie emergence of anomie, the signaling
system was also deformed and the growing numbeoroplaints did not contain reliable
information.

This state of affairs was substantiated by theltesifithe first stage of economic-
sociological monitoring in housing on the eve @& tharket experiment. The administration of
state-administrative organizations (housing tru$ts)example, complained only about the
deviations from the normative order that were ®irtinterests. On a large scale, the trust
administration complained about understaffing atalalevel of wages. At the same time,
they hid information about an excess of actual paymsto the workers in comparison to the
staff roster and an excessive growth of managemaenses. The basis for this behavior was
the bureaucratic financial mechanism. It assidtedrnprovement in material status of
management personnel, while the operation of stteinistrative organizations was getting
worse. Further still, complaints of management@engl about understaffing and the money
deficit coincided with the complaints from the ptadion about the worsening of the quality
of maintenance. It resulted in an increase in budgeenses. The development of the
situation when demands for necessary resources greve the effectiveness did not change,
led to the general imbalance between tribute asilildution and to the general crisis of the
razdatok-economy in the 1990s.

% The term “anomie” (<Fr. anomie lawlessness, absence of norms) was introduced by
Durkheim E., for more details, see Modern Western Sociology: Dictionary (Moscow: Politizdat,1990),
pp.17-18 (in Russian).
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Chapter 4

Crisis indicators in housing

In terms of the theory of institutional developmerhe system of
complaints served as a natural self-regulator okthazdatok-economy.
In periods of stable development complaints havecamative structure
and play the role of feedback signals effectivdlycrisis periods, on the
eve of the period of institutional changes, thetstture of complaints
deforms with a dominance of latent complaints.

In Chapter 4, using the housing economy as an exaephe structure of
complaints is described and the reasons for itsatefation in the period
from 1980 to 1990s are given. These reasons are@ehse in economic
effectiveness and increasing resident dissatisfawti
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81. Economic Disproportion and the Deterioration
of the Housing Stock

The bureaucratic financial mechanism in state-athtnative housing organizations
has been operating over a long period of timeadt fesulted in distortions of the normative
proportions in spending financial resources alleddb these organizations. Analysis of
economic proportions at the first stage of monitgnievealed this fact.

Economic proportions were determined in relatiothpart of financial resources
the city housing trusts had to spend directly ondimig maintenance. For this reason, extra
wage charges transferred to the pension and sosisdance funds were excluded from the
total budget of expenses. In 1993, the share chexage charges amounted to 15 percent of
total budget oexpenditures.

Along with that, housing trusts paid for the seeg®f subcontract organizations.
These payments represented target redistributifinaricial resources from the city budget
(for details, see Chapter 5, p.95). Thus, they vatge excluded from the total budget of
expenditures. The subcontract organizations inclaspecial garbage disposal fleet, an
elevator maintenance organization, a sanitary gidkeniological station, and fire prevention
brigades. At that time, the share of these obliygiayments amounted to 12 percent of the
total budgeof the city housing trusts.

Thus the total amount of financial resources timy gpassed through” the trusts was
27 percent. The total sum of the budget expenditafe¢he Novosibirsk housing trusts was
6.51 billion rubles. But finally, they had at thelisposal only 73 percent, or 4.76 billion
rubles (Table 4.1). This group of expenditures fedrthe direct expenses of the housing
organizations.

Table 4.1.
The Structure of Expenditures of the Housing Trusts,
Novosibirsk, 1993
Items of Expenses ths. rubles %
1 Extra Wage Charges 1003 611
2 Obligatory Payments to Subcontractors 742 808
3 Total Obligatory Extra Payments [1] + [2] 1746 419
4 Direct Expenses of Housing Trusts, Total, 4 763 850 100
including:

5 Administrative Costs 378 287 8
6 Wage Fund 2788 106 59
7 Materials and Repair Fund 1597 457 33

TOTAL [3] + [4] 6 510 269

Housing trusts spent part of their direct expemsesiaintaining the trust
administrative personnel which organized the preoé$iousing maintenance. This part of
the expenditures constituted the administrativéscos

As statistical documents did not contain separ#tamation about the administrative
personnel costs at all administrative levels, idirig the

trust and HMU, it was rather difficult to calculdteeir amount. For this reason, to determine

the portion of trust administrative costs, in-hodseuments of different housing trusts of the
city were used. The values were then averagedufadilons revealed that the share of
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expenditures on trust administration in the totafjerfund amounted to 60 percent, on
average. In addition to wages, the consumption hfride administrative personnel included
meal allowances. They were proportionate to theesbfithe administrative personnel in the
total wage fund and amounted to 13 percent ofdta meal allowances. The value of trust
administrative costs, calculated as described, ateduto 378 million rubles, or 8 percent of
the total expenditures the housing trusts bore sletras in 1993. The excess of
administrative costs over the normative level wasnected with the operation of the
bureaucratic financial mechanism of the administeatnanagement model described in
Chapter 3. This mechanism led to an increase inrastmative costs through partial
redistribution of the wage fund of the bottom unitthe advantage of the trust
administration.

The wage fund constituted another group of expanekt Administrative costs, i.e.,
the wage fund of the trust administrative personmwete not included into this fund. It only
included the wage fund of all HMU and trust emplkesetogether with their meal allowances.
Total expenditures amounted to 2.79 billion rubtesh9 percent of the total budgst
expenditures. The excess of the wage fund ovemdhmative level was caused by the
redistribution of part of housing organizations et the parallotted for repairs and
purchase of necessary materials, into it.

The remaining part of the direct expenditures afdiieg trusts was spent on repairs
and purchase of materials. In 1993, the materiadsrapair fund amounted to 1.60 billion
rubles, or 33 percent. A reduction in the financédources spent on materials and
maintaining the physical characteristics of buitginvas connected with the redistribution of
financial resources, allotted for these purposethe wage funds of all categories of
employees, including the administrative personaied|l levels.

A disproportion between administrative costs, wlamel and financial resources
allotted for repairs and materials was observethduhe last ten years. It eventually led to
the crisis in housing economy. Housing maintenarocgd no longer be performed. This
conclusion was supported by the data of technitadeéction conducted in April, 1994.

During the random inspection of buildings in theniceski and Pervomaiski districts
of the city, the level of physical characteristidsuildings was evaluated on a 2 to 4 grading
scale. Initial physical characteristics of buildérig general and their separate elements was
measured in the course of the technical inspecliba.results of the inspection are presentec
in Table 4.2.

Average evaluation of physical characteristicsuifdings in the Leninski district was
3.04 and in the Pervomaiski district, 2.73.
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Table 4.2

Evaluation of Physical Characteristics of the Housig Stock in
Leninski and Pervomaiski districts, Novosibirsk, 199

Physical Characteristics of a Building Leninski district | Pervomaiski Average

district value
Basement 2.82 2.72 2.77
Walls 3.39 3.16 3.28
The Availability of the Gutters 3.06 2.75 2.90
Balconies and Loggias 2.97 3.18 3.07
Canopies 3.61 3.52 3.56
Outdoor Illlumination 2,94 242 2.68
lllumination and Dashboards in the Building 3.19 2.96 3.07
Entrances 2.78 2.31 2.54
Roof 3.06 2.54 2.80
Cellars 2,97 2.98 2.97
Cleanliness of the Cellars 2.79 2.75 2.77
Equipment 2.96 2.84 2.90
Average 3.04 2.73 2.89

The inspection showed that construction specificetiand the age of the building
influenced their physical characteristics. The ddt&iable 4.3 show that the older the
building, the worse its physical characteristica.t®e other hand, construction specifications
of the buildings with different number of storidsainfluenced their physical characteristics.
It determined either simplicity or complexity oflih maintenance. Evaluation of physical
characteristics of 5-story buildings of more modaesign was higher than that of 2-4-story
buildings. It was connected not only with the agbuwldings, but also with better technical
characteristics.

Table 4.3

Relationship between Physical Characteristics of Bldings and Number of Stories, Novosibirsk, Leninski
district, 1994

Buildings Stories Average Age Average Evaluation of Physical
(Quantity) (years) Characteristics

4 2-4 46 2.87

23 5 28 3.05

6 9-12 14 3.11

Utility lines in 2-4-story buildings became worntoli was difficult to replace the
details of the equipment because they were no tdmgjag produced by Russian industry.
Maintenance of such buildings became more labensive as it was necessary to specially
manufacture the parts or to replace a part ofléyuine with a more modern one. The
linking-up of old in-house utility lines with moraodern outside lines added to the difficulty
in maintaining 2-4-story buildings. For this reasassessment of their physical characteristic:
was the lowest, 2.87. Physical characteristics-b2-8tory buildings was the highest at 3.11
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The data of the technical inspection of buildingshie Pervomaiski district of the city
attested to the conclusions that were made. Ther tihé building, the lower its physical
characteristics. More modern 5-story buildings nexe better assessments than 2-story
buildings of obsolete design (Table 4.4).

Table 4.4

Physical Characteristics of Buildings vs. Age and @antity of Stories, Novosibirsk, Pervomaiski distrct

Buildings Stories Average Age Average Evaluation of
(Quantity) (years) Physical Characteristics
10 2-4 36 2.42
8 5 13 3.08
1 9 11 2.98

Examination of a 9-story building in the Pervomadiktrict revealed that the quality
of the utility lines was very bad and worsenedghgsical characteristics of the building. In
this particular case the garbage chute was so faqidhat it had been sealed. Thus, the
residents of the building had to dispose of thaibgge by throwing it into the garbage tanks
in the yard. For this reason the evaluation ofpthgsical characteristics of this building was
relatively low for this type of buildings.

Comparison of data presented in Tables 4.3 andupgorted the validity of the
conclusion made about the correlation betweendkeasbuilding and its physical
characteristics. 5-story buildings in the Lenindisitrict were built 28 years ago and their
average evaluation was 3.05. Similar buildingshim Pervomaiski district built 13 years ago
were evaluated at 3.08 points, on average.

When assessments of physical characteristics edt®# buildings in both districts
were compared, it was discovered that the diffexénche construction specifications was as
significant a factor as the age of the buildingotigh buildings in the Pervomaiski district
were “younger”, their average age was 36 years aoaapto 46 years for buildings in the
Leninski district; the physical characteristicglod former was worse (their average
assessment was 2.42 points compared to 2.87 mditiie buildings in the Leninski district).
The reason was that in the Pervomaiski distridibRysbuildings were primarily built of
squared timber and did not have cellars to instillty lines (one of the houses even did not
have a basement). At the same time, 2-4-story ingiédin the Leninski district were built of
stone and had cellars where the utility lines weséalled.

In general, the technical inspection of the buidinlemonstrated that the city housing
organizations could no longer perform their primaunyction of maintaining the housing
stock, not to mention the function of improvingitisysical characteristics. The evaluation of
physical characteristics primarily depended nottenefforts of housing organizations but on
the age of buildings.

At the same time, a low level of assessment oflingk that were constructed
relatively recently, whose maintenance was beiagdierred to the state-administrative
organizations, attested to the crisis in other tinas of the razdatok-economy. A low
assessment of performance by
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housing maintenance organizations was conditioyetidddrawbacks in design and
worsening quality of buildings under constructiawell as imperfections in the utility lines
which were being installed in these newly built best

§2. Disruption of Labor Motivation

The observance of the normative values of the \iiagg and staff roster staffing was
to provide an adequate payment for the employebsirleffort, thus providing also effective
labor motivation. Normative staff rosters and instions served this goal. They helped to
match the required work load with the normativeslensf wages.

The operation of the bureaucratic financial mectranin state-administrative
organizations accompanied by the redistributiopant of the resources allocated to the
bottom maintenance level to the top managemenit tesalted in a decrease in actual
financing of the work done by the bottom units, HidUs. All categories of employees began
to spontaneously match their work load with thedges. Some groups of employees began tc
spend less time on carrying out their work, othmgan to compensate for the lack in salary
by so-called “on-the-side” income. This was incameeived for work done both during and
outside working hours which was not assigned tddoee. At the same time, the HMU
administrative personnel reduced the quality resénts for the work to be done.

HMU personnel were subdivided into four categodesording to their
responsibilities and the order of wage payni@nt.

The first category was, first of all, representgcatHMU director. On the eve of the
market experiment, a HMU director had to organigeperation, establish contacts with
higher levels in the system, and meet with thederdis to receive their complaints. A chief
engineer assisted the director and was resporfsibteganizing repair work and the supply
of materials and parts. Foremen supervised the whoerating personnel and were
subordinated to the HMU director. When residendée@dl their requests with the HMU, the
foremen helped diagnose resident problems andressbitpe appropriate personnel to resolve
them.

Each resident had to pay a housing fee. It wasagonsibility of a HMU to
determine its amount according to the establishegbr This work was done by a bookkeeper
who also did the payroll for the HMU employees adamy to prescribed rules. The cashier
handled the payment of wages and accepted payifnentshe residents.

10 The four staff categories for HMUs did not completely coincide with the generally accepted official
classification, which consisted of three categories: administrative/clerical personnel, current repair personnel, and
junior attendants. These titles carry over from the time when housing maintenance services were part of the
enterprise hierarchy. Administrative/clerical personnel were administrators, the current repair group performed
repairs, and the junior attendants occupied the bottom rung in the plant hierarchy. This last group was responsible for
functions of relatively minor importance for the operation of the plant, such as cleaning, sweeping, washing, etc.
However, these functions are of major importance for a housing maintenance unit. For this reason it is more
appropriate to term them operating personnel.

It is also appropriate to divide the administrative/clerical classification into administrative and resident
relations personnel. For example, the passport clerk, who was traditionally grouped with the administrative/clerical
group, acts only as a mediator between residents and law enforcement bodies, but does not decide in what order
they are to be fulfilled.
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The enumerated groups of employees represented atittinistrative personnel.
Table 4.5 reflects general tendencies in formirgghlary of a HMU administrative
personnel.

The staffing of the administrative personnel wap8&ent on average relatively to
the normative staff roster staffing. HMU adminisitra personnel received the highest
monthly bonus. It comprised 75 percent of wagetierHMU directors and 50 percent for the
rest of the employees in this category. The trdstinistrations decided, whether other
employees received their bonus or not and whatnitsunt would be. For this reason HMU
administrative personnel was overly oriented towdhd assessment of their work by the top
administrative level. Additional part of salary,g#o the administrative personnel in the form
of bonus (the regulated part) depended on the steges of their work by higher authorities
and amounted to 51 percent, on average. This vedsigihest value among all categories of
employees.

Table 4.5
Wage Trends for HMU Administrative Personnel,
Novosibirsk, 1992
Actual vs. Staff Actual vs. Staff Roster Fixed Wage
Roster staffing Wage Level per person Share of Total
(percent) (percent) Wage (percent)
Average Value for
Municipal Housing 81 164 40
Average Value for
Enterprise-Owned Housing 95 164 58
Average Value 88 164 49

As a result, the actual salary paid to the adnritise personnel per person exceedec
the staff roster amount by 164 percent, on aveflagesulted in considerable quarterly
bonuses being paid in addition to the monthly drneir source was money “saved” from the
HMU wage fund. In other words, administrative persal of all HMUs constantly received
additional wages through the unspent wage funddihary employees. Quite often the
guality of work and the number of resident compkainere not taken into consideration in
deciding whether to pay a bonus or not.

Thus, at the first stage of monitoring, the conicnsvas drawn that HMU
administrative personnel were materially interesteanderstaffing of ordinary employees
compared to the staff roster level. It was throtlih means that the total wage fund was
“saved,” providing for the quarterly bonuses formaistrative personnel. A natural
consequence of such HMU administrative persont@rlenotivation was that the quality of
work in HMUs became worse as understaffing madapbssible to carry out the required
work load. Surveys of HMU directors in the cour$enomnitoring revealed that the
administrative personnel had psychologically rededadhemselves to the worsening quality
of maintenance. For example, if there were a reguirumber of cleaners, then they would be
able to do all necessary work on cleaning the an&s. But as soon as their number was
considerably lower than it was required by the ratime, foremen with silent support from
HMU administration lowered the requirements towek of cleaners and considered it to be
sufficient if an entrance was cleaned only oncesaky
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The next category of HMU employees was represdmydtie resident relations
personnel, i.e., the passport clerk, a secretadispmtcher, etc. These employees interacted
directly with the residents, collecting documemtsriesidents’ permits, issuing resident
certificates as required by various governmentdégdaking repair requests, etc. Resident
relations personnel, like other groups, was ndfestaat roster levels, although it was staffed
at a higher level than operating personnel (81grgjcTheir actual average wages exceeded
the staff roster level by one and a half times i fixed part accounting for only 51 percent
of the total (Table 4.6). All fringe benefits wazencentrated in the basic monthly and
quarterly bonus, derived from HMU wage fund savings

Table 4.6
Wage Trends for HMU Resident Relations Personnel, Novosibirsk, 1992
Actual vs. Staff Actual vs. Staff Roster Fixed Wage
Roster Staffing, Wage Level per Share of Total
(percent) person (percent) Wage (percent)
Average Value for 80 156 42
Municipal Housing
Average Value for 82 153 61
Enterprise-Owned
Housing
Average Value 81 155 51

If the stock served by the HMU included housing wetihe state and party
nomenclaturdived, the resident relations personnel could ermyiadditional privileges to
encourage them to be more considerate of the “bestients’ requests. This was done, for
example, by promoting the dispatcher to the higieéd- position of plumbing dispatcher.
Such promotion was authorized at trust level.

The resident relations personnel had fixed workiogrs, i.e., they always had to be
present at their working places. Their main task teaaccept different types of residents’
complaints. The number of the latter was constagribyving as there was always an
insufficient number of employees on the staff whiebulted from the operation of
bureaucratic financial mechanism. With time, gudrtbonuses became insufficient to
compensate for additional work load of this catggiremployees. For this reason, this
category of employees was becoming more and matatiéd. It mainly manifested itself in
the worsening of attitudes of the personnel towhedresidents. Rudeness and inattention to
residents’ requests became widely spread.

The current repair personnel performed the framd-tasks of the housing
maintenance units, including utility line upkeeghim the buildings and dwellings. They
were responsible for preventive maintenance angiremrk on in-house heat, water and
sewerage lines, and electric wiring, as well agoturrent repairs such as the painting and
washing of entranceways, and minor roof, door aimdi@w repairs. This group included
plumbers, electricians, gas and electric welddesterers, painters, roofers, carpenters, and
lathe operators, etc. All HMU directors surveyedageld current repair personnel as next in
importance to administrative personnel. They naplethbers and electricians as the most
skilled group of
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employees. They were responsible for the utiligd, which are considered the most
complicated equipment of the housing and commueraices sector.

In the beginning of the 1990s, fewer plasterergeraers, roofers, painters, and
joiners were represented in this group than forynedpecially in municipal housing
maintenance. Workers of these professions wererditkited to work at the HMU from time
to time, or were part-time HMU workers.

HMU current repair personnel included teams coimgjsif plumbers, a gas and
electric welder, and several electricians. A teduplombers and electricians served an area
with a specified number of dwellings. While thefttaster stated that one plumber had to
serve 200 dwellings, a team of 5 employees couttértake not 1,000 but many more (1,500-
3,000) dwellings, in order to be paid the wageginailly intended for a greater number of
employees. Table 4.7 shows that, at 44 percerfirggafvages actually paid were 247 percent
of the staff roster level. In other HMUs this figwaried from 135 to 310 percent.

Table 4.7
Wage Trends for HMU Current Repair Personnel,
Novosibirsk, 1992
Actual vs. Staff Actual vs. Staff Roster Fixed Wage
Roster Staffing Wage Level per person Share of Total
(percent) (percent) Wage (percent)

Average Value for
Municipal housing 40 222 59
Average Value for
Enterprise-Owned 49 271 59
Housing
Average Value 44 247 57

Often wages did not relate to the amount of workied out. Wage fund savings for
this category of personnel were not fully paidherh, but rather were distributed among the
administration. For example, as interviews at trat $tage of monitoring showed, the
employees perfectly understood that a work loagireily intended for 19 employees was
beyond the power of 7 employees. However, the psies did not allow one worker to be
paid as much as three others. At the same timse ghersonnel resisted hiring new workers,
because this would threaten their earning levebtter words, current repair personnel were
interested in the preservation of the existing ficamf understaffing the staff roster.

Another reason that the current repair personmehdt wish to increase the level of
staffing was to avoid competition for the “on-thides’ work. This work was done both during
and outside working hours for direct cash paymearhfthe residents. It usually included
replacement of plumbing equipment, installatiorsioks, changing the position of pipes,
installation of electric cookers, etc. More potahgiroviders of these services would cause
rivalry for this extra income which equaled a plwarib monthly pay, one and a half to two
times a gas welder’s, and 30 to 50 percent of ectrtian’s.

At the first stage of monitoring on the eve of tharket experiment it was found that
the “on-the-side” work market included a ratherdat@ange
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of services. Prices charged for “on-the-side” wgekerally depended on a family’s perceived
financial status and the worker’s own preferences.

Cleanliness and order in the entrances and eleyatards, and garbage disposals
were the responsibility of the operating persondelaners, elevator operators, chute
attendants, etc.

Operating personnel work levels were usually sé¢ims of units of area served (for
yard and entrance cleaners), or volume of garbdgelvdepended on the number of residents
(for chute attendants), or number of elevators taaied (for elevator operators). They could
increase their wages by increasing their work kevEhis category was staffed at 59 percent
on average. Employees were paid 1.9 times higlaer tte staff roster levels (Table 4.8).

Table 4.8
Wage Trends for HMU Operating Personnel, Novosibirsk1992
Actual vs. Staff Actual vs. Staff Roster Fixed Wage
Roster Staffing Wage Level per Share of Total
(percent) person (percent) Wage (percent)

Average Value for
Municipal Housing 42 232 60
Average Value for
Enterprise-Owned 75 152 65
Housing
Average Value 59 192 62

Usually, in the beginning of the 1990s, operatiegspnnel were not organized in
teams. Each worker was individually responsiblesferork area. This group of workers was
not united. Each worker had contact with the fonemmeho recorded the quality of work.
Work levels were uniform and wages similar for eliew operators and garbage chute
attendants as their responsibilities were condétiblny technology. Yard-cleaners and
cleaners, however, were distinguished by the gseatage differences. This group included
the minimum and the maximum wage among all survéyidi)s. For example, in one of the
HMUSs, one worker simultaneously held the positiohgard-cleaner, entrance-cleaner, and a
washer of the HMU premises, giving her a monthlaiseexceeding the HMU director’s.

Two groups of employees are distinguished in thisgory. The first group was
represented by regular workers who had been workirgHMU for a long time and provided
with so-called job-contingent housing. These waslggnerally combined several functions
and “soft” work loads, for example, a cleaner aatbgge attendant, or an elevator operator
and entrance cleaner. For this reason this gromodfers had a higher salary.

The second and more numerous group in this emplolozegory included poor
performers, temporary workers, or multiple job ekl This group was marked by a high
turnover. They were usually given more difficuleas, such as housing that had no regular
staff and had to be attended by whole teams onafyeappointed days. This kind of housing
was a perennial problem, because even when nevogegs were added to the task, they
could not cope with the effects of long-standinglaet.

The second group of employees was usually paidtessthe bonus level specified in
the staff roster. This was a source of additiormgihpents
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for the rest of the HMU staff. For this reason,categories of workers, from yard-cleaners to
HMU directors, accepted this situation. Thus theligy of services was constantly
deteriorating.

Thus, as a result of the long-term operation oflmeaucratic financial mechanism,
the number of ordinary workers was constantly desirey while the work load for each
bottom level worker was increasing. At the sametiam increase in the work load level was
not proportionally covered by the actual increaseage levels. Workers began to bring the
required work load levels into correlation with ithecome. Correspondingly, the
productivity decreased. Thus the quality of housimintenance was worsening on a large
scale.

To resist negative tendencies, decisions to stnemgguality control were made.
According to the branch leaders, they were readgdtablish an institute of organizers...
represented by engineers and technicians who wmutdorally and materially interestett.”
But neither the ever growing number of controllers;, the new administrative methods of
labor organization and motivation could improve guality of housing maintenance. It
continued to get worse.

83. Low Quality of Housing Maintenance

The list of normative operations on maintaining tiiéity lines in houses and
cleanliness of common areas (yards and entraneésngined the directions of work for
state-administrative housing organizations. Stadtars were formed to meet these
requirements, thus budget subsidies, materialegnibment were allocated according to
them.

According to the established order, residents warefer their requests directly to
the HMU. The structure of annual requests is prteskim Table 4.9.

According to the data collected at the first stafymonitoring, the residents most
frequently requested plumbing services. Half thmilias called the HMU for plumbing
services, while approximately every fourth famibguested electrical repairs, and 24 percen
of the families contacted the HMU about water aadttsupply problems.

Table 4.9
The Structure of Annual Requests to the HMU, Novosiiosk, 1993
Type of Request Total Percent of All Families (=2073)
Plumbing 1026 50
Electrical 563 27
Water supply 368 14
Heat 276 10
Other 360 13

It can be seen that the share of requests referngldmbers was the highest. If direct
repair requests to plumbers were combined with rgereral repair requests concerning hea
and water supply that were not the plumber’s residity but for which residents also
typically called

v, vashchenko, Scientific Labor Organization in Housing (Novosibirsk: West Siberian
Publishing House, 1983), p. 70 (in Russian).
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the plumber, then the share of requests referretltobers would exceed 70 percent. Thus, it
was not by accident that the residents personifiedHMU as the plumber, with whom they
had to deal most often. Such high frequency of @stputo housing organizations was partially
connected with the outworn state of plumbing eqéiphinstalled in houses. Survey findings
at the first stage of monitoring indicated thatpg®cent of the families had old (repaired)
plumbing equipment that had to be replaced. Thairiipwas also evidenced by resident
answers to open-ended questions concerning negesiditional improvements in the
dwelling — the most frequently voiced suggestioaaltiwith replacing plumbing equipment.

When people called the HMU, they typically expedtegersonnel to solve their
problem. Survey results regarding the extent tactvitlheir expectations were fulfilled are
discussed below.

Figure 4.1presents the results of work done by plumbers &wrieians at the
request of residents.

B
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[ Requests Completed after Repeated Calls to HMU
[ Promptly, Good Quality Requests

Figure 4.1. Repair Requests Completed by Plumbersd Electricians, Novosibirsk, 1993

From the total number of requests, 36 percentafests to plumbers and 37 percent
of requests to electricians were met promptly aittd good quality, 24 percent and 16
percent were met after repeated calls to the HMillemO percent of requests to plumbers
and 47 percent of requests to electricians wereommipleted during the year. Most services
were provided to the residents free of charge @4H10).

Table 4.10
Paid Services Completed by Plumbers and Electrician$s,
Novosibirsk, 1993
Personnel Category Services Unpaid by Payment was Made Payment was
Residents According to Invoice Made to Worker
Plumbers 79 4 17
Electricians 88 3 9

The survey data showed that residents paid in @me ér another for 21 percent of
plumbing services and 12 percent of electricalisesr In such cases payment was not made
according to an invoice from the HMU — that is, pent was not made into the HMU
budget — but directly to the
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worker who performed the service during normal vilmgkhours (17 percent out of 21 percent
for plumbers and 9 percent out of 12 percent fecteicians).

These data only included work on requests undeb’s areas of responsibility
and were completed by its personnel during nornaatking hours. More complicated resident
requests such as the replacement or installatiptuafbing equipment, and the relocation of
pipes or wiring, etc., were usually completed by Blildersonnel after their working hours for
non-reported payments. Therefore, Table 4.10 doekihy reflect the full volume of paid
services provided to the residents by HMU personnghe eve of the market experiment.

Maintaining cleanliness in the entries, stairwayd hallways is the most visible
aspect of the HMU's operation. The results of ih&t onitoring stage showed that the
condition of common areas in the buildings under@emonstration Project was typical of
the city’s housing stock maintained by state-adstiative housing organizations. For
example, 39 percent of families interviewed merdgbpeeling walls, 19 percent noted
damaged stairs, 7 percent marked that the entmsdweere either broken, or did not close
properly, and 20 percent pointed to broken winda@ts, A total of 75 percent of families
reported that the entries were in poor physicabidan.

Order and cleanliness in the entries, regardlesisedf state of repair, reflects the
operation of the state-administrative organizatidrable 4.11 illustrates the data on the
cleanliness of entrances before the experimentteated. About one fifth of the families
surveyed said that the entries were always cledrerVésked “How often is the entry
cleaned?”, 47 percent of the families said theamileg was performed rarely or not at all; 21
percent indicated that the entry was cleaned aftezven daily, 22 percent did not know how
often the cleaning was done, 10 percent answegrtdttby often cleaned the entry
themselves. It is also generally accepted thantiteess in the entries depends not only on th
efficiency of cleaners, but also on the behaviathefresidents, whether strangers visit the
entry, whether the building is located in a bugntecal location, whether teenagers and other
groups gather in the entry, etc. Usually HMU dioestand foremen referred to these externa
circumstances when explaining the unsatisfactongitmn of the majority of entries. At the
first stage of monitoring, nevertheless, a staidly significant relationship between the
frequency of cleaning and the condition of the entas revealed.

Table 4.11
Relationship between the Condition of the Entry and
Frequency of Cleaning, %, Novosibirsk, 1993
Answers to Answers to: “How often is the Entrance Cleaned?”
“Is the Entry Clean?” Do not Often Seldom Often Clean Total
know Ourselves

Always Dirty 9 5 28 4 46
Sometimes Clean 8 5 17 3 33
Always Clean 5 11 2 3 21
Total 22 21 47 10 100
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The data of the Table 4.11 show that if the entag wleaned often, about 50 percent
of respondents said that the entry was always clétre entry was only rarely cleaned, only
4 percent responded that entries were clean.

Some of the buildings covered by the Demonstra@imject were equipped with
garbage chutes and elevators. The technical condifigarbage chutes in houses was often
unsatisfactory. There were cases where the poditygaathe garbage chutes forced the
HMUs to weld them shut and remove them from serioe this reason, some of the chute
operation problems pointed out by the respondesdsid be attributed to inadequacies in the
city’s housing sector as a whole.

Of families who stated that their building had abgme chute, 47 percent said that it
did not pose any additional problems. However, 8&@nt of families said that the area
around the garbage chute was littered, 8 percenplained about an unpleasant smell in the
entry, 12 percent said that the garbage chuteol@tféstation by cockroaches and mice. They
also said that it was often clogged, the buckekdmoetc. Thus the problem of cleanliness
around the garbage chute appeared to be the nesameof all the problems concerned with
garbage chutes.

Elevator maintenance was performed by the HMU getislized organizations.
Resident assessment of elevator maintenance fitshstage of monitoring revealed the main
elevator maintenance problems. Of all the survdgedlies, 15 percent said that the elevator
was dirty. Of greater importance to the residergsavthe problems relating to the technical
condition of the elevators. For example, 52 peroéfamilies said that the elevator was old,
that it often broke down, control buttons were lemokthe elevator was very noisy, it was
often switched off, etc.

Also, at the first stage of monitoring HMU staffiitdes to residents was studied.
Resident assessments of the quality of responsgtests to HMU are illustrated in Table
4.12.

The data show that in 57 percent of the cases HbWiSgmnel responded “attentively”
or "acceptably” to resident requests, while in 84gent of the cases the response was
“indifferent”, and in 9 percent of the cases it Wwasle”.

Table 4.12
Resident Assessments of Responses to Requests tolHI%, Novosibirsk, 1993
Personnel The attitude to resident requests was
Category attentive acceptable indifferent rude
Front line staff 15 50 27 8
Foreman 14 38 40 8
Dispatcher 13 44 35 8
Director 13 40 37 10
Entire Personnel 14 43 34 9

The relative proportions of attitude categoriesengsnstant across the four personnel
categories (front line staff, foremen, dispatcléector).
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It is appropriate to say that the HMU as a wholerated in a “passive-indifferent” mode.

Such character of the relationship between HMUg@®ersl and residents on the eve
of the market experiment resulted from the detation of labor motivation. As it was shown
in Chapter 3, it was caused by the operation obtlreaucratic financial mechanism. It
increased resident discontent and alienation ogingumanagement from the consumer. In
the course of the survey, residents voiced a vasla fmore human attitude toward them. The
wanted to be informed and also they wanted HMUgersl to be interested in resident
problems.

At the first stage of monitoring a large numbepafblems that accumulated in
housing was detected. At the same time, 31 peadfdamilies did not contact HMU although
they had reasons to do so. The majority of themrmdidtontact state-administrative housing
organizations because they saw no use in calliadgidtiU. Some of them solved housing
maintenance problems without assistance from thé&J{{Fgure 4.2).

The data on entry cleaning given above can seram axample of how residents
solved their housing problems themselves withouataxting the state-administrative housing
organizations. According to the survey data, 1@getrof families cleaned their entrances on
their own.

A special alienation indicator characterizing thiraction gap between housing
maintenance organizations and the residents inngphaaintenance problems was developed
This indicator represents a share of residentshveltiba reason to contact the housing
organization, but who did not do so. Both residevtie saw no use in contacting the HMUs
and those who did the work of plumbers, electrisjaand other HMU personnel themselves
are included here. On the eve of the experimenalibaation indicator equaled 31 percent.

The total number of families
who answered questions
about requests to the HMU

100%
Contacted the HMU Did not contact the HMU
during the year during the year
60% 40%
Did not contact Did not contact
the HMU, although the HMU, because
they had a reason 31% they had no reason 9%
They saw no use They did everything
in calling the HMU themselves
22% 9%

Figure 4.2. The Reasons for Residents not to Contaitte HMU, Novosibirsk, 1993

A high value for the alienation indicator, charaistéc of that period, highlighted
housing organizations handling the resolution sifrall proportion of all housing problems at
one “pole”. These problems were
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primarily connected with the maintenance of utilibhes. The other pole represented resident:
resigned to poor quality of maintenance and trymgolve their problems on their own.

Thus the results of housing maintenance by the-staministrative organizations on
the eve of the market experiment were as followshcdigh a considerable number of
problems accumulated, only two thirds of residelitsctly contacted the housing
organizations. Buildings, utility lines, conditiaf yards and entries that were maintained by
the housing organizations were in an unsatisfaatongition. Approximately half of resident
requests were not completed. Resident requestongileted during normal working hours
very often served as a source of “on-the-side” imedor electricians and plumbers. The
attitude of the personnel of state-administratingaaizations to residents was very often
“indifferent” and sometimes even “rude.”

84. Residents’ Level of Satisfaction and the
Structure of Complaints

At the first stage of monitoring, the level of et satisfaction with the performance
of the state-administrative organizations was meskan the basis of two gradations,
“positive” and “negative”. Positive assessment cimab answers such as “good”, “fair”, “the
entrance is in good condition”, etc. Negative assesits combined answers such as “poor”,
“not satisfied”, “not quite satisfied”, “the entremis in poor condition”, etc.

Figure 4.3 illustrates the assessments of spexsfiects of state-administrative

housing organizations performance on the eve offrtéuiket experiment.

%
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o L177% | |[18%]| | | || - - ||
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yards entries elevafors garbage plumbing electrical
chutes equipment equipment

Figure 4.3. Relationship between Positive and Negat Assessments of Specific Aspects of HMU Perfaanice, %,
Novosibirsk, 1993

Positive assessments prevailed in the evaluatieteofrical and plumbing equipment
maintenance. They were 64 percent and 55 percggatively. The balance of yard and entry
maintenance assessments was negative. The sipaigtvle assessments relative to yard
maintenance was only 17 percent, while negativesasgents amounted to 83 percent. The share
of negative assessments
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in the evaluation of entrance maintenance wasvalgohigh and amounted to 82 percent.

To assess the elevator and garbage chute maingethenesidents were asked whether
there were any problems with their maintenance.aBsessment was considered positive if no
problems were indicated in the maintenance ofethispment. If there were problems of any kind,
the assessment was considered negative. The melifidbetween positive and negative
assessments for garbage chute maintenance warcB@tmnd 50 percent, while for elevator
maintenance it was 33 percent and 67 percent,atbagle.

Quantitative assessments were then built. They ihadssible to rank all aspects of the
performance of housing organizations accordingedevel of problems. The first stage of
monitoring showed that the grounds and entry maamee were the most problematic. Elevator
and garbage chute maintenance were next. Plumbthglectrical equipment maintenance was th
least problematic.

The Integral Appraisal of activities of the statirenistrative housing organizations is an
aggregate household rating for all aspects of pgeformance, interpolated from the specific
assessments. A "plus” or “minus” was tallied farteaf the aspects of HMU activities. Families
who noted equal sets of “pluses” and “minuses” weoeiped together. The distribution of families
with different sets of assessments was as foll@yeercent of families noted six pluses, 19 percen
of families — one or two minuses, 35 percent ofifiasi— three minuses, 44 percent of families
— four to six minuses.

In effect the first group of families where no nsesa were noted, rated the performance o
housing organizations as “excellent”, while therfogroup, the one that noted 4 or more minuses
assessed it as “poor”. Figure 4.4 shows the steicfifamilies according to the level of their

Integral Appraisal.
II5II

Figure 4.4. Distribution of the Data of the Integrd Appraisal Indicator, Novosibirsk, 1993

Thus, resident assessments on the eve of the neaqretiment showed that almost
80 percent of residents were unsatisfied with tred@ion of housing maintenance and
assessed it as being “poor” or “satisfactory”.
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To control and validate the survey results, resslerere asked a direct question
about the extent to which they were satisfied whth present state of services. The
distribution of answers indicated that 16 perceatenfully satisfied, 32 percent not quite
satisfied, and 52 percent were totally unsatisfiedther words, 84 percent of the families
were dissatisfied with the performance of the stabministrative housing organizations to
some extent.

The values of Integral Appraisal and the Level esident Satisfaction indicators
were correlated. It appeared that the two indicatorrelated well and were reasonably
consistent (Table 4.13).

Table 4.13

Relationship between the Level of Satisfaction anchtegral Appraisal, %, Novosibirsk, 1993

Level Integral Appraisal Indicator Values
of Satisfaction Total
Indicator Excellent Good Fair Poor Answers
Fully Satisfied 2 7 4 3 16
Not Quite Satisfied 0 7 11 14 32
Totally Unsatisfied 0 5 20 27 52
Total Answers 2 19 35 44 100

Of families totally unsatisfied with services, timajority evaluated their quality for
specific problems as “poor” or “satisfactory”. Bgrdrast, of families fully satisfied with the
services, more than half rated them as "good" amrdéellent”.

Despite their high degree of correlation, howetierse housing maintenance indicators
complement, rather than duplicate, one anotherr®dsdhe level of satisfaction was to a larger
extent determined by the respondent’s emotiorialdds, tolerance, personal demands, and even
socio-economic position, the “integral appraisadisimore representative of the perception of real
problems. The complementary nature of the indisatowell illustrated in the first row of Table
4.13 Of the families completely satisfied with servitiesre were those who evaluated the quality
of services for specific problems as “poor”.

In line with the goals of the first stage of moriitg, the structure and the quantity of
resident complaints in the sphere of operatiortadésadministrative housing organizations were
assessed.

In the first place, active (“Red Flag”) complaimtere measured. They represented the
strongest form of voicing dissatisfaction with toadition of housing maintenance. In this case
residents appealed not to the HMU but to a higiegtlorganization and other institutions not
directly concerned with housing services: membgtiseoparliament, local authorities and the
media. These types of repair requests usually@tliparticularly severe problem which housing
maintenance organizations had failed to addresshiuth residents believed the attention of some
higher authority would help alleviate.

At the first stage of monitoring, active complaiateounted to 0.06 per family, that is six
of each 100 families appealed to the local auiksrénd/or the media during the year. This type of
request usually implied a necessity for a majoairegf the house because it was in an emergency
condition. A collective
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complaint of the residents of one of the houseseare as a vivid example of active complaints.
They had already appealed to the city Housing andrfiunal Committee (HCC) and to the
Mayor’s Office. Novosibirsk journalists made a spbeport about the problems of this house an
it was to be shown on the local television.

In the second place, resident repair requestsmeasured. Residents referred these
requests directly to the HMU. This type of requess indicative of less severe problems. Repair
reguests were not acute enough to resort to higlikorities.

For the area under study, the frequency of suakestswas 1.02 a year per family. The
total quantity of repair requests was calculatedurgming up all resident requests connected witt
plumbing and electrical equipment as well as hediveater supply problems.

In the third place, latent ("Hidden”) complaintsre/eneasured. They represented request
voiced by residents when asked whether there dxpstdlems in the maintenance of the building
and the grounds for which they had never requestedte from the HMU. In the survey
conducted, residents answered questions whetherakisted any problems with elevator, garbag
chute, and the yard territory and cleanlinessérettiries. On the one hand, complaints of the thirc
type signify less pressing problems. The residestisbecome accustomed to them and had put o
calling the HMU about them because they believed tould not receive a response. On the othe
hand, latent complaints constituted a reservotrgtadually overflowed, causing repair requests
and "red flag" complaints.

At the first stage of monitoring, the number oél#tcomplaints per family was 3.6. In
other words, each family pointed out 3-4 problemthé areas mentioned. The overall distribution
of the three types of repair requests is showrigaré 4.5.

1.3% < "Red Flag" Complaints

21.8% Repair Requests

A

ya A

Vi
L N

76.9% A A < Latent Complaints

Figure 4.5. Number and Type of Resident Complaints,
Novosibirsk, 1993

It can be seen that at a period of crisis in haygiepair requests form something like
a pyramid, with latent complaints at the base (¥§,9outine repair requests in the middle
(21.8%), and "red flag" complaints at the top (1)3%

At the first stage of monitoring not only the avggaaumber of the three types of
repair requests was determined, but also the valiuds indicator for the surveyed buildings
were calculated. Buildings under
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the experiment had different technical conditiond different need for substantial capital
repairs, etc. If the average number of repair retpuger family was 4.68, then for the
buildings under study it varied in the range of32t@ 6.89 (Figure 4.6).

BUILDI

7

Number of Requests per Family
—_ N w e [$,] D

o

Figure 4.6. Repair Requests in Demonstration ProjédBuildings before
the Market Experiment, Novosibirsk, 1993

Figure 4.6 shows that in more than half of thediods in the residential area under
study, the average problem level was exceededatifasted itself in a higher than usual
number of resident repair requests. The structbrepair requests in each house was
analogous to their general structure, i.e., lategtiests predominated, while the number of
repair requests and active complaints was low.

Such a deformed structure of complaints meantthigasignaling system in razdatok-
economy no longer could perform its function ofreating economic decisions. It was
revealed that the majority of complaints were niirsitted to the organizations responsible
for maintaining a certain level of housing maintecey they existed in hidden form. If
positive changes start in housing maintenance, dhdntensive transition of latent requests to
active (“red flag”) complaints can be forecastddhis is the case, then the structure of repair
requests can be brought to their normal form when ire mostly represented by “red flag”
complaints and repair requests.

The following conclusions were made on the basanaflysis of state-administrative
housing organizations before the market experiment:

On the eve of the market reform, the quality ofing maintenance dropped to its
lowest level. The majority of the residents wergsdtisfied with the performance of housing
organizations. At the same time, the signalingesysin the form of complaints, worked
ineffectively as most of them were latent. It atesto a high degree of alienation of the
residents from the housing maintenance sector.cfedse in the quality of housing
maintenance was due to the operation of the buraciéinancial mechanism. It led to a
sharp increase in administrative costs accompdniediowering of the labor motivation.
Within the framework of the operation of the olg®m, the potential of the state-
administrative organizations to improve the quabtynaintenance was exhausted.
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Chapter 5

Results of the Market Experiment

A typical feature of periods of institutional chamgat all stages of
development of the razdatok-economy in Russia weesdctive
introduction and testing of economic methods charagstic of
alternative economies. For example, the current jperis a period of
market reforms as attempts to use market institasao lead the
economy out of crisis are made. In the end of theX¢entury, Russia
went through a period of “development of capitaliSmittempts were
made to introduce methods of capitalist economyamization.

The results of monitoring the current market exparent in one of the
branches of Russian razdatok-economy, housing, presented in
Chapter 5
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81. Preparation for the Experiment and Conditions
for its Realization

Demonstration projects employing new forms of mipsithousing stock
management and maintenance have been operatirgl€a8 in the city of Novosibirsk and
other Russian cities pursuant to the Agreementamhilical Assistance between the United
States Agency for International Development, thedfan Federation, and the Novosibirsk
Mayor’s Office. The Demonstration Project was desijto show that a private property
management company, whose services were procuaagtha competitive bidding process,
was able to achieve appreciably higher managenmehiraintenance service effectiveness
under the same external conditions under whichipgelctor maintenance organizations
operated. Thus the Demonstration projects repredenmarket experiment in the housing
economy. Its goal was to demonstrate the effectisgrof market mechanisms.

Private management companies represented an dilterhge of organization
relative to the old state-administrative organiagi The features of new companies were
private ownership and the contract (agreement) gemant model. Such private-contract
organizations maintain municipal housing in cowgnvith market economies. Their features
are:

1. a company is an independent legal entity, witloit® bank account; it forms its own
material and technical resources necessary to aiaitite housing stock. If there is a lack
of materials, then often the local government takésan from a bank at some interest rate
to buy equipment under condition that the loan ballrepaid from the remuneratith:;

2. relations between the municipal-stock proprietat amprivate company are built on the
basis of a management contract concluded for angieeiod of time;

3. the contract specifies the money allowance for teai@nce and the management fee
which represents “company remuneration for managéfiie

4. selection of the management company is made thrawgimpetitive bidding process;
when the term of the contract expires, the conipatit repeated;

5. to perform activities specified in the managememitkact, the company hires the
necessary employees on a contract basis.

Such relations between private companies and tfa gmvernment necessitate a
regime of “hard” budget constraint. They are chimared by:

» clear determination of the amount of budget allatinbecause it can not be increased, the
amount of company expenditures is limited;

» the company takes full responsibility for the affitt spending of allotted financial
resources; if the company breaks this clause ofdm¢ract, then the contract is canceled;

%8 K. Mark and D. Telgarsky, Private Management for State Leased Housing in Eastern Europe
(Moscow: Institute of City Designing and Building, 1991), p. 32.

2% W. Jr. Walters, CPM, The Practice of Real Estate Management for the Experienced Property
Manager (Chicago: IREM, 1979), p. 433.
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» the company works out the policy of managing theeexlitures; representatives of local
administrations do not interfere in the day-to-dativities of the company.

Under the Demonstration projects principally a ngpe of relations had to be
introduced into the housing economy. Thus an omgditinal period was necessary. In
Novosibirsk this period included three stages.

The first stage began in May, 1992 when a Residdrisor of PADCO company
arrived in Novosibirsk. This company won a contr@attrendering technical assistance from
the Agency for International Development (USA)the course of this stage, an Agreement
with the Novosibirsk Mayor’s office on renderingsatance “in working through the
economic mechanisms and techniques of housing emginte by private companiésivas
signed.

For the first Demonstration Project, the largestriit of the city, Leninski, was
selected. It was the district where reorganizatibthe housing management structure had
been going on over a period of several yearsditsigistration showed interest in testing
new, market methods of housing maintenance indhese of reforms. To conduct the
Demonstration Project, a unit formerly maintaingcatHMU was recommended. As it was
too big, even before the market experiment, it plasned to divide the HMU into two parts
and to create a new HMU in the structure of thé&ridishousing trust to maintain it.

The beginning of the second stage was connectédtétorganization of the
Demonstration Project Working Group in October 1882ording to the Mayor’s resolution.
The Vice-Mayor of the city and his representatie, head of the Housing and Communal
Committee (HCC) of the Mayor’s Office, the headlsd HCC maintenance department and
its lawyer, the deputy-head of the administratibthe Leninski district, and the head of the
Leninski district housing trust which maintainee thuildings under the Demonstration
Project and the Resident Advisor of the firm PADQ@@@, (USA), which provided technical
assistance to the Novosibirsk Mayor’'s Office becameenbers of the Working Group. The
authors, the research workers of the Instituteasi®mics and Industrial Engineering of the
Siberian Branch of Russian Academy of Sciencese wersent at the meetings of the group
as independent observers.

Foreign experience in the operation of private mmumaintenance companies being
new for Russia was analyzed at the meetings diMbieking Group. It was also discussed at
the lectures of the Resident Advisor and in thesewf topical seminars for all the city
housing management personnel conducted by lectinoensthe USA. The task of the
Working Group was to adjust the offered economatrimments to Russian practices and
specific conditions of city housing.

During this period, the most difficult task wasdistermine the owner of the housing
stock: the one who will have to enter into a cotttwith a private company and allot the
necessary financial resources to it. AccordindheoMayor’s decision, the HCC played the
role of the representative of the owner. It recgithee housing stock of the future
Demonstration Project on its balance instead of tenski district administration’s balance

% Resolution of Novosibirsk Mayor’s Office N 148 as of 19.02.1993 “On Conducting
Demonstration Project on Providing for the Maintenance of the Housing Stock by a Private Company.”
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where it had been. This decision was made duectodbessity to set up a structure
alternative to the district housing trusts. Thusrirthe very beginning the Demonstration
Project was run under the supervision of the @tel of housing management.

The management contract between the housing steckraand a private
management company was a legal document not traditin Russian housing management.
It required considerable work on the part of therkifay Group to correlate it with the
Russian legal norms. Further adjustment of theraohtvas taking place already in the course
of realization of the Demonstration projects.

At the third stage, in February 1993, much work @ase to determine specific
material and financial conditions of work for thewnmanagement company. It received an
office in one of the houses in the Leninski digtvihiich were under the experiment.

The income and expense budget for the maintendrtbe dilousing stock under the
Demonstration Project was also determined at thiges Total approximate budget had to
provide equal financial restraints in the actistiender the Demonstration Project and the
existing state-administrative housing organizatiohthe city.

It was also planned to provide equal labor condgitor ordinary employees of future
private companies and the employees of all housirgys of the city. The private company’s
employees preserved the right to receive job-cgetih housing, while thesgervice record
were kept at HCC which entered into labor relatiaits them.

Special discussions were held to determine the at@iunanagement fee the owner
had to pay the management company and which methidoe used.

The third and final stage of the organizationaiguended with the open bid for
managing the maintenance of the allotted part®hibusing stock. An announcement about
the open bid was made in the media. The biddettseofompetition submitted their
applications in accordance with the establishedirements. The Resident Advisor of the
firm PADCO, Inc. had organized seminars to helpapplicants to prepare their maintenance
programs which were then presented to the own#reofiousing stock. Members of the
Working Group became the members of the competd@nmittee which selected the
municipal enterprise “Tzentr-Sirena” for particijoat in the first Demonstration Project.

From April 1, 1993 the enterprise “Tzentr-Siren&ghan to work under
Demonstration Project-1. It started maintaininghet of the housing stock earlier
maintained by HMU-26 of the Leninski district. Thead of the enterprise “Tzentr-Sirena”
became the manager of the Demonstration Projeetf@merly worked as a deputy manager
in one of the district housing trusts.

The organizational period of the successive Dennatigh projects only included the
preparation and conduction of competitions.

Demonstration Project-2 was started in the Pervskndistrict on August 1, 1993.
The individual private firm (IPF) “Komfort” begaio tvork instead of HMU-25. This firm
was established specifically for this purpose leywlinner of the competition who had
formerly worked as head of the Production and Teahmepartment of the housing trust in
the Pervomaiski district.

92



From February 1, 1994, Demonstration Project-3dess under operation in the
Dzerzhinski district. It maintains the housing $taastead of the former HMUs number 13
and 37 of the Dzerzhinski district housing trustewinner of the competition is a former
director of HMU-13. To run the project she orgadize IPF called “HMU-13".

The general feature of all three Demonstrationgatsj was the selection of such
housing sites where organizational measures wemssary to solve their existing problems.
Under Demonstration Project-1 it was necessaruloliside an HMU which worked
ineffectively. Under Demonstration Project-2 thes&s a chronic lack of administrative
personnel as the housing stock was in a detertbatrdition. Through the establishment of
the new management company it became possibleda tjualified manager to maintain this
section of the housing stock. Under Demonstratianelet-3 it was necessary to join a
successfully operating HMU-13 with the neighboriiglU-37 whose performance was rather
poor. In the course of the market experiment theseenterprises were successfully joined.

Thus, the market instruments were tested at thé pnoblematic sites. The system of
state-administrative organizations representedaonging trusts could no longer manage then
successfully.

All types buildings were represented under the Destration projects which were
run in districts situated in different parts of itigy. Districts of the city selected for
participation in the experiment were characteriagdiifferent qualities of housing
maintenance. Traditionally the Leninski districtsa@nsidered to be a progressive one, whils
the Dzerzhinski district was average and the Peaiskndistrict was underdeveloped.

The main features of the housing stock under thedetration projects are
presented in the Table 5.1.

Table 5.1.
The Main Features of the Housing Stock
under the Demonstration Projects
Demonstration projects
I 2 3

The Demonstration Project Beggn
on 01.04.1993 01.08.1993 01.02.1994
The Name of the Operating W . R . , B .
Company Tzentr-Sirena IPF “Komfort IPF “HMU-13
The Area of Maintained Housing
Stock, sq. m 74900 28900 165500
The Share in the Municipal
Housing Stock, % 11 0.3 2,4
The Organization which Formerly HMU-26 of the HMU-25 of the HMU-13 and 37 of the
Maintained the Housing Stock Leninski housing Pervomaiski Dzerzhinski housing

trust housing trust trust
Number of Maintained Houses:
Total, 33 19 42
including:
2-3 Story 4 10 0
5 Story 23 8 21
9-12 Story 6 1 21
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All types of housing maintenance units were repreEskunder the Demonstration
projects, from the smallest (19 houses) to theelstr{#d2 houses). Managers of all
Demonstration projects represented the main categof the administrative hierarchy of the
city housing economy, from the former head of thading trust to the former HMU director.

The variety of features that characterized the Destration projects made it possible
to work through experimental market instrumentsaurdifferent conditions in city housing.

When Demonstration Project-1 was put into operatioa second stage of the
economic-sociological monitoring of the market expent in city housing began. At this
stage Demonstration Projects 1 and 2 were the sudijects of observation.

From the very beginning it was planned to introdun#ied constraint of budget
financing restrictions both for the Demonstratioojects and the district housing trusts. It
meant:

1) unified rules for the determination of the ambof financial resources to be spent

on maintaining the housing stock;
2) unified rules for the formation of the incopert of the budget;
3) allotment of the due share of fixed and curemsets for maintenance.

At every stage of monitoring, the fulfillment ofaglexperiment conditions was
controlled. Expenditures on maintaining the muratipousing stock were determined on the
basis of unified normatives and actual tendencig¢ké housing maintenance. Five groups of
expenditures were distinguished.

First, the quantity of different categories of mamsel and the required total wage
fund were calculated for different housing orgatisas on the basis of the normative staff
roster. In doing so, the characteristics of diffedeouses were taken into account. The
relationship between wages and their amount wetermied on the basis of a unified wage-
and-rating scale. By applying these principlesi,itiitéal values of the wage fund and the
guantity of personnel to be involved in the Demuat&in projects were determined. The
share of wages paid to the personnel made up f603%rcent of the budget in different
housing trusts of the city. The share of wagesiénbtudget of the Demonstration projects was
in the same range. It made up 41 percent of thgdiddr Demonstration Project-1 and 35
percent for Demonstration Project-2.

Second, wage extra charges were also added intmuttget. Their amount was
determined on the basis of the state laws. These tnansferred to the state pension funds.
For all the city housing trusts they amounted te2@%ercent on average. Their shares in the
budgets of the Demonstration projects was appraeipshe same.

Third, expenditures on the services of subcontigatrganizations were determined.
These were the organizations without which houstogk maintenance was technologically
impossible, such as a specialized auto park refierfer garbage disposal; an organization
called “Sibirliftremont” which maintained elevatarsmany-storied buildings; a sanitary and
epidemic station controlling activities of housimgintenance organizations and responsible
for rat extermination; an All-Russian voluntaryefiprevention society and a fire-proof
equipment service controlling the fire-proof coratitof buildings and their ventilation.
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Pricing of their services was determined on thésbafstariff rates authorized by the Mayor's
Office. As a rule a share of payments for the sewiof subcontracting organizations
amounted to 10-25 percent in different housingtérusor the Demonstration projects, the
planned amount of these expenditures was seteaehdf 14 percent to 18 percent taking intc
account the characteristics of the housing stodktae necessity to render these services.

Fourth, planned material and energy expenditures determined on the basis of
normatives and practices in materials and poweplgyfor the illumination of common areas
and work places). These usually amounted to 5 pertee Demonstration projects were not
fully supplied with materials. Therefore, additibitams of expense were included into their
budgets to cover them. Thus, the share of experditon materials in the budgets of the
Demonstration projects amounted to 15 percent.

Fifth, taking into consideration the physical cdiudi of the maintained buildings and
the city budget abilities, provision for expensesarry out maintenance work by
construction subcontracting organizations had tplaened. These expenses made up from
percent to 17 percent of the planned budget ohthesing trusts. The share of maintenance
expenses for the Demonstration projects was sheatame level as for the city housing
trusts. Thus, this expense item amounted to 8 petoaler Demonstration Project-1 and 16
percent for Demonstration Project-2 as the housiagk maintained under the latter Project
was in a state of extreme wear.

According to the rules described for determining dmount of planned maintenance
expenses, the amount to maintain 1 square metbe ghunicipal housing in different city
districts was settled. In 1993 it varied from 0t81L.67 relative to the average city value.
Thus, in 1993 these values equaled 1.07 and 1lriBeimonstration Projects 1 and 2,
respectively (Figure 5.1).
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Figure 5.1. Planned Maintenance Expenses per squamgeter of Housing vs. the Average City Level,
Novosibirsk, 1993

Figure 5.1 shows a limiting range of the amourttaising maintenance expenses. It
can be seen that the level of planned expenses thel®emonstration projects lay within the
set range.

It was also planned to establish equal conditietative to the income earned under
the Demonstration projects.

The income of the housing organizations was plamtedich a level as to cover all
the expenses. No provision for profit was madet &ahe income in housing fee form was
collected by the housing trusts on their own. Hog$ee normatives were set at the state lev
and remained the same
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since 1928. Since 1994, housing fee normatives veésed 400 times according to
Presidential Decree and decisions of the Mayorficof

Another part of independently collected income deifrom the lease for
nonresidential areas of houses paid by lesseessemed by enterprises and organizations.
The lease rates were approved by the Mayor takitogeiccount the type of area to be rented
(a cellar or the first floor) and the ownershiprfoof the enterprise-lessee. The rates were
substantially lower for state and municipal entisgs than for private ones.

In-house utility service line maintenance expertsgsprised the third part of income.
They were paid by the communal enterprises supplyeat and water since they were the
owners of power and water lines and as such, vesggonsible for their maintenance. When
the in-house and in the-range-of-six-meters-arcesch-house utility service lines were
maintained by the housing organizations, communtrprises compensated them for their
expenses according to the all-city rates.

In 1993, the share of income collected by the hmusiganizations from housing fee,
income from lease and compensation for the main@naf in-house systems amounted to 23
percent on average.

Analysis showed that for the housing organizatitwesrules of income collection and
its amount was set at the all-city level. Housingamizations, including those under the
Demonstration projects, did not have the righthtange the established order.

Planned expenses not completely covered by theatel income represented a plan
of budget subsidy. Until 1993 the municipal housimgintenance subsidy was a part of the
city budget. In 1993 the housing stock was trameteto the district administrations. The
housing maintenance subsidy was then allotted fhendistrict budget according to the limits
set by the Mayor’s Office. In 1993, a share ofghbsidy for the city housing trusts was 77
percent on average. The budget subsidy limit ferRlemonstration projects was also
determined by the Mayor’s Office on the basis ofuests by the Housing and Communal
Committee (HCC) which played the role of ownertw housing stock.

The amount of collected income and budget subskhgunterconnected and
supplemented each other. When the amount of subsiciyver the housing maintenance
expenses was determined, the planned income am@asnéxtracted from the amount of the
budget expenses. In districts where there wagye lammber of non-residential areas
attractive to the lessees, the budget subsidy egasds the share of collected income was
higher. For example, in the Tzentralny district fubsidy amount per square meter of
housing area was 0.7 relative to the average @itgi] while in the Pervomaiski district it was
1.25 because of the large number of buildings aitéisle for rent.

The amount of subsidy per square meter under Demadios projects differed as
well. Under the Demonstration Project-1 with a leigthan average share of leased space
(17.5 vs. 8.8%), the amount of budget subsidy was @ the city average level. While under
the Demonstration Project-2 in the Pervomaiskirdistvith 4.8 percent share of leased space
the amount of subsidy per square meter was 1.Jdsthigher than the average city level
(Figure 5.2).
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Figure 5.2. Relationship between the Planned Subsidor the Maintenance of One Square Meter of Housig
to the Average City Level, Novosibirsk, 1993

Figure 5.2llustrates that the amount of planned subsidytHerDemonstration
projects was within the range set for the housingts.

When the market experiment was planned, provisioedual supply of the
Demonstration projects with materials necessamamtain the housing stock was made.

Until the beginning of the 1990s, the state-adniats/e organization received fixed
and current assets (work premises, automobilespmgmnt, materials, stationary, etc.) by
distribution in kind and free allocations. In thH@9Ds, fixed assets were still provided in the
form of direct transfers from the budget for theghase of necessary equipment and
construction of garages and warehouses. They vatri@aciuded into the budget of the
housing maintenance expenses. For this reasonpnision for the expenses of purchasing
the equipment and rent of premises were made ihubgets of expenses of housing trusts,
while expenses on purchasing materials and ambdizaere at a very low level.

To provide equal working conditions for the Demeoatibn projects and the housing
trusts, the former received production premisesipment, tools, and the materials necessan
to maintain the housing stock. The transfer wasentadthe basis of split-off balances with
trusts which formerly maintained the housing stoolw transferred to the Demonstration
projects. If there was no possibility to physicalplit the available materials, then the
Demonstration projects received the money equivalbthe necessary material and technica
resources.

As the result of purposeful policy of the Workinga@p on provision for the unified
conditions of budget financing and material sugplythe Demonstration projects, the budget
for maintenance expenses for the Demonstratiorept®jwas the same proportion as that for
the municipal stock as a whole. For example, adangrib the plan for 1993, the budgeted
expenses for Demonstration Project-1 was 1.06 peafdhe total budget for maintenance of
the entire municipal housing stock and the amofihbasing stock maintained was 1.10
percent of the total municipal stock. For DemongiraProject-2 these figures coincided
completely and amounted to 0.3 percent.

During the first year of operation of the Demontstia projects the amount of
transferred subsidy equaled the planned amounivasdLOO percent relative to the plan. It
did not exceed the amount of budget subsidy for
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the housing trusts of the city which received assiljpof 107 percent to the plan in the
financial year 1993.

Monitoring of the first Demonstration projects dwgithe first financial year showed
that a share of actual expenses did not exceedlltiteed share and made up 1.4 percent of
total municipal housing maintenance expenses (EigL8).

1.4% - Shares of Demonstration Projects - 1.4%

The Mul nicipal The Municif pal Housing
Housing Stock

Figure 5.3. Relationship between the Percentage Bkpenses under the Demonstration Projects and the
Percentage of Housing Stock Maintained by Them, Nogibirsk, 1993

Thus, the rules for determination of the housingntesmance expenses for the
Demonstration projects agreed with the rules gethi® housing trusts, while the amount of
budget allocation corresponded to the share of taiaed housing stock and did not exceed
the level set for the municipal housing stock agale.

Under the Demonstration projects, budget subsidytbde placed into the accounts
of the new housing maintenance companies at thatiag of the planned period, i.e., at the
beginning of every quarter for Demonstration Profeand at the beginning of every month
in equal amounts for Demonstration Project-2. Theltamount of budget subsidy was
recorded in the management contract and couldaekbeeded.

In the course of realization of the Demonstrationjgrts, a quarterly amount of
subsidy from the city budget equaled the amourdrdEd in the contracts. At the same time
the term for the transfer of the subsidy from tbecaunt of the representative of the owner to
the company’s account specified in the contract nedsalways observed. For example, for
Demonstration Project-1, only in the fourth quagef993 was the subsidy transferred on
time and to the full. While in the other quartefdte first year of the operation, only 27 to 43
percent of planned subsidy was transferred on tige at the beginning of the quarter.

In conditions of “hard” budget constraint, the ambaf expenses under the
Demonstration projects during the first year inrapien did not exceed the amount of
income. For example, according to the results effitst year, the income received under
Demonstration Project-1 amounted to 151 millionleslwhile expenses amounted to 150.4
million rubles.

This situation was typical for all the Demonstratjwrojects and did not depend on
the time when they received the amount of subsadgrdhined in the contract.

Thus, the experimental situation was carefully pethand realized in the housing
economy in the form of the Demonstration projekttsecame possible to make a justified
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evaluation of the effectiveness of these new ecanamthods. The observance of equal
financial constraint helped to evaluate the effestess of new institutional elements in their
pure form and to compare the results of the opmraif companies under the Demonstration
projects with the operation of the state-admintisteshousing organizations of the city.

§2. Overcoming the Defects of Administrative Managemnt

Realization of the market experiment under razdatmnomy conditions in housing
resulted in modification of initial prerequisité&hile the Demonstration projects were
originally planned to introduce new types of prerabntract organizations typical of market
economies, they eventually took the form of managgmompanies. They differ from
private-contract organizations in two essential svay

First, the management companies did not have ptiadiienaterial, and technical
resources of their own to carry out maintenanciides. The necessary resources were
given to them free of charge for the whole ternthaf contract. Correspondingly, the
management companies could not disperse produssmurces, i.e., to sell, exchange, etc.
them as they thought best.

Second, the management companies maintained afghg municipal (state)
housing stock. Thus the rules for their operatibe,order of their financing, the standards of
work, and the order of hiring employees were targd extent determined on the basis of
normatives regulated at the level of the Mayor'§ic@fand at the state's level.

As a result, the management companies began teseqirlegal entities established to
maintain a specific unit of the municipal housingc&. These legal entities received the
amount of production resources necessary to maitttai unit. At the head of the
management company was a manager selected by tiex oivthe housing stock on a
competitive basis.

In the course of realization of the Demonstrationjgrts, private companies were
substituted for the management companies. It waslprstment of the market experiment
idea to the specific conditions of state housinigiclv was in the process of reformation
during the period from 1993 to 1994. Thus realmatf the market experiment in the form of
the management companies meant that althoughghiaition of state (municipal) ownership
was preserved and the normative order still fumetth new institutional elements of the
market economy in the form of private organizatiamh a contract management model
began to function (Figure 5.4).

Contract with
Employees
—0

< »OO

Management
The Owner of Contract Management

the Municipal Company

Housing <>

Figure 5.4 Contract Management Model of the Municial Housing
Maintenance

Management companies had to solve the same prolohemaintaining the municipal
housing stock as did the state-administrative degdions
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represented by the district housing trusts. Atstlime time, the management companies
principally differed from the state-administratieganizations. They were distinguished by:

* a contract management modelThe relations between the owner of the housing
stock and a management company were regulatedrtanagement contract where mutual
rights and responsibilities for carrying out pautar kinds of work were specified in contrast
to the administrative management in state housiggrizations;

* competition (bid) as a mechanism of operation foprganizations: The selection
of a manager (management company) was made byher @f the housing stock in the
course of open competition which differed from gdeenmon practice of appointing heads of
state-administrative housing organizations by &dig@dministrative level;

* changing the economic statusMaintenance of a part of the municipal housing
stock with the budget subsidy apportioned to itpemative staff roster, along with fixed
(except for the housing stock) and current assets wansferred to the management
company, but unlike the state-administrative orgations, it did not have higher
administrative bodies. It had its own budget and itself in charge of the allotted funds and
resources as a legal entity;

* new financial mechanism:When a management company entered into a
maintenance management contract with the owneowsihg stock, maintenance expenses of
the company were separated from its managemers. ddahagement costs were called
management fee, the payment for management. Whétate-administrative organizations
management costs were not separated from the mairte expenses, in the management
companies the amount of payment for managemense@erated from the budget and was
strictly controlled by the owner. Also, under cawmtr conditions, the manager received
independence in distributing the resources betwleeiwo main funds, the wage fund and the
materials and repair fund;

* new labor incentives: The threat of contract abrogation and losing awih an
attractive wage was the incentive for quality wofkhe management company (a manager)
and its employees. It differed substantially frahdr stimulation through a system of
bonuses, because in the management companiepwisi@n for bonuses for any category of
employee was made;

* orientation towards consumer satisfaction:Satisfaction of residents living in the
housing stock maintained by a management compargnieethe criterion for determining the
successfulness of its work. Growth of residentatisaction could become a reason to
abrogate the contract between the housing stocleioamd a management company. It
differed from the control by higher administratiersonnel and organizations which was a
specific feature of a state-administrative housirantenance organization.

These principle differences between the managearm&hstate-administrative
organizations permitted the management companiegei@ome certain defects in
administrative management already in the first yédheir operation.

Introduction of a new instrument of control ovee level of management costs in the
form of a management fee was the first result efrtfarket experiment. Management fee
represented a fixed amount paid to a manager (ageament company) by the owner of the
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housing stock for managing the housing maintenanoeess. The management fee in essenc
replaced the wage fund of the administrative parsbaf the trust. Thus the rules of forming
management costs were changed and were deternsrsdaalditional amount of expenses or
maintaining the housing stock.

The management fee was agreed upon by the owrlee dbusing stock and a
manager-bidder. For Demonstration Project-1, theuarhof management fee was fixed at the
level of 6.5 percent of the income item of the ketddf was determined in the process of
negotiations and consultations with the Residentigal and was not reconsidered in the first
year of operation.

In the beginning, the amount of the managementifeler Demonstration Project-2
was also fixed at the level of 6.5 percent of timime item of the budget. But in six months
it was lowered on a mutual agreement between theepof the housing stock and the
management company. Simultaneously, the rulesrofifg the management fee were
changed.

For Demonstration Project-3, from the very begignithe management fee
represented a fixed amount not connected with tth@uat of the income item of the budget.
In six months the management fee was increasekdeomanager’s proposal.

The principle difference between the managemenafi@emanagement costs in the
state-administrative organizations was that theuarhof the former was stated in the contrac
and could not be changed by the manager througtethistribution of the budget financial
resources. Thus, there was no incentive for masdgespend the budget financial resources
incompletely in order to increase their own incaimes increasing the management costs as
was commonly practiced by the housing trusts.

Management fee under the contract management rimothted Demonstration projects
made it possible to determine and control the amofumanagement costs. These costs
always existed but there were no adequate instrisercontrol them in former times. Under
the management model of the Demonstration projdwspwner of the housing stock directly
and the manager indirectly were both interestagducing the amount of management costs
The owner of the stock was interested in the rédnaif the management costs because, in
this case, the amount of financial resources sgiesttly on maintaining and improving the
condition of his housing stock would increase. Anager or a management company, being
interested in the growth of the management feeJadvalso be interested in decreasing total
expenses as it would mean an increase in competéss and the ability to prolong the term
of the management maintenance contract.

The Demonstration projects demonstrated how thdsecists were realized. For
example, on entering the management contracts Wehaonstration Project 1 and 2, where
the management fee was fixed as a percentage ofabeme item of the budget, the amount o
income unexpectedly increased greatly. It was cotedke first, with the growth of collected
income as the housing fee rates increased 420 tintbthe lease rates increased 6 times.
Second, the amount of budget subsidy to coventhereses of paying for the services of
subcontracting organizations increased as wethdnatter case the increase of tariffs was
from 400 to 1000 percent. It led to an unexpectatl@nsiderable growth of the managemen
fee. Under such conditions, the owner of the stowker Demonstration Project-2, in the
second quarter of 1994, offered to reconsider uhesrof determining the management fee.
Instead of calculating it as a share of incomeyffered to consider it as a fixed amount at the
level of the previous quarter, i.e., at the leidhe manager’s salary (including
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supplementary benefits). For the periods to follawjncrease in the management fee had to
be proportionate to the increase of the officiahimum wage rate in the Russian economy.
The amount of the official minimum wage rate ishauized by the President's or Parliament's
decree. Now, the offered amount was less tharsthggd in the contract, but the manager
agreed to the offered conditions as the actual wegs corresponded with her demand.

Another way to stabilize the share of managemestisaa conditions of growing
expenses occurred in Demonstration Project-1.ignddise the owner of the housing stock did
not offer to reconsider the amount of the manageeenwhich was growing
disproportionately. Nevertheless, the manager Haisected the extra income to fulfilling
an additional work load maintaining the entriea® story building. Thus, an increase in the
absolute amount of the management fee did notttead increase in the share of
management costs in the total amount of expenses.

These examples demonstrated that management teatimmp showing the owner of the
housing stock and the manager the amount of mamsgewsts, helped to mutually control this
amount and allowed neither its groundless grovdhdecrease. At the same time, economic
control and evaluation of the real amount of mamege costs in the state-administrative housing
organizations under the existing accounting systens extremely complicated. At the first stage
of monitoring, special methodology had to be dgwetbto calculate the real amount of the
management costs. Also, it was necessary to callacge amount of additional information and to
make scientific analysis of the results presemédchapter 4.

The analysis of the actual management costs uhdddémonstration projects during
the first year of their operation showed that tl@iount relatively decreased (Table 5.2).

Table 5.2

A Share of the Management Fee in the Direct Costsider the
Demonstration Projects, Novosibirsk, 1993-1994

Demonstration Demonstration Project-P
Project-1
in the ina in the Ina
be?mnln year beginning year
(the Tl quarter| (actua| (the IV quarter| (actual
plan) )] plan)
Direct Expenses: 7561 10198 74957 65353
Total, thousand 9 '
rubles
Management Fee, 514 6488 539,4 3344
A Share of
Management Fee 7 6 7 3)
in Direct Expenses|
(percent)

The data presented in Table 5.2 demonstrate tkia ipeginning, the management fee in
the Demonstration projects direct expenses, kpereses minus obligatory extra charges and
payments, amounted to 6 percent on average in D#ration Project-1 and 5 percent in
Demonstration Project-2.

Thus, management companies received amount ofdimgequal to the state-
administrative housing organizations on a per sguater of maintained housing basis. They
fixed the amount of management costs in the
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form of the management fee and separated it frenfitlancial resources spent on
maintenance activities. As a result, the amoumbafagement costs was decreased by almo:
1.5 times and amounted to 5.5 percent on averagjasi@ percent in the state administrative
organizations.

Reduction of the share of the management fee angréservation of the
attractiveness of its absolute amount were thersults of the operation of the new
mechanism and of a contract management model imémagement companies. Separation ¢
management costs in the form of the managememefedted in the inability to redistribute
the financial resources from the maintenance digts/to an increase in management costs
under the new financial mechanism.

The second result of the operation of the new m@shaand the introduction of a
contract management model was that the share efdfge fund in the total amount of
expenses of maintaining the housing stock was @whnthe management companies
received the full amount of the wage fund accordmthe normative staff roster due for the
maintenance of the housing stock, but used itdiffarent way than the housing trusts. The
total number of employees in comparison to the HMldisnot decrease. At the same time the
wage fund level for all the employed was incredsg@0 percent on average. However, the
share of the wage fund in the total amount of egpsiio maintain the housing stock fell to
46.5 percent in the management companies compaf@igercent in the housing trusts.

It became possible to increase the wage levehimemployees of the management
companies because they received the full amoutiteofvage fund according to the
normatives for maintenance. At the same time, HMidsnhot receive the full amount of this
fund as it was patrtially redistributed to the highrast structure in the form of different
“savings”. It was spent on maintaining the admmaite personnel and establishing trust
subdivisions and departments.

Under the Demonstration projects the wage rates imereased to such an extent as
to make them competitive with the ordinary HMUsuht became possible to attract
employees who were adequately qualified. As a refiduch increase, the wage levels for
ordinary employees agreed with the work load thexy to perform according to the
normatives of maintenance.

Through the decrease in the share of managemetstarod the share of the wage
fund in the total amount of financial resourceseieed by the management companies, it
became possible to increase the share of finaresalrces spent on repairs. In comparison
with the state-administrative housing organizatishere this share amounted to only 33
percent, it was 48 percent on average in the mamagiecompanies. Redistribution of
financial resources allocated to the managemenpaaias for housing maintenance relative
to the city housing trusts is shown in Figure 5.5.

Such redistribution of financial resources resuitedarrying out a larger work load
than was possible in any other HMU. Under the Destration projects, old accumulated
housing maintenance problems started to be resdlirder Demonstration Project-1, a long
awaited entry repair was completed and a large aoaa between the buildings was paved.
Under Demonstration Project-2, it became possiinietfe first time to repair and clean the
ventilation systems in the majority of the houdesgplace stand pipes, to partially repair the
concrete and slate roof, and to pave part of thesscroad.
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Figure 5.5. Redistribution of Financial Resourcesn the Course of the Market Experiment in Housing,
Novosibirsk, 1993-1994

According to the results of the city competitionslb94 and 1995, the manager of
Demonstration Project-2 received diplomas for tig thevel of order in the maintained
territory. Thus, conditions of the Demonstrationjpcts stimulated the managers to
redistribute financial resources at their disp@saiording to the real problems and to spend it
on improving the physical characteristics of théntaned housing stock. It became the third
result of the operation of the new mechanism aad:timtract management model.

Thus it became possible to overcome the defedtseaidministrative management
model and to block the bureaucratic financial megra of the old administrative
management model. Already during the first yeaspsration, within the framework of the
same volume of the budget, new proportions in th&idution of the state financial resources
were formed in the management companies (Table 5.3)

The data of the Table 5.3 illustrate that the shafenanagement costs and the wage
fund reduced while the share of expenses on mitenia repairs increased.
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Table 5.3

Economic Proportions in Spending the State Financid&esources on Maintaining the Municipal Housing,
Novosibirsk, 1993-1994, %

(without money paid to the subcontracting organizations and extra wage charges)

Managemer] Wage Materials
t Costs Fund and Repair
Fun
Housing Trusts 8 59 33
The Demonstration Project-1 6 54 40
The Demonstration Project-2 5 39 56

The contract management model used in the Demdiostiarojects gave freedom to
managers and made it possible to establish aoe#dtip between the wage fund and
materials and repair fund depending on the spefefitures of the maintained housing stock.
As the condition of the houses required a largelarnof repair work, the priorities naturally
shifted towards an increase in the share of firdmesources spent on repairs. The worse th
condition of the maintained stock, the larger thant of financial resources necessary to
carry out repair work. For example, the share mdificial resources spent on materials and
repairs amounted to 56 percent under Demonstr&tioject-2 compared to 40 percent under
Demonstration Project-1.

Thus, new conditions of operation of the manageroentpanies made it possible to
spend financial resources from the municipal budgéte most efficient way. The results of
the second stage of monitoring of the market expemi demonstrated that it became possibls
to reduce the share of non-productive expensesoasend a larger amount of state
resources on solving the most acute problems isihgumaintenance.

83. Restoration of Labor Motivation

The management fee, as the element of contractgaarent model, performed two
functions. One of them, already described, corgist¢he isolation of the management costs
and blocking the bureaucratic financial mechanikaracteristic of the administrative
management model. Another function was to formféacteve labor motivation for the
managers of management companies.

First of all it was connected with the high levétize management fee. The share of
the management fee in the total expenses was gioéhihan the management costs on
average in the branch, but it was spent differetttyder the Demonstration projects the
management fee was paid to one manager or a maaageampany which replaced the trust
structure. Also it was not distributed among thestadministration. As a result, under
Demonstration Projects 2 and 3, the manager’s iecoomresponded to the income of the
trust heads in the state-administrative housingmgations.

Another feature of the management fee was the lpibgsto spend it at the
manager’s (the management company) discretion andacording to the normative rules.
The housing stock owner only controlled the amaidribe management fee which
corresponded to the amount stated in the manageraetiaict. As it was not regulated how
the management fee was spent,
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the manager or the company decided it themselivesuld be used on increasing the
manager’s salary as was done under Demonstratmad®s 2 and 3, or to increase the income
of the management company as was the case undesrisgation Project-1.

Freedom in spending the management fee as wel eslatively high level were the
main incentives for managers and management coegpémivork under the Demonstration
projects. Managers of all three Demonstration mtsjerho replaced former HMU directors
were energetic, qualified specialists for whomdfered conditions of work seemed
attractive. For this reason they were interestqut@serving and prolonging the lengths of the
management contracts. For example, under Demoiostifatoject-1, the management
contract had been dissolved on the initiative eflibusing stock owner, but the manager of
the project participated again in the competitionthe maintenance of this part of the
housing stock.

Managers of the Demonstration projects used nemdaf employee involvement in
work, placing the personnel, and determining wagels which differed from the practices of
the state-administrative housing organizations.

While according to the normative staff roster labontracts were open-ended,
managers of the projects concluded contracts withi@yees for the term of the management
contract. Specific work load levels, productiondtians, and wage levels were stated in the
contract concluded with each employee. At the stime, no bonus payments were specified
in them. Personal interest in preserving the waykilace with an attractive wage had to play
the role of an incentive. As the Russian econontyaff period was highly inflationary, when
a person was hired, it was specified that the viexgd would be changed according to the
decisions on adjusting the minimum salary ratabéanflation rate in the state organizations.

The possibility to carry out an independent pergbpolicy envisioned in the
Demonstration projects made it possible for theageans to take into account the specific
features of the maintained housing stock and tpsetities in current activities. After the
first year of the operation of Demonstration Prtgelcand 2, both general and specific
features of personnel policy that the managers toetduld already be noticed.

Half of the housing stock in the Leninski distfictmerly under the HMU-26
participated in Demonstration Project-1. Correspoglgl, it was planned that half of the
employees of the HMU-26 would work in the new maragnt company. It was a worker’s
decision whether to take a new position or not.sEwho wanted were put on the list to be
considered by the manager of the Project. The ezt level and production functions of
those to be hired were discussed in the coursegitiations. The task of the manager was to
hire the most qualified employees of the former HMU

The normative wage fund transferred to the Dematistr Project made it possible
for the manager to offer the employees higher wégas in the HMUs. On average it was 34
percent higher than in other HMUs of the distridie number of hired workers was 60
percent of the normative staff roster level. Itdlddoe mentioned that in former HMU-26,
only 48 percent of the number of employees on wttiehwork load and wages were based in
the staff roster were actually working.

Thus it was demonstrated that if budget financemgained on the same level, it
became possible to increase the number of employd@ percent with a 34 percent increase
in their wages.
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Comparison of the wage rates under Demonstratioje&rl and the neighboring
HMUs showed that from the very beginning not othilg iverage wage rates increased, but
also the priorities in wage levels for differentagories of employees changed (Table 5.4).

Table 5.4
Relationship between the Wage Rates under the Dengiration Project-1 and HMUSs of the Leninski Distridt,

Novosibirsk, 1993-1994
(for employees who worked the full month)

In the Beginning of By the End of the First Year in
Work; April 1993 Operation; March 1994
Manager 1,13 1,14
Engineer 1,19 1,14
Chief Bookkeeper 1,34 1,81
Foreman 0,92 1,15
Resident Relations Personnel 1,57 1,86
(average)
Plumber 0,8 1,55
Electrician 0,79 *
Gas and Electric Welder 1,3 *
Yard Cleaner 1,53 1,58
Entry Cleaner 1,81 1,77
Chute Attendant 0,93 0,85

* In the Leninski district in 1994 electricians and gas and electric welders were transferred from the HMU staff to
the trust . As their functions changed, no comparison for these categories of workers were made.

The most significant increase in wages was madthtoyard men and entrance
cleaners, 1.53 and 1.81 times respectively. Thawgories of employees were always the
lowest paid in housing maintenance. At the same time condition of yards and cleanliness
in the entries, according to the resident survendocted before the Demonstration Project
was initiated, were the most problematic. As altesuisuch an increase in the wage levels of
operating personnel, they came close to thoseroémurepair personnel.

It resulted in an increase in the quality of maiatece in these aspects of
performance. A comparison of resident assessmeifisdbthe Demonstration Project and in
half a year after its initiation showed that theemsments of yard and entry cleanliness
increased most significantly, 3.2 and 1.9 timepeetvely.

It meant that from the very beginning the managecseded in finding an optimum
relationship between the number of people emplayatithe wage levels for the operating
personnel. It had a positive influence on the tesefl work. This relationship was preserved
at later periods, an increase in the wage levelthizse employees corresponded to the
increase in the minimum wages in the state orgéoizm At the same time the assessments ¢
work continued to grow constantly during the whobeirse of the experiment. Thus it was
proved that the manager chose the right policy tdevaperating yard men and entrance
cleaners.

At the same time, such an optimum relation wadound for chute attendants. Their
wage levels in the first year of the experimenteMemwer
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than those in other HMUs. The resident assessniigairbage chute maintenance after a year
of work of the Demonstration Project was 3.4 andaimed one of the lowest compared to
other aspects of performance of the managementamomp

Comparison between the assessments of the wolkimmbers and electricians
showed that during the first six months of the Dastmation Project these assessments were
lower than before. The manager recognized thapithlelem was connected with an increased
number of requests for plumbers and electriciaostliis reason, at the he beginning of the
experiment, wages of plumbers and electricians W&t@ to 0.80 of the level at other HMUs,
then, by the end of the first year of operatioejitivages were 1.55 times higher than in other
HMUSs. As a result of such policy, current repairgomnel began to work better. The results
of the resident survey attested to this fact a$. \Bek on the whole their assessments tended
to be lower than those put to yard and entranamneles by 12 percent. Again, it attested to the
fact that for this category of employees the optimmelation between the number of those
employed and their wage levels was not found. Tarager did not hire enough electricians
and plumbers. It resulted in two major electriaad @lumbing equipment accidents in the first
year of the experiment.

The white-collar personnel policy under DemonstratProject-1 was varied. The
most considerable wage increase was made for $ligerd relations personnel, a dispatcher, ¢
passport clerk, and a cashier who was in chargayhents from the residents. They were
paid 1.57 times more than in the state-administedtbusing organizations. Before the market
experiment was initiated, this category of empleye@as low-paid, while residents constantly
complained about their performance. They were aftiele, inattentive, and indifferent
towards residents. Monitoring showed that in thaerse of the market experiment, a share of
residents dissatisfied with the style of work ainel fievel of responsibility on the part of this
category of employees was reduced to 12 peféent.

Wages of the executive director and a chief engimethe first year of the
experiment was 14 percent higher than in other HMAdsthe work load levels for these
personnel and the complexity of their work did dister from those in other HMUSs, there
was no necessity to additionally stimulate them.

The salary of the chief accountant was increasegélpyercent. Such an increase was
the highest in comparison to the rest of the adstriiive personnel (AP). It was due to the
fact that in the management company a chief acentiiad additional functions compared to
those in other HMUs. She had to draw up the balaheet of the firm, enter into contracts
with the lessees, etc. Actually, the chief acconiita the management company held the
position of deputy manager for economics and fieaBy the end of the first year of the
operation of the Demonstration Project, the saddithe chief accountant was 1.81 times
higher than the salary of an accountant at the Helfdke district. Another, more qualified
specialist was hired. In the course of the exparirrtde work of the chief accountant was
becoming more and more complicated and her finhaoid material responsibility was
increasing. Thus her qualifications had to be comtlt improved. She

%1 Resident Assessment of the Demonstration projects presented in this section are discussed
in greater detail in § 4 of this chapter.
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had to acquire new professional and computer krdyeethus her salary had to be
adequately increased.

In general, the analysis of wage levels under Destnation Project-1 compared to the
wages of employees in other HMUs showed that fitoenvery beginning a difference in
salaries between AP and other categories of emgsowas growing smaller. For example,
when in the neighboring HMUs a difference in saathetween the director and a cleaner we
3-fold, in the Demonstration Project it was onl9 limes (calculations were based on the dat
of the Table 5.5).

Table 5.5
Actual Wage Levels, thousand rubles, Novosibirsk, krch 1994
(for employees who worked the full month)
Demonstration HMU-23 of the
Project-1 Leninski district
Executive Director 247,3 216,7
Chief engineer 218,0 1914
Accountant 241,0 132,9
Foreman 206,9 180,0
Resident Relations 156,5 83,9
Personnel
Plumber 206,7 132,4
Gas and Electric 240,9 X
Welder
Electrician 198,1 X
Yard Cleaner 210,8 133,7
Entrance Cleaner 129,6 73,2
Chute Attendant 142,6 166,4
Elevator Operator 96,5 X

The policy implemented by the manager of Demoristeé®roject-1 in relation to the
personnel resulted in greater interest in theirkoollective labor unity, identification with
the Demonstration Project and its achievementsaétiveness of the work increased as well,
i.e., the number of those who wanted to work inffamagement company was also growing.
When there were vacancies, they were quickly filled

Demonstration Project-2 was put into realizatiorttmbasis of the former HMU-25
of the Pervomaiski district; its employees begawdok under the Project. The task of the
manager this time was reduced to the selectionookevs on the staff of the former HMU to
be hired by the management company. In this digifithe city, labor supply was higher than
the demand for it: there were not enough workireges and many residents of the district
had to work in other districts of the city. Presegvhis/her work place for the majority of
ordinary employees under Demonstration Project-® aleady an incentive in itself. For this
reason, in the beginning, the manager did not jpatt change the wage levels and the
number of employees (Table 5.6).
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Table 5.6

Relationship between the Wage Levels under the Dengliration Project-2 and in HMUS of the Pervomaiskdistrict,
Novosibirsk, 1993-1994
(for employees who worked the full month)

August 1993 August 1994

Engineer 1,06 1,80
Chief Accountant 1,09 1,53
Foreman 1,05 1,50
Resident Relations Personnel 1,10 1,83
(Average)

Plumber 0,94 1,04
Electrician 0,75 1,02
Gas and Electric Welder 1,07 1,08
Yard Cleaner 1,03 1,18
Entrance Cleaner 1,03 1,18
Elevator Operator 1,06 0,97

At the beginning of Demonstration Project-2, thegevéevels of workers was on
average only 2 percent higher than at the HMU$&efdistrict. The highest wage increase was
made for the resident relations personnel. It bechdnpercent higher than the wages of
similar workers in other HMUs. At the same timeg thages of plumbers and electricians
were set at a lower level than in other HMU by @ @b percent respectively.

The manager determined the main aspects of therpebpolicy by analyzing the
maintenance problems that existed. The conditidgh@housing stock demanded shifting the
center of mass away from the constant “patchinthegholes” on capital repairs such as
reconstruction of the utility service lines, restgrthe roofing, paving the roads, etc. These
kinds of work could not be performed by the avd#éatiaff and it was necessary to use the
services of specialized organizations. Such retai@m of activities called for the inspection
of the housing stock, a larger amount of orgarizeti work on finding contractors, entering
into contracts, purchasing the necessary materelting vehicles, etc. Thus it became
necessary to form a team of qualified managemeasbpeael whose functions would be
considerably broader than of those formerly dolvag tvork. For this reason in a year, the
level of their salary increased to a larger extammhpared to other categories of employees. In
comparison to the administrative personnel of oHildiUs in the district, the management
personnel of Demonstration Project-2 had 1.67 timglser salary.

Priorities in current repair work were also chanderkater attention was now paid to
improving the territory and cleaning the entran@sthe end of the first year, wages of yard
and entrance cleaners were increased and becaperdsht higher than the wages of HMU
workers.

Wages of current repair personnel got closer tedho the HMUs of the district and
even became higher by 2 to 8 percent. Unlike athegories of workers, work load levels
and jobs for plumbers and electricians practicditiynot change. Fulfilling a larger number
of resident requests came from capital repairb@iitility service lines by organizations and
subcontracting brigades.

110



As a result, in 8 months, wages under Demonstr@ioject-2 were on average 31
percent higher than those in the HMUs of the distri

Effectiveness of the personnel policy to whichienager of the Project adhered wa:
confirmed by the growth of resident assessmentyegs conducted half a year and a year
after the initiation of the Project showed thagéneral the level of assessments was
constantly growing. The assessments of the woglaaf and entrance cleaners grew to the
largest extent: they were from 10 to 13 percertidrighan the average level of assessments
other aspects of performance. The assessments wfaitk of plumbers and electricians in the
first six months were not high, but by the endhaf year they increased by 2 to 8 percent. Th
dynamics of assessments is described in greatait oiethe next paragraph.

Analysis of the market experiment under DemonstraRroject-2 showed that it was
possible to organize an effective management tesaddd by a manager capable of solving
the problems of neglected housing stock indepehdeamithout the supervision of higher
organizations.

An important result of the Demonstration projectswhe determination of effective
proportions between the wage levels and the restitteeir work for the majority of workers.
The Demonstration projects showed that if budgbsislies and corresponding rights and
responsibilities were transferred to independentagament companies, working conditions
and wages were provided such that the resultseofvtitk were better than those in the state-
administrative housing organizations.

84. An Increase in the Quality of Maintenance
at the Experimental Units

When the Demonstration projects were put into za#ihn, the behavior of residents
concerning housing maintenance became much madwe aBesident attitudes toward the
problems that existed became much more activeth®y no longer wanted to reconcile
themselves to the problems that existed for maaysy& hey began to submit their requests t
the new organizations much more often (Table 5.7).

Table 5.7
Dynamics of Residents Repair Requests under
the Demonstration Project-1, Novosibirsk, 1993-1994

Type of Request In the year before the In the year of the
experiment experiment
% per family % per family

Active complaints 1.3 0.06 1.0 0.05
(“Red Flags”)
Repair Requests 21.8 1.02 46/0 2.4
Latent Complaints 76.9 3.60 53.0 2.77
Total 100.0 4.68 100.0 5.22

* According to the data of actual registration of requests

During the first year in operation, the structufeesident requests in Demonstration
Project-1 changed. The number and share of repairessts increased. On average, each
family began to contact the housing maintenance
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organizations 2.4 times more often than before. Aurmaber of requests during the year in
operation amounted to 5238. At the same time tineben and the share of latent requests
declined. The share of active complaints (“reddtaglropped as well (Figure 5.6). The same
trends in the structure of requests were obsermddruiDemonstration Project-2.

Active 1%
+— ; Y
1.3% Complaints
21.8% — Repair > 46%
Requests
76.9% F A «— Latent _»:: ““ 539,
. A Complaints 4 \ o
/ h | L 2
Before the In a Year after
Experiment was Started the Experiment was Started

A Number of Complaints

Figure 5.6. Changes in the Structure of Resident Rgests in the Course of the Experiment, the
Demonstration Project-1, %,
Novosibirsk, 1993-1994

Activation of resident behavior meant that the biesg” of problems that had
accumulated in the years of operation of the sddtainistrative housing organizations began
to surface.

A characteristic example is a request submittatiéananagement company under
Demonstration Project-2 by a resident. A residénthe house under the Project requested
that the roof of the house in which she lived stidaé immediately repaired as it had been in
the state of emergency for more than 10 yearseaddrig because of a defect in the
construction. As this repair work required additibfinancial resources, it could not have
been performed in a short period of time. The esidook legal action. The court passed a
verdict in her favor and obliged the managementpaong to carry out the necessary repair
work. According to the court decision the neces$agncial resources from the budget were
allocated to the company and the repair work wafopaed.

An attitude of interest by the residents toward@sgérvices of the management
company manifested itself in the reduction of thkie of the alienation indicator. On the eve
of the experiment, the share of residents who h@&adson to contact the HMU but did not do
so because they saw no use in it, amounted tor@emte In the course of realization of the
Demonstration projects the value of the alienaiimlicator began to reduce (Figure 5.7) and
became lower than the average city value, 27.628n& percent compared to 35.5 percent
respectively.

A growing number of resident requests and a shinkif the value of the alienation
indicator meant that the residents hoped that tieagement companies would cope with
long-existent housing maintenance problems.
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Figure 5.7. Dynamics of the Resident Alienation Inidator,
Novosibirsk, 1993-1994

Thus the management companies had to work in reasetconditions in the first
year of the Projects. It was connected with a greaimber of requests. For example, the
number of requests to plumbers and electriciangmubémonstration Project-1 was growing
from quarter to quarter and it only stabilized bg £nd of the first year (Figure 5.8). During
the first year of the experiment the number of esgsiwas 2.4 times higher than in the
previous year.

1611 1605

The Sh ‘
are of Uncompleteqd Requests 40%
- 47% :

42%

Il quarter Il quarter IV quarter | quarter
1993 1993 1993 1994

§ The Number of Completed Requests

Figure 5.8. The Number of Requests to Plumbers arillectricians and the Effectiveness of Their
Completion, the Demonstration Project-1, Novosibgk, 1993-1994

The growing number of requests influenced the &ffeness of their completion.
Figure 5.8 illustrates that during periods whenribmber of requests was growing, the share
of uncompleted requests was increasing. In Octb®@8, it amounted to 47 percent
compared to 42 percent before the experiment veatedt When the number of requests
stabilized, the share of uncompleted requests begdecrease. At the same time, the numbe
of completed requests increased from 540 to 96hdend of the first year, or 1.8 times.
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Concurrently, from the very beginning of the expent, the share of promptly
completed requests began to grow. On the eve aiperiment 36 percent of requests had
been completed promptly. Half a year after the grpent was started 39 percent of requests,
and by the end of the first year of the experimé@tpercent were completed promptly (Table
5.8).

Table 5.8

The Effectiveness of Completing Requests by Plumbers
and Electricians under the Demonstration Project-1,
Novosibirsk, 1993-1994

A share of requests, % April 1993 October 1993 April 1994
Promptly Completed 36 39 46
Completed After Repeated Calls 22 14 14

to the HMU

Uncompleted 42 47 40

Although the plumbers had to work in conditionsaajrowing number of requests,
resident assessments of the results of their wotlkd course of the experiment both under
Demonstration Project-1 and 2 were constantly iwipigp (Figure 5.9).
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Figure 5.9. Dynamics of Assessments of Performanbg
Plumbers under the Demonstration Projects,
Novosibirsk, 1993-1994

Under Demonstration Project-1, the assessmenuailpgrs performance increased to
3.44 during the first year of the experiment, uridemonstration Project-2, where the
housing stock and the utility service equipment wase worn-out, to 3.22.

The assessment of the performance of electricrameased constantly in the course
of the experiment (Figure 5.10).
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Figure 5.10. Dynamics of Assessments of Performaniog
Electricians under the Demonstration Projects,
Novosibirsk, 1993-1994

Under Demonstration Project-1, the assessmenegbenformance by electricians
was 3.35 and under Demonstration Project-2 it wertb 3.40.

Yard and entrance cleanliness was one of the ablg@ms in housing maintenance as
well. In the course of the experiment the succebgeaed under both Demonstration Projects
was the most considerable. Positive changes cauitbbced from the very beginning of the
experiment.

The assessment of yard cleanliness in a yearthfterxperiment was started came
close to 4 (Figure 5.11). The results in improving yard cleanliness under Demonstration
Project-1 were more considerable. Within a yearafie experiment was started the
assessment of yard cleanliness under Demonstfatamact-1 went up to 3.84.
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Figure 5.11. Dynamics of Assessments of Yard Cleamss under the Demonstration Projects, Novosibirsk
1993-1994

The entrance cleanliness (Figure 5.12) amount8dB® under Demonstration
Project-2 in the course of the market experiméntals the highest value of all the aspects of
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housing maintenance performance for that period. 83sessment of entrance cleanliness
under Demonstration Project-1 amounted to 3.61.
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Figure 5.12. Dynamics of Assessments of Entrance @fdiness under the Demonstration Projects,
Novosibirsk, 1993-1994

A considerable growth in the assessments of yadldeatrance maintenance derived
from:

* apoor initial condition of these aspects of hogsiraintenance performance,

* the priority of these aspects in the realizatiothef Demonstration projects because the
condition of yards and entrances was a kind ofifiess card” for housing maintenance
organization’s performance,

¢ availability of clear-cut criteria of quality of wik,

* the restoration of yard cleaners and entrance etsdabor motivation connected with a
considerable increase in their wage levels.

Improvement in the attitudes of the personnel tolwaiesidents was an important goal
of the Demonstration projects as well. The dynarofa@ssessments of this aspect of their
performance in the course of the experiment isgoriesl in Figure 5.13.

Under Demonstration Project-1, positive changdhémattitudes of personnel of the
management company towards residents had stabkeuatalnable character. The level of the
assessment in half a year after the experimenstaated amounted to 3.37, in a year it was
3.61. Residents pointed to changes in the behafitre employees of the management
company. Their behavior was polite and attentivenem cases when it was impossible to
complete residents’ requests for reasons beyondathieol of the employees.
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Figure 5.13. Dynamics of Assessments of Personngttitudes towards Residents under the Demonstration
Projects, Novosibirsk, 1993-1994

Under Demonstration Project-2, the assessmentrebpeel’s attitude towards
residents was lower. The main reason for this Wwasrtitial poor condition of the housing
stock transferred to Demonstration Project-2. R teason the personnel worked in more
difficult conditions under the pressure of constasident dissatisfaction with the existing
problems.

At the second stage of monitoring, the level ofdest satisfaction was measured by
means of an Integral Appraisal of Satisfactiorthka course of the work of the management
company under Demonstration Project-1, the numbgmoilies who assessed its work
positively was constantly growing. Before the Destoaition Project was started, the number
of families who assessed the results of performagdbe state-administrative organizations
as “poor” was high — 44 percent. Within half a yeaioperation of the management
company the number of such families decreasedlt@sanany and within a year — almost 5
as many and amounted to 9 percent (Figure 5.14).
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Figure 5.14. Changes in the Number of Families, wise Integral Appraisal
was “27, “3", and “4”, the Demonstration Project-1,
Novosibirsk, 1993-1994
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Results of monitoring Demonstration Project-2 a#edo the growing satisfaction of
the residents with the condition of housing maiatere (Figure 5.15).
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Figure 5.15. Changes in the Number of Families whedntegral Appraisal

was “2”, “3", and “4”, the Demonstration Project-2,
Novosibirsk 1994

The share of families who assessed housing maimteres “good” grew most
considerably. By the end of the first year of opieraof the management company under
Demonstration Project-2, the share of such famédmmsunted to 25 percent.

A year after the experiment in city housing maiatere was started, a comparative
analysis of results of operation demonstrated bynthnagement companies and the state-
administrative housing organizations representeddmsing trusts was made.

Comparison between the assessments of the managesngrany under
Demonstration Project-1 and the city housing trektswved that the assessments of the
management company were higher (Table 5.9).

Table 5.9
Residents’ Assessments of Trusts and the Management
Company, Novosibirsk, 1994
Aspects of Housing City Housing Management
Maintenance Trusts Company
Entrance Cleanliness 3.37 3.61
Yard Cleanliness 3.49 3.84
Performance by Plumbers 3.38 3.40
Performance by Electricians 3.43 3.44
Personnel’ Attitude to 3.43 3.55
Residents
Elevator Maintenance 3.35 3.35
Garbage Chute Maintenande 3.44 3.40
Average Assessment 3.41 3.51
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The average assessment of operation of the statiatrative organizations in all
the aspects of maintenance amounted to 3.41, widlenanagement company under
Demonstration Project-1 was assessed at 3.51hEaityy housing organizations the
assessments of all aspects of maintenance werelosg, the difference between them being
only 0.14. Under Demonstration Project-1, the dédfee between the assessments was large
It attested to the difficulties of the initial segf reforming housing and the difficulty of
solving the accumulated problems concurrently.

The data of the second stage of monitoring alsaveldhat in the course of the
experiment the management companies succeededrngioly the negative tendencies in
maintaining the municipal housing stock that existethe previous period (Table 5.10).

Table 5.10
Dynamics Indicator* in Housing Maintenance,
Novosibirsk, 1994
Aspects of Housing  City Management Management
Maintenance Housing | Company under| Company under
Trusts the the
(in the Demonstration Demonstration
previous| Project-2 (inthe | Project-1 (in the
year) previous half a previous year)
year)

Entrance -0.21 +0.47 +0.57
Cleanliness
Yard Cleanliness -0.09 +0.13 +0.77
Performance by -0.20 -0.25 -0.02
Plumbers
Performance by -0.18 -0.18 -0.01
Electricians
Personnel’ Attitude
towards Residents | 0-0° -0.16 +0.21
Elevator -0.26 +0.15 +0.03
Maintenance
Garbage Chute -0.17 +0.03
Maintenance
Total Dynamics -1.20 +0.16 +1.58
Indicator

*  Dynamics Indicator (D) was calculated as follows:

D _ (the share of those who said that it became better) — (the share who said that it became worse)
- (the share of those who said that there were no changes)

The Dynamics Indicator is positive if the share of those who pointed to an improvement is higher than the share
of those who pointed to a deterioration. The Dynamics Indicator is negative if the opposite is true. If shares of
those pointing to an improvement and to a decline are equal, the Dynamics Indicator equals 0. It means that by
and large there have been no changes.

Data in Table 5.10 show that the assessments thifeaispects of housing
maintenance for the city in general got worse, mgkihe Total Dynamics Indicator negative.
At the same time, under the Demonstration projebtsassessments of some aspects of
operation were improving, making the Dynamics latlic positive. Within half a year of
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operation of Demonstration Project-2, the Dynanmclcator was +0.16 and within a year of
operation of Demonstration Project-1 it amounteé1cb8.

A comparison between the Integral Appraisal of Satition of Demonstration
Projects 1 and 2 and the average city level is shiaWwable 5.11.

Table 5.11 shows that in the course of operatidh@imanagement companies, the
share of families dissatisfied with housing maiatece, assessing the performance of housin
organizations as “poor”, began to reduce. It mande itself most clearly under
Demonstration Project-1, where the management coynipad already been working for a
year . The share of families who assessed thernpaaiftce as “poor” or “satisfactory” was
twice as low as in the city in general.

Table 5.11
Distribution of Families According to the Value ofthe Integral Appraisal of Satisfaction with Housirg

Maintenance, %,
Novosibirsk, 1994

Intervals of Management Management City
Integral Company under | Company under | Housing
Appraisal of | the Demonstrationl the Demonstration Trusts
Satisfaction Project-1 Project-2
from2to 3 9 16 17
from 3to 4 62 59 62
from4to5 29 25 21

Management companies were faced with the necexfsitylving the problems that
had accumulated. Thus, they had to focus on the maggected aspects of housing
maintenance performance. In this connection, tlaeesbf families who mostly assessed the
performance of the management companies by “4™&hdharks did not considerably differ
from the average city level and amounted to 25&@ent under the Demonstration projects,
compared to 21 percent for the city state-admialiste housing organizations.

Monitoring of the Demonstration projects in thesfiyear of their operation showed
that from the very beginning the management congsaslicceeded in increasing the quality
of work in all the aspects of housing maintenaft® growth was stable, although an
increase in assessments of different aspects didave a regular character. The quickest anc
the most sustainable result was achieved in thecésphat were least dependent on the
technical condition of the buildings and utilityrgiee equipment. These were the yard and
entrance cleaning and personnel’ attitudes to easid

As for the assessments of the physical charadtsrist the maintained buildings,
they were received in the course of the technitgdéction conducted under Demonstration
Project-1 at the second stage of monitoring. Caeatly, a technical inspection of house-
analogs maintained by the state-administrative ingusrganizations in this district of the city
was conducted. The data on the technical inspenticgived on the basis of an expert
guestionnaire are grouped according to the maindepects of performance and are
presented in Table 5.12.
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Table 5.12

Assessments of Physical Characteristics of Buildisgunder the
Demonstration Project-1 and Houses-Analogs, Novosibk, 1994

Aspects of Physical | Houses Maintained by Houses-Analo s
CharacteristiCs of the Management Maintained b%/
Buildings Company under the| State-Administrative
Demonstration Housing
Project-1 Organlzatlons

The Main Construction

Specifications of 3.20 3.35

Buildings

Entrances 3.03 2.81

Cellars 2.98 3.02

Engineering 3.04 2.99

Equipment

Average Assessment 3.06 3.04

The average assessments of the physical chargsiceasbuildings maintained by the
management company and the state-administrativeitporganizations were close and
amounted to 3.06 and 3.04, respectively. It attimstise fact that changing the physical
characteristics of buildings is an inertial procasd changes could not be noticed in a year.
What was the result of the operation of the manag¢mompany on preserving the buildings
over a one year period then?

The assessment of the physical characteristicetedireces and maintenance of the
engineering equipment under the Demonstration Btojgere higher. At the same time the
average assessment of the condition of the maistieaniion specifications of the buildings;
its basements, walls, canopies, balconies, loggtasmaintained by the management
company, were lower. It was connected with the poodition of the housing stock
transferred to the Demonstration projects. Thesassent of the condition of the cellars in
buildings under Demonstration Project-1 was somévdveer too.

At the same time, a difference in assessments @diogpto the aspects of the physical
characteristics of buildings attested to the fhat the policy of the management companies i
maintaining the buildings and their priorities diféd from those of the state-administrative
housing organizations. For example, the data ofithiestage of monitoring showed that
technical characteristics of entrances was unsaatisfy and was lagging behind most
considerably among all the aspects of operaticdh@fnajority of the city HMUs. It was this
aspect in which the management company achieve@irament compared to the state-
administrative housing organizations during thstfirear of operation. Comparison of the
assessments of this aspect of operation in theseamfrthe technical inspection attested to it.
When the assessment of the entrance conditioméomtainagement company was 3.03, for
the house-analogs it was 2.81.

From the very beginning the management companygedial attention to the
engineering equipment. The equipment of buildingdes Demonstration Project-1 was the
first prepared for the winter heating season inciheand was highly assessed by the
inspectors of the heat supply system. It influeredigher level of assessments for the
condition of the engineering equipment under Dertratien Project-1 which amounted to
3.04 compared to 2.99 for the house-analogs.
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Activities of the management company to improveghgsical characteristics of the
maintained housing stock in the first year of thejéct operation resulted in determination of
the main problems in the condition of houses amdptetion of the most urgent repair work.

* * *

On the eve of the market reforms in the housingpsethe housing stock was
maintained by state-administrative organizatiomsafbich purpose they received budget
allocations. The heads of the state-administraiiganizations redistributed the allocated
financial resources received between their unitsamtrolled their performance.

The market reform in housing was realized in threnfof the Demonstration projects
with a contract management model. A new mechanfsoperation was tested under these
projects.

A comparison of the results of the operation ofrttnagement companies under the
Demonstration projects with the operation of tteestdministrative organizations in housing
gave a unique opportunity to compare the manageoosits of the existing state-
administrative model with the new contract managegmedel. The management companies
demonstrated that management costs in housing tnese disproportionately high while the
structure of spending the financial resourcestaitbto the housing maintenance
organizations was rather irrational.

The Demonstration projects showed that it was pts$d spend budget subsidies
effectively. They proved that the state or munitlpadget allocation in itself was not a cause
of ineffective operation. Economic-sociological ritoring of the market experiment showed
that the contract management model and the mechariisperation corresponding to it made
it possible for the organizations using a budgeication to improve the quality of their
operation and to restore effective labor motivafanall groups of employees.
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Chapter 6

Modern Institutional Renewal in the Razdatok-Econony

The basics of the theory of the institutional despment of the Russian
razdatok-economy and the results of economic-samjidal monitoring
of the current period of institutional changes makepossible to explain
the logic of the processes taking place in Rusdikaeir content is not the
transition to an alternative market economy, butrenewal of the
institutional environment and modernization of theasic institution of
state ownership.

Consistency of institutional renewal of the razd&teconomy is
presented in Chapter 6. Its features are the formatof a new contract
management model and a new mechanism of budget r@daking the
place of the state plan together with the developitnaf the institutional
mechanism of complaints as the regulator in the datok-economy.
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81. Exhaustion of the Privatization Potential

The Demonstration projects in housing represemegkperimental stage in the
development of the market reform. As they demotestraetter results in housing
maintenance, it was expected that at the next stageagement companies would be carried
over to the branch organizations as a whole. Fcin sompanies to spread, the institutional
environment of the society had to be transformeindily, the basic institution of
ownership, that is, the state property had to paoed by private property. In so doing, it
would initiate the privatization potential of thegulation. In housing it would mean the
formation of a considerable layer of proprietordisg conditions for the development of a
competitive environment in housing maintenance.

Conditions for the realization of the privatizatipotential of the population in
housing were set by the Law “On Privatization @& Housing Stock in the Russian
Federation” enacted on July 4, 1991. Accordindts kaw private owners of housing had to
be created. Private owners had to be the main cmgrsuof services rendered by private-
contract housing organizations. They had to bebéskeed in compliance with the program of
the market reform. In this connection at all theggets of monitoring of the market experiment
in housing, the manifestation of the privatizatfmtential in housing was analyzed.

In the course of the resident surveyret first stageof monitoring conducted in 1993,
the level of and the intentions, with respect ® phivatization of dwellings, the attitude of
the population toward new types of housing mainteeaorganizations, the nature of requests
in regard to the quality and types of housing smwiavailable, as well as the financial
abilities of the population to maintain their hawgsiwithout state support were determined.
Concurrently, the level of dwelling privatizatiom different houses was measured.

At that period, in the houses under study, thelle¥dwelling privatization amounted
to 27 percent. This data correlated with the dtaéisdata on the level of housing
privatization for this district. In addition, 8 gemt of the families had already submitted
documents for the privatization of their housingl 28 percent of the families were going to
privatize their housing in the future, althougtirege moment of the survey they had not yet
submitted the documents to the authorities. Atstiirae time 37 percent of the families had no
intention to privatize their housing.

The level of privatization potential is directlyratected with the material level of the
population. If in the course of the market reforansonsiderable part of the population
improves their material status, then privatizapotential increases. Otherwise, privatization
potential is exhausted while the etatizatfgrotential recovers and begins to grow.

For this reason, in the course of monitoring, #latronship between housing
privatization and the structure of the populationading to the housing-property-income
level was determined.

Interdependence between a family’s housing leveélitanprivatization behavior is
shown in Figure 6.1. To analyze this dependenceit ®f the 8 housing groups described in
Chapter 83 were taken. Their share amounted to

93 percent. Scanty, statistically irrelevant classiefamilies who lived in housing poorly or
badly equipped with amenities, in job-contingentising or in housing rented from residents
were not taken into consideration.

Figure 6.1 illustrates the following tendency: tiedter the quality of housing the
family had and the larger the floorspace of thelliimgs the more active was the family’s

12 For more details, see Chapter 2, footnote 2.
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privatization behavior. The share of privatized tiwgs in the top group of housing
stratification amounted to 44 percent, while in lsétom group it was only 2 percent.
Families from different housing groups differed @aling to their intention to privatize their
housing in the near future. Correspondingly, therstof those who were not going to
privatize their dwelling amounted to 20 percenthie top group and to 78 percent in the
bottom group.
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’ Privatize Their
7/ 7 A Dwelling
60 Have Privatized Their
Dwelling or Submitted
Documents for
the Privatization

40 to the Authorities
20
0
| 1 1l v V
Figure 6.1. The Level of Housing Privatization in Diferent Housing Groups*, %, Novosibirsk, 1993
* |- families who live in single-family dwellings/ell-equipped with amenities with
more than 12 sq. m per family member, the numbeoains exceeds the number of
residents

Il - families who live in single-family dwellingaell-equipped with amenities with
more than 12 sq. m per family member, the numbeoains equals the number of
residents

[l - families who live in single-family dwellirgwell-equipped with amenities with 9 to
12 sq. m per family member

IV - families who live in single-family dwelling&ell-equipped with amenities with less
than 9 sg. m per family member

V - families who live in communal dwellings watjuipped with amenities

The question, why do all the families with the bestising conditions in the city not
intend to privatize their dwellings, then ariseeeTanswer to this question was received by
correlating both the level of housing privatizatemd the housing and property-income or
material levels of families at once.
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Figure 6.2. demonstrates that the level of dwelfirigatization depended not only on
the family’s housing standard, but also on its propincome level.

In the top housing group with high material lewgiaup 1), the level of housing
privatization amounted to 83 percent, while in gr@uwith a low material level it was 60
percent. At the same time, in groups with low hogsitandard, 76 percent of families with
high material level (group 7) privatized their hmgs while for families with low material
level (group 9) the figure amounted to only 40 paic
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Figure 6.2. The Level of Housing Privatization in Diferent Housing-Property-Income Groups*, %,
Novosibirsk, 1993

*1 - high housing standards, high property-incdewe|
2 - high housing standards, average material leve
3 - high housing standards, low property-incoevel
4 - average housing standards, high propertyrnecievel
5 - average housing standards, average propertyrie level
6 - average housing standards, low property-irectavel
7 - low housing standards, high property-incoeel
8 - low housing standards, average property-irectawvel
9 - low housing standards, low property-incomele

Also the property-income level of the populatiomid out to be the determining
factor for the formation of the resident attitudesard new types of housing organizations to
be introduced in the course of the market reform.

During the survey, residents were asked about #teiude towards the proposed
Demonstration projects, and whether they suppdheddea of transferring responsibility for
management services to private companies in thieasia whole. The use of the two related
guestions was designed to gain reliable informatiom development that was innovative in
the Russian context.
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Analysis of the answers showed that in differentdiing-material groups the gap

between those being in favor of the experimentfinas 47 to 78 percent (Figure 6.3).
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Figure 6.3. A Share of Supporters of the Market Expement in Different Housing-Property-Income
Groups*, %, Novosibirsk, 1993

* 1 - high housing standards, high property-incomelle

2 - high housing standards, average material leve

3 - high housing standards, low property-incoevel

4 - average housing standards, high propertyanecievel

5 - average housing standards, average propentyre level
6 - average housing standards, low property-irectavel

7 - low housing standards, high property-incoewel

8 - low housing standards, average property-irectavel

9 - low housing standards, low property-incomele

It was clearly demonstrated that with all otherditions being equal, the material
level had a positive effect on the attitude towtdnel experiment in housing maintenance. It
was in the group with the best material level thatshare of supporters of the experiment
was the highest, from 68 to 78 percent’ (straiigtat A).

At the same time the family’s high housing standzaonhbined with property-income
level had the opposite effect in the interest orésforms. The better the family’s housing
standards, the less the number of those who swgaptité participation of private companies
in maintaining the housing stock. For example, agrthie families with high housing
standards and low material level the share of tds®esupported the market reforms was 47
percent and among the families with low housingd#ads it amounted to 61 percent (straigh
line B).

Tendencies represented by straight lines A andlBctehe stereotypes of mass-
consciousness of that period, i.e., that the pgigarvices rendered by non-state organization
were maore expensive. Many respondents pointedatodinectly: a twentieth part of those
surveyed clearly expressed their apprehension
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about a rise in prices derived from the operatibprivate companies. Some people said that
they would support the market experiment if no isthe cost of services occurred. For this
reason, wealthier families in general had a mosatpe attitude toward the experiment.
Among the families with low income level, those wihead better housing standards and were
not sure of their ability to maintain their housioig their own were most afraid of the
experiment. For this reason, among the familiel Veiv material level and high housing
standards, the percentage of those who supporegkiferiment was the lowest (47%).

Also, at the first stage of monitoring, the natafeesident requests in the sphere of
housing maintenance was determined. The residesres asked to enumerate services they
thought were necessary. Analysis of answers hatpdistinguish three potential segments of
housing maintenance services on the eve of theriexpat (Figure 6.4).

Segment represented the desires of the most affluent gwatipthe best housing
standards. In keeping with the quantity of thisugran April 1993, segmemt amounted
approximately to 4 percent of the total volumelaf tequired housing services. On the whole,
the set of services these residents suggested bewdscribed as a package for maintaining
high living standards. These typically included ogl@ling the dwelling, mounting grilles on
the windows, burglar alarms, security guards, amsh@&omestic help.
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Figure 6.4. A Share of Those Who Needed Additionale®vices in Different Housing-Property-Income
Groups*, Novosibirsk, 1993
* 1 - high housing standards, high property-incomelle
2 - high housing standards, average material leve
3 - high housing standards, low property-incoevel
4 - average housing standards, high propertyrnecievel
5 - average housing standards, average propertyrie level
6 - average housing standards, low property-irectavel
7 - low housing standards, high property-incoeel
8 - low housing standards, average property-irectavel
9 - low housing standards, low property-incomele
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SegmenB represented the desires of sufficiently well-togdoups with average or
lower housing conditions. High family incomes congd with housing conditions that they
generally regarded as unsatisfactory generatedetmand for services that would improve
the quality of their housing. These typically indbd additional repairs and decoration of the
dwelling, installation of new plumbing equipmendutble doors, and build-in closets.
SegmenB amounted to 24 percent.

Segment comprised the desires of the other groups witmanfficient material
level. At the same time the housing standardsmoflies from these groups were different.
They demanded standard services. These included Hdfikired maintenance, such as
replacing worn-out plumbing equipment, capital ieppan the building and dwellings, and
roofing work. This category also included a higbgmrtion of maintenance jobs in the
dwelling: replacing a rusty pipe, changing eleeatisockets, etc. The share of segn@mtas
the largest and amounted to 72 percent.

It was assumed that in the course of market refohe$iousing fee collected from
residents would gradually increase to such a lénatlit would cover maintenance expenses
of the housing maintenance organizations. For famikith low income level these expenses
could be considerable, thus it was assumed thatfsindgilies would receive a subsidy
(compensation) from the government. For this reaabthe first stage of monitoring, families
were asked whether they were able to maintain thveélling themselves in case the housing
fee grew considerably, or whether they needed ei@mubsidy from the government. Of all
the families surveyed, 11 percent answered thatwhaild probably need a subsidy, while 50
percent said that they would certainly need it. STanly a tenth of the population was ready
to maintain their housing themselves under conalitiof growing housing fee.

In groups with a different material level the demhdor support from the government
to maintain their housing was different (Figure)6.5

As expected, the higher the family’s material letie¢ less it needed support from the
government. In groups 3, 6 and 9 with low matdaeél, from 71 to 73 percent of families
pointed to the necessity to receive a housing dybdedm the government, while in groups 1,
4 and 7 with high material level only from 13 to 2drcent needed a housing subsidy from th
government.

At the first stage of monitoring, an analysis of fhrivatization behavior of the
population, its attitude toward the establishmdmgrivate organizations in housing
maintenance, the nature of demands for housingcesnand financial ability to maintain
their housing on their own was made. It helpedéai@nine the relationship between
privatization and etatization potentials of the glation in housing on the eve of the market
reform.
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Figure 6.5. A Share of Families Who Needed Suppofitom the Government to Maintain Their Housing in
Different Housing-Property-Income Groups*, % Novosbirsk, 1993

*1 - high housing standards, high property-incdewel
2 - high housing standards, average material leve
3 - high housing standards, low property-incoevel
4 - average housing standards, high propertynmectevel
5 - average housing standards, average propertyre level
6 - average housing standards, low property-irectawvel
7 - low housing standards, high property-incoevel
8 - low housing standards, average property-irectawvel
9 - low housing standards, low property-incomele

The majority of families, approximately 70 percdmd low housing privatization
activity and were oriented towards the supporhefgovernment in housing maintenance.
Concurrently, the demand for services by theselii@snivas within the normative set
traditionally rendered by the state housing orgations. This group made up the value of the
etatization potential of the population on the ef/éhe reform because it was interested in
preserving a predominant influence of the statidéir economic life. Under reforms, this
group of population wanted a transformation witthia state housing system and the necessit
to raise the state standards to the level of cumeads.

Another group of families amounted to 30 percerit983. It preferred active
development of the market relationships in housitigese families were ready to maintain
their housing themselves. They also supported ¢heldpment of the market where paid
services were rendered and actively privatized gheellings. This group of families
determined the value of privatization potentiathef population on the eve of the market
reforms.

Conceptually, establishment of condominiums onbidgs of privatized dwellings
had to become the next stage in the realizatidheoprivatization potential of the population
in housing and the emergence of a class of private
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owners. Municipal housing with a growing numbepdf/atized dwellings had to be the basis
for the establishment of condominiums.

At the first stage of monitoring, a total surveyre$idents who lived in the territory of
the experimental unit made it possible to deterrtiedevel of dwelling privatization in each
house in particular (Figure 6.6).
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Figure 6.6. The Level of Dwelling Privatization in Haises at the First Experimental Unit, %, Novosibirsk
1993

The difference in the share of privatized dwellifigsn house to house was from O to
42 percent. The distribution of different housingyperty-income groups of families in houses
turned out to be heterogeneous. Only in one obtlilelings, a 3-story house of good quality
built in 1954 where the capital repairs was madearly 29 families lived, did the majority
have a high property-income level. In two houseak buthe 1930s where capital repairs had
not been made, 91 and 78 percent of all the retsdenpectively, were families with a low
income level. In another 30 houses under survégralips of housing-property-income
stratification were represented to a greater @elesxtent. In other words, approximately 1
percent of families had high property-income letédh housing standards and lived in
houses of good quality; 4 percent were the podaasilies living in houses of the worst
quality, while the majority (95%) were families witlifferent property-income level living in
houses of different quality.

At the first stage of monitoringa forecast of the dwelling privatization levelsnaade
on the basis of interdependence between the hopsomeerty-income and housing
privatization levels and the consistency of saitiimhouses of the municipal housing stock. It
lay in the fact that a share of heterogeneous tgphsuses with the predominance of either
privatized or not privatized dwellings would be wéow. Generally, in municipal houses,
both the owners of privatized and residents of povatized dwellings would be represented.
Thus, a broad distribution of condominiums in toerse of the market reform was highly
improbable.

The goal otthe second stagef monitoring was to study the dynamics of the
privatization potential of the population on thesiseof processes in housing privatization.
Concurrently, it was assessed how well-informedpiyigulation was regarding
condominiums, as it was at that time, namely on
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December 23, 1993, that the President passed latieamn “Temporary Provisions
on Condominiums”.

Tendencies in the privatization behavior of theylafon detected at the first stage of
monitoring were preserved at this later periodrimet For example, according to the data of
the representative survey of municipal housing avdsibirsk in April 1994, families from
the top groups of housing stratification remainemteractive in privatizing their dwellings
(Figure 6.7).
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Figure 6.7. The Level of Housing Privatization in Diferent Housing Classes*, %, Novosibirsk, 1994

* | - families who live in single-family dwellgs well-equipped with amenities with
more than 12 sqg. m per family member, the numbeoais exceeds the number of
residents

Il - families who live in single-family dwellirgwell-equipped with amenities with
more than 12 sqg. m per family member, the numbeoas equals the number of
residents

lll - families who live in single-family dwelligs well-equipped with amenities with 9 to
12 sg. m per family member

IV - families who live in single-family dwellirgwell-equipped with amenities with less
than 9 sg. m per family member

V - families who live in communal dwellings Wwelquipped with amenities

Among the families from the top groups of housitrgtification, 71 percent have
privatized their dwellings, while in the bottom gm the share of privatized dwellings
amounted to 12 percent. Thus at that period thergéfevel of privatization amounted to 34
percent of the municipal housing stock.

The population was rather badly informed aboutetkistence of condominiums. For
example, in October 1994, almost a year afterelelution on condominiums had been
passed, only 10 percent of the surveyed families gapositive answer when asked: “Have
you heard about the establishment of condominiumntisé city?”

At the third stageof monitoring, the attention was focused on analyzhe degree to
which condominiums were spread, because at thaddptire level
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of dwelling privatization was falling everywherehe peak of housing privatization in Russia
fell in the first quarter of 1993 and was primardlgserved at the first stage of monitoring.

The general level of privatization of municipal kg in May 1995 amounted to 38
percent. As before, the least active privatizabiehavior was characteristic of families with
the worst housing conditions (Figure 6.8).
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Figure 6.8. The Level of Housing Privatization in Diferent Housing Classes*, %, Novosibirsk, 1995
* | - families who live in single-family dwellingg/ell-equipped with amenities with more

than 12 sg. m per family member, the number of merteeds the number of
residents

Il - families who live in single-family dwellingaell-equipped with amenities with more
than 12 sg. m per family member, the number of mequals the number of
residents

[l - families who live in single-family dwellirgwell-equipped with amenities with 9 to
12 sg. m per family member

IV - families who live in single-family dwellingaell-equipped with amenities with less
than 9 sg. m family member

V - families who live in communal dwellings wa&tuipped with amenities

In the bottom housing group the level of housingatization was almost 6 times
lower than in the top group of housing stratifioati

Also at that period, differences in the level aivptization of municipal housing were
preserved. According to the data of a statistioalesy of 87 houses in the Leninski district of
Novosibirsk in May 1995, the level of dwelling patvzation in them differed considerably
(Table 6.1).
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Table 6.1

The Structure of Houses According to the Level of Delling Privatization, Novosibirsk, 1995

A Share of Privatized Dwellings in a House, Houses
(percent) percent Number of Houses

-up to 10 5 4
- from 10 to 20 5 4
- from 20 to 30 18 16
- from 30 to 40 17 15
- from 40 to 50 32 28
- from 50 to 60 16 14
- from 60 to 70 7 6
- from 70 and more 0 0
Total 100 87

At that period of time, in the majority of hous&3%), less than half of the dwellings
were privatized. This proved that the settlingedated housing-property-income groups
together in a common region or house influenced#ierogeneity of the privatization of
dwellings that had been revealed at the first stdigmonitoring.

In May 1995, at the third stage of monitoring, didtial data on the amount of
information about the project and attitudes towaraisdominiums were collected. In
comparison to the previous period, the populatias imformed two times better about
condominiums, the total figure not going up higtlem 20 percent.

In this connection, an indefinite (indifferent)iattle to the establishment of
condominiums prevailed. The following question vaa&ed in the course of the survey:
“What would your attitude be to the establishmdra condominium in your house?” Of all
those surveyed, 20 percent answered that they vieuhainst, 18 percent said that they
would support this decision, 9 percent answeretlitmaade them no difference, while 53
percent said that they did not know.

It was expected that in the course of the marketmedwelling privatization in
houses would help the establishment of condominiasishe owners of privatized dwellings
would be interested in uniting and maintaining itipgoperty. As the results of monitoring
showed, residents’ attitudes to condominiums diddepend on whether they privatized their
dwelling or not (Table 6.2).

Table 6.2
Relationship between Dwelling Privatization and Reidents’ Attitude toward Condominium, Novosibirsk,
1995, %
Attitude toward Condominium
Dwelling Privatization Will Be Will It Makes Me | Don’'t Total
Against Support no Know
Difference
Not Privatized 20 18 10 52 100
Privatized 20 18 7 55 100

The data of Table 6.2 show that whether a dwelliag privatized or not did not
influence the attitude of the surveyed residentsatd the establishment of a condominium in
their house.
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According to the data of April 1996, no condominaimere established in
Novosibirsk on the basis of municipal housing. Teemdominiums that existed in the city
were established by the residents of newly builtdes who paid for the construction of their
housing.

Thus the monitoring of institutional changes in siog showed that housing
privatization did not lead to the formation of @ie owners of housing. The owners of
privatized dwellings did not establish condominiupnsa mass scale although the rules of
their maintenance in the market environment wenafitated. On the eve of the market
reform the rights of individual owners of privatizdwellings in the sphere of housing
maintenance did not differ from those of municipalising residents.

Exhaustion of the privatization potential of thepptation manifested itself in the
limited number of privatized dwellings. It becarhe first regularity of institutional
transformation in the razdatok-economy. Although ldgislation to help reveal and develop
the privatization potential of the population inusing was created, a large enough layer of
private owners of housing stock who could beconeectistomers of private-contract housing
organizations had not been formed in Russia by 1996

§2. Metamorphosis of the Private Forms

The Demonstration projects in Novosibirsk, with ttensfer of municipal housing
maintenance to the private management companieanizea proving ground for working
through the market mechanisms in order to transtbenrazdatok-economy of Russia. These
projects were realized in an artificially createwieonment where the behavior of the main
participants of the experiment and observance &émtof their roles were specially
controlled.

In the summer of 1994 the results of the first yafamunning the Demonstration
projects were discussed at a meeting of the Workiraup. It was created by the Mayor’s
decision to control the observance of experimertdatitions under the Demonstration
projects and to analyze the results of their opanatt was noted that the management
companies coped well with activities in the housimgintenance sphere. In this connection it
was decided to continue their operation without&deontrol and supervision by the city
power bodies. Thus the Demonstration projects ngdorepresented an artificial element of
the city housing maintenance system but beganuelale in a natural environment.

Under the existing conditions, the management coiegaof the Demonstration
projects began to transform themselves into orgaioizs of a private-administrative type.
The nature of these organizations and the charattastitutional changes in housing were
studied at the third stage of monitoring condudtech November 1994 to April 1996.

The emergence of private-administrative organiratiwas a characteristic feature of
the initial period of the market transformatiortliee razdatok-economy in Russia. Private-
administrative organizations were a metamorphdsiseoprivate forms typical of the
institutional market
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environment with the dominance of private ownershigRussia, though, organizations of
this type were private only on the surface as thean to reproduce the features of the
administrative management model.

On the eve of the market reforms, state-adminisgratrganizations being the basic
type of managing organizations, entered a crisimgeMass privatization and joint stocking
of enterprises began under these conditions. Wiadlgtmeant a free transfer of possession anc
management of the state property to new privatagoin other words, parts of state property
were isolated and transferred to the possessiomamndgement of privatized enterprises,
joint stock companies, and partnerships establiglitidthe active participation of the former
top management level of the state enterprises.eé¥et) though these enterprises were private
in form, they continued to perform functions imgort to the society as a whole including
production of vitally important goods and servigesviding work places, maintaining the
elements of public infrastructure, etc., and tlagestontinued to support their operation to a
greater or lesser extent. This support had the tdrbudget financing, setting privileged
tariffs, actual free use of land, etc. In doingtbe, institutional environment that existed for
the state-administrative organizations was presktve considerable extent. At the same
time, in spite of the new management forms forahierprises such as a shareholders’
meeting, the administrative management model wesspved as either the main share of
privatized property or the management of the giat&olio of shares was assigned to the
former leaders. For this reason, newly emergerd@syjd organizations which reregistered
their former administrative-management structuregpely, represented a new, formerly non-
existent type of private-administrative organizatio

At the initial stage of the market transformatibwas not supposed that the state
would interfere with the activities of private-adnstrative organizations as was commonly
practiced in the state-administrative organizatidusattempt was made to apply market
methods in regulating the operation of the privadelinistrative organizations, predominantly
through the taxation system. At the same time gbehadministrative organizations were
independent to decide on the number of people entfy@doyed with no regard to the
normative staff roster levels, their wage levdigjit customers, the amount and the quality of
their materials and equipment, etc.

Unlike other branches of the razdatok-economy gbization in housing maintenance
was not yet conducted. Nevertheless, attempts made to establish private-administrative
organizations in housing as well. In 1994 in onghefdistricts of the city, administration of a
former housing trust reorganized one of the HMUs aLimited Partnership (LP), where it
became one of the main founders with a share giebdent of the capital stock. The LP was
an independent legal entity, had its own bank aticand worked under a contract.

At the same time, in the name of the Limited Paghip the HMU’s name with its
former number were preserved. This pointed totrtectural affiliation with the former
administrative management system. The contractsigagd, not with the owner of the
housing stock, the district administration, buthwtihe top management level — the Housing
Board (HB), a former housing trust. No provisioasamade in the contract for the transfer of
the functions of managing the housing stock toLin@ted Partnership. This contract
represented a contract for “the maintenance ohthusing stock”. Although the
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contract was signed, the relationships of direbbsdination between the Housing Board and
the Limited Partnership were preserved. Under tmdract, provision was made for the
withdrawal of a part of the wage fund of the LPgmmel to the advantage of the HB through
the preservation of the system of bonus paymerttsetaP personnel.

The Demonstration projects began to transformsmalar way when the
experimental stage of their operation was overthag started operating in the real economic
situation. Since summer 1994, horizontal relatiogtsveen the management companies and
the owner of the housing stock began to acquirifes of vertical relations typical of the
administrative management model. Thus the Demdimtrarojects became a ground for the
operation of private-administrative types of orgaiions in housing maintenance. The ownel
of the housing stock in the form of the Housing @mumal Committee (HCC), formerly being
the top management level of the city housing maentee system, again began to perform the
functions of the top management level, with therfer management companies becoming the
bottom-level units subordinated to it.

The peculiarities of the external institutional Eomment typical of the housing
economy as a whole contributed to the transformaifdhe Demonstration projects into
private-administrative types of organizations.

First, the functions of owning and managing thedog stock were merged under the
Demonstration projects. The reason for that wasahmart of the municipal housing stock
maintained under the Demonstration Projects bekbtgéhe HCC which, at the same time,
was the top level of the administrative managemtmutture responsible for the maintenance
of the municipal housing stock in the city. Thus fhnctions of a customer of the housing
maintenance services, allotting the state resodocanaintenance purposes, and those of a
contractor, using these resources, were once agaibined in one organization.

Second, the Demonstration projects like the mualdijpusing economy in general,
were financed through the municipal budget. Thuspite of the private form of the
management companies, the Demonstration projeetatsul using the financial resources of
the state.

Third, although the management companies unddbdémgonstration projects were
financially independent, their income and expensggbts were not separated from the
budget of the HCC. Thus they did not receive thiesimount of expenses for managing
housing maintenance.

Under such conditions, since 1994, relationshipa/d&en the owner of the housing
stock and the managers of all the Demonstratiojept®began to reproduce those typical of
the top and bottom levels under the administratiemagement model. Planning meetings
where the managers received instructions on ther afitheir work and tasks they had to
perform were held weekly. The managers were nodorgsponsible for the provision of
materials and equipment bought on the market. Thesived them from the HCC according
to their submitted requests. Money spent on sperdeds required special coordination eack
time as well.

The conditions of work and the nature of the pavatiministrative organizations
revealed under the Demonstration projects at ting siage of monitoring contributed to the
reconstruction of the bureaucratic financial med$rarof the administrative management
model.
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This mechanism manifested itself in the followinmmations. First, redistribution of
financial resources from the bottom level unit$p iwhich the management companies were
transformed, to the top management level beganHICE periodically did not allot the
management companies the full amount of the resswspecified in the contract for
maintaining the housing stock, leaving up to 3@pet of the finances at its own disposal.
Thus a tendency toward the growth of managemeins eosl a decrease in maintenance
expenses typical of the state-administrative omgitns on the eve of the reform became
apparent.

Second, HCC began to redistribute the resources tihe maintenance to the
construction of garages, workshops, warehousesamdicthe purchase of multipurpose
machinery and equipment. Thus latent redistributiballocated state financial resources for
the purposes not specified in the plan of expetw#splace.

Third, the management companies began to loseititspendence in implementing
the housing maintenance policy within the set statislas the HCC was redistributing the
financial resources between the Demonstration pt®jen its own accord. Thus the former
financial mechanism, where the financial resouadkeated for the maintenance of one unit
could be redistributed to the advantage of othésutepending on the preferences of the
higher management bodies was reproduced. For egadynling the first quarter of 1995,
expenses on maintaining 1 square meter of totafgfmace in HMU-1 of the HCC (the former
Demonstration Project-1) amounted to 955 rubleomparison to 500 rubles in the city on
the average. At the same time other Demonstratiojeqts did not receive full financing
from the HCC compared to the average city level.

Fourth, in the course of the realization of the Dastration projects, the actual
number of employees was less than the staff réestel, according to which the amount of
money on maintaining the housing stock was detexdhiAt the same time the normative
wage fund was no longer fully distributed betwekh& employed, part of the fund was
allocated to the top management level. Such ragligion of financial resources again created
conditions for the lowering of the labor motivatiohthose who worked in the management
companies.

So, the results of the third stage of monitoring tform in housing showed that the
introduction of the market forms of operation imddions of reforming the razdatok-
economy, resulted in the establishment of privati®iaistrative organizations which failed to
block the devastating operation of the bureaucfatancial mechanism. Further still,
merging of the private form with the former admirasive management model aggravated the
defects of the administrative management. Simijfemtoms were revealed in other branches
of the economy at that time as well.

For example, in privatized state enterprises, velifferentiation between ordinary
workers and top management personnel grew everewdfiile before the reform the
employees of the bottom level units were undergaithe course of the market reform, it
became a common practice not to pay wages to tpéogees for months. At the same time,
the managers of the new joint stock companies aglyuleceived a high level of income,
although there was no market for the productiotheir enterprises and the amount of
production was constantly decreasing.

By 1996, it became clear that the market reformnaitiresult in reducing the share of
management costs in production expenses in geweral the growth of labor motivation of
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ordinary workers and did not make it possible teroeme the crisis. It resulted from the
preservation of the operation of the former bureatic financial mechanism of the
administrative management model which was evengtinened in new organizations of the
private-administrative type.

The low effectiveness of the private-administrativganizations was illustrated by
the data of the third stage of monitoring of th&titational changes in housing. So, the
degeneration of the management companies into izagams of a private-administrative type
became an obstacle to the improvement of the gualihousing maintenance achieved undet
the experimental conditions of the Demonstratiarjquts.

Analysis of the dynamics of the level of resideatisfaction in Demonstration
Project-1 showed that during the year of operabioiihe management company under the
experimental conditions, from April 1993 to Apri®94, the share of resident dissatisfaction
declined from 44 to 9 percent, or 4.8 times (T@8). The majority of formerly dissatisfied
residents gave higher assessments and joineddhp gf those who on the average assessel
the quality of services as being satisfactory. Thiare increased 1.8 times and amounted to
62 percent against 35 percent. The share of satisfisidents, with the assessments from 4 t
5, increased 1.4 times.

The degeneration of Demonstration Project-1 inpoieate-administrative type of
organization resulted in a sharp deceleration ®fsgheed of positive changes. The share of
dissatisfied residents during the year did not beztess, while the share of families with
satisfaction assessments from 3 to 4 increasedlohlifmes and from 4 to 5 — 1.3 times.
Similar tendencies were detected in DemonstratiojeBt-2.

Table 6.3

Dynamics of Assessments of Satisfaction in Demoragion
Project-1, Novosibirsk, 1993-1995, %

The Interval of the Before the Management Company Private-Administrative
Assessment Experiment Organization
April 1993 October 1993 April 1994 May 1995
from 2to 3 44 21 9 9
from 3 to 4 35 55 62 54
from4to 5 21 24 29 37
Total 100 100 100 100

Resident satisfaction assessments of the privatenégtrative organizations under
Demonstration Projects 1 and 2 were compared tagkessments of the state-administrative
organizations in city housing in the process obmefation™ (Table 6.4).

'3 The essence of the reformation of the city housing maintenance system is described in detail

in the next section.
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Table 6.4

Comparison between the Assessments of SatisfactiohPrivate-Administrative and State-Administrative
Organizations Undergoing Reformation, Novosibirsk,1995

State-Administrative Organizations Private-Administrative Organization
The Interval of Undergoing Reformation
the
Assessment [Leninski HB:|Pervomaiski HB: [ Average | Demonstration | Demonstration [Average
HMU-26 |HMUs 74 and 75 Project-1 Project-2
from 2to 3 10 10 10 9 12 10.5
from 3 to 4 49 51 50 54 53 53.5
from4to5 41 39 40 37 35 36.0

Although the private forms with the administratimanagement model began their
operation against the background of a higher lefrebsident satisfaction achieved in the
course of the market experiment, in May 1995 theyam to lose to the state organizations
undergoing reformation. The data of Table 6.4 shwat the level of resident satisfaction
under the Demonstration projects became lower tiainin state organizations undergoing
reformation. Thus, the combination of the privatar with the administrative management
model resulted in lowering of the resident satifacassessments.

Comparison between the average assessments ef/#ief housing maintenance
under the Demonstration projects at all three stafenonitoring attested to the fact that the
growth in the level of housing maintenance in tharse of regeneration of the management
companies into the private-administrative type rgfamizations slowed down (Table 6.5).

Under Demonstration Project-1 the average asses®all specific aspects
of housing maintenance during the first year inrapen increased from 2.8 to 3.5, or 1.25
times. During the next year the growth of the assesit came to a halt. Under Demonstration
Project-2 the average assessment in April 19943a88n October 1994 — 3.4, and in May
1995 — 3.6.

Figure 6.9 shows the dynamics in the yearly rategawth of the average assessment
of housing maintenance under both Demonstratiojepi®
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Figure 6.9. Dynamics of the Yearly Rate of Growth fthe Average Assessment of Housing Maintenance
under the Demonstration Projects, Novosibirsk, 19931995

The data on both Demonstration projects clearlyaestrate a sharp decrease in the
rates of growth of the average assessment of e¢ & housing maintenance in the course of
the degeneration of the management companies ligemizations of the private-
administrative type.

The low effectiveness of housing organizations utide Demonstration projects in
the period from 1994 to 1995 was connected withréipeoduction of the administrative
management model with the defects typical of it.

Thus, contrary to the idea of reform, the main sypeenterprises from 1993 to 1995
were not organizations typical of a market econdmuy,specific organizations of the private-
administrative type. The reason for the metamonghafsthe private forms under conditions
of reformation of the razdatok-economy was the gmesion of the nature of the institutional
environment where the institution of private owtgpsdid not develop. In turn, the reason for
that was the exhaustion of the privatization paédiatf the population in the course of the
market reform. Its main factor was the communalatizr of the material-technological
environment which became even stronger in the eoofrshe reform.

Exhaustion of the privatization potential and teeagnition of the ineffectiveness of
private-administrative organizations as they regmésd only a metamorphosis of the private
forms signified that the first period of reformitite razdatok-economy was completed. The
essence of this period was an attempt to introdlteenative economic institutions and to
increase public recognition of the expediency afelleping in this direction.

83. Modernization of the Institution of State Ownerip

Since the mid-1990s the center of mass in reforrtiegazdatok-economy has been
shifting more and more from the introduction of tharket institutions to the modernization
of the institution of state ownership. In housitigs process began with the reform of the
system of possessing and financing state housimg hbusing stock of the local Soviets on
the territories of cities was declared to be mun@tproperty.
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Correspondingly, this stock began to be financeouph municipal budgets. Municipalities
received the right to independently determine theunt of financing, the order of allocating
the financial resources, housing fee and leasdsleand other payments according to the
regulations set at the federal level.

The right to possession housing stock transfewdbd municipal level resulted in the
necessity to reorganize the housing maintenancageament system. Instead of the national
structure, municipal management structures hae teshkablished.

In 1991 in the city of Novosibirsk the top admingive management level of housing
maintenance represented by the Industrial HousampR Board (IHRB) was liquidated,
while the district Industrial Housing Repair TruitdRT) gained financial and material
independence. Each of them maintained from 0.A82anillion square meters of floorspace
of the municipal housing stock.

In 1992, on the basis of the liquidated IHRB thaislag Communal Committee
(HCC) was restored by the Mayor’s Office. It washawized to coordinate the situation in the
branch, preparing proposals on the amount of fiimgnior the district trusts, controlling the
fulfillment of the city measures of preparing fhetwinter season, etc. The question of
authorizing the HCC to inspect all the housing lstoicthe city, both in municipal and other
forms of possession, was also discussed.

In 1993 the housing stock in municipal possessfadhacity was transferred to the
administrations of the city districts. On the basifResolution N 129 of the Novosibirsk
Mayor's Office of February 1, 1994 “On the Improvemh of the Management System of the
City Housing Infrastructure System®, administrasaf the districts, calledrderers were
authorized to perform the function of ordering hinogsservices. In 1994, the IHRTs were
renamed Housing Boards (HB) which became parteeftministrations of the city districts.
The status of the former bottom units of the trustsir production services and the HMUs,
was not specified in these decisions. It was sugghtisat the HMUs had to be reorganized to
fulfill the orders of the HBs to carry out the cemt repairs, maintain the housing stock, and
improve the territory.

Thus the hierarchical administrative managemertesystarted to be replaced by a
system of new organizations differing in their altjees and functions. Relationships betweel
them could no longer be built on the administrativedel and, objectively, new methods and
means of management were necessary. In other wortt& course of the housing reform,
conditions began to be created for the introduatioan effective contract management mode
successfully tested in the course of the marketrmefunder the Demonstration projects.

In that period, in the Demonstration projects, tha@sferring of the municipal
housing maintenance to the managers through a ¢itivpéidding process became an
organic part of the housing reform in Novosibirdkeady during the first year of their
operation, the Demonstration projects showed cenafile internal potential for the contract
management model and its abilities to considerayyove the quality of services rendered
to the residents and maintenance of the buildiligss of contract relationships found broad
response among the leaders of the housing econbdiffeaent management levels, from the
leaders of the HBs to the HMU directors. Interviemith the
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heads of municipal housing organizations showetith®y followed closely the development
of the Demonstration projects and tried to appéjrtbperating forms and methods. The
majority of them pointed out that the featureshef suggested management model such as
financial independence of the bottom level unitd te contract system were adequate for
the solution of problems of improving the qualifynsaintenance.

Under the conditions of the reform going on in ¢itg housing structure, new
economic relationships were gaining ever broadeeptance in the practice of municipal
housing maintenance. New methods of work were attsiely applied in the districts of the
city where the market experiment was going on. Whthrealization of the Demonstration
projects in these districts of the city, a competienvironment in housing maintenance was
created. It stimulated the application of the elets®f the contract model and improved the
level of housing maintenance. Comparison of resfltee second and third stages of
monitoring revealed that the process of moderropdaihat the state organizations were
undergoing influenced the quality of their operatiData of Table 6.6 demonstrate a growth
in the level of satisfaction assessments of thesinguorganizations undergoing the period of
reformation.

Table 6.6

Dynamics of the Assessment of Satisfaction
in Houses Maintained by State Housing OrganizationUndergoing Reformation, Novosibirsk, 1994-1998p

The Interval of the Assessment April 1994 May 1995
from 2 to 3 17 10
from 3to 4 62 50
from 4 to 5 21 40
Total 100 100

Over the period from 1994 to 1995, the level ofdest satisfaction assessments
concerning housing maintenance increased. The sharesatisfied residents decreased from
17 to 10 percent, while the share of those beitigfeal, with “good” or higher assessments,
increased from 21 to 40 percent.

A growth in the level of resident satisfaction waBnarily achieved in the aspects
where the transformation was more complete. ltustrated by the dynamics of the
assessments of the main aspects of housing manuena

Housing maintenance activities are subdivided fotw groups. The first group is
represented by activities on improving cleanlineghe yards and entries (Figure 6.10).

Over the period from April 1994 to April 1995, thesessment of cleanliness in the
yards and entries maintained by the state organimtindergoing reformation increased on
average from 3.45 to 3.75, or 8 percent monthlythat period the HMUs began to
independently manage the wage fund of the operatngpnnel. The unspent wage fund for
this category of personnel began to be spent fotabor stimulation of the working yard-
cleaners and entry-cleaners to a larger extentlibfore. In the past, these funds had been
transferred to the trust level since it was a highanagement level. Labor motivation of
ordinary workers was thus raised helping to impritneequality of their work.
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Figure 6.10. Dynamics of Average Assessments of Ydaand Entry Cleanliness in HMUs in the Neighborhood
of the Demonstration Projects, Novosibirsk, 1994-1%

The next group of assessments characterized thelag of HMU personnel toward
residents. The attitudes of the personnel of maariee organizations toward residents
resulted from the economic conditions of operatibthe housing organizations. Namely
from the share that the residents’ payments, irfidha of the housing fee had in their
income, whether residents pay it directly or irte accounts of higher organizations, etc.

Dynamics of assessments of attitudes to residaent®istate housing organizations is
shown in Figure 6.11.
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Figure 6.11. Dynamics of Assessments of Attitudesward Residents in HMUs in the Neighborhood of the
Demonstration Projects,
Novosibirsk, 1994-1995

Improvement of staff attitudes toward residentthim state housing organizations was
primarily connected with the growth of the sharattthe housing fee had in the income of the
housing organizations over the period from Aprid490 May 1995. It increased several
times and became the largest part of their incdrhe.method of paying the housing fee was
also changed: previously, it was done at a sawhagk into accounts of housing trusts but
now — directly to the cashier at a HMU. The ordecdallecting the housing fee and its
growth increased the financial dependence of HMs/bether the
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residents paid it on time or not. It stimulated erenattentive attitude to residents on the part
of the HMU personnel. Also, it helped to improve tiesponse to residents’ requests.

Dynamics of response to residents’ requests, lbmgext aspect of HMU operation,
is shown in Table 6.7.

Table 6.7

Repair Requests Completed by Plumbers and Electricies in HMUs in the Neighborhood of the
Demonstration Projects, Novosibirsk, 1994-1995

Share of Requests, % April 1994 May 1995
Completed Promptly, Good Quality 53 56
Completed After Repeated Calls to HMU 15 12
Uncompleted 32 32
Total 100 100

During the period from 1994 to 1995, the structfreequest completion by the state
housing organizations undergoing reformation shgimproved. A share of requests
completed promptly increased from 53 to 56 percent.

The fourth group of assessments characterizegte¢ ¢f elevator and garbage chute
maintenance. Both the personnel of housing orgtairmrepresented by elevator operators
and chute attendants and subcontracting organmzati@intaining elevators and disposing of
garbage are involved in this work. For this reatb@nlevel of assessment of elevator and
garbage chute maintenance largely depends ontéradtion between these organizations.

The dynamics of assessments of elevator and gadbage maintenance by the state
organizations is shown in Figure 6.12.
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Figure 6.12. Dynamics of Average Assessments of Ed¢or and Garbage Chute Maintenance in HMUs in the
Neighborhood of the Demonstration Projects, Novokirsk, 1994-1995
At that period of time the relationships betweending organizations and their
subcontractors began to be built on the basis afiahgontracts. It resulted in a more
accurate performance of responsibilities by sulyagtihg organizations. Thus the assessmen
of garbage chute
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maintenance improved. Over the period from Apr®4% May 1995, this assessment
increased on average from 3.4 to 3.5.

By and large, analysis of level of resident satiifan assessments and the quality of
housing maintenance rendered by state organizatiothsrgoing reformation showed that
their performance began to bring more positive ltesiAt the same time, resident requests
were not yet fully completed. Every third requesisimot completed. The average assessmel
of the quality of maintenance did not reach a “dgaading, while a share of residents
unsatisfied or not-quite-satisfied with the quatifihousing maintenance continued to be
considerable and amounted to 60 percent.

The preservation of the elements of the adminisgrahanagement model became an
obstacle to further development of housing maimeaaThey were coming to a better and
better understanding of this fact more and mothéncourse of legislative and everyday
economic practice. The continuation of the refofrthe state management system in housin
was based on the complete rejection of the admirigé management model and its
replacement with the contract management modeliRé&an of this model in the course of
the market experiment under the Demonstration ptejepresented an effective sample of
the way the relationships form between the muni@paner of the housing stock playing the
role of the orderer of housing services and inddpahmaintenance organizations,
established on the basis of the former HMU, playh®grole of a contractor.

the market economic forms and methods, demonsttagepossibilities and mechanisms of
effective operation for the organizations in coiodis of the razdatok-economy. Management
companies became the prototypes of new types ahixgtions most adequately matching the
razdatok-economy undergoing the transformationoperi

The model of management companies developed iexgherimental environment
was to a large extent realized in Municipal Unitenterprises (MUE) established in the city
to maintain the city housing stock. MUEs were tHiect successors” of the Demonstration
projects as they used legal documents elaboratén@ioourse of the realization of the
Demonstration projects, namely the charters ofrprises and the Management Contracts as
well as the rules that established their sharb®fstructure of the district housing
organizations and their mechanisms of operation.

The first organization of the new type, the murdtienterprise “Zhilishchnik”, was
established in the city in 1994 on the basis ofafrithe HMUSs. In accordance with the new
Civil Code of the Russian Federation (Articles Bh@l 114) this enterprise received the statu
of a municipal unitary enterprise in July 1995. é&fptises of this type are a new legislative
form in the sphere of managing municipal property.

The main features of a housing organization infdinen of a municipal unitary
enterprise are:

* an enterprise is established in the sphere of niagagunicipal property;
» an enterprise does not receive the ownership aftite property allotted to it;
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* unitary character of the enterprise means thardperty can not be divided in
contributions, i.e., in shares including the dietsbetween the enterprise personnel;

* an enterprise does not have a higher managemewnt thedmanager of an unitary
enterprise represents the only management bodgijt h

» the manager of the enterprise is appointed by wreeoof the property.

Housing organizations in the form of municipal anjtenterprises complied with the
peculiarities of the institutional environment bétrazdatok-economy to the largest extent.
They presupposed:

first, free of charge allotment of production andtemial resources necessary to

maintain the housing stock,

* second, financing through the municipal budgeh@aform of housing fees and lease
collected by the enterprise and in the form of glybaccording to the normative
regulation;

» third, the necessity to carry out the normativentaiance standard determined by the
state bodies and the amount of allotted financing.

At the same time, in the new state form of housirganization contract management
model and not the administrative was used. Thenei¢s of the new management model
were:

1. legal independence and availability of separatieseént accounts in a bank both
for the orderer and the contractor of the housiagntenance services;

2. a management contract concluded between the oviiiee bousing stock —
district administration, playing the role of an erdr, and the municipal unitary
enterprise, playing the role of a contractor;

3. a fixed-term for the contract and the possibilaydissolve it if the parties do not
observe the conditions of the contract;

4. the contract is concluded between the district adstration and the manager of a
municipal unitary enterprise; it helps to sepamsmagement costs and financial
resources allotted for the housing maintenance.

The described type of state-contract housing orgdioins combined the contract
management model, which proved its effectivenegs, the state organizational legal form. It
helped to block the bureaucratic financial mechartigical of the state-administrative
organizations and preserve the one used in thatpradministrative type of organization.

The results of the third stage of monitoring showet the tendencies toward the
growth of effectiveness typical of the Demonstnatppojects at the experimental stage fully
revealed themselves in MUEs. For example, in MUliEsportions in the spending of the state
resources allotted for housing maintenance chaogesiderably. The share of the wage fund
in the structure of all the expenses decreasede wie share of the materials and repair fund
increased. The level of wages exceeded that uhdeadministrative management model; at
the same time the staffing level increased. Qualifiersonnel were attracted to housing
maintenance on a competitive basis. Managemenrt gostunicipal unitary enterprises,
compared to those a HB bore, declined sharplyerg tlvas no higher
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management level. The assessment of work of MUBagrers was determined by the level of
resident complaints directed to the owner of thasihmg stock who was the orderer of housing
maintenance. An excessive level of complaints Wwasasis for the reduction of the
management fee paid to the manager of the muniaiptdry enterprise. All the factors
together resulted in the improvement of the qualftgtate housing maintenance.

A search for effective forms of maintaining the Bimg stock is constantly going on
both in East European and Western countries suBimgisind and France, all of which have a
considerable public housing sector. The goal of $eiarch is to find such a form which will
“combine independence and flexibility with respduility in the spending of public
resources™, and “provide a certain degree of public respdtisitand avoid bureaucracy on
the one hand, and excessive risk, sometimes wstisttious consequences, on the other
hand™. State-contract organizations established atritialistage of modernizing the
institution of state ownership in Russia met ther@eria completely.

Establishment of state-contract organizations Wasonsequence of the first stage of
the reform in the course of which numerous mankstitutional elements, from attempts to
form private ownership to the application of lalbontracts, were introduced. When market
elements were interacting with the razdatok-maanemic environment, an institutionally
sustainable new type of organization was bornals the one that could best provide effective
operation of the razdatok-economy at the new std@e development.

The results of institutional changes in the cowfsthe market transformation which
started emerging from the mid-90s are schematipafigented in Figure 6.13.

The first important result was a deep transfornmatibthe institution of state
ownership. In the course of the institutional mmdlgation, state property was divided into
federal, regional and municipal property. In thisigection, the economic role of the state
changed drastically. State bodies at differentlelegan to perform the role of the orderer
for all branches of economy.

The second result was the formation of a new managemodel instead of the old
administrative one that could no longer cope Wi goals of organizing the country’s
economy, which was acquiring a more complex chara®he new contract management
model visualized the role of the orderer for thaesbodies which entered into contracts with
the state-contract organizations of different orgational and legal forms as being the
contractors for rendering services or production.

4 p. Willmot and A. Murie, Polarization and Social housing (London: Policy Studies
Institute,1988), p.23.
% |bid., p.157.
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Figure 6.13. Renewal of the Institutional Environmenof the Razdatok-Economy in Russia

The third result of the institutional transformatiowas the formation of a new
mechanism of operation for all economic organizetias state planning was replaced with
budget regulation. The state plan, from a finangdaht of view, represented a hierarchical
budget of state income and expenses where the tsuolgall lower economic units were parts
of the budgets of higher economic structures. Hserce of budget regulation is that rules
for spending the state resources by independenbedo entities must be established. These
are legal entities with independent budgets. Tisistfar budget regulation is formed by
contract relationships and a new normative ordarefy normative order is formed by fixing
spontaneously emerging, effective economic propostio replace the old system of
normatives.

These perspectives in renewing the institutionalrenment of the razdatok-economy
in Russia are determined by the inner logic ofdineent processes. In the housing economy,
the establishment of state-contract organizatifmmsgxample, in the form of MUEs, the
Resolution of the President of Russia which intaeduthe “separation of the functions of
orderer and contractor in maintaining the houstoglsand the transition to contract
relationships between organizations, which perftrese
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functions™®, the draft of the Federal Law “On the Housing &structure System” which

determines the directions of the institutional sfanmation as applied to the housing sphere,
represent the movement in this direction.

* % %

The market transformation of the Russian econontlieénl990s resulted not in the
formation and development of market relationshijg,in renewing the institutional razdatok-
economy environment. Such conclusion, being patiadbat first sight, is based on the
historic analysis of the institutional developmefiRussia and the data of the economic-
sociological monitoring of the current stage of thorm. The conclusions made in the cours
of monitoring the market experiment in housing diguafer to the Russian economy as a
whole because the institutional organization obafinches of the state economy at a definite
historic period is identical.

16 A resolution of the President of the Russian Federation N 432 as of March 29, 1996 “On the
Development of Competition in Rendering Maintenance Services at State and Municipal Housing Stock”.
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Conclusion

Razdatok-economy and market-economy representiteimative institutional
systems being formed in different societies to nizggthe economic life. Both razdatok and
market economies must provide effective productibgoods and services according to the
needs of the population. While the USA represerassic example of the market economy,
Russia is a prominent example of a razdatok-econ@imy reasons for the formation of either
type of economy lie within the features of the makenvironment and the means of its
development formed at the initial stages in théoysof each state. In the course of its
development, each economy strengthens the fedyiesl of it, while the expediency of the
appropriate economic system is reliably consolida&tehe consciousness and social values
of generations.

Cyclic development is typical of all economic sysgefunctioning according to the
laws of either the market economy, or the razdatmyaomy. Each institutional cycle is
characterized by economic institutions, types ghaization, and management models of its
own. These are the ones which make it possibledlize the basic economic laws and
provide sustainable economic development undelifgplistoric conditions to the largest
extent. In a market economy, such an institutie@maironment provides the realization of the
law of supply and demand, while in a razdatok-eacmni provides the realization of the law
of balancing tribute and distribution flows in a#éictors of the state economy.

At periods when the elements of the institutiomalimnment can no longer guarantee
the functioning of the basic economic laws, thenecoic systems and all their branches enter
a period of crisis, while the system of economlatienships enters a period of institutional
change. A feature common to these periods is #tageand the introduction of institutional
elements of alternative types of economies whickeniiapossible to overcome the crisis. For
example, after the deep crisis of the 1930s in t@swith market economies, state
regulation methods typical of razdatok-economiegabeo be actively used.

In the course of the historic development of thelediok-economy in Russia, at
periods of institutional change, introduction ofthaals of organization of economic life from
the current experience of economies with a masie took place as well. Usually the names
of new types of organizations and economic methegte borrowed to the extent that the
names of these historic periods were extendedete¢bnomic historiography of Russia. For
example, the period of institutional change infssian razdatok-economy from the middle
XIIl century to the end of the XV century was cdllieudalism’ and the period from the late
XIX to the early XX century was called capitali¥m

When a new management model was found and all¢neeats of the institutional
environment were renewed, then the period of unstihal change was finished and a new
cycle began. It made it possible to provide theprdunctioning of the basic economic laws
and the growth of

7|, Pavlov-Silvansky, Feudalism in Russia (Moscow: Nauka, 1988), p.482 (in Russian).
¥ V. Lenin, Development of Capitalism in Russia, Complete Works, vol 2,, p.542 (in Russian).
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economic effectiveness under changed historic tiomdi. For example, the essence of the
previous period of institutional change in the emog of Russia which started at the end of
XIX century and finished in the early 1930s, tholgerrupted by the revolution of 1917,
was the transition from a serfdom management ntodble administrative one. The essence
of the current period of the institutional changa)ed the period of market reforms, is the
replacement of an ineffective administrative mamagyet model and the formation of a new
mechanism for regulating and balancing tribute disttibution flows.

The ineffectiveness of the administrative managemeel in the razdatok-economy
in a period of crisis resulted from the characfdsureaucratic financial mechanism
developed during the 1970s and 1980s. The operafithre bureaucratic mechanism,
described in this book for the first time, resultedhe excessive growth of management
costs, a reduction of financial resources for tlaénnproduction activity, a deterioration of the
labor motivation on a mass scale, and a reductidhé effectiveness of the economy.

The current period of the market transformatiothim razdatok-economy of Russia
has demonstrated the consistencies of institutia@rawal. At the first stage, an introduction
of alternative economic institutions takes placethis period, the institutional environment
is characterized by the presence of elements tf fnarket economy and razdatok-economy
as well as their various combinations which exisequal grounds. Some of them turn out to
be institutionally stable and to correspond botthtonature of the razdatok-economy and its
macroeconomic environment, while others came intdflict with the communal nature of the
material-technological environment and the domiimgeetatization potential of the
population. The essence of the second stage dlin@bal renewal is the modernization of
the basic state ownership institution on the bas@&istainable combinations of institutional
elements.

These consistencies were proved by the resultseaftonomic-sociological
monitoring of the market experiment in 1993-1996.

At the first stage, an attempt to introduce theqte ownership institution led to the
emergence of private-administrative type of orgafan, combining the private form and the
administrative management model that was typic#éhefcrisis period in the razdatok-
economy. The devastating influence of the bureaigdiiaancial mechanism on organizations
of this type was worsened by the private form, kileg the state control of the state resource
at their disposal.

In that period, the creation of conditions for thevelopment of privatization potential
of the population in housing, for example, did leatd to the formation of a considerable
group of private owners on a large scale. On tleeofthe market transformation,
privatization potential embraced less than 40 p#roEthe population and was exhausted
during the first three years of the market reform.

The second stage of the institutional renewal értdizdatok-economy in Russia
begins in 1995 with the formation of new type @tetcontract organizations combining the
state organization-and-legal form typical of thedaok-economy with the management
model borrowed from the market experiments.
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The essence of the new contract management moaeitiit legal separation of
bodies distributing the state resources and org#inizs using these resources to perform
work under the contract. Thus the functions ofdlaerer secured for the federal, regional,
and municipal bodies and the functions of the @mar given to the state-contract
organizations such as municipal unitary enterpyiggsexample, are divided.

The hypothesis about the essence of the curreiadoi@rthe institutional changes in
the razdatok-economy of Russia is substantiatéisrbook. Its essence is the modernization
of the institution of state ownership, a transitioom the administrative management model
with the state plan as the main regulating mechaidsthe contract management model
where tribute and distribution flows are balancetthwhe help of budget regulation. At the
same time, the old feedback mechanism in the fdroomplaints is renewed and new
mechanisms are created. Here the elections ofgeptatives of legislative and executive
powers on a multiparty basis should be listed. Tthesnstitutional renewal of the modern
razdatok-economy is taking place, giving it waysftother development.

The authors have the goal of proving this hypothesihin the framework of a new
theory of institutional development of razdatok+emmies, Russia being its prominent
representative.
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