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This paper provides a qualitative and quantitative analysis of current development trends, along with a price
analysis of the housing market and the housing construction market against the background of serious
geopolitical changes in the socio-economic situation in Russia in 2022. In the course of the research, the au-
thor used the methodology of discrete spatial-parametric modelling of the real estate market. In addition to
the study of market price indices, the article reviews the pace and structure of housing commissioning in
the regions of the Russian Federation, assesses the specifics of the current situation in the housing con-
struction sector, examines the impact of state support measures for the industry and identifies factors that
have the most significant impact on the prospects for the development of the industry in 2023. Based on
the author's research, the key features of the domestic residential real estate and housing construction mar-
kets in 2022 are stated. The relevance of this study is determined by the significant demand for the scien-
tific method of analyzing existing risks and the impact of the uncertainty factor for the industry development
forecast alongside with the assessment of the possibilities and scope of the state support measures.
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INTRODUCTION

ast year, the Russian real estate market was
fully impacted by the shocks to the domestic

economy and went through several stages.

The first months were characterized by contin-
ued price growth with a shortage of supply.
The mechanism of state mortgage support stimu-
lated demand, ensuring the prevalence of mort-
gage lending transactions in the total volume of
transactions in Russian cities.

In early spring, a change in the socio-economic
situation due to escalating geopolitical tensions
caused panic in the housing market and resulted in
a significant drop in transaction volume. The Cen-
tral Bank’s sharp increase in the key interest rate to
20 % led to a collapse in mortgage lending by
banks. The rapid buying up of the “cheap” supply
was done more by withdrawing cash from people's
bank accounts.

After a certain stabilization of the key interest
rate level in September 2022, it was back to its
pre-crisis level. Demand for mortgages, following
the decline in the key interest rate, was recovering
at a slower pace and did not reach the level of
winter 2022. Households began to incline towards
a savings model of consumer behavior, refraining
from investing in the purchase of real estate or fi-
nancial assets. Investment transactions, which had
been an important catalyst for the primary residen-
tial property market in 2020-2021, fell.

With a decrease in GDP by 2.1 % and real dis-
posable incomes of the population by 1 %, the vol-
ume of housing construction increased. The indus-
try started facing the problem of selling built
housing. At the same time, the supply volume in
the secondary market increased, resulting in

satisfied demand in this segment by the autumn in
most cities. The growth of bid prices slowed down,
and in some places stopped, but prices crash
happened. In general, in 2022 the housing market
demonstrated volume of sales decrease by about
a third and even the traditional demand increase
on the New Year’s eve was very downsized, indi-
cating the onset of a stagnation.

THE MARKET PRICE INDICES

Preceding the analysis of the price situation,
we point out that the dynamics of prices for hous-
ing real estate can be valuated both by the official
reports of Rosstat and by the data of real estate
agencies.

To begin with, let us look at the Rosstat data.
As stated on the departmental portal [1], Rosstat
experts calculate price indices in the primary and
secondary housing markets based on the regis-
tered prices for newly built apartments and for ex-
isting privately owned housing stock if it is the sub-
ject of market transactions. Monitoring is
performed on a selective range of companies per-
forming real estate transactions in territorial cent-
ers and separate cities of the constituent subjects
of the Russian Federation. The quantitative and
qualitative characteristics of the apartments are
considered for prices record. Average prices in
Russia are based on the average prices prevailing
in the regions. Cumulative data on the total area of
apartments sold in one year with breakdown by
the primary and secondary housing markets are
used as weights.

Let us consider the Rosstat data for the past
year in more detail, starting with the quarterly price
dynamics for the country as a whole (Table 1).
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Table 1. Housing market price indices in 2022 (at the quarter Table 3. Housing market price indices in 2022 broken down by
end, % against the previous quarter, all types of apartments) region (at the end of the fourth quarter in % against the fourth quar-

ter of 2021, for all types of apartments)
Period Secondary market Primary market
I quarter 1065 108.0 Federal district/region Secondary market Primary market
Il quarter 102.0 106.5 Russia 1118 121.0
Il quarter 1014 104.3 Central Federal District 111.1 120.8
IV quarter 101.6 100.9 Moscow 107.1 115.9

Source: housing market price indices by the constituent subjects of Moscow region 1174 119.6
the Russian Federation in 2022, primary market data'; secondary market data2. -

Voronezh region 127.6 125.8

Prices grew at The highest rgte in the first quarter of 20?2, when Northwestern Federal District 103.4 120.9
the market experienced the impact of a shock resulting from
the drastic change in the economic and political situation. In the fu- St. Petersburg 95.7 120.6
ture, there was a quarterly slowdown in the growth rates of both Leningrad region 106.9 1578
market segments.

For most of the year, the primary market outpaced the second- Southern Federal District 111.5 1141
ary one in terms of prlge growth, most noticeably in the seconld Krasnodar region 106.2 107.7
quarter. A small exception was the final IV quarter, when growth in
the primary market was less than 1 %, which did not dramatically Volgograd region 114.6 126.2
affect the yearly results (Table 2). .

Rost 116.1 129.

The price increase in the primary segment turned out to be ostovregion 6 99
about 1.8 times more than in the secondary. Such a picture was North Caucasion 107.0 116.6
observed for all categories of apartments, to the most extent — for
standard apartments, while for elite housing the rates of price Dagestan 127 1258
growth were comparable. For the secondary market, the main pat- Stavropol region 1211 116.2
tern was an increase in the rate of price growth with an increase in .

) . . . Volga Federal District 118.0 127.6
the quality of housing, whereas in the primary market there were
moderate discrepancies in housing categories with premium qual- Bashkortostan 115.9 134.3
ity apartments leading.

A detailed analysis of the dynamics in the territorial context at Tatarstan 120.0 128.0
the level of the constituent subjects of the Russian Federation con- Perm region 111.4 124.8
firms the prevailing outperformance of the secondary market by - -
the primary one in terms of price growth (Table 3). Nizhny Novgorod region 114.3 1296

In the primary housing market, the group of leading regions in Samara region 110.1 126.6
terms of price growth (over 30 %) included the Leningrad, Chely- —
abinsk and Omsk regions, as well as Bashkortostan. Outsiders by Ural Federal District 12.7 18.7

Table 2. Housing market price indices and average housing Sverdlovsk ragion 1134 119.8
prices in 2022 by category (at the IV quarter end)? Tuymen region* 105.8 114.2

Secondary market Primary market Chelyabinsk region 138.6 131.5

Apartment Percent Thousan. | Percent Thousand Sibirian Federal District 118.0 124.0

category against rubles/ | against Krasnoyarsk region 1135 115.7
rubles/sq. m
IV quarter | sg. mtotal | IV quar- total area — -
2021 area ter 2021 Novosibirsk region 113.2 121.2
Omsk region 123.2 1315
Alltypes 111.8 94.4 121.0 122.3
of apartments Far East Federal District 106.3 114.7
Low quality 107.4 723 - - Primorsky region 106.5 113.2
Average quality 1104 86.8 120.0 122.9 Khabarovsk region 102.1 107.1
(standard)
. ) * — autonomous area included.
Premium quality 1133 102.9 1221 1124 Source: housing market price indices broken down by the constituent
Elite apartments 118.3 162.8 119.4 262.7 subjects of the Russian Federation in 2022, primary market data'; secondary
market data?.
1 Price indices in the primary housing market by subjects of the Russian Federation in 2022. URL: torage/mediabank/ind_perv_4kv-2022.xIsx
2 Price indices in the secondary housing market by subjects of the Russian Federation in 2022. URL: torage/mediabank/ind_vtor_4kv-2022.xlIsx

3 Socio-economic situation of Russia. 2022; 132. URL: https://gks.ru/bgd/regl/b22_01/Main.htm >



#2/2023

MexayHapoaHbI Hay4YHO-TEXHUHECKUI XYypHan

HeoBmX1UMOCTb: SKOHOMMUKA, ynpaeneHune

O0®UUMANBHBIA PASAEN

this indicator (under 15 %) were the Tyumen Region, Primorsky,
Krasnodar and Khabarovsk region. In St. Petersburg, Moscow and
Moscow region, the price growth dynamics also turned out to be
lower than the average for the country.

In the secondary segment, the group of leading regions in
terms of price growth (over 20 %) included Chelyabinsk, Voronezh
and Omsk regions, Stavropol region, Tatarstan. At the opposite
pole were Moscow, Leningrad and Tyumen regions, Primorsky,
Krasnodar and Khabarovsk region, as well as St. Petersburg, where
prices fell by 4.3 %.

The price growth in the primary market in most regions exceed-
ed that of the secondary market. It is noteworthy that the Leningrad

Region, Dagestan, Bashkortostan, Perm region, Nizhny Novgorod,
Samara, Tyumen Region (including autonomous areas), Primorsky
region stand out in terms of price growth in the primary market out-
paced the same value in the secondary market by more than twofold.
In the Leningrad region, the gap is sevenfold. As an exception to
the general trend of the primary market price growth rates leader-
ship, the Stavropol Territory, Voronezh, and Chelyabinsk regions
should be noted.

Now, to describe the price level in absolute terms, let us con-
sider the data of professional market analysts from several well-
known companies united by the Russian Guild of Realtors (RGR)
(Table 4).

Table 4. Multi-apartment housing market prices broken down by the cities of Russia at the end of 2022*

Secondary market Primary market
Federal district/city Markets price gap, %
Thousand rubles/sq. m Thousand rubles/sq. m
Central Federal District
Moscow 266.6 305.3 14.5 in favour of new buildings
Zhukovsky (MR) 130.0 120.0 8.3 in favour of secondary market
Voronezh** 100.0** 90.0** 11.1 in favour of secondary market
Ryazan 80.0 94.0 17.5 in favour of new buildings
Tambov 80.0 80.0 Approximate equality
Kostroma 72.0 81.0 12.5 in favour of new buildings
Northwestern Federal District
St. Petersburg 172.0 214.0 24.4 in favour of new buildings
Kaliningrad 95.0 106.0 11.6 in favour of new buildings
Southern Federal District
Novorossiysk 107.0 115.0 7.5 in favour of new buildings
Yalta (Crimea) 100.0 150.0 50.0 in favour of new buildings
Krasnodar 87.0 110.0 26.4 in favour of new buildings
Volgograd 80.0 80.0 Approximate equality
Volga Federal District
Samara 140.0 120.0 16.7 in favour of secondary market
Nizhnyi Novgorod 103.0 130.0 26.2 in favour of new buildings
Perm 84.4 105.5 25.0 in favour of new buildings
(ngyni::a rogion) 65.0 80.0 23.1 in favour of new buildings
Ural Federal District
Tyumen*** 110.0*** 120.0%** 9.1 in favour of new buildings
Ekaterinburg 102.0 120.0 17.6 in favour of new buildings
Chelyabinsk 75.0 90.0 20.0 in favour of new buildings
Magnitogorsk 55.3 60.5 9.1 in favour of new buildings
Chebarcul 46.0 56.0 21.7 in favour of new buildings
4 Analytical statement. Preliminary 2022 residential real estate market performance according to the experts from the Russian Guild of Realtors (RGR). 2022; 5, 11-13, 15.

URL: https://cms.rgr.ruffiles/images/8bcb13fe84fe11ed8547b4b52f561288.pdf (other companies and experts mentioned above, authors’ calculations).
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End of the Table 4

Secondary market Primary market
Federal district/city Markets price gap, %
Thousand rubles/sq. m Thousand rubles/sq. m

Sibirian Federal District
Novosibirsk 100.0 110.0 10.0 in favour of new buildings
Krasnoyarsk 95.0 109.0 14.7 in favour of new buildings
Tomsk 85.0 98.0 15.3 in favour of new buildings
Abakan 80.0 90.0 12.5 in favour of new buildings

Far East Federal District
Yuzhno-Sakhalinsk 160.0 170.0 6.25 in favour of new buildings
Khabarovsk**** 112.3 130.9 16.6 in favour of new buildings

* — according to the Committee on Statistics and Analytics of the Guild of Realtors of Moscow (GRM), the average bid price on the secondary market on 30.12.22

amounted to 264.8 thousand rubles;

** — according to the Analytical Consulting Group “InvestOcenka”, the weighted average bid price of housing (apartments) in the city at the end of December
amounted to 82.3 thousand rubles/sg. m in the secondary market and 89.9 thousand rubles/sq. m in the primary one;
*** — according to the certified real estate analyst-consultant A.A. Ryaposova in December, the average bid price was 106.1 thousand rubles/sq. m in the secondary

market and 108.1 thousand rubles/sg. m in the primary one;

**** — according to LLC “Center of Property Rights” at the end of December.

According to the absolute price level in both markets, Moscow
was followed by St. Petersburg and Yuzhno-Sakhalinsk, and out-
side the top three, in the price range from 100 thousand to 150 thou-
sand rubles per sg. m there were notable differences. In the sec-
ondary segment, it was followed by Samara, the cities of
the Moscow region, Tyumen, Novorossiysk, Nizhny Novgorod, Eka-
terinburg. In the primary segment — Yalta, Nizhny Novgorod, Zhu-
kovsky (Moscow region), Samara, Tyumen, Ekaterinburg, Novo-
rossiysk, Krasnodar, Novosibirsk, Krasnoyarsk, Perm.

In the most cities, prices for new buildings were 10 to 20 %
higher than those of the secondary market.

CONSTRUCTION AND COMMISSIONING
OF NEW HOUSING

According to preliminary Rosstat data, 2022 witnessed a re-
cord 102.7 million sg. m of housing being commissioned in Russia,
which became the highest absolute indicator in the entire period of
statistical monitoring in Russia (Table 5).

A positive trend of commissioning was demonstrated by most
of territories, including almost all regions, with a total volume of
housing commissioning exceeding 1 million sq. m (Table 6), if we
consider the dynamics of housing construction against the regional
background.

As follows from Table 6, the increase in housing commissioning
of more than 20 % took place in Chechnya, Moscow and Vladimir
regions, Perm and Krasnodar region, Udmurtia. In the Tyumen,
Leningrad and Novosibirsk regions, Primorsky and Stavropol region,
this indicator ranged from 11 to 20 %, i.e., it exceeded or approxi-
mately corresponded to the average country's figures. Another

© © N o o

Table 5. Housing commissioning in the Russian regions in
1999-2022%6.7:8

Growth rates, %
v Million sg. m : -
ear of total area Against Against 2000 year
the previous year

1999 32.0 104.2 105.6

2009 59.9 93.4 197.7

2019 82.0/81.0* 108.3/107.0* 270.6/267.3*
2020 82.2/77.1* 100.2/95.2* 271.3/254.5*
2021 92.6 112.7 305.6

2022 102.7 111.0 338.9

* — excluding the commissioning of garden cottages, the number of which
is provided according to the Rosstat initial data (2019 — 1.0 million sg. m,
2020 — 5.1 million sq. m, no data available for 2021-2022).

12 regions gained a positive momentum of housing commissioning,
and only three of them, including Moscow, showed a reduction.

Against the previous year, there were noticeable changes with-
in the traditional group of leading regions, due to reduced housing
construction in Moscow and its real stagnation in St. Petersburg.
The Moscow region has asserted its leadership in terms of the ab-
solute volume of commissioning, and Moscow, due to a 13 % drop,
closed the top three, having let the Krasnodar region go ahead.
The top five leading regions also included the Leningrad Region
and St. Petersburg, and for the first time the northern capital lagged
the neighboring region®.

General commissioning data combine both multi-apartment
housing (MAH) built by professional developers, and the results of

Russian Statistical Yearbook. 2010: Statistical Collection. Moscow, Rosstat Publ., 2010; 477. URL: torage/mediabank/Ejegodnik_2021.pdf
Socio-economic situation of Russia. 2022; 43, 56-57, 58-59, 66, 94-95, 142-143, 283-286. URL: https://gks.ru/bgd/regl/b22_01/Main.htm
Russian Statistical Yearbook. 2021: Statistical Collection. Moscow, Rosstat, 2021; 418-419. URL: https://rosstat.gov.ru/storage/mediabank/Ejegodnik_2021.pdf
Socio-economic situation of Russia. 2022; 43, 56-57, 58-59, 66, 94-95, 142-143, 283-286. URL: https://gks.ru/bgd/regl/b22_01/Main.htm

Besides, more than 3 million sq. m yearly was commissioned in the Tyumen region (including autonomous areas), Tatarstan and Bashkortostan.
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Table 6. Housing commissioning in the Russian regions in 2022
(in the order of the commissioning pace)?

Table 7. The breakdown of commissioned residential buildings
in the Russian Federation in 2010-2022°

Region Hosing commissioning pace,
% by 2021
Chechnya* 196.8
Moscow region* 153.9
Perm region* 150.9
Vladimir region 142.8
Udmurtia 139.8
Krasnodar region* 120.8
Tyumen region (with autonomous areas) * 119.3
Primorsky region 117.9
Leningrad region* 117.2
Novosibirsk region 111.9
Stabropol region* 110.9
Chelyabinsk region* 108.3
Nizhny Novgorod region * 107.0
Bashkortostan* 105.4
Samara region* 104.4
Irkutsk region 104.0
Krasnoyarsk region 103.8
Kaliningrad region 103.7
Voronezh region 103.1
Tatarstan™ 102.7
Sverdlovsk region* 101.9
Rostov region* 100.7
St. Petersburg 100.3
Dagestan 97.5
Moscow 87.1
Saratov region 85.6

* — regions where commissioning of private housing exceeded 1 million sq. m.

individual housing construction (IHC), i.e. built by individuals inde-
pendently on their land plots.

For the second year in a row, the percentage of individual hous-
ing built by the population at their own expenses or with the bor-
rowed funds exceeded half of the total commissioning (55.7 %).
Accordingly, the share of multi-apartment housing, which has been
steadily declining since 2016, amounted to 44.3 % (Table 7).

According to Rosstat, the area of residential housing facilities
commissioned in Russia by the end of 2022 amounted to

Individual housing con-
Multi-apartment struction at the expense
housing construction of owner’s cash /
Total, mil- borrowed funds
Year lion sq. m
- Share Share
million in total million in total
Sg. m commis- Sg. m commis-
sioning, % sioning, %
2010 58.4 329 56.3 255 43.7
2015 85.3 50.1 58.7 35.2 41.3
2020 82.2 424 51.6 39.8 48.4
2021 92.6 43.5 47.0 49.1 53.0

57.2 million sg. m, which is 16.5 % increase against the previous year.
The five leading regions in terms of the absolute value of housing com-
missioning included the Moscow region (about 9.5 million sg. m),
the Krasnodar region (about 4.5 million sg. m), the Leningrad Region
(about 2.6 million sg. m), Tatarstan (2.2 million sg. m) and Bashkorto-
stan (1.9 million sg. m).

A comprehensive study of all regions with a total volume of
housing commissioning exceeding 1 million sg. m is a very motley
picture. IHC accounted for over 90 % of the commissioning vol-
umes in Chechnya, over 70 % — in Tatarstan, from 60 to 70 % — in
Moscow, Irkutsk, Leningrad, Nizhny Novgorod, Samara and
Vladimir regions, Udmurtia, Bashkortostan, Stavropol and Perm re-
gion, from 50 to 60 % — in Krasnodar region, Chelyabinsk, Saratov
and Rostov regions, Dagestan.

Moscow and St. Petersburg were expected to be at the other
pole, where the contribution of IHC was 11.7 and 7.5 %, respec-
tively'®. The Primorsky region, Voronezh, Kaliningrad and Sverd-
lovsk regions held an intermediate position, with IHC accounting for
40-50 % of the commissioning volumes, as well as the Krasnoyarsk
region, Tyumen Region (with autonomous area) and Novosibirsk
Region, where the contribution of the IHC amounted to 37-39 %.

The volume of MAH commissioned by developers in 2022 in-
creased by 4.6 % compared to 2021, surpassing the pre-pandemic
levels of 2018-2019, but still falling short of the indices of the previ-
ous four years. More than half (57 %) of the housing construction
volume (excluding that built by the population)™ was accounted for
by 10 regions (each with a construction volume of at least
1 million sg. m), and the share of the top five regions (Moscow and
Moscow region, St. Petersburg, Krasnodar region, and Tyumen re-
gion with autonomous areas) amounted to about 42 % of the total
volume of multi-apartment housing construction®.

10 For comparison: in another city of federal significance, Sevastopol, the share of housing commissioned by the population amounted to 76.3 % with a total volume of about

0.56 million sq. m.

11 In the official Rosstat reports such an indicator is not available, but it can be calculated as the difference between the total volume of housing commissioning and housing

commissioning by the population at the expense of own and borrowed funds.
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ANALYSIS OF THE CURRENT SITUATION
IN THE CONSTRUCTION INDUSTRY

According to a survey conducted by the ERZ.RF portal™ in col-
laboration with the School of Developers', GMK'" n RRG', the key
trend of the past year identified by developers was the beginning of
developers expanding beyond local markets. The top five trends
also included the emergence of developers of multi-apartment
buildings in the segment of IHC, an increase in the share of online
sales, a growing importance of developer’s reputation, and a re-
duction in the size of apartments [2].

According to experts from the Russian Guild of Realtors (RGR),
there has been an active review of residential projects in terms of
their quality class. The volume of projects in the “standard” class
has increased, including the subclass of small-sized housing, while
the share of small-format housing has increased in higher quality
class projects®.

Speaking about the mechanism of financing the housing indus-
try, it can be noted that the transition to a new system using project
financing tools has been completed overall. As of the beginning of
2023, almost 89 % of the constructed multi-apartment housing was
built using escrow accounts, compared to 51.5 and 76.8 % at
the end of 2020 and 2021, respectively. This is confirmed by a sta-
ble increase in the volume of loans provided using corresponding
tools. The amount of approved credit lines increased by 84 % to
12.1 trillion rubles. A negative factor is the lag in filling escrow ac-
counts (an increase of one-third to 4.1 trillion rubles at the begin-
ning of 2023) from the dynamics of bank lending to developers'®.

The following indices characterize the real construction activity
in the housing sector and the industry's prospects.

Against a favorable background, the fading quarterly dynamics
of housing construction volumes is a negative factor by the end of
2022. If in the first and second quarters they exceeded the amount
for the same period in 2021 by almost 65 and 25 % respectively,
then in the fourth quarter there was already a decrease of more
than 21 %.

According to the Unified Information System of Housing Con-
struction (UISHC), the total area of housing under construction,
considering all financing mechanisms, amounted to
100.8 million sq. m as of December 22, 2022. The majority of this is
accounted for by housing being built in accordance with
Law No. 214-FZ and exceeds the value of this indicator from
the previous year by more than one fifth*.

As of the beginning of 2023, 98.7 million square meters of multi-
apartment housing were under construction, the volume of which,
accounting for about 92 % of the value at the beginning of 2020,
increased by 2.4 % over the year. At the same time, the volume of
unsold housing is growing: by the beginning of 2023, it exceeded
two-thirds of the total volume of housing under construction
throughout the country. This is the highest indicator in recent years,
exceeding the minimum at the end of 2020 by 41.5 %. The growth
in unsold housing in new buildings over the year exceeded 16 %,
compared to 21.6 % in 2021. Another more than 27 million sg. m of

housing under construction are accounted for by projects whose
sales have not yet opened (no equity participation agreements
(EPAs) signed)".

According to the research conducted by VCIOM “Administra-
tive Barriers in Construction: Survey of Moscow Developers” [3],
the most important factors limiting the growth of current construc-
tion volumes were identified:

e high cost of materials, structures, and products (84 %);

e difficulties in obtaining permits and approvals (78 %);

e constant changes i.rules and legislation (71 %);

e shortage of skilled workers (62 %);

e crisis phenomena due to the pandemic (58 %);

e increase in production costs (51 %).

Due to the shortage of approximately 1/4 of the necessary
workers in the industry, the production of several key construction
products has decreased by the end of the year.

The excavators, glass, and elevators became the leaders of
the fall. Production of ceramic tiles, ceramic sanitary ware, silicate
wall blocks, roll roofing, waterproofing, and other materials de-
creased by up to 15 %. However, production of cement, bricks, and
concrete increased. Despite the ambiguous situation with produc-
tion, prices for construction materials increased for the vast major-
ity of items®. The decrease in production coupled with rising prices
has a negative impact on the profitability of development for various
classes of housing.

Sanction restrictions also seriously affect the development of
the construction industry. According to a survey by Sberbank [4]
among bank clients, up to 70 % of respondents believe that changes
in logistics supply chains for imported materials and equipment can
increase the implementation time of current projects by up to six
months and raise their cost. At the same time, it is noted that
the greatest risks are associated not so much with construction ma-
terials for typical housing, but with more high-tech equipment and
solutions (for example, BIM technology, elevator equipment, spare
parts for certain types of equipment, electrical equipment, electri-
cal panels, ventilation systems) demanded in the elite housing sec-
tor, where the share of such costs can exceed 50 % of the cost.
Since import substitution of the most technologically complex solu-
tions can be a fairly lengthy process requiring not only additional
investments but also competencies that take a long time to form, it
is expected that this factor will have a negative impact on construc-
tion timelines and costs, primarily in the elite segment.

Another trend of the last year was the departure of some foreign
players from the multi-apartment housing construction market,
which in the future may be offset by a more active expansion of
development companies from China.

MORTGAGE LENDING DYNAMICS
AND STATE SUPPORT MEASURES

To overcome the difficulties that arose, the state implemented
programmers to support the construction industry. The main role in
this was played by the extension of various preferential mortgage

12 The main trends in development in 2022. With the participation of GMK, Developer's School and RRG. URL: https:/profi.erzrf.ru/poll/trands-2022-development/

13 A specialized center of competence and educational platform for developers and building contractors in Russia and the CIS.

14 The consulting agency GMK is among the top 100 largest consulting groups and companies in Russia, and holds the first place in the marketing and PR segment (according to
RAEX rating).

15 The company RRG is a major professional player in the commercial real estate market since 2005.

16 Review of multi-apartment housing construction in the Russian Federation. 2022. DOM.RF. March 2023; 2-5, 6. URL: https://nom.pdb/upload/iblock/8a2/hbogccub5re4hmoac9c9

s3206flp5pq1.pdf (authors' calculations).

17 Mortgage lending market Overview in 2022. DOM.RF. February 2023; 3-5. URL: https://nom.pcb/upload/iblock/1bb/7 I6iiiu5p6 t82cjbu2hywdk85aid7q0k.pdf (authors’ calculations).
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programmers, which make up an increasing share of financing
when purchasing housing. Events related to sanction shocks and
the geopolitical situation served as a catalyst for the growth of
the share of preferential mortgages in the financing structure and,
as a result, the role of government support in developing the hous-
ing market financing system.

The past year began with an active growth of the mortgage
portfolio. So, according to DOM.Russia'” in the first quarter of 2022,
a total of 393 thousand mortgage loans were issued for a total
amount of 1.325 trillion rubles against 418 thousand loans for
1.164 trillion rubles in the first quarter of 2021, which meant an in-
crease in the amount of issuance by almost 14 %.

However, in the second quarter, active growth was replaced by
a sharp decline due to overall uncertainty and a sharp rise in
the key rate, which naturally led to a sharp increase in the weighted
average rates for various categories of mortgage loans (Fig.).

Gradual normalization of the key rate and extension of preferen-
tial financing programmes allowed for stabilization, and by the end
of the third quarter of 2022, the amount of preferential financing
almost equaled that of the same period in 2021, reaching
1.317 trillion rubles, although the number of loans decreased by
almost 25 %.

Overall, after record levels in 2021, there was an obvious de-
cline in mortgage lending. According to reports from DOM.RF and
the Central Bank of Russia, mortgage lending in 2022 decreased
by more than 30 % in terms of the number of loans and more than
15 % in terms of volume (Table 8).

In fact, the IHC was thrown 2-3 years back, since the number
of loans issued turned out to be comparable to the pre-pandemic
2019 (1,312 thousand units), and their volume was only 8 % higher
than in 2020 (4.45 trillion rubles). However, the cardinal difference
from 2019 is that then the role of preferential programmes was hard-
ly noticeable (3—-4 % in terms of the number of issues and their
volume), in 2020 they have already had a significant impact on
the housing market, but not to the same extent as two years later.

The main shift in the IHC structure was the increase in the share
of primary market loans secured by equity participation agree-
ments (EPAs). In terms of amount, this category of loans ap-
proached new loans on the secondary market (about 44 %). How-
ever, despite a decrease in its share in the total amount of loans
issued by almost 7 percentage points, this category maintained
a position close to the previous one in terms of the share in their
number (55 %). In terms of absolute values, new lending on
the secondary market lagged behind the 2021 figures, i.e., it
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Dynamics of the weighted average rate for the main types of mortgage loans of the top 20 largest banks in 2020-2022"¢

Table 8. Mortgage lending 2021-2022 (Rural mortgage excluded)’”

Loans Total amount
Loan category Thousand items % Billion rubles %
2021 2022 2021 2022 2021 2022 2021 2021
Mortgage loans, total 1,909 1,327 100 100 5,700 4,813 100 100
Secondary market (new loans) 1,075 730 56.3 55.0 2,904 2,126 50.95 44.2
rnrlr:ta(rgpr/:l)a)rket (secured by equity participation agree- 476 410 249 309 1,881 2063 330 4285
Secondary market (refinancing) 211 28 111 2.1 506 85 8.9 1.75
IHC and built houses* 147 160 7.7 12.05 408 539 715 11.2

* — top-30 banks’data.

18 Dynamics of supply rates of the top 20 mortgage banks. URL: https://www.xn--d1agf.xn--p1ai/analytics/mortgage/
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Table 9. Dynamics and breakdown of sales in new buildings in 2020-2022 (by the number of EPA registered for residential premises)'®
Transaction type 2020 2021 2022
Thousand items % Thousand items % Thousand items %
Total EPA 609 100.0 676 100.0 544 100.0
Mortgage transactions, total 484 79.5 476 70.4 410 75.4
preferential mortgage programme 355 58.3 383 56.65 360 66.2
market mortgage programme 129 21.2 93 13.75 50 9.2
Without mortgage 125 20.5 200 29.6 134 24.6

declined more deeply than residential real estate as a whole, espe-
cially in terms of amount.

The record holder in this regard was refinancing on the second-
ary market, the scale of which decreased by 7.5 times in terms of
quantity and almost 6 times in terms of amount to a symbolic 2.1
and 1.8 % respectively, and their place was taken by loans for indi-
vidual housing construction and ready-made houses. They became
the only category that demonstrated growth in both the number of
loans and their amount by the end of 2022. The share of loans for
individual housing construction and ready-made houses reached
11-12 % compared to just over 7 % in 2021.

Overall, mortgage debt increased by 2 trillion rubles over
the year, and as of the beginning of 2023, its size exceeded 14 tril-
lion rubles (including acquired credit organization rights, excluding
securitization). At the same time, mortgages accounted for 86 % of
the growth in all retail loans, and their share exceeded half of the to-
tal debt of individuals for the first time. The share of overdue debt in
the mortgage portfolio on banks' balance sheets at the beginning
of 2023 decreased to 0.4 % compared to 0.5 % a year earlier.

The level of mortgage interest rates over the past year has fluctu-
ated under the influence of macroeconomic dynamics and the de-
gree of prevalence of preferential programmes. Due to them and
a mortgage with a subsidy from the developer, the weighted average
rates in the primary market fell to 4.3 % per annum against 5.9 % in
2021, while in the secondary market, on the contrary, increased by 1
percentage point to 9.3 %. As a result, the weighted average mort-
gage rate in 2022 (7.2 %) was still lower than in 2021 (7.5 %)".

The increase in the gap between the interest rates on the pri-
mary and secondary markets by 2 times to 5.0 percentage points
has made the primary segment more attractive and shifted demand
towards new buildings. If in 2021, 1/4 of all mortgage loans issued
were for residential properties registered under EPAs, then in 2022,

it will be almost 31 %. The total number of signed EPAs has de-
creased by 19.5 %, but the significance of mortgages in the sales
structure of new buildings has increased (Table 9).

More than 3/4 of all concluded EPAs in 2022 were for such
transactions (70.4 % in 2021 and 79.5 % in 2020). Their absolute
number decreased by almost 14 % compared to 2021, including
a decrease of more than 46 % under market conditions. The share
of market mortgages was minimal (9.2 %), decreasing by one and
a half times compared to 2021 and more than twice compared to
2020. The decreasing number of market mortgage transactions
year-on-year accounted for less than 40 % of the level recorded at
that time. The share of EPAs without mortgages (24.6 %) was lower
than in 2021 (29.6 %), but higher than in 2020 (20.5 %).

However, the issuance of mortgages under preferential pro-
grammes decreased by only 6 %, approximately to the level of
2020. As aresult, the share of preferential mortgages was the high-
est in 3 years (2/3). The total volume of mortgages with state sup-
port remained high: about 485 thousand loans for a total amount of
more than 2.2 trillion rubles (Table 10).

The share of preferential mortgages reached its highest levels:
more than 36 % of the total number of issued mortgages and more
than 46 % in terms of volume. Among others, the programme for issu-
ing loans for new buildings at rates ranging from 7-12 % dominated
(57.3 % of all preferential lending). The Family Mortgage programme
accounted for 35.5 %, while the Far East Mortgage programme was
rather complementary (about 5 %). Overall, the volume of preferential
lending increased by almost 41 %: the largest growth was demonstrat-
ed by the Family Mortgage programme (by 72 %), while the preferen-
tial mortgage programme showed the smallest growth (by 21 %).

In contrast to the volume of lending, the total number of loans
decreased slightly due to a reduction in issuance by more than 16 %
under the preferential mortgage programme, against the background

Table 10. Preferential mortgage lending 2021-2022 (excludind rural mortgages)’”

Loans Total amount
Loan category and programme Thousand items % Billion rubles %

2021 2022 2021 2022 2021 2022 2021 2021
Mortgage loans, total 1,909 1,327 100 100 5,700 4,813 100 100
Preferential mortgage new buildings 340 285 17.8 21.5 1,054 1,276 18.5 26.5
Family mortgage 134 169 7.0 12.7 460 792 8.1 16.5
Far East mortgage 17 24.4 0.9 1.8 70.0 110.0 1.2 2.3
IT mortgage - 6.0 - 0.5 - 52.0 - 1.1
Z:i:rfonr“f'p':’oag”rsammes) 491 4844 | 257/4* | 365 | 1584.0 2,230 27827 | 463

* — according to the DOM.RF 2023 review, excluding the supplementary agreements to existing loans under the family mortgage.
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of a 26 % increase in Family mortgages and 43.5 % — under the Far
East Mortgage programme.

The significant increase in the issuance of family mortgages
can be attributed to the expansion of the programme in mid-2021
to families with one child born after 2018, while maintaining a stable
interest rate throughout the year. As for other government-support-
ed programmes, it is worth noting the increase in the subsidized
loan amount for preferential mortgages up to 12 million rubles in
the capital regions and up to 6 million rubles in other regions when
the programme is extended to self-construction of private houses
(by household method). The Far East Mortgage programme was
extended to teachers and doctors, as well a.rural settlements with
an extension until the end of 2030.

By Resolution of the Government of the Russian Federation
dated December 28, 2022, No. 2485, the preferential mortgage
was extended until July 1, 2024, at a rate of up to 8 %, and the same
programme with a similar time horizon for family mortgages was
extended to families with two children under 18 years old.

The Rural mortgage programme with a preferential loan rate of
3 % has been extended indefinitely. It applies to all settlements with
a population of no more than 30,000 people, except for urban dis-
tricts and municipalities in Moscow, St. Petersburg, and the Moscow
region. During the programme's operation since 2020, more than
97,000 loans were issued for a total amount of 187.1 billion rubles,
which is comparable to the total volume of issuance under the Far
East Mortgage programme for 2021-2022.

An important innovation in the package of preferential pro-
grammes introduced last year was the mortgage for IT specialists
introduced by Resolution of the Government of the Russian Federa-
tion dated April 30, 2022, No. 805. This programme, valid until
the end of 2024, is designed to mitigate the consequences of their
outflow from the country and contribute to solving the industry's per-
sonnel problems.

The programme has not yet become a significant segment in
terms of the total mortgage portfolio, but it is promising for further
growth, especially after the easing of requirements in the new version
of the Government Resolution dated January 23, 2023, No. 72, which
approved the expansion of the age range of potential borrowers up
to 50 years old and the list of organizations where IT specialists work
against the backdrop of a decrease in the salary threshold for poten-
tial borrowers.

2023 OUTLOOK

In the current economic situation, the spectrum of risks for con-
struction and sale of housing has significantly expanded, which can
be classified as follows:

e sanction-related risks (reduced transparency, which in turn
makes it difficult for third-party and conditionally independent
evaluation and expertise of business, for example, during IPO
and placement of bonds of major developers);

e technological risks (related to critical technologies/products in
case the company is heavily dependent on their continuous
supply, for example, the need to replace OTIS elevators with
domestically produced ones);

e risks of Russian jurisdiction (arising from the very fact of doing
business in a “toxic” country for the Western world, making it
likely to be deprived of access to settlement services, insur-
ance, etc. regardless of sanctions);

e security risks (hacker attacks, data leaks, associated with ad-
ditional regulatory burden, for example, Rosreestr ban on

obtaining extracts with the indication of the owner by third
parties, including realtors and banks);

e market risks (reduction in demand for rental and purchase of
housing as a result of the departure of some foreign busi-
nesses from Russia).

The presence of the above risks and the influence of the uncer-
tainty factor actually reduce the forecasting of industry prospects to
assessing the opportunities and scale of support measures from
the state [5-8].

In the absence of new geopolitical shocks in 2023, it is expected
that the industry will be supported sufficiently to provide adequate
housing supply. The expansion of developers beyond their “own” re-
gions will become widespread. After the regulatory implementation
of building information modeling and construction monitoring tech-
nologies in the development process, a leap in digitalization is pos-
sible. Therefore, it is not excluded that another record for annual
housing supply will be set due to extensive development in new re-
gions and increasing contribution of individual housing.

At the same time, from the side of solvent demand, stagnation is
more likely to be expected even with maintaining mortgage lending at
last year's level and a high share of preferential programmes. The most
significant countercyclical support to the market will be the extension
of preferential mortgages and, especially, the expansion of family mort-
gages by extending it to families with two children under 18 years old.
Thus, a sharp recovery in demand for apartments is not expected,
which will lead to a decrease in sales rates at stagnant prices with
subsequent reduction in the average price level of the market in all
segments of multi-apartment housing, including elite.

In addition, the overall trend in the housing construction industry will
be the formation of various economic models and financial mechanisms
of public-private partnerships (PPP) at all levels of public authority in
implementing comprehensive territorial development programmes.
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TeHpeHUMN Pa3BUTUSA XUITULLHOIO PbIHKA
M XWJIULLHOIO CTPOUTENbCTBA B permoHax
Poccuu B 2022 roay

B pa6ote npoBegeHbl Ka4ECTBEHHBIW M KONMYECTBEHHbIA aHanm3
aKTyasnbHbIX TEHOESHUMA pasBuUTUA Hapsdy C LEHOBbIM aHann3om
XUIMLLIHOTO PbIHKa W PbIHKa XWUNLLHOrO CTPOUTENbCTBA Ha (hoHe
CEPbE3HBIX EOMNONIUTUHECKUX N3MEHEHUIN COLMANbHO-3KOHOMM-
yeckon cutyauum B Poccum B 2022 r. B xoge nccnegosaHus as-
TOP MCMOoMb30Basl METOAOMOMMI0 ANCKPETHOMO NPOCTPAHCTBEHHO-
napameTpu4eckoro MOAENVPOBaHNA PbiHKA HeaBwXMMOCTK. [lo-
MUMO MCCriefoBaHWs LIEHOBbIX MOKa3aTeneu pbliHka B cTaTbe pac-
CMOTPEHbI ANHaMMKa 1 CTPYKTypa BBOAA XWNbs B pervoHax Pd,
[aHa oLeHKa crneumguKkn TeKyLLEen CUTyaLmum B CEKTOPE XUNULL-
HOrO CTPOMTENbCTBA, M3YYEHO BAUSHME Mep roCyAapCTBEHHOW
NoAfepXK/ OTPacnv 1 BbisiBIIEHbl (haKTOPbI, OKa3blBaOLLMe Haw-
6orbllee BANAHWE HA NEPCreKTUBLI pa3BuTus oTpaciu B 2023 T.
Ha ocHoBaHWM NpoBEeQEHHbIX aBTOPCKUX UCCIeO0BaHNN cpopMmy-
JNIMpOBaHbl OCHOBHbIE OCOOEHHOCTU OTEYECTBEHHbIX PbIHKOB XXW-
JION HEABVDKMMOCTU U XWUINLLHOIO cTpouTenibctea B 2022 r. Ak-
TyanbHOCTb [JAHHOW paboTbl Mpeponpeaensercs 3HayuTesIbHoM
BOCTPEOOBAHHOCTLIO HAyYHOr0 METOAAa aHanu3a CyLLECTBYHOLLMX
PUCKOB W BNMSHWA (hakTopa HeonpeaeneHHoCTU Ans NPorHo3mpo-
BaHWA MEPCMNeKTUB Pa3BUTUA OTPaCiM U OLEHKU BO3MOXHOCTEWN
1 MacLUTaboB Mep NoaaepXXKy co CTOPOHbI FocyAapcTea.

KnroyeBble croBa: XUINLLHbIN PbIHOK, MHOEKC LjeH, PbIHOK XXU-
JINLJHOro CcTpoutesibCcTBa, UnoTe4vyHoe KpepgutoBaHue, Mepbl ro-
CyﬂapCTBeHHOﬁ rnogaepXxXKu, JibroTHble rporpammbel UTNOTEKU
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